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I. Introduction and Background 1 

A. Identification of Witnesses 2 

Q. What are your names and your business addresses? 3 

A. Kathryn M. Houtsma, Commonwealth Edison Company, Three Lincoln Centre, 4 

Oakbrook Terrace, Illinois  60181. 5 

Stacie M. Frank, Commonwealth Edison Company, One Financial Place, 6 

440 South LaSalle Street, Suite 3300, Chicago Illinois  60605. 7 

Q. Are you the same Kathryn M. Houtsma and Stacie M. Frank who submitted Direct Panel 8 

Testimony on behalf of Commonwealth Edison Company (“ComEd”)? 9 

A. Yes. 10 

B. Purpose of Testimony 11 

Q. What is the purpose of your Rebuttal Panel testimony? 12 

A. The overall purpose of our Rebuttal Panel testimony is to respond to certain Direct 13 

Testimony of the following Illinois Commerce Commission (“the Commission” or 14 

“ICC”) Staff and intervenor witnesses: Staff witnesses Thomas Griffin, Dianna Hathhorn, 15 

Michael Ostrander; Illinois Attorney General’s Office and Citizens Utility Board 16 

(“AG/CUB”) witnesses Michael Brosch and David Effron; and Illinois Industrial Energy 17 

Consumers (“IIEC”) witness Michael Gorman. 18 

Q. How is your Rebuttal Panel testimony organized? 19 

A. Our Rebuttal Panel testimony is divided into seven sections: 20 

(1) this introductory section, which sets forth the scope of our testimony, summarizes 21 

our conclusions, and identifies the attachments to our testimony; 22 
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(2) the use of year 2006 as an “historical” test year in this proceeding, with 23 

appropriate adjustments, including pro forma adjustments; 24 

(3) ComEd’s revised total revenue requirement, reflecting ratemaking and pro forma 25 

adjustments, errata, and adjustments proposed by Staff or intervenors that ComEd 26 

accepts in whole or in part or has recalculated; 27 

(4) Staff- and intervenor-proposed adjustments to ComEd’s rate base; 28 

(5) Staff- and intervenor-proposed adjustments to ComEd’s operating expenses; 29 

(6) revenues (miscellaneous revenues and revenues under existing rates); and  30 

(7) certain Staff commentary on ComEd’s Rider SMP – System Modernization 31 

Projects (“Rider SMP”). 32 

C. Summary of Conclusions 33 

Q. Please summarize the conclusions in your Rebuttal Panel testimony. 34 

A. In brief, we conclude as follows: 35 

(1) No party contests ComEd’s selection of 2006 as the test year, although certain 36 

parties have proposed adjustments to the Accumulated Provisions for 37 

Depreciation and Amortization (the “Depreciation Reserve”) and Accumulated 38 

Deferred Income Taxes (“ADIT”) that are inconsistent with test year ratemaking 39 

principles; 40 

(2) ComEd’s revised revenue requirement, reflecting ratemaking and pro forma 41 

adjustments, errata, and adjustments proposed by Staff or intervenors that ComEd 42 

accepts in whole or in part or has recalculated, including income taxes, is 43 
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$2,042,894,0001 (after the subtraction of its revised miscellaneous revenues of 44 

$132,761,000); 45 

(3) The revenue requirement represents an increase of $355,402,000 over revenues 46 

under current rates, and is driven largely by increases in plant investment and 47 

operating and maintenance expenses since ComEd’s last rate case, ICC Docket 48 

No. 05-0597;  49 

(4) The Staff- and intervenor-proposed rate base adjustments discussed in our 50 

testimony generally lack merit and should not be approved, plus, alternatively, in 51 

some instances, they improperly ignore offsetting increases to operating expenses 52 

that must be made if their rate base adjustments were to be approved;  53 

(5) ComEd’s revised rate base, for purposes of determining the revenue requirement, 54 

with ratemaking and pro forma adjustments, and reflecting ComEd’s analysis of 55 

the Staff and intervenor-proposed adjustments, is $7,016,919,000;  56 

(6) The Staff- and intervenor-proposed operating expenses adjustments discussed in 57 

our testimony generally lack any merit and should not be approved; 58 

(7) ComEd’s revised operating expenses for purposes of determining the revenue 59 

requirement, with ratemaking and pro forma adjustments, reflecting ComEd’s 60 

analysis of the Staff and intervenor-proposed adjustments, and not including 61 

income taxes, are $1,357,383,000, and with income taxes, which are 62 

$216,922,000, are $1,574,305,000; 63 

                                                 
1  The figures in the narrative portion of our testimony generally are rounded to the “thousands”. 



Docket No. 07-0566 
ComEd Ex. 25.0 Corr. 

 Page 4 of 80  
 
 
 

(8) ComEd’s revised miscellaneous revenues, reflecting an increase of $343,000 in 64 

ComEd’s pro forma revenues under Rider ML – Meter Lease (“Rider ML”), are 65 

$132,761,000; 66 

(9) AG/CUB witness Mr. Effron proposes to weather normalize ComEd’s revenues 67 

under existing rates for purposes of calculating ComEd’s revenue deficiency, but 68 

ComEd already did so, as reflected in ComEd Ex. 7.1, Schedule A-1, and, in any 69 

event, weather normalization of revenues under existing rates has no effect on the 70 

revenue requirement; and 71 

(10) Depreciation expense on retired assets is not a cost savings that should be 72 

reflected in Rider SMP.   73 

D. Itemized Attachments to Rebuttal Panel Testimony 74 

Q. What are the attachments to your Rebuttal Panel testimony? 75 

A. The following is a list of the exhibits attached to our Rebuttal Panel testimony and a brief 76 

description of each. 77 

(1) ComEd Exhibit (“Ex.”) 25.01 consists of 39 pages.  As indicated above, ComEd 78 

is presenting a revised revenue requirement, reflecting revised miscellenous 79 

revenues, rate base, and opertaing expenses.  Accordingly, we have attached 80 

ComEd Ex. 25.01, which consists of the following Revised Schedules: 81 

• Revised Schedule As – Revenue and Financial Summary Schedules: A-2, A-4, 82 

and A-5; 83 

• Revised Schedule Bs – Rate Base Schedules: B-1, B-2, B-2.1, B-2.2,  B-2.5, 84 

and B-2.6; and 85 
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• Revised Schedule Cs – Operating Income Schedules: C-1, C-2, C-2.2, C-2.7, 86 

C-2.13, C-2.15, C-2.20, C-2.21, C-2.22, C-5, and C-5.4. 87 

The Revised Schedules in ComEd Ex. 25.01 were prepared by us and/or 88 

under our supervision, and, to the best of our knowledge, they are accurate. 89 

(2) ComEd Ex. 25.02 consists of 63 pages.  ComEd Ex. 25.02 consists of work 90 

papers for the Revised Schedules in ComEd Ex. 25.01. 91 

The work papers in ComEd Ex. 25.02 were prepared by us and/or under 92 

our supervision, and, to the best of our knowledge, they are accurate. 93 

(3) ComEd Ex. 25.03 is a schedule that identifies errors in certain of Staff’s 94 

proposed adjustments to plant in service. 95 

(4) ComEd Ex. 25.04 is a copy of Staff witness Mr. Griffin’s response to ComEd 96 

data request TLG-2.12. 97 

(5) ComEd Ex. 25.05 is 2006 data relating to Customer Advances for Construction. 98 

(6) ComEd Ex. 25.06 is a copy of ComEd’s response to data request DOE 1.25. 99 

(7) ComEd Ex. 25.07 shows ComEd’s 2006 and 2007 month-end balances for 100 

Materials and Supplies Inventory. 101 

(8) ComEd Ex. 25.08 shows the impacts on the revenue requirement of certain of 102 

Staff’s proposed adjustments to plant in service. 103 

(9) ComEd Ex. 25.09 is a schedule that identifies errors in Staff’s proposed 104 

adjustments for internal use software and capitalized departmental overheads. 105 

(10) ComEd Ex. 25.10 provides the 2007 actual Annual Incentive Plan payout, which 106 

supports its originally filed pro forma adjustment. 107 
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(11) ComEd Ex. 25.11 is a copy of Attachment 1 of ComEd’s response to Staff data 108 

request DLH-3.04. 109 

(12) ComEd Ex. 25.12 is a schedule that identifies the actual rate case expenses 110 

incurred in ICC Docket No. 05-0597. 111 

(13) ComEd Ex. 25.13 is a copy of the public summary portion of ComEd’s response 112 

to Staff data request TLG-1.03 – Supplement 2. 113 

(14) ComEd Ex. 25.14 is a schedule that identifies corrections to Staff’s proposed 114 

adjustment to lease abandonment charges incurred by ComEd. 115 

II. Test Year 116 

Q. Has Staff or any other party contested ComEd’s use of 2006 as an historical test year in 117 

the proceeding, subject to appropriate adjustments, including pro forma adjustments?  118 

A. No.  However, Staff, AG/CUB, and the IIEC, using ComEd’s proposed pro forma 119 

adjustments for post-test year capital additions as a pretext, each has proposed 120 

adjustments to the Depreciation Reserve, and, in the case of AG/CUB and the IIEC, as to 121 

ADIT, that are inconsistent with test year ratemaking principles, as discussed further in 122 

Section III.C and III.D of this testimony. 123 

III. The Total Revenue Requirement  124 

Q. In your Direct Panel Testimony (ComEd Ex. 7.0), you stated that ComEd’s revenue 125 

requirement for delivery services was $2,048,826,000, after the subtraction of 126 

miscellaneous revenues.  What is ComEd’s revised revenue requirement, after the 127 

subtraction of its revised miscellaneous revenues? 128 

A. ComEd’s revised revenue requirement, reflecting ratemaking and pro forma adjustments, 129 

errata, and adjustments proposed by Staff or intervenors that ComEd accepts in whole or 130 
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in part or has recalculated, including income taxes, is $2,042,894,000 (after the 131 

subtraction of its revised miscellaneous revenues of $132,761,000). The revenue 132 

requirement represents an increase of $355,402,000 over revenues under current rates, 133 

and, as we stated in our Direct Panel Testimony, is driven largely by increases in plant 134 

investment and operating and maintenance expenses since the last rate case. 135 

Q. Do you have any general observations regarding the nature of the adjustments to the 136 

revenue requirement proposed by Staff? 137 

A. Yes.  While on the surface it might appear that there is a wide gap between Staff and 138 

ComEd in regard to the size of ComEd’s rate increase, a few items are noteworthy.  First, 139 

no party disputes that ComEd is entitled to a rate increase.  Also, in many cases the 140 

disallowances proposed by other parties are either: (1) an attempt to relitigate issues that 141 

have previously been addressed and decided by the Commission or (2) disallowed on the 142 

basis that not enough information had been supplied to support the inclusion of the costs 143 

in rates, despite our compliance with ICC rules (i.e., 83 Ill. Adm. Code Part 285 144 

(“Part 285”)).  For instance, as shown on the table below, of the $249 million gap 145 

between ComEd’s proposed $361.3 million rate increase and the $112 million rate 146 

increase supported by Staff: (1) $54.1 million of the gap relates to Staff’s taking positions 147 

on two issues (post-test year Depreciation Reserve adjustments and recoverability of 148 

incentive compensation costs and expenses tied to cost control/reduction goals) that 149 

expressly were rejected in past Commission Orders, including the Order in ComEd’s 150 

2005 rate case, ICC Docket No. 05-0597; (2) $104.4 million relates to the disallowance 151 

of 2008 (first through third quarters) pro forma plant additions for which Staff has 152 
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indicated more information is required, and (3) $90.8 million of the gap relates to several 153 

other subjects upon which Staff and ComEd disagree. 154 

 155 

           - Millions - 
ComEd Proposed Increase     $   361.3  
         

    Issues that have previously been decided by the 
Commission:     
Post-Test Year Depreciation Reserve adjustment    $  (44.4)   
Incentive Compensation - Cost  goals, pro forma    
 adjustment, and correction of error        (9.7)  $    (54.1) 
Pro forma plant additions     $  (104.4) 
         
Other contested issues      
Return on Equity     $  (23.8)   
Information Technology Costs        (15.4)   
Underground Lines and Services       (14.7)   
Incentive Compensation           (9.2)   
Property Unit Catalog Changes        (12.0)   
Rate Case Expenses           (3.9)   
Non-recurring Expense           (3.6)   
Merger costs           (2.5)   
Capitalization of Internal Use Software         (2.0)   
Other            (3.7)  $    (90.8) 
  Total Staff Disallowances    $  (249.3) 
Staff Proposed Increase        $   112.0  

 156 

Q. With regard to the $54.1 million in revenue requirement reductions that relates to issues 157 

where Staff is taking positions rejected in past Commission Orders, has Staff provided 158 

any new grounds in this proceeding that would justify the Commission reaching a 159 

different decision on either of those issues? 160 

A. No, as discussed herein and in the Rebuttal Testimony of Robert McDonald (ComEd 161 

Ex. 28.0), Staff has not provided any new grounds that would justify the Commission 162 

reaching a different decision on either of those two issues in this proceeding.  Nor has 163 
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any intervenor done so.  Those two issues are discussed in detail in Sections IV.B and 164 

V.B, below. 165 

Q. Has ComEd provided more information in its Rebuttal Testimony in response to Staff’s 166 

proposed $104.4 million of reductions in the revenue requirement tied to Staff’s proposal 167 

on pro forma capital additions 168 

A. Yes.  Although ComEd believes that its direct case amply and in detail supported the 169 

entire revenue requirement, and it supplied a great deal of additional supporting 170 

information in its filings under Part 285 and in its data request responses that were served 171 

before Staff filed its Direct Testimony, extensive additional information is being provided 172 

by ComEd in its Rebuttal Testimony of several witnesses and panels that will confirm 173 

that these disallowances should not be adopted. 174 

Q. Has ComEd provided support for the third category of costs and expenses where Staff 175 

and ComEd disagree? 176 

A. Yes, our testimony, along with the testimony of several other witnesses, provides support 177 

for the other amounts for which Staff has proposed a disallowance. 178 

IV. Rate Base 179 

A. Plant 180 

1. Pro Forma Capital Additions 181 

Q. What parties have proposed adjustments with respect to ComEd’s pro forma capital 182 

additions? 183 

A. ComEd included pro forma capital additions for capital projects that have been placed in 184 

service or are reasonably expected to be placed in service by the end of the third quarter 185 
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of 2008. Staff witness Mr. Griffin and AG/CUB witness Mr. Effron have proposed 186 

adjustments to ComEd’s pro forma capital additions.  ComEd disagrees with both 187 

Mr. Griffin and Mr. Effron.  We will respond to each of their proposals below.  Terence 188 

Donnelly and the panel of Robert Donohue and Ron Williams also address ComEd’s 189 

pro forma 2008 capital additions in their respective Rebuttal Testimony (ComEd 190 

Exs. 21.0 and 24.0).  However, in light of Mr. Griffin’s and Mr. Effron’s proposals, we 191 

also are presenting a revised calculation of ComEd’s pro forma capital additions, and we 192 

have incorporated that revised calculation in ComEd’s revised revenue requirement, rate 193 

base, and operating expenses. 194 

Q. What is the revised level of pro forma capital additions that ComEd has included in its 195 

revised rate base? 196 

A. ComEd has updated its proposed pro forma capital additions to reflect the actual costs of 197 

plant additions placed in service in 2007.  ComEd has also provided an updated forecast 198 

of the costs of its reasonably expected plant additions for the first nine months of 2008 199 

and has included those projections in its revised level of pro forma capital additions.  200 

These capital projects were included in ComEd’s proposed pro forma capital additions, 201 

and their costs have simply been updated for more recently available data.  Those 2007 202 

actuals and that updated forecast already have been provided in ComEd’s response to 203 

Staff data request JMO-5.01 (1-page narrative with 56 pages of attachments).  The 204 

revised amount of pro forma additions to plant in service is $1,479,945,000, as presented 205 

in ComEd Ex. 25.01, Revised Schedule B-2, and as reflected in ComEd Ex. 25.01, 206 

Revised Schedules B-1, C-1, and C-2 and in ComEd Ex. 25.02, WPB-2.1a and 207 

WPB-2.1b.   208 
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Q. What is Mr. Griffin’s proposal with respect to ComEd’s 2007 pro forma adjustments for 209 

capital additions? 210 

A. Staff witness Mr. Griffin agrees with ComEd that ComEd’s 2007 pro forma capital 211 

additions are known and measurable and should, therefore, be reflected in ComEd’s rate 212 

base in this proceeding, but he provided an “updated” calculation of these additions that 213 

has errors which understate the amount of the additions.  Moreover, his calculation fails 214 

to include a number of items that nullify the amounts he proposes to disallow.  First, his 215 

calculation of changes from 2006 to 2007 double-counts the approximately $72 million 216 

of distribution plant transfers that took place during 2007 because the large majority of 217 

these were the subject of a separate ComEd pro forma adjustment (see, e.g., our Direct 218 

Panel testimony, ComEd Ex. 7.0, page 36, lines 684-690)).  Second, because his starting 219 

balance reflects the exclusion of the $23.1 million of Asset Retirement Obligations that 220 

ComEd made as a ratemaking adjustment in its original filing (as shown on ComEd work 221 

paper WPB-5 in ComEd Ex. 7.2 and reflected in Schedules B-1 and B-5 (page 1) in 222 

ComEd Ex. 7.1), it is not comparable to the 2007 amount that he calculates, which does 223 

not reflect this exclusion.  Third, his adjustment for 2007 Retirements to Plant in Service 224 

reflect ComEd totals, instead of jurisdictional amounts.  Finally, his calculation uses a 225 

composite General and Intangible Plant allocator, rather than account specific allocators, 226 

which understate the balance of General and Intangible Plant that he uses to calculate the 227 

2007 change in total plant in service.  As a result of these inappropriate calculations, 228 

Mr. Griffin’s proposed adjustment of $54.4 million is incorrect, inappropriate and should 229 

not be accepted by the Commission.  See ComEd Ex. 25.03.  The correct updated amount 230 

of actual pro forma plant additions for 2007 is $767,841,000, as provided in ComEd’s 231 
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response to Staff data request JMO-5.01.  (The data contained in that response are 232 

incorporated in revised work papers WPB-2.1a and WPB-2.1b in ComEd Ex. 25.02.)  233 

These actual plant additions are properly reflected in ComEd Ex. 25.01, Revised 234 

Schedule B-2.   235 

Q. What is Mr. Griffin’s proposal with respect to ComEd’s pro forma adjustments for 236 

capital additions for the first three quarters of 2008? 237 

A. As his proposal relates to ComEd’s 2008 pro forma additions, Mr. Griffin claims that 238 

they are not “reasonably certain” and therefore should not be included in rate base in this 239 

proceeding. 240 

Q. Do the Commission’s rules allow pro forma plant additions for the entire period ComEd 241 

has proposed? 242 

A. Yes.  Section 287.40 of the Commission’s rules says that pro forma adjustments must be 243 

“reasonably certain to occur subsequent to the historical test year within 12 months after 244 

the filing date of the tariffs and where the amounts of the changes are determinable.  245 

Attrition or inflation factors shall not be substituted for a specific study of individual 246 

capital, revenue and expense components.  Any proposed known and measurable 247 

adjustment to the test year shall be individually identified and supported in the direct 248 

testimony of the utility.”  ComEd’s pro forma additions fall within that 12-month period 249 

set forth in the Commission’s rules. 250 

Q. Mr. Griffin asserts that ComEd has not met the known and measurable requirements as to 251 

the 2008 pro forma capital additions.  Do you agree? 252 
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A. No.  Mr. Griffin uses flawed logic to argue that the 2008 projected plant additions are not 253 

“reasonably certain” to occur on or before September 30, 2008.  Mr. Griffin’s 254 

interpretation, in essence, sets the bar at “absolute” certainty.  He suggests that, because 255 

ComEd cannot guarantee its exact level of plant additions in 2008, in light of certain past 256 

budget to actual variances discussed below, the 2008 plant additions should be 257 

disallowed and instead assumed to be zero.  This approach is totally disconnected from: 258 

(1) ComEd’s historical trend of adding more than $400 million of distribution plant in 259 

service in the first through third quarters in each of the past three years (with 260 

$539 million placed in service in the first three quarters of 2007), (2) detailed evidence 261 

previously provided by ComEd in its filings and in the discovery process to support the 262 

level of plant additions, (3) additional facts presented in the respective Rebuttal 263 

Testimony of Mr. Donnelly (ComEd Ex. 21.0) and the panel of Messrs. Donohue and 264 

Williams (ComEd Ex. 24.0), and (4) the general reality of running a distribution utility of 265 

ComEd’s size whereby plant additions must be made in the normal course of business to 266 

maintain the system and meet customer demands, among other work. 267 

Moreover, Mr. Griffin subsequently has responded to ComEd data request 268 

TLG-2.12 (a copy of which is attached hereto as ComEd Ex. 25.04).  His response 269 

indicates that he agrees that, to the extent the 2008 pro forma capital additions include 270 

projects in Construction Work in Progress (“CWIP”) not accruing AFUDC, they are 271 

reasonably certain to be closed by September 30, 2008.  The 2008 pro forma capital 272 

additions include $37.1 million of CWIP not accruing AFUDC as of December 31, 2007.  273 

So, at a minimum, even under his inappropriate standard, at least $37.1 million of the 274 

2008 pro forma capital additions that Mr. Griffin originally removed should be allowed. 275 
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Q. What information has ComEd provided in order to demonstrate the “reasonable 276 

certainty” of the 2008 pro forma capital additions? 277 

A. To begin with, ComEd has provided, in its Schedule B-2.1 (2 pages) in ComEd Ex. 7.1, 278 

and its supporting workpapers WPB-2.1a (23 pages), WPB-2.1b (7 pages), WPC-2.1c 279 

(1 page) in ComEd Ex. 7.2, details on thousands of specific projects that are in service or 280 

are reasonably expected to be placed in service by September 30, 2008.  In addition, 281 

updated information was provided in ComEd’s response to Staff data requests 282 

JMO-5.01(1-page narrative with 56 pages of attachments), referenced above, which 283 

showed the actual amount of capital additions in 2007 and an update as of January 2008 284 

to the planned level of plant additions for the first three quarters of 2008.  As described 285 

further in the Rebuttal Testimony of Mr. Donnelly (ComEd Ex. 21.0), a large majority of 286 

the work on these 2008 additions is already in process, and significant dollars have 287 

already been invested.  For instance, Mr. Griffin ignores the fact that, as documented in 288 

ComEd’s response to data request JMO-5.01, Attachments 2 and 3, as of December 31, 289 

2007, approximately $130 million already had been invested and was recorded in CWIP 290 

for projects expected to close before September 30, 2008.  Mr. Griffin’s proposal would 291 

have the Commission treat these projects as if every one of them will sit idle, with none 292 

placed in service during 2008.  That is simply unrealistic.  293 

Q. Does ComEd intend to provide additional updated information regarding the 2008 294 

pro forma plant additions in its surrebuttal testimony? 295 

A. Yes.  While again we do not believe that the standard for “reasonably certain” requires 296 

“actuals”, ComEd, in the Rebuttal Testimony of Mr. Donnelly, has provided this 297 

information to demonstrate ComEd’s consistent, continuing, and actual investment in the 298 
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distribution system.  ComEd anticipates providing further updates as to actual plant 299 

additions through March 31, 2008, along with an updated forecast of second and third 300 

quarter projected 2008 plant additions, in its surrebuttal testimony.  Our Rebuttal Panel 301 

Testimony is being submitted on March 12, 2008, and that information, inherently, is not 302 

yet available. 303 

Q. Mr. Griffin also refers in his testimony to ComEd budget to actual variances between 304 

2004 and 2006 as further support for his argument regarding the 2008 pro forma capital 305 

additions.  How do you respond? 306 

A. Mr. Griffin asserts that ComEd’s budget to actual variances support his proposal to 307 

remove 2008 pro forma capital additions.  He is wrong.  2006 distribution plant 308 

expenditures only varied from budget by a mere $622,000 on a base of over 309 

$587,000,000, or 0.1%.  As it relates to the variance in 2006 General and Intangible 310 

Plant, the majority (75%) of the variance amount relates to the transfer of a portion of 311 

plant for the Customer Information Management System (“CIMS”) to PECO Energy 312 

Company, which was a one-time event not included in the original budget.  Mr. Griffin 313 

also fails to note that ComEd’s budget process in 2004 and 2005 underestimated the 314 

actual spend on distribution plant.  If anything, ComEd’s historical budget-to-actual 315 

performance yields a conservative estimate of actual amounts incurred during the period, 316 

and thus ComEd’s pro forma plant additions are a reasonable projection of actual plant 317 

closings over the period, and in no event would it be reasonable to find that the 318 

appropriate projection for 2008 plant additions should be set at zero, as Mr. Griffin 319 

suggests. 320 
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Q. Mr. Effron also suggests that adjustments to ComEd’s pro forma capital additions are 321 

required.  What are Mr. Effron’s adjustments to ComEd’s pro forma capital additions? 322 

A. Mr. Effron calculates 2007 actual plant additions as the difference between year–end 323 

2006 plant in service (presented on ComEd’s Schedule B-1 in ComEd Ex. 7.1) and 324 

ComEd’s total electric plant in service as of December 31, 2007 (based on preliminary 325 

2007 year-end data, subject to audit, in ComEd’s response to AG data request 5.01).  326 

Based on his calculation of 2007 plant additions, Mr. Effron then suggests that 2008 plant 327 

additions to be included in ComEd’s rate base should simply be calculated as 75% of the 328 

2007 additions, because ComEd is seeking to include in rate base plant reasonably 329 

expected to be placed in service in the first nine months, or 75% of the months, of the 330 

year. 331 

Q. Is Mr. Effron’s methodology appropriate? 332 

A. No.  First, Mr. Effron inappropriately calculates the incremental plant additions in 2007 333 

using 2006 and 2007 data that is not comparable, instead of the detailed amounts that 334 

ComEd provided in its response to Staff data request JMO-5.01, cited above.  His 335 

calculation inappropriately assumes that the only activity in 2007 plant in service relates 336 

to plant additions, when in fact there are also retirements and transfers that occur during 337 

the year, which are offsets to the additions to plant in service.  The transfers and 338 

retirements are already reflected by ComEd in separate pro forma adjustments on its 339 

Schedule B-2 in ComEd Ex. 7.1, and, therefore, Mr. Effron inappropriately 340 

“double-counts” the reductions to plant in service for these items.  Second, he then 341 

perpetuates the flaws in his starting point by grossing up the 2007 amounts by 75%, to 342 

reflect 9 months of 2008.  As to his “75% methodology” for calculating 2008 pro forma 343 
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additions, Mr. Effron’s approach fails to consider the voluminous project-by-project 344 

detailed projections that ComEd has provided as evidence to support its specific 2008 345 

pro forma adjustments for capital additions.  Further, Mr. Effron assumes that 2008 will 346 

be an exact replica of 2007, when in reality differences in the work plan from year to year 347 

are necessary and expected, and costs are increasing as was described in the Direct 348 

Testimony of George Williams (ComEd Ex. 4.0).  While Mr. Effron’s approach may 349 

provide a less unrealistic estimate of the pro forma additions than Mr. Griffin’s complete 350 

elimination of the 2008 amounts, Mr. Effron’s overly simplistic methodology ignores the 351 

voluminous data which ComEd has provided to support its forecasted additions, in an 352 

apparent attempt to arrive at a lower rate base than is supported by the evidence. 353 

Q. Does either Mr. Griffin or Mr. Effron make any adjustment to ComEd’s proposed new 354 

business revenue credit (discussed in your Direct Panel Testimony, e.g., ComEd Ex. 7.0, 355 

page 37, lines 709-711) to reflect the impacts of their proposed adjustments to ComEd’s 356 

pro forma capital additions? 357 

A. No, they ignore it.  If ComEd’s pro forma capital additions are to be disallowed in part by 358 

the Commission, which would be inappropriate, then the revenue credit would need to be 359 

reduced proportionately as well. 360 

Q. By how much should the new business revenue credit be reduced if, for example, 361 

Mr. Griffin’s adjustment to ComEd’s 2008 pro forma plant additions is adopted? 362 

A. If Mr. Griffin’s disallowance of ComEd’s 2008 pro forma plant additions is adopted, for 363 

example, the new business revenue credit should be reduced (and the revenue 364 

requirement increased) by $11.4 million. 365 
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Q. If the Commission were to approve a level of pro forma plant additions somewhere 366 

between year-end 2007 (as calculated by ComEd, Staff, or AG/CUB) and the end of the 367 

third quarter of 2008, is any adjustment to the new business revenue credit necessary? 368 

A. Yes. If the Commission accepts any amount of pro forma plant additions less than the 369 

updated amount included in our Rebuttal Panel Testimony, discussed earlier, the new 370 

business revenue credit must be reduced to reflect the customer growth that matches the 371 

period over which the pro forma adjustments are accepted.  372 

Q. Have you updated the pro forma adjustment for the plant retirements related to the 373 

pro forma additions included in ComEd’s rate base (discussed in your Direct Panel 374 

Testimony, e.g., ComEd Ex. 7.0, page 35, lines 675-677)? 375 

A. Yes.  ComEd has updated its pro forma adjustment for the plant retirements related to the 376 

pro forma additions included in ComEd’s rate base, to reflect actual 2007 experience.  377 

The update to the plant retirements in ComEd’s Revised Schedule B-2 in Ex. 25.01 does 378 

not impact the total level of ComEd rate base because it involves offsetting entries to the 379 

plant and Depreciation Reserve accounts.   380 

2. Capitalized Incentive Compensation 381 
(See Section V.B below) 382 

Q. What parties have proposed adjustments to the rate base portions of ComEd’s incentive 383 

compensation program costs? 384 

A. While no party has specifically addressed as such the rate base components of ComEd’s 385 

incentive compensation costs, Ms. Hathhorn and Mr. Gorman both propose adjustments 386 

to incentive compensation that have a resulting impact on ComEd’s rate base.  We 387 
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respond to all aspects of the parties’ proposals on incentive compensation in Section V.B, 388 

below. 389 

  3. Capitalized Information Technology Costs 390 
(See Section V.C below) 391 

Q. Are you addressing Staff witness Ms. Hathhorn’s proposed rate base adjustment related 392 

to capitalized information technology costs? 393 

A. Yes, but we are addressing that adjustment together with her proposed operating 394 

expenses adjustment relating to information technology costs, in Section V.C, below. 395 

4. Merger Costs (See Section V.G below) 396 

Q. Are there any rate base components of the adjustments to merger costs proposed by Staff 397 

witness Ms. Hathhorn? 398 

A. Yes.  Certain of the costs that Ms. Hathhorn proposes to remove from ComEd’s revenue 399 

requirement are a result of costs which were capitalized on ComEd’s books.  We have 400 

addressed all aspects of her proposed merger cost adjustments in Section V.G, below. 401 

5. Stores Clearing 402 

Q. What adjustment does Mr. Griffin propose with respect to ComEd’s Stores Clearing 403 

account? 404 

A. Mr. Griffin proposes a $1,556,000 reduction to plant in service and a $519,000 reduction 405 

to operation and maintenance expenses associated with ComEd’s policy of clearing the 406 

balances in the Stores Clearing account at the end of each year to zero, on the grounds 407 

that ComEd’s change in its accounting practice for the Stores Clearing account in 2003 408 

was not appropriate.  In their respective Rebuttal Testimony, Mr. Waden and 409 
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Mr. Frangipane (ComEd Exs. 26.0 and 27.0) testify to the appropriateness of ComEd’s 410 

accounting policy for Stores Clearing.   411 

Q. In prior Commission proceedings, how was Stores Clearing reflected in rates? 412 

A. In proceedings prior to 2003, when ComEd had a balance in the stores clearing account, 413 

the Commission recognized that the stores handling costs were associated with Materials 414 

and Supplies inventories.  Because Materials and Supplies inventories are included in rate 415 

base, the related stores handling costs were also included in rate base.  In other words, 416 

although these costs were not included in plant in service, because they remained in a 417 

clearing account, they nonetheless were included in rate base as part of Material and 418 

Supplies inventories.  For instance, in ICC Docket No. 01-0423, ComEd’s 2001 delivery 419 

services rate case, the Materials and Supplies inventories in rate base included 420 

$3.4 million for Account 163, the Stores Clearing account.2 Similarly, in ICC Docket 421 

No. 99-0117, ComEd’s 1999 delivery services rate case, $2.9 million of stores handling 422 

costs related to Materials and Supplies inventories was allowed in rate base.3 423 

Q. In Mr. Griffin’s attempt to revert to ComEd’s past accounting practice for Stores 424 

Clearing, has he also made the corresponding change to the Materials and Supplies 425 

inventories in rate base needed to reflect past Commission treatment of these amounts? 426 

A. No, he has not. 427 

                                                 
2 See, e.g., ComEd Schedule A-4, page 1, line 9, and Schedule B-5.1, in Appendix C to ComEd Ex. 4.0 

Corr., in that Docket, and ICC Docket No. 01-0423 Order, Appendix A, Schedule 3, line 7.   
3 See, e.g., ComEd Schedule A-4, line 11, and Schedule B-5.1, attached to ComEd Ex. 5.0 in that Docket, 

and ICC Docket No. 99-0117 Order, Appendix A, Schedule 3, line 6.   
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Q. If Mr. Griffin’s proposal were to be accepted, should the corresponding change to the 428 

Materials and Supplies inventories in rate base be made?  429 

A. Yes.  Mr. Griffin’s proposal seeks a one-sided adjustment to the Stores Clearing account 430 

that is inconsistent with recovery of costs and past treatment of these amounts.  If the 431 

Commission accepts Mr. Griffin’s proposal to adjust the Stores Clearing account and 432 

remove those costs from plant in service, the $1,556,000 that Mr. Griffin removed from 433 

plant in service and the $519,000 that is disallowed from operation and mainteance 434 

expenses must be added to the Materials and Supplies balance in rate base, consistent 435 

with past practice.  436 

6. Customer Advances  For Construction 437 

Q. Is Mr. Effron’s proposal to deduct $11.102 million of customer advances for construction 438 

from rate base appropriate?  439 

A. No.  To the extent these advances relate to rate base assets, they have been appropriately 440 

accounted for in rate base already and no further adjustments are warranted.  As 441 

Mr. Effron described, these advances represent amounts collected from customers to be 442 

used to finance non-standard installation of equipment.  The $11.102 million described 443 

by Mr. Effron represents amounts received by ComEd as of December 31, 2006, for work 444 

on distribution related projects that had not been completed as of that date.  When the 445 

related projects are completed, the projects are included in plant in service and the 446 

customer advances are credited to the cost of the plant.  Contrary to Mr. Effron’s 447 

assertion, these funds are not available to ComEd to be used to fund rate base assets in 448 

general.  These funds must be used to finance the specific projects for which they are 449 

intended.  Further, it is incorrect to assume, as Mr. Effron does, that none of the amounts 450 
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have been expended.  Although the related project may not have been completed and 451 

placed in service, the funds at issue here are used to finance the earmarked projects while 452 

they are in Construction Work in Progress.   453 

Q. Are any of the customer advances for construction as of December 31, 2006, related to 454 

projects included in ComEd’s pro forma capital additions? 455 

A. Yes.  Approximately $8.9 million of the $11.102 million December 31, 2006, balance in 456 

ComEd’s original proposed rate base (and $9.9 million in its revised rate base reflected in 457 

the Revised Schedules attached hereto in ComEd Ex. 25.01) relate to projects that are 458 

expected to close to plant in service between the end of 2006 and September 30, 2008.  459 

See ComEd Ex. 25.05.  As such, these projects are included in ComEd’s proposed 460 

pro forma plant additions and, as described in ComEd’s response to AG data request 461 

DJE-1.10, the related customer advances for construction already have appropriately been 462 

credited to the cost of the associated pro forma additions.  ComEd Ex. 25.05 provides the 463 

specific projects and the related amount of the advance included in rate base.  Because 464 

the vast majority of the advances are already reflected as a reduction to the pro forma 465 

plant additions, reflecting a stand-alone adjustment to rate base would double-count the 466 

effect of these customer supplied funds.  These customer-supplied advances should only 467 

be and are only used to finance the specific assets for which they were supplied, and Mr. 468 

Effron’s proposal to apply these advances as a source of funds for general rate base 469 

investment is incorrect and should be rejected. 470 
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 B. Accumulated Provisions for Depreciation and Amortization 471 

Q. Do any of the parties propose adjustments to the Depreciation Reserve that are not the 472 

direct result of other adjustments proposed by those parties? 473 

A. Yes.  Mr Griffin, Mr. Effron, and Mr. Gorman each propose adjustments to add 474 

additional amounts of depreciation expense to the Depreciation Reserve, effectively 475 

moving the rate base amount for accumulated depreciation from the 2006 test year 476 

amount to a future period value, year-end 2007 in Mr. Griffin’s case and proxies for the 477 

end of the third quarter of 2008 in Mr. Effron’s and Mr. Gorman’s cases.  These proposed 478 

adjustments are identical to adjustments that have been considered in prior proceedings 479 

involving ComEd (ICC Docket Nos. 05-0597 and 01-0423) and The Peoples Gas Light 480 

and Coke Company and North Shore Gas Company (ICC Docket Nos. 07-0241/07-0242 481 

Cons.) and rejected by the Commission.    482 

Q. Did ComEd include in rate base any pro forma adjustments to the Depreciation Reserve?  483 

A. Yes.  Consistent with prior proceedings and the Part 285 filing requirements, ComEd 484 

included in its rate base calculations the annual increase in Accumulated Depreciation 485 

that is directly related to its proposed pro forma plant additions.  Additionally, ComEd 486 

included the forecasted cost of removals associated with the plant additions.   487 

Q. How do the intervenor and Staff proposals differ from ComEd’s adjustment? 488 

A. Mr. Effron and Mr. Gorman both propose to not only adjust the Depreciation Reserve for 489 

the additional depreciation related to the pro forma additions, but also to “update” the 490 

reserve to levels that they project will exist as of the end of the third quarter of 2008.  In 491 

short, they would move the reserve forward twenty-one months in time by including 492 
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twenty-one months of additional depreciation expense on existing plant in rate base.  493 

Mr. Griffin proposed a similar adjustment, although his adjustment updated the 494 

Depreciation Reserve to reflect actual balances as of the end of 2007, consistent with his 495 

opposition to the 2008 pro forma plant additions. 496 

Q. Has the Commission previously considered similar adjustments? 497 

A. Yes.  The Commission has considered and expressly rejected identical adjustments in 498 

multiple recent proceedings.  Mr. Effron proposed an identical adjustment in ComEd’s 499 

last rate case (ICC Docket No. 05-0597).  In that proceeding, ComEd used a 2004 500 

historical test year, with pro forma adjustments for plant additions reasonably expected to 501 

be placed in service by the end of the fourth quarter of 2005.  As in this case, ComEd also 502 

included an adjustment to the Depreciation Reserve for the depreciation expense 503 

associated with the pro forma additions.  Paralleling this case, Mr. Effron proposed to 504 

substitute the 2004 Depreciation Reserve associated with the existing plant in the test 505 

year with his estimated value at the end of 2005.  The Commission rejected Mr. Effron’s 506 

proposal, finding that his adjustment is prohibited by the Commission’s rules and test 507 

year principles and would inappropriately bring the test year into the future for the 508 

Depreciation Reserve. 509 

Mr. Effron also proposed a similar adjustment in ComEd’s preceding rate case, 510 

ICC Docket No. 01-0423, and, again most recently in the recent Peoples Gas and North 511 

Shore Gas rate cases, ICC Docket Nos. 07-0241/07-0242 Cons.   Despite Mr. Effron’s 512 

persistence, the Commission orders have consistently recognized the inappropriateness of 513 

this adjustment, and have consistently rejected it.  In its Order in ICC Docket 514 

No. 07-0241/07-0242 Cons., the Commission stated: “All parties agree that this issue has 515 
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been previously addressed by the Commission.  All parties largely agree that the facts 516 

differ from one case to another.  All parties should agree that Commission action brings 517 

certainty to a situation and settles expectations.  This is another way of saying that unless 518 

there are clear and distinguishable reasons for deciding a case differently, the 519 

Commission will follow in line with precedent.  To do otherwise risks a charge of 520 

arbitrary and capricious action.” 521 

None of the witnesses in this proceeding have identified any facts or circumstance 522 

to distinguish why the Commission should reach a different conclusion in this proceeding 523 

on this issue.  Mr. Griffin and Mr. Gorman add nothing to Mr. Effron’s deficient and 524 

improper proposal.  This issue should be resolved correctly as it has been in prior 525 

proceedings, i.e., it should be rejected. 526 

Q. Is Mr. Effron correct that it is inappropriate to reflect a pro forma adjustment for removal 527 

costs that reduces the Depreciation Reserve? 528 

A. No.  ComEd’s pro forma adjustment for plant additions includes an adjustment to reflect 529 

actual 2007 and expected expenditures through the third quarter of 2008 of $87,413,000 530 

for removal costs.  This change in the Depreciation Reserve for removal costs is 531 

distinguishable from the Depreciation Reserve adjustment proposed by Mr. Effron (and 532 

the similar proposals of Mr. Griffin and Mr. Gorman) in two important respects.  First, 533 

the removal costs represent actual or expected cash investment in the system, and second, 534 

they are directly related to the pro forma plant additions.  These removal costs represent 535 

actual cash expenditures necessary to remove equipment that is being replaced, which 536 

under the Uniform System of Accounts are recorded in the Depreciation Reserve.  537 

Because it is necessary to remove old equipment in order to install new equipment, these 538 
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expenditures represent system investment that is directly related to the pro forma plant 539 

additions.  In contrast, the depreciation expense that Mr. Effron and others propose to add 540 

to the reserve is a non-cash accounting accrual that relates solely to the passage of time 541 

and attrition and is completely unrelated to the proposed pro forma plant additions. 542 

 C. Accumulated Deferred Income Taxes (ADIT) 543 

Q. Have parties proposed adjustments to Accumulated Deferred Income Taxes (ADIT) that 544 

are similar in nature to those proposed with respect to Accumulated Depreciation, as 545 

discussed above? 546 

A. Yes,  Mr. Effron and Mr. Gorman propose adjustments to Accumulated Deferred Income 547 

Taxes in an attempt to move the test year forward in time.  These proposals are again 548 

inconsistent with test year principles and past Commission decisions, without any 549 

justification for a different result, and should again be rejected in this instance. 550 

 D. Construction Work in Progress (CWIP) 551 

Q. Why did ComEd include the balance of Distribution CWIP not accruing AFUDC in its 552 

rate base calculation? 553 

A. ComEd’s rate base amount for Distribution CWIP not accruing AFUDC is intended to set 554 

a reasonable proxy for the expected levels of CWIP in rate base on a forward-looking 555 

basis.  ComEd used the balance as of December 31, 2006, its most recent year-end data 556 

for CWIP not accruing AFUDC, in preparing its filing schedules.   557 

Q. Has more recent data become available since the time of ComEd’s rate case filing? 558 

A. Yes, ComEd now has another full year of data for CWIP not accruing AFUDC.  The 559 

balance as of December 31, 2007 was $27,861,000. 560 
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Q. Mr. Effron suggests that the updated balance of CWIP not accruing AFUDC as of 561 

December 31, 2007, should be used, instead of the December 31, 2006, balance of 562 

$39,502,000 proposed by ComEd.  Do you agree? 563 

A. No.  The amount of CWIP not accruing AFUDC that is included in rate base is intended 564 

to be a reasonable estimate of “normal” levels.  As shown in ComEd’s response to the 565 

Department of Energy’s data request DOE 1.25 (a copy of which is attached hereto as 566 

ComEd Ex 25.06), the December 31, 2007, CWIP balance was by far the lowest in years.  567 

That amount is not indicative of what ComEd has experienced in the recent past, nor of 568 

what it reasonably expects in the near future. 569 

Q. Can ComEd suggest any reasonable middle ground position on this issue? 570 

A. While ComEd believes that the December 31, 2006, balance is appropriate for use in this 571 

proceeding as it reflects a conservative estimate of future balances, another appropriate 572 

alternative to determining a “normal” level of CWIP would be to take an average of the 573 

ending balances of CWIP over the two years ended December 31, 2006, and 574 

December 31, 2007.  This results in a balance of $33,682,000.  This methodology 575 

incorporates the year-end 2007 results (which Mr. Effron believes is necessary), yet 576 

accepts that there are other reasonable approaches in addition to the use of December 31, 577 

2007, balance, which is low compared to both historical balances and future projections. 578 

 E. Materials and Supplies 579 

Q. Mr. Ostrander proposes to use a thirteen-month average 2006 balance for Materials and 580 

Supplies inventory on the grounds that he believes it produces a “more reasonable 581 
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portrayal of the inventory balance over time than the year-end balance proposed by the 582 

Company”.  Do you agree with this conclusion?  583 

A. No.  As is also described in the Rebuttal Testimony of George Williams (ComEd 584 

Ex. 22.0), inventory balances increased in 2006 for a number of reasons affecting both 585 

the price and volume of inventory levels.  Commodity prices increased significantly in 586 

late 2006 for raw materials such as copper, aluminum and core steel and these price 587 

increases have increased the cost of inventories.  Also, shortages in the market occurred 588 

as a result of the rising prices as well as a supplier strike, and in order to ensure 589 

availability of critical materials ComEd made one-time spot purchases to increase its 590 

stocks. 591 

Q. Were these circumstances temporary? 592 

A. Not entirely.  During 2006, inventory quantities resulting from the one-time spot 593 

purchases of wire and cable rose temporarily and have since been reduced.  However, 594 

emergency reserve inventories necessary for timely customer service responses have 595 

remained at levels comparable to or above 2006 levels.  Additionally, Mr. Williams 596 

points out that commodity prices for copper today remain well above price levels in 597 

effect throughout 2006. 598 

Q. Are the inventory levels proposed by Mr. Ostrander consistent with recent inventory 599 

balances? 600 

A. No.  Because Mr. Ostrander’s thirteen-month average looks backward in time, it does not 601 

adequately reflect conditions that exist currently or that will be expected to exist at the 602 

time the rates in this proceeding are in effect.  As shown on ComEd Ex. 25.07, despite 603 
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the workdown of the 2006 one-time spot purchases of wire and cable, the inventory 604 

balances in 2007 remained consistently higher than the 2006 average amount as a result 605 

of the continuation of higher price levels.  Because the pricing for commodities did not 606 

begin to increase until the latter half of 2006 and continued to increase after 2006, 607 

Mr. Ostrander’s retrospective analysis does not adequately consider the effect of these 608 

sustained price increases and is not representative of expected inventory levels on a 609 

prospective basis. 610 

Q. What was the average inventory balance in 2007? 611 

A. As shown in ComEd Ex. 25.07, the thirteen-month average balance for 2007 (on a 612 

jurisdictional basis and net of associated accounts payable), was $33.1 million.  While 613 

this amount is somewhat below the $37.4 million December 31, 2006, balance in 614 

ComEd’s rate base, it is not severely so.  The 2007 data also demonstrate that the 615 

$27.7 million balance proposed by Mr. Ostrander is not a better representation of 616 

expected inventory levels on a prospective basis. 617 

Q. How do the total monthly Materials and Supplies balances for 2006 and 2007, before 618 

applying the jurisdictional allocation and subtracting accounts payable, compare with 619 

ComEd’s and Staff’s respective proposals? 620 

A. The comparison is shown on the following chart, which shows that ComEd’s proposal is 621 

much closer to the 2007 average than is Staff’s proposal.  The monthly balances data in 622 

the chart for December 2005 through December 2006 is found in ComEd Ex. 7.1, 623 

Schedule B-8.1, while all of the data is found in ComEd Ex. 25.07. 624 
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 625 

 F. Other Post-Employment Benefits (OPEB) 626 

Q. Briefly describe the adjustment to operating reserves that Mr. Effron has proposed. 627 

A. Mr. Effron’s adjustment to operating reserves relates to ComEd’s pro forma adjustment 628 

to Administrative and General expenses to reflect 2007 activity.  ComEd made 629 

adjustments to its A&G expense and Accumulated Deferred Income Taxes, but 630 

Mr. Effron states that ComEd should have also reflected a reduction of $7,504,000 to the 631 

operating reserves in rate base to reflect the associated increase in the accrued liability. 632 

Q. What is ComEd’s response to Mr. Effron’s proposal? 633 
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A. ComEd will not object to Mr. Effron’s proposal to remove this $7,504,000 from 634 

ComEd’s rate base, and has reflected this adjustment in its Revised Schedules A-5 and 635 

B-1 included in ComEd Ex. 25.01. 636 

G. Rate Base (Total) 637 

Q. What is ComEd’s revised rate base? 638 

A. ComEd’s revised rate base, for purposes of determining the revenue requirement, with 639 

ratemaking and pro forma adjustments, and reflecting ComEd’s analysis of the Staff and 640 

intervenor-proposed adjustments, is $7,016,919,000.  ComEd’s rate base in its original 641 

filing was $7,071,234,000.  642 

V. Operating Expenses 643 

 A.   O&M Expenses Offsets If Certain Staff-Proposed 644 
Plant Adjustments Were to Be Approved 645 

Q. Mr. Griffin has proposed adjustments to rate base for capitalized costs of cable fault 646 

replacements (i.e., property unit), internally developed software, and departmental 647 

overheads on the grounds that these costs should have been accounted for as expenses 648 

rather than capitalized.  Have those proposals been accurately reflected in Staff’s revenue 649 

requirement calculation? 650 

A. No.  We will address each issue individually, but each of these adjustments have a  651 

common flaw.  In each adjustment, Mr. Griffin implements only one side of his 652 

recommendation, and as a result erroneously concludes that the revenue requirement 653 

should be reduced, when in fact, a complete consideration of his proposal indicates that 654 

his proposal would result in an increase in the revenue requirement, not a decrease.  This 655 

is because in each instance Mr. Griffin reflects the reduction in rate base and depreciation 656 
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expense that would have resulted if these costs had been expensed rather than capitalized, 657 

but inexplicably fails to reflect the corresponding increase in operations and maintenance 658 

(“O&M”) expense that would have resulted from his recommended accounting treatment.     659 

Q. What is the correctly calculated impact on the revenue requirement of Mr. Griffin’s 660 

recommendations to record these costs as expense, rather than capital? 661 

A. For the reasons described in more detail in the respective Rebuttal Testimony of 662 

Mr. Waden and Mr. Frangipane (ComEd Exs. 26.0 and 27.0), the Commission should 663 

reject Mr. Griffin’s proposal.  However, if after reviewing the evidence, the Commission 664 

agrees with Mr. Griffin that these costs should be accounted for as expense, then the 665 

result would be an increase in the revenue requirement of  $12.7 million, not a decrease 666 

of $14.1 million, as would be the case with Mr. Griffin’s one-sided treatment.  This 667 

calculation is provided on ComEd Ex. 25.08 and summarized below ($ in millions): 668 

Capital vs. Expense Issues
Increase/ 
(Decrease)

Increase/   
(Decrease)

Cable Faults (11.9)$           22.8$     10.9$             
Departmental Overheads (0.1)              0.9        0.8$               
Software Thresholds (2.0)                3.1          1.1$               

(14.1)$           26.8$     12.7$             

O&M 
Expense 
Offset

Total 
Revenue 
Requirement 

Revenue 
Requirement 
per Staff

 669 

1. Cable Unit of Property 670 

Q. Has Mr. Griffin’s proposal to reverse the capitalization of cable faults been accurately 671 

reflected in Staff’s calculation of the revenue requirement? 672 

A. No.  Mr. Griffin takes issue with ComEd’s rationale for a change in the accounting policy 673 

related to the costs of repairing cable faults with a span of two feet or greater and 674 
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recommends that for ratemaking purposes these costs should be accounted for as if the 675 

policy had not been changed.  Because the change in the accounting policy resulted in 676 

these costs being capitalized, rather than expensed, Mr. Griffin recommends that the 677 

capitalized costs should be disallowed from rate base.  Mr. Waden (ComEd Ex. 26.0) and 678 

Mr. Frangipane (ComEd Ex. 27.0) explain why the cable faults were properly accounted 679 

for and why Mr. Griffin’s proposal should be rejected in its entirety.  However, if the 680 

Commission were to accept Mr. Griffin’s proposal to treat these costs as operating 681 

expenses rather than capital, then further adjustments to the revenue requirement would 682 

be required to recognize the recovery of these costs -- which, it is undisputed, were 683 

prudently incurred, reasonable in amount, and needed in order to provide distribution 684 

service -- as operating expenses. 685 

Mr. Griffin’s testimony removed the capitalized costs from rate base, but, without 686 

explanation, gives no recognition whatsoever to the increase in test year operating 687 

expenses that would occur if these costs were to be expensed.  This one-sided treatment 688 

results in the complete disallowance of test year cable fault costs, rather than a shifting of 689 

these costs from capital to expense as he suggests would be appropriate.  Because the 690 

costs at issue associated with repairing or replacing cable faults are a necessary and 691 

prudent distribution utility cost it is critical that ComEd receive recovery of the costs, 692 

either as a capital component of rate base, or as an expense.  693 

Q. What should the increase in the test year expense be if Mr. Griffin’s recommendation to 694 

account for the cost of cable fault repairs as expense rather than capital is adopted?  695 

A. In the 2006 test year, ComEd spent $22.846 million on cable fault repairs with a span of 696 

two feet or greater.  If the Commission agrees with Mr. Griffin that these costs should 697 
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have been expensed, then, at a minimum, an increase to test year distribution O&M 698 

expenses of $22.846 million would be required to properly implement Mr. Griffin’s 699 

recommendation and to provide for recovery of these costs.   700 

Q. How does the 2006 spending level of $22.846 million for these cable fault repairs with a 701 

span of two feet or greater compare to other years? 702 

A. As shown on Schedule 2.6 of Staff Ex. 2.0, the amount spent for these cable faults in 703 

2006 was less than the amounts spent in either 2005 ($40.638 million) or 2007 704 

($25.973 million).  Thus, use of the 2006 amount to determine the appropriate O&M 705 

expense recognition for cable faults repairs is conservative.    706 

Q. Do you have any other comments on Mr. Griffin’s proposed disallowance? 707 

A. Yes.  Mr. Griffin’s proposed disallowance from rate base inappropriately denies recovery 708 

of $40.638 million of 2005 costs as well as 2006 costs and 2007 costs (which are 709 

included in the pro forma plant additions).  While providing for an expense offset for the 710 

2006 test year costs would provide for cost recovery of the 2006 costs of cable fault 711 

repairs, it provides for no recovery of the 2005 or 2007 costs.   Because the 2005 costs 712 

are not included in the rate base upon which current rates are based, and would not be 713 

provided for through the recognition of test year expense levels, the result is a complete 714 

inability to ever recover these prudently incurred, reasonable costs through rates.  This 715 

punitive treatment is clearly inappropriate given that Mr. Griffin has not even contended, 716 

much less provided any evidence, that the costs are imprudent, unreasonable, or in 717 

violation of any applicable Commission standard.  If the Commission accepts 718 

Mr. Griffin’s proposal to revert to the previous accounting policy, it should be applied 719 
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only to the amounts incurred in the test year and beyond and the amount disallowed from 720 

rate base should correspond to the amount included in O&M expense. 721 

  2. Capitalized Departmental Overheads 722 

Q. Mr. Griffin has proposed an adjustment to remove from rate base the inclusion of 723 

contractor costs for allocating departmental overheads between expense and capital.  Has 724 

the effect of this adjustment been accurately reflected in Staff’s calculation of the revenue 725 

requirement? 726 

A. No.  Similar to the accounting for capitalized cable faults discussed above, Mr. Griffin 727 

takes issue with ComEd’s rationale for a change made in 2003 in the method for 728 

distributing departmental overheads between capital projects and expense.  This change 729 

in allocation method resulted in a higher level of capitalized costs and a lower level of 730 

expenses related to departmental overheads.  Because he disagrees with the rationale for 731 

making the change, Mr. Griffin suggests that rate base should be calculated as if this 732 

change had not been made, and recommends a reduction in rate base of $901,000 on the 733 

basis that these costs should have been expensed rather than capitalized.  Mr. Waden and 734 

Mr. Frangipane explain why the allocation of departmental overheads is appropriate and 735 

why Mr. Griffin’s adjustment should not be approved.  However, if the Commission were 736 

to accept Mr. Griffin’s proposal to treat these costs as expense rather than capital, then 737 

further adjustments to the revenue requirement would be required to recognize the 738 

recovery of these costs as expense. 739 

Q. What adjustments are necessary if Mr. Griffin’s recommendation to remove the effect of 740 

the change in the method for allocating departmental overheads is adopted? 741 
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A. Mr. Griffin has once again reflected only one side of the equation by reflecting a 742 

disallowance of capitalized costs from rate base on the basis that they should have been 743 

expensed, but then fails to reflect the offsetting increase in expense of $817,000.  This 744 

increase in expense is necessary to provide for recovery of these costs, which Mr. Griffin 745 

believes should be accounted for differently, but which he has not claimed were 746 

imprudently incurred or unreasonable in amount.  Also, once again, the net effect of 747 

Mr. Griffin’s proposed adjustment, if properly accounted for, is to increase ComEd’s 748 

revenue requirement.  Finally, I would note that Mr. Griffin’s calculation understates the 749 

effect of the change in the method.  As shown on ComEd Ex. 25.09 the actual effect of 750 

the change in the method of allocating departmental overhead costs for 2005 and 2006 is 751 

$1.584 million, and the appropriate amount to be included as a 2006 expense offset is 752 

$1.425 million.   753 

  3. Capitalized Internal Use Software Costs 754 

Q. Mr. Griffin has also suggested that ComEd should not have changed the threshold used to 755 

determine whether internal use software should be capitalized or expensed.  Was this 756 

proposal reflected properly in the determination of Staff’s revenue requirement? 757 

A. No.  As with the other capital versus expense issues, Mr. Griffin disallowed $14.4 million 758 

of software costs that he indicates were capitalized under a new policy in the years 2005 759 

through 2007 but, although the basis for the disallowance is that these costs should have 760 

been expensed rather than capitalized, Mr. Griffin makes no provision to recognize these 761 

costs in operating expense.  Mr. Waden and Mr. Frangipane explain why ComEd’s 762 

capitalization policy for internal use software is appropriate, and this recommendation 763 

should be rejected.  However, if the Commission ultimately agrees with Mr. Griffin that 764 
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these costs should be expensed, then the minimum amount that should be recognized in 765 

operating expense is $3.082 million based on the 2006 test year expenditure level.  See 766 

ComEd Ex. 25.09. 767 

Q. Do you have any other comments regarding the disallowance of capitalized internal use 768 

software costs? 769 

A. Yes.  In addition to the one-sided nature of Mr. Griffin’s calculation, his rate base 770 

disallowance of $14.4 million based on the purported amount capitalized for the years 771 

2005 through 2007 is overstated due to errors in the calculation.  First, the amount he 772 

uses for 2005 is incorrect.  The correct amount for 2005 was $6.418 million, which was 773 

provided in ComEd’s response to Staff data request JMO-7.03.  Also, the amount he uses 774 

for 2007 consists of the total of both the actual amount for 2007 ($2.3 million) plus the 775 

estimated amount that was included in the pro forma additions ($3.8 million).  Using both 776 

the actual amounts and the estimated pro-forma amounts double counts the 2007 effect.  777 

Correcting for these errors in the calculation reduces his proposed rate base disallowance 778 

from $14.4 million to $11.3 million, as shown on ComEd Ex. 25.09. 779 

 B. Incentive Compensation Cost and Expenses 780 

Q. Staff (Ms. Hathhorn) and intervenors (Mr. Gorman and Mr. Effron for IIEC and 781 

AG/CUB, respectively) have made several proposals with respect to ComEd’s proposed 782 

incentive compensation.  How should the Commission view the various proposals? 783 

A. In his Rebuttal Testimony (ComEd Ex. 28.0), Mr. McDonald separates those proposals 784 

into two basic categories:  (1) those that seek to deny recovery of incentive compensation 785 

costs and expenses that “squarely” meet the Commission’s standards for approval as 786 
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applied by the Commission in ICC Docket No. 05-0597 (the revenue requirement impact 787 

of which is $9,709,000)4; and (2) those that seek to deny recovery as to incentive 788 

compensation that involves issues that were not directly presented and ruled upon by the 789 

Commission in ICC Docket No. 05-0597, which ComEd also believes are appropriate for 790 

recovery, but as to which ComEd understands that further consideration of the facts and 791 

circumstances is necessary (the revenue requirement impact of which is another 792 

$9,224,000)5.  In this section of our testimony, we generally address the proposals by 793 

Staff and intervenors in the context of those two categories. 794 

Q. Ms. Hathhorn recommends disallowance of what she refers to as two 795 

“shareholder-oriented goals of the AIP.”  Staff Ex. 1.0, pages 11-14.  What are the two 796 

components of the Annual Incentive Plan (“AIP”) that Ms. Hatthorn refers to as 797 

“shareholder-oriented”? 798 

A. Ms. Hathhorn’s definition of “shareholder-oriented goals” includes two components of 799 

the 2007 AIP plan: (1) the Total Cost goal and (2) the ComEd Net Income goal.  800 

Ms. Hathhorn inappropriately considers the Total Cost goal to be “shareholder-oriented” 801 

despite the Commission’s specifically having authorized recovery of such costs and 802 

expenses in ICC Docket No. 05-0597, as discussed by Mr. McDonald in his Rebuttal 803 

Testimony.  (He also discussed the AIP in his Direct Testimony, ComEd Ex. 9.0.)  The 804 

Net Income Goal is a new component of the AIP and, therefore, is discussed further 805 

below.  806 

                                                 
4 Revenue requirement impact is shown using Staff’s proposed capital structure, rate of return, and Gross 

Revenue Conversion Factor, although ComEd separately testifies as to the appropriateness of the first two of those 
items. 

5 Id. 
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Q. Mr. Gorman proposes a similar adjustment related to ComEd’s Total Cost goal.  Are 807 

there any additional issues with Mr. Gorman’s proposal on this subject? 808 

A. Yes.  While Mr. Gorman agrees with Ms. Hathhorn that only 50% of the costs and 809 

expenses associated with the Total Cost goal should be allowed, his calculation of the 810 

revenue requirement impact appears to treat both the expense and capital portions of 811 

ComEd’s Total Cost goal as expense.  For instance, he calculates a reduction to the 812 

“jurisdictional cost of service” of $7,447,000 related to the Total Cost goal, failing to 813 

recognize that $3,093,000 of this amount relates to rate base and thus is not a 814 

dollar-for-dollar impact on the revenue requirement. 815 

Q. Ms. Hathhorn recommends a disallowance of incentive compensation program costs and 816 

expenses associated with ComEd’s pro forma adjustment to reflect 2007 target payments 817 

under the AIP.  Do you agree with this adjustment? 818 

A. No.  First, Ms. Hathhorn states that the pro forma adjustment should be disallowed 819 

because the increase is not known and measurable.  The 2007 AIP amounts now have 820 

been paid, and thus the actual amounts are known, measurable, and determinable.  As 821 

such, the amounts meet the requirements to be included as a pro forma adjustment to the 822 

2006 historical test year.  The actual jurisdictional payments for the 2007 AIP, less 823 

certain executive compensation, were $33,525,000 (comprised of $19,880,000 of expense 824 

and $13,645,000 of capital).  The use of the 2007 actual AIP payments would result in a 825 

pro forma adjustment to operating expense of $4,922,000.  ComEd is not suggesting that 826 

the actual amounts be paid in this instance, but because its actual 2007 AIP amounts are 827 

known and measurable, its target operating expense pro forma adjustment of $3,385,000 828 
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included in its original Schedule C-2 in ComEd Ex. 7.1 meets the pro forma requirements 829 

and should be permitted.  See ComEd Ex. 25.10. 830 

Ms. Hathhorn’s second reason for disallowing the pro forma adjustment to 831 

incentive compensation is that it is duplicative.  That is incorrect.  Ms. Hathhorn confuses 832 

the salary and wage pro forma adjustment to reflect planned increases in the base salary 833 

levels of employees with the resulting impact such an increase would be expected to have 834 

on the target amounts paid under the 2007 AIP.  The 2007 AIP for each eligible 835 

employee is based in part on that employee’s base salary.  To the extent that base salary 836 

increases, there is an associated (but not duplicative) increase in the AIP.  The salary and 837 

wage pro forma adjustment separately presented by ComEd does not include the AIP 838 

increase. 839 

Q. Mr. Effron recommends a similar adjustment to remove the 2007 pro forma adjustment to 840 

incentive compensation, on the argument that customers did not receive the related 841 

benefits of those costs in the 2006 test year.  How do you respond to this proposal? 842 

A. As we described above, there are a number of reasons the 2007 pro forma adjustment to 843 

incentive compensation should be allowed.  Mr. Effron’s attempt to remove the 2007 844 

pro forma adjustment appears to be based on a perceived Commission requirement that 845 

customers must not only receive benefits, but that they must also be concurrent with the 846 

associated costs.  He cites no authority that establishes such a requirement, nor are we are 847 

aware of such a requirement.  In brief, the essential requirements under the Commission’s 848 

rules are that pro forma adjustments be known, measurable, and determinable, fall within 849 

the applicable period, and not be based on attrition or inflation factors.  Those 850 

requirements have been met for ComEd’s 2007 incentive compensation adjustment.  851 
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ComEd customers have already received benefits from ComEd’s achievement of its 2007 852 

operational goals.  Further, ComEd uses the target AIP payout, which is a reasonable 853 

estimate of the operational and financial benefits expected to be gained in future periods.  854 

The standard that Mr. Effron attempts to set is one that would prohibit ComEd from 855 

recovering any costs that exceed the target level, while at the same time making 856 

downward adjustments in the years where the target level is not reached.  Such a standard 857 

equates to “heads I win, tails you lose” and would be inappropriate for the Commission to 858 

accept. 859 

Q. Does Ms. Hathhorn’s proposal regarding the Net Income Goal have merit? 860 

A. No, as is discussed primarily by Mr. McDonald in his Rebuttal Testimony.  We would 861 

make the following additional points.  Net income is simply the difference between 862 

revenues and expenses.  Cost control, as we discussed above, has been found by the 863 

Commission to have customer benefits.  In developing the 2007 target net income level 864 

for the AIP, the rate increase permitted by the Commission in its Order on Rehearing in 865 

ICC Docket No. 05-0597 was known, and it was factored into the target goal.  Therefore, 866 

there was no “upside” in the Net Income goal of the AIP as a result of past delivery 867 

service rate increases. 868 

Q. Mr. Gorman proposes a similar adjustment related to ComEd’s Net Income goal.  Are 869 

there any additional issues with Mr. Gorman’s proposal on this subject? 870 

A. Yes.  In addition to his proposal suffering from the same flaws as that of Ms. Hathhorn in 871 

terms of its lack of merit, his proposal, here, too, is miscalculated.  In his 872 

recommendation to disallow 50% of the Net Income goal, $171,000 of his proposed 873 
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disallowance of $406,000 relates to capital, resulting in an overstatement of his 874 

disallowance on this issue, as well.    875 

Q. As it relates to ComEd’s Long Term Incentive Program (“LTIP”), what parties have 876 

proposed adjustments to ComEd’s costs? 877 

A. Ms.  Hathhorn, Mr. Effron and Mr. Gorman propose disallowances related to ComEd’s 878 

LTIP costs. We respond to each of their proposals below. 879 

Q. Why should ComEd’s LTIP costs and expenses be recovered through rates? 880 

A. Mr. McDonald, in his Direct and Rebuttal Testimony, addresses why the full amount of 881 

ComEd’s LTIP costs and expenses should be allowed.  Of the amounts that were 882 

recorded for the 2007 LTIP awards, approximately $1.2 million (made up of $978,000 in 883 

expense and $232,000 of capital) was related to operational goals (Customer Average 884 

Interruption Duration Index or “CAIDI” and System Average Interruption Frequency 885 

Index or “SAIFI”) instituted with the 2007 LTIP that are clearly recoverable under the 886 

standards applied in ComEd’s last case and these amounts, at a minimum, should be 887 

recoverable in this case.   888 

Q. Does Ms. Hathhorn’s proposal correctly calculate the costs associated with the LTIP that 889 

she proposes should be removed from ComEd’s revenue requirement? 890 

A. No.  In calculating her disallowance, Ms. Hathhorn did not use the jurisdictional portion 891 

of the LTIP costs.  ComEd provided the jurisdictional allocation factors for each account 892 

in which LTIP costs are charged in its response to data request DLH 3.04 – Attach 1, a 893 

copy of which is attached as ComEd Ex. 25.11.  Instead, she removed LTIP amounts that 894 

related to non-delivery services amounts, which were not included in ComEd’s revenue 895 
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requirement to begin with.  In so doing, Ms. Hathhorn overstated her proposed 896 

disallowance of $7,943,000 for LTIP expenses by $946,000.  In addition, she removes the 897 

total capital component from rate base instead of the jurisdictional amount, resulting in an 898 

overstatement of her rate base reduction of $310,000.   899 

Q. Did Mr. Gorman also make calculation errors with respect to his similar proposal on 900 

ComEd’s LTIP? 901 

A. Yes.  In his Direct Testimony at lines 1323-1345, Mr. Gorman explains his rationale for 902 

removing the costs associated with ComEd’s LTIP.  His rationale lacks merit for the 903 

reasons discussed in relation to Ms. Hathhorn’s proposal.  Moreover, in his calculation of 904 

the amounts related to the LTIP to be disallowed, Mr. Gorman also removes amounts 905 

associated with the Employee Stock Purchase Plan (“ESPP”) and Severance.  These 906 

components are not part of the LTIP and, therefore, should not have been included in 907 

Mr. Gorman’s calculation.  In addition, similar to his proposed adjustments to the Net 908 

Income and Total Cost goals described earlier in our testimony, Mr. Gorman also 909 

inappropriately includes rate base related amounts in his calculation of the reduction to 910 

ComEd’s jurisdictional expense, the combined impact of which overstates his proposed 911 

adjustment to operating expense by $1,640,000. 912 

Q. Are there any issues with respect to Mr. Effron’s proposed adjustment to ComEd’s LTIP? 913 

A. Similar to Mr. Gorman, Mr. Effron also includes the expenses related to ComEd’s 914 

Employee Stock Purchase Plan and Severance.  These are not part of ComEd’s incentive 915 

compensation programs, and, therefore, should be excluded from Mr. Effron’s incentive 916 
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compensation adjustment.  The result is that Mr. Effron’s proposed reduction is 917 

overstated by $273,000. 918 

Q. If the calculation errors related to ComEd’s LTIP costs as described above were to be 919 

fixed, does ComEd agree with the amounts disallowed by any of the parties? 920 

A. No.  Our computation-related points above are not intended to suggest that the proposals 921 

made by Staff and other parties are reasonable or should be accepted by the Commission, 922 

rather, they simply point out that the amounts proposed by Staff and other witnesses are 923 

wrong, even under their own theories.  924 

Q. Ms. Hathhorn also proposes to disallow a portion of incentive compensation related to 925 

rate base that was disallowed in ICC Docket No. 05-0597.  How does ComEd respond? 926 

A. ComEd continues to believe that its inclusion in rate base of $5,975,000 for the 927 

capitalized portions of its incentive compensation program is appropriate, and ComEd is 928 

currently appealing the decision of the Commission in Docket 05-0597 to reduce 929 

ComEd’s rate base.  However, pending the appeal decision on this issue and in order to 930 

limit the outstanding issues on which there is disagreement, ComEd agrees to remove the 931 

amounts from its rate base, and has reflected the adjustment in the Revised Schedules in 932 

ComEd Ex. 25.01.  Should ComEd prevail on its appeal while the instant proceeding is 933 

open, these amounts should then be included in calculating the revenue requirement in 934 

this proceeding. 935 

 C. Information Technology Cost and Expenses 936 

Q. Ms. Hathhorn proposes to disallow certain IT-related costs.  Is her proposal correct? 937 
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A. No.  Ms. Hathhorn’s disallowance of $15.616 million of IT costs from operating expense 938 

has two components.  Approximately $1.487 million of the disallowance results from her 939 

recommendation that certain “Post-2006” capital software projects should be amortized 940 

over ten years, rather than the five year period used by ComEd.  That recommendation is 941 

addressed and refuted by Mr. Waden (ComEd Ex. 26.0), who explains why a five-year 942 

amortization period is appropriate.  Additionally, Ms. Hathhorn would disallow 943 

$14.1 million of test year O&M expenses on the theory that the test year costs are 944 

abnormally high and that the increase in billings from Exelon Business Services 945 

Company (“BSC”) is unjustified.  However, Ms. Hathhorn’s analysis is incomplete and 946 

flawed.  A fair and complete analysis of ComEd’s IT expenses shows that the test year 947 

cost levels are representative of ongoing expense levels and that a normalization 948 

adjustment is not appropriate.  Furthermore, even if a normalization adjustment would be 949 

appropriate, Ms. Hathhorn’s calculation is flawed because it completely ignores the 950 

actual test year data in the determination of a “normalized” amount.          951 

Q. On what basis does Ms. Hathhorn claim that the 2006 test year costs are overstated? 952 

A. Ms. Hathhorn analyzes total billings, including O&M and capital, from BSC for IT costs 953 

for the years 2004 through 2006.  Although she correctly observes that the total billings 954 

have increased from $58.3 million in 2004 to $90.6 million in 2006,  Ms. Hathhorn fails 955 

to properly consider the factors that led to the increase, and incorrectly concludes that an 956 

average of 2004 and 2005 costs should be used as a normalized recurring cost level. 957 

Q. Why did the BSC-billed IT costs increase from 2004 to 2006? 958 
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A. While many factors influence IT costs, the increase is principally attributable to a transfer 959 

of IT employees from ComEd to BSC, which increased BSC billings to O&M accounts, 960 

and also due to increased spending on three software projects, which increased 961 

capitalized charges.   962 

Q. What portion of the increase in BSC-billed IT costs is attributable to increased spending 963 

on capitalized software projects? 964 

A. As shown below, $18.3 million of the $32 million increase in BSC IT billings between 965 

2004 and 2006 represents capitalized costs and the remaining approximately $14 million 966 

represents O&M expense (before jurisdictional adjustments). 967 

millions
2004 2006 Increase 2004 2006 Increase

O&M Expense $36.1 $50.1 $14.0 $33.6 $45.5 $11.9

Capital 21.6 39.9 18.3 17.6 32.5 14.9

$57.7 $90.0 $32.3 $51.2 $78.0 $26.8

millions
Total BSC IT Billings Jurisdictional BSC IT Billings

 968 

Q. What caused the capital costs to increase by $18.3 million?   969 

A. The increase in capital costs was driven primarily by spending on three software projects.  970 

• $11 million increase due to the Post-2006 project that entailed modifications to  971 

customer operations software to comply with new rules related to the end of the 972 

transition period. 973 

• $6 million increase for upgrades to the Passport work management software that were 974 

required because the vendor no longer supports the previous version. 975 
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• $4 million increase for the Mobile Data integrated mobile workforce management 976 

system aimed at reducing outage duration and making improvements in productivity 977 

and overall customer satisfaction.   978 

Each of these systems was described in more detail in ComEd Ex. 8.2. 979 

Q. Did Ms. Hathhorn suggest any of these capitalized project costs to be imprudent or 980 

unreasonable in amount? 981 

A. No.  Ms. Hathhorn apparently questions whether these project costs were capitalized 982 

(which they were) or expensed, but she does not suggest that any of these costs are 983 

unreasonable in amount or imprudent.   984 

Q. Did the costs of these capital projects affect O&M expense in the test year? 985 

A. No.  Although these projects did increase the overall BSC billing to ComEd in the test 986 

year, because the amounts were charged to capital accounts rather than O&M expense, 987 

the capitalized project costs did not result in higher O&M expenses.  Thus, 988 

Ms. Hathhorn’s conclusion that they are non-recurring costs that somehow skewed the IT 989 

O&M expense is inaccurate.     990 

Q. What caused the BSC-billed O&M expenses to increase between 2004 and 2006?   991 

A. Since 2001, BSC has been ComEd’s primary provider of IT services, although prior to 992 

2006 certain employees who performed IT work (primarily related to application 993 

maintenance and fiber network support) solely for ComEd were employed directly by 994 

ComEd, rather than by BSC.  Accordingly, although the costs associated with the latter 995 

are IT-related, they were not included in BSC billings to ComEd, but instead were 996 

included in various ComEd departmental costs.  In 2006, in order to achieve operating 997 
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efficiencies, the IT group restructured and these employees were transferred from ComEd 998 

into BSC, and BSC began to provide ComEd with application maintenance services and 999 

fiber network support.  Thus, although the costs of application maintenance and fiber 1000 

network support are not new costs, the transfer had the effect of increasing the BSC 1001 

billings to ComEd, and lowering internally incurred ComEd IT costs.  This was described 1002 

in ComEd’s response to data request DLH 25.01, which was submitted just prior to the 1003 

filing of Staff’s direct testimony, and, therefore, we are unclear as to whether 1004 

Ms. Hathhorn was able to consider the information in the preparation of her Direct 1005 

Testimony. 1006 

Q. Does Ms. Hathhorn’s analysis consider the impact of the transfer? 1007 

A. No, not accurately.  It appears that Ms. Hathhorn misinterprets ComEd’s response to 1008 

Staff data request DLH-12.01 (Attachment E, pp. 9-11), to infer that the transfer occurred 1009 

in 2004, and hence she concludes that the transfer does not explain the increase in BSC 1010 

billings between 2004 and 2006.  In fact, the transfers occurred in 2005 and 2006, not 1011 

2004.  (These transfers were separate and distinct from employee transfers in 2004 made 1012 

as part of the Exelon Way reorganization.)  As explained in ComEd’s response to a 1013 

subsequent Staff data request (DLH-25.01), the transfer increased BSC billings by 1014 

$13 million in 2006 compared to 2004. 1015 

Q. By how much did ComEd’s overall IT O&M expenses change between 2004 and 2006?  1016 

A. As shown in the table below, ComEd’s total IT-related O&M expense levels, on a 1017 

jurisdictional basis including both BSC-billed and internally incurred IT costs, were 1018 

$51 million in 2006, compared to $50 million in 2004.  Although the BSC-billed IT 1019 
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O&M expenses increased from $34 million in 2004 to $46 million in 2006, this increase 1020 

was largely offset by a reduction in internally incurred IT O&M expenses, which 1021 

decreased from $16 million in 2004 to $5 million in 2006.  When properly viewed in 1022 

total, IT O&M expenses increased by only 2% from 2004 to 2006.  Because 1023 

Ms. Hathhorn’s analysis focuses only on the BSC-billed costs and does not consider the 1024 

offsetting reduction in internally incurred IT O&M expense, and because she does not 1025 

challenge the prudence or reasonableness of any of the underlying costs, her adjustment 1026 

should not be adopted.   1027 
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Q. Is Ms. Hathhorn’s stated concern that the 2006 test year cost levels for IT costs will not 1029 

recur in the future well-founded? 1030 
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A. No.  With respect to O&M expenses, as we described above the primary reason for the 1031 

increase in BSC billed costs is the employee transfer, which is expected to be sustained 1032 

for the foreseeable future.  As further evidence, a review of 2007 actual costs indicate 1033 

that both BSC-billed and internally incurred IT related O&M expense for 2007 were 1034 

higher than 2006 test year expense levels, not lower as Ms. Hathhorn suggests.  While 1035 

ComEd is not requesting that this increase be recovered in this proceeding, it is evidence 1036 

that the 2006 O&M expense levels are not unreasonably high and that Ms. Hathhorn’s 1037 

use of 2004 and 2005 averages to project future O&M expenses is inaccurate.  This trend 1038 

is illustrated on the table below, which adds 2007 data to the trend in total IT O&M 1039 

expense. 1040 
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 1041 

Q. Do you have any comments on the calculation of the “normalization” adjustment 1042 

proposed by Ms. Hathhorn? 1043 
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A. Yes.  Even if a normalization adjustment were warranted, which it is not, the method 1044 

used by Ms. Hathhorn to calculate her adjustment is flawed in numerous respects.   First, 1045 

Ms. Hathhorn calculates a normalized expense amount by relying solely on a 1046 

backward-looking 2-year average of the expense amounts for 2004 and 2005, with no 1047 

consideration given at all to the 2006 amount, and concludes that this is a representative 1048 

expense level for the post 2007 period when new rates will be in effect.  Simply including 1049 

2006 amounts into the average calculation would reduce her adjustment by $4.6 million, 1050 

and including 2007 actual amounts in the average would reduce it by $7.9 million.  1051 

Additionally, Ms. Hathhorn’s adjustment erroneously assumes that the breakdown of 1052 

total BSC IT billings between expense and capital amounts was the same in 2004 and 1053 

2005 as it was in 2006.  An analysis of the actual data for those years indicates that this is 1054 

not the case.  In reality, the BSC IT billings were more heavily weighted towards capital 1055 

in 2006, and applying the 2006 expense ratio to 2004 and 2005 billings as Ms. Hathhorn 1056 

did understates the expenses for 2004 and 2005 that Ms. Hathhorn deems to be “normal”.  1057 

For all of the reasons stated, Ms. Hathhorn’s $14.1 million reduction to O&M expense to 1058 

normalize IT grossly underestimates actual IT expenses and should be rejected.          1059 

 D. Stores Clearing (See Section IV.A.5 above)  1060 

Q. Are there operating expense adjustments associated with Mr. Griffin’s proposed 1061 

adjustments to Stores Clearing? 1062 

A. Yes.  We have responded to both the rate base and operating expense portions of 1063 

Mr. Griffin’s proposed adjustments in Section IV.A.5, above. 1064 
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 E. Storm Expenses 1065 

Q. What does Staff propose with respect to the recovery of ComEd’s storm expenses?  1066 

A. Mr. Ostrander and Ms. Hathhorn propose two distinct adjustments to ComEd’s storm 1067 

expense.  First, Mr. Ostrander proposes reflecting actual full-year 2007 storm restoration 1068 

costs.  Second, Ms. Hathhorn recommends the removal of Employee Pensions and 1069 

Benefits and Taxes other than Income from the calculation of storm restoration costs to 1070 

be recovered in Rider SEA.  Ms. Hathhorn also makes other recommendations with 1071 

respect to the specific provisions of Rider SEA, which are addressed in the Rebuttal 1072 

Testimony of Paul Crumrine (ComEd Ex. 30.0).  1073 

Q. Does ComEd agree with the components of Staff’s proposed adjustments? 1074 

A. ComEd agrees that actual 2007 results are appropriate to be incorporated into the six-year 1075 

inflation-adjusted average of storm restoration expenses for the purpose of setting base 1076 

rates.  As it relates to Pensions and Benefits (Account 926) and Taxes other than Income 1077 

(Account 408.1), ComEd believes that these are appropriately included in the calculation 1078 

of storm restoration expenses because they are directly related to labor costs incurred in 1079 

the process of storm restoration.  Further, the Commission has previously allowed 1080 

recovery through ComEd’s normalized storm expenses.6  Notwithstanding, in order to 1081 

narrow the issues in this proceeding, ComEd will not object to Mr. Ostrander’s proposal, 1082 

and we have reflected his adjustment in the revised revenue requirement.  Also, it appears 1083 

that Ms. Hathhorn’s proposal, if Rider SEA is approved, is to permit ComEd to recover 1084 

only its incremental storm costs through Rider SEA.  Similarly, ComEd would be willing 1085 

                                                 
6 See, e.g., ComEd Schedules C-1 (page 1, line 7), C-2 (page 1, line 7, column (F)), and C-2.5 in ComEd 

Ex. 5.1 Corr., in ICC Docket No. 05-0597, and ICC Docket No. 05-0597 Order, Appendix A, p. 1, line 7 (reflecting 
approval of that normalized level).    
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to limit the calculation of storm costs in Rider SEA to incremental costs, as is further 1086 

described in the Rebuttal Testimony of Mr. Crumrine, although this would require a 1087 

further adjustment to the amount included in base rates. 1088 

Q. Mr. Brosch claims that, if Rider SEA is approved, over-recovery of ComEd labor 1089 

expense may result.  How do you respond to his proposal? 1090 

A. While it is theoretically possible to over-recover some base labor if storm activity is 1091 

greater than expected, it is equally as possible to under-recover if storm costs are below 1092 

average.  This is due to the use of total costs in the base amount of storms, rather than 1093 

incremental.  Because the base amount is determined upon an average amount of storms, 1094 

the amounts recovered and refunded in Rider SEA should eventually allow ComEd to 1095 

recover its actual storm restoration costs. 1096 

Q. Mr. Brosch also argues that approval of Rider SEA cannot be justified as a revenue and 1097 

income stabilization mechanism.  Do you agree? 1098 

A. No.  Mr. Brosch avers that, because the actual storm costs are not recovered or refunded 1099 

under the rider until the year following the storms, there will be a de-stabilizing impact 1100 

from Rider SEA.  This is not true.  Although the cash recoveries or refunds will not occur 1101 

until the following year, under FAS 71 regulatory accounting principles, ComEd would 1102 

accrue the impact of any future amounts to be recovered or refunded under the rider in 1103 

the same period as the underlying costs are incurred.  Therefore, the accounting accruals 1104 

will match the amount of the underlying expenses and the income effect of the storm 1105 

activity is neutralized. 1106 
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F. Uncollectibles Expenses (Derivative Adjustments) 1107 

Q. Have any other parties proposed adjustments to uncollectibles expenses? 1108 

A. Yes, but in each instance their proposed adjustment is a derivative impact of one or more 1109 

of their other proposed adjustments discussed elsewhere.  There are no independent 1110 

proposed adjustments to uncollectibles expenses.  (Staff in its revenue requirement 1111 

schedules removes the uncollectibles factor portion of the Gross Revenue Conversion 1112 

Factor and incorporates it as a separate adjustment to uncollectibles expenses, but this is 1113 

only a presentation issue as long as the amounts are correctly calculated.)  1114 

G. Merger Costs and Expenses 1115 

Q. Ms. Hathhorn and Mr. Effron suggest that ComEd should remove both incremental and 1116 

non-incremental merger costs from its request.  What distinguishes the incremental 1117 

merger costs ComEd removed from the revenue requirement from the salary and related 1118 

benefits it included? 1119 

A. During 2006, certain salaried employees were required to assist in preparing for the 1120 

merger between Exelon and PSEG.  In order to properly account for the time they spent 1121 

on merger-related activities, they charged the hours spent on merger-related work to a 1122 

separate project code block.  However, these employees were also responsible for 1123 

continuing their normal duties, without any additional compensation for overtime.  As a 1124 

result, the additional hours worked in providing utility service is not accounted for 1125 

elsewhere in the salary and benefits costs recorded on ComEd’s books.  ComEd 1126 

appropriately excluded from rates the incremental 2006 costs related to the merger, but 1127 

the non-incremental costs for which ComEd seeks recovery will in fact recur during the 1128 

period in which rates set in this proceeding are in effect, and are directly related to 1129 
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normal utility functions.  In addition, a hiring freeze was instituted while the merger 1130 

approval process was underway, in an effort to minimize the number of positions that 1131 

would potentially be eliminated once the merger was consummated.  For instance, by 1132 

August 31, 2006 there were a total of 274 exempt (non-union) open positions that were 1133 

on “merger hold”, including 33 positions at ComEd, 23 at Exelon Energy Delivery 1134 

(“EED”), and 73 at Exelon (including BSC).  During this period, existing salaried 1135 

employees were still required to complete all normal work.  ComEd’s inclusion of the 1136 

salary and related benefits of these employees is therefore appropriate, because they were 1137 

performing merger-related work in addition to full workloads for their regular utility 1138 

duties with no incremental compensation.  These normal job functions continue to exist 1139 

today and are staffed with full-time resources.  To exclude these costs from recovery 1140 

understates ComEd’s true operating expenses in the test year and denies ComEd the 1141 

prudent and reasonable costs associated with its utility operations during the test year as 1142 

well as going forward.   1143 

Q. In her Schedule 1.8, in Staff Ex. 1.0, Ms. Hathhorn removes amounts related to 1144 

capitalized merger costs shown on ComEd work paper WPC-2.3 in ComEd Ex. 7.2.  Are 1145 

those adjustments appropriate? 1146 

A. In part.  Consistent with the arguments above, ComEd disagrees with Ms. Hathhorn’s 1147 

adjustment to remove the portion of capitalized costs associated with salary and benefits.  1148 

However, as ComEd stated in its response to Staff data request DLH-2.01, the 1149 

incremental portion of capitalized merger costs shown in WPC-2.3 of $36,444 was not 1150 

originally removed from the calculation of ComEd’s rate base.  However, Ms. Hathhorn 1151 

removed the total amount of capitalized incremental merger costs, instead of the 1152 
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jurisdictional portion.  Only the jurisdictional portion, which is $29,702 (using the 1153 

General Plant allocator of 81.5%) is appropriate for removal from rate base.  ComEd has 1154 

reflected this adjustment in its Revised Schedule B-2 in ComEd Ex. 25.01. 1155 

Q. Ms. Hathhorn states that ComEd’s position that these employees will spend time in the 1156 

future performing utility related duties is “hollow…since it could be made for any 1157 

expense if one disregards the specific facts and evidence of the test year and replaces it 1158 

with speculation regarding what could happen in the future.”  Staff Ex. 1.0, page 23, 1159 

lines 551-554.  How do you respond? 1160 

A. Ms. Hathhorn’s statement as it relates to merger costs is somewhat ironic as well as 1161 

incorrect.  She appears to want to pick and choose when to use this argument and only 1162 

apply it when it suits her purposes.  For instance, as it relates to her IT cost adjustment, 1163 

Ms. Hathhorn does exactly what she suggests is inappropriate for merger costs, when she 1164 

chooses to replace the specific facts and evidence of the test year with a faulty 1165 

methodology of speculating a “normal” level of future ComEd IT expenses.  In any 1166 

event, her assumption that these employees were not performing utility-related duties in 1167 

the test year is incorrect, as was more fully described above. 1168 

Q. Do you agree with Mr. Effron’s rationale for removing non-incremental merger costs? 1169 

A. No.  Mr. Effron suggests that the full amount of merger costs be removed from ComEd’s 1170 

revenue requirement.  As discussed above, these employees performed merger related 1171 

work in addition to their normal duties. These employees are still employed and their cost 1172 

will be part of ComEd’s on-going total costs.  Eliminating these costs will understate 1173 

ComEd’s true cost of service. 1174 
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H. Administrative and General (A&G) Expenses 1175 

1. Exelon Way Severance Amortization Approved 1176 
 by the Commission in ComEd’s 2005 Rate Case 1177 

Q. In his Direct Testimony, Mr. Effron has proposed to remove $18,791,000 of Exelon Way 1178 

severance costs from ComEd’s operating expenses as he claims the Commission did not 1179 

allow for the creation of a regulatory asset. Is this removal of severance costs 1180 

appropriate? 1181 

A. Absolutely not.  Mr. Effron has chosen to interpret the Commission’s decision in ICC 1182 

Docket No. 05-0597 regarding the amortization and recovery of the Exelon Way 1183 

severance costs in an incorrect and unfair manner. 1184 

ComEd incurred approximately $158 million of severance expenses associated 1185 

with its Exelon Way program. In ICC Docket No. 05-0597, ComEd proposed to recover 1186 

its Exelon Way severance costs by amortizing them over a 7.5-year period and the 1187 

Commission approved this treatment.  (See ICC Docket No. 05-0597, Order, p. 90).  1188 

Mr. Effron’s proposed disallowance of these test year costs, which were approved in a 1189 

prior order for amortization over a specific period, is an unwarranted attempt to re-litigate 1190 

previous Commission determinations, and should be rejected. 1191 

Q. Mr. Effron argues that because the Commission did not specifically direct ComEd to 1192 

create a regulatory asset associated with the recovery of its Exelon Way severance costs, 1193 

that ComEd should not be able to seek recovery of those amortized costs in this 1194 

proceeding.  Is he correct? 1195 

A. No.  There is no pre-requisite that the Commission impose such a requirement in order 1196 

for ComEd to create a regulatory asset, as Mr. Effron appears to suggest.  To the 1197 
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contrary, once the Commission allowed recovery as ComEd proposed, ComEd was not 1198 

only permitted, but required by Statement of Financial Accounting Standards 71 1199 

(“FAS 71”) (part of Generally Accepted Accounting Principles or “GAAP”), to create a 1200 

regulatory asset associated with recovery of these costs through rates.   1201 

Q. Did the AG attempt to have the $18,791,000 disallowed during the rehearing of ICC 1202 

Docket No. 05-0597? 1203 

A. Yes, the AG sought rehearing on this issue, and the Commission denied the AG’s 1204 

request. 1205 

2. Accounts 920-923 1206 

Q. In his direct testimony, Mr. Effron claims that ComEd has not provided sufficient 1207 

evidence to justify its overall level of increase in Administrative and General (“A&G”) 1208 

expenses, specifically FERC Accounts 920 through 923. Is his position justified? 1209 

A. No. Although Mr. Effron asserts that ComEd has not provided sufficient justification 1210 

related to the level of increase in its A&G expenses in FERC Accounts 920 – 923, he has 1211 

ignored the fact that ComEd has addressed this increase in detail in its Direct Testimony 1212 

(see the Direct Testimony of Mr. Flaherty, ComEd Ex. 8.0, and the attached report, 1213 

ComEd Ex. 8.2, as well as our Direct Testimony and ComEd Ex. 7.3), and in responses to 1214 

several Staff and Intervenor data requests (see ComEd’s responses to Staff data requests 1215 

DLH-10.03 through DLH-10.06 and to IIEC data request IIEC 2.70 Corrected) (as 1216 

supplemented or corrected).  In its responses to these data requests, ComEd addresses, in 1217 

detail, the reasons for increases in IT costs, executive services costs, finance costs, and 1218 

Energy Delivery Shared Services (EDSS) costs, at both the total, and jurisdictional levels.  1219 
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For example, in its response to data request IIEC 2.70 (Corrected), ComEd provides 1220 

extensive explanation of the jurisdictional amounts of the increases. The increase in 1221 

Executive Services ($4.3 million) was driven primarily by facility relocation charges, 1222 

charitable contributions, and IT costs; offset by decreases in payroll related costs and 1223 

office expenses. Increases in Finance costs ($3.0 million) were driven by payroll and 1224 

payroll related costs allocated to ComEd.  The increase in EDSS costs ($5.9 million) was 1225 

related to increased employees, increased training activities, and increased payroll and 1226 

payroll related charges allocated to ComEd.  Mr. Effron is incorrect in his assertion that 1227 

the only increase in Accounts 920 – 923 that ComEd has explained is the increase in IT 1228 

costs ($11.6 million), due mainly to reclassification from distribution accounts. 1229 

Q. Has Mr. Effron suggested that ComEd’s 2006 test year expenses in FERC Accounts 1230 

920 – 923 were either imprudent or unreasonable in amount? 1231 

A. No. 1232 

Q. Mr. Effron proposes an alternative approach to determining the increase in jurisdictional 1233 

A&G FERC Accounts 920 – 923 (Effron Direct pp. 29-30, lines 633 – 657) by applying 1234 

an increase to the 2004 jurisdictional level of these amounts based upon inflation during 1235 

2005 thorough 2006.  Is this a reasonable approach? 1236 

A. No.  In prior cases, the Commission has rejected the argument that inflation between rate 1237 

cases is a better indication of test year expenses than the actual costs themselves. As 1238 

discussed in Section IV.A.1, above, the Commission’s rule on pro forma adjustments, 1239 

Section 287.40, states in part that: “Attrition or inflation factors shall not be substituted 1240 

for a specific study of individual capital, revenue and expense components”.  For 1241 
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example, in its ICC Docket No. 05-0597 Order on Rehearing, the Commission reversed 1242 

its initial decision to apply an inflation adjustment to A&G expenses instead of allowing 1243 

the actual A&G increase, subject to certain specific adjustments, after reviewing the 1244 

ample evidence that ComEd provided on rehearing.  In this case, ComEd has already 1245 

discussed at length in testimony and in discovery the reasons for the increase in A&G 1246 

expenses related to FERC Accounts 920 – 923.   The reality is that ComEd has provided 1247 

extensive data to support its Administrative & General expenses, and Mr. Effron’s 1248 

attempt to substitute an inflation factor ignores that. 1249 

3. Rate Case Expenses 1250 

a. 2005 Rate Case Expenses Amortization 1251 
Approved by the Commission in that Case 1252 

Q. Mr. Effron proposes, as part of his $4,212,000 adjustment for rate case expenses, to 1253 

disallow the amortized portion of costs associated with ComEd’s 2005 rate case.  Is his 1254 

adjustment appropriate? 1255 

A. Absolutely not.  Such an adjustment denies ComEd an ability to recover its prudently 1256 

incurred and Commission-approved costs.  Mr. Effron suggests that the test year amount 1257 

of ComEd’s 2005 rate case expenses, which total $2,438,000, should be disallowed.  1258 

These costs represent one year’s amortization of ComEd’s prudently incurred 2005 rate 1259 

case expenses, which were previously approved by the Commission in ICC Docket 1260 

No. 05-0597 for recovery over a three-year period.  ICC Docket No. 05-0597, Order, 1261 

pp. 45-47, 53.  Mr. Effron’s argument is that “the purpose of including the normalized 1262 

rate case expense in the cost of service is not to guarantee dollar-for-dollar recovery of 1263 

the rate case expense incurred.”  AG/CUB Ex. 2.0, page 24, lines 527-529.  Mr. Effron 1264 
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appears to have missed the point.  The Commission recognizes that rate cases do not 1265 

typically occur on an annual basis, and thus they provide for recovery of a normalized 1266 

level of rate case expense over a reasonable period of time.  Mr. Effron seeks to take that 1267 

reasonable approach to its illogical extreme under the guise of “ratemaking symmetry” by 1268 

disallowing costs already approved by the Commission.  The Commission should reject 1269 

this proposal, as it seeks to re-litigate an issue that was already determined, and correctly 1270 

so, by the Commission in a previous proceeding and would deny ComEd of its ability to 1271 

recover prudently incurred costs. 1272 

b. 2005 Rate Case Expenses in the 2006 Test Year 1273 

Q. Has ComEd proposed the inclusion of rate case expenses associated with ICC Docket 1274 

No. 05-0597 that it incurred in the 2006 test year in this proceeding? 1275 

A. Yes.  In its Schedule C-2.15, in ComEd Ex. 7.1, ComEd included $1,048,000 in expenses 1276 

related to ComEd’s ICC Docket No. 05-0597 that it incurred in the instant case’s 2006 1277 

test year.  These costs reflect actual amounts incurred in that proceeding, above and 1278 

beyond the estimates that Staff included and the Commission ultimately approved for 1279 

recovery in ComEd’s revenue requirement.  In that proceeding, the Commission used 1280 

Staff’s estimates for 2006 costs associated with a number of rate case expenses, based 1281 

upon actual amounts incurred in 2005.  ComEd provided updates to the actual level of 1282 

rate case expenses incurred through March 2006. 1283 

Q. Are there any further updates to these expenses at this time? 1284 

A. Yes.  Upon further review of certain line items originally reflected as rate case expense 1285 

items, ComEd determined that $157,000 was inadvertently reflected in its total legal fees 1286 
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and expenses shown on WPC-2.15 in ComEd Ex. 7.2.  An adjustment has been made to 1287 

remove this amount from ComEd’s request, and the amortized portion for which ComEd 1288 

is seeking recovery has been reduced from $1,048,000 to $995,000.   1289 

Q. What was the Commission decision on the rate case expense issue in ICC Docket 1290 

No. 05-0597? 1291 

A. Although ComEd provided updates for actual rate case expenses that were incurred 1292 

through March 2006, the Commission found that $626,000 of expenses “were not fully 1293 

substantiated by ComEd.”  Order, p. 47.  Rate case expenses allowed in that docket were 1294 

$7,315,000, or $2,986,000 lower than ComEd’s ultimate actual incurred expenses.   1295 

Q. Why does ComEd feel it is appropriate to seek recovery of those incremental costs in this 1296 

proceeding? 1297 

A. In the last case, the Commission decision appears to have been made based on the 1298 

amounts that could be supported with actual expenses, and a focus limited to certain line 1299 

items.  Ms. Hathhorn looked at selected expenses in that case, and adjusted ComEd’s 1300 

estimates based on actual expenditures at the time of her rebuttal testimony, because she 1301 

found the estimated amounts “not yet substantiated by ComEd.”   Staff Ex. 12.0, p. 20, 1302 

lines 424-426.  ComEd can now fully support the actual amounts incurred for all items, 1303 

including those that were estimates, and, because the Commission did not find them to be 1304 

imprudently incurred in the last case, it is reasonable to include them for recovery over a 1305 

three-year term in this proceeding.  ComEd has attached ComEd Ex. 25.12, which shows 1306 

the actual amounts incurred above those allowed in the Commission’s decision in the last 1307 

case, to provide the required level of support for amounts previously determined to be 1308 
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“not yet substantiated” because they were not actual until after the evidentiary record in 1309 

the last case closed.  Further, the amounts reflect costs incurred during 2006, ComEd’s 1310 

historic test year in this proceeding.  Mr. Effron’s suggestion that this is retroactive 1311 

ratemaking is therefore incorrect. 1312 

c. 2005 Rate Case Rehearing Expenses 1313 
in the 2006 Test Year 1314 

Q. In his testimony, Mr. Effron proposes the elimination of ComEd’s costs incurred in the 1315 

rehearing of ICC Docket No. 05-0597.  How do you respond to his proposal? 1316 

A. Mr. Effron’s proposal is based on a theory that including these costs is “an exercise in 1317 

retroactive ratemaking.”  AG/CUB Ex. 2.0, lines 543-544.  In fact, the rehearing 1318 

expenses ComEd seeks to recover were incurred in 2006, the test year in the instant case.  1319 

Further, the rehearing expenses have never been the subject of any prior Commission 1320 

proceeding.  In ICC Docket 05-0597, like other utilities, ComEd did not include in its 1321 

proposed rate case expenses an amount for rehearing.  ComEd could not have known that 1322 

rehearing was going to be requested, by whom, or on what subjects, and even if it 1323 

assumed that rehearing would occur, could not reasonably have anticipated the specific 1324 

issues the Commission would make subject to rehearing or the rate case expenses that 1325 

would be associated with them.  Finally, Mr. Effron has not suggested that the costs were 1326 

in any way imprudent or unreasonable.  As a result, Mr. Effron’s proposal should be 1327 

rejected by the Commission. 1328 
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d. Rate Case Expenses of the Instant Case 1329 

Q. Mr. Griffin suggests that ComEd should only be able to recover the amount of rate case 1330 

expenses that can be “adequately supported”, and that ComEd has only supported 1331 

$2,953,000 of its projected rate case expenses.  Do you agree with Mr. Griffin’s analysis? 1332 

A. No.  Mr. Griffin appears to have based his adjustment on a faulty assumption that rate 1333 

case expenses are incurred ratably over the course of a rate case proceeding.  History 1334 

suggests otherwise.  To a large degree, these expenses tend to be more heavily weighted 1335 

toward the latter parts of the case, when legal counsel assists in legal analysis related to 1336 

ComEd’s preparation of rebuttal and surrebuttal testimony, prepares for and conducts for 1337 

the utility its participation in the evidentiary hearing, prepares the post-hearing and reply 1338 

briefs prior to the Administrative Law Judge’s proposed order, and prepares the brief and 1339 

reply brief on exceptions.  Witnesses, including external expert witnesses, also continue 1340 

to perform work related to the rate case up to and including the evidentiary hearings.    1341 

The chart below shows the cumulative rate case costs incurred over the course of 1342 

ComEd’s last rate case, ICC Docket No. 05-0597 (not including rehearing) as further 1343 

evidence of the ramp-up in expenses as the case progresses.  The dotted line represents 1344 

the costs incurred to date in the current rate case, which provides further support that the 1345 

timing of costs incurred in this case follows closely with historical trends. 1346 
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Q. Has ComEd provided any support for actual incurred amounts beyond October 2007? 1348 

A. Yes, ComEd has updated its response to Staff data request TLG 1.03 (Supplement 2), 1349 

which shows that $4,218,454 in rate case expenses has actually been incurred through 1350 

January 31, 2008, and $6,336,510 has been incurred through February 29, 2008.  The 1351 

details are shown in ComEd Ex. 25.13, a copy of the public summary portion of that 1352 

response.  As shown in the graph above, this pattern is consistent with the ComEd’s 1353 

previous case.  In fact, as of January 2008, three months after the current case was filed, 1354 

the rate case amount paid is exactly the same proportion of the total estimated expense as 1355 

the same point in ICC Docket No. 05-0597.   1356 

ComEd intends to continue to provide updates to its rate case expenses until the 1357 

record is marked “heard and taken”, in order to provide the Commission with ongoing 1358 

support for the reasonableness of the rate case expenses ComEd has requested in this 1359 
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case.  It does not, however, agree with any express or implicit standard that Mr. Griffin is 1360 

suggesting that expenses must be “actual” in order to be adequately supported. 1361 

e. Original Cost Audit Legal Expenses 1362 

Q. What adjustment does Mr. Griffin propose to the Original Cost Audit (“OCA”) expenses 1363 

incurred by ComEd?   1364 

A. Mr. Griffin seeks to reduce the amount of ComEd’s test year legal expenses by a total of 1365 

$794,000 incurred in relation to the OCA.  The amount represents the legal fees that 1366 

ComEd incurred as a result of the Commission-ordered Original Cost Audit.  ICC Docket 1367 

No. 05-0597, Interim Order, April 5, 2006.  Using ComEd’s proposed amortization 1368 

period of three years, Mr. Griffin’s proposed adjustment results in a $265,000 reduction 1369 

to test year Administrative and General expenses, i.e., test year legal expenses. 1370 

Q. Has Mr. Griffin proposed this reduction based on his belief that the costs were 1371 

imprudently incurred? 1372 

A. No.  His adjustment is based on a claim that, because the legal fees were not explicitly 1373 

approved by the Commission for recovery and a proceeding relating to the OCA has not 1374 

yet been initiated, the costs should not be recovered.  Although we are not lawyers, it is 1375 

our understanding that a Commission Order or docketed proceeding is not a prerequisite 1376 

for recovery of such costs, which were necessarily incurred to comply with the 1377 

Commission’s Interim Order.  The Original Cost Audit was initiated in 2005, and 1378 

continued through the end of 2007.  To suggest that ComEd should not be able to recover 1379 

the costs of a two-year undertaking required by the Commission is to simply deny 1380 

ComEd of its prudently incurred reasonable and needed costs.  Further, Mr. Griffin’s 1381 
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statement that it is unreasonable for legal fees to represent half the cost of the original 1382 

cost audit itself does not appear to be based on any actual analysis of the facts.  As a 1383 

result, his proposed adjustment should be rejected by the Commission. 1384 

4. Advertising 1385 

Q. In his Direct Testimony, Staff witness Mr. Ostrander has proposed a disallowance of 1386 

$180,794 consisting of print media advertising costs ($116,237) and 3-second radio 1387 

advertisements ($64,557), describing them as “goodwill or institutional” advertising 1388 

costs.  What is ComEd’s position regarding this subject? 1389 

A. While ComEd does not agree with Mr. Ostrander’s position as to the classification of the 1390 

advertising costs, in order to limit the issues in this case, ComEd agrees to remove this 1391 

$180,794 of operating expenses from its revenue requirement. 1392 

5. Charitable Contributions 1393 

Q. Staff witness Michael Ostrander proposes an adjustment to remove contributions to 1394 

certain community organizations, claiming that such participation constitutes promotional 1395 

or goodwill practice for which recovery is disallowed under Section 9-225 of the Public 1396 

Utilities Act (“the Act”).  Staff Ex. 3.0, 6:111-8:153.  Is Mr. Ostrander correct in saying 1397 

“such contributions put the Company’s name before the public and draws attention to the 1398 

Company in general.”?  Id., page 7, lines 129 – 132. 1399 

A. No. Section 9-227 of the Act states in part that “(t)he commission shall be prohibited 1400 

from disallowing by rule, as an operating expense, any portion of a reasonable donation 1401 

for public welfare or charitable purposes”.  Mr. Ostrander presents no analysis of the 1402 

activities or purposes of the organizations listed on Staff Ex. 3.0, Schedule 3.3 page 2 1403 
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of 2, to support his contention that ComEd’s participation in such organizations is a 1404 

promotional or goodwill practice, and is not for the public welfare or charitable purposes. 1405 

For example, he proposes to disallow contributions made to the following organizations 1406 

involved in economic policy and/or business development in their areas: 1407 

• Alliance of Business Leaders and Entrepreneurs  $10,000 1408 

• Chicago Central Area Committee    $10,000 1409 

• Chicagoland Chamber of Commerce    $60,000 1410 

• Illinois Chamber of Commerce    $45,000 1411 

• Illinois State Black Chamber of Commerce   $10,000 1412 

• Local Economic & Employment Development Council $5,000 1413 

• Local Initiatives Support Corporation   $50,000 1414 

• Metropolitan Mayors Caucus     $15,000  1415 

ComEd’s active involvement in regional economic development organizations is 1416 

appropriate.  The continued growth and expansion of businesses within ComEd’s service 1417 

territory benefits all customers.  ComEd’s investment/contribution in regional economic 1418 

development organizations is not intended to be promotional or self-serving to the 1419 

company’s image or electric utility industry issues.  While ComEd may be listed a 1420 

member in the organization’s materials, the intended benefit of ComEd’s contribution is 1421 

to aid in business development activities (i.e., business attraction, retention, and 1422 

expansion) within the organization’s designated area.  These public-private partnership 1423 

organizations utilize private sector funding to conduct these activities. 1424 

Q. What other donations does Mr. Ostrander propose to disallow? 1425 
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A. Mr. Ostrander proposes to disallow donations to several charitable organizations that 1426 

support activities for public welfare. For example, Mr. Ostrander recommends 1427 

disallowing a $10,000 donation to the Canal Corridor Association. This organization 1428 

protects and raises public awareness of the parks, trains, and historic sites along the I&M 1429 

canal region.  Mr. Ostrander also suggests disallowing the $10,000 donation to the 1430 

Hispanic American Construction Industry association which provides bilingual training 1431 

programs and professional development activities to help Latinos in building their own 1432 

construction related business.  Another charitable donation which Mr. Ostrander proposes 1433 

to disallow is ComEd’s $10,000 sponsorship of the Illinois Legislative Black Caucus 1434 

Foundation’s state-wide conference, which provided funding for the college education of 1435 

several Illinois students.  Mr. Ostrander also proposes to disallow a $20,000 donation to 1436 

the Latino Council on the Media which promotes the image of and advocates on behalf of 1437 

the Latino community within the media to challenge negative stereo types, facilitates 1438 

media-related business for Latino contractors and provides internships for Latino 1439 

students.  Another proposed disallowance by Mr. Ostrander is ComEd’s donation to The 1440 

County Educational Conference ($10,000) in which ComEd sponsored seminars and 1441 

workshops that focused on education.  Mr. Ostrander also proposes disallowing an 1442 

$11,000 donation to the Pilsen Neighbors Community council.  This donation helped 1443 

sponsor the Fiesta del Sol event which provided scholarships to Latino students.  Finally, 1444 

Mr. Ostrander proposes to disallow donations made to The Western Society of Engineers 1445 

($10,000) and the Women’s Business Development Center ($50,000), both of which 1446 

provide educational assistance and a forum for career advancement and business 1447 
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development.  In summary, all of these organizations provide a public welfare benefit and 1448 

therefore ComEd should be able to recover the costs of the donations. 1449 

Q. Mr. Ostrander points out that many of these donations were specifically tied to 1450 

sponsorship of particular events that the organizations in question were hosting.  Should 1451 

sponsorship of an event be reason enough for disallowing a donation? 1452 

A. No.  Sponsorship of the community events, such as those mentioned by Mr. Ostrander, do 1453 

not primarily promote ComEd’s name.  These events are vital to the organizations in both 1454 

terms of fundraising and promoting the organization within their respective communities.  1455 

These not-for-profit organizations must host such events as a means to further their 1456 

organizational mission.  1457 

Q. Mr. Ostrander cited four prior Commissions Orders in support of his proposed 1458 

adjustments.  Staff Ex. 3.0, page 8, footnotes 1, 2, and 3.  What is your understanding of 1459 

whether past Commission Orders permit recovery of the kinds of contributions that 1460 

Mr. Ostrander challenges here?    1461 

A. The most recent Order cited by Mr. Ostrander is In re Consumers Illinois Water Co,, ICC 1462 

Docket No. 03-0403 (Order April 13, 2003) (“Consumers”).  The Consumers Order at 1463 

page 18 indicates that the Commission will review the specific facts presented by the 1464 

utility and, if the utility shows that the donations are for the public welfare and are 1465 

reasonable in amount they may be recovered.  The Consumers Order at pages 18-19 1466 

concluded, based on the particular facts presented in Consumers’ Schedule C-7 and 1467 

testimony in that case, that Consumers had not provided sufficient proof that the 1468 
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donations were for the public welfare, rather than for promotional, goodwill, or some 1469 

other purpose. 1470 

In a more recent case, In re Aqua Illinois, Inc., ICC Docket No. 04-0442 (Order 1471 

April 20, 2005) (“Aqua”), the Commission revisited the subject of sponsorships and the 1472 

meaning and application of the Consumers Order.  In distinguishing the Consumers 1473 

Order, the Aqua Order at pages 31-32 stated that “the question ... is whether the 1474 

contributions are reasonable in amount and for one of the purposes for which recovery is 1475 

permitted by Section 9-227.  If so, the presumable accrual of goodwill to Aqua is not a 1476 

sufficient basis to deny recovery.”  The Commission (at pages 31-32) found that the 1477 

evidence showed that the purposes of the sponsorships challenged by Staff were 1478 

consistent with contributions for the public welfare, and, accordingly, rejected Staff’s 1479 

proposed adjustments, 1480 

We believe that here, ComEd’s Schedule C-7 (in ComEd Ex. 7.1) and the 1481 

additional information provided above shows that the contributions questioned by 1482 

Mr. Ostrander are for the public welfare.  Accordingly, we believe that Staff’s proposed 1483 

adjustments should not be adopted.     1484 

6. Lobbying 1485 

Q. Mr. Ostrander considers ComEd’s $25,000 donation to the Illinois Manufacturer’s 1486 

Association (“IMA”) a lobbying expense and proposes that it be disallowed.  Do you 1487 

agree with Mr. Ostrander’s proposed disallowance?  1488 

A. Although ComEd does not agree with Mr. Ostrander that its donation to the IMA is 1489 

correctly classified as a lobbying expense, in an effort to narrow the issues in this 1490 



Docket No. 07-0566 
ComEd Ex. 25.0 Corr. 

 Page 72 of 80  
 
 
 

proceeding, ComEd will agree to remove the $25,000 donation from its operating 1491 

expenses in the revenue requirement.  1492 

Q. Mr. Ostrander also proposes to remove $9,000 related to ComEd’s pro forma salaries and 1493 

wage increase as it was related to lobbying costs.  Do you agree with his adjustment to 1494 

operating expense related to this matter? 1495 

A. Yes. 1496 

7. “Non-recurring” Expenses (AT&T Lease) 1497 

Q. Mr. Ostrander proposes a disallowance of $3.6 million related to ComEd’s accounting of 1498 

a lease abandonment charge related to its offices at the AT&T Building in Chicago, 1499 

because those costs were “non-recurring” in nature.  Is his proposal reasonable?  1500 

A. No.  Mr. Ostrander, in his response to ComEd data request 2.30, indicates that “the 1501 

removal of the non-recurring costs related to the AT&T lease abandonment were 1502 

necessary to reflect a normal level of test year expense.”  ComEd made the appropriate 1503 

business decision to begin a process of consolidating office space and re-negotiating lease 1504 

terms, which is expected to have longer term benefits in the form of lower rental rates 1505 

than otherwise would have been incurred.   1506 

Q. Given the scope of ComEd’s operations, is it reasonable to assume that non-recurring 1507 

expenses will occur from time to time? 1508 

A. Yes.  For example, in 2004, ComEd recorded one-time credits in Account 930.2 1509 

(Miscellaneous General Expense) related to accrued vacation pay.  These amounts are not 1510 

likely to be incurred in all periods, but the associated reductions to Administrative & 1511 

General expense were reflected in the test year amounts in ICC Docket No. 05-0597. 1512 
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Q. Did the lease abandonment charge relieve ComEd of all future cash obligations related to 1513 

the lease? 1514 

A. No.  In essence, the recording of the lease abandonment charge by ComEd on 1515 

December 31, 2006, was an accounting entry required to reflect (on an accelerated basis) 1516 

the rent expense that would have eventually been charged.  Lease payments are still being 1517 

made on a monthly basis, and are recorded against the reserve until the lease termination 1518 

on March 31, 2009. 1519 

Q. Has the Commission previously provided guidance on the treatment of non-recurring 1520 

charges? 1521 

A. Yes, it has.  In its Order in Docket Nos. 07-0241/07-0242 Cons, p. 50, the Commission 1522 

found that Peoples Gas could appropriately recover its prudent, reasonable, and 1523 

non-recurring costs associated with an unusual repair expense over a reasonable period.  1524 

The Commission stated in part that its ruling “also recognizes that, given the vast scope 1525 

of its operations, the Utility will, more likely that not, incur another kind of unusual 1526 

expense.”  The Commission also stated: “Staff makes the point that the crankshaft failure 1527 

was a very unusual event, but that is only one factor to be considered.  Standing alone, it 1528 

does not support denying all recovery of a prudent, reasonable, and necessary expense.” 1529 

Q. Are similar positions available in this proceeding? 1530 

A. Yes.  ComEd would be willing to accept an amortized recovery of its one-time charge 1531 

associated with the AT&T lease over a three-year period.  ComEd believes three years to 1532 

be an appropriate period over which to recover these costs, as the charge was recorded in 1533 

2006 and the lease on the property ends in 2009.   1534 
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Q. If ComEd’s middle ground on this issue is not accepted by the Commission, does 1535 

Mr. Ostrander’s calculation of the disallowance accurately reflect jurisdictional portion of 1536 

the charge? 1537 

A. No, in two distinct ways.  First, Mr. Ostrander uses the salary and wage allocator to 1538 

determine the jurisdictional portion of the total charge that relates to delivery services.  1539 

ComEd’s WPB-1 (in ComEd Ex. 7.2), page 7 shows that the allocation factors properly 1540 

used for determining costs associated with the AT&T building are based on estimated 1541 

usage of the location, not the salary and wage allocator.  Second, Mr. Ostrander used a 1542 

rounded figure of $2 million to calculate his proposed adjustment related to the 1543 

depreciation expense component of the charge.  The actual amount of the charge recorded 1544 

by ComEd for this item was $1,607,000, or $1,359,000 on a jurisdictional basis.  These 1545 

two changes to Mr. Ostrander’s calculation result in a change in his proposed adjustment 1546 

from $3,604,000 to $3,101,000, as shown in ComEd Ex. 25.14.  Should the Commission 1547 

accept Mr. Ostrander’s proposal on this issue, which ComEd believes is inappropriate, 1548 

instead of ComEd’s proposed amortization over three years, the amount of the adjustment 1549 

must be revised to reflect these changes.  1550 

 I. Depreciation and Amortization Expenses 1551 
(Derivative and Direct Adjustments) 1552 

Q. Does ComEd agree with Staff’s proposed adjustments to Depreciation and Amortization 1553 

expenses? 1554 

A. No.  Staff has reflected derivative adjustments to Depreciation and Amortization expense 1555 

consistent with their proposed plant adjustments, which we have described in detail 1556 

above and with which we do not agree.  In addition, the Rebuttal Testimony of 1557 
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Mr. Waden (ComEd Ex. 26.0) addresses the inappropriate adjustment to depreciation that 1558 

Ms. Hathhorn proposes with respect to the ComEd IT software necessitated by post-2006 1559 

billing system enhancements.  ComEd has properly reflected the depreciation expense 1560 

associated with its rate base and revenue requirement, and no further adjustments are 1561 

necessary. 1562 

Q. Does ComEd agree with Mr. Effron’s proposed adjustments to Depreciation and 1563 

Amortization expense? 1564 

A. No.  He has reflected derivative adjustments to Depreciation and Amortization expense 1565 

consistent with his proposed plant adjustments, which we have described in detail above 1566 

and with which we do not agree. 1567 

 J. Taxes Other than Income Taxes (Derivative Adjustments) 1568 

Q. Have any parties proposed adjustments to Taxes Other than Income Taxes (“TOTI”)? 1569 

A. Yes, but in each instance their proposed adjustment is a derivative impact of one or more 1570 

of their other proposed adjustments discussed elsewhere.  There are no independent 1571 

proposed adjustments to TOTI. 1572 

K. Income Taxes (Derivative Adjustments) 1573 

Q. Have any parties proposed adjustments to income taxes? 1574 

A. Yes, but in each instance their proposed adjustment is a derivative impact of one or more 1575 

of their other proposed adjustments discussed elsewhere.  There are no independent 1576 

proposed adjustments to income taxes. 1577 

L. Operating Expenses (Total) 1578 

Q. What are ComEd’s revised operating expenses? 1579 
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A. ComEd’s revised operating expenses for purposes of determining the revenue 1580 

requirement, with ratemaking and pro forma adjustments, reflecting ComEd’s analysis of 1581 

the Staff and intervenor-proposed adjustments, and not including income taxes, are 1582 

$1,357,383,000, and with income taxes, which are $216,922,000, are $1,574,305,000. 1583 

VI. Revenues 1584 

A. Miscellaneous Revenues - Rider ML 1585 

Q. What is the revision to miscellaneous revenues? 1586 

A. As discussed in further detail in the Rebuttal Panel testimony of Lawrence Alongi and 1587 

Chantal Jones, ComEd has increased the pro forma revenues associated with Rider ML, 1588 

and thus its miscellaneous revenues, by $343,000.  This results in the revised 1589 

miscellaneous revenues figure of $132,761,000.   1590 

Q. Which revised Schedules are affected by this change? 1591 

A. The change is reflected in revised Schedules C-1, C-2, and C-2.13, in ComEd Ex. 25.01. 1592 

B. Weather Normalization Adjustment 1593 

Q. Does AG/CUB witness Mr. Effron propose any adjustments to ComEd’s operating 1594 

revenues under existing rates? 1595 

A. Yes.  Mr. Effron proposes to weather-normalize ComEd’s operating revenues under 1596 

existing rates, and to use that weather-normalized figure in calculating ComEd’s revenue 1597 

deficiency.  The revenue deficiency, by definition, is the difference between revenues 1598 

under existing rates and the revenue requirement. 1599 

Q. How does that proposal impact ComEd’s revenues under existing rates and the revenue 1600 

deficiency? 1601 
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A. Mr. Effron’s proposal increases revenues under existing rates by $2.401 million and, 1602 

accordingly, reduces the revenue deficiency by the same amount.   1603 

However, this adjustment is unnecessary and redundant because the relevant 1604 

numbers already have been weather-normalized in Schedule A-1 in ComEd Ex. 7.1.  That 1605 

is why the revenue deficiency, which was calculated based on ComEd’s original 1606 

proposed revenue requirement, already was shown there as $358,933,000. 1607 

Q. Has ComEd already recognized weather normalization in the development of its 1608 

proposed charges in this case? 1609 

A. Yes.  As shown in ComEd Ex. 12.2 and ComEd’s Schedule E-4 in its Part 285 filing, 1610 

ComEd’s billing determinants used to develop its proposed charges in this proceeding 1611 

already are weather-normalized.  Any further adjustment is duplicative and inappropriate. 1612 

VII. Rider SMP 1613 

Q. Staff witness Ms. Hathhorn has proposed changes to Rider SMP to reflect cost savings in 1614 

the calculation of SMP adjustments, and suggests that in the example of advanced 1615 

metering infrastructure (“AMI”), depreciation expense on retired assets is a cost savings 1616 

that should be reflected in the rider.  Do you agree with Ms. Hathhorn? 1617 

A. No.  Mr. Crumrine, in his Rebuttal Testimony (ComEd Ex. 30.0), is addressing that 1618 

subject in nearly all respects, including cost savings, but we will  address the depreciation  1619 

aspect, i.e., the appropriate amount of depreciation charges to be included in Rider SMP.   1620 

On that front, it is not true that depreciation on retired assets would represent a cost 1621 

savings to ComEd.  This would only be a fair statement if the retired asset were fully 1622 

depreciated as of the date of the retirement.  However, in many instances, including the 1623 
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AMI project, the assets will be retired before the end of their expected useful life and will 1624 

not be fully depreciated when the new assets are installed.  This undepreciated amount 1625 

must continue to be recovered through rates or ComEd would in effect be penalized for 1626 

installing the new technology.  If full recovery of the undepreciated costs on the old 1627 

assets through rates were not allowed, it would simply not be feasible to install the new 1628 

technology.   1629 

Q. Did the federal legislation cited by Ms. Hathhorn and Staff witness Dr. Schlaf 1630 

acknowledge the appropriateness of fully recovering the costs of retired assets? 1631 

A. Yes.  The Energy Independence and Security Act of 2007 acknowledged that  recovery of 1632 

these costs is appropriate.  Specifically, the act provided 1633 

(C) OBSOLETE EQUIPMENT.--Each State shall consider authorizing 1634 
any electric utility or other party of the State to deploy a qualified smart 1635 
grid system to recover in a timely manner the remaining book-value costs 1636 
of any equipment rendered obsolete by the deployment of the qualified 1637 
smart grid system, based on the remaining  depreciable life of the obsolete 1638 
equipment. 1639 

Q. How should the undepreciated costs associated with the retired assets be recognized? 1640 

A. Under normal accounting practices, asset retirements are recorded as a reduction to both 1641 

plant and service and the accumulated depreciation reserve, with no net impact on rate 1642 

base.  However, under certain circumstances, if the retirement is deemed “extraordinary”  1643 

it must be accounted for as a premature retirement.  In those circumstances we believe 1644 

that the costs should be recorded as a regulatory asset and amortized and recovered over a 1645 

reasonable period of time, but not to exceed ten years.   1646 
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Q. Are any of the projects proposed for inclusion in Rider SMP expected to result in the 1647 

early retirement of any assets?  1648 

A. Yes.  As I mentioned earlier, the AMI project is expected to result in the early retirement 1649 

of a large number of meters prior to the end of their depreciable life.  As of the end of 1650 

2007, the undepreciated value of the meters in place today is approximately $200 million.  1651 

The vast majority of this amount will still be undepreciated when the new meters are 1652 

installed.  The cost of these meters was prudently incurred and reasonable and as such 1653 

should continue to be recovered through rates.  We believe allowing these costs to be 1654 

recorded as a regulatory asset upon implementation of the new meters and recovered over 1655 

a ten year period is reasonable.  1656 

Q. What amounts would be included in Rider SMP for depreciation? 1657 

A. The appropriate amount of depreciation would include three components.  First 1658 

Rider SMP should include an amount for depreciation of the newly installed assets.  1659 

Second, Rider SMP should include the amortization of the unrecovered costs (recorded as 1660 

a regulatory asset) for any prematurely retired assets.  Third, Rider SMP should include a 1661 

credit for the estimated amount of depreciation expense on the retired assets that is 1662 

currently included in base rates.  The first two elements ensure that prudently incurred 1663 

costs are appropriately recovered, while the third element ensures that double recovery 1664 

does not occur. 1665 

Q. Would any plant besides meters be included in the regulatory asset? 1666 
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A. While it is possible, ComEd currently only anticipates including meters associated with 1667 

the AMI project as other projects are nearer their end of life and would be depreciated via 1668 

normal means. 1669 

Q. Does that conclude your Rebuttal Panel testimony? 1670 

A. Yes. 1671 


