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REOUEST NO. AG 13.04: 

Please describe each step of the Company’s capital expenditures budget development, 
review and approval process, indicating each level of management and Board of 
Directors scrutiny and approval that is required. Please indicate the general timeline upon 
which these actions occur each year 

RESPONSE: 

ComEd uses a combination of a “bottom-up’’ and “top-down’’ process to develop the 
O&M and Capital Expenditure (CapEx) budget that is iterative in nature. Beginning in 
late March, ComEd Finance in conjunction with the operating departments of ComEd 
will begin the annual long range planning process (LRP). Using the prior version of the 
LRP as a starting point, the operational areas will review the spending assumptions 
contained in the prior L W  and begin updating the spendinglwork plans for changes that 
have occurred since the last cycle was completed in the fall budgeting process. 
Assumption changes can be financial and/ or operational in nature. ComEd Finance will 
issue assumptions for wage increases, pension, post retirement healthcare, material 
inflation, and general inflation rates to be applied to other non-laborinon-material 
resource categories. The operating departments will use these assumptions when 
determining the cost estimates for projects that will be included in the LRP 

The operating departments led by Investment Strategy will review the previously 
submitted CapEx budget by category and update accordingly. The categories of work to 
be reviewed are New Business, Corrective Maintenance, Capacity Expansion, Facility 
Relocation and System Performance. Each category owner will develop a spending plan 
(including O&M) based on a projection of baseline, blanket, unique project and program 
volume needed to meet customer requests, capacity requirements and system 
performance goals as measured by C A D I  and SAIFI. Once the volume and type of work 
has been identified, it is priced out using the assumptions provided by Finance. 
Additional detailed information describing these how the work plan is developed can be 
found in Williams’ Direct Testimony lines 957 to 1070, McMahan Direct Testimony 
pages 9 to 14 and 30 to 37 and in PDRC Rebuttal Testimony pages 15 to 57. 

In early May, the category owners submit estimates for about 500 projects for the five 
year planning period. These projects estimates represent approximately ninety percent of 
the capital expenditure budget. Finance aggregates the category estimates along with the 
other operational areas and calculates a variance to the prior CapEx budget. The 
submission is reviewed and vetted by the line VPs and Finance to resolve and eliminate 
any variances if possible. By mid-May a final capital plan is presented to the ComEd 
President and CFO for approval. The President and CFO may determine that the 
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spending plans do not meet overall financial or operational targets and require that 
management accept a “challenge” to reduce the amount of capital spending. In general, 
Finance will calculate the “challenge” amount to be equal to the difference between the 
prior CapEx budget and the VP submitted value. The revised CapEx plan inclusive of the 
“challenge” is used to calculate revenue requirements, revenue, depreciation and 
financing costs. The final financial results from ComEd’s operating and investment plan 
are reviewed by ComEd’s CFO against ROE and credit rating targets. If the results are 
suficient to meet ComEd’s financial and system performance goals, the LRP is deemed 
complete. If not, the O&M and CapEx plans are reviewed to determine necessary steps 
to align the work plan with financial constraints. 

In early June, the completed LRP (including the Capital Expenditures plan) is presented 
to the ComEd Management Committee for review and approval. After receiving ComEd 
Management Committee approval, the LRF’ is submitted to Exelon Corporate for review 
and approval by the Exelon Strategic Policy Committee (SPC) in early July. 

The budgeting process begins in July. At that time, the category owners and other 
operational line managers will begin to refine the estimates for the first two years 
submitted i n  the LRP. Finance will issue final planning assumptions and targets resulting 
from the LRP process. Assumption changes are generally limited to pension, post 
retirement healthcare costs and final “challenge” amounts for O&M and Capital. The 
challenge amounts are allocated to the various category owners and line managers as 
guidelines in developing the final CapEx budget for the following years. Budget owners 
are asked to pay particular attention to the monthly spending profile in addition to the 
total amount in final determination of the budget. Where new information exists about 
specific projects or customer needs, it will be included. 

In late August, the initial draft of the O&M and CapEx budgets will be compiled by 
Finance and reviewed with CornEd’s operating leadership. Projects are prioritized, and a 
final work plan comprised of roughly 450 individual projects with spending estimates by 
month and by resource is completed by the middle of September. This plan is compared 
to the LW and the prior year budget in a review meeting with ComEd’s President and 
CFO. If the spending plans are in line with expectations and achieve the operational 
goals of the company, they will be included in the financial plan presented to the ComEd 
Management Committee in late October for review and approval. 

While final financial projections are being calculated, Finance enters the detailed O&M 
and Capital Budgets into the corporate budget system. In late October and early 
November, ComEd Finance submits a complete set of financial statements and operating 
metrics to Exelon Corporate Finance and presents the final business plan and operating 
budget (including the CapEx budget) to select members of Exelon’s SPC. Exelon 
Corporate Planning compiles submissions from all of Exelon’s businesses and presents a 
consolidated budget to the SPC in preparation for a presentation to Exelon’s Board of 
Directors. The consolidated budget presentation will contain pages dedicated to ComEd 
and will include the final ComEd CapEx budget. 
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In early December, ComEd’s CFO presents to ComEd’s Board of Directors the business 
plan for the upcoming year, a summary of the CapEx budget as well as other critical 
financial projections for the company. Also in early December, Exelon Corporate 
Planning will compile a consolidated budget presentation for Exelon’s Board of 
Directors. This presentation will includes a discussion of ComEd’s expected financial 
performance and a summarized view of the ComEd CapEx budget. 

Any changes required by the ComEd or Exelon Board of Directors are incorporated into 
final operating budgets in late December and early January. The final numbers are then 
presented to the ComEd Board in late January in conjunction with final operating results 
for the prior year. 
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