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I. INTRODUCTION 
 

Commonwealth Edison Company (“ComEd”) requires a rate increase to recover its costs 

of service.  ComEd’s existing rates are based on costs that are nearly four years out of date, 

leaving ComEd with an actual revenue deficiency of over $345 million.  The evidence 

demonstrates that important components of ComEd’s cost structure have substantially increased 

since the 2004 test year employed in ComEd’s last delivery services case, ICC1 Docket No. 05-

0597.  Commission Staff recognizes that a substantial increase is warranted and, as reflected in a 

stipulation with ComEd, believes that the evidence supports a rate increase of approximately 

$269 million.2  

Under the joint recommendations in the Staff/ComEd Stipulation, ComEd has agreed to 

reduce its claim to $314.5 million and thereby narrows the dispute between Staff and ComEd to 

a net $45.4 million.3 

An increase of $314.5 million would be a significant and essential step towards restoring 

ComEd’s financial health.  It would allow ComEd to begin recovering delivery costs that have 

risen due to global increases in the prices of materials and equipment and increased demands for 

investment to serve our customers.  Granting that increase will give ComEd the means to 

continue to meet its customers’ demands without sacrificing system improvement projects that 

                                                 
1 The Illinois Commerce Commission is referred to herein as “the Commission” or “ICC.” 

2 The “Stipulation Concerning Incorporation Of Certain Adjustments From The Original Cost Audit And 
Resolution Of Certain Revenue Requirement And Other Issues” entered into by Staff and ComEd supported by the 
Rebuttal Testimony of Staff witness Mr. Griffin (Staff Exhibit (“Ex.”) 15.0 Corr.), and entered into evidence as 
Staff/ComEd Joint Ex. 1, will be referred to hereafter as the “Staff/ComEd Stipulation.”  ComEd invites the 
Commission to find that the Staff/ComEd Stipulation is supported by the evidence and to approve the proposed set 
of issue resolutions accordingly. 

3  The reasons underlying the differences between the $269 million, $314 million, and $345 million figures 
are summarized in Section I.A.  If the resolution of the issues in the Staff/ComEd Stipulation, which are supported 
by the evidence, are nonetheless not accepted by the Commission, then ComEd would continue to seek the full $345 
million. 
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otherwise may be subject to funding cuts.  It will also give ComEd the wherewithal to continue 

to install new facilities and to roll out technologies to benefit customers and continually improve 

the performance of the northern Illinois electric delivery grid.  Moreover, coupled with ComEd’s 

proposal to support the timely deployment of Smart Grid technology, it can help provide 

northern Illinois with a world class electric infrastructure. 

However, ComEd will be able to effectively compete for the necessary capital only if 

regulatory support provides the basis for an investment grade rating as well as a reasonable 

ability to earn the allowed return on equity.  Regulation has a significant impact on a utility’s 

financial health, including it credit ratings.  Both ComEd witness Susan Abbott and Illinois 

Industrial Energy Consumers (“IIEC”) witness Michael Gorman acknowledged that an 

insufficiently supportive Commission order would have negative consequences, likely resulting 

in a further downgrade of ComEd’s securities.   

ComEd is one of only two distribution utilities in the country with below-investment 

grade ratings, AmerenIP being the other.  Abbott Dir., ComEd Ex. 2.0, 6:115-22; Gorman, Tr. at 

843:13-844:13.  There is now a consensus that a positive rate order in this case is essential for 

ComEd’s financial well-being.  Ms. Abbott, an expert in credit ratings for utilities, testified that 

the financial community sees ComEd at a crossroads.  Abbott Dir., ComEd Ex. 2.0 Corr., 1:13-

16, 10:203-13:255. Barry Mitchell and Robert McDonald, ComEd’s President and Chief 

Financial Officer respectively, testified to the same effect. Mitchell Dir., ComEd Ex. 1.0, 4:90-

6:124; McDonald Dir., ComEd Ex. 9.0, 4:84-6:119, 7:140-14:278.  Supportive Commission 

action is required now if ComEd is to regain its financial footing including an investment grade 

rating.  Ms. Abbott and Mr. McDonald explained that a utility’s credit rating dictates its ability to 

attract capital, and that capital markets are becoming increasingly competitive – a view that was 
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supported by IIEC witness Gorman and Citizens Utility Board (“CUB”) witness Christopher 

Thomas.  Gorman Tr. at 840-47; Thomas Tr. at 1834-35.  ComEd, like all utilities, runs a capital 

intensive business.  The recent credit crunch starkly demonstrates how below-investment-grade 

companies can be foreclosed from capital markets.  Without substantial capital investment, 

ComEd’s transmission and distribution infrastructure simply cannot be adequately maintained.   

The Commission should also note that ComEd has been responsive to past Commission 

directives.  As will be demonstrated throughout this brief, the costs ComEd seeks to recover are 

those the Commission has largely found should be recovered.  ComEd has, for example, 

restructured its incentive compensation program to even more closely comply with the 

Commission’s view of proper compensation metrics.  ComEd has also structured its rate request 

to be responsive to what we have heard from the Commission in the past.  We have aligned our 

proposed capital structure with the Commission’s view, presented an extraordinarily detailed 

analysis of service company costs, and throughout this case have worked hard at compromise 

and finding middle ground that is supported by the evidence and prior Commission Orders.  By 

contrast, the proposed disallowances are not consistent with prior Commission Orders. 

The remainder of this Introduction will discuss the three major areas of contested issues 

in this case: ComEd’s revenue requirement; ComEd’s proposals for Rider SMP – System 

Modernization Projects (“Rider SMP”) and Rider SEA – Storm Expense Adjustment (“Rider 

SEA”); and cost of service/rate design.  It also will briefly discuss the legal standard applicable 

in this case. 

A. ComEd’s Revenue Requirement 
 

 ComEd’s proven revenue deficiency is $345.4 million.  Under the proposed set of issue 

resolutions set forth in the Staff/ComEd Stipulation, the rate increase would be reduced to about 
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$314.5 million. That reduction results from ComEd’s concessions on a number of important 

issues: 

• ComEd’s waiver of its right to seek in this proceeding inclusion of 3rd quarter 2008 pro 
forma capital additions, with a projected rate base value of $171.755 million (or 
$175.694 million net of the associated Depreciation Reserve); 

 
• ComEd’s agreement to remove from rate base an additional $35.746 million (less 

accumulated depreciation and deferred income taxes) as a result of certain adjustments 
proposed in or related to the Report of Alliance Consulting Group; and 

 
• ComEd’s agreement to forego recovery of nearly $1.8 million in costs (amortized over 

three years) attributable to this case and the Original Cost Audit ordered in ComEd’s 
last rate case, Docket No. 05-0597. 

 
 Although the Stipulation resolved many significant issues, Staff proposes a further 

reduction of the rate increase to $269.1 million.  Staff’s proposed adjustments are in three 

primary areas:  (1) Mr. Lazare’s proposed adjustment relating to underground lines and services 

($14.7 million); (2) incentive compensation ($13.7 million); and (3) return on equity ($22.7 

million).  

 The first proposed adjustment regarding underground cable and services is wholly 

without merit and would have significant adverse financial consequences to ComEd and 

ComEd’s ratings in the financial community.  Staff witness Lazare’s recommendation that $111 

million of plant be removed from ComEd’s rate base on account of allegedly “unexplained” 

increases in the costs of underground cable and services between 2004 and 2006 (discussed in 

Section IV.C.1.b) is unsupported.  This proposed adjustment disregards voluminous information 

that demonstrated the prudence and reasonableness of these costs.  Moreover, as was 

demonstrated on cross examination, Mr. Lazare’s proposal is an unfounded mathematical 

exercise, the results of which depend on altering one underlying variable, an alteration for which 

Mr. Lazare has no rationale.  In the end, Mr. Lazare admitted on cross-examination that he had 
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no evidence that the costs at issue were either unreasonable or imprudent.  Lazare Tr. at 1746:2-

1748:1.   

 This disallowance is not only meritless but also would have severe financial 

consequences to ComEd.  It would reduce ComEd’s rate base by approximately $111 million 

and would also require a write-off that would reduce ComEd’s 2008 earnings by more than $60 

million, or about 25% of anticipated earnings for the year.  McDonald Sur., ComEd Ex. 41.0, 

3:53-63.  This proposed disallowance violates the fundamental principle that utilities must be 

allowed an opportunity to recover their prudently-incurred reasonable costs, and would raise 

anew significant concerns about the predictability and rationality of regulation in Illinois.  Abbott 

Dir., ComEd Ex. 2.0 Corr., 11:205-13:247. 

  Staff’s other two large adjustments, regarding incentive compensation and return on 

equity (“ROE”), also are without merit, although they would not have the severe consequences 

of Mr. Lazare’s proposed adjustment.  First, Staff proposes to disallow much of ComEd’s 

incentive compensation costs (discussed in Section V.C.1).  Major portions of that disallowance - 

$3,018,000 of capitalized costs and $5,809,000 of operating expenses – are squarely within costs 

and expenses allowed by the Commission’s Order in Docket No. 05-0597, i.e., amounts incurred 

under plan metrics tied to controlling capital expenditures and operating expenses.  Staff’s 

disallowance is based on the same grounds that the Commission rejected in that case.  In Docket 

No. 05-0597, the Commission allowed full recovery of the amounts incurred, finding that they 

benefited customers and should be recovered through rates.  An abrupt reversal of course with no 

new or different evidence would be improper and unlawful.  ComEd contends that the remaining 

challenged amounts incurred under its incentive compensation plans should be recovered under 

prior Commission Orders.  While ComEd acknowledges that the Commission has not considered 
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the metrics at issue in past ComEd rate cases, ComEd changed these incentive compensation 

plans in response to prior Commission Orders.  

 Finally, ComEd proposes a return on equity of 10.75% while Staff proposes a return on 

equity of 10.3%.  ComEd submits that its ROE is fully justified by the evidence.  Indeed, Staff 

proposes an ROE that is 35 basis points lower than would result if Staff used the same data and 

methodology for ComEd’s ROE that it used for the Ameren utilities in their pending rate case.  

Staff’s recommendation would result in a reduction to ComEd’s revenue requirement of about 

$22.7 million. 

 It is telling that, despite 61 other individual parties intervening in this case, only the 

Illinois Attorney General’s office (the “AG”) and CUB support a wide range of downward 

adjustments to ComEd’s revenue requirement.  IIEC also supports two adjustments proposed by 

AG/CUB: one to add post-test year depreciation expense and deferred income taxes for test year 

plant to the Depreciation Reserve and Accumulated Deferred Income Taxes (“ADIT”), and 

another for incentive compensation.  As will be discussed in detail (in Sections IV.C.2 and 3), 

the AG/CUB and IIEC proposal concerning the Depreciation Reserve and ADIT is contrary to 

the Commission’s rules on pro forma adjustments and test years, and the Commission rejected 

the same proposal by the AG in ComEd’s 2005 and 2001 rate cases.  That proposal also flies in 

the face of the Commission’s recognition, in its Order in the Peoples/North Shore Gas rate cases 

(Docket Nos. 07-0241 Cons.) in February 2008, that the Commission has now spoken on this 

issue twice in less than two years, rejecting the proposed adjustment on each occasion.  

Northshore Gas Co. and The Peoples Gas Light and Coke Co., ICC Docket 07-0241/07-0242 

[Cons.], (Order, Feb. 5, 2008), at 16-17; Commonwealth Edison Co., ICC Docket No. 05-0597, 

(Final Order, July 26, 2006), at 15.  It ignores the Commission’s determination in those cases 
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that its orders “bring certainty to a situation and settle expectations” and that unless “clear and 

distinguishable reasons” suggest a case ought to be decided differently the Commission “will 

follow in line with precedent” because “to do otherwise risks a charge of arbitrary and capricious 

action.”  Peoples at 16;  See also, Business and Professional People for the Public Interest v. 

Illinois Commerce Comm’n, 146 Ill.2d 175, 236-7 (1991).  An abrupt reversal in course – to now 

accept these repeatedly-rejected arguments – would also raise significant concerns within the 

investment community about the predictability and continuity of regulation in Illinois.  Similarly, 

in large part the proposed incentive compensation disallowances proposed by AG/CUB and 

IIEC, like those of Staff, would disallow expenses incurred under a cost control metric expressly 

approved by the Commission in ComEd’s 2005 rate case. 

B. ComEd’s Rider Proposals – SMP and SEA 
 

 A second major issue in this proceeding is whether the Commission will approve a rider 

permitting ComEd (assuming sufficient base rate relief) to implement Smart Grid technologies 

and a rider permitting ComEd to recover actual storm expenses. 

 The benefits of Smart Grid technologies are widely accepted, and utilities and policy 

makers across the country are moving to implement them.  These technologies have the potential 

to provide substantial benefits to ComEd’s customers, utilities, the competitive market, and the 

environment for many years into the future. 

  ComEd has presented ample evidence of a number of system modernization 

enhancements such as advanced metering infrastructure (“AMI”) that will benefit customers.  

ComEd has also explained that its financial condition and uncertainties over prudence 

determinations and timely cost recovery will not allow it to proceed expeditiously with such 

projects without Rider SMP. The size of the financial commitment that these projects entail 
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make it infeasible for ComEd to rely on after-the-fact reviews to be compensated for its 

investment.  The argument that hundreds of millions of dollars of new investment should be 

recoverable only after a sustained lag is both an argument to deny ComEd recovery of its costs 

during that period and, in practice, means that ComEd will be unable to make these investments 

under current conditions. 

 Indeed, the very debate in this case demonstrates that, absent regulatory certainty, 

ComEd will be unable to proceed with these investments.  Certain parties in this case have 

argued that it would be imprudent for ComEd to proceed with its Smart Grid.  Others argue that 

ComEd should make the investment and recover the investments later.  ComEd cannot 

unilaterally move forward under these circumstances.  Given this lively debate, and ComEd’s 

financial condition, the Commission should resolve this issue now and provide ComEd with a 

regulatory environment that can make the promise of a smart grid a reality for its customers. 

With respect to the design of Rider SMP and the project review process, while ComEd 

believes that its initial Rider SMP proposal was also sound, it affirmatively supports the middle 

ground position advanced by Constellation NewEnergy (“CNE”).  Under the CNE proposal, the 

Commission would approve in this case the basic framework of Rider SMP, including the 

structure for cost recovery, while deferring consideration of specific projects, after input from 

and dialogue with all stakeholders in a public workshop process. 

 The remaining opposition to Rider SMP is largely theoretical in nature, and the record 

shows that no practical impediments stand in the way of this ground-breaking initiative.  The 

Commission should approve the compromise position proposed by CNE.  The Rider SMP issue 

is discussed in detail in Section VII.B. 
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 ComEd has also proposed a Storm Expense Adjustment Rider, Rider SEA.  Rider SEA is 

designed to track O&M expenses related to storm restoration work and provide a dollar-for-

dollar recovery of such expenses through a combination of base rates and the rider itself.  A 

tracking rider for storm restoration expenses is fair and beneficial because it is cost-based and 

insures that ComEd recovers no more (and no less) than its actual annual costs incurred.  Rider 

SEA also sends a positive message to the financial community regarding Commission concern 

about timely cost recovery.  Although, as with SMP, some theoretical objections have been 

raised, ComEd has demonstrated practical ways in which those concerns can be addressed.  

Rider SEA is discussed in Section VII.C.   

C. Cost of Service/Rate Design 

 
 The final major issue in this case is the allocation of the revenue requirement among 

ComEd’s various customer classes.  The lines drawn here are similar to those in ComEd’s recent 

rate cases.  As in those cases, ComEd supports a substantial increase for its very largest 

customers who, the evidence shows, are being heavily subsidized by others, principally the 

medium-sized commercial and industrial customers.  The study upon which this conclusion is 

based is in all material respects identical to the cost of service study upon which the Commission 

relied in ComEd’s 2005 rate case.  Indeed, ComEd’s study is the only fully-developed cost study 

in the record, and Staff fully supports it. 

 The consequence of using actual cost of service is that ComEd’s largest customers will 

see substantial rate increases as the subsidies from smaller customers end.  ComEd, in rebuttal, 

has therefore proposed a compromise mitigating that impact by moving those customers only 

halfway towards full cost recovery at the present time.  ComEd further proposes that the final 

step be taken in ComEd’s next general rate case.  Fairness to all customers demands no less, but 
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ultimately this is a policy decision for the Commission to make.  Cost of service and rate design 

issues are discussed in Sections VIII and IX. 

D. Legal Standard 

 
ComEd’s evidence in this case more than meets its legal burden.  The legal framework 

governing a decision in this case is clear.  It has long been the law in Illinois that when the utility 

provides a prima facie case as to its prudence generally, the burden for disallowing the utility’s 

proposed rates is heavy.  The Commission may disallow rates only if record evidence shows the 

utility’s business decisions to have been unreasonable, or if the amounts spent thereon were 

shown to have been not prudently incurred.  BPI v. Illinois Commerce Comm’n, 279 Ill. App. 3d 

824, 829-830 (1st Dist. 1996).  ComEd has established its general prudence; no party contends 

otherwise.   

The General Assembly has also established that rates for utility services “should 

accurately reflect the cost of delivering those services and allow utilities to recover the total costs 

prudently and reasonably incurred.”  220 ILCS 5/1-102(a)(iv); see also, e.g., 220 ILCS 5/16-

108(c) (“Charges for delivery services shall be cost based, and shall allow the electric utility to 

recover the costs of providing delivery services through its charges to its delivery service 

customers that use the facilities and services associated with such costs.”); Citizens Utility Bd. v. 

Illinois Commerce Comm’n, 166 Ill. 2d 111, 121 (1995) (“In setting rates, the Illinois Commerce 

Commission must determine that the rates accurately reflect the cost of delivery service and must 

allow the utility to recover costs prudently and reasonably incurred”).  The Commission is 

obligated to follow that directive, and may not substitute its business judgment, much less 

speculation, for that of the utility or impose an arbitrary limit on a utility’s costs.  Once a utility 

presents a prima facie case of the costs needed to provide service, the burden of going forward 
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with the evidence shifts to other parties to show that the costs are unreasonable because of 

inefficiency or bad faith.  Illinois Bell Tel. Co. v. Illinois Commerce Comm’n, 327 Ill. App. 3d 

768, 776 (3d Dist. 2002); City of Chicago v. Cook County, 133 Ill. App. 3d 435, 442-443 (1st 

Dist. 1985).  No party has even attempted to meet that burden. 

As to issues of rate design, the Commission has discretion to allocate costs, provided that 

the allocation is supported by evidence.  Citizens Utility Bd. v. Illinois Commerce Comm’n, 166 

Ill. 2d 111, 138 (1995).  Statutorily, the Commission must favor allocating costs based on the 

concept of cost causation.  220 ILCS 5/1-102(a)(iv).  Once again, ComEd has attempted to 

follow prior Commission Orders in proposing its rate design. 

II. OVERALL REVENUE REQUIREMENT 
AND REVENUE DEFICIENCY   
 
ComEd’s revenue deficiency under existing rates is $345.4 million.4  Under a stipulation 

with Staff, ComEd has agreed, for this proceeding only, not to seek recovery of $31 million of 

that deficiency, resulting in a rate increase of $314.5 million.  That $31 million consists of both 

rate base and operating expense items.  The rate base impact of the Staff/ComEd Stipulation 

consists primarily of foregoing recovery, in this case only, for third quarter 2008 pro forma plant 

additions; and the operating expense impact consists of the non-recovery in this case of a portion 

of ComEd’s rate case expenses and costs of the Original Cost Audit ordered by the Commission 

in Docket 05-0597.5  The proposed set of issue resolutions set forth in the Staff/ComEd 

Stipulation is fully supported by the record evidence, and would support a revenue requirement 

                                                 
4 This figure, which reflects a revenue requirement of $2,032,896,000, is derived from ComEd Ex. 40.0, 

Scheds. RB-1 and RR-2 and their associated work papers in ComEd Ex. 40.02. 

5 Also included in the $31 million is a reduction of $3.758 million to the New Business Revenue Credit 
associated with the third quarter 2008 pro forma additions.  See Section V.C.5. 
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of $2,001,943,000.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 3:49-54; ComEd Ex. 40.01, 

Sched. RR-1, l. 1, column (I). 

III. TEST YEAR 

 
ComEd appropriately proposed and used a 2006 historical test year, with appropriate 

ratemaking and pro forma adjustments.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr., 8:148-9:173.  

That test year is uncontested, although certain parties have proposed adjustments to the 

Depreciation Reserve and ADIT that are inconsistent with the test year and are inappropriate 

under the Commission’s test year and pro forma adjustments rules, as discussed in 

Sections IV.C.2 and IV.C.3. 

IV. RATE BASE 
 

A. Overview 
 
Under the proposed set of issue resolutions set forth in the Staff/ComEd Stipulation, the 

Commission should approve a rate base of $6,752,566,000.  Houtsma/Frank Sur., ComEd Ex. 

40.0 Corr., 3:49-58; ComEd Ex. 40.01, Sched. RB-1, l. 19, column (K).6   

ComEd originally proposed a rate base of $7,071,234,000.  Houtsma/Frank Dir., ComEd 

Ex. 7.0 Corr., 4:69-70, 12:233-13:262; ComEd Ex. 7.1, Sched. B-1.  The evidence showed the 

prudence, the reasonableness of the costs, and the used and usefulness in providing distribution 

and customer service of the plant in rate base, and supported the pro forma adjustments for 

capital additions already in service or reasonably expected to be placed in service from the first 

quarter of 2007 through the third quarter of 2008.7  ComEd also presented detailed support for 

                                                 
6  If the Staff/ComEd Stipulation is not accepted, then the Commission should approve a rate base of 

$6,951,006,000. Support for this larger amount is also to be found in the record. Houtsma/Frank Sur., ComEd Ex. 
40.0 Corr., 3:49-53; ComEd Ex. 40.01, Sched. RB-1, l. 19, column (H).  

7 This evidence includes the direct testimony of: George Williams, Senior Vice President, Operations, 
ComEd Ex. 4.0 2nd Corr., 1:8 – 3:54, 5:95 – 60:1206, 68:1358-61; Michael B. McMahan, P.E., Vice President, 
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the Construction Work in Progress (“CWIP”);8 the Materials and Supplies inventory balance in 

rate base;9 the regulatory assets balance in rate base;10 and the correct amounts for the remaining 

rate base items, which consist of the Depreciation Reserve associated with plant in service in the 

test year (“test year plant”) and the other subtractions from rate base.11   

ComEd, in rebuttal, proposed a rate base of $7,016,919,000, a reduction of $54,315,000 

from its original proposal, that reflected ComEd’s analysis of Staff- and intervenor-proposed 

adjustments to rate base.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 3:54-56; ComEd 

Ex. 25.01, Sched. B-1.12   

                                                                                                                                                             
Technical Services, ComEd Ex. 5.0 Corr., 1:10-17, 1:20 – 3:50, 3:61 – 4:69, 5:94 – 38-804; ComEd Ex. 5.1 Corr. 
(Sched. F-1 regarding major capital additions since the last rate case); Sally Clair, Senior Vice President, Customer 
Operations, ComEd Ex. 6.0, 1:16-22, 9:178 – 13:270; Kathryn Houtsma, Vice President, Regulatory Projects, and 
Stacie Frank, Director, Distribution Revenue Policy, ComEd Ex. 7.0 Corr., 2:27-28, 2:33-34, 4:69-70, 5:85-90, 
5:93-95, 8:148 – 9:173, 10:192-94, 10:202, 10:204-6, 12:233 – 18:322, 34:660 – 36:693; ComEd Ex. 7.1, 
Scheds. B-1, B-2, B-2.1, B-2.4, B-3, B-4, B-5, B-15; ComEd Ex. 7.2, Work Papers WPB-1, WPB-2.1a, WPB-2.1b, 
WPB-2.4, WPB-5, WPB-15); and Robert McDonald, Senior Vice President, Chief Financial Officer, Treasurer, and 
Chief Risk Officer, ComEd Ex. 9.0, 2:29-44, 22:449 – 26:539 (discusses incentive compensation, both capitalized 
and expensed). 

8  This evidence includes the direct testimony of Mr. McMahan, ComEd Ex. 5.0 Corr., 1:18-19, 51:1091 – 
52:1113; Ms. Houtsma and Ms. Frank, ComEd Ex. 7.0 Corr., 18:336 – 19:344; ComEd Ex. 7.1, Sched. B-7; ComEd 
Ex. 7.2, Work Paper WPB-7; and Mr. Heintz, ComEd Ex. 13.0, 6:132 – 7:139, 9:179 – 15:335. 

9 This evidence includes the direct testimony of Mr. Williams, ComEd Ex. 4.0, 61:1208-24; Ms. Houtsma 
and Ms. Frank, ComEd Ex. 7.0 Corr., 20:364-73; ComEd Ex. 7.1, Sched. B-7.1; ComEd Ex. 7.2, Work Paper 
WPB-7.1. 

10 This evidence includes the direct testimony of Ms. Houtsma and Ms. Frank, ComEd Ex. 7.0 Corr., 
20:375-79; ComEd Ex. 7.1, Sched. B-10; ComEd Ex. 7.2, Work Paper WPB-10. 

11  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr., 18:324-34, 19:346 – 20:362, 21:383-94; ComEd Ex. 7.1, 
Scheds. B-1, B-2, B-2.2, B-2.3, B-2.4, B-3, B-4, B-5, B-6, B-9, B-9.1, B-10; ComEd Ex. 7.2, Work Papers WPB-1, 
WPB-2.1c, WPB-2.2, WPB-2.3, WPB-2.4, WPB-5, WPB-6, WPB-9, WPB-9.1a, WPB-9.1b, WPB-10. 

12  ComEd’s rebuttal evidence on rate base included: Terrence Donnelly (Senior Vice President, 
Transmission & Distribution) Reb., ComEd Ex. 21.0, 1:11-15, 2:28 – 5:102, 7:148 –69:1377; ComEd Ex. 21.2 
(approximately 35,300 pages of documents supporting the pro forma adjustments for capital additions); Robert 
Donohue and Ron Williams (of Power Delivery & Research Consulting Corp.) Reb., ComEd Ex. 24.0 (entire 
testimony); G. Williams Reb., ComEd Ex. 22.0 2nd Corr., 1:9-10, 1:13 – 2:22, 2:26 – 8:155, 11:210 – 17:353; 
Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 2:36-40, 3:50-56, 4:75-85, 5:88 – 6:109, 6:117 – 51:1064 (includes 
some sections that discuss operating expenses offsets to proposed rate base adjustments and some sections that 
discuss costs that are partly capitalized and partly expensed); ComEd Exs. 25.01 (“B” Schedules), 25.02 (“WPB” 
Work Papers), 25.03, 25.04, 25.05, 25.06, 25.07, 25.08, 25.09, 25.10, 25.11; Waden Reb., ComEd Ex. 26.0, 2:33 – 
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Finally, ComEd, in surrebuttal, supported a rate base of $6,951,006,000, but agreed, 

pursuant to the proposed set of issue resolutions in the Staff/ComEd Stipulation, to a rate base of 

$6,752,566,000.  This is a reduction of $318,668,000 from its original proposal, which also 

includes certain other Staff- and intervenor-proposed adjustments to which ComEd was willing 

not to object in whole or in part.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 3:49-58; ComEd 

Ex. 40.01, Sched. RB-1, columns (H) and (K).  The detailed evidence in the record amply 

supports ComEd’s rate base.13 

B. Uncontested Issues 
 

1. Plant (Uncontested) 
 

a. Major Capital Additions (Uncontested) 
 

As required by the Commission’s rules (83 Ill. Adm. Code §§285.6100 and 286.20), 

ComEd provided detailed information about its five largest additions to rate base.  No party 

contests including these five projects in rate base.  Indeed, Staff engineer Mr. Linkenback, after 

independently evaluating the necessity for and execution of the projects, affirmatively testified 

that “[i]nformation provided by ComEd in their filing and in response to discovery requests indicated 

that the projects identified previously were prudent and used and useful.”  Linkenback Dir., Staff 

Ex. 8.0 at 23:493-95. 

                                                                                                                                                             
4:92, 6:127 – 20:451, 23:530 – 25:567; Frangipane Reb., ComEd Ex. 27.0, 2:23 – 3:57, 6:125 – 22:509; McDonald 
Reb., ComEd Ex. 28.0, 12:259 – 23:502 (discusses incentive compensation, both capitalized and expensed). 

13  ComEd’s surrebuttal evidence on rate base included: Donnelly Sur., ComEd Ex. 36.0, 1:22 – 2:29, 
12:250 – 17:360; Donohue/Williams Sur., ComEd Ex. 39.0 (entire testimony); Houtsma/Frank Sur., ComEd Ex. 
40.0 Corr., 3:41-45, 3:49-58, 4:80 – 24:528, 33:723 – 34:747 (includes discussion of incentive compensation, both 
capitalized and expensed); ComEd Exs. 40.01, 40.02, 40.03; McDonald Sur., ComEd Ex. 41.0, 2:26-30, 5:90 – 
12:244 (discusses incentive compensation, both capitalized and expensed). 
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b. Capitalized Incentive Compensation Not 
Allowed in 2005 Rate Case (Uncontested) 
 

Staff proposed to remove from rate base a gross amount of $5,975,000 for capitalized 

incentive compensation that was presented but not allowed for recovery in ComEd’s 2005 rate 

case.  Hathhorn Dir., Staff Ex. 1.0, 17:372-91 and Sched. 1.7, p.5.  ComEd, in rebuttal, in order 

to narrow the issues, agreed to and did remove that amount from rate base, subject to the 

provision that, if ComEd prevails in its pending appeal on this issue, then that amount should be 

included in rate base.14  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 44:925-35; ComEd 

Ex. 25.01, Sched. B-2, p.1, column (H). 

c. Capitalized Information Technology 
 Costs (Uncontested)   _ 
 

 In direct testimony, Staff witness Hathhorn proposed an adjustment to ComEd’s rate base 

and operating expenses to “adjust the test year level of information technology costs to a normal 

level.”  Hathhorn Dir., Staff Ex. 1.0, 23:556-32:740, Sched. 1.1, p.1.  Ms. Hathhorn subsequently 

withdrew this proposal.  Hathhorn Reb., Staff Ex. 14.0, 6:123-25.  A contested issue remains 

with respect to the amortization period for the Post-2006 Project, discussed in Section IV.C.1.e, 

but the remainder of this issue is uncontested. 

d. Merger Costs (Uncontested) 
 

ComEd agreed to a reduction of $29,702 for capitalized merger expenses.  

Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 55:1144-56:1155; ComEd Ex. 25.01, Sched. B-2, 

page 1, column (G).  This issue is uncontested. 

                                                 
14 For all of the uncontested rate base items where ComEd agreed to an adjustment, ComEd has made that 

adjustment in its revised rate base figures in rebuttal or surrebuttal. 
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e. Contested Staff-Proposed Adjustments That Are 
 Uncontested If the Set of Resolutions Reflected 
 in the Staff/ComEd Stipulation Is Approved  
 

In direct testimony, Staff witness Griffin made certain proposals that have since been 

withdrawn for the reasons stated in his rebuttal testimony and the Staff/ComEd Stipulation.  

Certain of these proposals related to specific ComEd accounting methods and capitalization 

policies.  In particular, Mr. Griffin recommended that ComEd change the method it uses to 

allocate the costs of common facilities at certain substations between transmission and 

distribution.  Griffin Dir., Staff Ex. 2.0 Corr., 22:423-25:490.  In addition, Mr. Griffin proposed 

four adjustments to ComEd’s proposed rate base: (1) $14,951,000 primarily related to ComEd’s 

capitalization policy for software developed or obtained for internal use (id. at 8:163-11:215); (2) 

$89,457,000 related to ComEd’s capitalization policy for cable replacements or repairs (referred 

to as cable faults) (id. at 14:266-16:309); (3) $901,000 related to ComEd’s method of allocating 

departmental overheads (id. at 11:216-12:242); and (4) $1,556,000 related to ComEd’s 

accounting treatment of the stores clearing account (id. at 12:243-13:265).15   

As part of the Staff/ComEd Stipulation, Staff withdrew its proposals related to these 

accounting-related issues.  Staff-ComEd Jt. Ex. 1, p.4; Griffin Reb., Staff Ex. 15.0 Corr., 9:172-

12:236.16 

                                                 
15  Mr. Griffin in rebuttal also withdrew his proposed adjustment to add post-test year depreciation expense 

for test year plant to the Depreciation Reserve.  AG/CUB and IIEC have similar proposals.  That subject is discussed 
in Section IV.C.2. 

16  None of ComEd’s accounting methods or capitalization policies at issue violate Generally Accepted 
Accounting Principles (“GAAP”), the Uniform System of Accounts (“USOA”) adopted by the Commission, or any 
other Commission rule.  Mr. Griffin did not testify to the contrary. Nor did Mr. Griffin suggest that any of the 
underlying costs were imprudent or unreasonable in amount.  ComEd responded to Mr. Griffin’s direct testimony on 
these subjects through the rebuttal testimony of Mr. Waden and Mr. Frangipane (ComEd Exs. 26.0, 27.0).  
Moreover, if Mr. Griffin’s proposed accounting methods were adopted, ComEd’s 2006 test year expenses would 
increase, resulting in an overall increase to ComEd’s operating expenses of $26.8 million, not including the rate base 
offset associated with the stores clearing account.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 32:660-69.  In 
addition, the same rate base operating expense amounts that Mr. Griffin proposed to remove related to the stores 
clearing account would need to be added to the materials and supplies balance in rate base.  Id. at 19:403-21:436. 
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2. Construction Work in Progress 
 (CWIP) (Uncontested) ___ 
 

It is uncontested that $33,682,000 of CWIP not accruing AFUDC should be included in 

rate base.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 26:552-27:578; ComEd Ex. 25.06; 

Effron Reb., AG/CUB Ex. 5.0, 22:20-23:4; Houtsma Sur., ComEd Ex. 40.0 Corr, 20:440-50; 

ComEd Ex. 40.01, Sched. RB-1, column (K). 

3. Materials and Supplies (Uncontested) 
 

Staff proposed that materials and supplies be reflected in rate base at $33,094,000.  

Ostrander Reb., Staff Ex. 16.0, 2:37-4:67, and Sched. 16.1.  ComEd agreed to this level in order 

to narrow the issues in this proceeding.  Houtsma-Frank Sur., ComEd Ex. 40.0 Corr., 21:455-60;  

ComEd Ex. 40.01, Sched. RB-1, and ComEd Ex. 40.02, Work Paper WPRB-2. 

4. Other Post-Employment Benefits 
 (OPEB) (Uncontested) _____ 
 

ComEd does not object to AG/CUB’s proposal to reduce operating reserves by 

$7,504,000.  Effron Dir., AG/CUB Ex. 2.0, 12:259-13:282; Houtsma/Frank Reb., ComEd 

Ex. 25.0 Corr., 30:627-31:636; ComEd Ex. 25.01, Sched. B-1, page 1, line 14. 

C. Contested Issues 
 

1. Plant 
 

a. Pro Forma Capital Additions 
 

i. Propriety of Additions 
 

There can be no serious quarrel with ComEd’s pro forma capital additions through 

June 30, 2008.  First, no party has argued that any of the plant additions were imprudently 

undertaken, unreasonable in amount, or not used and useful.  E.g., Donnelly Reb., ComEd Ex. 

21.0 Corr., 8:158-69:1377 (over 60 pages of detailed additional information supporting ComEd’s 
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pro forma capital additions); ComEd Ex. 21.0, Appendix; Donohue/Williams Reb., ComEd Ex. 

24.0 (entire testimony).  These additions include projects to establish service to new customers, 

“summer critical” projects to ensure that ComEd’s system has adequate capacity for the summer 

peak season, corrective and preventative maintenance projects, projects to enhance system 

performance, and relocation of necessary existing facilities displaced by public works projects.  

Donnelly Reb., ComEd Ex. 21.0 Corr. 23:502-62:1231.  The evidence shows that ComEd has 

applied the necessary cost controls and management techniques to ensure that the investments 

have been and will be made prudently and at reasonable cost.  E.g., McMahan Dir., ComEd Ex. 

5.0 Corr., 9:167-13:277; G. Williams Dir., ComEd Ex. 4.0 2nd Corr., 41:782-42:819.  ComEd’s 

proposed capital additions therefore satisfy the requirements applicable to all facilities included 

in rate base, and the record contains no contrary evidence. 

Second, there is no genuine issue as to whether the investments are known and 

measurable.  ComEd has presented detailed documentation quantifying these projects.  

Moreover, the evidence shows that ComEd’s bottom-up analysis of actual projects is superior to 

the simplistic and erroneous use of average investments in other years, involving different 

projects, that AG/CUB witness Mr. Effron proposed.  E.g. Donnelly Reb., ComEd Ex. 21.0 

Corr., 68:1350-64; Houtsma/Frank Reb. ComEd Ex. 25.0 Corr., 16:321-17:353. 

Third, the record establishes that at least $1,334,607,000 in additions to plant have 

occurred or will occur through the end of the second quarter of 2008 and should be added to rate 

base as part of ComEd’s pro forma adjustments for post-test year capital additions.17  Pursuant to 

the proposed set of issue resolutions set forth in the Staff/ComEd Stipulation, the Commission 

                                                 
17 Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 6:121-23.  This amount is the total additions through the 

third quarter of 2008 (ComEd Ex. 25.01. Sched. B-2, Col. B) minus those occurring just in the third quarter of 2008 
(ComEd Ex. 40.1, Sched. RB-1, Col. I). 
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should award ComEd these pro forma adjustments for post-test year capital additions in service 

and reasonably expected to be in service in 2007 and in the first two quarters of 2008, as updated 

in ComEd’s rebuttal.  The amounts for those last two quarters would be subject to a final update 

to reflect actual data, when available, as provided for in the Staff/ComEd Stipulation (with the 

amount capped, however, at the revised amount in ComEd’s rebuttal).18 

Pursuant to Section 287.40 of the Commission’s rules, ComEd is permitted to make 

pro forma adjustments to reflect capital investments that occurred or are reasonably expected to 

occur up to twelve months after the date of its initial filing.  83 Ill. Admin. Code § 287.40.   

Known as pro forma capital additions, these were compiled in Schedule B-2.1 in ComEd Ex. 7.1, 

presented in detail in Work Papers WPB-2.1a and WPB-2.1b in ComEd Ex. 7.2 and were 

updated in detail to reflect current information in ComEd’s rebuttal.  ComEd Ex. 25.01, Sched. 

B-2; ComEd Ex. 25.02, Work Papers WPB-2.1a, WPB-2.1b.  Under the Staff/ComEd 

Stipulation, ComEd has agreed that its pro forma capital additions would extend only through 

June 30, 2008, less than the twelve months post-filing permitted, and would be subject to final 

updating as provided in the Stipulation.  Griffin Reb., Staff Ex. 15.0 Corr., 5:98-6:104, 

7:131-143; Donnelly Sur., ComEd Ex. 36.0 at 13:277-14:293.  Using the updated information as 

of ComEd’s rebuttal, ComEd’s pro forma capital additions through June 30, 2008 are 

$1,334,607,000.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr, 6:117-23.  This amount represents 

known and measurable capital additions for 2007 and the first two quarters of 2008 and should 

be included in ComEd’s rate base. 

                                                 
18  If the Commission finds that the proposed set of issue resolutions in the Staff/ComEd Stipulation are not 

supported by the evidence, then the Commission should approve ComEd’s proposed pro forma adjustments through 
the end of the third quarter of 2008, as updated in ComEd’s rebuttal. 
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ii. Impact on Test Year Rate Base 
 

(a) Accumulated Provisions for 
Depreciation and Amortization 
 

ComEd correctly calculated the adjustments to its ADIT balance to reflect its proposed 

adjustments to plant, including its pro forma adjustments for post-test year capital additions, as 

shown in Section IV.C.2.a.  ComEd addresses AG/CUB’s and IIEC’s proposals to inflate ADIT 

by adding post-test year deferred taxes for existing plant in service in the test year (“test year 

plant”) in Section IV.C.2.b. 

(b) Accumulated Deferred 
Income Taxes (ADIT) 
 

ComEd correctly calculated the adjustments to its ADIT balance needed to reflect the 

impacts of its proposed adjustments to plant, including its pro forma adjustments for post-test 

year capital additions, as shown in Section IV.C.2.a.  ComEd addresses AG/CUB’s and IIEC’s 

proposals to inflate the ADIT balance by adding post-test year deferred income taxes for test 

year plant in Section IV.C.2.b. 

b. Underground Cable and Services 
 

Staff witness Mr. Lazare recommends that the Commission disallow $111 million from 

ComEd’s rate base relating to underground cable and services.  No one, including Mr. Lazare, 

disputes that the underground cable and services that ComEd installed are currently being used to 

serve customers.  ComEd submitted substantial documentary evidence to support the prudence of 

these investments and the reasonableness of the costs.  Mr. Lazare argues that ComEd “failed to 

explain” the increase in these costs.  Yet, he now admits that he ignored the detailed evidence 

that ComEd provided.  Mr. Lazare performed a single set of mathematical calculations and 

stopped.  He did not analyze any of the work underlying these costs.  Most importantly, Mr. 
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Lazare admits that he has no evidence that any of these costs were imprudently incurred or 

unreasonable in amount, the critical legal standards against which ComEd’s costs must be 

judged.  If the Commission were to accept this arbitrary and unsupported recommendation, it 

would require ComEd to write off $111 million in assets. 

i. ComEd Has Met Its Evidentiary Burden 
 

ComEd’s rate base properly includes underground distribution cable and service lines 

(the last section of wire leading to the customer’s business or residence).  G. Williams Reb., 

ComEd Ex. 22.0 2nd Corr., 4:66-77, 7:124-29.  As with other elements of its rate base, ComEd 

tracks the costs of installing underground cable and service lines in its plant accounting records.  

Houtsma/Frank Dir., ComEd Ex. 7.0 Corr., 14:264-77.  ComEd presented evidence sufficient to 

establish the prudence and reasonableness of its underground cable and service line investment.   

In particular, the evidence established that: 

• The underground cable and service lines in ComEd’s rate base, like other types of 

“wire” assets, are used and useful to customers.  G. Williams Dir., ComEd Ex. 4.0 2nd 

Corr., 41:782-42:807.  No party presented evidence that any portion of ComEd’s 

underground cables or services is unused, not useful, or was imprudently placed into 

service.  There was no evidence presented that any cable or service line was excess or 

surplus. 

• The cost of these rate base assets is reasonable given the escalating prices of labor and 

materials.  G. Williams Dir., ComEd Ex. 4.0 2nd Corr., 30:596-37:719, 41:782-42:819. 

ComEd proved that the cost of raw materials, spurred on by competition for limited 

supplies, and the cost of labor have risen dramatically in the past few years, driving up 

the cost of installing new facilities like underground cable and service lines.  Id. at 
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36:710-37:719; see also G. Williams Reb., ComEd Ex. 22.0 2nd Corr., 11:221-12:228; 

Lazare, Tr. at 1702:11-1704:9.  The stark increases in costs of products like these are 

manifest throughout the industry, and around the world.  G. Williams Dir., ComEd Ex. 

4.0 2nd Corr., 13:251-14:261.  Mr. Lazare acknowledged that, between January 2004 and 

January 2007, utilities across the country experienced a 34% increase in distribution 

plant costs, or more than four times the rate of general inflation.  ComEd Cross Ex. 13, 

p. 33, Tr. at 1701:3-1703:2. 

• ComEd has controls in place to ensure that plant investments – including in cable and 

services – are necessary, and that the work is completed efficiently and at least cost.  G. 

Williams Dir., ComEd Ex. 4.0 2nd Corr., 41:782-42:819.  As Mr. McMahan explained in 

his direct testimony, ComEd manages its plant additions as either unique projects or 

through blanket programs.  Larger projects are subjected to individual treatment, 

including a management challenge process and the assignment of a professional project 

manager.  McMahan Dir., ComEd Ex. 5.0 Corr., 9:167-13:277.  Blanket programs, 

consisting of smaller projects of a similar nature, are managed together.  

Donohue/Williams Reb., ComEd Ex. 24.0, 22:443-55.  Mr. McMahan also explained: 

“Since 2004, ComEd’s blanket programs constitute $770 million of ComEd’s proposed 

rate base additions.  The largest of these blanket programs include installation of new 

services, replacement of underground facilities, new meters and local distribution 

transformers, and replacement of overhead facilities.” Id. at 6:106-10 (emphasis added).  

No evidence was presented that ComEd’s processes are not effective.   
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ii. Mr. Lazare’s Claims Do Not 
 Overcome ComEd’s Evidence 
 

As stated in Section I.D., once a utility presents a prima facie case that assets should be 

included in rate base, only if its business decisions to invest in those assets are determined by 

evidence to have been imprudent, or if the amounts spent on those assets are shown to have been 

unreasonable, may the Commission disallow the recovery of resulting costs.  BPI v. Illinois 

Commerce Comm’n, 279 Ill. App. 3d 824, 829-830 (1st Dist. 1996).  The General Assembly has 

established that an objective of utility regulation is that rates for utility services “should 

accurately reflect the cost of delivering those services and allow utilities to recover the total costs 

prudently and reasonably incurred.”  220 ILCS 5/1-102(a)(iv).19  The Commission is obligated to 

follow the cost recovery directive, and may not substitute Mr. Lazare’s speculation for evidence; 

nor may it impose an arbitrary limitation on ComEd’s costs based on expense levels in a prior 

period.  In addition, it has long been the law in Illinois that, once a utility presents a prima facie 

case establishing the costs needed to provide service, the burden of going forward with the 

evidence shifts to other parties to show that the costs are unreasonable because of inefficiency or 

bad faith.  Illinois Bell Tel. Co. v. Illinois Commerce Comm’n, 327 Ill. App. 3d 768, 776 (3d 

Dist. 2002); City of Chicago v. Cook County, 133 Ill. App. 3d 435, 442-443 (1st Dist. 1985).   

Mr. Lazare presented no such evidence.  Indeed, Mr. Lazare admitted that there is no 

evidence that: 

• any component of ComEd’s non-material costs were imprudently acquired or 

unreasonable in amount (Tr. at 1746:2-5; 1747:11-16); 
                                                 

19 See also, e.g., 220 ILCS 5/16-108(c) (“Charges for delivery services shall be cost based, and shall allow 
the electric utility to recover the costs of providing delivery services through its charges to its delivery service 
customers that use the facilities and services associated with such costs.”); Citizens Utility Bd. v. Illinois Commerce 
Comm’n, 166 Ill. 2d 111, 121 (1995) (“In setting rates, the Commission must determine that the rates accurately 
reflect the cost of service delivery and must allow the utility to recover costs prudently and reasonably incurred”) 
(rider case).   
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• ComEd could have purchased any component of underground lines at a cost less than it 

paid (Tr. at 1746:6-10); 

• ComEd could have purchased any component of new services at a cost less than it paid 

(Tr. at 1746:11-15); 

• ComEd could have acquired any piece of equipment at a lower cost than it actually paid 

(Tr. at 1746:16-20); 

• ComEd could have used any other engineering technique or process in installing 

underground lines or services that would have resulted in a lower cost than ComEd 

actually paid (Tr. at 1746:21-1747:4); or that 

• ComEd could have used any other management technique or process in installing 

underground lines or services that would have resulted in a lower cost than ComEd 

actually paid (Tr. at 1747:5-9).  

iii. Mr. Lazare Did Not 
 Review Available Data 
 

ComEd took numerous steps before and during this proceeding to ensure that Staff or any 

other party seeking information about its plant additions had easy access to information.  ComEd 

operations personnel met with Staff during its Rate Case Field Audit and were otherwise 

available for informal interviews.  At the time of its initial filing in October 2007, ComEd 

established data rooms in Springfield and Chicago that were filled with relevant documents, 

including three reports that directly related to the costs Mr. Lazare analyzed.  Lazare, Tr. at 

1723:22-1729:13.  During months of discovery, ComEd answered thousands of data requests and 

produced thousands of pages of requested documents, including information regarding the 

projects, the costs of which are recorded in the three FERC accounts Mr. Lazare reviewed. 
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Anticipating that Staff and others would be interested understanding how it managed 

plant additions, ComEd engaged a third party consulting firm, Power Delivery Research & 

Consulting Corp (“PDR&C”), to independently analyze its largest unique projects and blanket 

programs.  PDR&C interviewed ComEd personnel, gathered documents and drafted detailed 

evaluations. McMahan Dir., ComEd Ex. 5.0 Corr., 15:315-19.  At least three of the PDR&C 

reports were directly relevant to the costs Mr. Lazare used in his calculations:  “Install New 

Services for Residential Customers,” dated June 25, 2007; “Install New Services for Commercial 

Customers,” dated June 25, 2007; and “Emergency Replacement of Electrical Underground 

Equipment,” dated June 25, 2007.  Those reports were available in the data rooms and were sent 

directly to Mr. Lazare on December 10, 2007.  Tr. at 1738:1-6. 

As was detailed in cross-examination, Mr. Lazare did not take advantage of these 

opportunities ComEd provided to obtain or review information. Tr. at 1729:14-1732:18.  He 

visited the Springfield data room on one occasion but could not remember reviewing any plant 

addition files.  Tr. at 1729:1-13.  He did not look at any of the PDR&C reports and never asked 

questions about a unique construction project or any of ComEd’s blanket programs.  Tr. at 

1728:1-13, 1739:5-1740:21. 

It is noteworthy that other Staff, in the persons of Messrs. Griffin and Linkenback, were 

responsible for evaluating ComEd’s rate base additions.  They participated in the Rate Case Field 

Audit.  Tr. at 1729:14-1732:18.  They did not recommend any adjustments to rate base after their 

investigations, as to either underground cable or service lines.  Linkenback, Staff Ex. 8.0, 

23:477-82; Griffin, Staff Ex. 2.0 Corr. at Sched. 2.2. 



26 

iv. Mr. Lazare’s Mathematical 
 Analysis Is Flawed   
 

 Nonetheless, without analyzing or even reviewing the underlying plant data, Mr. Lazare 

argues that the Commission should exclude $111 million of real assets from rate base.  While 

there is no reason to even attempt a substitute calculation in light of the evidence ComEd 

provided, the record revealed that Mr. Lazare’s mathematical calculations are erroneous.  He first 

inaccurately and arbitrarily calculates numbers that he mistakenly claims are “unit costs” of 

cable and underground services.  He then incorrectly claims that these numbers are increasing at 

an “unexplained” rate.  Without pointing to a single asset that is unused, not useful, or that could 

have been installed at a lower cost – Mr. Lazare urges the Commission to reduce ComEd’s rate 

base by $111 million, in effect, requiring ComEd to write off $111 million of plant. 

 The record reveals the errors in this analysis: 

• Mr. Lazare’s calculated “unit costs” are meaningless.  Instead of focusing on the real 

costs of real projects, Mr. Lazare attempts to derive annual average “unit costs” for cable 

and services by dividing the total amounts in entire USOA accounts by miles of cable 

and the number of new services.  Lazare, Tr. at 1696:6-1697:19.  Those calculations do 

not result in a unit cost for cable or services or, for that matter, any valid, meaningful 

result.  The USOA accounts he used include far more than just cable and services,20 so 

when he divides by cable miles or the number of services, the resulting number does not 

reflect the cost of those assets, average or otherwise. 

• Changes in Mr. Lazare’s calculated “unit cost” do not track changes in the unit cost of 

the underground cable or services.  G. Williams Reb., ComEd Ex. 22.0 2nd Corr., 4:65-

                                                 
20 In the USOA, underground cable is included along with other assets in Accounts 366 and 367, and 

service lines are included along with other assets in Account 369.  ComEd Ex. 7.1, Sched. B-4, ll. 23, 24, & 26; 18 
C.F.R. 101, adopted at 283 Ill. Admin. Code §415.10. 
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77; 6:106-17.  They are heavily influenced by changes in other components of the 

accounts.  Moreover, as to service lines, his calculation is further compromised by the 

fact that business services are not at all uniform.  If a few very large projects fall in a 

particular year, that can significantly alter his “unit cost” and give a false impression as 

to the change in the typical cost of typical services.  Id. at 7:130-8:146. 

• ComEd provided data on the change in the costs of services and cable that Mr. Lazare 

did not consider.  Id. at 5:87-101, 7:139-46. 

• Mr. Lazare’s claim that the changes in his calculated “unit costs” are large and 

unexplained is based on an erroneous methodological choice.  His results are highly 

dependent on the arbitrary choice of years that Mr. Lazare chose to compare.  For no 

principled reason that he identified, Mr. Lazare chose to compare his calculated average 

of five earlier years, 2000 through 2004, to the average of two subsequent years, 2005 

and 2006.  Tr. at 1704:13-1707:18.  Mr. Lazare did not check any other periods, and did 

not know what they would reveal, but he acknowledged that the results would be 

different for each period.  Tr. at 1707:8-18.  During Mr. Lazare’s cross-examination, it 

was proven that if Mr. Lazare had used the four year period 2001 through 2004 as the 

initial period, that single change in his calculation would result in the “increase in 

average unit costs” for underground cable being reduced from the 48.9% found by Mr. 

Lazare to only 29% (less than the rate of inflation), eliminating 75% of Mr. Lazare’s 

proposed adjustment.  ComEd Cross Exs. 14 & 15; Tr. at 1711:10-1717:11.  No 

“methodology” that produces such wildly fluctuating results based on changing a single 

arbitrarily chosen input can be deemed reliable.  Albeit in a slightly different context, 

Mr. Lazare himself stated in his direct testimony: “The use of older data produces a less 
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precise picture of the current state of ComEd’s system.  This can be significant since 

assets are being retired as well as added.” Lazare Dir., Staff Ex. 5.0., 7:150-52.  

• Mr. Lazare acknowledges that, between January 2004 and January 2007, utilities across 

the country experienced a 34% increase in distribution plant costs, more than four times 

the rate of general inflation, and that his analysis failed to even consider the effect of 

general inflation, let alone the inflation directly impacting ComEd’s business.  ComEd 

Cross Ex. 13. p. 33, Tr. at 1701:3-1703:2.  Mr. Lazare also fails to compare ComEd’s 

costs to any other utilities.  In short, his calculated increase is devoid of any real world 

context.  

Finally, the Commission should consider the effect of the disallowance that Mr. Lazare 

recommends.  Based on nothing but his arithmetical exercise, Mr. Lazare seeks a $111 million 

reduction in rate base that would reduce needed revenues by $14.7 million.  Moreover, because it 

would be a disallowance of plant already in service, it would require ComEd to write off those 

assets and reduce ComEd’s 2008 earnings by more that $60 million, or about 25% of anticipated 

earnings for the year.  McDonald Sur., ComEd Ex. 41.0, 3:53-63.  In light of the evidence 

ComEd submitted, this action would raise anew significant concerns about the predictability and 

rationality of regulation in Illinois. 

c. Capitalized Incentive Compensation 
Other Than That in IV.B.1.b (See V.C.1.) 
 

Please see Section V.C.1. 

d. Customer Advances for Construction 
 

ComEd’s proposed rate base correctly accounts for Customer Advances for Construction.  

Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 21:440-41, 22:454-467; Houtsma/Frank Sur., 

ComEd Ex. 40.0 Corr. 12:250-60.  AG/CUB proposed two adjustments to customer advances.  
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The first adjustment is erroneous double-counting, and should be rejected.  The second 

adjustment is grossly overstated, and ComEd has already reflected the applicable reduction of 

$6.989 million in its rate base as revised in its surrebuttal.  No further adjustment is warranted. 

First, AG/CUB proposed an $11.102 million adjustment, that it later reduced to $7.904 

million, to customer advances for ComEd’s installation of customer-requested nonstandard 

equipment, based on 2007 data.  Effron Dir., AG/CUB Ex. 2.0, 13:285-14:314; Effron Reb., 

AG/CUB Ex. 5.0, 21:7-17; AG/CUB Ex. 5.1, Sched. B-3.  The adjustment is incorrect in any 

amount.  It is based on the theory that customer advances for non-standard equipment are 

“available” to ComEd to finance rate base assets in general.  See Effron Dir., AG/CUB Ex. 2.0, 

14:305-06.  That theory is wrong.  Individual customers advance funds to ComEd for installation 

of non-standard equipment.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 21:441-43.  These are 

funds that ComEd is obligated to use only for the specific project for which the funds are 

advanced.  Id. at 21:447-22:453, 22:467-70.  When the project is completed, the funds are 

credited against the cost of the project in ComEd’s books.  Id. at 21:445-47.  Thus, contrary to 

AG/CUB’s claim, ComEd cannot use the funds to finance other projects.  See also 

Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 9:196-10:202, 10:206-10, 10:215-11:229, 11:231-

33. 

These funds should only be used to reduce rate base if the specific project for which they 

were supplied is also included in rate base.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 10:210-

212.  Where the advances relate to a project that is in rate base, ComEd has already made the 

appropriate reduction to rate base.  Indeed, of the original proposed adjustment of $11.102 

million, $9.9 million already was credited against the amount of ComEd’s pro forma adjustments 

for capital additions.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 22:454-70.  See also 
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Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 10:210-13, 11:229-31.  Thus, AG/CUB’s first 

proposed adjustment is in large part a double-count.  Amounts already credited against rate base 

cannot be subtracted a second time on the theory that they are available as a source of financing.  

The adjustment should be rejected. 

Second, AG/CUB seeks to subtract $22.083 million from rate base for customer advances 

related to line extensions, based on 2007 data.  Effron Reb., AG/CUB Ex. 5.0, 21:19-22:10.  Of 

the $22.083 million, $10.018 million relates to projects not in rate base in the first place because 

they are either non-jurisdictional transmission projects, or because they are under construction 

and not yet complete.  It would be highly improper to deduct those advances from delivery 

services rate base because, like the other customer advances discussed above, they are being used 

to fund specific projects not in rate base and should not be treated as if they were available to 

fund general rate base projects.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 12:246-49, 12:253-

54.  The remaining $12.065 million has already been deducted from ComEd’s rate base (initially 

$5.076 million based on 2006 year-end balances, and in surrebuttal, the remaining $6.989 

million based on updated 2007 amounts).  Id. at 12:255-60; ComEd Ex. 40.01, Sched. RB-1, 

column (F); ComEd Ex. 40.01, Work Paper WPRB-4.  No further adjustment is warranted.   

e. Depreciable Life of Post-2006 Project 
 

 Staff witness Hathhorn takes issue with the normal five-year depreciable life that ComEd 

uses for the post-2006 Project software, and recommends an adjustment to reflect an 

amortization period of ten years instead.  Hathhorn Dir., Staff Ex. 1.0, 32:738-40.  “Post-2006 

Project” software refers to software modifications required by the end of the retail rate transition 

period at the end of 2006 and the “unbundling” of customer rates.  Waden Reb., ComEd Ex. 

26.0, 23:529-24:541.   
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Five years is the appropriate amortization period for the Post-2006 Project software.  

GAAP generally requires that assets having or expected to have a useful life greater than one 

year be capitalized, so that the cost of the asset is recognized over the period of the asset’s 

expected use.  Id. at 9:200-08.  GAAP leaves the appropriate depreciation period to the 

reasonable discretion of management.  Id. at 25:565-67.  Because software typically becomes 

obsolete in five years, ComEd’s general policy is to depreciate those costs over that period.  Id. 

at 24:544-48.  Consistent with this policy, ComEd depreciates the Post-2006 Project software 

over a five-year period.  Five years is the appropriate depreciable life for these system 

modifications because ComEd is already in the process of modifying its systems again due to the 

continued evolution of the retail market.  Moreover, additional enhancements to software are 

likely to be required by the elimination of the auction and ComEd’s new procurement model, the 

implementation of the Illinois Power Agency, and the provisions of Senate Bill 1299 related to 

utility consolidated billing and the purchase-of-receivables.  Waden Reb., ComEd Ex. 26.0, 

24:556-25:564; Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 9:179-88.  Unquestionably, the 

environment in which ComEd operates is dynamic and evolving, and ComEd’s billing system 

enhancements will likely become obsolete in a relatively short period of time.  Houtsma/Frank 

Sur., ComEd Ex. 40.0 Corr., 9:179-88.  Thus, the five-year amortization period corresponds with 

the reasonably anticipated useful life of the underlying asset and is appropriate. 

 Staff’s theory is that ten years is a more appropriate depreciation period because this 

project implemented changes required by legislative rate restructuring, and further changes of a 

similar magnitude are not likely to occur in the foreseeable future.  Hathhorn Dir., Staff 1.0, 

29:684-87.  The life of legislative requirements, however, does not dictate the useful life of 

software required to effectively implement those requirements.  Staff’s proposal to extend that 
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amortization period to ten years, which would reduce annual amortization by $1,487,000 

(Hathhorn Reb., Staff Ex. 14.0, Sched. 14.8), will not result in a proper matching of benefits and 

costs, and should be rejected. 

2. Accumulated Provisions for Depreciation and Amortization 
 

ComEd’s calculation of its Depreciation Reserve should be approved.  ComEd correctly 

calculated the Depreciation Reserve using the same methodology that it employed, and that the 

Commission approved, in ComEd’s 2005 and 2001 rate cases.  The proposals by AG/CUB and 

IIEC to move forward the Depreciation Reserve, and thereby reduce rate base, are improper.  

The Commission expressly rejected the same proposal by the AG in ComEd’s 2005 and 2001 

rate cases and also in the 2007 Peoples Gas/North Shore Gas rate cases.  Peoples, 07-0241/07-

0242 [Cons.] (Final Order) at 16-17; ComEd,  05-0597 (Final Order) at 15; Commonwealth 

Edison Co., ICC Docket No. 01-0243, (Interim Order, April 1, 2002) at 41-44 (ruling carried 

forward to Final Order of March 28, 2003). 

a. ComEd Correctly Calculated the 
Depreciation Reserve Consistent With 
the Orders in its 2005 and 2001 Rate Cases 
 

ComEd correctly calculated the Depreciation Reserve.  Consistent with Commission 

rules and prior orders, ComEd started with the jurisdictional figure for the reserve as of the end 

of the test year, i.e., as of December 31, 2006, and then made the adjustments needed to reflect 

the impacts of its proposed adjustments to plant, including its pro forma adjustments for post-test 

year capital additions.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr., 18:327-34, 34:660-35:683, 

36:689-93; ComEd Ex. 7.1, Sched. B-1, p.1, l. 8, column (D), Sched. B-2, p.1, columns (B) and 

(C), Sched. B-2.1; ComEd Ex. 7.2, Work Papers WPB-2.1a, WPB-2.1b.21 

                                                 
21  ComEd, in rebuttal and surrebuttal, made the correct updates and revisions and, in surrebuttal, also 

provided the reserve adjustments reflecting the Staff/ComEd Stipulation.  Houtsma/Frank Reb., ComEd Ex. 25.0 
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b. AG/CUB’s and IIEC’s Proposals to Inflate 
the Depreciation Reserve Are Improper _ 
 

AG/CUB and the IIEC seek to add seven quarters of post-test year depreciation expenses 

for test year plant to the Depreciation Reserve, in the amount of $693,553,000 under the 

AG/CUB proposal, and in the amount of $566,832,000 under the IIEC proposal.  AG/CUB 

Ex. 5.1, Sched. B-1.1, p.4; IIEC Ex. 2.21, p.1.22 

As the Commission has previously found, AG/CUB and IIEC’s proposals are contrary to 

the Commission’s rules and basic ratemaking principles because they: (1) seek improperly to 

change the test year as to the Depreciation Reserve for test year plant; (2) disregard that the 

pro forma adjustments rule provides for “changes ... in plant investment...” (emphasis added), not 

in net plant (or rate base); and (3) disregard that the rule prohibits adjustments based on 

“[a]ttrition or inflation” (the depreciation on test year plant in their proposal being attrition over 

time).  83 Ill. Adm. Code §§ 287.20, 287.40; see also, e.g., Houtsma/Frank Reb., ComEd Ex. 

25.0 Corr., 23:474-78, 23:491-25:521, 26:540-42; Houtsma-Frank Sur., ComEd Ex. 40.0 Corr., 

12:262-20:433.  

                                                                                                                                                             
Corr., 10:191-208, 23:483-87; ComEd Ex. 25.01, Sched. B-1, p.1, l. 8, column (E), Sched. B-2, p.1, columns (B) 
and (C), Sched. B-2.1; ComEd Ex. 25.02, Work Papers WPB-2.1a, WPB-2.1b; Houtsma/Frank Sur., ComEd Ex. 
40.0 Corr., 3:49-61; ComEd Ex. 40.01, Sched. RB-1, column (I).  Staff used the same methodology as ComEd when 
Staff also provided the reserve adjustments for the pro forma capital additions.  See Griffin Reb., Staff Ex. 15.0 
Corr., Sched. 15.2. 

22 The above AG/CUB and IIEC figures assume the approval of ComEd’s pro forma adjustments for 
post-test year capital additions through and including the third quarter of 2008, as is reflected in the AG/CUB and 
IIEC calculations of those figures.  As noted earlier, under the proposal supported by Staff witness Mr. Griffin’s 
rebuttal (Staff Ex. 15.0 Corr.) and also reflected in the Staff/ComEd Stipulation, ComEd’s rate base would not 
include the pro forma capital additions for the third quarter of 2008 and there would be no adjustment to the 
Depreciation Reserve for test year plant.  AG/CUB has recognized that if the approved pro forma capital additions 
do not include the additions for that quarter, then adjusting the Depreciation Reserve for test year plant for that 
quarter is unjustified, (AG/CUB Ex. 8.1, Sched. B-1.1), although AG/CUB has not recognized that ComEd’s 
agreement in the Staff/ComEd Stipulation to exclude the capital additions for that quarter is conditioned upon, 
among other things, there being no adjustment at all to the Depreciation Reserve for test year plant. 
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On three separate occasions, the Commission has correctly rejected the same proposal by 

the AG that AG/CUB and the IIEC have renewed in this case.  

• In the 2005 ComEd rate case, the Commission held: “The AG’s proposed adjustment 

does not correlate to any pro forma 2005 capital additions or any plant adjustment 

proposed by any of the parties.  Instead, the AG’s proposal merely takes one part of the 

rate base and moves it one additional year into the future.  ComEd argues that the 

Commission rules and test year ratemaking principles prohibit such an adjustment.  The 

Commission concurs with ComEd as to this issue.  Further, the Commission finds the 

cases presented by the AG to be inapplicable and without merit.  The Commission agrees 

with ComEd’s assertion that the effect of the AG’s proposed adjustment would be to 

inappropriately bring the test year into the future for accumulated depreciation.”  ComEd 

05-0597 (Final Order) at 15.  In so holding, the Commission rejected as inapplicable the 

AG’s citations to the 2001 Order in ICC Docket No. 01-0432 (involving Illinois Power 

Company (“IP”)) and the 2003 Order in ICC Docket Nos. 02-0798, 03-0008, and 

03-0009 (involving Union Electric (“UE”) and Central Illinois Public Service (“CIPS”)), 

the same two Orders that Mr. Effron and Mr. Gorman rely on in the instant case (e.g., 

Effron Reb., AG/CUB Ex. 5.0, 7:4-15; Gorman Reb., IIEC Ex. 6.0 Corr., 15:293-16:332). 

 
• The Commission also rejected the same proposal in ComEd’s 2001 rate case.  ComEd  

01-0423 (Interim Order) at 41-44 (ruling carried forward to final Order of March 28, 

2003). 

 
• In February 2008, the Commission again rejected the same proposal in its Order in the 

2007 Peoples Gas/North Shore Gas rate cases, once more rejecting AG’s and CUB’s 
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citations to the 2001 IP Order and the 2003 UE/CIPS Order.  The Commission held:  “All 

parties agree that this issue has been previously addressed by the Commission.  …  In 

[05-0597], then AG witness Effron proposed to increase through the end of 2005, the 

entire depreciation pertaining to all plant that went into service prior to and in the 2004 

test year.  ComEd 05-0597 (Final Order) at 12.  The proposal of GCI witness Effron is 

essentially the same in this case.  …  In our view, and under our analysis, the outcome of 

the 05-0597 proceeding is controlling on the dispute at hand.  Indeed, we are shown 

nothing as would have us depart from the decision that the Commission set out in that 

matter.  …  Thus, we are unable to lawfully deviate from that conclusion.”  Peoples 07-

0241/07-0242 [Cons.] (Final Order) at 16-17.   

Finally, Mr. Effron’s suggestion that his and Mr. Gorman’s proposal is substantively 

different from the AG proposal rejected by the Commission in the 2005 ComEd rate case lacks 

merit.  His claim that his proposal is new is inaccurate (e.g., his claim that this case is different 

on the theory that a pro forma adjustment for removal costs was not made in the 2005 case is 

incorrect).  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 12:262-20:433.  Indeed, AG/CUB and 

IIEC argue that the 2001 IP and 2003 UE/CIPS Orders support their proposal.  The AG and CUB 

made that same argument, which the Commission flatly rejected, in the 2005 ComEd rate case 

and in the 2007 Peoples Gas/North Shore Gas rate cases.  The AG/CUB and IIEC proposals 

should be rejected. 

3. Accumulated Deferred Income Taxes (ADIT) 
 

ComEd’s calculation of its ADIT balance also should be approved.  ComEd correctly 

started with the jurisdictional figure for ADIT as of the end of the test year, i.e., as of 

December 31, 2006, and then made the correct adjustments needed to reflect the impacts of its 
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proposed adjustments to plant, including its pro forma adjustments for post-test year capital 

addition, using the same methodology that it employed, and that the Commission approved, in 

ComEd’s 2005 and 2001 rate cases.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr., 19:346-55, 

34:660-35:683, 36:689-93; ComEd Ex. 7.1, Sched. B-1, p.1, l. 11, column (C), Sched. B-2, p.1, l. 

11, column (B), Sched. B-2.1.23 

 Once again, Mr. Effron and Mr. Gorman propose to add more ADIT related to test year 

plant, in the amount of $75,350,000 in the case of AG/CUB, Effron Supp. Reb., AG/CUB 

Ex. 8.0, 3:8-4:22, 6:4-9; AG/CUB Ex. 8.1, Scheds. B and B-2, and in the amount of $87,673,000 

in the case of IIEC. Gorman Dir., IIEC Ex. 2.0 Corr., 58:1250-59:1276; IIEC Ex. 2.21.24  The 

AG/CUB and IIEC proposals to increase ADIT are based on the same theories they invoke for 

their proposed adjustments to the Depreciation Reserve for post-test year depreciation expense 

on test year plant.  See, e.g., Effron Dir., AG/CUB 2.0, 11:227-12:256; Effron Reb., AG/CUB 

Ex. 5.0, 18:21-19:16, 20:6-21:4; Gorman Dir., IIEC Ex. 2.0 Corr., 59:1259-76; Gorman, Tr. at 

856:18-857:6. 

The Commission should reject the AG/CUB and IIEC proposals to inflate ADIT for test 

year plant for the same reasons that the Commission should reject their proposed adjustments to 

the Depreciation Reserve (discussed in Section IV.C.2).  Their proposals to inflate ADIT for test 

year plant are unwarranted and inconsistent with the test year and pro forma adjustments rules 

                                                 
23  ComEd correctly updated the amounts to be added to ADIT for the pro forma capital additions when the 

additions were updated in rebuttal.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 10:191-208; ComEd Ex. 25.01, 
Sched. B-1, p.1, l. 11, column (E), Sched. B-2, p.1, column (B), Sched. B-2.1.  ComEd also provided the correct 
ADIT adjustments reflecting the Staff/ComEd Stipulation.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 3:49-61; 
ComEd Ex. 40.01, Sched. RB-1, l. 11, column (I). 

24  AG/CUB originally proposed a figure of $116,750,000.  Effron Dir., AG/CUB Ex. 2.0, 11:245 – 12:256.  
AG/CUB’s rebuttal testimony attachments appear to reduce the figure to $88,297,000.  See AG/CUB Ex. 5.1, 
Scheds. B, B-2.  AG/CUB’s supplemental rebuttal testimony revised the figure to $75,350,000, assuming that the 
pro forma capital additions for the third quarter of 2008 are withdrawn.  Effron Supp. Reb., AG/CUB Ex. 8.0, 3:8 – 
4:22, 6:4-9; AG/CUB Ex. 8.1, Scheds. B and B-2.  IIEC did not present any revised figures. 
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and past Commission Orders.  Houtsma/Frank Dir., ComEd Ex. 25.0 Corr., 26:544-50; 

Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 17:378-18:397, 19:420-26, 20:435-38. 

D. Rate Base (Total) 
 
For the reasons discussed in the preceding subsections of Section IV, the proposed set of 

issue resolutions set forth in the Staff/ComEd Stipulation support a rate base of $6,752,566,000, 

otherwise, the appropriate figure is $6,951,006,000. 

V. OPERATING EXPENSES 
 

A. Overview 
 
 ComEd’s delivery services operating expenses are comprised of three main categories: 

(1) expenses recorded in Operating and Maintenance (“O&M”) Accounts under the USOA that 

are functionalized to the distribution function; (2) the portion of expenses recorded in other 

O&M Accounts that are customer-related and that are appropriately assigned or allocated to the 

delivery services function; and (3) the portion of expenses recorded in other FERC Accounts that 

are appropriately assigned or allocated to the delivery services function.  Houtsma/Frank Dir., 

ComEd Ex. 7.0 Corr., 23:443-24:455.  The last category includes items such as Administrative 

and General (“A&G”) Expenses, Depreciation and Amortization Expenses, and Taxes.  Id. at 

24:453-55.  

Pursuant to the proposed set of issue resolutions set forth in the Staff/ComEd Stipulation, 

ComEd’s final revised revenue requirement includes $1,552,251,000 in delivery services 

operating expenses (including $208,475,000 of income taxes), reduced from its initial figure of 

$1,576,653,000 (including $219,125,000 of income taxes).  Compare ComEd Ex. 40.01, Sched. 

RR-1, l. 17, column (I), plus l. 23, column (I); with ComEd Ex. 7.1. Sched. C-1, p.1, l. 17, 

column (G), plus l. 23, column (G).  The Direct, Rebuttal, and Surrebuttal Panel Testimony of 
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ComEd witnesses Mses. Kathryn M. Houtsma and Stacie M. Frank discuss and quantify these 

delivery services operating expenses in detail, and the Direct Testimony of ComEd witnesses 

Mr. Williams, Mr. McMahan, and Ms. Clair illustrate that those expenses were prudently 

incurred, necessary, reasonable in amount, needed to provide distribution and customer service, 

and are appropriate for purposes of determining the revenue requirement.25  

B. Uncontested Issues 
 

1. Storm Expenses (Uncontested) 
 

 ComEd and Staff agree that the revenue requirement should reflect the 2002-2007 six –

year average storm restoration expenses of $26,029,000.26  Ostrander Dir., Staff Ex. 3.0, 9:182-

10:200; Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 52:1065-77; ComEd Ex. 25.01, Sched. C-

2, page 1, column (C); ComEd Ex. 25.02, Work Paper WPC-2.2.   

2. Rate Case Expenses (Uncontested) 
 

a. Rate Case Expenses of the 
 Instant Case (Uncontested) 

 
 In its Direct testimony, Staff proposed a reduction to ComEd’s recovery of rate case 

expenses, stating that ComEd should recover only the amount of rate case expenses that can be 

“adequately supported.”  Griffin Dir., Staff Ex. 2.0 Corr., 17:335-41, 18:361-20:387.  ComEd 

provided that support and Staff agreed.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 64:1329-

66:1361; Griffin Reb., Staff Ex. 15.0 Corr., 12:237-44.  Staff, however, proposed a $1 million 

reduction in ComEd’s rate case expenses on the grounds that the Staff/ComEd Stipulation 

substantially reduced the issues in the instant case.  Griffin Reb., Staff Ex. 15.0 Corr., 12:244-
                                                 

25 If the Commission does not approve the Staff/ComEd Stipulation, then it should approve operating 
expenses of $1,659,956,000 (including income taxes of $214,815,000).  ComEd Ex. 40.01, Sched. RR-1 and RR-2 
and the associated work papers in ComEd Ex. 40.02. 

26 For all of the uncontested operating expenses items where ComEd agreed to an adjustment, ComEd has 
made that adjustment in its revised revenue requirement figures in rebuttal or surrebuttal. 
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13:247.  In order to narrow the issues, under the terms set forth in the Staff/ComEd Stipulation, 

ComEd did not object to a reduction of ComEd’s requested rate case expenses in the instant case 

by $1 million and to amortization of the adjusted amount over three years, and has reflected 

those adjustments in its rate base.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 28:618-29:631; 

Staff-ComEd Jt. Ex. 1.0.27 

b. Original Cost Audit Legal 
 Expenses (Uncontested)__ 

 
 Staff proposed a reduction of $794,000 to ComEd’s Original Cost Audit (“OCA”) legal 

expenses.  Griffin Dir., Staff Ex. 2.0 Corr., 16:310-17:328.  Under the Staff/ComEd Stipulation, 

ComEd does not object to Staff’s adjustment to OCA expenses.  Houtsma/Frank Sur., ComEd 

Ex. 40.0 Corr., 29:632-41; ComEd Ex. 40.01, Sched. RR-2, column (E); ComEd Ex. 40.02, 

Work Paper WPRR-2.28 

3. Advertising (Uncontested) 
 

In order to narrow the issues, ComEd does not contest Staff’s disallowance of $180,794 

for print media advertising costs ($116,237) and 3-second radio advertisements ($64,557).  

Ostrander Dir., Staff Ex. 3.0, 4:79-6:110; Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 67:1385-

92; ComEd Ex. 25.01, Sched. C-2, page 4, column (D).   

                                                 
27  If, however, the Staff/ComEd Stipulation is not accepted, the logic supporting the $1 million reduction 

in rate case expenses is no longer valid, and the Commission should allow ComEd to recover the full amount of rate 
case expenses (amortized over three years) as presented in its proposed revenue requirement.  Houtsma/Frank Dir., 
ComEd Ex. 7.0 Corr., 40:792-96; ComEd Ex. 7.0, Sched. C-2, page 2, column (D), Sched. C-2.9, Sched. C-10 
(Public); Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 64:1330-66:1361. 

28  If, however, the Staff/ComEd Stipulation is not accepted, then the Commission should allow ComEd to 
recover the full amount of OCA legal expenses of $794,000 amortized over the uncontested period of three years, 
which would result in restoring $265,000 to ComEd’s surrebuttal revenue requirement.  Houtsma/Frank Reb., 
ComEd Ex. 25.0 Corr., 66:1363-70; Griffin Dir., Staff Ex. 2.0 Corr., 17:329-34. 



40 

4. Charitable Contributions (Uncontested) 
 

 Staff’s Rebuttal Testimony agreed that ComEd’s Rebuttal Testimony substantiated that 

contributions to certain community organizations were for the public welfare and allowable.  

Thus, Staff withdrew its proposed adjustment for charitable contributions.  Ostrander Dir., Staff 

Ex. 3.0, 6:111-8:153; Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 67:1393-71:1484; Ostrander 

Reb., Staff Ex. 16.0, 2:23-30.   

5. Lobbying (Uncontested) 
 

 In order to narrow the issues, ComEd does not contest Staff’s disallowance of ComEd’s 

$25,000 donation to the Illinois Manufacturer’s Association.  Ostrander Dir., Staff Ex. 3.0, 

8:154-9:170; Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 71:1485-72:1492.  In addition, in 

order to narrow the issues, ComEd does not contest Staff’s disallowance of $9,000 of lobbying-

related expenses related to ComEd’s pro forma salaries and wage increase.  Ostrander Dir., Staff 

Ex. 3.0, 9:171-81; Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 72:1493-96.  The jurisdictional 

amount of those adjustments is $31,000.  ComEd Ex. 25.01, Sched. C-2, p.4, column (C), Sched. 

C-2.20.   

6. “Non-recurring” Expenses 
 (AT&T Lease) (Uncontested) 
 

 ComEd agreed to amortize over a three-year period the costs associated with a lease 

abandonment charge, and reflected that in its revenue requirement.  Ostrander Reb., Staff Ex. 

16.0, 4:68-78; Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 29:648-30:654; ComEd Ex. 40.01, 

Sched. RR-2, column (B); ComEd Ex. 40.02, Work Paper WPRR-1.   
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7. Derivative Impact of Capitalized Incentive 
 Compensation Not Allowed in 2005 
 Rate Case (See IV.B.1.b.) (Uncontested _ 

 
There is no dispute regarding the correct calculation of the derivative impacts of the 

uncontested adjustment to plant discussed in Section IV.B.1.b.  Hathhorn Dir., Staff Ex. 1.0, 

Sched. 1.7, p.5; ComEd Ex. 25.01, Sched. B-2, p.1, column (H), Sched. C-2, p.4, column (E). 

 
C. Contested Issues 
 

1. Incentive Compensation Cost and Expenses 
 

The Commission should approve the costs of ComEd’s incentive compensation 

programs, which are necessary to secure and retain qualified employees and are consistent with 

all of the Commission’s prior orders.  The incentive compensation costs and expenses at issue 

involve amounts incurred under ComEd’s two incentive compensation plans: (1) the Annual 

Incentive Plan (the “AIP”); and (2) the “Long-term Incentive Plan” (the “LTIP”).  McDonald 

Dir., ComEd Ex. 9.0, 22:449-51; Hathhorn Reb., Staff Ex. 14.0, Sched. 14.7, pp. 2-4; Hathhorn, 

Tr. at 655:15-656:5.  Uncontested evidence shows that: (1) ComEd’s total compensation, which 

includes the costs (capitalized amounts) and expenses incurred under its two incentive 

compensation plans, is prudently incurred and reasonable in amount; and (2) the two plans are 

necessary to help attract and maintain a sufficient, qualified, and motivated work force.  

McDonald Reb., ComEd Ex. 28.0, 22:479-23:495; McDonald Sur., ComEd Ex. 41.0, 7:140-53, 

10:217-11:221.  No witness testified to the contrary.  Thus, as a matter of law, ComEd should be 

allowed to recover the amounts incurred under the plans.  To deny cost recovery would violate 

the well-established principle that rates “must allow the utility to recover costs prudently and 

reasonably incurred.”  Citizens Utility Bd. v. Illinois Commerce Comm’n, 166 Ill. 2d 111, 121 

(1995). 
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In ComEd’s 2005 rate case, the Commission expressly approved full recovery of 

incentive compensation costs and expenses incurred pursuant to the cost control metric of the 

AIP.  Staff, AG/CUB, and the IIEC nonetheless propose in this case to disallow substantial 

portions of the amounts incurred pursuant to that metric.  The revenue requirement impact of that 

disallowance, using Staff’s proposed quantification, is $6,154,000.  In addition, as shown below, 

ComEd has changed other aspects of these incentive compensation plans to conform to the 

guidance contained in recent Commission Orders.  These disallowances are summarized below.   

a. The AIP’s Total Cost Goal 
 

  The Annual Incentive Plan creates reasonable performance incentives for both executive 

and non-executive employees.  The AIP metrics are designed as follows.  Under the AIP, as to 

non-executives: (1) 50% of the compensation is directly tied to operational metrics consisting of 

performance on operational measures including outage duration performance (i.e., Customer 

Average Duration Interruption Index or “CAIDI”), outage interruption frequency (i.e., System 

Average Interruption Frequency Index or “SAIFI”), and Occupational Safety and Health 

Administration (“OSHA”) recordable incidents; and (2) 50% is tied to the ComEd Total Cost 

goal (i.e., controlling ComEd’s operating and maintenance or “O&M” expenses and capital 

expenditures).  McDonald Dir., ComEd Ex. 9.0, 24:482-92.  Controlling total costs is also 

important for performance goals, including reliability metrics.  Under the AIP, as to executives: 

(1) 25% of the compensation paid is tied to CAIDI, SAIFI, and OSHA recordable incidents; (2) 

25% is tied to the Total Cost goal; and (3) 50% is tied to ComEd’s net income (reflecting 

revenues and costs and expenses).  Id. at 24:482-503.  In order to maintain ComEd’s 

commitment to customer satisfaction, ComEd AIP payments for all eligible employees are 
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adjusted upward or downward based on the results of an American Customer Satisfaction Index 

(“ACSI”) Proxy survey.  Id. at 24:503-25:506. 

ComEd amended these AIP metrics in 2007, expressly to conform to the Commission’s 

Order in ComEd’s 2005 rate case.  The 2007 amendments removed the metric tied to Exelon 

earnings per share (“EPS”) and increased the focus on the achievement of ComEd goals such as 

the Total Cost and Net Income metrics as indicated above.  McDonald Dir., ComEd Ex. 9.0, 

24:482-503.29 

Despite ComEd’s actions to strictly conform to the Commission’s Order, Staff proposes 

to disallow the 50% of the AIP costs and expenses that are tied to the Total Cost goal, even 

though Staff’s witness concedes that it “includes targets for operating and maintenance (‘O&M’) 

expenses plus capital expenditure goals.”  Hathhorn Dir., Staff Ex. 1.0, 13:275-78.  Thus Staff 

would deny recovery of $3,018,000 of capitalized test year costs and $4,999,000 of test year 

operating expenses (including the impacts of payroll taxes and depreciation) plus another 

$810,000 of operating expenses included in ComEd’s pro forma adjustment.  McDonald Reb., 

ComEd Ex. 28.0, 16:342-45; Staff Cross Ex. 6.  That yields a revenue impact of $6,154,000.  

IIEC also proposes to disallow the 50% of the AIP costs and expenses tied to the Total Cost goal.  

Gorman Dir., IIEC Ex. 2.0 Corr., 60:Table 7.  AG/CUB generally proposes to disallow across the 

board 50% of all incentive compensation costs and expenses, and in some instances 100%, as 

discussed below. 

All of the proposals to disallow amounts tied to the Total Cost goal lack merit, for several 

reasons.  First, those proposals are directly contrary to the Commission’s determinations in 

                                                 
29 Before the amendments, as reflected in the Order in ComEd’s 2005 rate case (ComEd 05-0597 (Final 

Order) at 91), 50% of the AIP metrics were tied to CAIDI and SAIFI and ComEd’s Total Costs, and 50% were tied 
to Exelon’s EPS. 
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ComEd’s 2005 rate case.  In that Order, the Commission found that all of the amounts tied to the 

AIP’s Total Cost metric should be allowed. 

In ICC Docket 05-0597, the Commission adhered to its position in ICC 
Docket 01-0423 [ComEd’s 2001 rate case] that “such expenses should be 
recovered if the incentive compensation plan has ‘reduced expenses and created 
greater efficiencies in operations’ and thus, ‘it can reasonably be expected to 
provide net benefits to ratepayers.’”  ICC Docket 05-0597 Final Order at 95.  
Concluding that “it is hard to ignore the tangible benefits to ratepayers” that result 
from meeting operational goals, such as “increased reliability as measured by 
SAIFI and CAIDI” and “reducing O&M and capital expenses,” the Commission 
approved recovery of incentive compensation resulting from meeting “funding 
measures associated with operational goals.”  ICC Docket 05-0597 Final Order at 
96-97. 

McDonald Reb., ComEd Ex. 28.0, 12:263-13:272. 

Second, the theory that incentive compensation amounts tied to cost control metrics 

should be disallowed as benefiting shareholders was rejected by the Commission even more 

recently in Peoples (at 66), and it is inconsistent with several other Commission Orders as well.  

McDonald Reb., ComEd Ex. 28.0, 14:301-15:318; ComEd 01-0423 (Order, March 28, 2003) at 

129; Consumers Illinois Water Co., ICC Docket No. 03-0403, (Order, April 13, 2004) at 15; 

Northern Illinois Gas Co., ICC Docket No. 95-0219, (Order, April 3, 1996) at 27. 

Third, even setting aside the Commission’s past rulings, Staff’s claim that the Total Cost 

goal is shareholder-oriented simply is incorrect.  As Mr. McDonald explained: 

The total cost goal is an operational metric.  It provides an incentive to manage 
cost levels, which benefits customers through lower rates than otherwise would be 
expected, improved efficiency, and productivity.  The Commission has repeatedly 
recognized the benefits to customers from incentive compensation programs that 
reward employees for controlling or lowering operating costs. 

McDonald Reb., ComEd Ex. 28.0, 13:286-14:290.  See also, id. at 15:319-16:345. 

ComEd revised the AIP to abolish the Exelon EPS funding measure and replaced it for 

most employees with the ComEd-specific total costs goal in response to the rulings in the Order 

in the 2005 rate case.  McDonald Reb., ComEd Ex. 28.0, 14:293-300.  ComEd’s compliance 
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with that Order should not result in a denial of cost recovery.  In sum, this portion of ComEd’s 

AIP has been expressly approved by the Commission.  No party has presented any evidence or 

reason why the Commission should reverse course and now disallow what it has consistently 

approved. 

b. The AIP’s Net Income Metric 
 

Staff also proposes to disallow all of the costs and expenses associated with the net 

income metric of the AIP on the grounds that it “primarily” benefits shareholders.  Hathhorn 

Dir., Staff Ex. 1.0, 11:246-47.  Thus Staff would deny recovery of $333,000 of capitalized test 

year costs and $541,000 of test year operating expenses plus another $88,000 of operating 

expenses in ComEd’s pro forma adjustment.  See Id. at Sched. 1.7, p.3, and Att. B, p.4 (figures 

derived from data on those pages); Staff Cross Ex. 6.  That yields a revenue impact of $667,000.  

IIEC proposes to disallow 50% of the test year amounts associated with the net income metric on 

the theory that the achievement of the metric benefits both customers and shareholders.  Gorman 

Dir., IIEC Ex. 2.0 Corr., 61:1297-99. 

Amounts incurred under the net income metric should be allowed in full, because they 

benefit customers in multiple respects.  As Mr. McDonald stated: 

The ComEd-specific net income goal used in the executive portion of the AIP is 
the type of key performance indicator, like the total cost measure, that benefits 
customers.  As I explained in my direct testimony, by including a net income 
component in the executive measurement along with the operating metrics, 
ComEd executives are encouraged to align revenues and expenditures to the 
extent possible and to monitor and control expenses while continuing to focus on 
reliability and safety.   These efforts are focused on ComEd’s financial health and 
maintenance of financial stability that will enable ComEd to serve its customers 
and continue to make the significant distribution system expenditures required by 
the business. 

McDonald Reb., ComEd Ex. 28.0, 18:393-19:401.  See also, McDonald Sur., ComEd Ex. 41.0, 

9:181-96.  The challenged amounts incurred under the AIP should be allowed.  
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c. AG/CUB’s 50% Theory 
 

  As noted earlier, AG/CUB proposes to disallow 50% of all costs and expenses incurred 

under the AIP.  Effron Dir., AG/CUB Ex. 2.0, 20:429-21:444.  AG/CUB’s 50% cost recovery 

proposal is based on: (1) the Commission’s disallowance of 50% of ComEd’s incentive 

compensation as based on EPS in the 2005 rate case combined with (2) AG/CUB’s theory that 

the Commission should ignore the changes that ComEd made in the AIP in 2007 in light of the 

Order in that case.  Id.  AG/CUB is wrong.  ComEd’s modifications of its plan in response to the 

Commission’s decision is exactly the type of regulatory response that the Commission should 

recognize.  To ignore ComEd’s following that Order is neither reasonable nor fair.  In ComEd’s 

2005 rate case, which involved a 2004 test year, the Commission based its decision on the 

metrics as amended in 2005.  The Commission should adopt the same approach here. 

d. The LTIP 
 

The Long-Term Incentive Plan is a more limited incentive compensation plan necessary 

to ensure ComEd a stable, expert leadership.  The LTIP metrics are designed as follows.  Under 

the LTIP, as to officers, one-third of the compensation is tied to CAIDI and SAIFI, while the 

other two-thirds is designed to help restore ComEd to financial health so that it can continue to 

provide the type of service to customers that the Commission encourages.  McDonald Reb., 

ComEd Ex. 28.0, 20:425-21:446; see also Hathhorn Dir., Staff Ex. 1.0, Att. C, p.4.  As to the 

latter components, more specifically, one-third is tied to ComEd’s operating return on equity and 

capital structure goal and one-third consists of a combined regulatory/legislative goal based on 

attainment of and implementation of a procurement process that provides for recovery of power 

costs, avoidance of legislation that could adversely affect operations of the business and both 

planning and filing of future rate cases that provide for more timely recovery of prudently 



47 

incurred costs.  McDonald Reb., ComEd Ex. 28.0, 21:447-54; Hathhorn Dir., Staff Ex. 1.0, Att. 

C, p.4.  Key managers in select, non-officer management positions who play key roles in 

supporting ComEd’s operational success and whose retention is critical to long-term succession 

planning also participate in a separate LTIP program.  McDonald Dir., ComEd Ex. 9.0, 

23:465-71. 

  Staff and IIEC both originally proposed to disallow all of the costs and expenses 

associated with the LTIP.  Hathhorn Dir., Staff Ex. 1.0, 14:304-07; Gorman Dir., IIEC Ex. 2.0 

Corr., 61:1300-02.  Staff later modified its position to disallow only the non-SAIFI/CAIDI 

portions, resulting in Staff’s proposal to disallow $1,048,000 of capitalized costs and $6,026,000 

of operating expenses (not including derivative financial impacts).  Hathhorn Reb., Staff Ex. 

14.0, Sched. 14.7, p. 4, ll. 12 and 17.  That yields a revenue impact of $6,858,000.  The IIEC 

proposal would deny recovery of $1,280,000 of capitalized costs and $7,004,000 of operating 

expenses (not including derivative financial impacts).  IIEC Ex. 6.4, ll. 7 and 9. 

Staff’s and IIEC’s proposed disallowances should be rejected.  The Commission 

consistently has approved ComEd incentive compensation amounts associated with reliability 

metrics.  Further, as Mr. McDonald pointed out, the LTIP’s non-CAIDI/SAIFI metrics have been 

specifically designed to meet the criteria set out by the Commission in the 2005 Rate Case.  They 

are ComEd-specific goals that:  

meet the Commission’s expressed approval of standards focusing on “reducing 
expenses and creating greater efficiencies in operations.”  Final Order, ICC 
Docket 05-0597 at 96.  The return on equity and capital structure goals are 
directly affected by expense reductions and improved efficiencies, which can 
improve the results of operations, and, as the LTIP program measure description 
indicates, restore ComEd’s “financial stability.” 

McDonald Reb., ComEd Ex. 28.0, 21:457-63.  Moreover: 

[A]chievement of the regulatory and legislative goals [also] benefits customers by 
reducing the risk of the many adverse developments that would result if ComEd 
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were unable to recover its procurement costs or unable to obtain timely recovery 
of prudently incurred costs.  There is no merit to Ms. Hathhorn’s suggestion that 
timely recovery of prudent costs is inconsistent with customer interests.  ICC 
Staff Ex. 1.0 at 15.  All utility customers must pay prudently incurred costs, both 
for delivery services and for power procurement.  Achievement of the processes 
necessary to accomplish recovery of those costs and the alignment of revenue and 
expenditures are some of the most important operational efficiencies that a 
regulated utility must constantly strive to attain.  Failure to succeed with that goal 
threatens a utility’s ability to provide safe and reliable service, to invest in 
infrastructure and new technological improvements and countless other benefits 
that financially stable utilities are able to provide to customers. 

Id. at 21:463-22:475. 

Notwithstanding the fact that the plan metrics should result in cost recovery, AG/CUB 

proposes to disallow the portions of the LTIP paid not in cash but through stock-based 

compensation.  Effron Reb., AG/CUB Ex. 5.0, 26:10-20.  The form of the payments under the 

LTIP is not a valid reason to disallow the amounts paid.  Recoverability should be determined 

based on the plan metrics, not on the form of payment.  Houtsma/Frank Sur., ComEd Ex. 40.0 

Corr., 23:508-15.  ComEd has shown that the amounts incurred under the LTIP metrics should 

be recoverable, as discussed above.  

e. AG/CUB’s Proposal to Reject 
ComEd’s Pro Forma Adjustment 
 

Finally, AG/CUB proposes to disallow ComEd’s pro forma adjustment that updated its 

incentive compensation amounts related to 2007 targets.  AG/CUB bases its disallowance on the 

theory that customers did not benefit in the test year from incentive compensation paid in 2007.  

See Effron Dir., AG/CUB Ex. 2.0, 18:394-19:408.  That theory does not reflect any Commission 

standard, and, moreover, it overlooks that customers did benefit in 2007 from the achievement of 

operational metrics, such as those associated with CAIDI and SAIFI.  Houtsma/Frank Reb., 

ComEd Ex. 25.0 Corr., 40:840-41:859; Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 23:516-

24:520. 
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f. Conclusion 

 
In summary, the proposed adjustments should be rejected.  ComEd’s costs and expenses 

incurred under the AIP’s Total Cost goal benefit customers and are allowed for recovery under 

the rulings in the Order in ComEd’s 2005 rate case, which ComEd followed in amending its plan 

to expand that metric.  No party has shown a valid reason for disallowing those amounts or 

rejecting or disregarding those rulings.  The Commission did not have before it the AIP’s ComEd 

net income goal in the last rate case, but, as shown above, the evidence shows that the amounts 

incurred thereunder also benefit customers and should be allowed.  The challenged LTIP 

amounts also benefit customers.  Finally, AG/CUB’s proposal to reject the pro forma adjustment 

has no valid basis. 

2. Uncollectibles Expenses (Derivative Adjustment) 
 

 All proposed adjustments to uncollectibles expenses are derivative impacts of one or 

more other proposed adjustments discussed elsewhere.  Houtsma/Frank Reb., ComEd Ex. 25.0 

Corr., 54:1107-14. 

3. Merger Expenses 
 

ComEd’s revenue requirement does not include any expenses related to the planned 

merger between Exelon and PSEG.  ComEd incurred “non-incremental merger costs” and 

included them in its revenue requirement because these costs are not actually merger related.  

Although ComEd’s claim for non-incremental merger costs was originally challenged by Staff 

witness Hathhorn and AG/CUB witness Effron, Staff withdrew its objections once the nature of 

the costs was explained in great detail, including timesheets and payroll data, through responses 

to discovery.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 24:530-34, 25:553:57.  AG/CUB 

witness Effron, however, maintains his objection, alleging that the “free” merger costs “do not 



50 

relate to the provision of delivery services,” and are therefore not recoverable. Effron Reb., 

AG/CUB Ex. 5.0, 25:20-26:7.  Mr. Effron’s rhetorical statement misses the point.  ComEd 

makes no claim to recover any costs for merger related work.  It seeks recovery only for the costs 

directly associated with normal utility functions.  ComEd should be allowed to recover its non-

incremental merger costs in full. 

During 2006, ComEd required certain salaried employees to assist in preparing for a 

planned merger between Exelon and PSEG.  Those employees effectively worked unpaid 

overtime to carry out merger work in addition to their normal duties.  In its record keeping, 

ComEd accounts for 40 hours of regular time, but does not separately record overtime hours 

worked for salaried employees.  ComEd did, however, ensure that time spent working on merger 

related activities was accurately recorded.  This results in a deficit that ComEd witnesses 

Houtsma and Frank refer to as part of ComEd’s “non-incremental” merger costs because it is 

comprised of salary and related benefit costs for employees who were still performing in full 

their normal duties in support of the utility, and has nothing to do with the merger.  

Houtsma/Frank Reb., ComEd Ex 25.0 Corr., 54:1116-56:1174; Houtsma/Frank Sur., ComEd Ex. 

40.0 Corr., 24:530-25:557.  Thus, disallowing these costs would be improper and would prohibit 

ComEd from recovering the full costs of its labor force responsible for performing utility 

functions during the test year. 

4. Administrative and General (A&G) Expenses 
 

a. Exelon Way Severance Amortization 
 

 In its 2005 rate case, the Commission approved recovery of Exelon Way severance costs 

(approximately $158 million) by amortizing them over a 7½ year period.  ComEd 05-0597 (Final 

Order) at 86-90; Commonwealth Edison Co., ICC Docket 05-0597 (Order on Rehearing, Dec. 20, 
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2006), at 4.  Accordingly, ComEd included $18,791,000 of those amortized costs in its 2006 test 

year operating expenses. 

 Despite the Commission’s order, AG/CUB is now attempting to relitigate the matter in 

this Docket.  AG/CUB witness Effron argues that because the Commission’s 05-0597 Order did 

not expressly direct ComEd to create a “regulatory asset” for the purpose of recovering its 

amortized costs, those costs cannot be recovered.  Effron Dir., AG/CUB Ex. 2.0, 22:474-23:511; 

Effron Reb., AG/CUB Ex. 5.0, 27:11-29:15.  This argument ignores the clear meaning of the 

Commission’s Order in Docket No. 05-0597 to provide for recovery of Exelon Way severance 

costs over a 7.5 year period.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 25:565-66.  Staff 

witness Hathhorn made clear during cross examination that the Commission’s 05-0597 Order 

authorized ComEd to recover its amortized costs.  See Hathhorn, Tr. at 650:20-654:10; see also 

Hathhorn Reb., Staff Ex. 14.0, 17:386-18:401.  AG/CUB’s third attempt to disallow recovery of 

ComEd’s $18.791 million of severance costs should be rejected. 

b. Accounts 920-923 
 

 Pursuant to the proposed set of issue resolutions set forth in the Staff/ComEd Stipulation, 

ComEd’s appropriate level of total Administrative and General (“A&G”) expenses, as presented 

in its surrebuttal testimony, is $338.586 million.  This amount reflects the rate case and Original 

Cost Audit expenses ComEd has agreed to forego under the Staff/ComEd Stipulation.30  Only 

AG/CUB witness Effron objects to ComEd’s recovery of $12.408 million of A&G expenses 

from Accounts 920-923, three of ComEd’s sixteen A&G accounts.31  Mr. Effron does not 

                                                 
30 If the Commission does not approve the Staff/ComEd Stipulation, ComEd's A&G expenses should be 

revised to include these items for the reasons stated in sections V.B.2.a. And V.B.2.b., supra.  ComEd Ex. 40.01, 
Sched. RR-1, l. 2, column (1).   

31 The computation is set forth in Mr. Effron’s Schedule C-2.1 in AG/CUB Ex. 2.0.  The calculation is 
slightly complicated because Mr. Effron is required to exclude from his calculation other items that he suggests be 
disallowed on other grounds, e.g., Exelon Way severance costs, so as not to “double count” a disallowance. 
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challenge any of the expenditures within any of these accounts as imprudent or unreasonable. 

Effron, Tr. at 574:2-575:22.  Nor does Mr. Effron argue that the overall level of ComEd’s A&G 

expenses, or growth in overall A&G expenses from the last rate case, is excessive or unusual.  

Instead, his position is that growth in these three accounts has been “substantially in excess of 

the expense growth that can be explained by normal inflation,” and ComEd has not “entirely” 

explained this growth to his “satisfaction.”  Effron Dir., AG/CUB Ex. 2.0, 28:620-23.  Mr. 

Effron singles out three discrete items from these accounts – “Executive Services,” “Other 

Practice Areas,” and “Other General Increases” – for particular criticism.  Id. at 28:627-32.  As 

illustrated during Mr. Effron’s cross-examination, his proposed adjustment is arbitrary and   

ignores the overwhelming evidence supporting the expenses in question.  See generally, Effron, 

Tr. at 570:9-583:2.   

 In ComEd’s last rate case, the Commission initially limited ComEd to an inflation-based 

increase in total A&G costs, on grounds that ComEd had not sufficiently justified its requested 

increases from the prior rate case (Docket No. 05-0597).  On rehearing, however, in light of the 

substantial evidence presented by ComEd explaining the increase, the Commission abandoned its 

inflation adjustment, and approved virtually all of the increased A&G expenses that ComEd had 

requested.   Notably, Staff witness Hathhorn has testified that it would be inappropriate for the 

Commission to adopt Mr. Effron’s proposed adjustment, as it is the same type of inflation-based 

adjustment that the Commission rejected in Docket No. 05-0597.  Hathhorn Reb., Staff Ex. 14.0, 

18:405-18. 32 

                                                 
32 It should also be noted that the Commission’s rule on pro forma adjustments to a historical test year, 

although not directly applicable to this particular issue, expresses a policy against consideration of inflation factors 
in favor of actual evidence:  “Attrition or inflation factors shall not be substituted for a specific study of individual 
capital, revenue and expense components.”  83 Ill. Admin. Code § 287.40.  There is no doubt that if ComEd had 
sought to apply an inflation factor to old costs instead of providing actual costs for the test year, such request would 
be roundly rejected as not meeting the Commission’s or the Act’s standards.  Mr. Effron’s suggestion should not be 
treated any differently. 
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 As it did on rehearing in Docket No. 05-0597, ComEd has fully explained and justified 

the increases in its A&G costs from 2004 to 2006, including those singled out by Mr. Effron.  As 

part of its direct case, ComEd presented the results of a study done by Booz Allen Hamilton 

(“BAH”) of ComEd’s A&G expenses, including those incurred through Exelon Business 

Services Company (“EBSC”).  ComEd Ex. 8.2.  This thorough and comprehensive 273 page 

report explored every aspect of ComEd’s A&G expenses, including the benefits achieved 

through performance of the underlying activities, the necessity of those activities, the absence of 

unnecessary duplication in performance of those activities between ComEd and EBSC, the 

budget and cost control process that ensured the costs were reasonable in amount and prudently 

incurred, the comparability of those costs to market costs, the benefits to ComEd of performance 

of those services by EBSC instead of by ComEd directly, the factors by which those costs were 

allocated to the Exelon companies (including ComEd), and whether those costs were linked 

closely to the manner by and purpose for which the costs were incurred.  ComEd Ex. 8.2, p.18; 

see also Flaherty Dir., ComEd Ex. 8.0, 2:22-36, 5:88-7:137.  Of specific relevance to Mr. 

Effron’s position on Accounts 920-923, BAH observed that overall, ComEd’s A&G costs 

increased at a rate lower than inflation between 2004 and 2006, and that ComEd’s 2006 expenses 

were lower by approximately $5 million compared to the inflation-adjusted baseline.  ComEd 

Ex. 8.2, p.7 

 ComEd incurs A&G costs in two ways:  (1) through services performed on its behalf by 

EBSC and (2) directly.  The BAH Report (ComEd Ex. 8.2) addressed and explained the two 

principal drivers in the increase in EBSC billings to ComEd between 2004 and 2006:  

Information Technology (“IT”) and Energy Delivery Shared Services (“EDSS”) costs, both of 

which can be found in Accounts 920 through 923.  Id. at 25-26.  Exhibit 4-2 to that Report 



54 

explained the other factors contributing to the increase in EBSC billings to ComEd.  Exhibit 4-3 

to the BAH Report discussed the directly incurred ComEd expense increase.  For the 

convenience of the Judges, Exhibits 4-2 and 4-3 to the BAH Report are attached hereto as 

Appendix, Tabs B and C.33   Together with the full BAH report, these exhibits fully explain all 

the increases in ComEd’s A&G costs between 2004 and 2006, and show that ComEd’s total 

A&G costs are reasonable. 

 In addition to that detailed evidence, the Direct Panel Testimony of Mses. Houtsma and 

Frank addressed increases in A&G costs.  Houtsma/Frank Dir., ComEd Ex.7.0 Corr., 46:896-

902; 47:916-51:1004, and ComEd Ex. 7.3.  In addition, ComEd responded to a number of data 

requests relating to A&G expense increases propounded on ComEd by other parties, all of which 

were available to Mr. Effron at the time he filed his Direct Testimony.  See Effron, Tr. at 576:11-

577:12; ComEd Cross Ex. 2. 

 These responses addressed in detail the reasons for the increases in charges in the 

following categories: (1) Executive Services (DLH 10.03(e) and IIEC 2.70); (2) Information 

Technology (DLH 10.04(e) and IIEC 2.70); (3) EDSS (DLH 10.05(e) and IIEC 2.70 Corr.); and 

(4) Finance (costs for which are included in Other Practice Areas questioned by Effron) (DLH 

10.06(e) and IIEC 2.70).  Despite receiving this detailed information, Mr. Effron did not identify 

a single cost as possibly imprudently spent or unreasonable in amount.  Moreover, neither Mr. 

Effron nor counsel ever took the position that ComEd’s responses to these requests were 

deficient in any way.  Effron, Tr. at 578:5-580:4. 

 In addition, Mses. Houtsma and Frank addressed Mr. Effron’s contention concerning 

growth in Accounts 920-923 in their Rebuttal Testimony (ComEd Ex. 25.0 Corr., 58:1207-

                                                 
33 Also attached is Exhibit 4-1 (Appendix, Tab A), which describes each of the 16 FERC A&G accounts. 
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60:1249), pointing out the extensive information that had already been provided on this subject 

as detailed above.  Significantly, Mr. Effron’s subsequent Rebuttal Testimony was entirely silent 

on this issue. 

 It is plain, once all the facts are considered, that Mr. Effron’s position concerning 

ComEd’s alleged failure to “explain” the reasons for growth in individual A&G accounts is 

wholly without merit.  Accordingly, Mr. Effron’s proposed reduction of $12.408 million for such 

costs should be rejected. 

c. Rate Case Expenses 
 

i. 2005 Rate Case Expenses Amortization 
 

 In ComEd’s 2005 rate case, the Commission ordered the recovery of approximately $7.5 

million of rate case expenses amortized over three years.  Accordingly, $2.438 million appears in 

ComEd’s test year accounts as part of its operating expenses.  AG/CUB witness Effron, 

however, proposes to disallow these costs in their entirety.  Effron Dir., AG/CUB Ex. 2.0, 

23:513-25:548.  As ComEd witnesses Houtsma and Frank point out in their rebuttal testimony 

(Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 60:1253-61:1272), the disallowance proposed by 

Effron is unprincipled.  Mr. Effron’s recommendation disallows charges or benefits previously 

ordered by the Commission in Docket 05-0597.  To accept this disallowance would deprive 

ComEd of costs that everyone accepts were prudently incurred.34  Moreover, it is contrary to the 

Commission’s determination of this exact issue in ComEd’s 01-0423 rate case, where the 

Commission affirmed its finding in Docket No. 99-0017 and allowed ComEd’s rate base to 

                                                 
34 Mr. Effron’s recommendation also breaks the balance struck in Docket No. 05-0597, where the 

Commission disagreed with ComEd’s argument to include “carrying costs” of the amortization period in rate base 
because allowing recovery of the costs as amortized ensured a fair and equitable allocation of rate case expenses 
between shareholders and ratepayers.  Mr. Effron now seeks to disallow that recovery and thereby upset the fair and 
equitable allocation as determined by the Commission.  See ComEd 05-0597 (Final Order) at 50-53. 
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reflect an outstanding recovery of prior rate case expenses.  See ComEd 01-0423 (Final Order) at 

122.  In addressing the same issue in the Interim Order in that Docket, the Commission stated: 

“Under the terms of Section 16-108 of the Act, the Commission is obligated to permit an electric 

utility to recover its costs associated with delivery services.”  ComEd 01-0423 (Interim Order) at 

111.  Thus, Mr. Effron’s recommendation is contrary to both the requirements of the Act and 

past Commission Orders.   

In an effort to avoid these inconvenient facts, Mr. Effron relies on a “principle” of 

“ratemaking symmetry.”  The argument appears to be that if the period between rate cases 

exceeds the amortization period, ComEd would recover more than its allowed costs, so it cannot 

complain if it recovers less than that if the period between cases is shorter.  The principal fallacy 

of this argument is that it results in the deprivation of prudently incurred costs in violation of an 

earlier order.  But even on its own terms, the symmetry argument is flawed.  It is well settled that 

rates (with some few exceptions) are set globally so as to provide the utility with an opportunity 

to earn a particular rate of return.  Any “gains” from an overly long period between rate cases 

with regard to rate case costs will be more than offset by losses elsewhere.  Existing ratemaking 

principles, for example the use of a proper normalization period, already deal with the non-

existent problem that Mr. Effron has invented.  The proposed disallowance should be rejected. 

ii. 2005 Rate Case Expenses 
 in the 2006 Test Year____ 
 

 In connection with Docket No. 05-0597, and before rehearing in that case was granted in 

September 2006, ComEd incurred costs of $2.986 million, costs not included in the $7.5 million 

in costs discussed in the preceding section.  These are test year costs.  ComEd is proposing to 

amortize the $2.986 million over three years, resulting in the inclusion of $995,000 in the 

revenue requirement. Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 61:1273-63:1312.  
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AG/CUB’s and Staff’s proposals to disallow these test year expenses lack merit and should not 

be adopted. 

 Mr. Effron claims that the entire amount should be disallowed because to allow it would 

be an exercise in “retroactive ratemaking.” Effron Dir., AG/CUB Ex. 2.0, 24:541-25:544.  Mr. 

Effron was not, however, able to cite any Commission Order for the unusual proposition that 

inclusion of test year expenses in the revenue requirement somehow constitutes retroactive 

ratemaking.  Effron, Tr. at 585:16-586:20.  It is not.  Houtsma/Frank Reb., ComEd Ex. 25.0 

Corr., 63:1310-12.  The Illinois Supreme Court has interpreted the Act to forbid retroactive 

ratemaking, which it defined in certain contexts as a prohibition on “refunds when rates are too 

high and surcharges when rates are too low.”  BPI v. Illinois Commerce Comm’n, 555 N.E.2d 

693, 700, 136 Ill. 2d. 192, 209 (Ill. 1989).  Mr. Effron has conceded that ComEd is not seeking 

recovery of these expenses as a “surcharge” because its rates were too low in a prior period.  

Effron, Tr. at 585:11-15.  Thus, by Mr. Effron’s own admission, inclusion of ComEd’s rate case 

expenses in the test year does not amount to retroactive ratemaking. 

 Staff witness Griffin argues, by contrast, that the costs should be disallowed simply 

because he is “unaware of any Commission order allowing a Company to include as costs in the 

unamortized balance of its prior rate case costs that are in excess of the level approved by the 

Commission in that case.”  Griffin Dir., Staff Ex. 2.0 Corr., 18:357-60.  Notably, these are costs 

that, because of timing, ComEd was unable to prove as “actuals” at the time it provided its rate 

case expense forecasts in the 05-0597 rate case.  Indeed, in that case, ComEd provided estimates 

of these remaining costs, which the Commission disallowed because they were not yet actuals.  

If ComEd is prohibited from recovering costs when they are estimates, as in 05-0597, and is also 

prohibited from recovering those costs as actual test year expenses, the Commission will be 
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improperly disallowing costs that no one has suggested were imprudent or unreasonable in the 

first instance.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 62:1296-63:1310.  In the 

circumstances, the normal rules regarding test year expenses should apply and the amortized 

amount of $995,000 should be included in the revenue requirement. 

iii. 2005 Rate Case Rehearing 
 Expenses in the 2006 Test Year 

 
 ComEd seeks its costs of rehearing incurred during the 2006 test year of $726,000 

(representing $2.178 million of total costs amortized over three years).  Houtsma/Frank Reb., 

ComEd Ex. 25.0 Corr., 63:1315-28.  AG/CUB witness Effron seeks to disallow this sum solely 

for the same reason that he seeks to disallow the 2006 costs of the original hearing, namely, his 

allegation that allowing recovery would constitute retroactive ratemaking.  Effron Dir., AG/CUB 

Ex. 2.0, 24:541-25:544; Effron, Tr. at 584:1-585:2.  Staff witness Griffin does not, however, join 

Mr. Effron in seeking disallowance of these particular costs. 

 These are prudently incurred costs arising during the test year in the normal course of 

business.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 63:1313-28.  As Ms. Houtsma and Ms. 

Frank explain, seeking recovery of rehearing costs in the course of the 2005 rate case would have 

been inappropriate.  ComEd, when it was proposing its rate case expenses, could not have known 

that rehearing was going to be requested, by whom, or on what subjects.  Nor could ComEd 

reasonably have anticipated the specific issues the Commission would address or the expenses 

that would be associated with them.  These were prudently incurred reasonable expenses (and no 

one suggests otherwise) incurred during a test year. Mr. Effron’s spurious proposal that these test 

year expenses be disallowed on grounds of retroactive ratemaking should be rejected. 
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5. New Business Revenue Credit 
 

 Consistent with the Commission’s Order in ComEd’s 2005 rate case, ComEd, in 

calculating its revenue requirement, proposed a revenue credit of $26.401 million to reflect the 

anticipated increase in revenue associated with the pro forma capital additions that are new 

business.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr., 37:717-21; ComEd Ex. 7.1, Sched. C-2.16; 

ComEd Ex. 7.2, Work Paper WPC-2.16.  Under the proposed set of issue resolutions set forth in 

the Staff/ComEd Stipulation, the pro forma capital additions for the third quarter of 2008 are to 

be excluded from rate base, in which case the credit should be reduced by $3.758 million.  

Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 18:366-72; ComEd Ex. 40.01, Sched. RR-2, 

Column (G); ComEd Ex. 40.02, Work Paper WPRR-4.  AG/CUB’s proposal to increase the new 

business revenue credit lacks merit and should not be adopted. 

 When ComEd calculated the credit, it estimated kilowatt hour sales growth for new 

residential, small commercial and industrial (“SCI”), and large commercial and industrial 

(“LCI”) customers that will stem from the pro forma new plant additions for 2007 and the first 

three quarters of 2008.  The estimate relied on 2006 actual customer growth statistics, which led 

to a calculated credit of $26.401 million.  ComEd Ex. 7.2, Work Paper WPC-2.16.  The 

Commission accepted, and Mr. Effron and the AG supported, this method, e.g., use of test year 

data to project growth into the period of the pro forma additions, in ICC Docket No. 05-0597.  

Effron, Tr. at 606:21-607:19. 

 AG/CUB nonetheless proposes to increase the new business revenue credit by a further 

$4.776 million.  Effron Reb., AG/CUB Ex. 5.0, 5:12-17.  During discovery, Mr. Effron asked 

ComEd to provide the actual customer growth in 2007.  ComEd provided the requested 

information, with caveats, which Mr. Effron then used to calculate his adjustment for new 
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customer growth for 2007 and the first three quarters of 2008 of $31.177 million, or $4.776 

million more than ComEd had calculated.  Effron Reb., AG/CUB Ex. 5.0, 5:9-17. 

 The data request response upon which Mr. Effron based his calculation specifically 

indicated that the number of new large commercial and industrial customers shown for 2007 was 

inappropriate to use in estimating kWh sales associated with the new plant additions because that 

number had no relation to any new plant additions.  Specifically, in 2007 there was a significant 

migration of customers from small commercial and industrial to large commercial and industrial 

accounts.  These customers simply moved from one customer class to another and are not “new” 

customers.  They are, therefore, unrelated to the pro forma plant additions.35  Mr. Effron 

nevertheless elected to use the atypical 2007 customer growth data to estimate the revenues 

associated with the pro forma plant additions in his rebuttal testimony.  ComEd witnesses Ms. 

Houtsma and Ms. Frank then presented further analysis of the 2007 customer statistics to 

specifically remove the growth that resulted from the migration of customers from the small 

commercial and industrial class to the large commercial and industrial class.  This analysis 

demonstrated that Mr. Effron’s adjustment, which included the effect of customers simply 

moving into the large customer class, overstated the increase in kilowatt sales attributable to 

truly new large commercial and industrial customers by more than 200%.  Houtsma/Frank Sur., 

ComEd Ex 40.0 Corr., 30:672-31:692.  Accordingly, the evidence shows that Mr. Effron’s 

calculation of the new business revenue credit includes data that is unrelated to the new plant 

additions, and thus his proposed $4.776 million upward adjustment to the ComEd revenue credit 

                                                 
35 As explained in ComEd’s surrebuttal testimony, ComEd conducted an analysis to evaluate the portion of 

total growth in the large customer class actually resulting from new customers.  ComEd compared the list of large 
customers as of 2007 with the list as of 2006, and removed those customers who existed but were not classified as 
“large” in 2006.  This analysis resulted in a true increase of 16 new large customers.  ComEd’s initial estimate was 
17 new large customers.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 31:683-92. 
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of $26.401 million overstates the expected revenues that the pro forma plant additions will 

generate, and should be rejected. 

6. Depreciation and Amortization Expenses 
(Derivative and Direct Adjustments)  
 

Staff proposes a direct adjustment to depreciation expense related to the depreciable life 

of the Post-2006 Project, as discussed in Section IV.C.1.e.  The Commission should reject that 

proposed adjustment for the reasons stated there. 

The remainder of Staff’s and intervenors’ proposed adjustments to depreciation expense 

are entirely derivative of their various uncontested and contested proposed adjustments to plant 

discussed in Sections IV.B.1 and IV.C.1.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 74:1553-

75:1567.  Accordingly, the Commission should approve the derivative adjustments to 

depreciation expense only to the extent that it approves the proposed adjustments to plant on 

which those derivative adjustments are based.  Id. 

7. Taxes Other Than Income Taxes 
 (Derivative Adjustments) ____ 
 

Staff and intervenors have proposed no direct adjustments to taxes other than income 

taxes (“TOTI”).  Their proposed adjustments to TOTI are entirely derivative of other of their 

proposed adjustments and, accordingly, the Commission should approve the derivative 

adjustments only to the extent that it approves the proposed adjustments from which they are 

derived.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 75:1569-72.  

8. Income Taxes (Derivative Adjustments) 
 

Finally, Staff and intervenors proposed no direct adjustments to income taxes.  Their 

proposed adjustments to income taxes are entirely derivative of other of their proposed 

adjustments and, accordingly, the Commission should approve the derivative adjustments only to 
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the extent that it approves the proposed adjustments from which they are derived.  

Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 75:1574-77.36  

D. Operating Expenses (Total) 
 
For the reasons discussed in the preceding subsections of Section V, the proposed set of 

issue resolutions set forth in the Staff/ComEd Stipulation and the evidence should lead to the 

approval of operating expenses amounting to $1,569,956,000 (including income taxes of 

$214,815,000).37  

VI. RATE OF RETURN 
 

A. Capital Structure (Uncontested) 
 
 The following capital structure with a common equity balance of 45.04% is uncontested.  

 

Class of Capital Proportion 

Long-Term Debt 54.96% 

Common Equity 45.04% 

Total Capital 100% 

 

B. Cost of Long-Term Debt (Uncontested) 
 

 It is uncontested that the cost of ComEd’s long-term debt is 6.78%. 

                                                 
36 ComEd’s Gross Revenue Conversion Factor (“GRCF”) is 1.672 if calculated to include both its 

uncollectibles factor of 0.73% and the applicable state and federal income taxes or 1.660 if calculated only to 
include those taxes.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr., 4:77-80, 44:866-70.  Staff prefers to exclude the 
uncollectibles factor from the GRCF and to incorporate the same incremental increase in uncollectibles expenses 
directly in operating expenses, Hathhorn Dir., Staff Ex. 1.0, 7:142-54 and Sched. 1.6, but that is only a presentation 
issue as long as the amounts are correctly calculated.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 54:1108-14. 

37  If the Commission does not approve the Staff/ComEd Stipulation, the Commission should approve 
operating expenses of $1,569,956,000 (including income taxes of $214,815,000).  ComEd Ex. 40.01, Sched. RR-1 
and RR-2 and the associated work papers in ComEd Ex. 40.02.  
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C. Cost of Common Equity 
 

 Dr. Samuel Hadaway performed an extensive analysis demonstrating that the investor-

required cost of equity capital for ComEd is 10.75%.  Hadaway Dir., ComEd Ex. 10.0, 1:15.  Dr. 

Hadaway’s conclusion is supported by a discounted cash flow study using growth rates from four 

recognized securities analysts, as well as by capital asset pricing and risk premium analyses.  Id. 

at 37:792-814.  In arriving at his cost of equity estimate, Dr. Hadaway noted ComEd’s weakened 

financial condition and depressed credit ratings, and the close attention that rating agencies will 

pay to the rate relief provided by the Commission in this proceeding.  Id. at 6:126-7:137. 

 On March 14, 2008, the Staff recommended a return on equity of 10.68% for the IP and 

CIPS Ameren utilities in ICC Docket Nos.  07-0585 – 07-0590.  Staff did not update its 10.3%  

cost of equity estimate submitted on February 11, 2008 in this proceeding to reflect the more 

recent interest rate and other data used to support Staff’s Ameren recommendation.  As a result, 

Staff is proposing a lower cost of equity for ComEd than it is for Ameren, even though Staff’s 

estimation methodology in the two cases is the same.  Updating Staff’s ComEd cost of equity 

estimate with data as of the same dates used in the Ameren proceeding would result in a 10.65% 

cost of equity for ComEd.  Hadaway Sur., ComEd Ex. 42.0 5:58-66.  This result is nearly 

identical to Dr. Hadaway’s estimate of ComEd’s cost of equity.  Dr. Hadaway confirms that 

there is no basis for approving a higher cost of equity for the Ameren utilities than for ComEd.   

Id. at 6:69-71. 

 Rising interest rates support the conclusion that ComEd’s cost of equity is increasing, 

making a 10.75% cost of equity appropriate and reasonable.  Interest rates for triple-B corporate 

borrowers like ComEd increased from 6.36% in September 2007 when this proceeding was filed 

to 6.68% by March 2008.  Corporate interest rate spreads (corporate interest rates minus U.S. 
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Treasury rates) also increased, reflecting the ongoing market turbulence that corporate entities 

face in their efforts to raise capital.  Hadaway Sur., ComEd Ex. 42.0, 2:23-30.  Given these 

increases, the suggestion from CUB witness Christopher Thomas that ComEd’s cost of equity is 

only 7.77%, barely above the average cost of triple-B debt, is unsupportable, as both Dr. 

Hadaway and Staff witness McNally convincingly demonstrate.  Hadaway Reb., ComEd Ex. 

29.0, 21:433–23:484; McNally Reb., Staff Ex. 17.0, 8:145–18:373.  Even Mr. Thomas 

acknowledged that the return on equity and weighted average cost of capital resulting from his 

recommendations are lower than any electric distribution returns the Commission has authorized 

in the last 35 years.  Tr. at 1839.   Similarly, the current 6.68% triple-B debt cost when added to 

an unadjusted risk premium of 4.46% would raise the risk premium result of IIEC witness 

Gorman to 11.14%.  Hadaway Sur., ComEd Ex. 42.0, 9:141-43.  Updating Mr. Gorman’s cost of 

equity estimates to reflect this and other factors identified by Dr. Hadaway would result in a cost 

of equity for ComEd that is “very similar, if not higher, than [Dr. Hadaway’s] ROE 

recommendation of 10.75 percent.”  Hadaway Reb., ComEd Ex. 29.0, 15:307. 

 Based on these facts, the Commission should approve a cost of equity using updated 

information.  Given the similar outcomes from Staff’s, IIEC’s and ComEd’s approaches when 

updated inputs are applied, adopting the 10.75% return on equity supported by Dr. Hadaway’s 

analysis is the appropriate course of action.  It is consistent with the record, will contribute 

greatly to the restoration of ComEd’s financial health, and will demonstrate the Commission’s 

commitment to that objective.  If the Commission does not approve the 10.75% return on equity 

supported by Dr. Hadaway’s analysis, it should approve the 10.65% return resulting from the 

update of Staff’s cost of equity study.   
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D. Overall Cost of Capital (Derivative) 
 

 ComEd’s overall cost of capital is 8.57% as reflected in the following chart. 

Class of Capital Proportion Cost Weighted Cost 

Long-Term Debt 54.96% 6.78% 3.73% 

Common Equity 45.04% 10.75% 4.84% 

Total Capital 100%  8.57% 

 

E. Effects of Riders SMP and SEA 
 

 In its rebuttal testimony, ComEd opposed the recommendations of IIEC witness Michael 

Gorman and AG/CUB witness Michael Brosch to make a downward adjustment in ComEd’s 

return on equity if the Commission approves Rider SMP.  Dr. Hadaway explained that no such 

downward adjustment is warranted and that the 10.75% return on equity he recommends is 

appropriate whether or not the Commission approves Rider SMP.  Hadaway Reb., ComEd Ex. 

29.0, 23:487-24:502.  In doing so, he noted the absence of any analysis to support the proposed 

negative adjustment.  Id. at 23:490-93.  ComEd Witness Robert McDonald added that the 

proposals to reduce ComEd’s return on equity are inconsistent with the public interest goals of 

Rider SMP and would aggravate ComEd’s weakened financial condition, making even more 

difficult the already challenging task of restoring ComEd’s financial health.  McDonald Reb., 

ComEd Ex. 28.0, 25:536-41. 

 The only Staff or Intervenor witness who addressed the issue in rebuttal testimony was 

Mr. McNally, who opposed any reduction in ComEd’s overall rate of return on rate base assets in 

the event that Rider SMP is adopted.  McNally Reb., Staff Ex. 17.0, 18:381-82.  Significantly, 

neither IIEC nor AG/CUB, who initially raised the possibility of a downward rate of return 
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adjustment, mentioned the suggestion in rebuttal testimony or otherwise responded to ComEd’s 

evidence on this issue. 

 No analysis supports the proposals to reduce ComEd’s rate of return in the event Rider 

SMP is adopted.  Both Dr. Hadaway and Mr. McNally have testified that the proposed 

adjustment is not appropriate.  The Commission should reject the suggested negative adjustment 

to ComEd’s rate of return.     

VII. NEW RIDERS 
 

A. Rider UF (Uncontested) 
 
ComEd proposes revisions to its tariffs so that the uncollectible factors will be provided 

in a new rider, Rider UF, and the tariffs under which customers receive electric service reference 

this rider as applicable.  Alongi/Jones Dir., ComEd Ex. 12.0, 19:348-20:352.  Staff and 

intervenors have not challenged these proposed revisions.  Accordingly, the Commission should 

find that ComEd’s proposed Rider UF and revisions to related tariffs are just and reasonable. 

B. Rider SMP 
 
Electric utilities like ComEd face huge challenges in deploying Smart Grid technologies, 

such as Advanced Metering Infrastructure (“AMI”).  Smart Grid technologies are the future of 

the industry and are necessary to support the continued economic growth and prominence of an 

international city like Chicago, and its surrounding region.  Those technologies offer significant 

benefits to customers, utilities, the competitive market, and the environment.  They can upgrade 

reliability and customer service beyond what is required as standard service, and provide 

customers with the ability to make better informed decisions about their electricity usage and 

supply and supplier choices.  See ComEd Exs. 15.0, pp.7-13, 16.0 2nd Corr., pp. -12, 21.0 Corr., 

pp.81-106, 23.0 Corr., pp.2-34, and 31.0, pp.4-23.  But, to deliver those benefits, ComEd must 
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marshal new capital and commit to investment projects involving hundreds of millions of dollars 

of assets.  For ComEd to do that – especially given its weak financial condition – there must be a 

regulatory mechanism in place that both provides regulatory certainty about the prudence of 

those investments before they are made and allows ComEd timely cost recovery of its capital 

costs.  At the same time, ComEd recognizes that customers and other stakeholders have a strong 

interest in participating in the technological decisions that must be made.  The only way to 

achieve this objective is to provide a mechanism whereby ComEd can obtain pre-approval for 

projects meeting the SMP criteria.   

ComEd’s Rider SMP proposal meets all of those needs.  It offers the Commission the 

opportunity to take on a leadership role and ensure that Illinois can benefit from the best Smart 

Grid technologies and avoid the years of stagnation and delay that would occur if no mechanism 

is in place to enable Smart Grid deployment.  It embraces the collaborative workshop process 

proposed by Constellation New Energy (“CNE”) that allows for comprehensive stakeholder 

input on proposed technologies and programs.  It provides for Commission review and pre-

approval of particular System Modernization Projects (“SMPs”), providing ComEd with the 

necessary cost recovery between general rate cases and with essential regulatory certainty as to 

the prudence of choice of projects and technologies and the proposed level of investment that 

ComEd proposes to make in order to implement them.  At the same time, Rider SMP safeguards 

customers by providing for a defined after-the-fact review of the costs actually incurred.  That 

after-the-fact review includes an earnings test that effectively guarantees that Rider SMP 

provides ComEd with no more than the revenues needed to undertake modernization projects.  

ComEd has also included consumer protections modeled on the proven water utility rules. 
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A number of Staff and intervenor witnesses addressed Rider SMP and the process it 

would establish.  It is noteworthy, however, that virtually every party that submitted testimony 

on the subject either implicitly or expressly supported the fact that Smart Grid technology is 

desirable, even critical, to delivering customer benefits.38  Moreover, only one party among those 

commenting filed testimony flatly opposed to a process like Rider SMP that provides regulatory 

certainty and affords ComEd cost recovery.  Staff and most parties offered a variety of 

recommendations on how to revise the process and/or modify the rider.   

In fact, Rider SMP has evolved throughout this case in response to that evidence and 

guidance from the Commission.  In particular, ComEd worked hard to revise and adapt its 

proposal to address the concerns of Staff and parties while preserving the cost recovery and 

regulatory certainty required to make the Smart Grid possible.   

• ComEd supports, and asks the Commission to approve, the workshop process proposed 

by CNE.  Fein Reb., CNE Ex. 2.0, pp.3-5.  Mr. Crumrine explained how such a 

workshop process could be put into effect.  ComEd Ex. 43.0, 5:106-7:137.  This 

workshop process addresses the legitimate concerns of other stakeholders and provides 

an effective vehicle for customer and stakeholder input prior to project approval 

• ComEd originally proposed that the Commission approve specific SMPs in this case.  

To accommodate further stakeholder input prior to the start of the formal Commission 

review and approval process, ComEd has withdrawn that request and no longer 

affirmatively seeks approval of specific SMPs prior to the workshop process, although 

ComEd remains able to implement them should the Commission so direct.  But, the 
                                                 

38 Schlaf Sup. Dir., Staff Ex. 9.0, pp.12-17; Lanzalotta Sup. Dir., AG Ex. 4.0, pp.13-16; Zarumba Sup. Dir., 
BOMA/Chicago Ex. 3.0, p.1; Fein Sup. Dir., CNE Ex. 1.0,  pp.4-11; Kiesling Sup. Dir., CUB Ex. 2.0,  pp.4-7; 
Cohen Sup. Dir., CUB Ex. 3.0, p.2; Boston Reb., RESA Ex. 1.0, pp.3-6; Lanzalotta, Tr. at 798-804; Thomas, Tr.. at 
1859-1860.   
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evidence of the huge potential benefits of the Smart Grid technologies ComEd originally 

proposed underscores the importance of approving the Rider and commencing that 

workshop process without delay. 

• ComEd also originally developed its Rider SMP proposal without the benefit of the 

guidance offered by the Commission in Peoples39 (at 153-62), but has now conformed 

its proposal to those criteria.  Crumrine Reb., ComEd Ex. 30.0, 7:158-9-215; Donnelly 

Reb., ComEd Ex. 21.0 Corr., pp.81-106; Clair Reb., ComEd Ex. 23.0 Corr., pp.4-33; 

George Reb., ComEd Ex. 31.0, pp.4-23.  ComEd has also presented evidence about how 

specific potential SMPs could meet the Peoples criteria. 

• To deliver the benefits of the Smart Grid to customers in a manner that is just and 

reasonable to both customers and ComEd, Rider SMP contains three key features: (1) a 

cost recovery mechanism, (2) a comprehensive mechanism to secure stakeholder input 

in advance and to consider that input in reviewing and pre-approving projects; and (3) 

post-investment review. 

 While some disagreements persist concerning, for example, the rate treatment of SMP 

costs and details of how to define and determine what technologies should be implemented as 

SMPs, the essential idea that a process should be established to identify and implement 

beneficial smart grid technology on the ComEd system is broadly supported.  This section will 

discuss the essential features of Rider SMP and address several technical concerns raised by 

parties.  It is essential to timely implementation of beneficial Smart Grid projects that a structure 

like Rider SMP be approved in this case. 

                                                 
39 The criteria set out in the Peoples Order are referred to herein as the “Peoples criteria.” 
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1. Need for Cost Recovery and 
 Prudence Approval Through a Rider 
 

ComEd must have a rider mechanism in place to obtain regulatory approval of Smart 

Grid programs prior to investing heavily in those technologies and to recover its costs of those 

investments.  That mechanism must address the fact that ComEd cannot implement Smart Grid 

technologies in advance of a Commission determination of what technologies and programs are 

prudent for ComEd to implement.  Moreover, the capital cost of Smart Grid investments are 

significant and, absent a rider mechanism, ComEd’s recovery of prudent capital costs can be 

effectively denied between rate cases.  Where, as here, major new investments must be made 

between rate cases, “regulatory lag” will inevitably deny ComEd recovery of prudent investment 

costs and stands as a barrier that must be overcome between customers and Smart Grid benefits.  

For ComEd, the challenge of raising the required capital is particularly daunting, both 

because of its weak financial condition and because of the magnitude of the costs of just 

deploying the foundational Smart Grid technologies (e.g., implementing AMI alone will cost 

between $600 million and $1 billion depending upon the technology and capability set chosen, 

see, Clair Reb., ComEd Ex. 23.0 Corr., 7:154).  ComEd’s overall financial condition is very 

weak as evidenced, in part, by the fact that it must borrow at unsustainable levels to secure 

sufficient cash flows to fund its business and has lost access to certain credit markets.  McDonald 

Dir., ComEd Ex. 9.0, 7:151-8:163.  Assuming ComEd could even secure financing, 

implementation of these projects would worsen ComEd’s financial condition.  Id. at 6:128-130.    

Moreover, without Rider SMP, investment in multi-year system modernization projects 

could not be assured.  The vast majority of ComEd’s investment capital is already committed to 

non-discretionary investment with little remaining for system modernization projects.  Donnelly 

Sup. Dir., ComEd Ex. 15.0, 12:250-55.  And, absent Rider SMP, even that small amount would 
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be subject to being set aside in favor of emergent non-discretionary or core investments.  Id.  It 

is, thus, quite unlikely that ComEd would or could undertake Smart Grid investments unless a 

stronger financial condition is restored and Rider SMP is approved.  Assuming that the base rate 

decision in this case allows ComEd to become sufficiently healthy to make its non-discretionary 

investments, Rider SMP will allow ComEd to begin to modernize its system through projects 

that the Commission determines are in customers’ best interests.  McDonald Dir., ComEd Ex. 

9.0, 6:133-7:138. 

Rider SMP is well within the Commission’s authority to approve.  The legal issues 

involved with such infrastructure riders were discussed fully in the Commission’s recent Peoples 

decision.  Peoples at 152.  The Commission has also historically embraced a variety of rate 

mechanisms to achieve its policy objectives, including using cost trackers.  Indeed, the 

Commission has approved cost tracking mechanisms in the form of riders, both where specially 

statutorily authorized, e.g., 220 ILCS 5/9-220, and on its own initiative.  See In re Coal Tar 

Cleanup Expenditures, Docket No. 91-0080 et al., 137 P.U.R. 4th 272, 1992 WL 333219 (Ill. 

C.C. Sept. 30, 1992).  Illinois courts have upheld the Commission’s view that cost trackers are an 

acceptable means of utility cost recovery.  See, e.g., City of Chicago v. Ill. Commerce Comm’n., 

13 Ill. 2d 607, 611 (1958) (“City of Chicago”); Citizens Utility Bd. v. Ill. Commerce Comm’n., 

166 Ill. 2d 111, 138 (1995) (“Citizens Utility Bd.”).  For example, the Illinois Supreme Court in 

City of Chicago affirmed the Commission’s Order approving a rider with an automatic 

adjustment mechanism to collect the cost of natural gas outside of a traditional rate case, even 

without an express statute.  13 Ill. 2d at 619.  The Court held that “the Public Utilities Act of 

Illinois vested in the Commission the power to authorize an automatic adjustment clause to be 

filed in a rate schedule in the proper case.”  Id. at 614.     
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The Commission consistently has acknowledged the usefulness of rider mechanisms 

when costs vary widely and there are difficulties in making forecasts of the scope, costs and 

timing of eligible costs.  See, e.g., Central Illinois Light Company (“CILCO”), 124 P.U.R. 4th 

498, 1991 WL 501759 (Ill. C.C. Aug. 2, 1991) (docket No. 90-0127).  Indeed, use of a rider is 

not limited “only to those cases where expenses are unexpected, volatile, or fluctuating.”  City of 

Chicago v. Ill. Commerce Comm’n., 281 Ill. App. 3d 617, 628 (1st Dist. 1996) (affirming a 

Commission Order that approved the use of a rider to recover local franchise fees).  This was 

most recently confirmed in Peoples where the Commission approved riders for the recovery of 

energy efficiency program costs and decoupling revenue adjustments.  Peoples at 138-53, 183-

84. 

2. Need and Mechanism for Stakeholder 
 Input and Regulatory Certainty ___ 
 

It is necessary, but not enough, that ComEd end up recovering its costs of approved 

SMPs.  To raise the required capital and commit to the necessary investments in advance, the 

process must provide ComEd regulatory certainty that the projects have been approved and 

found prudent.  Therefore, Rider SMP authorizes ComEd to implement and recover only capital 

costs of those projects that have been reviewed and approved by the Commission in advance.  

That same process offers stakeholders a robust opportunity to participate prior to approval.  It 

begins with stakeholder input through a workshop process that occurs prior to ComEd even 

proposing projects for Commission review and approval.  This process allows the Commission to 

approve projects in advance after broad input, which in turn provides ComEd with the regulatory 

certainty it needs to implement approved projects.  The essential component of this process is 

Rider SMP itself, which provides for the workshop process, and specifies how regulatory review 
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and approval occurs, as well as establishing the cost recovery mechanism for approved SMP 

projects.   

The current Rider SMP process also reflects efforts by ComEd to achieve workable 

compromises that address valid concerns of other stakeholders.  In particular, it proposes a 

cooperative effort among ComEd, the Commission and other stakeholders to review, evaluate, 

and approve projects to modernize the grid, a unique construct used for no other type of utility 

investment.  Crumrine Dir., ComEd Ex. 11.0, 16:334-38; Crumrine Sup. Dir., ComEd Ex 14.0, 

3:56-60; Crumrine Reb., ComEd Ex. 30.0, 23:522-27; Crumrine Sur., ComEd Ex. 43.0, 5:106-

7:137; Clair Reb., ComEd Ex. 23.0 Corr., 7:133-44;   As Mr. Fein testified: 

Stakeholder processes and workshops have been utilized in the past and are being 
used today for the development of standards on a wide range of topics on a fairly 
routine basis.  Stakeholders commonly gather in a series of meetings or 
workshops to discuss proposed programs, in order to address any questions or 
concerns related to particular proposals or issues in an informal setting.  The free 
exchange of ideas and data in an informal setting has proven effective in 
developing consensus between and among stakeholders on a wide range of topics 
over the years. 

Fein Reb., CNE Ex. 2.0, 3:46-4:53.  Staff Witness Harold Stoller and Mr. Crumrine also agreed 

that a workshop process can avoid the “winner takes all” characteristics of litigation and allow 

the “parties … to be able to exchange views in a far less confrontational environment.”  Stoller 

Reb., Staff Ex. 21.0, 4:65-8.  Moreover, “[a]s a result of a stakeholder process to narrow the 

issues, a more expedited proceeding could be utilized for approval of the specific projects and 

budgets associated with such projects.”  Fein Reb., CNE Ex. 2.0, 4:72-5:75.  

As originally proposed, stakeholder comments and Commission review would have 

occurred in a relatively short, formal proceeding after ComEd selected the SMPs to propose.  

After considering the comments of others, ComEd affirmatively supports the proposal outlined 

by Mr. Fein, including his recommendation of a workshop process with a specific timetable and 
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a defined approval deadline.  ComEd  supports CNE’s proposal for six months of stakeholder 

meetings and workshops (for the first cycle, they would conclude in the spring of 2009), 

followed by a ComEd filing seeking approval of proposed SMPs thirty days after conclusion of 

the workshops (by May 1).  To the extent issues remain unresolved, the parties would be able to 

put forth their positions in the filing process.  Fein Reb., CNE Ex. 2.0, 4:65-72.  This process 

will allow interested parties a meaningful opportunity to have input and give the Commission a 

better basis on which to formally review and approve projects.  Crumrine Surreb., ComEd Ex. 

43.0, 6:111-15.   

Mr. Crumrine detailed how this process could be implemented with Rider SMP and 

provided a timeline for the process:  

Table 1:  Illustrative  Biennial Review Schedule 
September 14, 2008  Deadline for Commission Order   
           
October 2008  First Workshop Process Start-Up   
April 1, 2009  First Workshop Process Ends    
May 1, 2009   First Biennial Review Filing by ComEd Due  
October 28, 2009  Commission Order in First Biennial Review   
    Case       
January 1, 2010  SMP Deployment Begins Per First Biennial 
    Review Case Order     
November 15, 2010  SMP Deployment Analysis Report Due to  
    Stakeholders      
           

 December 2, 2010  Second Workshop Process Start-Up   
 March 2, 2011  Second Workshop Process Ends   
 May 1, 2011   Second Biennial Review Filing by ComEd 
     Due       
 October 28, 2011  Commission Order in Second Biennial  
     Review Case      
 January 1, 2012  SMP Deployment Begins Per Second  
     Biennial Case Order     
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Crumrine Sur., ComEd Ex. 43.0, 4:133-34.  The annual reconciliation schedule and 

informational filing to set the charges, as well as other aspects of Rider SMP (ComEd Ex. 30.1), 

would remain unchanged under this biennial approval schedule.  

This type of focused workshop process is also superior to a generic statewide proceeding.  

Mr. Fein’s testimony illustrates why, in discussing how the workshops would work in the case of 

AMI.   

In the case of AMI, for example, we would anticipate that ComEd would come to 
meetings prepared to set forth the various alternatives for an advanced metering 
platform and the technologies of each, in order to identify the platform that is the 
optimal solution for the ComEd service territory.  Program details would be 
provided that would permit discussion of not only the most basic considerations 
such as cost and functionality, but would include sufficient detail to identify 
which platform provides the greatest benefit for the greatest number of customers 
(including those customers that receive their energy supply from alternative retail 
electric suppliers). 

Fein Reb., CNE Ex. 2.0, 4:54-62.  By focusing on specific technologies and data, this approach 

will facilitate discussion and address the concerns of CNE, the Retail Energy Supply 

Association, and the Building Owners and Managers Association that there be no unnecessary 

delay in making the benefits of AMI and other Smart Grid technologies available to customers, 

and provide stakeholders the opportunity to make timely proposals focused on specific projects 

and technologies.   

Interoperability and Smart Grid Design Principles.  Substantial testimony addressed the 

question of the selection of appropriate Smart Grid technologies.  Donnelly Sup. Dir., ComEd 

Ex. 21.0 Corr., pp.81-106; Kiesling Sup. Dir., CUB Ex. 2.0, pp.12-15.  ComEd strongly supports 

adopting technologies that are open and interoperable, and that minimize the risk of future 

obsolescence.  Donnelly Sur., ComEd Ex. 36.0, 4:72-74, 7-148:58.  The record shows that 

ComEd’s own design and review processes are structured to assure that appropriate technologies 

are adopted.  Id. at 6:131-35.  Rider SMP will allow ComEd to work with stakeholders and the 
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Commission to assure that these goals are met as projects are proposed, discussed in workshops, 

and reviewed by the Commission.  However, the Commission should reject attempts to mandate 

a particular project approval framework or technology checklist in advance.  Id. at 7:139-45, 

responding to, e.g., Kiesling Sup. Dir., CUB Ex. 2.0, p.17.  The goals of effectiveness, 

interoperability, and avoiding obsolescence are best met not by imposing theoretical approaches 

that effectively restrict the process in advance, but by selecting the best technologies for each 

application.   

Commission Pre-Approval.  After the conclusion of the stakeholder process, Rider SMP 

provides for ComEd to propose candidate projects to the Commission for review and, if 

warranted, pre-approval.  As emphasized above, pre-approval of the prudence of the decision to 

invest in a particular technology or SMP is essential if ComEd is to be able to commit the 

required resources in advance.  (See VII.B.1)  Moreover, combining a robust stakeholder process 

with a formal Commission review and approval assures that the Commission will act based on a 

full record to which all interested parties have had the opportunity to contribute.   

During this case, ComEd also provided evidence concerning seven40 particular SMPs.  

Although ComEd no longer urges that those projects be approved in this case, they illustrate not 

only the importance to customers of Smart Grid projects, but also the range of technologies that 

stakeholders and the Commission may wish to consider in the Rider SMP process. 

• AMI.  AMI is a foundational step to building a Smart Grid.  It consists of metering and 
data processing systems that record customer consumption and other data, hourly or more 
frequently, transmit that data over a communication network to a central collection point, 
and allow for its decoding, storage, and use by other systems (e.g., billing, customer 
service, outage management).  Clair Sup. Dir., ComEd Ex. 16.0 2nd Corr., 3:44-57.  AMI 
can also support remote reconnect and disconnect features, detect high or low voltage at 
the meter, support for home area networks access, report outages and confirm restoration, 

                                                 
40 Although there are only six bullet points, “Technologies that Facilitate Demand Response” comprises 

two separate projects. 
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support distribution automation and other grid sensors, and provide energy usage data to 
customers at no additional cost.  Clair Reb., ComEd Ex. 23.0 Corr., 5:90-100.  See also 
Id. at 14-34 (describing project); and George Reb., ComEd Ex. 31.0, pp.4-23. 

• Technologies that Facilitate Demand Response.  These two projects would expand 
Commercial and Industrial (“C&I”) demand response programs, for both load and stand-
by back-up generators, and the expand ComEd’s Nature First Program for customers in 
the Residential Real-Time Pricing program.  Clair Sup. Dir., ComEd Ex. 16.0 2nd Corr., 
6:120-7:134; Clair Reb., ComEd Ex. 23.0 Corr., 27:576-29:662.   

• RANGER SCADA System.  This is a new SCADA (Supervisory Control And Data 
Acquisition) system that is a more robust system and provides the flexibility and 
scalability necessary to enable full-scale implementation of other Smart Grid 
technologies.  The RANGER SCADA system is a true Smart Grid enabler because it 
permits system operating data to be collected and used managed to deliver increased 
value to customers.  Donnelly Sup. Dir., ComEd Ex. 15.0, 18:388-20:419; Donnelly 
Reb., ComEd Ex. 21.0 Corr., 101:2062-106:2174.  

• Automatic Switches and Reclosers.  This project accelerates the installation of 
automatic reclosers on distribution lines.  These devices, which can also work in tandem 
with other distribution Smart Grid devices, allow service to customers located on portions 
of a distribution line not itself affected by a fault to be restored in seconds.  Donnelly 
Sup. Dir., ComEd Ex. 15.0, 20:421-21:453; Donnelly Reb., ComEd Ex. 21.0 Corr., 
81:1654-90:1817.  

• Automatic Line Reconfiguration.  This project expands the line reconfiguration 
capabilities of ComEd’s existing 34 kV system by deploying teams of advanced 
Automatic Line Reconfiguration switches (“ALRs”).  These switches work together to 
automatically isolate sections of line that are faulted and to reconfigure the unaffected 
sections to receive power from an alternative source.  Donnelly Sup. Dir., ComEd Ex. 
15.0, 21:455-23:485; Donnelly Reb., ComEd Ex. 21.0 Corr., 90:1821-96:1947.  

• Enhanced Line Isolating Control.  This project deploys advanced control devices, 
largely microprocessor based relays, on distribution lines, allowing ComEd to better 
detect and isolate faults and similar events.  Donnelly Sup. Dir., ComEd Ex. 15.0, 
23:488-24:517; Donnelly Reb., ComEd Ex. 21.0 Corr., 96:1951-101:2058.  

Subsequent Commission Review.  Finally, after implementation is underway, Rider SMP 

provides for Commission review of the reasonableness of the investment costs that ComEd is 

recovering under the Rider.  Fundamentally (certain details are discussed in Section V.B.3., 

below), this protects the certainty of the Commission’s pre-approval of the various technologies 
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and investments while protecting customers from the prospect that the actual costs spent on an 

approved project turn out to be unreasonable.  Crumrine Reb., ComEd Ex. 30.0, 4:76-82.     

In sum, the revised SMP process draws heavily on CNE’s and others’ recommendations.  

It is a synthesis of the most reasonable proposals for evaluating and implementing Smart Grid 

technologies, and recognizes the reality that ComEd cannot undertake investments in these 

technologies without being able to timely recover its prudent and reasonable capital costs.  It 

both addresses the needs of ComEd and serves the best interests of customers and other 

stakeholders. 

3. Design of Rider SMP 
 

Rider SMP provides a specific means for ComEd to recover reasonable and prudent 

capital costs of SMPs approved by the Commission.  During this proceeding, ComEd agreed to 

certain modifications of the structure of Rider SMP to assure that the rider works to the benefit 

of stakeholders.  For example, ComEd revised Rider SMP based on the proven model for 

recovery of capital costs by water utilities, Part 656 of the Commission’s rules.  83 Ill. Admin. 

Code Part 656 (“Part 656”).  Also, in response to Ms. Hathhorn’s concerns, ComEd increased the 

period for annual project reviews from 90 days to 6 months.  ComEd agreed to a biennial, rather 

than annual, SMP filing schedule, to accommodate the workshops and reviews of the results of 

ComEd’s SMP deployments.  Further, ComEd accepted the inclusion of an annual reconciliation 

and prudence review of the costs actually incurred, with interest applied to any ordered 

disallowances, with no deadlines or time limits on these proceedings (Crumrine Reb., ComEd 

Ex. 30.0, 12:272-78) and agreed to supply information sought by Staff in quarterly filings and 

annual reports, as well as to initiate annual review proceedings.  Id. at 6:371-378.  ComEd also 

agreed to annual internal audits with specific tests.  Id. at 17:379-381.   
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Finally, ComEd has agreed that Rider SMP eligible costs would be recovered through a 

charge based on a percentage of distribution charges, which are predominantly based on demand 

charges in the case of large non-residential customers.  Id. at 21:476-85.  ComEd proposed this 

change under Rider SMP, replacing its original proposal of a single cent per kWh charge, to 

address the concerns of certain intervenors regarding the use of energy-based charges.  See 

Zarumba Dir., BOMA/Chicago Ex. 3.0, 9:194-97; Stephens Dir., IIEC Ex. 1.0, 32:677-33:681.  

Further, cost recovery through the rider would be temporary because, consistent with the 

provisions of Part 656, these costs would be included in rate base during the next rate case and 

allocated, to some extent, according to a cost of service study.  Crumrine Reb., ComEd Ex. 30.0, 

21:476-85. 

With these changes, only a few provisions of Rider SMP remain in dispute.41   

a. Cost Allocation 
 

In accordance with the Peoples criteria, Rider SMP now adopts, with one exception, the 

key provisions of the recovery mechanism set forth in Part 656 of the Commission’s rules.  

Crumrine Reb., ComEd Ex. 30.0, 11:250-59.  Part 656 provides for recovery of a “return on, and 

depreciation expense related to the utility’s investment,” 83 Ill. Adm. Code § 656.10(b), which is 

fundamentally consistent with the “revenue requirement equivalent” concept originally proposed 

by ComEd for Rider SMP.  Crumrine Reb., ComEd Ex. 30.0, 11:250-59.  By adopting the key 

provisions of Part 656’s recovery mechanism, the revised Rider SMP proposal allows for the 

timely recovery of capital investments.  Crumrine Reb., ComEd Ex. 30.0, 20:452-55. 

                                                 
41 If Rider SMP is approved by the Commission, ComEd asks for continued flexibility to work with Staff 

during the preparation of its compliance filing to incorporate any further modifications and address any non-
substantive, editorial issues that may be identified later.  ComEd proposes that it be allowed to submit Rider SMP in 
a separate compliance filing so that Rider SMP would be effective no later than October 1, 2008. 



80 

The only modification to the approach taken in Part 656 concerns depreciation expense.  

Crumrine Reb., ComEd Ex. 30.0, 11:251-53; ComEd Ex. 30.1.  The formula for determining 

depreciation expense in Part 656 simply provides for the recovery of “net quarterly depreciation 

expense.”  83 Ill. Adm. Code § 656.60(b)(2).  ComEd proposes including the following amounts 

in Rider SMP for depreciation:  (1) an amount for depreciation of the newly installed assets; (2) 

the amortization of the unrecovered costs (recorded as a regulatory asset) for any prematurely 

retired assets; and (3) a credit for the estimated amount of depreciation expense on the retired 

assets that is currently included in base rates.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 

79:1657-65.  The first two elements ensure that prudently incurred costs are appropriately 

recovered, while the third element ensures that double recovery does not occur.  Id. 

b. Reconciliation Process 
 

Rider SMP includes an Annual Reconciliation section, which (1) requires ComEd to 

provide testimony “addressing the reasonableness of the investment costs,” (2) asks the 

Commission to determine the “prudently incurred investment costs associated with the SMPs,” 

and (3) provides for an Ordered Reconciliation factor.  Crumrine Sur., ComEd Ex. 43.0 Corr., 

22:471-75; ComEd Ex. 30.2, Original Sheet No. 629.7.  The Annual Reconciliation section is 

consistent with Part 656.  83 Ill. Adm. Code §§ 656.80 and 656.60(b)(2).  ComEd does not seek 

to impose any deadlines or time limits on such proceedings.  See ComEd Ex. 30.1. 

Staff’s concern that this proceeding “is the only opportunity the Commission will have to 

fulfill its Section 9-211 responsibility to make a prudence determination” is misplaced.  

Linkenback Dir., Staff Ex. 12.0, 8:178-88.  On the contrary, Rider SMP requires a showing by 

ComEd, and a Commission finding based upon that showing, regarding the prudence of each 

SMP and the capital expenditures projected to be incurred to implement it prior to ComEd even 
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commencing an investment project.  Crumrine Reb., ComEd Ex. 30.0, 19:435-20:449.  The 

purpose of the annual reconciliation is not to reconsider the prudence of the approved projects, 

but to inquire into ComEd’s actual level of expenditures. 

The annual reconciliation and prudence proceedings to review actual costs incurred 

provide an additional forum to confirm that ComEd actual investment costs were reasonable.  Id.  

In fact, an annual review of the costs incurred in a dedicated proceeding, as opposed to waiting 

years to review such costs in a rate case, will result in a more current review with even stronger 

incentive to control project costs.  Id. at 20:464-21:472.  By contrast, postponing all recovery 

until a full rate case, as advocates of “regulatory lag” urge, will only induce ComEd to forestall, 

if not refrain entirely, from making such investments.  Id. 

c. Earnings Test 
 

ComEd’s revised Rider SMP includes an earnings test similar to that in Part 656.  The 

earnings test provides for an automatic annual refund of revenues recovered through a rider “to 

the extent that such revenues contributed to the realization of a rate of return above the last 

approved level” and a specific formula for determining the amount of any refund.  83 Ill. Adm. 

Code §§ 656.80(c), (d) and 656.60(b)(2).  Crumrine Reb., ComEd Ex. 30.0, 12:279-87.  The 

earnings test would apply only to ComEd’s Commission-jurisdictional distribution earnings.  Id. 

at 12:279-87; ComEd Ex. 30.1; ComEd Ex. 47.0 Revised, ComEd response to data request ALJ 

OTR 1. 

AG/CUB claims that ComEd failed to produce an analysis of regulatory mechanisms to 

allow companies to both recover their costs of system modernization and to flow reduced system 

costs back to customers.  Brosch Reb., AG/CUB Ex. 4.0, 15:17-16:2.  ComEd addressed this 

issue through its adoption of the earnings test set forth in Part 656.  Crumrine Sur., ComEd Ex. 
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43.0 Corr., 15:314-20; ComEd Ex. 30.1.  To the extent rider recovery causes ComEd to over-

earn, ComEd must refund the revenues collected through the rider.  Id. at 16:334-46.  With the 

earnings test, ComEd will recover capital costs only to the extent needed and customers will not 

be harmed.  Id.  Thus, the earnings test is a wholly beneficial proposition for customers, as 

reflected by the Commission’s guidance in the Peoples Gas Order.  Peoples at 161-62.  This 

feature of the rider recovery mechanism is an appropriate and sufficient response to concerns 

regarding savings, over-charging customers and single-issue ratemaking.  Crumrine Sur., ComEd 

Ex. 43.0 Corr., 16:334-46.   

d. Other Tariff Language Issues 
 

Staff raised several issues with respect to Rider SMP as originally proposed.  See 

generally Hathhorn Supp. Dir., Staff Ex. 10.0; Linkenback Supp. Dir., Staff Ex. 12.0; Luth Supp. 

Dir., Staff Ex. 11.0, Schlaf Supp. Dir., Staff Ex. 9.0, Stoller Supp. Dir., Staff Ex. 13.0.  ComEd 

revised Rider SMP in response to Staff’s concerns.  While Staff does not support the concept of 

Rider SMP, Staff agrees with ComEd’s proposed revisions to Rider SMP should the Commission 

approve it.  Hathhorn Tr. at 663:4-664:8.   

e. Amortization Period for Regulatory Asset 
 

If the Commission approves Rider SMP, it should specifically approve the recording by 

ComEd of regulatory assets for the cost of assets not fully depreciated but retired early as a result 

of projects implemented under the rider, and authorize ComEd’s recovery of those costs. 

It is uncontested that projects approved under the rider may result in extraordinary 

retirements of existing assets that are not fully depreciated, and that such retirements must be 

recorded as premature retirements under established accounting rules.  Houtsma/Frank Reb., 

ComEd Ex. 25.0 Corr., 77:1614-78:1646.  For example, an AMI project might require ComEd to 



83 

record as premature retirements roughly $200 million of meters that are not fully depreciated.  

Id. at 77:1614-79:1656. 

Staff agrees with ComEd’s regulatory asset proposal.  However, ComEd believes that, as 

to the AMI project, an amortization period of no more than 10 years is appropriate, while Staff 

favors a period of 18 years.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr, 77:1614-80:1669;  

Hathhorn Reb., Staff Ex. 14.0, 25:584-27:631; Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 

34:749-36:774.  In either event, the regulatory asset should earn a return, because otherwise the 

associated cost of capital will not be recovered.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr., 

35:765-69.   

To accommodate that possibility, Staff proposes that, when appropriate, regulatory assets 

for projects approved under the rider, and the amortization period for each such asset, should be 

established in the project approval process, and that the rider contain language so providing.  

Hathhorn Reb., Staff Ex. 14.0, 24:548-25:580.  ComEd, in the interests of narrowing the issues, 

accepts Staff’s proposed language regarding this issue.  Houtsma/Frank Sur., ComEd Ex. 40.0 

Corr., 35:770-36:774. 

C. Rider SEA 
 

1. Introduction 
 

Rider SEA is designed to track O&M expenses related to storm restoration work and 

provide a dollar-for-dollar recovery of such expenses through a combination of base rates and the 

rider itself.  Crumrine Dir., ComEd Ex. 11.0 Corr., 13:233-16:313.  A tracking rider for storm 

restoration expenses is fair and beneficial both to customers and ComEd because it would ensure 

that ComEd recovers no more and no less than the actual annual costs it incurs.  Id. at 15:290-92.  

The purpose of Rider SEA is to (1) greatly improve the accuracy of the costs that customers must 
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pay for prudently incurred storm expenses; (2) avoid detracting from ComEd’s plans to maintain 

or improve service quality and reliability; and (3) avoid financial harm due to the volatility of 

such expenses.  See, e.g., Crumrine Dir., ComEd Ex. 11.0 Corr., 15:288-16:313.  Thus, Rider 

SEA works in the best interests of customers and ComEd. 

Historically, an allowance for storm expenses has been reflected in ComEd’s base rates.  

Id. at 15:293-94.  This allowance has reflected a simple average of historic annual costs.  Id. at 

15:294-96.  This approach (which is generally referred to as “normalization”) recognizes that 

weather and its impacts on ComEd’s system are unpredictable and can cause costs to vary by 

tens of millions of dollars from year to year.  Id. at 15:296-16:299; see also Williams Dir., 

ComEd Ex. 4.0 Corr.; Houtsma/Frank Dir., ComEd Ex. 7.0 Corr.  When compared to ComEd’s 

net income, such a variance in expenses represents a significant impact.  Nevertheless, to the 

extent that any such allowance built into the revenue requirement exceeds the actual cost of 

storm restoration in a given year, customers are required to overpay storm expenses.  Crumrine 

Dir., ComEd Ex. 11.0 Corr., 16:304-06.  Conversely, when the allowance is less than actual 

expenditures, ComEd is not recovering its prudently incurred costs.  Id. at 16:302-04.  In this 

event, ComEd either must reprioritize its expenditures, to the extent possible, thereby detracting 

from plans to maintain or improve service quality and reliability, or suffer financial harm, or 

both.  Id. at 16:304-06; see also Williams Dir., ComEd Ex. 4.0 Corr.  For these reasons, 

traditional base rate recovery of such volatile and unpredictable expenses, resulting from events 

beyond ComEd’s control, is not in the best interest of customers or ComEd.  

A tracking rider, like Rider SEA, on the other hand, is in everyone’s best interest.  

Customers would pay no more than the actual storm restoration O&M expenses, and annual 

variations in these expenses will not detract from ComEd efforts to provide safe and reliable 
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service.  Crumrine Dir., ComEd Ex. 11.0 Corr., 16:310-13.  Instead of relying solely on a 

simplistic average of historic storm expenses, which holds limited predictive value, Rider SEA 

will require customers to bear responsibility only for expenses actually incurred.  Crumrine Reb., 

ComEd Ex. 30.0, 30:684-86.  Under Rider SEA, if storm expenses are lower than they have been 

historically, customers will not pay the higher amount built into the revenue requirement.  Id. at 

30:686-89.  Rider SEA should be approved because it is a fair and reasonable means of 

recovering ComEd’s storm restoration expenses. 

Finally, as with Rider SMP, ComEd asks that if Rider SEA is approved, the Commission 

allow ComEd continued flexibility to work with Staff at the compliance filing stage to 

incorporate any further modifications ordered and any non-substantive editorial issues that may 

be identified later.  ComEd proposes that it be allowed to submit Rider SEA in a separate 

compliance filing to be effective no later than October 1, 2008. 

2. Proposed Revisions 
 

Staff proposes four sets of changes to Rider SEA in the event the Commission determines 

the rider is appropriate.  Hathhorn Dir., Staff Ex. 1.0, 32:742-41:979.  As ComEd accepts nearly 

all of these recommendations, there are no outstanding issues from Staff’s perspective with 

respect to the specific tariff provisions.  Hathhorn Reb., Staff Ex. 14.0, 19:425-32.   

a. Prudence Review 
 

ComEd accepts Staff’s proposed tariff language that would clarify that the costs 

recovered through Rider SEA are subject to a prudence review during the annual reconciliation 

proceedings.  Crumrine Reb., ComEd Ex. 30.0, 39:870-73; Hathhorn Dir., Staff Ex. 1.0, 33:763-

34:798. 
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The annual prudence reviews also address the concerns of certain intervenors that Rider 

SEA might remove incentives for ComEd to prudently control the costs of storm restoration 

activities.  Smith Dir., AARP Ex. 1.0, 19:10-11; Stephens Dir., IIEC Ex. 1.0 Corr., 23:455-57; 

Brosch Dir., AG/CUB Ex. 1.0, 14:14-16; Goins Dir., NUCOR Ex. 1.0, 15:353-54.  The 

Commission’s annual review of the reasonableness of ComEd’s storm expenses is more than 

sufficient incentive for ComEd to manage its storm restoration efforts efficiently.  Crumrine 

Reb., ComEd Ex. 30.0, 35:781-83. 

b. Identification of the Recoverable Costs 
 

Staff (1) proposes new tariff language that would identify the types of costs that are 

eligible to be recovered through Rider SEA; and (2) recommends excluding costs recorded in 

Accounts 926 (Employee Pension and Benefits) and 408.1 (Taxes Other Than Income Taxes).  

Hathhorn Dir., Staff Ex. 1.0, 34:802-38:912.  ComEd does not object in principle to these 

proposed changes to Rider SEA, but offers alternative language that would further clarify the 

costs to be recovered.  Crumrine Reb., ComEd Ex. 30.0, 39:877-89.  Specifically, ComEd 

proposes the addition of a new term, “O&M,” that refers specifically to the storm restoration 

expenses recorded in Account 593.  Id. 

In addition, it appears that Staff has included overtime expense in the types of costs that 

are eligible to be recovered through Rider SEA, but omitted regular wages (i.e., “straight-time”) 

for employees and transportation.  Id., 39:890-92.  The basis for omitting transportation costs is 

unclear to ComEd.  However, to the extent Staff is proposing the removal of regular wages from 

both the “Baseline O&M” and “Actual O&M” computations in the Rider SEA formula, thereby 

reflecting only the incremental labor expense, ComEd does not object to making such a change 

in the rider.  Id., 39:892-40:901.   
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c. Clarify that “Baseline O&M” Remains 
 Constant Between Rate Cases ___ 
 

ComEd accepts Staff’s proposal of new tariff language that would help clarify that 

“Baseline O&M,” or the normalized storm expense reflected in base rates, will not change 

between rate cases.  Crumrine Reb., ComEd Ex. 30.0, 40:902-07; Hathhorn Dir., Staff Ex. 1.0, 

39:922-40:951. 

d. Annual Internal Audit 
 

Staff proposes the inclusion of specific tests in the internal audit provisions of Rider 

SEA.  Hathhorn Dir., Staff Ex. 1.0, 40:953-41:979.  ComEd does not object to the tests proposed 

by Staff, with one exception.  Crumrine Reb., ComEd Ex. 30.0, 40:909-11; ComEd Ex. 30.2.  

Staff proposes the following test:  “The audit shall further test that costs recovered through Rider 

SEA are not recovered through other approved tariffs.”  Hathhorn Dir., Staff Ex. 1.0, 40:969-70.  

Because Rider SEA would annually track actual storm expenses and recover or refund any 

differences between such amounts and the normalized amount reflected in the revenue 

requirement (i.e., $26 million), some portion of the costs would be “recovered through other 

approved tariffs” (namely, distribution charges) by operation of the formula in Rider SEA.  

Crumrine Reb., ComEd Ex. 30.0, 40:914-41:918.   

3. Rider SEA is a Proper Cost Recovery Mechanism 
 

 Rider SEA fits comfortably within a standard for riders recovering variable expenses that 

the Commission has recognized and used before.  Citizens Utility Bd. v. Ill. Commerce Comm’n., 

166 Ill. 2d 111, 138 (1995) (“[A] rider mechanism is effective and appropriate for cost recovery 

when a utility is faced with unexpected, volatile or fluctuating expenses.”).  That is, Rider SEA is 

a proper mechanism for cost recovery because ComEd’s storm repair O&M expenses are 
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material (i.e., they involve very large costs), highly volatile from year to year, and are 

unpredictable and uncontrollable.  Williams Dir., ComEd Ex. 4.0 Corr., 66:1329-32.   

Staff’s review of historic storm expenses confirms that such amounts are inherently 

unpredictable.  Staff’s comparison of the $27.1 million normalized storm expense proposed in 

ComEd’s direct testimony to the high and low historic annual expense reveals that the proposed 

normalized amount is $19.2 million more than the low of $7.9 million and $27.8 million less 

than the high of $54.8 million.  Luth Dir., Staff Ex. 6.0, 15:260-68.  These figures reflect annual 

differences of -71% and 102%, respectively, and a range of $47 million.   

4. Rider SEA’s Recovery Mechanism 
 

Rider SEA will function by applying a Storm Adjustment value to each kilowatt-hour 

delivered to each retail customer, beginning with the March 2009 billing period and applied to 

bills starting in May 2009.  Crumrine Dir., ComEd Ex. 11.0 Corr., 13:238-40; 14:250-52.  The 

Storm Adjustment, which may be a charge or a credit, will reflect the difference between the 

specified baseline amount for O&M expenses related to storm restoration and actual expenses 

incurred during the previous calendar year.  Id., 13:240-43.  The rider tracks the difference 

between the base amount and actual costs on an annual basis.  Id., 13:243-44.  ComEd will 

continue to update the baseline O&M amount of storm restoration expenses reflected in 

ComEd’s distribution revenue requirements (and, in turn, distribution charges) in future rate 

cases, and the Storm Adjustment in effect at the time will be modified accordingly.  Id., 14:252-

55; see also Houtsma/Frank Dir., ComEd Ex. 7.0 Corr., 33:617-31.   

The rate formula in Rider SEA also includes an automatic reconciliation (or balancing) 

factor, which will true-up the amounts to be refunded or recovered through the adjustment with 

the actual amounts refunded or recovered, and an ordered reconciliation, which reflects any 
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amounts the Commission may order ComEd to refund or collect as part of annual docketed 

proceedings.  Crumrine Dir., ComEd Ex. 11.0 Corr., 14:256-60. 

5. Other Issues 
 

a. Accounting for Storm Costs 
 

Staff claims that Rider SEA would create “an incentive to classify or define a cost as 

eligible for recovery under a rider.”  Luth Dir., Staff Ex. 6.0, 17:300-01.  This concern is 

unfounded.  Any inappropriate classification of costs as storm expenses would be subject to 

Commission review in the annual reconciliation proceeding in the immediately following year.  

Crumrine Reb., ComEd Ex. 30.0, 33:755-59. 

b. Definition of Storm 
 

As shown in proposed Rider SEA (ComEd Ex. 30.2), a storm is defined as: 

any act of nature with disturbance of the physical environment in 
which the Company’s service territory is located, including but not 
limited to thunderstorm, microburst, tornado, cyclone, wind storm, 
snow storm, blizzard, ice storm, flood, or earthquake, or a system 
of one or more of such acts, a result of which is the interruption of 
electric service to, in aggregate, a total of more than 10,000 retail 
customers each of which are without service for more than three 
(3) hours, and during or after which the Company activates one (1) 
or more Emergency Operation Centers (EOCs). 

Staff recommends that if Rider SEA is approved, the definition of a “storm” should be modified 

to use the definitions from the National Oceanic Atmospheric Administration’s National 

Weather Service “for ice storm, severe storm, and severe thunderstorm.”  Linkenback Dir., Staff 

Ex. 8.0, 14:282-85.  ComEd does not agree with Staff’s proposal because that definition does not 

coincide with the events that drive ComEd’s response costs.  Williams Reb., ComEd Ex. 22.0 

Corr., 10:187-89.  Specifically, ComEd’s suggested definition invokes the rider exactly when 

needed:  when, due to an act of nature, ComEd determines that it must open the storm center and 

it is anticipated that 10,000 or more customers will lose power for three or more hours.  Id., 
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33:192-96.  The National Weather Service concept, relied upon in Staff’s proposal, does not 

consider the number of customers who will lose power or what may damage ComEd’s 

distribution facilities.  Id., 33:189-92. 

c. System Maintenance 
 

Staff and IIEC do not support their claims that Rider SEA will eliminate disincentives to 

ComEd for failing to properly maintain its electric delivery system.  Linkenback Dir., Staff 

Ex. 8.0, 6:130-7:132; Stephens Dir., IIEC Ex. 1.0 Corr., 37:770-75.  Sections 16-125(e) and (f) 

of the Act make ComEd economically responsible for (1) certain damages incurred by customers 

and the expenses incurred by units of local government in the event that more than 30,000 

customers are subject to a continuous power interruption of four or more hours, and (2) certain 

damages resulting from a power surge or fluctuation that affects more than 30,000 customers.  

220 ILCS 5/16-125(e), (f).  Thus, ComEd is subject to potentially significant economic 

consequences for failure to properly maintain the electric delivery system and will continue to be 

subject to such consequences whether or not Rider SEA is approved. 

Moreover, preventative maintenance is not aimed at protecting against damage from a 

serious storm.  Instead, preventative maintenance addresses problems anticipated to arise under 

normal operations, including normal weather events.  Storms create problems for ComEd that 

preventative maintenance does not, and is not designed to, prevent.  Williams Reb., ComEd Ex. 

22.0 Corr., 8:157-9:172. 
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VIII. COST OF SERVICE AND ALLOCATION ISSUES 
 

A. Overview 
 
ComEd’s embedded cost of service study (“ECOSS”) allocates distribution and 

customer-related costs to retail delivery classes and develops the appropriate unit costs.  Heintz 

Dir., ComEd Ex. 13.0 Corr., 1:10-12, 5:106-07.  An ECOSS utilizes historical relationships 

among booked costs and the volumes of services delivered by the utility.  Id., 6:111-12.  Subject 

to certain appropriate adjustments, the ECOSS input costs generally are the same costs booked to 

ComEd’s accounts in the test year.  Id., 5:107-6:111.  The basic structure of the ECOSS 

submitted in this proceeding is substantially similar to the ECOSSs filed by ComEd and 

approved in ICC Docket Nos. 99-0117, 01-0423, and 05-0597.  Heintz Dir., ComEd Ex. 13.0 

Corr., 6:120-23.  Staff has not proposed any adjustments to ComEd’s proposed ECOSS in this 

proceeding.  See Luth Dir., Staff Ex. 6.0, 3:21-25.  The record demonstrates that the ECOSS is 

reasonable and should be approved. 

Several intervenors propose modifications to ComEd’s ECOSS.  Each of these proposals 

is grounded in the particular intervenor’s attempt to shift the burden of cost recovery to other 

customers.  See Heintz Reb., ComEd Ex. 33.0 Corr., 13:276-14:307.  Indeed, the often 

competing nature of these proposals highlights the “tug of war” between residential and 

nonresidential interests.  Id., 14:300-02.  In past ComEd dockets, as well as in this proceeding, 

Staff has advocated no major changes in the allocation methodology employed in the ECOSS 

and the Commission has refused to require changes in ComEd’s ECOSS that are not supported 

by ComEd’s actual costs.  Id., 14:302-05.  ComEd urges the Commission to approve ComEd’s 

ECOSS as filed. 
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B. Uncontested Issues 
 
C. Embedded Cost of Service Study Issues 
 

1. Appropriate Study 
 

The ECOSS establishes the interclass allocation of embedded distribution and customer 

costs among the retail delivery service classes and develops the unit costs.  Heintz Dir., ComEd 

Ex. 13.0 Corr., 1:10-12, 5:106-07.  The ECOSS and ComEd’s testimony provide the information 

required by Schedule E-6 of Section 285.5110 of the Commission regulations, including rates of 

return by customer class under present and proposed rates.  Id., 1:12-16.  ComEd’s ECOSS is 

reasonable and properly allocates costs among ComEd’s customer classes.  Id., 1:20-21.  No 

comprehensive alternative study has been proffered. 

2. Primary/Secondary Split 
 

Certain intervenors criticize ComEd’s ECOSS because it does not separate primary and 

secondary distribution costs.  Stowe Dir., IIEC Ex. 3.0 Corr., 12:201-13:233; Baudino Reb., CG 

Ex. 2.0, 4:79-84; Swan Dir., DOE Ex. 1.0, 16:348-56.  This purported flaw in the ECOSS 

allegedly results in the subsidization of secondary distribution costs by customers taking service 

at primary voltages.  Stowe Reb., IIEC Ex. 7.0, 4:43-49.   

A primary/secondary differentiation is neither practical nor necessary.  ComEd does not, 

and is not required to, record its gross plant or accumulated depreciation on its books in a manner 

that would facilitate changing the ECOSS to recognize the primary/secondary distinction.  

Heintz Reb., ComEd Ex. 33.0 Corr., 3:62-64.  Moreover, ComEd’s ECOSS in this proceeding 

follows the basic structure of the ECOSSs filed by ComEd and approved in ComEd’s last three 

rate cases—ICC Docket Nos. 99-0117, 01-0423, and 05-0597.  Heintz Dir., ComEd Ex. 13.0 

Corr., 6:120-31. 
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A more refined identification and assignment of primary and secondary distribution 

facilities costs would likely reduce the total cost allocation to customers in the Extra Large Load, 

High Voltage, or Railroad delivery classes.  Alongi/Jones Sur., ComEd Ex. 45.0, 4:77-79.  

However, ComEd’s revised rate design proposal, discussed below, addresses such a potential 

result while providing for a phased-in transition to fully cost-based delivery service rates for all 

delivery classes.  Id., 4:79-82.  Indeed, the record shows that the rates under ComEd’s proposed 

rate design for these largest delivery classes would not exceed those that would result after 

incorporating IIEC’s primary/secondary separation proposal.  Id., 4:82-86.  Accordingly, this 

issue provides no basis for “rejection” of ComEd’s ECOSS and movement toward cost based 

rates, the result that its proponents seek.  See, e.g., Stowe Dir., IIEC Ex. 3.0 Corr., 3:19-23; Swan 

Dir., DOE Ex. 1.0, 25: 554-59.  Thus, even if the Commission were inclined to direct ComEd to 

incorporate this approach in the ECOSS in ComEd’s next rate case, this issue provides no reason 

why the Commission should be reluctant to approve rates that increase recoveries from under-

recovering classes and move all customer classes closer to cost. 

3. Minimum Distribution System 
 

Consistent with the cost causation methodology underlying the ECOSSs submitted in its 

three previous delivery service rate cases and the Commission’s Orders approving those 

ECOSSs, ComEd’s proposed ECOSS does not reflect the “minimum distribution system” 

(“MDS”) concept.  Heintz Reb., ComEd Ex. 33.0 Corr., 4:80-87.   

IIEC asserts that the ECOSS is flawed because it fails to recognize distribution system 

components that do not vary with demand.  Stowe Dir., IIEC Ex. 3.0 Corr., 14:243-47, 27:442-

48.  IIEC argues that some portion of these distribution-related costs should be identified as 

being caused merely by the existence of customers and the requirement that ComEd meet 
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minimum National Electric Safety Code Standards in providing service; thus, this portion of 

distribution costs should be allocated to customer classes on the basis of number of customers.  

Id., 32:546-59.  The Commercial Group agrees with IIEC.  Baudino Reb., CG Ex. 2.0, 4:85-5:94.  

Meanwhile, other parties reject the MDS proposal.  Rubin Reb., AG Ex. 6.0, 11:237-52. 

The Commission has soundly rejected MDS proposals in the past and should do so again 

here.  See, e.g., Commonwealth Edison Co., ICC Docket No. 05-0597 (Final Order, Jul. 26, 

2006) at 164-65; see also Central Il. Light Co., ICC Docket Nos. 06-0070/0071/0072 consol. 

(Final Order, Nov. 21, 2006) at 160-61.  Perhaps the clearest statement of the Commission’s 

reasoning in this regard is reflected in Docket Nos. 99-0121 and 00-0802, where the Commission 

rejected Ameren’s proposal to employ the “zero-intercept” method of identifying the portion of 

distribution costs said to be related to connecting customers to the system, so that these costs 

could be allocated to customer classes on a basis other than demand, and charged through a 

customer charge: 

[a] utility’s system is designed in an integrated manner to deliver electricity to 
customers in quantities to meet all customer demands and individual components 
of the system cannot be identified for purposes of connecting customers only.   

Central Illinois Public Service Co., ICC Docket No. 00-0802 (Final Order, Dec. 11, 2001) at 42 

(citing to ICC Docket No. 99-0121 at 71).  Furthermore, the Commission stated: 

[i]n the Commission’s view, [the cost causation] method is consistent with the 
fact that distribution systems are designed primarily to serve demand, and the 
Commission agrees with Staff that attempts to separate the costs of connecting 
customers to the electric distribution system from the costs of serving their 
demand remain problematic.   

Id. 

IIEC and other nonresidential customers support the MDS concept for one obvious 

reason: the MDS concept would shift costs away from nonresidential customers to residential 
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customers.42  Heintz Reb., ComEd Ex. 33.0 Corr., 14:291-94; Crumrine Reb., ComEd Ex. 30.0, 

44:993-94.  IIEC’s proposed ECOSS, which includes the use of IIEC’s MDS and IIEC’s 

primary/secondary distribution costs, would result in allocation of an additional $274 million to 

ComEd’s residential customers.43  IIEC Ex. 5.1 Corr.  Put another way, adoption of IIEC’s 

proposals on MDS and primary and secondary services would result in a 55% distribution rate 

increase to ComEd’s residential customer classes instead of the 24% proposed by ComEd.  

Alongi, Tr. at 2246:12-2247:1. 

Although IIEC claims that it has presented new information supporting the MDS concept, 

it has simply repackaged previously rejected arguments.  No new evidence has been provided in 

this proceeding.  Accordingly, the Commission should again reject the MDS concept. 

4. Average and Peak Methodology 
 

The Commission also should reject the City’s request to require ComEd to revise the 

ECOSS so that it uses the Average and Peak (“A&P”) method for allocating distribution-related 

costs.  Bodmer Dir., City Ex. 1.0, 20:346-59, 75:1366-80.  The City embraces the A&P 

allocation method because that method allocates more costs to nonresidential customers than to 

residential customers.  Id., 75:1374-80.  Thus, the A&P approach produces an effect directly 

opposite to that produced by MDS. 

The Commission previously has rejected use of the A&P allocation method for electric 

service and it should do so here.  See, e.g., Commonwealth Edison Co., ICC Docket No. 05-0597 

                                                 
42 This shift occurs because, under the MDS concept, the basis for allocation of costs is number of 

customers rather than usage.  Because residential customers are far more numerous and use relatively less power 
than non-residential customers, the effect of the MDS is to shift costs from the non-residential customers to the 
residential customers. 

43 This figure represents the difference between $1,378 million, which is the total of the four residential 
revenue requirements listed under column (4) of IIEC Ex. 5.1 Corr., and $1,104 million, which is the total of the 
four residential revenue requirements listed under column (2) of IIEC Ex. 5.1 Corr.   
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(Final Order, Jul 26, 2006) at 171-72; Central Il. Light Co., ICC Docket Nos. 06-

0070/0071/0072 consol. (Final Order, Nov. 21, 2006) at 164-65.  Similar to the MDS concept 

discussed earlier, an A&P allocation is based on a non-empirical theory unsupported by 

ComEd’s booked, embedded costs.  Heintz Reb., ComEd Ex. 33.0 Corr., 13:278-14:307.   

5. Customer-Specific Cost of 
 Service Study Recommendations 
 

Several intervenors propose that the Commission order ComEd to perform individualized 

cost of service studies to identify the distribution costs for particular customers or customer 

classes, such as the Railroad Delivery Class and the two over 10 MW classes (the Extra Large 

Load Delivery Class and the High Voltage Delivery Class).  Bachman Dir., METRA/CTA Joint 

Ex. 1.0, 4:15-18; Bodmer Dir., REACT Ex. 2.0, 19:398-403.  Such individualized studies are 

both impractical and inappropriate. 

An individualized study for each customer’s point of service would require ComEd to 

determine the cost for each component part of its distribution system serving any given 

customer, starting at the customer’s meter and extending all the way through ComEd’s system to 

the transmission substation.  Alongi/Jones Reb., ComEd Ex. 32.0 Corr., 17:261-64.  To place this 

in perspective, although the Railroad Delivery Class has just two customers, those two customers 

alone have over 70 individual, noncontiguous traction power locations served by ComEd 

distribution facilities.  Id. at 17:265-18:267.  Similarly, most of the 79 customers who comprise 

the Large, Extra Large and High Voltage Delivery Classes have multiple points of service.  

Consequently, proposals to conduct customer-specific cost studies are not as simple as their 

proponents would have the Commission believe.  Rather, hundreds of individual costs studies 

would be required.   
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These numerous studies also would be extremely complex.  ComEd does not record its 

costs to provide distribution-related services in a manner that would enable it to directly assign 

the investment costs incurred to serve these customers.  Alongi/Jones Reb., ComEd Ex. 32.0 

Corr., 17:261-64.  The same is true for the O&M expenses that ComEd incurs.  Id., 17:264-65.  

In addition, because of the high demands set by customers in the Railroad Delivery Class and the 

Extra Large Load Delivery Class, it is often necessary to provide service from multiple feeder 

lines in the distribution system.  Id., 17:267-69.  That is, rather than studying just one line per 

point of service, ComEd would be required to examine the costs for several feeder lines, further 

compounding the complexity of conducting a customer-specific study.  Finally, while some of 

these points of service are close to the transmission substation serving them, others might be 

miles away from the substation.  Id., 17:269-71.  This would result in ComEd having to 

determine the costs of miles of individual components used to serve just one point of service.  

Thus, it is unreasonable to conclude that ComEd would readily or easily be able to directly 

assign to these customers the portion of the investment or O&M costs incurred to serve them 

from the entire distribution system.  Id., 17:271-74. 

Certain intervenors argue that the ECOSS would be improved if ComEd conducted 

“audits” of the facilities used to serve selected classes and used the results to directly assign 

those facilities to such classes.  Bodmer Reb., REACT Ex. 6.0, 17:380-84; Bodmer Reb., City 

Ex. 2.0, 19:497-99; Bachman Reb., METRA/CTA Joint Ex. 3.0, 2:22-32.  While cost allocation, 

which is the basis for ComEd’s ECOSS, is technically complex, direct assignment of costs is far 

more complicated.44  Heintz Sur., ComEd Ex. 46.0, 3:63-4:83.  Direct assignment would require 

                                                 
44 The City’s proposal that ComEd conduct an audit to determine the actual cost of serving the City’s street 

lighting account (Bodmer Dir., City Ex. 1.0, 82:1502-03) should be rejected because it is dependent upon the 
erroneous assumption that the City owns all the poles and secondary lines for its dusk to dawn street lighting system.   
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numerous determinations, such as the extent each facility is used by a customer and the 

development of the corresponding cost.  Those determinations would then have to be repeated 

for each customer class.  Mr. Heintz described the impracticality of direct assignment for just 

one customer in the ComEd system:  “[T]he issues were what facilities were used, whether or not 

other facilities backed up those facilities and what the directly assigned costs, not only of the 

facilities but other costs would be for them.”  Heintz, Tr. at 2068:19-2069:22.  Accordingly, 

ComEd’s assignment of costs on the basis of delivery class attributes for all delivery classes 

remains the more practical method to employ in developing the assignment of costs in the 

ECOSS.  Heintz Sur., ComEd Ex. 46.0, 4:81-83. 

For these reasons, the requests by certain intervenors for individualized cost of service 

determinations must be rejected as unwarranted and inappropriate. 

D. Rate Impact Analysis 
 

 Consistent with the requirements of Part 285 of the Commission’s rules (83 Ill. Adm. 

Code 285), ComEd presented a rate impact analysis with its initial filing.  Alongi/Jones Dir., 

ComEd. Ex. 12.0, 10:159-11:168; ComEd Ex. 12.2.  ComEd also submitted a revised analysis in 

its rebuttal testimony.  Alongi/Jones Reb., ComEd. Ex. 32.0 (Cor.) 11:152-12:165. 

                                                                                                                                                             
Alongi/Jones Reb., ComEd Ex. 32.0 Corr., 18:283-86.  In fact, thousands of City street lights are mounted on 
ComEd poles and are served by many miles of ComEd secondary lines throughout the City’s alleys.  Id. 
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E. Interclass Allocation Issues 
 

 Consistent with the requirements of Part 285 of the Commission’s rules (83 Ill. Adm. 

Code 285), ComEd presented a rate impact analysis with its initial filing.  Alongi/Jones Dir., 

ComEd Ex. 12.0, 10:159-11:168; ComEd Ex. 12.2.  ComEd also submitted a revised analysis in 

its rebuttal testimony.  Alongi/Jones Reb., ComEd  Ex. 32.0 (Cor.) 11:152-12:165. 

1. Across-the-Board Increase 
 

As an alternative to setting rates based on cost, some intervenors urge the Commission to 

increase the Distribution Facility Charge by the system average increase (or, in the case of the 

Railroads, the lesser of the system average or the residential increase).  Stephens Dir., IIEC 

Ex. 1.0, 16:295-96; Swan Dir., DOE Ex. 1.0, 3:61-62; Goins Dir., NUCOR Ex. 1.0, 6:123-27; 

Bodmer Dir., REACT Ex. 2.0, 22:477-79; Bachman Dir., METRA/CTA Joint Ex. 1.0, 4:20-25.  

Staff has adopted a generic “across-the-board” allocation method favored by IIEC, though for a 

reason different from IIEC’s.  Lazare Reb., Staff Ex. 18.0, 17:390-18:398.  A system average 

increase, however, does not reflect the costs customers impose on the system.  Crumrine Reb., 

ComEd Ex. 30.0, 49:1104-06.   

ComEd’s revised rate design, including its mitigation proposal for the three largest 

nonresidential classes (described in Section IX A., infra), is more appropriate and reasonable 

than an across-the-board increase.  Crumrine Reb., ComEd Ex. 30.0, 50:1126-51:1135.  First, if 

the Commission were to accept an across-the-board allocation proposal, new subsidies would be 

created that do not currently exist by shifting millions of dollars from the residential class to the 

nonresidential class.  Crumrine Sur., ComEd Ex. 43.0 Corr., 32:698-701; see ComEd Ex. 45.1.  

Second, an across-the-board increase would continue to exacerbate existing subsidies, which 

would make cost-based rate setting in future proceedings even more difficult and heighten the 
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conflict between rate classes.  Crumrine Sur., ComEd Ex. 43.0, 32:695-98; Alongi/Jones Sur., 

ComEd Ex. 45.0, 8:134-9:155.  Third, ComEd’s revised rate design proposal is consistent with 

the Commission’s long-standing goal of moving rates toward costs.  Crumrine Reb., ComEd 

Ex. 30.0, 50:1128-31.  Finally, ComEd’s proposal addresses rate impact concerns by gradually 

moving the largest nonresidential customers to cost-based rates.  Crumrine Dir., ComEd Ex. 11.0 

Corr., 6:132-7:142; Crumrine Reb., ComEd Ex. 30.0, 44:981-83.   

For these reasons, the Commission should reject an across-the-board increase both on the 

basis of cost justification and on the principle that fairness is more likely to be achieved when an 

objective standard, such as an ECOSS, is used to set rates.   

2. Rate Moderation/Mitigation Proposals 
 

ComEd’s proposed rate design and mitigation proposal is set forth in Section IX.A. 

F. Supply vs. Delivery Services Allocation Issues 
 
Section IX.F. addresses claims concerning the allocation of supply and delivery services-

related costs. 

IX.  RATE DESIGN 
 

A. Overview 
 
Traditional cost-causation principles ensure that all customers are paying their fair share 

for distribution service.  ComEd asks the Commission to approve its modified, proposed 

interclass allocation and rate design, which reflects these principles.  Crumrine Reb., ComEd Ex. 

30.0, 45:1004-08; Alongi/Jones Reb., ComEd Ex. 32.0 Corr., 4:70-77.  Customer class revenue 

generally should be allocated based on ComEd’s ECOSS, which properly allocates distribution 

and customer-related costs to its retail delivery classes on a cost-causation basis.  While ComEd 

supports setting rates at cost, it suggests that existing subsidies in current rates for its largest 
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customers requires a measured movement to cost.  Crumrine Reb., ComEd Ex. 30.0, 2:43-3:46.  

Accordingly, ComEd proposes a 50% movement toward cost-based distribution facilities charges 

for the Extra Large Load Delivery Class, High Voltage Delivery Class, and Railroad Delivery 

Class at this time.  Alongi/Jones Reb., ComEd Ex. 32.0 Corr., 9:137-39.  Under ComEd’s 

revised proposal, these customer classes would move to fully cost-based rates in its next general 

rate case, thereby eliminating the subsidies borne by the other nonresidential customer classes.45  

Id., 9:139-42.  Other parties generally endorse setting rates based on cost, and suggest their own 

mitigation proposals to move ComEd’s largest customers toward cost-based rates.  See Stephens 

Reb., IIEC Ex. 5.0, 9:171-10:179; Swan Reb., DOE Ex. 2.0, 27:638-46. 

Meanwhile, similar to the various intervenor proposals seeking to deviate from ComEd’s 

ECOSS, various intervenors seek to modify ComEd’s rate design in order to preserve or 

exacerbate existing rate subsidies, or to create new subsidies.  Crumrine Sur., ComEd Ex. 43.0, 

31:668-83  Such subsidies must be borne by other customers.  Id., 31:684-32:691.  The issue of 

who will pay what portion of ComEd’s total revenue requirement pits different classes of 

customers against one another.  Id., 32:694-96.  Unlike the intervenors’ proposals, ComEd seeks 

to base its distribution rates on traditional cost-causation principles to ensure that all customers 

are paying their fair share for distribution service, or moving in that direction.   

                                                 
45 ComEd recognizes that each rate case proceeds before the Commission independently and, therefore, the 

Commission will ultimately decide in this case and in each future case how far, if at all, it will move customers to 
fully cost-based rates. 
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B. Uncontested Issues 
 
The evidence supports ComEd’s proposed revisions to the following existing tariffs:  

Rider ML, Rider SBO7, Rate MSPS7, and Rate BES-H.  All parties agree with these changes.  

See Subsection IX.D.3 and 4.  Accordingly, the Commission should find these proposed 

revisions to be just and reasonable. 

In addition, ComEd presented evidence supporting its proposal to update the proposed 

fees in the General Terms and Conditions using a methodology consistent with the methodology 

previously approved to determine the current charge in the General Terms and Conditions.  

Alongi/Jones Dir., ComEd Ex. 12.0, 18:321-19:336.  ComEd’s proposed charges in the General 

Terms and Conditions have not been challenged by Staff or intervenors, and should be found to 

be just and reasonable. 

C. Rate Design Issues 
 

1. Residential Customers 
 

Consistent with the Commission’s Order in ComEd’s last rate case, ComEd’s proposed 

rate design maintains four residential customer classes.  No party takes issue with these classes.  

Indeed, the only party to propose changes to residential rate design is the City of Chicago.  See 

Bodmer Dir., City Ex. 1.0.  The City’s proposed residential rate design adjustments to implement 

lower residential rates for customers located in the City should be rejected because these 

proposals are contrary to the Commission’s views on rate design and sound rate design 

principles.  Crumrine Reb., ComEd Ex. 30.0, 45:1018-46:1022; Alongi/Jones Reb., ComEd Ex. 

32.0 Corr., 22:381-39:626.  Even the AG specifically criticized and rejected the City’s proposal.  

Rubin Reb., AG Ex. 6.0, 7:147-52, 17:397-404, 19:446-20:451.   
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a. Regional Delivery Service Rates 
 

The City primarily recommends that ComEd utilize regionally differentiated delivery 

service rates for customers located in Cook County (i.e., the City), collar counties and far collar 

counties.  Bodmer Dir., City Ex. 1.0, 17:288-91.  In a similar vein, the City proposes that rates 

should be set on a county-by-county basis so that costs ComEd incurs in a specific county are 

recovered only from customers located in that county.  Id., 42:748-62.  Neither proposal, 

however, reflects how ComEd actually provides service to residential customers, nor does either 

proposal consider how ComEd actually tracks its costs. 

The first proposal reflects a misapprehension that investment costs incurred by ComEd in 

places outside of the City are inappropriately being recovered from customers inside the City.  

Alongi/Jones Reb., ComEd Ex. 32.0 Corr., 23:384-86.  This is simply not the case.  Id., 23:386.  

Based upon historical data, approximately 26% of ComEd’s customers’ energy (kWh) usage is 

attributable to customers inside the City.  Id., 23:386-88.  The same is true for ComEd’s 

investments costs – approximately 26% is expended for facilities inside the City.  Id., 23:388-89.  

A comparison of investment in plant to energy use inside and outside the City over the past four 

years shows that investment inside and outside the City tracks closely to historical usage inside 

and outside the City.  Id., 23:389-92.  In particular, 23% of total investment dollars between 

2004-2007 were specified as having been expended inside the City.  Id., 23:392-94.  In addition, 

some of the unspecified investment costs were likely expended inside the City.  Id., 23:294-95.   

The City’s second proposal relies upon the erroneous presumption that the costs of 

serving suburban or rural counties in ComEd’s service territory are higher than the costs of 

serving urban counties.  Alongi/Jones Reb., ComEd Ex. 32.0 Corr., 28:494-29:496.  In fact, the 

costs of serving high density areas, such as those inside the City, can be the highest due to 
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restrictions on the time during which work may be performed and the need for special equipment 

to work in tight quarters.  Id., 29:496-98.   

Moreover, ComEd’s costs of service simply do not follow political boundaries, because 

ComEd’s distribution system is not, and never has been, designed, installed, or maintained on 

such a basis.  Id., 29:498-500.  For example, distribution equipment located in Lake County may 

be used to deliver electricity to customers located in Cook County.  Id., 29:503-04.  Indeed, 

ComEd does not even maintain cost data or investment data on a county-by-county basis.  

Bodmer, Tr. at 1490:20-1491:3.  Additionally, it is not feasible for ComEd to direct electricity to 

flow from the transmission system to a customer location via a particular distribution route that 

follows county boundaries.  Alongi/Jones, ComEd Ex. 32.0 Corr., 29:500-02.  Finally, most, if 

not all, counties in ComEd’s service territory have areas experiencing either expansion or 

gentrification that requires new distribution facilities, as well as areas that require maintenance 

and replacement of older facilities.  Id., 29:505-08.  Because setting rates on a county-by-county 

basis does not allocate the actual costs of service any more directly or equitably than ComEd’s 

proposal, the City’s proposal should be rejected. 

The AG is in agreement with ComEd that the Commission should reject the City’s 

proposal to apply regional surcharges that vary by county to electric delivery service rates:  

“[The City’s] proposal to establish separate, lower rates for customers located in the City of 

Chicago should be rejected.  There is no cost basis for establishing such rates.  Without such a 

cost basis, rate differences based on location would be arbitrary and unduly discriminatory.”  

Rubin Reb., AG Ex. 6.0, 7:149-52; see also id., 17:397-404, 19:429-33. 
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b. Customer Charge 
 

The City next proposes that the monthly customer charge should be reduced.  Bodmer 

Dir., City Ex. 1.0, 80:1458-69.  This proposal should be rejected for several reasons.  First, the 

City’s proposed reduction in the monthly customer charge is not cost-based.  Alongi/Jones Reb., 

ComEd Ex. 32.0 Corr., 25:420-23; Rubin Reb., AG Ex. 6.0, 19:446-20:451.  

Second, the foundation for this proposal is premised on the misconception that low-

income customers are low electricity use customers, which results in a higher average cost per 

kWh when the fixed monthly customer charge is divided by the low usage.  Alongi/Jones Reb., 

ComEd Ex. 32.0 Corr., 24:403-25:406.  The record shows that low-income customers are not 

necessarily low-usage customers, or vice versa.  Id., 25:407-09.   

Finally, under the Act, charges for electricity service should be set in a manner that 

reflects the cost to serve to the extent possible.  Id., 25:420-21.  Assistance to low-income 

customers should not be attempted through arbitrarily set rates for electricity service.  Id., 

25:421-23.  There are targeted programs already in place to assist low-income customers in the 

payment of energy bills, such as the State’s Supplemental Low-Income Energy Assistance Fund.  

Id., 25:423-26.  The monthly charge to ComEd’s customers for the State’s Supplemental Low-

Income Energy Assistance Fund is $0.40 for residential customers, $300 for customers with 

demands over 10,000 kW, and $4.00 for all other customers.  Id., 25:427-26:429. 

For these reasons, the Commission should reject the City’s attempt to improperly reduce 

the customer charge for residential customers. 
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2. Nonresidential 
 

a. Space-Heating Customers 
 

The only intervenor to challenge the delineation of ComEd’s nonresidential customer 

classes is BOMA, which again presses its tired request to establish a separate class for 

nonresidential electric space heat customers.  Zarumba Dir., BOMA Ex. 1.0 Corr., 10:218-

11:240.  BOMA’s request was rejected in the last rate case and should be rejected again here.  

Commonwealth Edison Co., ICC Docket No. 05-0597 (Final Order, Jul. 26, 2006) at 217-19.  

Just as in the last rate case, BOMA presents no evidence to show that the costs of providing 

distribution service are somehow different for nonresidential electric space heat customers. 

The rate design changes associated with the transition of ComEd from an integrated 

electric service provider to a delivery company have been completed.  Crumrine Reb., ComEd 

Ex. 30.0, 52:1174-53:1193.  ComEd’s former Rider 25 provided a subsidy to nonresidential 

electric space heating load customers in the form of a specific energy charge with no demand 

charges in the non-summer months.  Rider 25 was a relic from another era, created at a time 

when the cost of power supply from ComEd’s then-existing generation was significantly lower 

in the off-peak seasons.  Id.  Whatever sense it may have made to provide such supply-related 

rate concessions when ComEd was an integrated utility, conditions have changed.  Any 

discounted or otherwise advantageous rates are properly limited to supply charges, which are not 

the subject of this proceeding.  Delivery service rates, which are at issue here, are another matter.  

There is simply no evidence that delivery service costs vary seasonally.  Indeed, the record 

shows that distribution facilities must be planned and built to meet customers’ maximum loads, 

regardless of when those may occur.  Clair Tr. at 228:16-18.  Thus there is no basis in this record 

to conclude that it costs ComEd less to serve nonresidential customers who use some of their 



107 

electric service for space heating.  BOMA’s proposal to establish a separate, subsidized class or 

distribution charge for nonresidential electric space heat customers should be rejected. 

b. Railroad Customers 
 

i. Operational Issues 
 

Intervenors METRA and CTA suggest that their rates should be set below their 

embedded cost of service in part because they claim that ComEd relies on their traction power 

substation facilities, which are attached to ComEd’s system, to serve other customers.  The CTA 

raised the identical argument in ComEd’s most recent rate case, but the Commission rejected it.  

Commonwealth Edison Co., ICC Docket No. 05-0597 (Final Order, Jul. 26, 2006) at 254-55. 

The railroad substations are configured to benefit the railroads.  Donnelly Reb., ComEd 

Ex. 21.0 Corr., 7:132-35.  ComEd does not need these facilities to provide reliable service to any 

customer.  Id., 7:132-33, 107:2202-08.  Moreover, only under extremely unlikely circumstances 

would they provide a unique path to furnish power to another customer who otherwise might be 

without service.  Id., 108:2215-110:2339. 

It is true that some of the railroads’ traction power substations are powered by more than 

one ComEd feeder circuit – a configuration requested by the railroads for their own benefit.  

Zika, Tr. at 1418:12–1419:10; Szerla, Tr. at 1438:1–1439:2.  Under normal operating conditions, 

with both feeder circuits in service, both the railroads and other customers on the feeder circuits 

receive power.  Power may, as a function of the laws of physics, flow between the feeders 

depending upon the electrical characteristics of the system at that time.  Donnelly Reb., ComEd 

Ex. 21.0 Corr., 112:2267-70.  But, if a fault occurred on one of the circuits, the railroad’s system 

would (automatically) open a circuit breaker, cutting it off from the circuit with the fault, and 

maintaining its power from the unaffected circuit.  This open breaker would not restore or 
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maintain power to any of ComEd’s customers.  Donnelly Reb., ComEd Ex. 21.0 Corr., 

109:2226-32.   

As the Commission held in rejecting this argument in ComEd’s most recent rate case, 

“[w]hile it is true that physics dictate the flow of electrons on the ComEd/CTA distribution 

system, the CTA has not proven that its equipment, either by design or by chance, improves the 

reliability of ComEd’s system or allows ComEd to avoid incurring costs.”  Commonwealth 

Edison Co., ICC Docket No. 05-0597 (Final Order, Jul. 26, 2006) at 255.46  In the final analysis, 

because of the way ComEd has prudently designed its system, the railroad facilities are not 

essential to reliable service of ComEd’s customers, and do not justify preferential rate treatment. 

ii. Railroad Customers’ Request 
 for Special Treatment __ 
 

METRA and the CTA seek to support their claim for special rate treatment by asserting 

that ComEd’s proposed rate design does not “address the very real public interest implications of 

the proposed rates and the resulting percentage increase on the Railroad Delivery Class.”  

Bachman Dir., METRA/CTA Joint Ex. 1.0, 3:13-14.  ComEd disagrees.  ComEd’s proposed rate 

design fairly treats all customers, including those who provide service that is in the public 

interest. 

ComEd recognizes METRA’s and CTA’s concerns about the funding squeeze facing 

public transportation in Northeastern Illinois.  Crumrine Reb., ComEd Ex. 30.0, 51:1147-48.  

                                                 
46 ComEd designs its system so that it does not have to rely on others not in its control to keep the system 

functioning under normal conditions or in single contingency conditions, that is, with one line or equipment out of 
service.  Luedtke, Tr. at 2235:5-10.  Indeed, under certain operating conditions, ComEd could use METRA facilities 
as a source of supply in case of a second contingency.  Luedtke, Tr. at 2235:10-13.  In response to this, METRA 
pointed to anecdotes showing that ComEd on occasion has asked METRA to maintain its breakers in the closed 
position.  Thompson, Tr. at 2236:1-5.  This turned out not to be a matter of necessity, but of convenience during 
maintenance operations to avoid the need to employ field switching to ensure backup supply.  Luedtke, Tr. at 
2235:14-22.  METRA also pointed to an incident five years ago in which a fire at a METRA substation put other 
ComEd customers out of service, but the ComEd system has been redesigned since then to avoid that happening 
again.  Thompson, Tr. at 2236:6-13.   
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However, neither ComEd nor the Commission should be put in the position of picking worthy 

causes and requiring that other customers subsidize their use of the electric distribution system.  

Id., 51:1148-50.  In particular, it is ComEd’s position that it would be inappropriate to arbitrarily 

set the public interest value of public transportation over other entities that promote the public 

interest, such as hospitals, universities, churches, homeless shelters, government buildings or 

even businesses and industries that support job growth.  Id., 51:1150-54.  The funding difficulties 

facing these other customers, although less well publicized, are no different than those 

difficulties experienced by METRA and the CTA.  Id., 51:1154-52:1157.  Accordingly, the 

Commission should approve ComEd’s proposed rate design, because it sets rates in a manner 

that does not unduly discriminate in favor of, or against, any groups or types of customers. 

METRA and the CTA also argue that the Commission specifically should consider the 

environmental benefits of mass public transit in this proceeding.  Anosike Dir., CTA Ex. 1.0, 

8:154-9:172; see Ciavarella Dir., METRA Ex. 3.0.  On the contrary, the Commission should set 

rates based upon the sound ratemaking principle of recovering costs from cost-causers, 

consistent with the provisions of Article IX of the Act.  220 ILCS 5/9-101 et seq.  In particular, 

the Commission should (a) establish rates that are just and reasonable and (b) ensure that the 

rates do not unduly discriminate between customers and customer classes.  See 220 ILCS 5/9-

101, 5/9-241.   

c. Primary and Secondary Billing Proposal 
 

The Commission should reject DOE’s recommendation that customers in the High 

Voltage Delivery Class served at multiple points with some lines entering the premises at 

voltages below 69,000 volts be assigned to two delivery service classes.  Swan Dir., DOE 

Ex. 1.0, 25:565-75.  By assigning two delivery service classes to the same customer, DOE is 
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essentially recommending that ComEd create two distinct customers for each high voltage 

customer that has some electric lines entering the premises at voltages under 69,000 volts.  

Alongi/Jones Reb., ComEd Ex. 32.0 Corr., 20:336-39.  That recommendation is inconsistent 

with the definition of a retail customer, which links an entity with contiguously situated 

locations.  Id., 20:339-40.  Moreover, ComEd’s systems are not structured in a manner that 

would allow the application of two distinct demand-based delivery classes to a single customer.  

Id., 20:340-42.  Finally, such a separation is not necessary because less than four percent of the 

billing demand for the High Voltage Delivery Class is even served at voltages under 69,000 

volts.  Alongi/Jones Sur., ComEd Ex. 45.0, 15:291-95.  In light of the revisions required to 

ComEd’s ECOSS, the corresponding changes to ComEd’s rate design, and the application of 

ComEd’s mitigation proposal for the High Voltage Delivery Class, the additional billing 

complexities of DOE’s recommendation are not warranted. 

D. Existing Riders [And Rates] 
 

1. Rider ACT 
 

Rider ACT provides a credit of $0.20533/kW to customers that provide their own 

transformation rather than receiving standard transformation from ComEd.  Alongi/Jones Dir., 

ComEd Ex. 12.0, 21:367-68.  The credit is applied to the Maximum Kilowatts Delivered 

(“MKD”) established by the customer during the monthly billing period.  Id., 21:368-69.  

ComEd initially made several proposals with respect to Rider ACT, which were aimed at 

phasing it out.  Id., 22:371-92.   

Staff and certain intervenors objected to ComEd’s proposed phase-out of Rider ACT, 

particularly the mandatory termination provisions.  Linkenback Dir., Staff Ex. 8.0, 17:363-64; 

Swan Dir., DOE Ex. 1.0, 34:780-81; Fults Dir., REACT Ex. 1.0, 2.0, 21.  However, ComEd 
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offers standard service to all customers and should not be obligated to pay customers that choose 

to take less than standard service.  Alongi/Jones Reb., ComEd Ex. 32.0 Corr., 41:652-53.  With 

respect to other distribution facilities, ComEd does not pay customers that receive something less 

than the maximum allowed standard service.  Id., 41:653-55.  For example, ComEd offers 

standard service with up to two poles, three spans of primary, and transformation on a 

nonresidential customer’s premises, sized for the customer’s normal load.  Id., 41:655-57.  

However, some customers require less than two poles and three spans of primary, or choose to 

install their own poles and primary on their premises, and ComEd does not pay those customers.  

Id., 41:657-59.  Nor should ComEd pay customers who choose to install their own transformers 

in lieu of accepting ComEd’s standard service.  Id., 41:659-61.  Moreover, the number of 

customers who choose to install their own transformers under Rider ACT is very small by 

comparison to ComEd’s total number of customers (just over 200 compared to over 3.7 million).  

Id., 41:661-63.  As a result, the practice of compensating customers who choose to own their 

transformers in lieu of accepting ComEd’s standard service causes ComEd to undertake 

additional and manual administrative activities in excess of what it would provide as standard 

service to maintain the accounts for these customers, including keeping track of transformers for 

which it should not provide maintenance or repair, and billing, respectively.  Id., 41:663-68.   

In an effort to narrow the contested issues in this proceeding, ComEd is willing to remove 

the mandatory termination provisions in the proposed Rider ACT to which certain parties 

objected.  Alongi/Jones Reb., ComEd Ex. 32.0 Corr., 41:669-74; ComEd Ex. 32.9.  Staff and 

DOE support ComEd’s revised proposal for Rider ACT.  Swan Reb., DOE Ex. 2.0, 2:24-25; 

Linkenback Reb., Staff Ex. 19.0, 11:244-60.   
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Meanwhile, REACT maintains that Rider ACT should be retained in its current form; 

however, if the Commission determines to make changes to Rider ACT, then REACT 

recommends (1) adoption of ComEd’s revised proposal to remove the mandatory termination 

provisions; (2) closing Rider ACT to new customers; and (3) offering a voluntary termination 

provision.  Fults Reb., REACT Ex. 5.0, 27:549-57.  In light of the agreement among the majority 

of the parties on ComEd’s revised proposal for Rider ACT, the Commission should find 

ComEd’s revised proposal on Rider ACT to be just and reasonable. 

2. Rider AC7 
 

ComEd proposes a ratemaking adjustment to its delivery service revenue requirement 

needed to reflect the revenues stemming from Rider AC7 – Residential Air Conditioner Load 

Cycling Program 2007 (“Rider AC7”) at current compensation levels.  Crumrine Dir., ComEd 

Ex. 11.0 Corr., 21:417-24:485.  Rider AC7 compensates residential customers for reducing load 

by permitting ComEd to install a direct load control (“DLC”) device that cycles their central air 

conditioning unit compressor.  Id., 21:418-20.  Approximately 56,000 residential customers are 

currently taking service under Rider AC7, which translates into nearly 55 MW of demand 

response from this customer group.  Id., 21:420-22.  ComEd proposes that the compensation 

provided to participating customers under Rider AC7 remain the same as it is today — and was 

under Rider AC — for essentially the same reasons given in Docket No. 05-0597.  Id., 23:474-

24:476. 

CUB objected to ComEd’s proposed adjustment to Rider AC7, claiming that ComEd’s 

adjustment “underestimated the value of capacity within PJM’s capacity market” and proposes 

an adjustment thereto.  Thomas Dir., CUB Ex. 1.0, 46:1103-48:1129.  ComEd’s proposed 

adjustment (credit) of $465,854 to the revenue requirement reflects the difference between the 
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incentive payments made to residential customers enrolled in Rider AC7 (for the ability to cycle 

or interrupt the compressor on air conditioning units) and the value of the associated capacity in 

the PJM market.  Crumrine Reb., ComEd Ex. 30.0, 54:1201-04.  In determining this adjustment, 

ComEd used the capacity prices resulting from PJM’s Base Residual Auction (“Auction”) for the 

2008-2009 Planning Year ($111.92 per MW-day).  Id., 54:1204-06.  Capacity prices for the 

2008-2009 Planning Year extend beyond the third quarter of 2008 as the price will actually be 

effective from June 2008 through May 2009.  Id., 54:1206-08.   

CUB’s proposal should be rejected, because it applies to time periods that extend well 

beyond the period for pro forma adjustments.  See 83 Ill. Adm. Code § 287.40 (“These 

adjustments shall reflect changes affecting the ratepayers in plant investment, operating 

revenues, expenses, and cost of capital where such changes occurred during the selected 

historical test year or are reasonably certain to occur subsequent to the historical test year within 

12 months after the filing date of the tariffs and where the amounts of the changes are 

determinable.”).  It should be noted that CUB did not present rebuttal testimony addressing this 

flaw in its proposal.  As such, ComEd’s proposed adjustment to the revenue requirement 

associated with Rider AC7 is just and reasonable and should be approved. 

3. Rider ML [and Rider SBO7] (Uncontested) 
 

ComEd proposes to update the monthly rental charges for meter-related facilities 

provided for in Rider ML using a methodology similar to that approved by the Commission to 

determine the current monthly rental charges.  Alongi/Jones Dir., ComEd Ex. 12.0, 17:294-

18:311; ComEd Ex. 12.8.  ComEd’s proposed charges under Rider ML have not been challenged 

by Staff or intervenors, and should be found to be just and reasonable. 
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In addition, ComEd proposes to reduce the embedded cost-based single bill credit from 

$0.63 per bill to $0.54 per bill.  Alongi/Jones Dir., ComEd Ex. 12.0, 15:245-54; ComEd 

Ex. 12.4.  ComEd’s proposed reduction under Rider SBO7 has not been challenged by Staff or 

intervenors, and should be found to be just and reasonable. 

4. Rate MSPS7 [and Rate BES-H] (Uncontested) 
 

ComEd proposes to update the following groups of charges contained in Rate MSPS7:  

Metering Equipment Removal Charges; Meter Reading Charges; and MSP-Requested Work 

Charges.  Alongi/Jones Dir., ComEd Ex. 12.0, 18:313-20; ComEd Ex. 12.9.  ComEd’s proposed 

charges in Rate MSPS7 have not been challenged by Staff or intervenors, and should be found to 

be just and reasonable. 

ComEd also proposes to update the proposed off-cycle termination fee in Rate BES-H 

and Rate BES-RR.  Alongi/Jones Dir., ComEd Ex. 12.0, 17:284-92; ComEd Ex. 12.7.  ComEd’s 

proposed off-cycle termination fee in Rate BES-H and Rate BES-RR has not been challenged by 

Staff or intervenors, and should be found to be just and reasonable.47 

E. Distribution Loss Factors 
 
Distribution system losses are an inevitable consequence of electricity flowing through 

the electric distribution system, or in some cases, by elements of the system being energized 

even if no power is flowing.  Donnelly Reb., ComEd Ex. 21.0 (Corr.), 115:2337-40.  The fact 

that there are losses does not imply that something is wrong.  Id. at 115:2340-41.   

                                                 
47 As a result of the Commission’s approval of ComEd’s tariff revisions in Docket Nos. 07-0528/07-0531, 

Rate BES-RR expires and is superseded by the provisions of Rate BES-H at the start of the June 2008 monthly 
billing period, which occurs before the conclusion of this rate case proceeding. 
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Prior to filing this case, ComEd performed a new distribution loss study.  ComEd Ex. 

21.1, see also summarized in ComEd Ex. 12.16 (summarizing study).  ComEd improved its 

methodology for this study, using data from a new geographical information system for more 

precise equipment and load location and system configuration data.  Donnelly Reb., ComEd Ex. 

21.0 (Corr.), 115:2344-50.  ComEd also improved the accuracy of this study by including 

downstream losses in the load of certain upstream elements, correctly modeling how upstream 

flows must be sufficient to support both downstream load and losses.  Id. at 115:2350-116:2353.  

These improvements allowed ComEd to more accurately attribute the losses to the customers 

using these elements of the system.  Id. at 116:2353-54.  No contrary study has been offered by 

any party. 

ComEd’s new distribution losses study resulted in some classes of customers having 

more losses attributed to them than the previous study, and this included high voltage customers.  

This customer class has some of the lowest line losses, due to the high voltages used, and while 

the improved study showed its losses to be the lowest of the customer classes, it was not as low 

as the previous study had found.  ComEd Ex. 21.1  REACT, the members of which include high 

voltage customers, objected to the study, but its witness (Mr. Fults) did not challenge any of the 

methodology or data used.  Fults Tr. at 1876:18-1877:2.  Rather, REACT simply complains 

about the percentage increase in losses, and speculates that a “high” percentage change might 

indicate incorrect results.  These speculations, however, prove nothing.  For example, Mr. Fults 

questioned how distribution losses could go up in areas where ComEd has made new upgrades 

and investments.  Fults Dir., REACT Ex. 1.0 20:422-21:436.  However, Mr. Donnelly explained 

that new upgrades, while they may be necessary to add capacity or improve reliability, would not 

always decrease distribution losses; they may, in fact, lead to additional losses.  Donnelly Reb., 
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ComEd Ex. 21.0 (Corr.) 117:2389-97.  Overall, there is no evidence of any flaw in the 

distribution loss study. 

Mr. Fults also suggested that ComEd be directed to study the distribution losses 

individually on a customer-by-customer basis, but this would jeopardize the fairness, stability, 

and reliability of the results.  Donnelly Sur., ComEd Ex. 36.0, 28:566-81.  The Commission has 

repeatedly accepted ComEd’s practice of calculating distribution losses by class, and it should do 

so here as well. See Docket No. 05-0597 (Final Order July 26, 2006), p. 190; Docket No. 01-

0423 (Final Order March 28, 2003), p. 139 and Interim Order dated April 1, 2002, p. 130. 

F. Recovery of Supply-Related Costs 
 

ComEd has properly allocated distribution costs to its distribution rates.  E.g., Houtsma 

Dir., ComEd Ex. 7.0 Corr., 8:157-61, 9:175-10:209, 13:245-62, 14:285-18:322, 23:443-24:455, 

25:472-26:497, 26:511-27:520, 27:532-28:559; ComEd Ex. 7.1, Work Papers WPA-5, WPB-1, 

WPC-1a.  ComEd has also properly identified its supply-related costs that are recovered through 

Rider PE.  E.g., Crumrine Reb., ComEd Ex. 30.0, 3:54-56, 55:1223–60:1336.  REACT initially 

recommended that the Commission “require ComEd to clearly delineate the tariff mechanism 

that is being used to recover each of the costs associated with supply procurement.”  Merola Dir., 

REACT Ex. 3.0, 20:421-21:423.  This proposal should be rejected as unnecessary, because the 

recovery of such costs from bundled supply customers already has been delineated by the 

Commission.  Crumrine Reb., ComEd Ex. 30.0, 56:1261-57:1291; see also Commonwealth 

Edison Co., ICC Docket Nos. 07-0528/07-0531 consol. (Final Order, Dec. 19, 2007). 

REACT in rebuttal introduced a proposal to re-allocate exactly 40% of the total 

$162.2 million (or $64.9 million) in billing (excluding meter reading), customer support 

(including call center operations) and credit and collections allocated to residential customers 
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and nonresidential customers with demands under 400 kilowatts in ComEd’s ECOSS, and 

allocate those costs solely to customers that take fixed-price bundled service from ComEd under 

Rate BES.  Merola Reb., REACT Ex. 7.0, 13:287-22:485.  REACT’s proposal is unsupported 

and unsubstantiated, and the proposed “allocation” is completely arbitrary.  Crumrine Sur., 

ComEd Ex. 43.0 Corr., 33:726-35:757.  Similar arguments have previously been made to the 

Commission and they have been rejected. See Commonwealth Edison Co., ICC Docket No. 05-

0597 (Final Order, Jul. 26, 2006) at 257 (“The Commission finds CES’ recommendation to 

allocate no less than one-fourth of call center costs to supply, to the extent CES still supports this 

recommendation, to be unsupported and unsubstantiated.  Accordingly, that proposal is hereby 

rejected.”). 

REACT’s proposal rests entirely on a series of assumptions to arrive at its arbitrary 40% 

allocation factor.  Merola, Tr. at 1899:10-1906:9.  These assumptions in no way demonstrate that 

$64.9 million in billing, customer support and credit and collection costs are directly related to 

the provision of energy supply to bundled service customers.  Crumrine Sur., ComEd Ex. 43.0 

Corr., 34:737-42.  Indeed, REACT fails to explain how even one dollar of such costs would be 

avoided by ComEd if all customers served under Rate BES migrated to alternative suppliers, 

which is a reasonable means of determining what costs are supply-related.  Id.  REACT’s 

proposal should be viewed for what it is: an attempt to create “margin” or “headroom” by 

artificially increasing charges under Rate BES and Rider PE to induce customer switching.  Id., 

35:755-57.  

REACT identifies two types of costs that are associated with the procurement of energy 

for customers:  “direct” and “indirect costs.”  Merola Dir., REACT Ex. 3.0, 10:186-11:232.  

With respect to the “direct costs,” which REACT defines as “cost of energy, capacity, renewable 
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resources, transmission service and ancillary services required to support full requirements 

service to the retail customer” (id., 10:190-92), Rider PE48 and Rate BES, approved in Docket 

Nos. 07-0528/07-0531, provide for the recovery of these costs.  (Crumrine Reb., ComEd 

Ex. 30.0, 57:1272-77; see also ILL. C.C. No. 4, Original Sheet Nos. 632-634 and 636. 

With respect to “indirect costs,” REACT claims the following functions fall into this 

category:  “Short and Long-Term Load Forecasting; Scheduling; Contract Negotiation and 

Management; Risk Management; Accounting; Settlements; Financial Management; Billing; 

Transaction Management; Customer Support (including Call Center Operations); Credit and 

Collections; Regulatory Support; and Lobbying Efforts.”  Merola Dir., REACT Ex. 3.0, 10:195-

11:215 (bullet points omitted).  Although these are loose descriptions, it appears that the costs 

associated with many of these functions are reflected in Rider PE, including “Short and Long-

Term Load Forecasting;” “Scheduling;” “Contract Negotiation and Management;” “Risk 

Management;” “Accounting;” “Settlements;” “Financial Management;” and “Transaction 

Management.”  Crumrine Reb., ComEd Ex. 30.0, 57:1284-58:1289.   

REACT has not adequately explained the basis for deeming any of the following 

functions to be solely supply-related:  Billing; Customer Support (including Call Center 

Operations); Credit and Collections; Regulatory Support; and Lobbying Efforts.  Crumrine Reb., 

ComEd Ex. 30.0, 58:1295-59:1319.  For example, it is unclear why the Credit and Collections 

                                                 
48 ComEd originally proposed Rider SAC in this proceeding subject to the Commission’s approval of Rider 

PE; once Rider PE was approved, Rider SAC became moot, and ComEd expects the Commission’s Order in this 
proceeding to include instructions that Rider SAC should be excluded from ComEd’s tariff compliance filing.  
Alongi/Jones Reb., ComEd Ex. 32.0 Corr., 50:857-65.  Also rendered moot are corresponding changes to reference 
Rider SAC that were proposed in Rate BES-H, Rate BES-R, Rate BES-NRB, Rate BES-NRA, Rate BES-L, Rate 
BES-RR, and Rider PPO-MVM.  In fact, as a result of the proceedings in Docket Nos. 07-0528/07-0531, Rate BES-
R, Rate BES-NRB, and Rate BES-L expire and are superseded by Rate BES at the start of the June 2008 monthly 
billing period; similarly, Rider PPO-MVM expires and is superseded by Rider PPO at the start of the June 2008 
monthly billing period.  In addition, Rate BES-NRA and Rate BES-RR expire at the end of the May 2008 monthly 
billing period. 
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function may be properly considered supply-related.  Id., 58:1296-97.  Bad debt affects both 

supply and distribution charges, and ComEd must diligently pursue collection regardless of 

whether the debt is limited to outstanding distribution charges or includes bundled supply service 

charges.  Id., 58:1297-99.   

Similarly, the Billing and Customer Support function is necessary whether or not a 

customer is a supply customer.  Id., 58:1300-02.  In fact, in order to bill for its distribution 

services, ComEd must read the meters of both its bundled service customers and those taking 

supply from a Retail Electric Supplier (“RES”).  Id., 58:1302-04.  The very definition of delivery 

service includes metering and billing services: “Delivery Services means those services provided 

by the electric utility that are necessary in order for the transmission and distribution systems to 

function so that retail customers located in the electric utility’s service area can receive electric 

power and energy from suppliers other than the electric utility, and shall include, without 

limitation, standard metering and billing services.”  220 ILCS 5/16-102. 

With respect to Regulatory Support, it is unclear how much time, if any, ComEd’s 

regulatory department will devote to supply-related issues now that the proceedings in Docket 

Nos. 07-0528/07-0531 are completed and Public Act 95-0481 has created an Illinois Power 

Agency for the procurement of supply for ComEd’s bundled service customers.  Id., 59:1311-15.  

Finally, ComEd’s expenses related to lobbying are not recoverable from any customers, whether 

distribution or bundled service customers.  Id., 59:1318-19.   

In sum, it is clear that REACT has failed to demonstrate, even at its most basic level, how 

its proposed reallocation of distribution costs to the supply function is appropriate.  Accordingly, 

the Commission should reject REACT’s proposal for the same reasons it previously rejected a 

similar arbitrary proposal to allocate such costs to supply customers in Docket No. 05-0597. 
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G. Competitive Retail Market Development Issues 
 
REACT also has attempted to inject into this rate case questions regarding the 

development of a competitive retail market.  However, this purported issue simply has nothing to 

do with the purpose of this proceeding, which is to set ComEd’s distribution rates.  Accordingly, 

the Commission should disregard any argument about such purported issues. 

X. REVENUES 
 

A. Miscellaneous Revenues (Uncontested) 
 
It is uncontested that the Other Revenues should be $132,761,000.  Houtsma/Frank Reb., 

ComEd Ex. 25.0 Corr., 76:1586-92; Hathhorn Reb., Staff Ex. 14.0, Sched. 14.1, l. 2, column (i); 

AG/CUB Ex. 5.1, Scheds. C, C-1.49 

B. Weather Normalization 
 
ComEd, in calculating its revenue deficiency under existing rates in ComEd Ex. 7.01, 

Sched. A-1, p. 2, ll. 13-16, correctly weather-normalized its revenues under existing rates, and in 

calculating its proposed charges in ComEd Ex. 12.2 and in Schedule E-4 in its filing under Part 

285 of the Commission’s rules, correctly weather-normalized its billing determinants.  

Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 76:1594-77:1612. 

AG/CUB notes that ComEd’s figure for the revenue deficiency as set forth in ComEd 

Ex. 7.01, Sched. C-2 (and certain other locations) does not reflect weather-normalization of 

revenues under existing rates, which decreases the revenue deficiency by $2,401,000, but it is 

uncontested that that increase has no effect on the revenue requirement and that, because 

ComEd’s proposed charges already reflect weather-normalization of the billing determinants, 

                                                 
49  AG/CUB Ex. 5.1, Sched. C, after setting forth the $132,761,000 figure on the Other Revenues line, 

shows on that same line the impacts of certain proposed adjustments, but AG/CUB Ex. 5.1, Sched. C-1, shows that 
those adjustments relate entirely to the new business revenue credit and weather-normalization of revenues under 
existing rates, discussed in Sections V.C.5 and X.B, neither of which actually involves Other Revenues.  
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that it also has no effect on the proposed charges.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr., 

76:1594-77:1612; Effron Reb., AG/CUB Ex. 5.0, 23:7-19; Houtsma/Frank Sur., ComEd Ex. 40.0 

Corr., 30:656-667.  Thus, any adjustment to the revenue requirement would be unnecessary and 

duplicative. 

XI. OTHER 
  

A. Annual Reporting on Changes in Accounting Policy (Uncontested) 
 

In its direct testimony, Staff recommended that ComEd annually notify Commission Staff 

in writing of significant changes to its accounting practices or policies.  Griffin Dir., Staff Ex. 

2.0, Corr.,  21:399-407.  ComEd has agreed to do so, although it does not believe or concede that 

it is obligated to provide the recommended or stipulated notice apart from its agreement to do so.  

Waden Reb., ComEd Ex. 26.0, 20:467-21:469; Staff-ComEd Joint Ex. 1, p.4.  This agreement is 

reflected in the Staff/ComEd Stipulation.  Griffin Reb., Staff Ex. 15.0, Corr., 13:256-14:267; 

Staff-ComEd Joint Ex. 1,  p. 4.  Pursuant to the proposed set of issue resolutions set forth in the 

Staff/ComEd Stipulation, ComEd will provide to the Manager of the Commission’s Accounting 

Department notice, not less than 21 days prior to the date on which the change is implemented, 

of ComEd’s intent to change its (A) capitalization policy where such change is expected to result 

in an annual change in amounts capitalized of at least $10 million or (B) Property Unit Catalog 

where such change is expected to result in an annual change in amounts capitalized of at least $1 

million.  Staff-ComEd Joint Ex. 1, p. 4.  Subject to a finding that the Staff/ComEd stipulation is 

supported by the evidence, this issue is uncontested. 

B. Reporting on Affiliate Interest Transactions (Uncontested) 
 
Staff recommended that ComEd report as a Supplemental Schedule to Form 21 ILCC the 

amount received by ComEd each year from providing services to affiliated interests and for 
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receiving services from affiliates.  Hathhorn Dir., Staff Ex. 1.0, 42:1013-17; Hathhorn Reb., 

Staff Ex. 14.0, 28:656-29:663.  The amount would be reported for each affiliate for which 

ComEd receives or pays over $500,000 annually with a description of the services provided.  

ComEd need not report power and any other FERC-jurisdictional transactions reported 

elsewhere.  ComEd has agreed to this recommended reporting.  Hathhorn Reb., Staff Ex. 14.0, 

29:668-74; Waden Reb., ComEd Ex. 26.0, 23:518-20.   

C. Reporting of Pass-Through Transactions (Uncontested) 
 
 As part of its recommended reporting of services provided to affiliates, ComEd has 

agreed to report “pass-through transactions,” for two types of situations:  (1) “convenience 

payments” where one company pays an invoice on behalf of an affiliated company and then 

collects the amount paid from the affiliated company and (2) transactions where one company 

acts as a subcontractor to an affiliated company and provides services to a third party, whose 

payment is passed through from the company it contracted with to the affiliated-company 

subcontractor.  Waden Reb., ComEd Ex. 26.0, 23:521-28.   

D. Future Depreciation Studies (Uncontested) 
 

Staff recommended that ComEd schedule future depreciation studies every five years.  

Griffin Dir., Staff Ex. 2.0, 21:414-16.  ComEd has agreed to this recommendation.  Waden Reb., 

ComEd Ex. 26.0, 21:490-22:493.   

XII. CONCLUSION 
 
 For the reasons set out above, ComEd asks the Commission to find as follows: (1) that 

the set of issue resolutions recommended in the Staff/ComEd Stipulation is supported by the 

evidence and that ComEd should be awarded a revenue increase of $314.451 million; (2) that in 

the event of the Commission finding that the Staff/ComEd Stipulation is not supported by the 
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evidence, ComEd be awarded a revenue increase of $345.404 million; (3) that Rider SMP and its 

attendant cost recovery mechanism is approved but no finding is made as to the appropriateness 

or otherwise of any investments sought to be made pursuant to Rider SMP, and that the 

Commission grant such further and other relief with respect to Rider SMP that it deems just; (4) 

that Rider SEA is approved; (5) that ComEd’s proposed rate allocation and design is approved; 

(6) alternatively to (5) above, that a rate allocation and design is approved so that the three 

largest customer classes are moved at least halfway towards full cost recovery; (7) ComEd’s 

original cost rate base is $6,752,566,000 if the issue resolutions memorialized in the 

Staff/ComEd Stipulation are approved, and otherwise is $6,951,006,000; and (8) the 

$12,512,232,000 total company original cost of plant at December 31, 2006, as reflected in 

ComEd’s Schedule B-1, page 2, line 4, column (C), in ComEd Ex. 7.1 is approved as the original 

cost of plant subject to any findings as to plant as of December 31, 2004, in ICC Docket No. 08-

0312.50 

                                                 
50 ICC Docket No. 08-0312 is the recently initiated original cost audit docket. 
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