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Introduction and Pori, ose 

A. Identiflation of Witness 

Please state your name and business address. 

Martin G. Fruehe, Commonwealth Edison Company (“CornEd“), %ee Lincoln Centre, 

Oakhok Terrace, Illinois 60181 

By whom are you employed and in what capacity? 

I am employed by CornEd as Manager - Rates, Revenue Policy Department. 

B. huPose of Testimonv 

What is the purpose of your direct testimony? 

The purposes of my direct testimony are to: 

(1) Explain how ComEd proposes to determine the “revenue requirement” equivalent 

of the return of and on a capital investment made in accordance with the provisions of 

Rider EDA - Energy Efficiency and Demand Response Adjustment (‘‘Rider EDA”), 

which is included as Appendix F to ComEd’s 2008-2010 Energy Efficiency and Demand 

Response Plan (“Plan”) (ComEd Ex. 1 .O). 

(2) 

expansion of the Nature First demand response program. 

Provide an estimate of the revenue requirement equivalent for the proposed 

c. of C o m M  

Please summarize the conclusions of your direct testimony. 

ComEd believes that its proposed methodology for calculating the revenue requirement 

equivalent associated with the expansion of the Nature First program is consistent with 



22 

23 

24 

25 Q. 

26 R 

27 

28 

29 

30 Q. 

31 A. 

32 

33 

34 

35 Q. 

36 A. 

37 

38 

39 

40 

41 

42 

43 

the approach approved by the Illinois Commerce Commission (“Commission” or ‘ICC‘’) 

in numerous rate proceedings. It therefore should be accepted and approved. 

. .  D. tlon of ExJ&& 

What attachments are attached to and incorporated in your direct testimony? 

I have attached the following exhibit to my testimony: 

Exhibit 4.1: Proposed Calculation of the Annual Revenue Requirement Associated with 

the Anticipated Nature First Capital Investments Made in Association with Rider EDA 

E. Backmwnd and Exwrience 

Please summarize your duties and responsibilities in your current position. 

As Manager - Rates, Revenue Policy Department, I am responsible for the strategic and 

tactical review and evaluation of potential regulatory alternatives for ComEd. I also am 

responsible for the oversight and coordination of rate case related activities at both the 

State and federal levels. 

Please summarize your educational background and professional experience. 

I received a Bachelor of Science degree in Marketing from Northern Illinois University in 

1987. I received a Masters of Business Administration with a concentration in Finance 

h m  DePaul University in 1997. I have worked at ComEd since 1992. I held the 

position of Account Representative &om 1992 to 1997, in which I serviced the accounts 

of many of CornEd’s large commercial, industrial and governmenial customers. In 1998, 

I was promoted to the Strategic Analysis Department as an Economic Analyst, where I 

was responsible for supporting the capital budgeting process by evaluating the economic 

performance of major discretionary investments, as well as other operational financial 
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analyses. In 2003, I was promoted to the Regulatoty Services and Strategy Department 

as a Senior Regulatory Analyst. In that position, I was responsible for the strategic and 

fmancial evaluation of post-2006 regulatory strategies, includmg power procurement and 

associated cost recovery. In 2006, I transferred to the Revenue Policy Dq~artment, where 

I was responsible for assisting in the determination of ComEd’s revenue requirement and 

preparation of regulatory fhgs  with both the Commission and the Federal Energy 

Regulatory Commission (“FERC). In 2007, I was named Manager - Rates in the 

Revenue Policy Department. 

52 11. 
53 

Calcda lion of the .Annual Revenue Reauiremen t Related to CaDital Investan ents 
Assoeipted with Exbnnsion of the Nsture First Proeege 
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Wben you refer to the “annual revenue requirement” what specifically do you mean? 

Wben I use the term “annual revenue requirement” in my testimony, I specifically mean 

the incremental annual costs of capital, depreciation and accumulated deferred income 

taxes associated with the capital investments made as a part of ComEd’s expansion of the 

Nature First program to meet the demand response goals outlined in Section 12-103(c) of 

the Public Utilities Act (“Act’?. These capital investments include ComEd’s purchase 

and installation of new Nature Frst switches. 
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The annual operating and maintenance (‘‘O&M”) costs related to the expansion of 

the Nature First program will also be recovered through proposed Rider EDA. The 0 & M  

costs, as well as the total revenue requirement equivalent associated with the expansion 

of the Nature First program. are set forth in the direct testimony of James C. Eber and the 

attached exhibit (CornEd Exs. 3.0 and 3.1). 
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How does ComEd propose to calculate the annual revenue requirement associated with 

the capital investments necessary for expanding the Nature First program? 

The calculations of the estimated revenue requirement related to the capital investments 

necessary for expanding the Nature First program in all three years of ComEd's Plan are 

shown in the attached C o d  Exhibit 4.1. As shown in ComEd Exhibit 4.1, we calculate 

the annual revenue requirement by fmt  determining the annual return on investment. 

The annual return on investment is calculated by applying an after-tax weighted average 

cost of capital to the average of the beginning-of-year and end-of-year rate base 

associated with the Nature First capital investments. We use an average rate base in 

order to appropriately capture the cost of capital associated with the year-to-year change 

in rate base. We then apply a revenue conversion factor, to account for mcome taxes, to 

the return on investment component. n e  depreciation for the year is added to the return 

on investment component. and the resulting amount is the annual revenue requirement 

related to capital investments. As shown in ComEd Exhibit 4.1, the estimated annual 

revenue requirement associated with capital investments is $82,481 for the twelve months 

ending May 31, 2009, $240,270 for the twelve months ending May 31, 2010, and 

$379,692 for the twelve months ending May 31,2011. 

How is the rate base for the Nature First program determined? 

For each of the three years in ComEd's Plan, CanEd has determined the number of 

Nature First control switches to be installed to meei the statutory g d .  For purposes of 

the estimated revenue requirement, CornEd calculates the corresponding amount of 

capital investment associated with such switches (see direct testhnony of Mr. Eber, 

thetotal CornEd Ex. 3.0), and adds this amounf to the previous year's total to detemune . 
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gross investment. We then calculate book and tax depreciation accordmgly, and subtract 

accumulated deferred income taxes and accumulated depreciation h m  the gross 

investment. The resulting amount is the year-end rate base. These calculations are 

detailed in the attached ComEd Exhibit 4.1 However, the a d d  investment may differ 

from these estimates and will be reflected properly in the annual reconciliation. For 

purposes of the annual reconcihation process described in the direct testimony of Paul R 

Crumrine (ComEd Ex. 5.0X the actual number of switches installed and the 

corresponding amount of the capital mvestment will be used to determine the revenue 

requirement equivalent. 

What economic parameters are used to determine the weighted average cost of capital? 

For purposes of estimating the revenue requirement, ComEd is using the economic 

parameters approved by the Commission in its most recent rate case (ICC Docket No. 05- 

0597) to determine the weighted average cost of capital. The% factors include cost of 

debt, cost of equity, capital structure, and a revenm conversion factor. For purposes of 

the annual reconciliation process, CornEd will employ the most recent rate of return 

approved by the Commission to determine the revenue requirement. If. during the period 

the estimated revenue requirement is in place, the Commission approves a different rate 

of return, then we will use a weighted-average rate of return (by months in effect) in the 

reconciliation calculation. In the subsequent year, we will use the new rate of r e m  to 

determine the estimated revenue requirement for that year. 

Does this conclude your direct testimony7 

Yes. 
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