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Q. What is your name and business address? 1 

A. My name is J. Barry Mitchell.  My business address is 440 South LaSalle Street, 33rd   2 

Floor, Chicago, Illinois 60605-1028. 3 

Q. By whom are you employed and what is your title? 4 

A. I am President and Chief Operating Officer of Commonwealth Edison Company 5 

(“ComEd”). 6 

Q. What are the purposes of your testimony? 7 

A. The principal purpose of my testimony is to provide an overview of this filing, and to 8 

describe the reasons why ComEd is seeking a rate increase from the Illinois Commerce 9 

Commission (“Commission”) at this time.  I will also identify each of the other witnesses 10 

providing direct testimony on behalf of ComEd and provide a brief overview of the 11 

subjects on which they testify. 12 

I. Background and Qualifications 13 

Q. Please summarize your educational background. 14 

A. I was graduated from Lehigh University in 1970 with a bachelor’s degree in business 15 

administration and was awarded an MBA in finance in 1971.  I am also a 1987 graduate 16 

of the Executive Development Program at the Darden School of the University of 17 

Virginia. 18 

Q. Please describe your past and present employment. 19 

A. I joined PECO Energy Company as an analyst in the Finance Department in 1971 and 20 

progressed through various positions in finance and corporate planning until I was named 21 

Vice President and Treasurer in December 1994.  In October 2000, Exelon was created as 22 

the result of the merger between PECO Energy and Unicom Corporation, and I was 23 
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named Vice President and Treasurer of Exelon.  In April 2002, I became Senior Vice 24 

President and Treasurer.  In September 2003, I was also named Business Unit Chief 25 

Financial Officer.  In March 2005, I became Senior Vice President, Chief Financial 26 

Officer and Treasurer of Exelon Corporation, and Senior Vice President, Chief Financial 27 

Officer and Treasurer of ComEd.  In November 2005, I was elected President of ComEd.  28 

In September 2007, I was also named Chief Operating Officer. 29 

II. Overview of ComEd’s Request For A Rate Increase 30 

Q. What are the specifics of ComEd’s proposal in this case?   31 

A. ComEd is proposing an increase of $361.3 million in our delivery service rates in order to 32 

allow for the full recovery of the costs of providing distribution service to our customers.  33 

This increase fairly reflects our costs in a 2006 test year, compared to the 2004 test year 34 

in our last case, ICC Docket No. 05-0597, considering all pro forma adjustments.  While 35 

not proposing any significant changes to ComEd’s overall rate design, we are proposing 36 

two new riders:  1) a storm expenses adjustment rider – Rider SEA; and 2) a system 37 

modernization rider – Rider SMP.  I address these riders later in this testimony.   38 

In addition, although we continue to move toward fully cost-based rates, we 39 

recognize that doing so now may disproportionately impact certain groups of customers.  40 

Accordingly, as Mr. Crumrine explains (ComEd Ex. 11.0), we are willing to work with 41 

Commission Staff and the parties to develop a plan that transitions these customers to 42 

cost-based rates over time and in an orderly fashion. 43 

Q. Why is ComEd requesting a rate increase now? 44 

A. The fundamental reason is that we are not recovering the full costs of providing 45 

distribution service to our customers, largely because of our continuing capital 46 
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investment in distribution infrastructure and the increasing costs to operate the system.  47 

Although the Commission approved an increase in ComEd’s rate base in late 2006, 48 

ComEd has invested $1.7 billion in system improvements as described by George 49 

Williams, Michael McMahan, and Sally Clair in their respective testimony (ComEd Exs. 50 

4.0 – 6.0) that are not reflected in ComEd’s current rates.  These are investments that 51 

were required to meet the growing and changing needs of our customers.  As Mr. 52 

Williams explains in more detail in his testimony, ComEd’s service territory includes six 53 

of the 100 fastest-growing counties in the United States.  With a 62% growth rate, 54 

Kendall County has the second highest growth rate in the country, with Will following at 55 

33%.  This growth and the relocation of load to the “collar” and far “collar” counties, 56 

away from ComEd’s traditional main load centers (Chicago and Rockford), have required 57 

ComEd to install and expand additional distribution facilities, transform the nature of our 58 

networks from rural to higher density, and expand our service  in those areas.  59 

 ComEd has also invested heavily in facilities and equipment to maintain its 60 

infrastructure and preserve levels of reliability in developed areas, as Mr. Williams also 61 

explains in more detail.   Finally, ComEd has also invested substantial amounts on new 62 

and emerging technologies that will enable us to serve our customers more reliably and 63 

provide our customers with greater ability to manage their energy usage, thereby 64 

enhancing customer satisfaction.  Both Mr. Williams and I will describe some of those 65 

innovative technologies in our respective testimony. 66 

 ComEd is not alone in experiencing this high level of investment in infrastructure.  67 

EEI reports in its 2006 Financial Review that, in 2006, capital expenditures in the utility 68 
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sector totaled a record $60 billion - - 25% above 2005 levels.  Spending on distribution 69 

accounted for about 30% of the total.   70 

 ComEd’s need to invest for all three reasons – meeting the needs of new 71 

customers, especially in rapidly growing areas; continuing to reliably serve existing 72 

customers; and deploying technologies that will improve service – will continue for the 73 

foreseeable future.  Unfortunately, ComEd’s current financial condition, which I will 74 

describe shortly, makes it challenging for us to successfully implement our investment 75 

program.  The rate increase we request will substantially improve the chances that 76 

ComEd will be able to invest appropriately in its infrastructure and that customers will 77 

receive the benefits of those investments.  78 

Q. What are the factors other than infrastructure investment that are driving ComEd’s 79 

request for a rate increase at this time? 80 

A. First, notwithstanding our vigorous efforts to control costs, operating costs, especially 81 

those resulting from increased spending on overhead and underground line and other 82 

distribution plant, continue to rise well above the costs reflected in present rates, as Mses. 83 

Houtsma and Frank describe in their panel testimony (ComEd Ex. 7.0).  Second, as Mr. 84 

Williams describes in his testimony (ComEd Ex. 4.0), increased worldwide demand for 85 

commodities (such as copper) and equipment (such as transformers, poles, and cable) has 86 

increased the cost of our investments.  Finally, the cost of capital has increased not only 87 

generally, but specifically for ComEd, as Dr. Hadaway and Mr. McDonald describe in 88 

their respective testimony (ComEd Exs. 9.0 and 10.0). 89 

Q. What is ComEd’s present financial condition? 90 
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A. ComEd’s distribution costs exceed its distribution revenues, as Mr. McDonald explains in 91 

his testimony (ComEd Ex. 9.0), such that our projected 2007 return on equity will be less 92 

than half of that which the Commission found to be appropriate just last year – in the 93 

range of 3.5% to 4.5% on an operating earnings basis, compared to the Commission-94 

approved 10.045%.  Moreover, ComEd’s total internal sources of cash in 2007 will be 95 

about $500 million less than the annual cash requirements for the basic operations of the 96 

business, and ComEd will be required to borrow cash to fund its delivery business.  This 97 

situation will continue into 2008 and, without the level of rate relief that we request in 98 

this case, will deteriorate over time.  Finally, this year ComEd’s senior unsecured debt 99 

credit ratings have been the lowest they have ever been in our history; two of the three 100 

major rating agencies rate that debt below investment grade.  All of these factors make it 101 

exceedingly difficult for us to execute our investment objectives. 102 

Q. Given ComEd’s financial condition, why doesn’t ComEd simply cut its spending? 103 

A. Because we have an obligation to provide reliable service and meet customer demand, we 104 

cannot cut our spending without adverse long-term consequences.  As Mr. Williams 105 

explains, our spending is essentially non-discretionary because it is required to support 106 

ongoing operations and the necessary investments in infrastructure.  Moreover, as 107 

Messrs. McDonald and Williams explain, we carefully monitor and control our spending 108 

and subject that spending to rigorous scrutiny. 109 

Q. Can ComEd indefinitely continue to borrow to bridge the gap between costs and 110 

revenues to fund its investments? 111 

A. No.  Borrowing in the magnitude required to make up for the shortfall in revenues is not a 112 

sustainable path for ComEd, and we do not believe it is in the long-term interests of our 113 
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customers.  As with any business, continuing to borrow is not a substitute for having 114 

sufficient revenues and is not a viable, long-term answer.  As Mr. McDonald explains 115 

more fully, borrowing to cover significant cash deficits is not the type of capitalization 116 

policy that the capital markets regard as reasonable or prudent.  In addition, ComEd’s 117 

financial weakness has made it more difficult for ComEd to finance this cash shortfall.  118 

This weakness relative to our peers is a particular disadvantage at a time when our entire 119 

industry, including distribution companies, is beginning a renewed long-term capital 120 

investment and construction cycle.  Finally, our ability to access the debt markets on 121 

favorable terms is a real concern given ComEd’s inability to raise equity.  ComEd has not 122 

paid a dividend to its equity shareholders since 2005 and, given ComEd’s low projected 123 

returns on equity, it is not likely to attract any further equity investments from Exelon. 124 

Q. What kind of projects and improvements are represented by ComEd’s investments? 125 

A. I will provide a summary, but more detail is provided in Mr. Williams’, Mr. McMahan’s, 126 

and Ms. Clair’s respective testimony.   Because we completed our SCADA program in 127 

2006, ComEd is one of the very few utilities that has the capability to remotely monitor 128 

and, if necessary, de-energize equipment at all of its substations, reducing outage times 129 

and improving public safety.  ComEd also has installed state-of-the-art fire protection 130 

equipment and enhanced facility security.  Improvements that ComEd is making include 131 

mobile dispatch systems, distribution automation (“smart” switches) and other related 132 

equipment that can detect an outage, isolate a fault, and reconfigure the system without 133 

human intervention.  These investments will allow us to prevent many interruptions and 134 

lessen the time required to respond to many others.   135 
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  Recently, ComEd has also introduced a number of innovative programs designed 136 

to provide better service to our customers.  These include automating our call center 137 

operations and introducing quality monitoring technologies that enable us to monitor and 138 

improve the performance of our customer service representatives.  We also believe we 139 

have increased customer satisfaction with our “virtual hold” technology, which gives a  140 

customer the option to be called back in the same sequence in which the customer called 141 

in, in lieu of being placed on hold when all call center representatives are busy.  We also 142 

have initiated and continue to refine our voice response system, in response to continuous 143 

feedback from customers about how it meets their expectations.     144 

Q. What kind of additional projects, including capital projects, does ComEd 145 

contemplate? 146 

A. ComEd is investing in technologies that will improve its overhead and underground 147 

distribution performance.   148 

 For instance, ComEd is scheduled to invest $4 to $5 million to install aerial spacer 149 

cable to limit outages caused by tree contact.   150 

  Similarly, to improve underground cable performance, ComEd is evaluating the 151 

use of dielectric injection treatment of underground residential distribution cables to 152 

address cable failures, one of the leading causes of customer interruptions for all electric 153 

utilities.  ComEd plans to spend about $30 million per year on dielectric injection and the 154 

replacement of cable. 155 

  We are also replacing older, fluid-filled high-voltage cables with XLPE (cross-156 

linked polyethylene) cable at a cost of about $5 to $7 million per year.  We are using 157 
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perfluorocarbon tracer gas technology to locate fluid leaks in high-voltage cable, which 158 

reduces the repair time by weeks. 159 

  In addition, ComEd is piloting the use of fuseless capacitor banks to replace 160 

existing 138 kV, externally fused capacitor banks.  Due to the elimination of external 161 

fuses, the installation of these capacitor banks is easier and reliability is higher.  They 162 

also cost 30 to 40 percent less, with continued savings in reduced maintenance and 163 

installation costs. 164 

  We would also like to pursue an advanced metering infrastructure program, which 165 

is now in the very early stages of development.  This program, if implemented, will allow 166 

our customers to use automated meters to better understand how and when they use 167 

electricity so they can more effectively control their costs.  This program will also 168 

support a wide spectrum of personalized services for customers.  Given ComEd’s present 169 

financial condition, however, it would be difficult for us to aggressively pursue this 170 

program.  171 

   Some of these projects may be suitable for treatment under the SMP Rider  I will 172 

discuss later. 173 

Q. If ComEd’s rates were increased in order to recover its costs, what would the 174 

impact be to customers? 175 

A. The $361.3 million rate increase reflects a 21% overall increase above existing rates.  176 

However, because delivery charges are a portion of a customer’s total bill, the requested 177 

increase would increase the bill of bundled service residential customers by less than 178 

$6.00 per month or less than 8%, on average above January 2, 2007 levels, and a lesser 179 

amount when the effects of the recently passed legislation are taken into account.   Mr. 180 
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Crumrine provides more information on the size of the increase in his testimony (ComEd 181 

Ex. 11.0).    182 

Q. Mr. Mitchell, does the revenue requirement include any part of the payments 183 

ComEd made as a result of the recently enacted legislative amendments? 184 

A. No.  Our proposed revenue requirement increase reflects only capital investments made 185 

since the last rate case and test year 2006 operating expenses, subject to specific 186 

ratemaking and pro forma adjustments.  No portion of the payments made as a result of 187 

the legislation is included. 188 

Q. Does any part of this rate request contain items that were previously before the 189 

Commission and disallowed from rates? 190 

A. We have included the full amount of our Sarbanes-Oxley costs, instead of the one-half of 191 

those costs the Commission allowed in the last case, in recognition that the Commission 192 

acknowledged that this was a new issue and because the issue is on appeal.   However, as 193 

Mses. Houtsma and Frank point out, our Sarbanes-Oxley costs have decreased since the 194 

last test year, so full recovery in this case would not result in an increase in the revenue 195 

requirement.  I would also point out that we are not contesting the conclusion that the 196 

Commission reached in the last case concerning the removal of goodwill from ComEd’s 197 

equity balance, although we continue to maintain that our position on that issue was 198 

correct.  Likewise, we have not sought recovery of the $803 million pension contribution 199 

at our full cost of capital, although the Commission’s decision on that issue is before the 200 

Appellate Court, and we reserve the right to revise the revenue requirement depending on 201 

the outcome of that appeal. 202 
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Q. Earlier in your testimony you stated that ComEd is proposing two new riders in this 203 

case.  Would you please identify the riders? 204 

A. ComEd is proposing a system modernization rider, Rider SMP (System Modernization 205 

Projects Adjustment), and a storm expense adjustment rider, Rider SEA (Storm Expense 206 

Adjustment).  I discuss Rider SMP in more detail below.  A complete discussion of Rider 207 

SEA is found in the testimony of ComEd witnesses Mr. Crumrine (ComEd Ex. 11.0), Mr. 208 

Williams (ComEd Ex. 4.0) and Mses. Houtsma and Frank. (ComEd Ex. 7.0) 209 

Q. What is the System Modernization Project? 210 

A. The System Modernization Project (“SMP”) will provide for recovery through a rider, 211 

Rider SMP, of the revenue requirement equivalent (recovery of and return on) of the 212 

investment costs of a limited number of capital projects.  In general, we propose that 213 

Rider SMP would be applied only to those projects solely or primarily dedicated to 214 

improving the distribution system to enhance service to retail customers, improvements 215 

beyond ComEd’s basic service obligation.   Under this Rider, ComEd would propose 216 

annually (beginning with this case) a list of projects for Rider SMP treatment, and the 217 

Commission would have an opportunity to review those projects and determine whether, 218 

in its view, such treatment would be appropriate for those projects.  In addition, ComEd 219 

would also propose to identify in this proceeding certain projects that in its opinion are 220 

suitable for Rider SMP treatment.  Mr. Williams provides a complete description of the 221 

program and (along with Ms. Clair, ComEd Ex. 6.0) gives examples of projects that 222 

might be included in such a program (ComEd Ex. 4.0).  Mses. Houtsma and Frank 223 

discuss the financial issues associated with Rider SMP (ComEd Ex. 7).  The provisions of 224 

the proposed tariff itself are discussed in the testimony of Mr. Crumrine (ComEd Ex. 225 
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11.0).  Finally, Mr. McDonald explains that ComEd cannot commit to these capital 226 

intensive projects even with the SMP Rider until ComEd becomes sufficiently financially 227 

healthy to be able to make all the necessary core investments first (ComEd Ex. 9.0). 228 

Q. Why does ComEd believe that the Commission should approve this approach to cost 229 

 recovery? 230 

A. Very simply, this approach will allow ComEd to invest in advanced technological 231 

enhancements to the grid which, although desirable, are not immediately required to 232 

provide safe, adequate and reliable service.  Because such technological enhancements 233 

are important to ComEd’s customers and, we believe, to the Commission, we are offering 234 

the SMP program to the Commission as a balanced method to provide for appropriate 235 

cost recovery of the covered projects to help ensure that spending on such improvements 236 

will not be displaced by other, higher priority capital projects.   As capital investment 237 

needs change in response to operating and financial conditions, ComEd must be able to 238 

reprioritize its spending without disrupting its long-term goals.  Therefore, absent a 239 

program like the SMP, in some years spending on advanced technological improvements 240 

would give way to investments which ensure current system performance and provide 241 

basic service to customers.       242 

Q. Why does ComEd consider the SMP program to be a “balanced” one? 243 

A. The program will provide valuable benefits based upon input from the Commission and 244 

other stakeholders concerning the types of projects that will be subject to the Rider.  Mr. 245 

Crumrine discusses the mechanics of this in more detail in his testimony, but initially 246 

ComEd would propose the projects to be subject to the Rider.  Commission Staff and 247 

other interested parties would have an opportunity to provide their views on whether the 248 
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projects are suitable for inclusion.  Only those projects that can garner sufficient support, 249 

and that are approved by the Commission for inclusion will be subject to the Rider.  In a 250 

very real sense the SMP program creates a “partnership” between ComEd and the 251 

Commission that will enable ComEd to move towards a more modern system and to 252 

incorporate into its grid the kinds of technologically advanced features that will help our 253 

customers revolutionize the ways they manage their electric usage.  The program is 254 

balanced in the sense that it provides an opportunity for all relevant viewpoints to be 255 

considered and that only those projects that the Commission approves will be covered by 256 

the cost recovery features of Rider SMP.  257 

Q. Mr. Mitchell, can you summarize why this case is important to ComEd? 258 

A. All of our cost recovery efforts are important, but this case has particular significance.  259 

Meeting the growing and changing needs of our 3.8 million customers demands 260 

continuing investment in infrastructure, including new technologies, new and better 261 

methods of serving our customers with new and better methods to ensure their efficient 262 

use of electric service, and expanding our system in rapidly developing areas.  Continued 263 

investment is critical if we are to continue to meet these demands.  Continued investment 264 

in infrastructure is also necessary to continue to promote regional economic development, 265 

growth and modernization throughout northern Illinois.  Our goal is to meet the 266 

electricity needs of our customers and to provide them with the most modern and 267 

advanced technologies and services available, in one of the most critical regions of our 268 

nation.  The Commission’s decision in this case will have an impact on our financial 269 

health that cannot be over-emphasized, and ComEd’s financial health is critical to our 270 

ability to continue that investment.     271 
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III. Introduction Of Other Witnesses 272 

Q. Mr. Mitchell, who are ComEd’s other witnesses in this case? 273 

A. In addition to my testimony, ComEd is submitting the testimony of the following 274 

witnesses on the subjects summarized below: 275 

Susan D. Abbott, Managing Director of New Harbor Incorporated, testifies (ComEd Ex. 276 

2.0) that:    277 

• ComEd’s credit ratings are at a critical juncture and an adverse rate order in 278 
this proceeding could well lead to a rating agency reaction that hampers and 279 
could potentially  jeopardize ComEd’s access to debt financing; and 280 

• ComEd’s equity investor is not likely to accept the poor returns produced by 281 
ComEd indefinitely and ComEd will find it extremely difficult if not 282 
impossible to attract any equity capital, a situation that will be made much 283 
more likely by an adverse rate order in this case.  284 

Hon. Robert W. Gee, former chair of the Public Utility Commission of Texas and 285 

former Assistant Secretary for Policy of the Department of Energy, testifies (ComEd Ex. 286 

3.0) that:  287 

• Ratemaking is not a “zero-sum game” in which below-cost rates help 288 
customers and increasing rates to recover those costs hurts customers.  Rates 289 
that do not allow ComEd an opportunity to recover its costs are not in 290 
customers’ interest. 291 

• Inadequate rate case recovery of prudent and reasonable costs will: 292 

o Discourage investment in distribution plant and 293 
advanced technologies at a time when such investments 294 
are most needed; 295 

o Impair ComEd’s ability to raise capital on favorable 296 
terms, adversely impact ComEd’s credit rating and raise 297 
ComEd’s risk; and 298 

o Undermine the provision of reliable service by 299 
constraining ComEd’s ability to expand its distribution 300 
system in new geographic areas, to modernize that 301 
system, and to meet growing customer needs. 302 

George Williams, ComEd’s Senior Vice President, Operations, testifies (ComEd 4.0) 303 

that: 304 
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• Despite careful cost controls, the cost of providing distribution service to 305 
ComEd’s customers has risen significantly since ComEd’s last rate case.  306 
ComEd’s costs have, in particular, been driven up by the need for significant 307 
new investment and by rapid increases in equipment costs, such as 308 
transformers, wire, and cable.   309 

• In order to provide service to customers, ComEd has invested $1,549.9 310 
million in distribution infrastructure that is not yet included in its rate base.  311 
ComEd’s operating expenses (before income taxes) have increased by $199 312 
million to $1,357.5 million since its last rate case.  Those costs are also not 313 
reflected in current rates. 314 

• The distribution investments and operating activities on which ComEd’s 315 
proposed rates are based are reasonable and were made and conducted 316 
prudently. 317 

• The revenues that the proposed rates would provide will allow ComEd to 318 
address the growing investment and operational needs and rising costs of 319 
operating a distribution system.  In particular, they will permit ComEd to 320 
continue unabated its: 321 

o provision of reliable delivery service to existing 322 
customers; 323 

o expansion of the distribution system, especially in 324 
rapidly growing areas, to meet growing customer 325 
needs; and 326 

o deployment of innovative new technologies, including 327 
technologies that increase the reliability and resiliency 328 
of the distribution system. 329 

 330 
Michael McMahan, ComEd’s Vice President, Technical Services, testifies (ComEd Ex. 331 

5.0) that:  332 

• ComEd’s major capital investments, including the distribution projects listed 333 
on ComEd’s Schedule F-4, have been prudently planned and executed.  They 334 
are used and useful in providing highly reliable service to its customers. 335 

• ComEd’s challenge process requires multiple levels of ComEd management 336 
to review proposed distribution projects to ensure that feasible alternatives 337 
have been explored, that the projects are necessary and will address identified 338 
service needs, and that the costs are necessary. 339 

• Control processes insure that we properly account for and monitor 340 
expenditures on ComEd’s recurring tasks, also called blanket programs, and 341 
that they serve a valid business purpose. 342 
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• ComEd’s major distribution operating and maintenance initiatives enable 343 
ComEd to proactively manage vegetation and preventive maintenance of 344 
overhead and underground equipment, and show strong potential to improve 345 
system reliability and lower unplanned costs. 346 

Sally T. Clair, ComEd’s Senior Vice President, Customer Operations, testifies (ComEd 347 

Ex. 6.0) that: 348 

• ComEd’s operations functions are critical to serving delivery customers, 349 
ComEd’s Customer Service and Information and Customer Account expenses 350 
were reasonably and prudently incurred, and assets included in ComEd’s rate 351 
base that support customer operations are used and useful. 352 

• The resulting new and modified information systems in the Post-2006 Rate 353 
and Billing Project, one of the projects listed on ComEd’s Schedule F-4, were 354 
required to implement ComEd’s restructured rates and for it to efficiently deal 355 
with customers, RESs, and others.  Ms. Clair confirms that these systems are 356 
used and useful and that the project cost was reasonable and prudently 357 
incurred. 358 

• An advanced metering infrastructure (“AMI”) project could be included in 359 
ComEd’s proposed System Modernization Program and would benefit 360 
customers. 361 

Kathryn M. Houtsma, ComEd’s Vice President, Regulatory Projects, and Stacie M. 362 

Frank, ComEd’s Director, Distribution Revenue Policy, testify (ComEd Ex. 7.0) that: 363 

• ComEd’s revenues under existing delivery rates fall $361.3 million short of 364 
recovering its prudent and reasonable costs of providing distribution and 365 
customer service to its retail customers. 366 

• The cost recovery shortfall is driven largely by increases in plant investment 367 
and operating and maintenance expenses since ComEd’s last rate case. 368 

Thomas Flaherty, Senior Vice President, Booz Allen Hamilton, testifies (ComEd Ex. 369 

8.0) that: 370 

• ComEd’s administrative and general (A&G) costs are reasonable, and the 371 
costs incurred by ComEd as a result of services provided to it by Exelon 372 
Business Services Company (EBSC) have been reasonably incurred and are 373 
competitive with costs ComEd would incur if it arranged for alternative 374 
provision of those services.  In reaching this conclusion, Mr. Flaherty found 375 
that: 376 

o the services provided by EBSC are necessary and 377 
provide demonstrated benefit; 378 
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o no duplication or overlap of activities occurred among 379 
the various entities within the Exelon group of 380 
companies performing similar services; 381 

o the budgeting and cost control process provides for 382 
effective cost management and control; 383 

o the cost of services provided by EBSC is advantageous 384 
to ComEd whether measured by comparison to costs 385 
incurred by relevant peer groups, costs that would be 386 
incurred if ComEd “self-performed” the services, or 387 
costs that would be incurred if ComEd obtained the 388 
services from external third-party providers; and  389 

o the assignment and allocation of EBSC costs to the 390 
Exelon operating companies, including ComEd, reflect 391 
appropriate principles. 392 

Robert McDonald, ComEd’s Senior Vice President, Chief Financial Officer, and Chief 393 

Risk Officer, testifies (ComEd Ex. 9.0) that: 394 

• ComEd’s distribution rates must be increased.  ComEd’s costs significantly 395 
exceed its revenues under current rates and, as a result, its earnings are far 396 
below the level found by the Commission last year to be just and reasonable 397 
and necessary to recover ComEd’s cost of capital.  ComEd is left in a weak 398 
financial condition, with credit ratings at historic lows, and inadequate access 399 
to credit markets.  This situation is not sustainable.  ComEd cannot continue 400 
to borrow to cover an inherent deficit in rates.   401 

• ComEd proposes a capital structure based on its actual capital structure as of 402 
December 31, 2006, with no goodwill included.  It treats the $803 million 403 
equity contribution used in 2005 to fund ComEd’s pension consistently with 404 
the Commission’s Order in Docket No. 05-0597, subject to the outcome of the 405 
currently pending appeal.  406 

• ComEd’s weighted average cost of capital is 8.55%.  The embedded cost of 407 
ComEd’s long-term debt is 6.74%.  The cost of ComEd’s common equity as 408 
estimated by Dr. Hadaway is 10.75%. 409 

• ComEd’s incentive compensation programs are driven by the types of safety, 410 
customer service, and performance metrics that the Commission has held to be 411 
appropriate for inclusion in a program the cost of which is recovered through 412 
rates. 413 

Professor Samuel Hadaway, a professor of economics and finance and principal in 414 

FINANCO, Inc., Financial Analysis Consultants, testifies (ComEd Ex. 10.0) concerning 415 

ComEd’s cost of equity capital.  Applying standard cost of equity methodologies, Dr. 416 
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Hadaway concludes that the investor-required cost of equity capital for ComEd is 417 

10.75%.  In arriving at this result, Dr. Hadaway: 418 

• notes the special circumstances following resolution of the recent controversy 419 
over procurement issues, ComEd’s weakened financial condition and 420 
depressed credit ratings, and the close attention that rating agencies will pay to 421 
the rate relief provided by the Commission in this proceeding; 422 

• addresses the Commission’s decision in Docket 05-0597 concerning use of 423 
GDP growth rates in a discounted cash flow (“DCF”) analysis and presents an 424 
alternative DCF analysis using growth rates from four recognized securities 425 
analysts, the results of which support Dr. Hadaway’s recommended 10.75% 426 
cost of equity for ComEd; and 427 

• emphasizes the effect on ComEd’s access to and cost of capital if the 428 
Commission fails to approve recovery of ComEd’s costs of service, including 429 
its reasonable cost of equity.   430 

Paul Crumrine, Director, Regulatory Strategies and Services, ComEd, testifies (ComEd 431 

Ex. 11.0): 432 

• that the design of ComEd’s proposed tariff structure and rate proposals are 433 
reasonable and should be approved; 434 

• about ComEd’s proposed Rider SMP and Rider SEA and the manner in which 435 
each Rider will operate; 436 

• that ComEd’s proposed rate design properly moves rates closer to costs, 437 
thereby providing customers with the appropriate price signals for the services 438 
purchased; and 439 

• that ComEd’s proposed rate design serves to reduce and/or eliminate subsidies 440 
being borne by some customers for the benefit of others. 441 

The panel of Lawrence Alongi, Manager, Retail Rates, ComEd, and Chantal Jones, 442 

Principal Rate Analyst, Retail Rates,  testifies (ComEd Ex. 12.0) that 443 

• ComEd’s proposed allocation of revenues among its customer classes is 444 
reasonable and should be approved; and 445 

• ComEd’s proposed rate design properly establishes rate elements and charges 446 
that reflect the cost to provide service to customers. 447 

Alan C. Heintz, Vice President of Brown, Williams, Moorhead & Quinn, Inc., presents 448 

(ComEd Ex. 13.0) an embedded cost of service study for ComEd, and testifies that the 449 
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study properly allocates costs among ComEd’s customer classes and is consistent with 450 

what the Commission has used in prior cases to set rates.. 451 

Q. Does this conclude your direct testimony? 452 

A. Yes. 453 


