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Witness Identification 1 

Q. Please state your name and business address. 2 

A. My name is Dianna Hathhorn.  My business address is 527 East Capitol 3 

Avenue, Springfield, Illinois 62701. 4 

 5 

Q. Have you previously filed testimony in this proceeding?   6 

A. Yes, my direct testimony is ICC Staff Exhibit 1.0, and my supplemental 7 

direct testimony is ICC Staff Exhibit 10.0. 8 

 9 

Purpose of Testimony 10 

Q. What is the purpose of your rebuttal testimony? 11 

A. The purpose of my rebuttal testimony is as follows:  12 

1.  to present the Staff adjusted operating statements and rate 13 

base of Commonwealth Edison Company (“ComEd” or the 14 

“Company”) and   15 

2.  to respond to the Company’s opposition to my adjustments 16 

regarding incentive compensation expense, merger costs, 17 

and information technology costs; 18 

3.  to respond to certain Intervenor adjustments that ComEd 19 

opposes; 20 

4.  to respond to the Company concerning my recommendations 21 

for affiliated interest reporting; and  22 
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5.  to respond to ComEd’s proposed revisions to Riders SEA 23 

and SMP. 24 

 25 

Revenue Requirement Schedules 26 

Q. Are you sponsoring any schedules as part of your rebuttal testimony?  27 

A. Yes.  I prepared (or supervised the preparation of) the following 28 

schedules for the Company, which show data as of, or for the test year 29 

ending, December 31, 2006: 30 

Schedule 14.1 - Statement of Operating Income with Adjustments 31 

Schedule 14.2 -  Adjustments to Operating Income 32 

Schedule 14.3 -   Rate Base 33 

Schedule 14.4 -   Adjustments to Rate Base 34 

Schedule 14.5 -   Interest Synchronization Adjustment 35 

Schedule 14.6 -   Gross Revenue Conversion Factor 36 

Schedule 14.7 - Incentive Compensation Adjustment 37 

Schedule 14.8- Information Technology Costs Adjustment 38 

 39 

Q. Please describe Schedule 14.1, Statement of Operating Income with 40 

Adjustments. 41 

A. Schedule 14.1 is the same as ICC Staff Exhibit 1.0, Schedule 1.1, 42 

described in my direct testimony, except that it incorporates the 43 

Company’s rebuttal positions, as described and reflected in ComEd 44 

Exhibits 25.0 and 25.01, and Staff’s rebuttal positions.    45 
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 46 

Q. Please describe Schedule 14.2, Adjustments to Operating Income. 47 

A. Schedule 14.2 identifies Staff’s adjustments to Operating Income.  The 48 

source of each adjustment is shown in the heading of each column.  49 

The final column is carried forward to Schedule 14.1, Column (c).  50 

 51 

Q. Please describe Schedule 14.3, Rate Base. 52 

A. Schedule 14.3 is the same as ICC Staff Exhibit 1.0, Schedule 1.3, 53 

described in my direct testimony, except that it incorporates the 54 

Company’s and Staff’s rebuttal positions.    55 

 56 

Q. Please describe Schedule 14.4, Adjustments to Rate Base. 57 

A. Schedule 14.4 identifies Staff’s adjustments to rate base.  The source 58 

of each adjustment is shown in the heading of each column.  The final 59 

column of Schedule 14.4 is carried forward to Schedule 14.3, Column 60 

(c).  61 

 62 

Q. Please describe Schedule 14.5, Interest Synchronization Adjustment. 63 

A. Schedule 14.5 is an updated computation of the interest component of 64 

the revenue requirement using the same methodology employed in 65 

preparing ICC Staff Exhibit 1.0, Schedule 1.5.  The underlying concept 66 

and theory is discussed at page 7 of my direct testimony.  67 

  68 
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Q. Please describe Schedule 14.6, Gross Revenue Conversion Factor. 69 

A. Schedule 14.6 presents the gross revenue conversion factor (“GRCF”) 70 

using the same methodology employed in preparing ICC Staff Exhibit 71 

1.0, Schedule 1.6. The underlying concept and theory is discussed in 72 

my direct testimony. (ICC Staff Exhibit 1.0, p. 7, lines 133-143) 73 

 74 

Attachments 75 

Q. Have you included any attachments as part of your rebuttal testimony? 76 

A. Yes, I have included the following Company responses to Staff data 77 

requests: 78 

Attachment A ComEd Response to Staff Data Request  79 
DLH-28.01 80 

Attachment B ComEd Response to Staff Data Request  81 
DLH-27.10 82 

Attachment C ComEd Response to Staff Data Request  83 
DLH-28.04 84 

Attachment D ComEd Response to Staff Data Request  85 
DLH-27.11 86 
 87 

 I discuss these attachments later in my testimony. 88 

Uncontested Adjustments 89 

Q. Did the Company accept in its rebuttal testimony any adjustments 90 

proposed in Staff’s direct testimony? 91 

A. Yes.  The following adjustments were accepted by ComEd and are 92 

therefore included in the Company’s beginning rebuttal position 93 

numbers in Staff Schedule 14.1 (Operating Statement) and 14.3 (Rate 94 

Base). 95 
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1. ICC Staff Ex. 1.0, Schedule 1.7, page 5 - Incentive 96 
Compensation Adjustment-Capitalized Costs Disallowed in 97 
Docket No. 05-0597 98 

2. ICC Staff Ex. 1.0, Schedule 1.8, Effect of Incremental 99 
Capitalized Merger Costs, corrected for jurisdictional 100 
allocation 101 

3. ICC Staff Ex. 3.0, Schedule 3.2, Adjustment for Advertising 102 
Expense 103 

4. ICC Staff Ex. 3.0, Schedule 3.4, Adjustment for Lobbying 104 
Expense 105 

5. ICC Staff Ex. 3.0, Schedule 3.5, Adjustment for Storm 106 
Restoration Costs 107 

 108 

Q. Did the Company accept in its rebuttal testimony any adjustments from 109 

Intervenor direct testimony? 110 

A. Yes.  The Company accepted Illinois Attorney General and Citizens 111 

Utility Board (“AG/CUB”) witness Mr. Effron’s Adjustment to Operating 112 

Reserves presented in AG Exhibit 1.1.  Staff has no objection to this 113 

adjustment; therefore, it is also included in the Company’s beginning 114 

rebuttal position numbers in Staff Schedules 14.1 (Operating 115 

Statement) and 14.3 (Rate Base). 116 

 117 

Q. Has Staff withdrawn any adjustments from its direct testimony? 118 

A. Yes.  Upon reviewing the Company’s rebuttal testimony and additional 119 

discovery on some issues, but without considering Mr. Griffin’s 120 

withdrawn adjustments, Staff is withdrawing the following adjustments: 121 

1. ICC Staff Ex. 1.0, Schedule 1.8, Merger Costs Adjustment 122 
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2. ICC Staff Ex. 1.0, Schedule 1.9 page 1, Information 123 
Technology Costs Adjustment regarding normalization of 124 
operating expenses 125 

3. ICC Staff Ex. 3.0, Schedule 3.3, Charitable Contributions 126 
Adjustment 127 

 128 

Please see Mr. Griffin’s testimony for the adjustments he is 129 

withdrawing. 130 

 131 

Contested Adjustments 132 

Incentive Compensation Adjustment 133 

Q. Please describe ICC Staff Exhibit 14.0, Schedule 14.7, Incentive 134 

Compensation Adjustment. 135 

A. Schedule 14.7 reflects my revised adjustment to reduce ComEd’s 136 

operating expenses and rate base for incentive compensation 137 

expenses.  The adjustment contains several components and is revised 138 

to calculate both the disallowance of the pro forma increase in Annual 139 

Incentive Plan (“AIP”) and the disallowance for the historical 2006 AIP 140 

in the same manner.  ICC Staff Exhibit 14.0, Schedule 14.7, pages 2 141 

and 3.  The adjustment is also revised for corrections in my calculation 142 

of the Long-Term Incentive Plan (“LTIP”) disallowance, as reflected on 143 

Schedule 14.7, page 4, and to reflect ComEd’s acceptance of the 144 

component of the disallowance related to capitalized costs disallowed in 145 

Docket No. 05-0597.  My revised adjustment, therefore, has the 146 

following components, summarized on page 1 of Schedule 14.7: 147 
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1) Disallowance of the pro forma increase and 2006 costs related to 148 

shareholder-oriented goals for the Annual Incentive Plan (AIP); 149 

and 150 

2) Disallowance of costs related to shareholder-oriented goals for 151 

the Long-Term Incentive Plan (LTIP). 152 

 153 

Commission Standards for Rate Recovery of Incentive Compensation 154 

Expense 155 

Q. ComEd’s rebuttal testimony asserts that your incentive compensation 156 

proposals can be characterized as falling into one of two categories: 157 

“(1) those that seek to deny recovery of incentive compensation costs 158 

and expenses that ’squarely’ meet the Commission’s standards for 159 

approval as applied by the Commission in ICC Docket No. 05-0597… 160 

and (2) those that seek to deny recovery to incentive compensation that 161 

involves issues that were not directly presented and ruled upon by the 162 

Commission in ICC Docket No. 05-0597, which ComEd also believes 163 

are appropriate for recovery, but as to which ComEd understands that 164 

further consideration of the facts and circumstances is necessary.” 165 

ComEd Ex. 25.0, pp. 37-38, lines 785-792.  Do you agree with this 166 

characterization of your proposed adjustment? 167 

A. No, I disagree with ComEd’s characterization of my incentive 168 

compensation adjustment proposals.  While it is true that some features 169 

of ComEd’s AIP and LTIP were considered in Docket No. 05-0597, my 170 
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proposed treatment of certain costs incurred under ComEd’s AIP and 171 

LTIP presents a different analysis and option (allowing a portion of 172 

certain incentive compensation costs rather than allowing all or none of 173 

those costs) that was not supported by any witness in Docket No. 05-174 

0597 and, thus, was not considered by the Commission in that docket.  175 

I will address this issue in more detail later in my testimony.   176 

Disallowance of the Shareholder-oriented goals of the AIP 177 

Q. ComEd responds to your adjustment to the pro forma increase in the 178 

AIP plan by stating that the 2007 actual amount has now been paid, is 179 

higher than its request in rates, and is therefore now known and 180 

measurable.  ComEd Ex. 25.0, p. 39, lines 820-828 ComEd also 181 

explains that the increase in the AIP pro forma amount is duplicative of 182 

its increase to salaries and wages.  Id., p. 40, lines 831-839 Do these 183 

two factors eliminate your concerns regarding the pro forma increase in 184 

AIP?  185 

A. While the two factors discussed above explain the large percentage 186 

increase in the test year level of AIP expense, they still do not establish 187 

that the increase is based solely on goals that benefit ratepayers.  188 

Therefore, I have revised my adjustment to reflect the same proportion 189 

of disallowance to the pro forma AIP as to the historical 2006 AIP costs 190 

to disallow only the increase based on financial (net income) and half 191 

the shareholder (total costs) goals, rather than eliminate the pro forma 192 

increase in its entirety. 193 
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 194 

Q. Please discuss the first shareholder-oriented goal of the AIP for which 195 

you propose an incentive compensation cost adjustment. 196 

A. The first shareholder-oriented goal of the AIP is a financial goal based 197 

on ComEd’s net income. ComEd states that “[n]et income is simply the 198 

difference between revenues and expenses” and alludes that it cannot 199 

be attained without cost control.  ComEd Ex. 25.0, page 41, lines 862-200 

864  The Commission has recognized in the past the problem of 201 

including costs in rates based on achievement of financial goals, as 202 

discussed in the following quote from the MidAmerican Energy 203 

Company order: 204 

The Commission is also concerned that if the ICP payments are not 205 
made, the Company still recovers the cost through rates. If the 206 
Company’s financial goals are not met or if an individual’s goals are 207 
not met, MEC may choose not to pay the incentive compensation 208 
portion of wages. Under MEC’s proposal, however, it would still 209 
recover the cost through rates. 210 

 211 

 MidAmerican Energy Company, ICC Docket No. 01-0696, p. 17 (Order, 212 

Sept. 11, 2002)  The Commission has supported this concept in several 213 

other orders as discussed in my direct testimony.1  Linking incentive 214 

compensation to achievement of financial goals results in an 215 

inappropriate circular relationship between rates and expenses.  For 216 

example, in this case, the larger the rate increase granted, the more 217 

revenue ComEd will receive through its rates.  The rate increase does 218 

                                                           
1 See ICC Staff Exhibit 1.0, pages 18-22. 
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not alter ComEd’s expenses.  Thus any rate increase contributes to 219 

achievement of its net income goal.  Consequently, cost controls do not 220 

necessarily have to be attained in order for the goal to be achieved.   221 

 222 

Q. Is the problem you just discussed with financial goals mitigated by 223 

ComEd changing the financial goals from Exelon earnings per share, to 224 

ComEd net income? 225 

A. No.  A change from one financial goal to another financial goal does not 226 

address the inherit problem with including costs for such awards in 227 

rates, as illustrated above; nor does it change the fact that the benefits 228 

accrue only to shareholders.  ComEd has failed to demonstrate how 229 

ratepayers would benefit from a financial goal based on net income 230 

versus a Commission-rejected financial goal based on earnings per 231 

share.2. 232 

 233 

Q. Please discuss the second shareholder-oriented goal of the AIP for 234 

which you recommend an incentive compensation cost adjustment. 235 

A. The second shareholder-oriented goal of the AIP is an operational goal, 236 

which ComEd refers to as Total Costs goals. This goal includes targets 237 

for operating and maintenance (“O&M”) expenses plus capital 238 

expenditure goals.   My proposed adjustment disallows half the costs of 239 

                                                           
2 Docket No. 05-0597, p. 96 
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this goal to reflect, as explained in my direct testimony, that it results in 240 

benefits to both shareholders and ratepayers.3 241 

 242 

Q. ComEd characterizes this part of your adjustment as a direct 243 

contradiction to the Commission’s order in ComEd’s last rate case, 244 

Docket No. 05-0597.  (ComEd Ex. 28.0, pages13-15)  Is this accurate? 245 

A. No.  In response to ComEd discovery on this part of my adjustment, I 246 

explained: 247 

Ms. Hathhorn understands that in Docket No. 05-0597, the 248 
Commission determined based on the evidence that the funding 249 
measure that rewarded employees for reducing O&M and capital 250 
expenses met the Commission’s standard to be allowed 251 
recovery in rates in that proceeding.  (Order, pp. 96-97)  Ms. 252 
Hathhorn further understands that in Docket No. 05-0597 no 253 
partial disallowance of the AIP costs associated with O&M costs 254 
was proposed, therefore, 100% of the AIP costs associated with 255 
O&M costs was able to be recovered through rates in Docket No. 256 
05-0597.  257 

 258 
Staff Response to ComEd Second Data Request to Staff, ComEd-Staff 259 

2.04  In the past case that ComEd claims is definitive, the Commission 260 

was presented with only two options—allow 100% of the cost or zero.  I 261 

have considered that decision in my analysis and recognize, as the 262 

Commission did, that ComEd’s Total Cost goal provides some benefit 263 

to ratepayers.  However, no party in the last case presented the option 264 

to the Commission that I advocate now.  Therefore, my current 265 

proposal is different from the proposal considered by the Commission in 266 

                                                           
3 ICC Staff Exhibit 1.0, page 13 
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Docket 05-0597 and presents the Commission with a new issue for 267 

determination based on the record in this case. 268 

 269 

Disallowance of the Shareholder-oriented goals of the LTIP 270 

Q. Have you revised your recommendation to disallow the LTIP in its 271 

entirety? 272 

A. Yes.  Schedule 14.7, page 4, reflects my revised adjustment regarding 273 

this component of ComEd’s incentive compensation expense.  It is 274 

revised to correct amounts not presented on a jurisdictional basis, as 275 

pointed out by ComEd witnesses Houtsma and Frank.  ComEd Ex. 276 

25.0, page 43, lines 897-899  It is also revised to be consistent with my 277 

recommendation in the AIP to not contest incentive compensation 278 

expense amounts related to operational measures such as outage 279 

duration performance and outage interruption frequency.   Id., p. 42, 280 

lines 880-888. 281 

 282 

Q. ComEd states one reason that the measures in the LTIP satisfy the 283 

“standards” in the Commission’s Order in Docket No. 05-0597 is that 284 

they are ComEd-specific goals, “meeting one of the objectives of the 285 

Order in ICC Docket 05-0597.”  ComEd Ex. 28.0, p. 21, lines 445-458 286 

Do you agree that it is relevant that the goals are ComEd-specific? 287 
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A. I do not object to ComEd-specific goals, but note that the Commission 288 

debated the “tangible benefits to ratepayers”4 in this and other orders.  289 

Creating ComEd-specific goals was not stated as an objective of the 290 

Commission.  Therefore the mere fact that the goals relate to ComEd, 291 

as opposed to Exelon, is irrelevant since the main contributing factor to 292 

the Commission allowing rate recovery has been whether the goals and 293 

costs “confer upon ratepayers specific dollar savings or other tangible 294 

benefits,”5 which ComEd specific goals do not achieve in and of 295 

themselves. 296 

 297 

Q. ComEd’s next argument for recovering the LTIP in rates is that “[t]he 298 

return on equity and capital structure goals are directly affected by 299 

expense reductions and improved efficiencies, which can improve the 300 

results of operations, and…restore ComEd’s ‘financial stability.’” 301 

ComEd Ex. 28.0, p. 21, lines 460-463  Please respond. 302 

A. The primary issue with this goal is that it too is financially based.  303 

Therefore, it has the failings of the circular reasoning problem that I 304 

discussed earlier in addressing the net income financial goal.  If the 305 

Commission includes incentive compensation in rates for this goal, it 306 

will contribute to ComEd’s higher return, and ratepayers are assured of 307 

no benefits from the cost of the incentive compensation. 308 

 309 

                                                           
4 Docket No. 05-0597, p. 96 
5 Id, quoting Docket Nos. 04-0779 at 44; 03-0403 at 15; and 01-0696 at 10. 
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Q. ComEd’s rationale that the regulatory and legislative goals of the LTIP 310 

benefit ratepayers is that achievement of these goals reduces the risk 311 

of the many adverse developments that would result if ComEd were 312 

unable to recover its procurement costs or unable to obtain timely 313 

recovery of prudently incurred costs. ComEd further states there is no 314 

merit to your suggestion that timely recovery of prudent costs is 315 

inconsistent with customer interests.  ComEd Ex. 28.0, pp. 21-22, lines 316 

463-469.  Is this an accurate characterization of your concerns 317 

regarding the regulatory and legislative goals? 318 

A. No.  My concern is not against appropriate and timely recovery of 319 

prudent costs, but rather that under these goals of the LTIP, rate payers 320 

would pay an incentive to ComEd to file more frequent rate cases, or to 321 

achieve results in those rate cases more favorable to ComEd, which in 322 

turn does nothing to benefit ratepayers. ComEd has demonstrated 323 

clearly that it does not need any additional incentive to file frequent rate 324 

cases or seek recovery of costs through riders. It is not reasonable for 325 

ratepayers to be forced to reward ComEd employees for achieving rate 326 

case or rider-recovery results that further increase the utility rates paid 327 

by rate payers.  328 

 329 

ComEd’s Alternative Standard 330 

Q. ComEd argues that “[i]n addressing the proposed disallowance of 331 

incentive compensation costs, the Commission should consider the 332 
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larger context. ComEd’s total compensation is reasonable.”  ComEd Ex. 333 

28.0, pp. 22-23, lines 486-488. Did ComEd present this same rationale 334 

to the Commission in Docket No. 05-0597? 335 

A. Yes.  ComEd made this same argument in Docket No. 05-0597, but the 336 

Commission implicitly rejected this argument by neither discussing nor 337 

relying on this argument is its analysis and conclusion.6  Rather, the 338 

Commission based its decision on the “the extent to which ComEd’s 339 

incentive compensation plan is shown to provide benefits to 340 

ratepayers.”7 341 

 342 

Information Technology Costs Adjustment 343 

Q. Please describe ICC Staff Exhibit 14.0, Schedule 14.8, Information 344 

Technology (“IT”) Costs Adjustment. 345 

A. Schedule 14.8 reflects my adjustment to ComEd’s amortization 346 

expense and accumulated amortization to reflect a ten year, rather than 347 

a five year, amortization period for the Post 2006 Rate and Billing 348 

Project (“Post 2006 Project”).  My direct testimony provides a summary 349 

of ComEd’s description of this project.8 350 

 351 

                                                           
6 The Order summarized ComEd’s position as follows: “As an integral part of total 
compensation, ComEd maintains that incentive compensation should not be analyzed 
separately from base salary when determining whether recovery of employee compensation 
expense through rates is proper.  ComEd frames the question as whether the total levels of 
cash compensation-base salary plus incentive compensation-are reasonable.” Order Dated 
July 26, 2006, Docket No. 05-0597, p. 90.  However, the Commission did not make any 
adjustments based on this argument. 
7 Id. p. 96 
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Q. ComEd objects to using a ten year rather than five year amortization 352 

period because it is ComEd’s general policy that software becomes 353 

obsolete in five years, and that the Post 2006 Project does not 354 

constitute an exception to this policy.9  Do you agree? 355 

A. No.  ComEd admits that this project converted approximately 5,000 356 

price combinations to approximately 500, driven by the total 357 

restructuring of ComEd’s distribution and supply rates that took place 358 

on January 1, 2007. ComEd response to Staff data request DLH-27.09.  359 

ComEd also states that the current 500 price combinations are being 360 

modified, where appropriate, to support the new procurement model for 361 

June, 2008.  Id.  However, the fact that ComEd must make 362 

modifications to its software for the new procurement model does not 363 

negate that the amount of programming done for the Post 2006 Project 364 

will be in service for longer than five years, thus qualifying for an 365 

exception to ComEd’s general software amortization policy. 366 

 367 

Q. What is the magnitude of the Post 2006 Project on the test year? 368 

A. It accounted for approximately 20% of jurisdictional Exelon Business 369 

Services Company (“BSC”) IT billings for 2006.  ($14.9 million (ComEd 370 

response to City of Chicago data request COC-2.25) / $78 million 371 

(ComEd Ex. 25.0, p. 46)) 372 

 373 

                                                                                                                                                                       
8 ICC Staff Ex. 1.0, pp. 27-28 
9 ComEd Ex. 26.0, p. 24, lines 544-548 
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Q. Does ComEd have other software applications that have a useful life 374 

greater than five years? 375 

A. Yes.  Five systems are listed in ComEd’s response to Staff data request 376 

DLH-27.10, Attachment B to this testimony.  According to this response 377 

from ComEd, four of these systems were put in service at a time when 378 

the software policy useful life was less than or equal to ten years, and 379 

another system is based upon a fifteen-year life established by the 380 

FERC.  Therefore, it appears that ComEd defers to its general policy to 381 

determine the amortization period rather than the estimated useful life 382 

or magnitude of the project, unless required by regulators. 383 

 384 

Exelon Way Severance Adjustment 385 

Q. Please discuss AG/CUB Witness Effron’s proposed adjustment to 386 

remove severance costs he claims the Commission did not approve. 387 

AG/CUB Exhibit 2.0, pp. 21-23 388 

A. Mr. Effron claims that ComEd’s inclusion of $18,791,000 of Exelon Way 389 

severance costs is improper because he believes the Commission did 390 

not authorize a regulatory asset and subsequent amortization in Docket 391 

No. 05-0597.  I agree with ComEd that there is no pre-requisite that the 392 

Commission must have specifically directed ComEd to create a 393 

regulatory asset associated with the recovery of its Exelon Way 394 

severance costs.10  This accounting treatment was necessary to reflect 395 

                                                           
10 ComEd Ex. 25.0, pp. 57-58, lines 1196-1201 
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the Commission’s conclusion to allow ComEd to amortize the costs 396 

over a 7.5 year period.11  If no regulatory asset was established, ComEd 397 

would have no record of the unamortized costs on its books.  398 

Therefore, I agree with ComEd that Mr. Effron’s adjustment is an 399 

incorrect interpretation of the Commission’s prior order from an 400 

accounting perspective and should not be adopted. 401 

 402 

Administrative and General (“A&G”) Expenses Accounts 920-923 403 
Adjustment 404 

Q. Please discuss AG/CUB Witness Effron’s proposed adjustment to 405 

accounts 920-923. AG/CUB Exhibit 2.0 pp. 25-30 406 

A. Mr. Effron claims that it is appropriate to analyze Accounts 920-923 407 

together since these expenses related to the actual administration of 408 

the operations of the Company, as opposed to the account 926 for 409 

pensions and benefits.  He proposes that ComEd has not satisfactorily 410 

explained the increase in these A&G accounts and that they should be 411 

adjusted based on the amount approved in Docket No. 05-0597, with 412 

certain adjustments for inflation.  ComEd contends that Mr. Effron’s 413 

methodology is essentially the same as that was rejected in Docket No. 414 

05-0597 Order on Rehearing. ComEd Ex. 25.0, pp. 59-60, lines 1237-415 

1249 It appears Mr. Effron’s adjustment is calculated in the manner 416 

                                                           
11 See Docket No. 05-0597, p. 86 “ComEd’s proposed operating expenses include an 
appropriate level of severance expense, including an amortized level of the Exelon Way 
severance expenses. (cite omitted) and p. 90 “ComEd’s proposed severance expenses 
related to the Exelon Way program are just and reasonable and therefore are approved.” 
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rejected by the Commission in the last case, therefore I do not believe it 417 

would be appropriate for the Commission to adopt it. 418 

 419 

Response to ComEd-Rider SEA  420 

Q. Have you reviewed the Company’s revised Rider SEA reflected in 421 

ComEd Ex. 30.2? 422 

A. Yes.   423 

 424 

Q. Does ComEd’s revised Rider SEA satisfy all of the recommendations 425 

you presented in your Supplemental Direct Testimony?   426 

A. Yes.  While Staff remains opposed to approval of Rider SEA, should the 427 

Commission rule otherwise, I have no opposition to the language 428 

proposed in ComEd’s revised Rider SEA.  Specifically, at ComEd Ex. 429 

30.0, page 40 lines 893-901, ComEd notes that my original proposed 430 

language excluded regular wages and transportation expense.  This 431 

was an inadvertent error.   432 

 433 

Q. Did ComEd agree to Staff witness Ostrander’s Adjustment for Storm 434 

Restoration Costs, ICC Staff Ex. 3.0, Schedule 3.5? 435 

A. Yes, in order to narrow the issues in the proceeding.  ComEd Ex. 25.0, 436 

p. 52, lines 1081-1083.  This results in the Baseline O&M amount, as 437 
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defined in the Company’s revised Rider SEA, of $26.0 million.12  I 438 

recommend this amount be clearly stated in the Commission’s order in 439 

this case if Rider SEA is adopted. 440 

 441 

Response to ComEd-Rider SMP  442 

Q. Have you reviewed ComEd Ex. 30.1, ComEd’s revised Rider SMP? 443 

A. Yes, I have. 444 

 445 

Q. Does ComEd’s revised Rider SMP satisfy all of the recommendations 446 

you presented in your Supplemental Direct Testimony? 447 

A. While the revised Rider SMP addresses many of my concerns, some 448 

remain outstanding, as discussed below. 449 

 450 

Length of Approval Process Limited to Six Months with Required 451 
Evidence Provided with Request 452 

Q. Please address your first outstanding recommendation. 453 

A. In direct testimony I recommended elimination of the 90 day time limit 454 

on the proceeding to approve projects for recovery under Rider SMP, or 455 

in the alternative, to allow a nine-month approval process, provided 456 

                                                           
12 ICC Staff Ex. 3.0, Schedule 3.5, page 2, column (e) line 7 
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ComEd submits certain evidence with its SMP filing.13 ComEd 457 

responded by modifying its proposal to a six-month annual approval 458 

proceeding beginning on May 1 of each year.14  Without in any way 459 

waiving Staff’s objections to Rider SMP, including any legal issues that 460 

Staff addresses in its briefs, in the event the Commission decides to 461 

approve Rider SMP with a time limited project approval process, Staff 462 

would accept the six-month review process proposed by ComEd 463 

provided ComEd also agrees to file testimony at the beginning of the 464 

SMP approval process period addressing certain issues identified 465 

below.  The issues to be considered in such proceedings would be 466 

significant and substantial, and the six-month time period proposed by 467 

ComEd would be inadequate in Staff’s view absent the availability of 468 

ComEd testimony addressing key issues at the very beginning of such 469 

proceedings.  While some projects proposed for consideration may be 470 

extensions of projects previously proposed and approved, Rider SMP is 471 

not limited to such repeat projects.  Nor is there a limit on the number of 472 

different projects that may be proposed at any one time.  Therefore, I 473 

recommend the following language modifications to ComEd’s revised 474 

Rider SMP to reflect this condition: 475 

APPROVAL PROCESS. 476 
On or before May 1 each year, beginning in 2009, the Company may 477 
make a filing with the ICC that requests, through the application of this 478 
rider, recovery on and of capital investments for a proposed list of 479 
projects. For each such proposed project, the Company must provide the 480 
ICC, at the time of its filing in the form of testimony, with (a) justification for 481 

                                                           
13 ICC Staff Ex. 10.0, pp. 3-6 
14 ComEd. Ex. 30.0, p. 13, lines 303-306 
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designating the project as an SMP including the need for the project and 482 
evidence showing the evaluation of alternative solutions or projects; (b) 483 
the timeline for completion of the project including justification of why the 484 
SMP should begin at this time; and (c) the forecasted capital expenditures 485 
and economic benefits for the project for the twelve (12) months beginning 486 
with the following January 1; (d) evidence showing that the project is the 487 
least cost means of meeting the needs of ComEd’s customers; (e) 488 
evidence that the project will be used and useful; and (f) a full and 489 
complete calculation of each projects’ estimated SMP Adjustment for each 490 
quarter of the 12-month period. After such filing, the ICC initiates an 491 
approval process during which the ICC conducts a review of the proposed 492 
projects, and no later than 180 calendar days after the date of the 493 
Company’s filing, issues an order designating which of the proposed 494 
projects are SMPs. Through the approval process the ICC determines (1) 495 
which projects or portions of such projects from the list proposed by the 496 
Company are SMPs and (2) the reasonableness of undertaking each 497 
SMP. For any previously approved SMP with forecasted capital 498 
expenditures that extend beyond twelve (12) months, the Company must 499 
submit the the project as part of the proposed list of projects for each 500 
corresponding subsequent filing in order to have the portion of the project 501 
associated with the subsequent capital investments that extend beyond 502 
twelve (12) months considered for designation as an SMP. 503 

 504 

Inclusion of Project in Rider SMP Does Not Establish Rate Making 505 
Treatment 506 

Q. Please address your second outstanding recommendation. 507 

A. In my Supplemental Direct Testimony, I recommended that Rider SMP 508 

include language to state that the inclusion of a project in Rider SMP 509 

does not constitute approval of SMP costs for the purpose of a general 510 

rate proceeding or the annual reconciliation.15  I am not aware of a 511 

direct response to this recommendation by ComEd, however I did not 512 

provide specific language for the Commission to adopt in my 513 

supplemental direct testimony.  Therefore, I recommend the following 514 
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language to ComEd’s revised Rider SMP to reflect this 515 

recommendation: 516 

APPROVAL PROCESS. 517 
[…] 518 

Inclusion of a project in Rider SMP does not constitute approval of SMP 519 
costs for the purpose of a general rate proceeding or the Annual 520 
Reconciliation. 521 

 522 

 523 

Add Language Requiring Crediting of Matching Funds 524 

Q. Please address your next outstanding recommendation. 525 

A. I recommended that cost savings and cost reimbursements related to 526 

SMPs must be reflected in the calculation of the SMP rate.16   ComEd 527 

objects to this change, with qualifications.  ComEd agrees that any 528 

matching funds received for qualifying Smart Grid investments under 529 

the Energy Independence and Security Act of 2007 should be reflected 530 

as an offset to Rider SMP charges.17  Therefore, I recommend the 531 

following language, as stated in ComEd’s response to Staff data 532 

request DLH-28.05, to ComEd’s revised Rider SMP to reflect this 533 

recommendation:  534 

NetSMPP = Net SMP Plant Costs, in $, equal to the original 535 
cost of investment, including AFUDC eligible investment in 536 
CWIP, in SMP Plant less accumulated depreciation and deferred 537 
income taxes in SMP Plant, determined as the level of 538 
investment in SMP Plant existing at the end of the month 539 

                                                                                                                                                                       
15 ICC Staff Ex. 10.0, pp. 6-7, lines129-131 
16 ICC Staff Ex. 10.0, pp. 17-18 
17 ComEd Ex. 30.0, p. 17, lines 390-393 
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preceding the month in which the SMP% is filed in accordance 540 
with the Informational Filings section of this rider. In the event 541 
that the Company receives government funds for capital 542 
expenditures related to a specific SMP, the Company applies a 543 
proportionate amount of such funds, as appropriate, as a 544 
reduction to the NetSMPP for such SMP. 545 

 546 

Limit Approval of Regulatory Asset to Only the AMI Project 547 

Q. ComEd also disagrees that it would have a depreciation expense 548 

savings for the replacement of meters as part of the Advanced Metering 549 

Infrastructure (“AMI”) project.  Rather ComEd requests approval to 550 

record a regulatory asset and amortize and recover the expense over a 551 

reasonable period of time, not to exceed ten years.18  How do you 552 

respond? 553 

A. I have two concerns regarding the establishment of the regulatory asset 554 

for AMI versus for any SMP proposal in the future.  ComEd clarified its 555 

proposal in response to Staff data request DLH-28.03 as follows:   556 

ComEd’s proposal is that any regulatory asset established under 557 
Rider SMP should be amortized over a period that does not 558 
exceed ten years.  Amortizing costs over a longer period would 559 
not likely provide the regulatory certainty necessary to record a 560 
regulatory asset for accounting purposes.  As described in 561 
ComEd’s response to DLH-28.04, a maximum of ten years is 562 
consistent with guidance provided in relevant accounting 563 
standards. 564 

My first concern is that if the Commission approves ComEd’s proposal 565 

for meters replaced as part of the AMI project, that approval for meters 566 

should not be viewed or considered as approval for similar treatment of 567 
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other plant that is replaced for other projects that may be approved now 568 

or in the future.  Therefore, to address this concern, I recommend the 569 

following language modifications to ComEd’s revised Rider SMP to 570 

address the fact that each regulatory asset and amortization period 571 

requested by ComEd under Rider SMP would need to be specifically 572 

approved by the Commission in the Approval Process: 573 

SMP% DETERMINATION (CONTINUED). 574 

[…] 575 

QAmort = Quarterly amortization, in $, equal to the three (3) month 576 
amortization of the regulatory asset, if creation of a regulatory asset is 577 
specifically approved by the ICC in the Approval Process, calculated 578 
based on the life of the amortization period determined by the ICC in 579 
the Approval Process, associated with the SMPs. 580 

 581 

Deny Amortization Period for Regulatory Asset Which Would Allow 582 
Acceleration of Recovery 583 

Q. What is your second concern regarding ComEd’s request for a 584 

regulatory asset? 585 

A. ComEd’s proposal to amortize the un-depreciated meter cost of the 586 

AMI project over no more than ten years accelerates the time period 587 

that the meters would normally receive rate recovery.  The existing 588 

meter base is being depreciated over 30 years and has an average 589 

remaining life of approximately 18 years as of December 31, 2007. 590 

ComEd responses to Staff data requests DLH-27.06 and DLH-28.02 591 

                                                                                                                                                                       
18 ComEd Ex. 25.0, pp. 77-80 
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 592 

Q. What is ComEd’s rationale for the maximum ten year amortization 593 

period? 594 

A. ComEd believes that Statement of Financial Standards No. 92-595 

Regulated Enterprises-Accounting for Phase-in Plans (“SFAS 92”) 596 

provides relevant guidance, and that its proposal is consistent with 597 

SFAS 92. ComEd response to Staff data request DLH-27.06, 598 

Attachment C to this testimony 599 

 600 

Q. Do you agree that SFAS 92 provides relevant guidance to determine 601 

the appropriate amortization period of a regulatory asset for the 602 

undepreciated meters cost related to the AMI project? 603 

A. No.  SFAS 92 concerns cost recovery for phase-in plans, as defined 604 

below.   605 

 “3.  The term phase-in plan is used in this Statement to refer to any 606 
method of recognition of allowable costs in rates that meets all of the 607 
following criteria: 608 

 a.  The method was adopted by the regulator in connection with a 609 
major, newly completed plant of the regulated enterprise or of one of its 610 
suppliers or a major plant scheduled for completion in the near future 611 
(hereinafter referred to as “a plant”). 612 

 b.  The method defers the rates intended to recover allowable costs 613 
beyond the period in which those allowable costs would be charged to 614 
expense under generally accepted accounting principles applicable to 615 
enterprises in general. 616 

 c.  The method defers the rates intended to recover allowable costs 617 
beyond the period in which those rates would have been ordered under 618 
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the rate-making methods routinely used prior to 1982 by that regulator 619 
for similar allowable costs of that regulated enterprise.” 620 

The undepreciated meters cost do not meet this criteria which was 621 

established for deferral of costs associated with new generating plants, 622 

therefore SFAS 92’s ten year limit on regulatory assets does not apply 623 

to this scenario.  The meters would have been recovered over their 624 

remaining life but for the AMI project and Rider SMP, if approved by the 625 

Commission.   626 

Q. What is your recommendation regarding ComEd’s request for a 627 

regulatory asset related to the AMI project? 628 

A. I recommend that, if the Commission adopts Rider SMP, that it order 629 

that ComEd is allowed to establish a regulatory asset for the 630 

undepreciated meters costs over an 18 year amortization period. 631 

 632 

Do Not Require Any Additional Language Regarding Cost Savings 633 

Q. ComEd states that the language you recommended in your 634 

Supplemental Direct Testimony regarding cost savings is neither well-635 

defined nor clear.19  How do you respond? 636 

A. I have reconsidered this recommendation and with the exceptions of 637 

the language that I recommend regarding reimbursements and the 638 

                                                           
19 ComEd Ex. 30.0, p. 17, lines 388-390 
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regulatory asset, I do not recommend any further revisions to the 639 

language of Rider SMP regarding cost savings. 640 

 641 

Illustrative Rates 642 

Q. Please describe ICC Staff Ex. 14.0, Attachment D. 643 

A. This is ComEd’s response to Staff data request DLH-27.11.  I am 644 

attaching it to my testimony for the purpose of providing a complete 645 

record.  It reflects illustrative, estimated system average SMP% and 646 

SMP adjustments for each proposed project during 2009. 647 

 648 

Staff Recommendation for Reporting of Affiliated Interest Transactions 649 

Q. In direct testimony, you recommended that ComEd report as a 650 

Supplemental Schedule to Form 21 ILCC the amount paid by ComEd 651 

each year to each affiliated interest (ICC Staff Ex. 1.0, p. 42  lines 652 

1017-1018) because ComEd currently has no requirement to report any 653 

information on services ComEd provides to affiliated interests. Id. 1008-654 

1009  Please clarify your recommendation. 655 

A. I recommend that ComEd report the amount it receives each year, by 656 

affiliate, from providing services to affiliated interests and for receiving 657 

services from affiliates, as qualified below. The amount should be 658 

reported for each affiliate for which ComEd receives or pays over 659 
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$500,000 annually, with a description of the services provided or 660 

received, and should be filed as a Supplemental Schedule to Form 21 661 

ILCC, filed at the same time ComEd files the other Supplemental 662 

Schedules to Form 21 ILCC on or before May 1st.  663 

 664 

Q. What is your understanding of ComEd’s response to your 665 

recommendation concerning ComEd’s reporting of affiliated interest 666 

transactions? 667 

A. ComEd agreed to some reporting, with limitations.  ComEd Ex. 26.0, p. 668 

23, lines 516-520  I agree with ComEd that a dollar threshold should be 669 

established for the reporting requirement, but believe that the $1 million 670 

level that ComEd suggests is too high, and suggest $500,000 as the 671 

appropriate threshold.  I also agree that there is no need to report 672 

power and any other FERC-jurisdictional transactions reported 673 

elsewhere.  674 

 675 

Q. Do you agree with ComEd that it should not be required to report on 676 

“pass through” transactions? Id. lines 520-582 and Attachment A to ICC 677 

Staff Ex. 14.0 678 

A. No. ComEd should report the services provided to affiliates, including 679 

“pass through” transactions.  The reporting will assist the Commission 680 

in monitoring ComEd’s provision and receipt of services to and from 681 
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affiliates to ensure accurate reflection of affiliate costs and revenues in 682 

the cost of service to ratepayers.   683 

In addition, ComEd has stated that it has gone through a difficult period 684 

in Illinois and that ComEd’s financial health and credit have suffered 685 

significantly.  ComEd Ex. 28.0, p. 8, lines 175-176 Consistent with the 686 

general concerns the Commission has regarding the financial strength 687 

and stability of utilities, only in accordance with the Commission’ rules 688 

regarding short term loans between a utility and its affiliates, i.e. Part 689 

340, Money Pool Agreements, can a utility like ComEd play the role of 690 

financier to its affiliates.  To address those concerns the Commission 691 

needs to know more about ComEd’s “pass through transactions”, and 692 

the description of the transaction needs to indicate the duration (i.e., lag 693 

between convenience payment and reimbursement) and whether 694 

ComEd is in effect a “lender” or “borrower.”  After reviewing the 695 

requested reports on “pass through” transactions Staff would determine 696 

whether further investigation would be warranted regarding compliance 697 

with the Commission’s rules. 698 

 699 

Q. ComEd states that it believes the reporting recommendation you 700 

discuss in your direct testimony cannot be applied to ComEd alone, but 701 

must be applied to all utilities under the ICC’s jurisdiction.  ComEd Ex. 702 

26.0, p. 22, lines 511-513 How do you respond? 703 
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A. I am not aware of such a requirement under the Act or the 704 

Commission’s rules.  Implementing my recommendation to all utilities 705 

under the ICC’s jurisdiction would only delay the Commission receiving 706 

the information it needs to monitor ComEd, the largest utility under the 707 

ICC’s jurisdiction.   In my recent experience of rate cases for North 708 

Shore Gas Company and The Peoples Gas, Light and Coke Company, 709 

Docket Nos. 07-0241/242 Cons., my review of affiliate transactions did 710 

not reveal this type of pass through transactions. Therefore these pass 711 

through transactions may not be an issue for every Illinois utility.  My 712 

recommendation assures that the Commission will receive the data it 713 

needs to make informed decisions concerning the affiliated interest 714 

transactions of ComEd. 715 

 716 

Issues Related to Outstanding Data Requests  717 

Q. In your direct testimony, you indicated that you might propose additional 718 

adjustments based on outstanding data request responses.  Have you 719 

reviewed these responses? 720 

A. Yes. 721 

 722 

Q. Are you proposing any additional adjustments based on your review of 723 

these responses? 724 

A. No. 725 
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 726 

Conclusion 727 

Q. Does this conclude your prepared rebuttal testimony? 728 

A. Yes, it does.  729 


