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I. Introduction and Background 1 

A. Identification of Witness 2 

Q. What is your name and business address? 3 

A. My name is Kevin J. Waden.  My business address is Commonwealth Edison 4 

Company, Three Lincoln Centre, Oakbrook Terrace, Illinois 60181. 5 

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

A. I am employed by Commonwealth Edison Company (“ComEd”) as its Director of 7 

Accounting and Financial Reporting. 8 

B. Purpose of Testimony 9 

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

A. I will respond to certain aspects of the direct testimony of Illinois Commerce 11 

Commission (the “ICC” or the “Commission”) Staff (“Staff”) witnesses Thomas 12 

L. Griffin and Dianna Hathhorn.  In particular, I will address Mr. Griffin’s 13 

comments, conclusions and proposed adjustments or recommendations regarding: 14 

• allocation of common plant for substations according to the proportion of 15 
the distribution facilities and transmission facilities that are at the plant 16 
(pages 22-25, lines 423-490). 17 

• changes to ComEd’s Property Unit Catalog (pages 14-16, lines 266-309); 18 

• software developed or obtained for internal use (pages 8-11, lines 163-19 
215); 20 

• departmental overheads (pages 11-12, lines 216-242); 21 

• stores clearing account (pages 12-13, lines 243-265); 22 

• annual reporting on significant changes in accounting policy and practices 23 
(page 21, lines 398-410); 24 

• the conducting of periodic depreciation studies (pages 21-22, lines 411-25 
422); and 26 



Docket 07-0566 
ComEd Ex. 26.0 

 

Page 2 of 25 

I will also address Ms. Hathhorn’s comments, conclusions and proposed 27 

adjustments or recommendations regarding: 28 

• reporting of affiliate transactions (page 42, lines 997-1017); and 29 

• the depreciable life of the “Post 2006 Project” (page 29, lines 679-87 and 30 

Schedule 1.9, page 3). 31 

C. Summary of Conclusions 32 

Q. Stated briefly, what are your conclusions? 33 

A. I conclude that Mr. Griffin’s recommendations and proposed adjustments to 34 

ComEd’s rate base are inappropriate and should be rejected.  By and large Mr. 35 

Griffin bases his adjustments on nothing more than his own view that items that 36 

ComEd has capitalized should have been expensed.  Mr. Griffin does not contend 37 

that ComEd’s decisions to capitalize versus expense violated Generally Accepted 38 

Accounting Principles (“GAAP”), the Uniform System of Accounts (“UsofA”) 39 

adopted by the Commission, or any other Commission rule or policy. 40 

Moreover, Mr. Griffin does not suggest that any of the underlying costs that he 41 

claims should have been expensed were unreasonable or imprudent.  As a result, 42 

Mr. Griffin has not presented any defensible basis upon which ComEd could be 43 

deprived of an opportunity to recover those costs.  Yet, Mr. Griffin appears to 44 

believe that a cost that has been capitalized improperly (in his view) should be 45 

removed from rate base but makes no provision for ComEd’s recovery of the 46 

amortized portion of that cost.  Similarly, and in the same regard, Mr. Griffin does 47 

not recognize that if his preferred methods of accounting were to be adopted, and 48 

ComEd’s rate base is reduced, ComEd would have additional 2006 test year 49 
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expenses as a result, expenses which must be included in ComEd’s revenue 50 

requirement.  As the Rebuttal Testimony of Mses. Houtsma and Frank ComEd 51 

Ex. 25.0) makes clear, proper ratemaking principles would result in an increase to 52 

ComEd’s revenue requirement of at least $12.6 million if Mr. Griffin’s 53 

adjustments are made. 54 

As I said, however, ComEd does not believe that these revenue requirement 55 

effects of Mr. Griffin’s recommendations need to be considered because the 56 

recommendations are without merit.  The Rebuttal Testimony of Joseph A. 57 

Frangipane, an independent accounting expert and formerly head of the audit 58 

division of the Federal Energy Regulatory Commission (“FERC”), supports 59 

ComEd’s position that Mr. Griffin’s recommendations should be rejected as 60 

baseless.   61 

 With respect to Mr. Griffin’s specific recommendations, I conclude that: 62 

• Mr. Griffin’s proposed adjustments related to software developed or 63 

obtained for internal use, departmental overheads, changes related to the 64 

stores clearing account, and Property Unit Catalog changes are 65 

inappropriate. ComEd does not contest a small amount ($14,000) of Mr. 66 

Griffin’s proposed adjustment relating to certain software costs.  However, 67 

as to the remainder of these issues, ComEd’s accounting practices and 68 

policies in these areas are consistent with sound accounting principles, 69 

proper business reasons exist for these changes, and ComEd’s accounting 70 

treatment in these areas is appropriate and in accordance with GAAP.  Mr. 71 

Griffin’s proposed adjustments and recommendations are not appropriate. 72 
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• With respect to the allocation of substation common facilities costs, 73 

ComEd has not violated any accounting standards in this regard and has in 74 

fact followed a Commission-approved methodology.  A change in 75 

allocation methodology is not appropriate and would not be beneficial to 76 

customers. 77 

• Although Mr. Griffin has made proposed recommendations related to 78 

accounting policies for annual reporting of accounting changes and the 79 

conduct of periodic depreciation studies, ComEd has not violated any 80 

Commission requirements or governing accounting standards in any of 81 

these areas.  Nonetheless, ComEd agrees to certain parts of Mr. Griffin’s 82 

recommendation for accounting changes and does not contest his 83 

recommendation concerning depreciation studies.   84 

• Ms. Hathhorn has made a proposed recommendation related to reporting 85 

of affiliate transactions.  ComEd has complied with all applicable 86 

reporting requirements related to affiliate transactions.  Nonetheless, 87 

ComEd agrees to report certain services provided to affiliates in 88 

accordance with Ms. Hathhorn’s recommendations, with some 89 

clarifications to that process. 90 

• Ms. Hathhorn’s conclusions and proposed adjustment related to the 91 

depreciable life of the Post 2006 Project are inappropriate. 92 

D.  Organization of Testimony 93 

Q. How is your testimony organized? 94 

A. After briefly reviewing my background and experience in this Section I, in 95 
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Section II I discuss the specific issues in Mr. Griffin’s testimony to which I am 96 

responding, and explain why Mr. Griffin’s adjustments and recommendations to 97 

which ComEd objects are inappropriate or unnecessary.  In Section III, I respond 98 

to the issues from Ms. Hathhorn’s testimony that I am addressing and explain why 99 

her recommendations and conclusions to which ComEd is objecting are 100 

inappropriate.   101 

E. Background and Experience 102 

Q. Please summarize your educational background and qualifications. 103 

A. I graduated with honors from Augustana College, Rock Island, Illinois, in 1992 104 

with a Bachelor’s degree in Accounting and Business Administration.  I am also a 105 

1998 graduate of Northwestern University’s J.L. Kellogg Graduate School of 106 

Management where I earned a Master’s of Business Administration degree in 107 

finance, real estate, and organizational behavior.  Additionally, I am a licensed 108 

Certified Public Accountant (“CPA”) in the State of Illinois and a member of the 109 

American Institute of Certified Public Accountants (“AICPA”). 110 

Q. Describe your past and present employment. 111 

A. I began my career at Arthur Andersen, LLP in 1993 in the audit practice of the 112 

Chicago office as a staff auditor.  Over the next nine years, my responsibilities at 113 

Arthur Andersen continued to expand, and I received several promotions, 114 

ultimately to the level of experienced manager.  A significant portion of my time 115 

at Arthur Andersen was focused on the energy industry, which included working 116 

with ComEd from 1995 through 2000.  In May 2002, I joined ComEd as the 117 

Manager of Financial Reporting.  In September 2003, I was promoted to Director 118 

of Financial Reporting and Accounting Research for Exelon Energy Delivery, 119 
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LLC.  120 

In January 2007, I became the Director of Accounting Operations for ComEd and 121 

in January 2008 my role expanded to cover both Accounting Operations and 122 

Financial Reporting. 123 

II. Response to  Mr. Griffin’s Comments, Conclusions and Recommendations or 124 

Adjustments 125 

A.    Allocation of Common Substation Facilities Costs 126 

Q. Mr. Waden, let’s discuss first Mr. Griffin’s recommendation that ComEd be 127 

required to change the method it uses to allocate the costs of common facilities at 128 

certain substations between transmission and distribution.  What is Mr. Griffin’s 129 

recommendation? 130 

A. Mr. Griffin recommends that ComEd allocate common facilities at combination 131 

substations according to the proportion of distribution and transmission facilities 132 

that are at the plant.  He concludes that this is a “more equitable” basis of 133 

allocating costs than ComEd’s current method. 134 

Q. What are the “common facilities” whose costs are at issue here? 135 

A. Common facilities represent substation assets that are used for or support both 136 

transmission and distribution purposes.  Some examples of such “common 137 

facilities” are land, fences, buildings, and station power transformers. 138 

Q. What is ComEd’s treatment of common facilities at substations with both 139 

transmission and distribution functions? 140 

A. ComEd classifies common facilities at substations with combined transmission 141 

and distribution functions based on the primary function of the substation.  In 142 

other words, if the station in question is primarily a distribution station, ComEd 143 
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allocates all of the investment in common facilities at that station to distribution 144 

rate base. 145 

Q. Why does ComEd follow the allocation method you described? 146 

A. This classification is based on an ICC-approved methodology.  In ICC Docket 98-147 

0894, ComEd’s Refunctionalization Docket, the ICC approved a utility industry 148 

White Paper, which had been prepared to implement the “seven factor” test 149 

established by the FERC in Order 888 to deal with the classification of assets as 150 

either transmission or distribution.  In relevant part, that White Paper concluded 151 

that the treatment of “combination stations and the facilities within them should 152 

be classified on the primary function of the substation or such facilities by 153 

specific utility application.”  This section from the docket was meant to, and did, 154 

address common facilities and the ICC has consistently accepted this approved 155 

methodology. 156 

Q. What does Mr. Griffin propose regarding classification of common facilities 157 

costs? 158 

A. Mr. Griffin believes that ComEd should apportion common facility costs to 159 

multiple functions based on the proportion of distribution and transmission 160 

facilities at the plant. 161 

Q. What is your response to Mr. Griffin’s recommendation? 162 

A. Mr. Griffin gives no explanation for why his approach is a more appropriate 163 

method of allocation, other than asserting that it is “more equitable.”  Even if that 164 

were true, ComEd’s method of classification is based on an ICC-approved 165 

methodology. 166 
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Q. Would ComEd object if the Commission was to decide that prospectively the cost 167 

of such common facilities should be apportioned as Mr. Griffin proposes? 168 

A. First, the Commission should recognize what an unworkable and burdensome 169 

situation this would create.  If the allocation between transmission and 170 

distribution were to be required to reflect the proportional use of each 171 

combination substation, the allocation could change as new facilities are added to 172 

or retired from those substations.  This would create an administrative and 173 

accounting nightmare any time assets are added to or retired from these 174 

substations, which occurs on a regular basis.  Moreover, it is impossible to 175 

determine what kind of positive benefit might flow from this greatly increased 176 

complexity.  The reality is that our customers will experience the same overall 177 

rate impact whichever method of allocation is used as the assets would flip back 178 

and forth between distribution and transmission assets, both of which are 179 

recovered from our customers.  This also puts ComEd at risk of not being allowed 180 

to recover its costs between rate cases between jurisdictions.  Given that, it would 181 

not be sound policy to require ComEd to undertake the burden of continually 182 

updating its allocations that will do nothing more than shift costs between 183 

ComEd’s transmission and distribution rates, very likely at a higher overall cost.  184 

B.  Expense vs. Capitalization 185 

Q. Let’s turn now to Mr. Griffin’s proposed adjustments that would require ComEd 186 

to expense certain items it now capitalizes, and thereby reducing ComEd’s rate 187 

base.  Before we discuss the specific individual recommendations, how does 188 

ComEd, generally, decide what costs to treat as an expense, and which to 189 

capitalize? 190 
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A. ComEd has multiple capitalization policies which are used to provide guidance on 191 

capital vs. expense decisions.  These policies have been communicated to Staff in 192 

Data Request JMO 2.03, a copy of which is attached as ComEd Ex. 26.1. 193 

Q. Does the Commission’s USofA contain any guidelines as to what may or may not 194 

be capitalized? 195 

A. The FERC USofA, on which the ICC’s is based, provides general guidelines in its 196 

Electric Plant Instructions related to the types of expenditures which should be 197 

capitalized.  It does not provide specifics on the dollar threshold for capitalization.  198 

The FERC’s USofA guidelines have generally been adopted by the Commission. 199 

Q. Does GAAP contain any such requirements? 200 

A. GAAP generally requires that any assets having or expected to have a useful life 201 

in excess of one year to be capitalized, so that the cost of the asset is recognized 202 

over the period of expected use of the asset.  GAAP does not specifically provide 203 

a dollar value for a capitalization threshold, but rather allows management of each 204 

company to determine the appropriate level of materiality.  While technically any 205 

asset with a life greater than one year could be capitalized, companies generally 206 

establish dollar thresholds to reflect the impracticality of capitalizing very small 207 

value items. 208 

C.   Software Developed or Obtained for Internal Use 209 

Q. Mr. Griffin proposes an adjustment for costs related to software developed or 210 

obtained for internal use.  What are the grounds for this recommended 211 

adjustment? 212 

A. As I indicated above, Mr. Griffin recommends an adjustment of $14,951,000 to 213 

ComEd’s proposed rate base in total in connection with software developed or 214 
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obtained for internal use.  Of his proposed adjustment, $14,937,000 relates to 215 

ComEd’s change, effective January 2002, to modify the capitalization threshold 216 

for these software costs from $10 million to $100,000.  Mr. Griffin states that this 217 

change was made to conform ComEd’s practices and policies to affiliated 218 

companies.  Mr. Griffin proposes an adjustment to remove the impact of ComEd’s 219 

change to the capitalization threshold because he concludes it is not reasonable 220 

that customers should pay more because the utility wants to align capitalization 221 

policies and property unit catalogs with affiliates.   222 

Q. Why did ComEd make changes to its capitalization threshold for costs related to 223 

software developed or obtained for internal use? 224 

A. During 2002 a review was performed of ComEd’s capitalization thresholds.  This 225 

review determined that ComEd’s $10 million threshold for software costs no 226 

longer reflected technology developments in the area of Information Technology.  227 

When the original software thresholds were established by ComEd, the types of 228 

items considered for capitalization were very large mainframe type projects.  As 229 

technology has continued to evolve, and as additional application-specific 230 

software was being developed or purchased, several assets with useful lives of 231 

over one year but less than $10 million were acquired.  Given that the software 232 

does have an extended life, ComEd reached the conclusion that a lower threshold 233 

for capitalization was more appropriate.  Thus ComEd changed its threshold to 234 

$100,000 in 2002 to reflect a more reasonable level at which to capitalize 235 

software. 236 

Q. Does ComEd agree with Mr. Griffin’s conclusion that an adjustment is 237 
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appropriate to reverse ComEd’s change to the capitalization threshold for 238 

software developed or obtained for internal use? 239 

A. No.  As I mentioned, under GAAP, ComEd is required to capitalize the costs of 240 

obtaining assets that have a useful life of greater than one year.  We concluded 241 

that given technological developments $100,000 was an appropriate threshold so 242 

that we would not be capitalizing numerous small value assets or expense material 243 

items for which the useful lives were greater than one year.  The previous $10 244 

million threshold was no longer appropriate to meet these criteria.  These are 245 

decisions that GAAP allows management to make in its discretion.    246 

Q. Do any other revenue requirements effects result from this adjustment, if one is 247 

made? 248 

A. Adoption of Mr. Griffin’s position would be an impermissible intrusion into 249 

management discretion that GAAP leaves to the enterprise, and we strongly 250 

believe that Mr. Griffin has no authority to impose his own view of capitalization 251 

policies on us.  Moreover, if the software costs that were capitalized would have 252 

been recognized as expense, a portion of those costs would have been reflected in 253 

the test year.  Mr. Griffin indicated in response to ComEd DR 2.16 (attached as 254 

ComEd Ex. 26.2) that he did not identify any expenditures that were improper or 255 

imprudent, and thus the Company should be entitled to recover those costs as 256 

either expense or capital.  The Rebuttal Testimony of Ms. Houtsma and Ms. Frank 257 

(ComEd Ex. 25.0) provides the revenue requirement adjustment if Mr. Griffin’s 258 

testimony is accepted, which would be an increase in the revenue requirement of 259 

about $1.1 million. 260 
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D.  Cable Fault Capitalization 261 

Q. What are the grounds for Mr. Griffin’s recommended adjustment regarding 262 

changes to ComEd’s policy regarding capitalization of cable faults? 263 

A. As I indicated above, Mr. Griffin recommends an adjustment of $89,457,000 to 264 

ComEd’s proposed rate base to reverse capitalization of costs resulting from 265 

changes to ComEd’s Property Unit Catalog for cable faults.  Mr. Griffin states 266 

that ComEd made changes in its Property Unit Catalog in 2002 to conform its 267 

policy and practices to affiliated companies.  Mr. Griffin concludes that it is not 268 

reasonable that rate payers should pay more because the utility wants to align 269 

capitalization policies and property unit catalogs with affiliates, and further 270 

concludes that the need for change was not demonstrated.  He states that he 271 

recommends an adjustment only for costs associated with cable faults because 272 

that was the only change to the Property Unit Catalog that had an impact on 273 

capitalization.   274 

Q. What change did ComEd make to the Property Unit Catalog that Mr. Griffin 275 

challenges? 276 

A. The specific change referenced by Mr. Griffin is related to the level at which 277 

ComEd capitalizes cable.   278 

Q. What is a cable fault? 279 

A. A cable fault refers to a section of cable that is damaged, no longer operational or 280 

is not working to its full capacity.  These faults must be replaced or repaired. 281 

Q. At what point does ComEd capitalize a cable replacement or repair? 282 
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A. Since 2002, ComEd capitalizes cable faults that are greater than two feet in 283 

length.  Prior to 2002, ComEd capitalized cable faults that were a span of cable 284 

(i.e., pole to pole or manhole to manhole). 285 

Q. Is there a consistent industry policy on the length of cable fault that is capitalized 286 

by utilities such as ComEd? 287 

A. Based on my understanding there is a wide range of cable fault lengths that 288 

utilities choose to capitalize, some of which are less than ComEd’s current 289 

capitalization threshold and some of which are greater. 290 

Q. Why was the change to ComEd’s Property Unit Catalog regarding cable faults 291 

made? 292 

A. The changes were made to conform ComEd and PECO’s property unit 293 

definitions.  Upon completion of the merger, to provide efficiencies and 294 

consistencies between the two companies, an exercise was performed to align the 295 

Property Unit Catalogs between the two companies.  296 

Q. Is ComEd able to easily determine when more than two feet of new cable is being 297 

installed? 298 

A. ComEd regularly performs a study related to cable fault activity to determine how 299 

much should be expensed or capitalized. 300 

Q. Do ComEd’s Property Unit Catalog changes with respect to cable faults conform 301 

to governing regulations and applicable accounting standards? 302 

A. Yes. 303 

Q. Does Mr. Griffin contend that the 2002 changes to the Property Unit Catalog were 304 

in violation of any regulations? 305 
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A. No.  Mr. Griffin’s concern appears to be focused on the fact that ComEd did not 306 

notify the ICC Staff at the time of the change.  He does not indicate what would 307 

have happened differently if that notification took place either. 308 

Q. Does ComEd agree with Mr. Griffin that an adjustment to rate base in connection 309 

with Property Unit Catalog changes is appropriate? 310 

A. No.  This was a change in policy in accordance with GAAP which did not violate 311 

any Commission rules. 312 

Q. Do any other revenue requirements effects result from this adjustment, if one is 313 

made? 314 

A. Mr. Griffin did not conclude that the amount spent on cable faults that was 315 

capitalized was improper or imprudent. Thus, if his adjustment is accepted, an 316 

adjustment should be made to test year O&M costs reflecting an increase to these 317 

costs.  This adjustment is described in the Rebuttal Testimony of Ms. Houtsma 318 

and Ms. Frank. 319 

E.  Departmental Overheads 320 

Q. Mr. Griffin proposes an adjustment related to a change by ComEd to include 321 

contract labor costs in the base for loading departmental overheads.  What are Mr. 322 

Griffin’s grounds for this recommended adjustment? 323 

A. Mr. Griffin states that, in 2003, ComEd changed its method of capitalizing 324 

departmental overheads to include contract labor costs in the base for loading 325 

departmental overheads.  Mr. Griffin recommends an adjustment of $901,000 to 326 

rate base to exclude contractor labor from the base for loading departmental 327 

overheads on the grounds that the change to include contractor labor was not 328 

supported by a study or otherwise supported by showing that contract labor and 329 



Docket 07-0566 
ComEd Ex. 26.0 

 

Page 15 of 25 

internal labor had the same impact on departmental overhead costs. 330 

Q. What do you mean by “loading departmental overheads”? 331 

A. The term “loading departmental overheads” refers to the process of aggregating 332 

the pool of overhead costs incurred by the Company and allocating them 333 

throughout the Company’s departments on a pro rata basis.  This process is 334 

performed within the accounting system and is monitored by the accounting 335 

department. 336 

Q. Why did ComEd change its accounting to include contractor labor costs in the 337 

base for loading of departmental overheads? 338 

A. ComEd’s business practices changed, with internal labor costs decreasing and 339 

more contractors being used to supplement internal labor.  This occurred because 340 

ComEd completed a series of work force reductions in an effort to reduce overall 341 

costs.  Mr. Griffin has not suggested in any way that greater use of outside 342 

contractors is improper or unreasonable.  The use of contractor labor requires 343 

resources to manage and administer their work, similar to those used to manage 344 

internal labor, and thus requires ComEd to incur overhead costs in the same 345 

general magnitude as if the work were done by internal labor.   346 

Q. What was ComEd’s reason for not performing a study before implementing the 347 

change to include contractor labor in departmental overheads? 348 

A. Because ComEd was increasingly supplementing internal labor with contractor 349 

labor and because the resources to manage and administer contractor labor were 350 

about the same as for internal labor, we did not believe any kind of “study” was 351 

necessary.  Nor has Mr. Griffin suggested what we should have studied.  In 352 
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theory, it would always have been appropriate to allocate departmental overheads 353 

to contract as well as internal labor.  However, because, prior to 2003, the portion 354 

of contract labor to internal labor was relatively small, ComEd previously did not 355 

incorporate this component of labor in the overhead allocation calculation. 356 

Q. How do you respond to Mr. Griffin’s assertion that it is not reasonable to assume 357 

that contractor labor and internal labor require the same level of departmental 358 

overhead resources? 359 

A. Mr. Griffin’s conclusion presumes that contractors working for ComEd require no 360 

level of supervision.  This is clearly not appropriate, as ComEd is ultimately 361 

responsible for the work performed on its distribution system.  While contractors 362 

may have their own company’s supervision for their own internal purposes, 363 

ComEd must provide guidance related to which work should be performed.  364 

ComEd must also set the standards for which work on its distribution system is 365 

completed, whether or not the crews are staffed by ComEd or contract employees. 366 

Q. Are ComEd’s practices regarding departmental overheads consistent with sound 367 

accounting principles and GAAP? 368 

A. Yes. 369 

Q. Given all that, does ComEd agree with Mr. Griffin’s recommended adjustment to 370 

exclude contract labor costs from departmental overheads? 371 

A. No. 372 

Q. Do any other revenue requirements effects result from this adjustment, if one is 373 

made? 374 

A. Yes.  Once again, Mr. Griffin does not suggest that the amounts spent are 375 
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improper or imprudent. Thus if the amounts are not capitalized and are removed 376 

from rate base, they should be included in ComEd’s Operating and Maintenance 377 

(“O&M”) costs in the test year.  The Rebuttal Testimony of Ms. Houtsma and Ms. 378 

Frank provides the appropriate revenue requirement adjustment if Mr. Griffin’s 379 

adjustment were to be accepted. 380 

F.  Stores Clearing Account 381 

Q. What is stores handling expense? 382 

A. This expense represents the cost of operating and maintaining ComEd warehouses 383 

and storerooms. 384 

Q. What is the stores clearing account and what is its purpose? 385 

A. The stores clearing account is used to capture the costs each period related to the 386 

purchasing, warehousing and distributing of the various issues of materials and 387 

supplies.  These costs are then charged to projects as the materials and supplies 388 

are issued to various jobs. 389 

Q. What are the grounds for Mr. Griffin’s recommended adjustment related to the 390 

stores clearing account? 391 

A. Mr. Griffin states that in 2003, ComEd changed its accounting practice for the 392 

stores clearing account to “clear” the entire stores clearing account at year end to 393 

Plant in Service, leaving it with a zero balance.  Mr. Griffin recommends a 394 

reduction of $1,556,000 to ComEd’s rate base on the grounds that ComEd’s 395 

change to leave the account with a zero balance at year end is not reasonable.  He 396 

reasons that there is always some stores clearing cost associated with the 397 

Materials and Supplies inventory in rate base. 398 

Q. What change did ComEd make in its accounting treatment for the stores clearing 399 
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account? 400 

A. Prior to 2003, ComEd maintained in the stores expense account at year-end a 401 

balance that represented the amount of stores handling expense related to year-402 

end materials and supplies inventories.  In 2003, ComEd changed its method of 403 

accounting to “clear” this account at the end of each year, resulting in a zero 404 

balance.   405 

Q. Why did ComEd make this change? 406 

A. In addition to the stores clearing account, ComEd maintains several clearing 407 

accounts to temporarily capture costs during the year until those costs are 408 

capitalized or expensed.  Prior to the referenced change in 2003, all other clearing 409 

accounts were cleared to zero each year.  Thus all of the activity included in each 410 

clearing account related to the year was charged out to either expense or capital 411 

activity during this period.  After discussions with Operations and Supply, 412 

ComEd decided in September 2003 to clear the stores clearing balance because 413 

we could see no reason to treat this account any differently from the other clearing 414 

accounts.  The decision was made so that, going forward, we would not need to 415 

continue to undertake the administrative burden of determining what the 416 

appropriate year end balance should be.  Thus, the treatment of Stores Handling is 417 

consistent with other clearing accounts in which the goal is to have a zero or very 418 

minimal balance at year end.  All costs incurred in a given year are charged out in 419 

that same year. 420 

Q. Is Mr. Griffin correct that ComEd did not provide its business reason for this 421 

change? 422 
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A. No.  ComEd provided this explanation in response to Staff Data Request TLG-423 

2.03, a copy of which is attached as ComEd Ex. 26.3. 424 

Q. Is Mr. Griffin correct that all of the stores clearing account was capitalized at the 425 

time of the change at issue? 426 

A. No.  ComEd cleared the account based on the underlying activity of materials for 427 

the year.  Based on this activity in 2003 at the time of this change, approximately 428 

15% of the balance was expensed with the remainder being capitalized. 429 

Q. For ratemaking purposes how was the stores handling account reflected prior to 430 

the change? 431 

A. Prior regulatory treatment of the stores handling account is addressed in the 432 

Rebuttal Testimony of Ms. Houtsma and Ms. Frank. 433 

Q. Is a zero balance in this account consistent with sound accounting practices? 434 

A. Yes.  The FERC USofA, as adopted by the ICC, states that this account “shall not 435 

exceed” a balance reasonable relative to inventory levels.  Thus the USofA 436 

provides guidance on a cap to this account.  In the Company’s view, nothing 437 

prohibits a zero balance.  This position is supported in the Rebuttal Testimony of 438 

Mr. Frangipane.  By reducing the balance to zero ComEd was able to eliminate 439 

the administrative burden of determining of what is the right annual balance and 440 

eliminates the risk of having too much in this account. 441 

Q. Does ComEd agree that the proposed adjustment to reinstate the Stores Clearing 442 

Account balance is appropriate? 443 



Docket 07-0566 
ComEd Ex. 26.0 

 

Page 20 of 25 

A. No.  For the reasons previously discussed, ComEd believes its accounting 444 

treatment of this account has sufficient business justification and reflects a 445 

permissible accounting practice. 446 

Q. If the Commission were to agree with Mr. Griffin’s recommendation with respect 447 

to the propriety of a zero balance at year-end, does ComEd agree that $1,556,000 448 

is the appropriate amount by which rate base should be reduced? 449 

A. If the Commission accepts Mr. Griffin’s position, there would be no change in 450 

rate base as explained in the Rebuttal Testimony of Ms. Houtsma and Ms. Frank. 451 

G.  Annual Reporting on Changes in Accounting Policy 452 

Q. What does Mr. Griffin recommend regarding reporting changes in accounting 453 

policy? 454 

A. Mr. Griffin recommends that ComEd notify Commission Staff in writing by 455 

March 1 each year of any “significant” changes to its accounting practices or 456 

policies, including changes to the Property Unit Catalog in the previous year.  Mr. 457 

Griffin states that ComEd has “made a number of accounting policy and practice 458 

changes in the past few years of which Staff was unaware,” and claims these 459 

changes can have a significant impact on ComEd’s revenue requirement.  He does 460 

not recommend a specific adjustment in connection with this issue.  Nor does he 461 

indicate that any of the changes made violate any Commission requirements or 462 

otherwise were inappropriate.  Rather Mr. Griffin appears to be focused on the 463 

fact that, although not required, there was no previous notification to the Staff that 464 

ComEd made changes to certain of its capitalization policies. 465 

Q. What is your response to this recommendation? 466 

A. ComEd does not believe that it is required to provide the notification Mr. Griffin 467 
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recommends nor is it clear that a rate case is the appropriate time to make this 468 

recommendation.  It is also not clear what accounting changes Mr. Griffin would 469 

consider “significant” and thus require reporting.  Nonetheless, ComEd would 470 

agree, on a going-forward basis, to notify Commission Staff by May 1 of each 471 

year regarding changes in accounting policy that impact capitalization by more 472 

than a threshold amount.  Changes that individually would have an estimated 473 

impact on capitalization in the calendar year of the change of greater than $10 474 

million would be an appropriate threshold. 475 

H.  Periodic Depreciation Studies 476 

Q. What does Mr. Griffin recommend regarding depreciation studies? 477 

A. Mr. Griffin recommends that ComEd conduct a depreciation study that is being 478 

considered for 2008 and then schedule new depreciation studies no less frequently 479 

than every five years.  He states that ComEd does not conduct studies on a regular 480 

basis, and concludes that it is reasonable to do so given changes in technology and 481 

other factors.  He does not recommend a specific adjustment in connection with 482 

this issue. 483 

Q. Has ComEd complied with Commission requirements regarding depreciation 484 

studies? 485 

A. Yes.  The Commission has no requirement that depreciation studies be conducted 486 

at specific intervals.  Mr. Griffin has not indicated otherwise or suggested that 487 

ComEd is in violation of any other Commission requirement or any applicable 488 

accounting standards. 489 

Q. What is your response to this recommendation? 490 

A. Although ComEd is not required to conduct depreciation studies at specific 491 



Docket 07-0566 
ComEd Ex. 26.0 

 

Page 22 of 25 

intervals, ComEd does not contest Mr. Griffin’s recommendation that 492 

depreciation studies be conducted no less frequently than every five years.   493 

III. Response to  Ms. Hathhorn’s Comments, Conclusions and Recommendations 494 

or Adjustments 495 

A.  Reporting of Affiliate Interest Transactions 496 

Q. What does Ms. Hathhorn recommend regarding reporting of affiliate interest 497 

transactions? 498 

A. Ms. Hathhorn recommends that ComEd annually report the amount it pays each 499 

year to each affiliate and provide a description of the services provided.  She 500 

recommends that this be filed as a Supplemental Schedule to Form 21 ILCC and 501 

filed at the same time ComEd files its other Supplemental Schedules to Form 21 502 

ILCC on or before May 1st. 503 

Q. Has ComEd complied with Commission requirements regarding reporting of 504 

services provided to affiliates? 505 

A. Yes.  ComEd has complied with filing requirements that do exist related to 506 

affiliate transactions.  As Ms. Hathhorn recognizes in her direct testimony, there 507 

is currently no Commission filing requirement for services ComEd provides to 508 

affiliates. 509 

Q. What is ComEd’s response to Ms. Hathhorn’s recommendation? 510 

A. ComEd believes that the standards suggested by Ms. Hathhorn cannot be applied 511 

to ComEd alone, but must be applied to all utilities under the ICC’s jurisdiction, if 512 

they are to be applied at all. However, ComEd would agree to annual reporting of 513 

the amount paid to affiliates each year and a general description of the services 514 

provided, although the information to be included in the report would have to be 515 
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clarified.  ComEd would agree to provide this information with the following 516 

limitations:  (1) the reporting would be based on a minimum dollar threshold of 517 

$1 million per year per type of service per service provider; (2) power and any 518 

other FERC-jurisdictional transactions reported elsewhere would be excluded; 519 

and (3) pass-through transactions would be excluded. 520 

Q. What does “pass-through” transactions refer to? 521 

A. “Pass-through” transactions include two types of situations.  The first is 522 

“convenience payments” where one company pays an invoice on behalf of an 523 

affiliated company and then collects the amount paid from the affiliated company.  524 

The second type of situation involves transactions where one company acts as a 525 

subcontractor to an affiliated company and provides services to a third party, 526 

whose payment is passed through from the company it contracted with to the 527 

affiliated-company subcontractor.  528 

B.  Depreciable Life of Post 2006 Project 529 

Q. What are Ms. Hathhorn’s conclusions with respect to the depreciable life of the 530 

Post-2006 Project that you are addressing? 531 

A. As part of her conclusions and discussion of IT costs, Ms. Hathhorn in Schedule 532 

1.9 includes an adjustment to reflect what she believes is a “more appropriate” 533 

amortization period for the Post-2006 Project software.  Ms. Hathhorn believes 534 

this software should be amortized over 10 years, rather than 5 years. 535 

Q.   What is the Post 2006 Project? 536 

A. Ms. Hathhorn uses the term “Post 2006 Project” to refer to extensive software 537 

modifications required for ComEd’s information systems in response to ComEd’s 538 

restructured retail rates and the new legal requirements for those rates.  These 539 
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system modifications were necessitated by the end of ComEd’s transition period 540 

at the end of 2006 and the “unbundling” of customer rates at that time. 541 

Q. What depreciation period does ComEd use for these costs, and why does it use 542 

that period? 543 

A. ComEd depreciates these costs over a five year period.  It is ComEd’s general 544 

policy that software becomes obsolete in five years, and five years is therefore the 545 

most appropriate amortization period.  Although some software has a longer life, 546 

the general rule is that software becomes obsolete in five years.  The Post 2006 547 

Project does not constitute any such exception. 548 

Q. What are Ms. Hathhorn’s stated reasons for concluding that this software should 549 

be depreciated over 10 years rather than 5 years? 550 

A. Ms. Hathhorn states that a ten-year depreciation period is appropriate because 551 

“the Post 2006 project’s capitalized costs will likely have a life greater than five 552 

years since the project implemented rate restructuring changes not anticipated at 553 

this level in the foreseeable future.” 554 

Q. How does ComEd respond? 555 

A.  ComEd is already in the process of modifying its systems again due to the 556 

continued evolution of the retail market.  For example, with the elimination of the 557 

auction and ComEd’s new procurement model, additional enhancements to our 558 

systems are required.  Other events are expected in the future which may lead to 559 

additional enhancements such as the implementation of the Illinois Power Agency 560 

and the implementation of Senate Bill 1299 related to utility consolidated billing 561 

and the potential purchase-of-receivable requirements included in that law.  These 562 
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continued changes indicate that our billing system enhancements will become 563 

obsolete in a relatively short period of time.  Thus the 5 year life is appropriate.  564 

Once again I would point out that GAAP leaves these decisions to the reasonable 565 

discretion of management.  Our determination of a 5-year period is reasonable 566 

because it corresponds with the expected useful life of the underlying asset.   567 

Q. Does this conclude your rebuttal testimony? 568 

A. Yes. 569 


