
ICC Docket No. 07-0566 

Commonwealth Edison Company’s Response to 
Administrative Law Judges On the Record Data Request 1 

Dated: May 1,2008 

Rider SMP Earnings Cap Summarv 

The determination of whether there are earnings in a year in excess of the eamings cap 
will be made by calculating the actual eamed rate of return on rate base (ROR) on an 
annual basis. If the eamed ROR in the year being reconciled exceeds the ROR most 
recently allowed by the ICC for ratemaking purposes, the SMP recovery amount will be 
reduced by the amount necessary to remain under the cap, provided that the maximum 
reduction is the amount of SMF’ revenues in the year being reconciled. The earned ROR 
will be calculated using actual balance sheet and expense amounts reported in the FERC 
Form 1 for that year. Adjustments will be made to: 

functionalize common costs such as A&G and General Plant between 
transmission and distribution and customer using allocation 
methodologies approved in the most recent general rate case. Allocation 
methodologies used in the current case are set forth in Part 285 Schedule 
A-5, pages 2 and 4, of Docket 07-0566 (see attachment 1). 
reclassify costs that are reported in operating expense in the FERC Form 
1 but for which ComEd does not seek cost recovery. Examples from the 
current proceeding include CARE costs, certain executive salaries, 
franchise costs, and costs recoverable through other rates or riders (e.g., 
Rider EDA, Supply Administration Charge, or Rider SEA, if approved). 
Also, charitable contributions, which are recorded in “below-the-line” 
accounts will be reclassified to operating expense consistent with 
ratemaking treatment. Interest expense will be synchronized for income 
tax purposes based on rate base times the weighted cost of debt for the 
year allowed in ComEd’s most recent rate case. 
normalize or remove large, non-recurring charges or credits that are non- 
operational in nature. Examples from the current proceeding include the 
exclusion from operating expense of $204.5 million for accounting credits 
reported in the FERC Form 1 in 2006 for the establishment of regulatory 
assets. (No party objected to this adjustment.) 

ComEd’s pension asset return would be the return allowed in the calculation of ComEd’s 
rates, currently based upon the cost of debt consistent with the Commission’s decision in 
Docket 05-0597. 

Because the purpose of the earnings cap calculation is to measure the historical eamed 
return, and not to establish cost of service on a prospective basis, pro forma adjustments 
and known and measurable adjustments for changes subsequent to the measurement 
period such as future plant additions or future changes to pension expense would not be 
applicable. 
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Return on Rate Base = Jurisdictional Net Operating Income divided by Jurisdictional 
Rate Base. 

Jurisdictional Net Operating Income = Weather-normalized ICC jurisdictional 
Delivery Service net operating income reflective of rate making adjustments consistent 
with the most recent rate case. 

Rate Base = ICC jurisdictional delivery service rate base calculated using the most recent 
FERC Form 1 reflective of rate making adjustments, such as those described above, 
consistent with the most recent rate case, 

plus S M P  projects recorded as Construction Work in Progress (CWIP) as of December 
31 (only those eligible for AFUDC). 

Allowed Return on Rate Base = Percentage allowed by the ICC in ComEd’s most 
recent rate case. 

Excess Earnings = Amount by which the Return on Rate Base exceeds the Allowed 
Retum on Rate Base due to the application of Rider SMP adjustments. (Thus, the Excess 
Earnings amount cannot exceed the amount of SMP revenues in the year being 
reconciled.) 

Earnings Cap Mechanism = The rider includes a credit for the amount described under 
“Excess Earnings” in the Annual Reconciliation for an amount up to the revenue 
resulting from the application of Rider SMF’ adjustments in the year being reconciled. 

Illustrative Calculation 
(in Millions) (figures are for the year being reconciled) 

Rider S M P  Revenue = $25 

Net Operating Income = $650 

Rate Base = $7,500 

Return on Rate Base = $650/$7,500 = 8.67% 

Allowed Retum on Rate Base = 8.50% (equates to $637.5 of net operating income based 
a rate base of $7,500 * 8.50%) 

Excess Earnings = $650 - $637.5 = $12.5 

Gross Revenue Conversion Factor allowed in ComEd’s most recent rate case = 1.66 
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Reduction to following year’s Rider SMP Revenues = $12.5 * 1.66 = $20.75 
(Maximum reduction is equal to reconciliation year’s Rider S M P  Revenue, or $25) 
If there are no SMP revenues in the current year, however, then there is no adjustment. 
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