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I. Introduction and Background 1 

A. Identification of Witness 2 

Q. What is your name? 3 

A. Joseph A. Frangipane. 4 

Q. What is your business address? 5 

A. I am an Associate with Brown, Williams, Moorhead & Quinn, Inc.  My business 6 

address is 1155 15th Street N.W., Washington, DC 20005.  7 

Q. What is your profession? 8 

A. As discussed in further detail below, I retired from the position of Director of the 9 

Division of Audits, Office of Chief Accountant, of the Federal Energy Regulatory 10 

Commission (the “FERC”) at the end of 1997.   Since 1998, I have served as an 11 

accountant, auditor, and utility consultant. 12 

B. Purpose of Testimony 13 

Q. What is the purpose of your rebuttal testimony? 14 

A. I have been asked by Commonwealth Edison Company (“ComEd”) to provide my 15 

professional opinion on certain adjustments proposed in the direct testimony of 16 

Illinois Commerce Commission (“ICC” or the “Commission”) Staff (“Staff”) 17 

witness Thomas Griffin in the following areas:  Adjustment to Software 18 

Developed or Obtained for Internal Use (Part IV); Adjustment to Departmental 19 

Overheads (Part V); Adjustment to Stores Clearing Accounts (Part VI); and 20 

Adjustment to Property Unit Catalog (Part VII).    21 
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C. Summary of Conclusions 22 

Q. What are the conclusions of your rebuttal testimony? 23 

A. As a preliminary matter, it is generally recognized that a utility must be provided 24 

an opportunity to recover costs that are incurred in rendering electric service so 25 

long as the asset purchased is used and useful and the cost was prudently incurred.  26 

There appears to be no dispute that the assets related to Mr. Griffin’s accounting 27 

adjustments meet that test of just, reasonable and prudently incurred.  The only 28 

question then is whether the cost should be reflected as capital or as operating and 29 

maintenance expense (“O and M”).  If costs are reclassified from capital to O and 30 

M in a test year, they will generally have the effect of increasing the revenue 31 

requirement and therefore customers’ rates.   32 

 On the specific issues raised by Mr. Griffin’s proposed adjustments, it is my 33 

professional opinion that ComEd’s accounting practices, procedures, and methods 34 

in the area of software development, departmental overheads, stores clearing, and 35 

Property Unit Catalog are consistent with the requirements of the FERC’s 36 

Uniform System of Accounts (the “USofA”), as adopted by the ICC.  Also, those 37 

practices are acceptable under Generally Accepted Accounting Principles 38 

(“GAAP”).  Therefore, Mr. Griffin’s recommended adjustments related to 39 

software developed or obtained for internal use, departmental overheads, changes 40 

related to the stores clearing accounts, and the changes to the Property Unit 41 

Catalog are inappropriate and unnecessary.   42 

 As stated in the Rebuttal Testimony of ComEd witness Mr. McDonald, one of the 43 

effects of accepting Mr. Griffin’s proposed adjustments would be that ComEd 44 

would be required to write off $200 million of plant, a substantial portion of 45 
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which would relate to the property unit catalog and software capitalization 46 

adjustments.  Such a write off of utility assets where the plant itself is concededly 47 

prudent and used and useful, and the accounting for that plant is not challenged as 48 

inconsistent with the USofA or GAAP or any other regulatory rule, would be 49 

unprecedented and, in my view, unfair and unnecessary.    50 

 Finally, even if the Commission wants to accept Mr. Griffin’s adjustments, the 51 

proposed adjustments must be modified to reflect the corresponding expense 52 

adjustment to the cost of service that will effectively increase ComEd’s revenue 53 

requirement and rates to customers.    I understand from the Rebuttal Testimony 54 

of ComEd witnesses Houtsma and Frank (ComEd Ex. 25.0) that the magnitude of 55 

the increase when Mr. Griffin’s adjustments are properly reflected in the cost of 56 

service is about $12.6 million.       57 

D. Organization of Testimony 58 

Q. How have you have organized your testimony?   59 

A. After summarizing my background and experience, in Part II I discuss Mr. 60 

Griffin’s proposed adjustments and provide my opinions on those adjustments.     61 

E. Background and Experience 62 

Q. What is your professional background? 63 

A. As I indicated earlier, from 1998 to the present, I have served as a self-employed 64 

accountant, auditor, and energy consultant.  I have provided accounting and 65 

auditing assistance to public utilities, natural gas companies, petroleum pipeline 66 

carriers, regulatory commissions, pipeline customers, energy suppliers, and other 67 

energy concerns.  Also, I have worked as an Associate with the consulting firm of 68 
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Brown, Williams, Moorhead & Quinn, Inc., providing accounting, auditing, and 69 

rate assistance to certain of its energy clients.    70 

Q. What professional accounting and auditing work did you perform prior to 1998? 71 

A.  Between June 1966 and December 1997 I was employed by the Division of 72 

Audits, Office of the Chief Accountant, of the Federal Power Commission (the 73 

“FPC”) and the FERC.  (The Federal Power Commission was renamed the 74 

Federal Energy Regulatory Commission in 1997 as a result of the Department of 75 

Energy Reorganization Act.)  I served in various audit capacities with the 76 

Division of Audits.  I was on leave from the FPC to serve in the United States 77 

Army from June 1967 through June 1969.   78 

 Between 1984 and my retirement from the FERC on December 30, 1997, I 79 

served as Director, Division of Audits, with overall responsibility for managing 80 

the FERC compliance audit program.  I supervised and directed a staff of about 81 

60 accountants, auditors, engineers, and administrative staff.  Our mission was to 82 

carry out cyclical financial/compliance audits of about 200 jurisdictional electric 83 

utilities, about 110 natural gas companies, and about 150 petroleum pipeline 84 

carriers.  The overall purpose of the audits under my supervision was to ensure 85 

that the books and records of regulated entities were in compliance with the 86 

FERC accounting, reporting, and related regulations established under various 87 

acts, including the Federal Power Act.  The FERC USofA for public utilities is 88 

contained in Part 101 of Title 18 of the Code of Federal Regulations.  Also, my 89 

responsibilities included examining utility compliance with FERC-issued 90 

Accounting Releases, Guidance Letters, and the annual financial reporting 91 

ComEd Ex. 52.0



Docket 07-0566 
ComEd Ex. 27.0 

 

 Page 5 of 22

requirements for FERC Form No. 1’s. The FERC compliance audit program that I 92 

managed included a review of utility compliance with the various FERC orders 93 

and opinions dealing with accounting, financial reporting, tariff, and other rate 94 

related matters.  With respect to tariff billing matters, my responsibilities included 95 

a review and evaluation of utility compliance with the terms of contracts, formula 96 

rate schedules, and certain terms and conditions of rate tariffs.  Also, I was 97 

responsible for supervising and directing staff accounting witnesses in contested 98 

proceedings before the FERC.  In this role, I approved testimony of staff 99 

witnesses for policy considerations and assisted trial attorneys in presenting 100 

aspects of cases before the FERC.  Finally, I provided advice and guidance to the 101 

FERC's Chief Accountant in deciding policy issues. 102 

From 1972 to 1984, I directed a section in the Division of Audits that developed 103 

both general and special purpose audit programs to support the FPC/FERC 104 

compliance programs.  From 1966 to 1972, I conducted and supervised 105 

comprehensive audits of major public utilities, natural gas companies, petroleum 106 

pipeline carriers, and licensed hydroelectric projects.    107 

Q. What is your educational background? 108 

A. In 1966 I received a Bachelor of Science degree from Fordham University, New 109 

York City, with a major in Accounting.  In 1970 I received a Masters of Business 110 

Administration from The American University, Washington, DC, also with a 111 

major in Accounting.  In 1971, I became a Certified Public Accountant (“CPA”), 112 

licensed in Virginia.  Since 1971, I have been a member of the American Institute 113 

of Certified Public Accountants (the “AICPA”). 114 
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Q. Have you previously testified before the ICC? 115 

A. Yes.  In Commonwealth Edison Co., ICC Docket No. 01-0423 (Order March 28, 116 

2003), I submitted pre-filed direct testimony related to certain accounting issues 117 

on behalf of ComEd.  My direct testimony was admitted on affidavit.  No other 118 

party submitted rebuttal to my direct testimony or tendered any cross-119 

examination.    120 

In Commonwealth Edison Co., ICC Docket No. 05-0597, I prepared rebuttal and 121 

surrebuttal testimony related to certain accounting issues on behalf of ComEd, but 122 

that testimony was not offered by agreement.    123 

II. Discussion of Mr. Griffin’s Proposed Adjustments and My Opinions 124 

Q. Before we begin with the specific issues in Mr. Griffin’s testimony, what is the 125 

standard generally by which a public utility’s accounting should be judged? 126 

A. Generally, a utility is required to comply with the accounting requirements set 127 

forth in the USofA and those found in GAAP in recording transactions on its 128 

books and in presenting information in its financial statements to the FERC and 129 

the SEC.  In the absence of any other specific Commission rule or order, a utility 130 

is free to adopt from a number of acceptable accounting alternatives, so long as it 131 

is in compliance with GAAP and the USofA.   132 

Q. Similarly, what is the relationship between Mr. Griffin’s proposed accounting 133 

adjustments and the standard for a utility’s recovery of its prudently incurred 134 

costs? 135 

A. General Instruction No. 2 of the USofA states, in part: 136 
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 E.  All amounts included in the accounts prescribed herein for electric plant and 137 

 operating expenses shall be just and reasonable and any payments or accruals by 138 

 the utility in excess of just and reasonable charges shall be included in account 139 

 426.5, Other Deductions. 140 

 The basic ratemaking principle is that a utility is entitled to an opportunity to 141 

 recover its prudently incurred, reasonable investment in facilities that are used and 142 

 useful in providing utility service.  It is significant to me that at no time in his 143 

 testimony does Mr. Griffin contend that any of the expenditures made by ComEd 144 

 related to his proposed accounting adjustments were imprudent or unreasonable, 145 

 or were for assets that are not used and useful.  As a result, it is improper to 146 

 remove these amounts from ComEd’s utility plant or operating expense accounts 147 

 or the cost of service as Mr. Griffin would do based  simply on disagreement over 148 

 accounting issues without providing ComEd an alternative opportunity to recover 149 

 its costs.   150 

A. Property Unit Catalog Changes 151 

Q. Turning now to the Property Unit Catalog changes, what is a “property unit”? 152 

A. The term “property unit,” which is interchangeable with the term “retirement 153 

unit,” relates to those items a utility has classified as meeting the minimum 154 

requirements to be included in the utility’s capitalized plant account.  A utility has 155 

to have a standard for identifying the types of expenditures that are classified as 156 

“capital” and recorded in the utility’s plant account as opposed to the expense 157 

accounts.  The “property unit catalog” is a listing of all the particular items that 158 

the utility has determined should be capitalized, and thus “property units.” 159 
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Q. What is Mr. Griffin’s position on ComEd’s change to its Property Unit Catalog? 160 

A. Mr. Griffin proposes to adjust utility plant to remove certain costs that would not 161 

have been capitalized but for changes made by ComEd to its Property Unit 162 

Catalog in 2002, under which ComEd began to capitalize cable faults greater than 163 

two feet in length.  As discussed in the Rebuttal Testimony of ComEd witness 164 

Kevin Waden (ComEd Ex. 26.0), ComEd previously capitalized cable faults that 165 

were a span of cable, such as from pole to pole. 166 

Q. Does Mr. Griffin contend that this change violated any accounting rule, policy or 167 

 regulation? 168 

A. No, he does not. 169 

Q. What, then, is the basis for this proposed adjustment? 170 

A. He appears to believe that the reason for the change, i.e., ComEd changed so as to 171 

conform the policies of ComEd and PECO, is insufficient and that it is not 172 

reasonable that rate payers should pay more simply because the utility wants to 173 

align the capitalization policy and its Property Unit Catalog with that of its 174 

affiliate. 175 

Q. Does Mr. Griffin’s objection to ComEd’s change to its Property Unit Catalog 176 

 have merit? 177 

A. No, for reasons I will explain in a minute. 178 

Q. What requirements does the USofA impose with respect to a utility’s property 179 

unit catalog?  180 
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A. The accounting for plant additions and retirements is set forth in Electric Plant 181 

Instruction (EPI) No. 10 of the USofA.  Under the requirements of EPI No. 10, 182 

each utility is required to maintain a written listing of property units for use in 183 

accounting for additions, retirements, and maintenance expense related to electric 184 

plant.  Each utility is required to apply the listing in deciding how to classify the 185 

costs related to the work performed during the year. 186 

Q. You have previously stated that you do not agree with Mr. Griffin’s conclusions 187 

on ComEd’s Property Unit Catalog.  Why is that? 188 

A. ComEd has a right to make changes to its Property Unit Catalog or listing under 189 

the requirements of the USofA as needed.  Moreover, the changes made by 190 

ComEd are reasonable under the circumstances and consistent with the provisions 191 

of the USofA.  In addition, the basis for Mr. Griffin’s objection is not factually 192 

supportable.  Although Mr. Griffin states that ratepayers should not have to “pay 193 

more” because the utility wants to align its accounting policies with those of an 194 

affiliate, the evidence here shows that customers would pay more under Mr. 195 

Griffin’s adjustment and that they would pay less under the accounting adopted 196 

by the utility.  197 

Q. What is the basis for your conclusion that ComEd has a right to change or 198 

otherwise modify its Property Unit Catalog? 199 

A. As of 1997, Part 116 of the FERC’s regulations included a detailed listing of 200 

property units for each of the utility plant accounts in the USofA.  A public utility 201 

needed to refer to that listing when it established its own property unit lists.  A 202 
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utility could reduce the size of those listed units in establishing its own units, but 203 

could not increase the size by combining those units with other units.  On July 25, 204 

1997, the FERC issued a Notice of Proposed Rulemaking (NOPR) in Docket No. 205 

RM97-6-000 proposing to amend the regulations relating to property units.  The 206 

FERC proposed to change those regulations because the property unit listings 207 

included in Part 116 did not reflect the technological changes that have taken 208 

place in the utility industry.  In the NOPR, the FERC observed that the level of 209 

detail prescribed in Part 116 placed an unnecessary burden on companies, and that 210 

the listings were not current, were too restrictive, and appeared to provide a 211 

minimal benefit to either utilities or to the FERC.  The FERC proposed to remove 212 

the prescribed property unit listings, and allow each company individually to 213 

identify property units and maintain a level of support determined by its own 214 

business needs.   215 

All of the commenters supported the NOPR, especially the proposal to remove the 216 

FERC’s prescribed Units of Property listing and permitting companies to maintain 217 

their own written Units of Property listing.  218 

On February 5, 1998, the FERC issued Order No. 598 (82 FERC ¶ 61,104) that 219 

finalized the NOPR.  The FERC approved the changes it had proposed to its 220 

property units and record keeping requirements.  The FERC stated on page 12 of 221 

its Order:     222 

. . .a Company’s Units of Property listing is an integral part of its entire fixed 223 
asset recordkeeping system. Therefore, we would anticipate that Companies 224 
would maintain the necessary records, including changes to their Units of 225 
Property Listings, in order to develop the history or facts surrounding 226 
transactions recorded in their fixed asset recordkeeping systems. [emphasis 227 
added] 228 
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As can be seen from the above FERC language, it was expressly contemplated 229 

that a utility may make changes to the Property Unit Listings.  The rule imposed 230 

on utilities no restrictions or obligations with respect to changes in Property Unit 231 

Catalogs.  232 

Q. Does the USofA impose any requirements on the length of cable that may be 233 

capitalized as opposed to expensed? 234 

A. No.  It is up to each utility to determine the “size” of its property units, based on 235 

its own operations and its capital versus expense policies, and this also goes to the 236 

length of the cable.  Contrary to what may be thought, it is not the USofA’s 237 

objective to require that the various utilities have a uniform list of property units. 238 

Q. In your opinion, were ComEd’s changes to the Property Unit Catalog reasonable 239 

and consistent with the requirements of the USofA?  240 

A. Yes.  The changes challenged by Mr. Griffin resulted from the merger of ComEd 241 

and PECO.  As presented in the rebuttal testimony of ComEd Witness Mr. Waden 242 

in 2002, ComEd and PECO had consolidated their delivery units.  As part of the 243 

consolidation effort, the two groups made an evaluation and comparison of their 244 

existing property unit listings and capitalization policies with the objective of 245 

eliminating any differences.  As a result, ComEd added a number of new 246 

retirement units.  Also, it revised the thresholds for replacement of certain 247 

property units including, for example, the size of a retirement unit for cable as 248 

discussed more specifically in Mr. Waden’s rebuttal testimony.  249 
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Q. Please elaborate on why you believe the changes made by ComEd that are now 250 

questioned by Mr. Griffin are appropriate under the requirements of the USofA. 251 

A. The regulations set forth in the USofA permit a utility to change or otherwise 252 

modify its Property Unit Listing. The 2002 changes were made so that the 253 

Property Unit Listing within Exelon’s delivery business unit would be consistent. 254 

This is important both for administrative and financial reporting purposes.  255 

Merged utilities are expected to have their accounting systems and standards 256 

consistently applied within the entity.  Therefore, ComEd’s changes appear both 257 

reasonable and consistent with the requirements of the USofA.  Moreover, it is 258 

my opinion that the standard ComEd adopted was, itself, reasonable and within 259 

proper accounting parameters. 260 

 In summary, my conclusion is that ComEd, like every other public utility, has 261 

flexibility in establishing capital versus expense policies, procedures, and 262 

methods.  Based on my years of experience, it is my opinion that the previously 263 

mentioned changes made by ComEd were reasonable, consistent with sound 264 

accounting policy, and in compliance with applicable accounting standards both 265 

at the time of the change and now.     266 

Q. Does GAAP contain any accounting standard that would suggest that ComEd’s 267 

accounting for property units was improper? 268 

A. No.  I am not aware of any accounting standard under GAAP that would limit 269 

ComEd from making the property unit changes that it did. 270 

Q. Do you find anything else improper about Mr. Griffin’s proposed adjustment? 271 
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A. Yes, this adjustment to rate base would not provide an opportunity for ComEd to 272 

 recover these costs from customers? 273 

Q. Please explain that. 274 

A.  On Schedule No. 2.6 Mr. Griffin proposes to adjust utility plant for the test year 275 

ending December 31, 2006, by $89,457,000.  He calculated the $89,457,000 from 276 

the years 2005, 2006, and 2007, with the amount for 2007 equaling $25,973,000.  277 

Also, he proposes corresponding adjustments to depreciation expense and the 278 

accumulated provisions for depreciation and deferred income taxes.  I see no 279 

evidence in the testimony and/or exhibits that he recommends any additional 280 

adjustments to operating expenses or to any other accounts to include the $89.46 281 

million in the cost of service, or otherwise provide ComEd an opportunity to 282 

recover the disallowed amounts from customers.  Mr. Griffin’s proposed 283 

adjustment to utility plant and other rate base accounts without any opportunity 284 

for ComEd to collect these prudently incurred costs from its customers is 285 

inconsistent with established ratemaking principles.  286 

B. Software Developed or Obtained for Internal Use   287 

Q. What is the issue related to software developed or obtained for internal use? 288 

A. Mr. Griffin proposes to adjust utility plant to remove certain capitalized costs 289 

related to software developed or obtained for ComEd’s internal use.  Specifically, 290 

he proposes adjusting the utility plant account to remove the effect of ComEd’s 291 

decision in 2002 to lower the capitalization threshold for software development 292 

costs from $10 million to $100,000.   293 
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Q. Does either the USofA or GAAP specify a dollar limit below which an item must 294 

be treated as an expense as opposed to capitalized? 295 

A. No, neither the USofA not GAAP addresses this issue. 296 

Q. How then does Mr. Griffin support the additional proposed adjustment to utility 297 

plant on Schedule No. 2.3 in the amount of $14,937,000 and accumulated 298 

depreciation of $547,000?  299 

A. Mr. Griffin’s rationale is as follows:  300 

 The changes in the property unit catalog increased the amounts of costs that are 301 
capitalized.  It is not reasonable that rate payers should pay more or less for utility 302 
services simply because the utility wants to align capitalization policies and 303 
property unit catalogs with affiliates. If the Company was to perform an analysis 304 
which specifically demonstrated that the $10,000,000 threshold was inappropriate 305 
and that a lower threshold was more appropriate, it might then be appropriate to 306 
change the threshold.  (Staff Ex. 2.0, p. 11) 307 

  308 
Q. Do you agree with Mr. Griffin’s additional proposed adjustment in the area of 309 

computer software costs?   310 

A. No. 311 

Q. What is the basis for your disagreement with Mr. Griffin on this issue?  312 

A. First, neither the USofA nor GAAP require a “study” to support a change as Mr. 313 

Griffin suggests.  Moreover, the newly established capitalization threshold of 314 

$100,000 reflects, in my opinion, a better accounting practice.  Generally, 315 

company developed or purchased computer software covering its various systems 316 

has a life at least equal to 5 years.  Therefore, an accounting policy that would 317 

expense in one year a significant asset either purchased or developed at a cost of 318 

up to $10,000,000 that has a useful life of more than one year does not match 319 

costs and related benefits. On the other hand, an accounting policy like that used 320 
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by ComEd, that capitalizes and amortizes the related costs over the appropriate 321 

benefit period, is consistent with sound accounting and ratemaking principles. 322 

Furthermore, I believe that it would not be reasonable to ask customers to pay in 323 

one year as an operating expense the entire $10,000,000 cost of an asset expected 324 

to have a five-year life.  This leads to my final problem with Mr. Griffin’s 325 

proposed adjustment.  He does not provide an operating expense offset in the cost 326 

of service to his proposed adjustment from rate base. Therefore, ComEd would be 327 

providing the benefits of the software at issue here to customers without any 328 

charge.    Had he provided an offset as he should have done, he would have 329 

concluded that customers will pay more under his proposal - - $1.1 million in the 330 

test year according to the testimony of Mses. Houtsma and Frank (ComEd Ex. 331 

25.0) - - which is precisely the result he was seeking to avoid by challenging 332 

ComEd’s new standard. 333 

In summary, the change in the capitalization policy relating to computer software 334 

costs is both reasonable and consistent with the requirements of the USofA and 335 

GAAP.  Furthermore, such change is fair because it amortizes the related costs 336 

over the benefit periods.  Finally, if the Commission accepts Mr. Griffin’s 337 

position, his proposed adjustment will need to be modified to include an operating 338 

expense allowance in the cost of service for computer software costs.  339 

C. Departmental Overheads   340 

Q. What is the issue Mr. Griffin raises related to the allocation of departmental 341 

overheads to capital versus expense? 342 

A. Mr. Griffin explains the issue as follows: 343 
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In 2003 ComEd changed the method of capitalizing departmental overheads to 344 
include contract labor costs in the base for loading departmental overheads. In 345 
other words, ComEd started allocation [sic] departmental overheads to capital or 346 
expense in proportion to the amount of direct and contractor labor charged to 347 
capital or expense. . . this change in the method of capitalizing departmental 348 
overheads effectively raises costs to rate payers was not supported by any study 349 
nor did ComEd show that using contract labor had the same impact upon 350 
departmental overhead costs as the internal labor that the contract labor replaced.  351 
(Staff Ex. 2.0, p.11) 352 

Mr. Griffin further opines that “it is not reasonable to assume that contractor labor 353 

requires the same level of departmental overhead resources as internal labor.”   354 

Q. What costs is Mr. Griffin talking about that are a component of departmental 355 

overhead? 356 

A. As explained by ComEd witness Waden (ComEd Ex. 26.0), ComEd incurs 357 

expenses in supervising and otherwise overseeing the work of company and 358 

contract labor.  The related costs would include the salaries and expenses of 359 

supervision, clerical support and office supplies and expenses. 360 

Q. Do you agree with Mr. Griffin’s proposed adjustment related to department 361 

overhead costs? 362 

A. No, I disagree with Mr. Griffin’s proposed adjustment for several reasons.  363 

Q. What are the reasons you disagree with Mr. Griffin’s adjustment for departmental 364 

overheads? 365 

A. I disagree with his proposed adjustment for the following reasons. First, ComEd’s 366 

change in accounting procedures for assigning department overhead costs to 367 

include both company and contract labor is consistent with the intent of the 368 

overhead cost allocation requirements set forth in the USofA, which I discuss 369 
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below. ComEd’s change to assign the departmental costs to both company and 370 

contract labor results in a more equitable method of assigning departmental 371 

overhead cost than the use of the previous method of assigning department 372 

overheads only to company labor.  Second, Mr. Griffin again improperly fails to 373 

provide an additional adjustment in the operating expense component of the cost 374 

of service in connection with his position that more should be charged to 375 

operating expenses instead of to construction accounts.  If Mr. Griffin’s 376 

adjustment is accepted and the adjustment accounted for properly, Mses. Houtsma 377 

and Frank explain that the test year revenue requirement would increase by $0.7 378 

million. 379 

Q. What was ComEd’s justification for changing its policy related to departmental 380 

overheads? 381 

A. Mr. Waden testifies that ComEd changed its accounting policy and began 382 

including contract labor in the allocation base for departmental overheads in April 383 

2003.  It made the change because its business practices changed from previous 384 

periods, with more contractors used to supplement internal labor.  The use of 385 

contractor labor requires resources to manage and administer their work similar to 386 

those used to manage internal labor, so ComEd’s practices are supported by cost 387 

causation principles and are consistent with GAAP.  388 

Q. What are the appropriate provisions of the USofA related to overhead cost and 389 

allocation? 390 
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A. Electric Plant Instruction (EPI) No. 4 of the USofA addresses overhead costs and 391 

allocation.  The pertinent provisions related to the overhead issue in this 392 

proceeding are as follows:   393 

 A.  All overhead construction costs, such as engineering, supervision, . . . shall be 394 
charged to particular jobs or units on the basis of the amounts of such overheads 395 
reasonably applicable thereto, to the end that each job or unit shall bear its 396 
equitable proportion of such costs and that the entire cost of the unit, both direct 397 
and overhead, shall be deducted from the plant accounts at the time the property is 398 
retired. 399 

 B.    As far as practicable, the determination of pay roll charges includible in 400 
construction overheads shall be based on time card distributions thereto. Where 401 
this procedure is impractical, special studies shall be made periodically of the 402 
time of supervisory employees devoted to construction activities to the end that 403 
only such overhead costs as have a definite relation to construction shall be 404 
capitalized.  The addition to direct construction costs of arbitrary percentages or 405 
amounts to cover assumed overhead costs is not permitted. 406 

Q. In your opinion, does ComEd’s policy with respect to departmental overheads 407 

meet the requirements of the USofA and GAAP?  408 

A. Yes.  In my opinion, it was appropriate for ComEd to change its procedure and 409 

begin to assign departmental overheads to contract labor.  ComEd appears to have 410 

made its case that departmental overhead costs are incurred in support of contract 411 

labor, by demonstrating that contractor labor requires resources to manage and 412 

administer their work similar to those resources used to manage internal labor. 413 

Under the circumstances, in my opinion, it is appropriate and equitable to assign 414 

department overhead costs to projects using contract labor, and it would be 415 

inappropriate not to make some overhead cost assignment to contract labor.  It 416 

appears that Mr. Griffin recognizes this fact since he does not testify that there is 417 

not “any” time spent on contract labor.  Instead, his issue seems to be the amount 418 
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of costs that have been assigned to contract labor. Under the circumstances, it is 419 

appropriate that departmental overhead costs should be assigned to contract labor.  420 

Q. What do you recommend to resolve the issue with respect to department overhead 421 

costs in this proceeding? 422 

A. Mr. Griffin has not shown that ComEd’s change violated any accepted accounting 423 

standard or rule, including the USofA (specifically EPI No. 4) or GAAP.  In my 424 

opinion, the change was fully consistent with all applicable accounting rules and 425 

policies.   426 

D.   Stores Clearing Account 427 

Q. What is the issue related to the adjustment of the stores expense clearing account?  428 

A. Mr. Griffin’s explains this issue as follows: 429 

In 2003 ComEd changed the accounting practice for the stores clearing account 430 
and cleared the entire stores clearing account at year end to Plant in Service (i.e 431 
leaving the account with a zero balance). The Company’s response to Staff Data 432 
Request TLG-2.03 gave no business reason for the change in accounting practice 433 
except that the FERC Uniform System of Accounts states that this account “shall 434 
not exceed” a balance reasonable relative to inventory levels. . . There are always 435 
some stores clearing costs associated with the Materials and Supplies inventory in 436 
rate base. I applied my adjustment by applying the Company’s own stores 437 
handling rate to the Materials and Supplies Inventory Balance. . .. (Staff Ex. 2.0, 438 
p. 13) 439 

Mr. Griffin recommends an adjustment of $1,556,000 to the Stores Clearing 440 

Account.     441 

Q. Do you agree with Mr. Griffin’s proposed adjustment related to stores expense? 442 

A. No, I do not agree with this proposed adjustment for several reasons. First, 443 

ComEd’s practice of assigning all stores account costs to plant and expense 444 
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accounts at year end is an accepted practice in the utility industry.  The costs in 445 

question are in essence “period” costs, that is, there are costs in each accounting 446 

period related to the purchasing, warehousing, and distributing various materials 447 

and supplies. The costs are collected in one account, Account 163, Stores Expense 448 

Undistributed, and assigned to various materials and supplies issues throughout 449 

the year.  In 2003 ComEd made a one-time additional entry at year end to adjust 450 

the balance in Account 163 to zero.  In 2003, the undistributed stores costs in 451 

Account 163 at year end were then charged to utility plant and operating expense 452 

accounts in the same ratio as the actual clearing of other amounts throughout the 453 

year.  I understand that in 2003, ComEd assigned 85 percent of the remaining 454 

balance to utility plant and 15 percent to the various operating expense accounts.  455 

ComEd’s procedure of clearing all stores expenses to plant and operating expense 456 

is, in my opinion, a proper and correct accounting practice because it assigns all 457 

“period” costs to the proper accounts at year end instead of having some period 458 

costs remaining on the balance sheet at year end.  459 

Second, Mr. Griffin’s proposed adjustment is unsupportable.  His adjustment 460 

assumes that ComEd’s previous policy is still in effect during the test period in 461 

this proceeding.  He then crafted as a proposed adjustment a number that is not on 462 

ComEd’s books or records but that purports to be the appropriate level of 463 

undistributed stores expense.  In my opinion, Mr. Griffin’s number is 464 

unsupportable from the information in the record in this proceeding.   465 

Third, Mr. Griffin’s proposed adjustment will actually increase rate base and 466 

result in increased rates paid by customers.  Mr. Griffin’s adjusted balance in 467 
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Stores Clearing is actually a part of Materials and Supplies inventory balance, 468 

thereby increasing the Materials and Supplies balance in rate base.  However, Mr. 469 

Griffin does not (though he should) propose any adjustment to the Materials and 470 

Supplies balance in rate base.  Therefore, approving Mr. Griffin’s proposed 471 

adjustment on Schedule No. 2.5 will have a net effect of increasing the cost of 472 

service for rate payers.  The Materials and Supplies balance would increase by 473 

$2,075,000 while the utility plant would be reduced by $1,556,000.    474 

Q. Mr. Griffin refers to a provision of the USofA in support of his proposed 475 

adjustment to stores clearing.  Can you comment on his reliance on the USofA to 476 

support his recommended adjustment?  477 

A.  Yes.  The USofA permits a utility to assign the costs of supervision, labor and 478 

other costs incurred in purchasing, storage, and handling plant materials and 479 

operating supplies either as a direct cost to a specific project or function and/or to 480 

a stores clearing account. When the stores clearing account is used to collect these 481 

costs, the USofA provides the following with respect to Account 163: 482 

B.   The account shall be cleared by adding to the cost of materials and supplies 483 
issued a suitable loading charge which will distribute the expense equitably over 484 
stores issues.  The balance in the account at the close of the year shall not exceed 485 
the amount of stores expense reasonably attributable to the inventory of materials 486 
and supplies exclusive of fuel. . .. [Emphasis added]  487 
 488 

Q. Can you explain why the account language is worded the way it is?   489 

A.  The intent of the language cited above and referred to by Mr. Griffin is to prevent 490 

a utility from having an unreasonably high and unsupportable level of “period” 491 
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costs deferred in the stores undistributed account, instead of clearing those 492 

amounts to the correct account in the current accounting period.  Therefore, the 493 

language addresses an acceptable ceiling, if you will, rather than a floor, for the 494 

balance in the clearing account.  As previously mentioned, it is an accepted 495 

practice in the industry to clear the balance in stores and other clearing accounts 496 

to zero at year end.  When the balances in stores and other clearing accounts are 497 

zeroed out at year end, the related costs are charged to plant, operating expense, 498 

and other accounts in the proper accounting period.  499 

Q. Has Mr. Griffin properly supported his proposed adjustment related to the 500 

Materials & Supplies inventory balance?  501 

A.  No.  Mr. Griffin does not make any effort to support his proposed adjustment of 502 

$2,075,000 as the proper stores balance related to the existing balance of materials 503 

and supplies in the storerooms at year end of the period covered by the test period.        504 

Q. Do you have any additional comment related to Mr. Griffin’s proposed 505 

adjustment to stores clearing?  506 

A. Yes. I do not believe that any such increase would be proper in view of the fact 507 

that ComEd’s accounting procedure for stores expense is consistent with the 508 

requirements of the USofA and industry practice. 509 

Q.        Does that conclude your rebuttal testimony? 510 

A.        Yes.     511 
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