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I. INTRODUCTION 
 

Pursuant to the Case Management Order entered on January 17, 2008 and 
Notice of Administrative Law Judges’ Ruling dated June 4, 2008, Commonwealth 
Edison Company (“ComEd”) hereby submits its Summary of Positions for this 
proceeding.   

II. OVERALL REVENUE REQUIREMENT 
AND REVENUE DEFICIENCY 
 
ComEd 

ComEd originally presented and supported with detailed evidence a revenue 
requirement, including income taxes and after the subtraction of other revenues, of 
$2,048,826,000, representing a revenue deficiency (under-recovery of costs of service) 
under existing rates of $361,334,000, driven largely by increases in plant investment 
and operating and maintenance expenses.  Houtsma/Frank Dir., ComEd Ex. 7.0 
Corr.,at 4, 45; ComEd Ex. 7.1, Sched. C-1. 

ComEd Response 

ComEd presented and supported with detailed evidence a final revised revenue 
requirement of $2,032,896,000, which reflects a revenue deficiency under existing rates 
of $345,404,000.  See Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 3; ComEd Ex. 
40.01, Scheds. RB-1,  RR-1; and the supporting Work Papers in ComEd Ex. 40.02.1  
Under a Stipulation with Staff (Staff/ComEd Jt. Ex. 1, the “Stipulation”), for purposes of 
this case, ComEd consented to limit its rate increase request to $314,451,000, as part 
of its joint recommendations with Staff (“the Staff/ComEd joint recommendations”).  See 
Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 3; ComEd Ex. 40.01, Sched. RB-1, 
columns (I) through (J), and Sched. RR-1, columns (E) through (I); and the supporting 
Work Papers in ComEd Ex. 40.02.  Under the Stipulation, ComEd agreed to make a 
limited waiver of its rights, i.e., to accept in this case inclusion in rate base of only two 
quarters of pro forma capital additions in 2008.  The Stipulation also reflects reductions 
in ComEd’s rate base and operating expenses related to the Original Cost Audit 
(“OCA”) ordered by the Commission in Docket No. 05-0597 and its Audit Report 
following the OCA.  The proposed set of issue resolutions set forth in the Stipulation is 
fully supported by the record evidence and ComEd’s limited waivers, and would support 
                                                 

1 The figures of $2,032,896,000 and $345,404,000 are derived from ComEd Ex. 40.01, Scheds. 
RB-1 and RR-2 and their associated work papers in ComEd Ex. 40.02.  On Sched. RB-1, columns (I) 
through (K) are removed, and on Sched. RR-2, columns (E) through (J) are removed, leaving only the 
applicable impacts of those adjustments proposed by other parties to which ComEd is willing not to object 
in whole or in part plus the Economic Stimulus Act downward adjustment to rate base shown on Sched. 
RB-1, column (G), that became known and measurable at the time of ComEd’s surrebuttal.  The resulting 
revenue requirement and revenue deficiency are then calculated based upon the remaining adjustments 
that are unrelated to the Staff/ComEd joint recommendations and to which ComEd is willing not to object 
in whole or in part, as identified in the Schedules and in Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. 
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a revenue requirement of $2,001,943,000 and, as indicated above, a reduced rate 
increase of $314,451,000.  ComEd Ex. 40.01, Sched. RR-1, line 1, columns (H) and (I). 

Staff argued that ComEd’s revenue deficiency is $262.042 million.  Of the 
$52.409 million difference between ComEd’s figure of $314.451 million and Staff’s 
figure, $51.091 million rests on just three proposals: (1) Staff’s proposed rate of return 
of 10.30%; (2) Mr. Lazare’s proposal to disallow $110.954 million of underground lines 
and services from gross plant in rate base; and (3) Staff’s proposed adjustment for 
incentive compensation.  ComEd showed that those three proposals are without merit, 
as discussed in the applicable sections  below. 

The AG’s Initial Brief appeared to present a revised revenue deficiency of 
$44.402 million.  The difference between ComEd’s actual revenue deficiency and the 
AG’s claim is primarily due to: (1) CUB’s proposed rate of return on common equity 
(“ROE”) of 7.77% and (2) AG/CUB’s proposal to reduce rate base by adding post-test 
year depreciation expenses and deferred income taxes related to test year plant to the 
Depreciation Reserve and to the Accumulated Deferred Income Taxes (“ADIT”) 
balance.  ComEd showed that the AG’s and CUB’s proposals are without merit, as 
discussed below. 

IIEC did not present a proposed revenue deficiency, but IIEC did propose certain 
rate base and operating expenses adjustments.  ComEd showed that IIEC’s proposals, 
which in large part track certain AG/CUB proposals, are without merit, as discussed 
below. 

III. TEST YEAR 
 

ComEd 

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. at 8-9.  No party opposed the test year, although AG/CUB and IIEC proposed 
adjustments to the Depreciation Reserve and the ADIT balance for test year plant that 
were inconsistent with the test year and the Commission’s test year rule and test year 
principles, as discussed in Sections IV.C.2 and IV.C.3, below.   

IV. RATE BASE 
 
A. Overview 
 

ComEd 

ComEd originally proposed a rate base of $7,071,234,000.  Houtsma/Frank Dir., 
ComEd Ex. 7.0 Corr. at 4, 12-13; ComEd Ex. 7.1, Sched. B-1.  ComEd submitted 
detailed evidence showing that the plant in rate base was prudently acquired, 
reasonable in costs, and used and useful in providing distribution and customer 
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service,2 and supporting 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 2008.3  ComEd also presented detailed support for the 
Construction Work in Progress (“CWIP”);4 the Materials and Supplies inventory balance 
in rate base;5 the regulatory assets balance in rate base;6 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 and the other subtractions from rate base.7   

ComEd Response 

ComEd, in rebuttal, proposed and supported 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. at 3; ComEd Ex. 25.01, Sched. B-1. 8 

                                                 
2 ComEd requested that the final Order find that 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. 

3 G. Williams Dir., ComEd Ex. 4.0 2nd Corr. at 1–3, 5–60, 68; McMahan Dir., ComEd Ex. 5.0 Corr. 
at 1–38; ComEd Ex. 5.1 Corr.; Clair Dir., ComEd Ex. 6.0 at 1, 9–13; Houtsma/Frank Dir., ComEd Ex. 7.0 
Corr. at 2, 4-5, 8–10, 12–18, 34–36; 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 McDonald 
Dir., ComEd Ex. 9.0 at 2, 22–26. 

4  McMahan Dir., ComEd Ex. 5.0 Corr. at 1, 51–52; Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 
18–19; ComEd Ex. 7.1, Sched. B-7; ComEd Ex. 7.2, Work Paper WPB-7; and Heintz Dir., ComEd Ex. 
13.0, 6–7, 9–15. 

5 G. Williams Dir., ComEd Ex. 4.0 2nd Corr. at 61; Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 20; 
ComEd Ex. 7.1, Sched. B-7.1; ComEd Ex. 7.2, Work Paper WPB-7.1. 

6 Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 20; ComEd Ex. 7.1, Sched. B-10; ComEd Ex. 7.2, 
Work Paper WPB-10. 

7 Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 18–21; 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 to WPB-2.4, WPB-5, WPB-6, WPB-9, WPB-9.1a, WPB-9.1b, WPB-10. 

8  ComEd’s rebuttal evidence on rate base included: Donnelly Reb., ComEd Ex. 21.0 at 1–5, 7–
69; ComEd Ex. 21.2 (approximately 35,300 pages of documents supporting the pro forma adjustments for 
capital additions);  Donohue/Williams Reb., ComEd Ex. 24.0 (entire testimony); G. Williams Reb., ComEd 
Ex. 22.0 2nd Corr. at 1–8, 11–17; Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 2–51 (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, 2–4, 6–20, 23–25; Frangipane Reb., ComEd Ex. 27.0, 2–3, 6–22; McDonald Reb., 
ComEd Ex. 28.0, 12–23 (discusses incentive compensation, both capitalized and expensed). 



4 

Finally, ComEd, in surrebuttal, supported a rate base of $6,951,006,000, but, 
under the Staff/ComEd joint recommendations, including ComEd’s limited waivers, 
agreed for purposes of this case to a rate base of $6,752,566,000.  Houtsma/Frank 
Sur., ComEd Ex. 40.0 Corr. at 3; ComEd Ex. 40.01, Sched. RB-1, columns (H) and (K).9  
This is a reduction of $318,668,000 from its original proposal.  However, if the 
Staff/ComEd joint recommendations are not adopted, then the proven rate base of 
$6,951,006,000 should be adopted. 

Staff proposes a rate base of $6,645,499,000.  Staff Init. Br., Appendix A at 4, 
line 23, column (d).  However, Staff’s figure becomes $6,750,099,000 if it is corrected 
just to eliminate Staff’s improper plant adjustment for underground lines and services.  
See id. at 5, column (e). 

The AG proposed a rate base of $6,146,965,000.  See AG Init. Br. at 2-3.  
However, the AG’s figure becomes $6,928,815,000 if it is corrected just to eliminate 
improper adjustments for post-test year depreciation expenses and deferred income 
taxes, related to test year plant through the third quarter of 2008.  See AG/CUB Ex. 5.1, 
Sched. B. 

 
B. Uncontested Issues 

1. Plant (Uncontested) 
a. Major Capital Additions (Uncontested) 

 
ComEd 

ComEd provided detailed information about its five largest additions to rate base 
as required by the Commission’s rules (83 Ill. Adm. Code §§285.6100 and 286.20).  
McMahan Dir., ComEd Ex. 5.0 Corr. at 1, 4, 14-30.  Staff confirmed that the projects 
were prudent and used and useful.  Linkenback Dir., Staff Ex. 8.0 at 23.  No party 
contested the inclusion of these five projects in rate base. 

b. Capitalized Incentive Compensation Not 
Allowed in 2005 Rate Case (Uncontested) 
 

ComEd 

In order to narrow the issues, ComEd agreed to a Staff proposal 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, subject to the 
provision that, if ComEd prevails in its pending appeal on this issue, then that amount 
                                                 

9  ComEd’s surrebuttal evidence on rate base included: Donnelly Sur., ComEd Ex. 36.0, 1–2, 12–
17; Donohue/Williams Sur., ComEd Ex. 39.0 (entire testimony); Houtsma/Frank Sur., ComEd Ex. 40.0 
Corr. at 3-24, 33-34 (includes discussion of incentive compensation, both capitalized and expensed); 
ComEd Exs. 40.01, 40.02, 40.03; McDonald Sur., ComEd Ex. 41.0, 2, 5–12 (discusses incentive 
compensation, both capitalized and expensed). 



5 

should be included in rate base.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 44; 
ComEd Ex. 25.01, Sched. B-2 at 1, column (H). 

c. Capitalized Information Technology 
 Costs (Uncontested) 
 

ComEd 

Staff originally proposed an adjustment to ComEd’s rate base and operating 
expenses for information techonology costs, but Staff later withdrew that proposed 
adjustment.  Hathhorn Reb., Staff Ex. 14.0, at 6.  The amortization period for the Post-
2006 Project is a contested issue, as discussed below, but the remainder of this issue is 
uncontested. 

d. Merger Costs (Uncontested) 
 

ComEd 

ComEd agreed to a Staff-proposed reduction of $29,702 for capitalized merger 
expenses.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 55-56; ComEd Ex. 25.01, 
Sched. B-2 at 1, column (G). 

e. Contested Staff-Proposed Adjustments That Are 
 Uncontested If the Set of Resolutions Reflected 
 in the Stipulation Is Approved 
 

ComEd Response 

Staff originally 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. at 22-25.  In addition, Staff recommended 
the following four adjustments to ComEd’s rate base: (1) $14,951,000 primarily related 
to ComEd’s capitalization policy for software developed or obtained for internal use (id. 
at 8-11); (2) $89,457,000 related to ComEd’s capitalization policy for cable 
replacements or repairs (referred to as cable faults) (id. at 14-16); (3) $901,000 related 
to ComEd’s method of allocating departmental overheads (id. at 11-12); and (4) 
$1,556,000 related to ComEd’s accounting treatment of the stores clearing account (id. 
at 12-13).  

ComEd, in rebuttal, responded to Staff’s positions and proposals, showing not 
only that those proposals lacked merit, but also that, if adopted, they would require 
offsetting increases to rate base and operating expenses that would result in a 
significantly increased revenue requirement.  Waden Reb., ComEd Ex. 26.0 at 6-22; 
Frangipane Reb., ComEd Ex. 27.0 at 6-22; Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. 
at 19-21, 31-37. 
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Staff later withdrew those proposals.  Staff-ComEd Joint Ex. 1 at 4; Griffin Reb., 
Staff Ex. 15.0 Corr. at 9-12.  No other party supported those proposals. 

In its Reply Brief, ComEd observed that the AG is alone among the Intervenors in 
asserting that the Commission does not have the authority to approve the Stipulation.  
ComEd did not ask the Commission to “approve” the Stipulation.  Instead, ComEd and 
Staff jointly asked the Commission to make various findings on the merits, each of 
which is independently supported by substantial evidence in the record.  That evidence 
includes not only testimony and documentation submitted by ComEd, but testimony 
from Staff as well, and ComEd’s limited waivers.  ComEd included a summary of that 
evidence in a table in its Reply Brief (at 14-15).  There is no legal impediment to the 
Commission’s incorporating in the final Order in this Docket the Staff/ComEd joint 
recommendations supported by the evidence and ComEd’s limited waivers simply 
because they are also reflected in and recommended by the Stipulation.  ComEd also 
showed that if the AG’s arguments regarding the Stipulation had  merit, then that would 
only result in rejecting some or all of ComEd’s limited waivers in the Staff/ComEd joint 
recommendations, increasing rate base and operating expenses and, thus, the revenue 
requirement and the necessary rate increase.  ComEd Reply Br. at 18. 

Specifically, ComEd stated that it had expressed a willingness, if the Commission 
agrees with and adopts these Staff/ComEd joint recommendations based on the 
evidence in the record, including ComEd’s limited waivers, to reduce its requested rate 
base and operating expenses, and thus its revenue requirement, below the level 
supported by the evidence.  That conditional concession would reduce ComEd’s rate 
increase to $314.451 million, $30.953 million below its proven actual revenue deficiency 
of $345.404 million.   

ComEd showed that instead, the AG pointed to “settlement” cases that do not 
apply to the Staff/ComEd joint recommendations and that would not prohibit the action 
ComEd seeks even if the recommendations were deemed a partial settlement.  The AG 
argued that the Illinois Supreme Court considered the issue of “partial settlements” 
(settlements entered into by some but not all of the parties) in Business and 
Professional People for the Public Interest v. Illinois Commerce Comm’n, 136 Ill. 2d 
192, 216-18 (1989) (“BPI I”).  What is prohibited by BPI I is imposing a result on non-
consenting parties by reason of a partial settlement that is not supported by the 
evidence in the record.  Here, ComEd and Staff did not urge the Commission to accept 
their joint recommendations because they are agreed to, but rather because they are 
supported by the evidence in the record, including ComEd’s limited waivers.  The fact 
that both Staff and ComEd have agreed to support the same recommendations no more 
makes this a “settlement” case than would the concurrence of the members of REACT, 
IIEC, or RESA – or, for that matter, the AG and CUB – in support of the same issue 
resolutions.  Simply because the Stipulation was placed in the record to make their 
positions clear does not mean that ComEd and Staff asked for approval of a settlement. 

ComEd proved its rate base and operating expenses in amounts exceeding the 
levels provided for in the Stipulation.  For example, ComEd justified the inclusion of pro 
forma plant additions through the third quarter of 2008, consistent with the 
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Commission’s rules.  The Stipulation itself recites some of the record evidence upon 
which it is based.  The evidence, however, is not limited to that expressly cited in the 
Stipulation itself.  Under the Stipulation, however, ComEd agreed to make a limited 
waiver of its rights, i.e., to accept in this case inclusion in rate base of only two quarters 
of pro forma capital additions in 2008, less than that to which it would be entitled under 
the evidence and the law.  Because, as ComEd explained in its Initial Brief (at 19 fn. 
18), a greater amount of capital additions is fully supported by the record, the capital 
additions that are the subject of the Stipulation are also supported by the record.   

The Stipulation’s references to the OCA and the Audit Report do not support the 
AG’s position, but rather the opposite.  The Stipulation reflects reductions to ComEd’s 
rate base and operating expenses related to the audit that would not be possible at this 
stage of the case without the concessions that ComEd made under the Stipulation.  No 
proposed component of, or increase in, ComEd’s rate base or revenue requirement is 
based on the Audit Report, and that to say, as the AG did, that the Stipulation is 
“premised on an analysis of an audit that is not in the record” is misleading and 
incorrect.  See AG Init.  Br. at 4.  ComEd and, presumably, Staff considered their own 
respective evaluations of the Audit Report in arriving at the Stipulation.  However, they 
did not ask the Commission to act based on those evaluations, or on the results of the 
Audit, or the Audit Report.  Nothing in the Stipulation or in any recommendation that 
Staff and ComEd made in this Docket prevents any other party from litigating in the 
Audit Approval Docket (Docket No. 08-0312) any of the issues relating to the Audit or 
discussed in the Audit Report.  Any resolution of those litigated issues can be 
incorporated into ComEd’s next rate case.  That is precisely what the Commission 
envisioned in its Interim Order in Docket No. 05-0597 that initiated the audit.  See 
Docket No. 05-0597 (Interim Order, April 5, 2006) at 2-4. 

2. Construction Work in Progress(CWIP) (Uncontested) 
 

ComEd 

It is uncontested that a revised figure of $33,682,000 of CWIP not accruing 
AFUDC should be included in rate base.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 
20; ComEd Ex. 40.01, Sched. RB-1, column (K). 

3. Materials and Supplies (Uncontested) 
 

ComEd 

In order to narrow the issues in the proceeding, ComEd agreed with Staff’s 
adjustment to reflect materials and supplies in rate base at $33,094,000.  Houtsma-
Frank Sur., ComEd Ex. 40.0 Corr. at 21; ComEd Ex. 40.01, Sched. RB-1, and ComEd 
Ex. 40.02, Work Paper WPRB-2. 
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4. Other Post-Employment Benefits (OPEB) (Uncontested) 
 

ComEd 

ComEd did not object to AG/CUB’s proposal to reduce operating reserves by 
$7,504,000.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 30-31; ComEd Ex. 25.01, 
Sched. B-1 at 1, line 14. 

C. Contested Issues 
 

1. Plant 
 

a. Pro Forma Capital Additions 
 

i. Propriety of Additions 
ComEd 

ComEd identified and supported plant additions made to provide delivery 
services that were placed in service in 2007 or are reasonably expected to be placed in 
service by the end of the third quarter of 2008 and are serving retail customers now or 
will be serving retail customers within less than a year after filing its proposed tariffs.  G. 
Williams Dir., ComEd Ex. 4.0 2nd Corr, at 37-41; McMahan Dir., ComEd Ex. 5.0 Corr. at 
16-46, 51-52; Houtsma/Frank Dir., ComEd Ex. 7.0 Corr, at 35; ComEd Ex. 7.1, Sched. 
B-2.1; ComEd Ex. 7.2, Work Papers WPB-2.1a, WPB-2.1b.  ComEd demonstrated that 
this delivery services plant is appropriately included in rate base for purposes of the 
revenue requirement under numerous prior Commission decisions and 83 Ill. Adm. 
Code § 287.40.  Houtsma/Frank Dir., ComEd Ex. 7.0 at 35.  The evidence shows that 
the pro forma plant additions will occur or are reasonably certain to occur within 12 
months of the filing, and are known, measurable, and determinable.  Further, the 
evidence shows that ComEd applied the necessary cost controls and management 
techniques to ensure that the investments were and will be made prudently and at 
reasonable cost.  E.g., McMahan Dir., ComEd Ex. 5.0 Corr. at 9-13; G. Williams Dir., 
ComEd Ex. 4.0 2nd Corr. at 41-42. 

ComEd Response 

ComEd refuted the AG’s proposal that the Commission should determine 
ComEd’s pro forma capital additions using a figure extrapolated from the dates of 
completion and costs of different additions in another time period.  No reason exists to 
extrapolate from a previous year to make an estimate of the capital additions for the first 
two quarters of 2008.  ComEd’s compliance with Section 287.40, which requires 
adjustments to pro forma estimates to be “individually identified and supported in the 
direct testimony of the utility,” made the unprecedented mechanistic formula proposed 
by the AG superfluous and improper.  Thus, ComEd’s extensive, comprehensive, and 
uncontradicted proof of its capital additions provided the best basis for the Commission 
to determine ComEd’s pro forma capital additions.  
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ComEd showed that no serious quarrel could exist with its pro forma capital 
additions through June 30, 2008.  First, no party 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. at 8-69.  These additions included projects to 
establish service to new customers, “summer critical” projects, corrective and 
preventative maintenance projects, projects to enhance system performance, and 
others.  Id. at 23-62. Further, having ensured that the investments were prudently made 
and reasonable in cost, ComEd showed that its capital additions satisfied the 
requirements applicable to all facilities included in rate base, and the record contains no 
contrary evidence. 

Second, no genuine issue existed as to whether the investments were known 
and measurable.  ComEd presented detailed documentation quantifying the costs of 
these projects.  ComEd updated that information in detail in its rebuttal.  Donnelly Reb., 
ComEd Ex. 21.0 Corr. at 23-67; Donohue/Williams Reb., ComEd Ex. 24.0 at 9-60; 
Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 10; ComEd Ex. 25.01, Revised 
Schedule B-2; ComEd Ex. 25.02, Work Papers WPB-2.1, WPB-2.1b.  Moreover, the 
evidence shows that ComEd’s bottom-up analysis totaling the cost of actual projects 
was superior to the AG’s use of average investments from other years. E.g., Donnelly 
Reb., ComEd Ex. 21.0 Corr. at 68; Houtsma/Frank Reb. ComEd Ex. 25.0 Corr. at 16-
17. 

Third, 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.  ComEd noted that under the Stipulation, ComEd agreed to a 
limited waiver providing 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.  ComEd’s pro forma capital additions 
through June 30, 2008, represent known and measurable capital additions for 2007 and 
the first two quarters of 2008 and should be included in ComEd’s rate base. 

Finally, the record establishes that at least $1,334,607,000 in additions to 
delivery services plant 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.  See Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 6.  
If the Commission decides to reject the proposed set of issue resolutions in the 
Stipulation, including ComEd’s limited waiver here, ComEd’s proposed pro forma 
adjustments through the end of the third quarter of 2008, as updated in ComEd’s 
rebuttal and supported by the evidence in the record should be approved. 
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ii. Impact on Test Year Rate Base 
 

(a) Accumulated Provisions for 
Depreciation and Amortization 
 

See Section IV.C.2 for Accumulated Provisions for Depreciation and 

Amortization. 

(b) Accumulated Deferred 
Income Taxes (ADIT) 
 

See Section IV.C.3 for the ADIT balance. 

b. Underground Cable and Services 
 

ComEd 

 ComEd’s proposed rate base includes the cost of underground distribution 
cable and service lines.  ComEd presented sufficient evidence to prove the prudence of 
the investments and the reasonableness of the costs incurred.  For example, ComEd 
has presented evidence that the underground cable and service are useful to 
customers; that the cost of construction is reasonable given the escalating cost of labor 
and materials; and that ComEd procedural controls in place to ensure the efficiency and 
necessity of new construction projects.  G. Williams Dir., ComEd Ex. 4.0 2nd Corr. at 30, 
36, 41-42. 

ComEd Response 

ComEd proved that the underground cable and services are used and useful, 
and were acquired prudently, at reasonable cost.  A utility that establishes these facts is 
legally, indeed constitutionally, entitled to recover those costs.  ComEd showed that 
Those facts are undisputed here.  Staff witness Lazare, who proposed to disallow 
$111 million (gross plant amount) from plant in service ($104.6 million from rate base) 
relating to underground lines and services, could not point to a single cable or service 
asset that is unused or not useful, was purchased or installed imprudently, or could 
have been acquired at the time for a lower cost.  ComEd Init. Br. at 23-25; Lazare, Tr. at 
1746-47.  In any event, it has never been the law that a utility, to support its rate 
request, must identify, explain and justify every individual component of an investment 
or group of investments (distinct from the construction projects of which they were a 
part).  Neither Commission rule nor long-standing practice requires a utility to explain 
why the prudent and reasonable costs of equipment that it purchases and installs have 
increased; it only needs to prove that it acted prudently and that the costs were 
reasonable.  ComEd simply does not maintain the type or level of detail Staff now seeks 
here.  G. Williams Sur., ComEd Ex. 37.0 at 2-3.  If the Commission does decide that 
utilities should maintain and produce this level of detail, its rules should be amended 
prospectively to provide so.   
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ComEd’s obligation is to follow the Commission’s rules regarding new plant in 
rate base and present evidence that those additions are used and useful in serving 
customers, and that they were prudently acquired at reasonable cost.  220 ILCS 
5/16-108(c); Citizens Util. Bd. v. Illinois Comm. Comm’n, 166 Ill. 2d 111, 121 (1995) 
(“CUB”).  The Commission’s rules set forth the obligations imposed upon a utility in its 
initial filing and in its initial testimony with respect to additions to rate base.  83 Ill. Adm. 
Code Section 285.6100 prescribes what the utility must provide in the Part 285 filing as 
to major additions to rate base, the so-called “Schedule F-4” projects, and 83 Ill. Adm. 
Code Section 286.20(a)(2) specifies what the utility must include in its direct case about 
the Schedule F-4 projects. In its initial filing, ComEd met each of the Commission’s 
requirements relating to additions to rate base since its last rate case.  The testimony of 
Mr. McMahan described all the Schedule F-4 projects as well as relevant supporting 
documents.  ComEd Reply Br. at 23-24. 

Beyond that, ComEd introduced a raft of evidence showing the prudence, 
reasonableness and cost justification for all of its additions to rate base, including 
underground cable and services.  G. Williams Dir., ComEd Ex. 4.0 2nd Corr. at 42, 55-
56.  ComEd described at some length the various factors that were causing its 
investment costs to increase: the steep increases in equipment such as cable, poles 
and transformers; and the extraordinary price increases in commodities such as copper 
that resulted from strong worldwide demand for such commodities.  G. Williams Dir., 
ComEd Ex. 4.0 2nd Corr. 13–14.    ComEd  further explained that it manages every 
capital project either as a unique project (all projects over $100,000) or as a blanket 
project (individual projects under $100,000).  In 2005 and 2006 ComEd installed $770 
million of plant additions as blanket projects.  ComEd explained the nature of the 
blanket programs and described how the costs of such blanket projects are managed, 
controlled, accounted for and reported.  McMahan Dir., ComEd Ex. 5.0 Corr. at 30-31. 

ComEd also retained the energy consulting firm, Power Delivery Research & 
Consulting Corp. (“PDR&C”) to perform a top-down review of ComEd’s major capital 
projects and its largest blanket programs.  In the course of that work, PDR&C 
interviewed ComEd personnel, gathered relevant project-related documentation, and 
drafted evaluations of the projects analyzed.  ComEd relied upon the PDR&C reports 
and supporting documentation to support its conclusion that its investment in each of 
the projects was prudent, that the costs incurred were reasonable, and that the 
investment is used and useful in providing utility service.  McMahan Dir., ComEd Ex. 5.0 
Corr. at 15-16.  In 2005 and 2006, ComEd spent $285.8 million on the installation of 25 
million feet of cable and wire for 106,700 new services for residential and commercial 
customers.  PDR&C also studied the eight blanket programs through which ComEd, in 
2005 and 2006, installed those new services.  Two PDR&C reports in this area are of 
particular significance:  “Install New Services for Residential Customers” and “Install 
New Services for Commercial Customers (both June 25, 2007).  PDR&C prepared a 
separate report that explained the $126 million in capital costs ComEd incurred through 
five blanket programs involving underground cable replacement and installation:  
“Emergency Replacement of Electrical  Underground Equipment” (June 25, 2007).  
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ComEd pointed out that none of the sources of information it made available 
were reviewed by Mr. Lazare.  ComEd added that Mr. Lazare admitted that he had no 
evidence that any of the costs of the cable and services were imprudent or 
unreasonable.  Tr. at 1746-47.  ComEd noted that it maintained data rooms in both 
Springfield and Chicago containing documents relevant to plant additions; that it 
engaged a third-party consulting firm to independently evaluate ComEd’s construction 
projects; and that it made ComEd operations personnel available for interviews.  
Though ComEd believed that at least three of the independent evaluation reports would 
have been directly relevant to Mr. Lazare’s inquiry and the numbers used in his 
calculations, he neither looked at them nor asked any questions about ComEd’s 
construction programs.  Tr. at 1728, 1739. 

ComEd also showed that the mathematical analysis advanced by Mr. Lazare was 
flawed in five critical ways.  First, ComEd explained that the “unit cost” calculated by Mr. 
Lazare was a meaningless and arbitrary number, because it used the total amounts in 
entire Uniform System of Accounts (“USOA”) accounts.  ComEd also noted that 
changes in this number are heavily influenced by changes in other components of the 
accounts.  In addition, ComEd noted that a quick look at the Staff exhibit that 
summarizes these increases (Lazare Dir., Staff Ex. 5.0, Schedule 5.1) shows that 
average per unit costs fluctuate heavily on a year-over-year basis, ranging between 
$96,448 (2000) and $270,657 (2006) per mile for underground cable.  Such grossly 
fluctuating “per unit” costs suggest that many extraneous factors must be clouding the 
analysis, but Mr. Lazare ignored all external factors entirely. 

Second, ComEd pointed out that Mr. Lazare divided the costs by the number of 
miles of primary conductor, which does not include hundreds of miles of secondary 
cable also included in the costs.  Third, ComEd showed that an arbitrary choice of the 
five-year period from 2000-2004 for comparison resulted in a 19.5% higher “average 
unit cost” than if the four-year period from 2001-2004 had been used.  Simply 
eliminating one year (2000) from the analysis reduced the recommended disallowance 
by 75%.  Fourth, Mr. Lazare assumed, rather than proved, that his calculated increase 
in costs constitutes unreasonable increases, without reference to industry benchmarks 
or any other real world context.  Fifth, ComEd criticized Mr. Lazare’s hypothetical proxy 
for an allowable rate of cost increase.  

More significantly, alternative ways of looking at Mr. Lazare’s own data showed 
that the 2005 and 2006 “per unit” costs, even taken at the face value Mr. Lazare would 
assign to them, are not out of line with prior costs.  For example, in 2002, the “per unit” 
cost was $217,990; if that were escalated at 4% per year, corresponding numbers for 
2005 and 2006 would be $245,209 and $255,017 respectively (or a per-mile weighted 
average of $245,401).  Actual ComEd numbers as reflected on Mr. Lazare’s schedule 
5.1 were actually less than that:  $225,498 and $270,657, respectively (or a weighted 
average of $245,170).  Looked at this way, Staff’s own numbers show no increase at all, 
much less an unexplained one.   

ComEd believed that it is only fair that it be judged against a standard 
established before it books its investments, not after.  Any requirement that ComEd 



13 

retain data about, and then separately quantify and justify, the share of each FERC 
account that consists of the cost of capitalized labor, as opposed to other costs, such as 
materials, would amount to a new data requirement in this case, imposed retroactively.   
To hold that it could not recover its costs unless it could provide a break down of 
capitalized labor by FERC account in this manner would be fundamentally unfair.  It also 
would be illegal.  Illinois Power Co. v. Illinois Comm. Comm’n, 339 Ill. App. 3d 425, 439-
40 (5th Dist. 2003) (reversing ICC decision that “created after the fact the standard of 
care … and applied it in hindsight to judge the prudence” of the utility’s decision 
(emphasis in original)). 

ComEd has never been required – by the USOA, GAAP, the Public Utilities Act, 
the Commission’s rules, or any previous Commission order – to maintain capitalized 
labor costs by project.  Lazare, Tr. at 1741-1743.  Staff itself has never, even informally, 
requested that ComEd track this data.  Mr. Lazare admitted that ComEd is in 
compliance with the USOA, that tracking capitalized labor is not required by any law or 
order, and that he was unaware of there ever having been a request – of ComEd or any 
other Illinois utility – by Staff’s accountants to maintain capitalized labor statistics.  Id.   

ComEd explained that in any event, the information Mr. Lazare sought is, at best, 
a starting point for a meaningful evaluation of ComEd’s management decisions.  If, of 
the $482 million ComEd invested in plant additions for underground lines in 2005 and 
2006, ComEd had reported that $200 million constitutes capitalized labor, it is 
inconceivable how that information alone would be probative on the question of overall 
reasonableness of costs.  Mr. Lazare never explained the import of that information or 
how it might factor into his analysis.   

Mr. Lazare also complained that ComEd was unable to produce a breakdown of 
the costs of a variety of listed materials that must be reported in the USOA accounts.  
For instance, costs included in USOA Account 366 are costs related to, inter alia: 
“ventilation equipment, sump pumps… permits … municipal inspections…” 18 C.F.R. 
101, adopted at 283 Ill. Admin. Code §415.10. Again, Mr. Lazare did not explain how 
this data, if produced, would aid the Commission in reviewing ComEd’s rate base.   
ComEd’s inability to produce such breakdowns does not call for a disallowance. 

In its Initial Brief, Staff presented a new calculation that Mr. Lazare did not 
present in, and is contradicted by, his testimony.  Staff Init. Br. at 14-15.  Staff took one 
of Mr. Lazare’s incorrectly calculated numbers, a supposed $207,159 per mile for 
underground cable, and compared it to a number from of a graph on page 36 of Mr. 
Williams' direct testimony, and then claimed that only 1.2% of ComEd’s costs of cable 
installations were attributed to the costs of materials.  (Mr. Lazare himself estimated this 
figure at 27.6%.  See Staff Ex. 5.2, at 2.)  No testimony supported this calculation, and it 
is not valid.  It is inappropriate to take the wrong total cost per mile figure, and compare 
it to an isolated cost of one type of material. 

ComEd stated that Staff’s arbitrary, after-the-fact analysis did not adhere to the 
recognized legal framework for judging rate base additions and was factually erroneous.  
ComEd added that such a theory was insufficient to erase over $100 million of real 
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assets from ComEd’s rate base.  For these reasons, ComEd urged the Commission to 
reject Mr. Lazare’s proposed disallowance. 

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

See Section V.C.1. 

d. Customer Advances for Construction 
 

ComEd Response 

ComEd’s proposed revised rate base correctly accounted for Customer 
Advances for Construction.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 21-22; 
Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 12-60. 

The AG contended that rate base should be reduced for all customer advances 
received for the purpose of funding specific projects, regardless of whether those 
projects are in rate base.  ComEd showed that the AG’s position was erroneous.  
ComEd explained that rate base should be reduced for advances only if the specific 
project for which the funds were provided is in rate base.  Otherwise, there is no basis 
for imposing the AG’s proposed offset.  ComEd pointed to the uncontradicted evidence 
showing that: (1) these funds cannot be used to finance projects other than the projects 
for which they were supplied and (2) these funds should be used to reduce rate base 
only if the specific projects for which they were supplied are in rate base.  
Houtsma/Frank Reb., ComEd Ex. 25.0 Corr, at 21-22; Houtsma/Frank Sur., ComEd Ex. 
40.0 Corr. at 9-12.   

The evidence shows that ComEd  already made the appropriate credits against 
rate base.  For advances for customer-requested nonstandard equipment that relate to 
a project in rate base, ComEd already made the appropriate $9.9 million total credit 
against plant additions in rate base.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 22.  
Mr. Effron’s proposed adjustment for those same advances was purely duplicative.  
Houtsma/Frank Sur., ComEd Ex. 40,0 Corr. at 10-11.  Similarly, as to AG/CUB’s 
proposed adjustment for line extension deposits, ComEd already accepted, in order to 
narrow the issues, Mr. Effron’s proposal to use updated 2007 values (rather than 2006), 
but only for those line extension deposits that relate to projects in rate base.  
Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 11-12.  For those projects, ComEd 
already made the resulting credit against rate base in the total amount of 
$12.065 million.  Id.  The additional $10.018 million further decrease that AG/CUB 
sought relates to projects not in rate base because they either are non-jurisdictional 
transmission projects or they are under construction and not yet complete.  Id.  
Advances for projects not in rate base cannot properly be subtracted from rate base 

The AG, however, attempted to cloud this issue by trying to characterize the 
dispute as if it were about the “normal” levels of those two types of advances, rather 
than the actual levels, and assuming that a “normal” level is what should be subtracted 
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from rate base.  See AG Init. Br. at 12-13.  But this is not a credit that can be 
“normalized.”  That is because, whatever their “normal” levels, only advances actually 
made can be used by ComEd to finance projects, and the ability to use these advances 
as a general source of capital for ComEd is the whole basis for the subtraction.  
Moreover, advances already credited against rate base cannot be subtracted again on 
the theory that they are part of a “normal” level of advances.  Those funds cannot be 
counted twice.   

Finally, the AG also misstated ComEd’s position to imply that ComEd’s position 
hinges on whether money has been spent or not; that is not the case.  Much of the 
money that the AG believed is available to fund other projects has, in fact, been spent; 
however, the project that it relates to may still be recorded as CWIP and, therefore, not 
included in rate base.10  The AG’s proposals for further reductions to rate base lack 
merit and should be rejected.   

e. Depreciable Life of Post-2006 Project 
 

ComEd Response 

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 at 23-24.  ComEd amortizes the capital cost of 
this software over five years.  Five years is the appropriate amortization period for the 
Post-2006 Project software because GAAP generally requires that assets having or 
expected to have a useful life greater than one year be capitalized so that an asset’s 
cost is recognized over the period of its expected use.  Id. at 9.  GAAP leaves the 
appropriate depreciation period to the reasonable discretion of management.  Id. at 25.  
Because software typically becomes obsolete in five years, its “period of expected use” 
is five years, and ComEd’s general policy is to depreciate those costs over that period.  
Id. at 24.  Consistent with this policy and because the Post-2006 Project constitutes no 
exception, ComEd depreciates the Post-2006 Project software over a five-year period. 

Staff proposed to substitute a ten year depreciation period (Hathhorn Dir., Staff 
Ex. 1.0 at 32), but ComEd showed that Staff’s proposal lacked merit.  ComEd stated 
that Staff’s proposal is neither supported by the evidence in the record nor mandated by 
any accounting principle. 

ComEd is already modifying its systems again due to the continued evolution of 
the retail markets.  Additional modifications are also likely to be required by the 
elimination of the auction and ComEd’s new procurement model, the implementation of 
the provisions of the Illinois Power Agency Act, and the provisions of Senate Bill 1299 
related to utility consolidated billing and the purchase-of-receivables.  Waden Reb., 
ComEd Ex. 26.0 at 24-25; Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 9.  ComEd 
                                                 

10  The AG suggested that if a customer has made an advance for a project, but the project is not 
yet in rate base, then that means the advance has not yet been spent.  AG Init. Br. at  13.  That, too, is 
wrong.  Houtsma/Frank, Tr. at 1016. 
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operates in a dynamic and evolving environment, and its billing system enhancements 
will likely become obsolete in a relatively short period of time.  Houtsma/Frank Sur., 
ComEd Ex. 40.0 Corr. at 9.  Thus, the five-year amortization period corresponds with 
the reasonably anticipated useful life of the underlying asset and is appropriate. 

2. Accumulated Provisions for Depreciation and Amortization 
 

ComEd 

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.  ComEd’s calculations 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. at 18, 34-36; ComEd Ex. 7.1, Sched. B-1 at  1, l.8, column 
(D), Sched. B-2 at 1, columns (B) and (C), Sched. B-2.1; ComEd Ex. 7.2, Work Papers 
WPB-2.1a, WPB-2.1b.   

ComEd Response 

AG/CUB and IIEC sought to improperly reduce rate base by adding 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 at 4; 
IIEC Ex. 2.21 at 1.11 

As the Commission previously found, AG/CUB’s and IIEC’s proposals are 
contrary to the Commission’s rules and basic ratemaking principles.  As the 
Commission found, their proposals: (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), while offering a host of theories, none of which is right, to 
support interpreting the rule as if it said “net plant”; and (3) disregard that the rule 
prohibits adjustments based on “[a]ttrition or inflation” (the depreciation on test year 
                                                 

11 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 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 did not recognize 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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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. at 23, 26; Houtsma/Frank 
Sur., ComEd Ex. 40.0 Corr. at 12-20. 

The Commission, in three other cases, rejected the same proposal by the AG 
that AG/CUB and the IIEC renewed in this case.  First, 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. …”  Docket No. 05-0597, Final Order at 15.  In so 
holding, the Commission rejected as inapplicable the AG’s citations to the same Orders 
that AG/CUB and IIEC rely on in the instant case. 

Second, ComEd states the Commission also rejected the same proposal in 
ComEd’s 2001 rate case.  Docket No. 01-0423, Interim Order at 41-44 (ruling carried 
forward to final Order of March 28, 2003). 

Third, in February 2008, the Commission again rejected the same proposal in its 
Order in the 2007 Peoples Gas/North Shore Gas rate cases, holding: “All parties agree 
that this issue has been previously addressed by the Commission. … 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.” Docket Nos. 07-0241/07-0242 (Cons.), Final Order at 16-17. 

AG/CUB and IIEC claimed that the past proposals rejected as inapplicable by the 
Commission in its Orders in the 2005 ComEd rate case and the 2007 Peoples Gas / 
North Shore rate cases somehow supported them, that their proposals were consistent 
with the Commission’s pro forma adjustment rule, and that their proposals were 
necessary to avoid an inflated rate base.  ComEd showed in testimony and in briefing 
that all of those claims are wrong.  ComEd Initial Brief at 33-35; ComEd Reply Brief at 
41-52.  The past Orders and the rules support only one outcome, which is rejecting 
again the proposal as contrary to those Orders and violative of the test year rule and 
principles and the pro forma adjustments rule.  The Orders cited by AG/CUB and IIEC in 
support of their proposals only deal with cases where the utility’s net plant was 
essentially static or declining over time, whereas it is undisputed that ComEd’s net plant 
has a trend of consistently increasing by hundreds of millions of dollars per year, and 
that the pace of investment has increased since the test year.  ComEd also showed that 
AG/CUB’s and IIEC’s claims of an inflated rate base are wrong.  Even if the 
Commission approved the reduced rate increase of $314.451 million and rejected the 
AG/CUB and IIEC proposals here, ComEd still would under-recover its costs of service.  
Indeed, if post-test year operating expenses were adopted on the same basis as 
AG/CUB and IIEC propose to update test year plant, the result would be a higher 
revenue requirement. 

The Commission’s ruling in its February 2008 Order in Peoples Gas / North 
Shore rate cases against the AG and CUB on this issue was intended to “bring[] 
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certainty to a situation and settle[] expectations” in an effort to avoid “arbitrary and 
capricious action[s]” in cases where the relevant facts have not changed. Docket Nos. 
07-0241/07-0242, Order at 16.   

3. Accumulated Deferred Income Taxes (ADIT) 

ComEd 

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 proposed adjustments to plant, including its pro forma adjustments for 
post-test year capital additions, 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. at 19, 34-36; ComEd Ex. 7.1, Sched. B-1 at 1, l. 11, column (C), 
Sched. B-2 at 1, l. 11, column (B), Sched. B-2.1. 

ComEd Response 

Using the same theories they invokd for their improper proposed adjustments to 
the Depreciation Reserve for post-test year depreciation expense on test year plant, 
AG/CUB and IIEC proposed to add more ADIT related to test year plant, in the amount 
of $88,297,000 and $87,673,000, respectively.  AG/CUB pursued this proposal in its 
Initial Brief, but IIEC did not do so.  Their proposals to inflate ADIT for test year plant 
should be rejected for the same reasons that their proposed adjustments to the 
Depreciation Reserve should be rejected.  The proposed adjustments are unwarranted 
and inconsistent with the test year and pro forma adjustments rules and past 
Commission Orders.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 26; 
Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 17-20. 

Moreover, the proposal is incorrect for the additional reason that, while AG/CUB 
and IIEC argued (erroneously, as noted in Section IV.C.2 above) that net plant changes 
should be the basis of the calculation of pro forma capital additions, the definition of net 
plant does not include ADIT.  E.g., Griffin, Tr. 668-669, 677, 681.  So, even under the 
AG/CUB and IIEC arguments about the Commission’s rules, their proposed adjustment 
still lacks merit.   

D. Rate Base (Total) 
 
ComEd 

For the reasons discussed in its Initial and Reply Briefs, the Staff/ComEd joint 
recommendations, including ComEd’s limited waivers, support a rate base of 
$6,752,566,000, but, otherwise, the appropriate figure supported by the evidence in the 
record is $6,951,006,000. 
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V. OPERATING EXPENSES 
 

A. Overview 

ComEd 

ComEd’s delivery services operating expenses comprised 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 USOA Accounts that are appropriately assigned or allocated to the 
delivery services function.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 23-24.  The last 
category includes items such as Administrative and General (“A&G”) Expenses, 
Depreciation and Amortization Expenses, and Taxes.  Id. at 24.  

Pursuant to the proposed set of issue resolutions set forth in the Stipulation, 
including ComEd’s limited waivers, 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 at 1, l.17, column (G), plus l.23, column 
(G).  The Direct, Rebuttal, and Surrebuttal Panel Testimony of ComEd witnesses Ms. 
Houtsma and Ms. Frank (ComEd Exs. 7.0 Corr., 25.0 Corr., and 40.0 Corr.) discuss and 
quantify ComEd’s delivery services operating expenses in detail, and the Direct 
Testimony of ComEd witnesses Mr. Williams, Mr. McMahan, and Ms. Clair (G. Williams, 
ComEd Ex. 4.0 2nd Corr. at 5-30; McMahan Dir., ComEd Ex. 5.0 Corr. at 16-46; and 
Clair Dir., ComEd Ex. 6.0 at 3-8) show that those expenses were prudently incurred, 
reasonable in amount, and needed to provide distribution and customer service, and are 
appropriate for purposes of determining the revenue requirement.12  

ComEd Response 

ComEd established its operating expenses, as discussed in Section V of its Initial 
Brief and its Reply Brief.  Only a relatively small number of contested issues remain 
concerning operating expenses.  These include proposed disallowances of prudent and 
reasonable incentive compensation, A&G, and rate case expenses.  ComEd proved 
these expenses.  The proposed disallowances are incorrect and they are inconsistent 
with the Order in ComEd’s 2005 rate case.  They, and the remaining proposed 
adjustments, should be rejected. 

                                                 
12 If the Commission does not approve the Staff/ComEd joint recommendations, then operating 

expenses of $1,569,956,000 (including income taxes of $214,815,000) should  be approved.  See supra 
fn. 1 and the data in ComEd Ex. 40.01, Sched. RR-1 and RR-2, and the associated Work Papers in 
ComEd Ex. 40.02. 
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B. Uncontested Issues 
 

1. Storm Expenses (Uncontested) 
 

ComEd 

ComEd originally proposed to set the level of storm restoration expenses in the 
revenue requirement at $27,119,000.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 33, 
38-39.  ComEd and Staff later agreed that the revenue requirement should reflect the 
2002-2007 six-year average storm restoration expenses of $26,029,000, and ComEd 
did so in its final revised revenue requirement.  Ostrander Dir., Staff Ex. 3.0 at 9-10; 
Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 52; 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) 

 
ComEd 

ComEd originally proposed to include in operating expenses $11,500,000, 
amortized over a three-year period, in order to recover the estimated rate case 
expenses of the instant case.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 40; ComEd 
Ex. 7.1 Sched. C-2.9.  In rebuttal testimony, ComEd provided additional support 
showing that the actual expenses incurred through February 29, 2008 were $6,336,510 
and that the costs would increase non-ratably as the rate case progressed.  
Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 64-66.  As of March 2008, the actual 
expenses had increased to $7,265,513.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 
28.  

Staff, however, proposed a $1 million reduction on the grounds that the 
Staff/ComEd joint recommendations substantially reduced the issues in the instant 
case.  Griffin Reb., Staff Ex. 15.0 Corr. at 12-13.  ComEd did not object to Staff’s $1 
million reduction and to amortization of the adjustment amount over three years, and 
reflected these adjustments in its final revised revenue requirement.  Houtsma/Frank 
Sur., ComEd Ex. 40.0 Corr. at 28-29.  However, absent the joint recommedations, 
ComEd should be allowed to recover the full amount of its rate case expenses. 

b. Original Cost Audit Legal 
 Expenses (Uncontested) 

ComEd 

ComEd originally proposed to include in operating expenses $2,342,498 
amortized over a three-year period in connection with the OCA initiated by the 
Commission in Docket No. 05-0597.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 41; 
ComEd Ex. 7.1, Sched. C-2.10.  Although ComEd initially opposed Staff’s proposed 
downward adjustment to ComEd’s OCA legal expenses of $794,000, on the basis that 
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neither a Commission Order nor a docketed proceeding is a prerequisite for the 
recovery of legal fees in this situation, ComEd withdrew its objection as part of its 
concessions under the Staff/ComEd joint recommendations.  Griffin Dir., Staff Ex. 2.0 
Corr. at 16-17; Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 29; ComEd Ex. 40.01, 
Sched. RR-2, column (E); ComEd Ex. 40.02, Work Paper WPRR-2.  This resulted in a 
$265,000 reduction to ComEd’s revenue requirement, which ComEd reflected in its final 
revised revenue requirement.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 66.  
However, absent the Staff/ComEd joint recommendations, the $265,000 should be 
restored to ComEd’s revenue requirement.  Id.; Griffin Dir., Staff Ex. 2.0 Corr. at 17. 

3. Advertising (Uncontested) 
  

ComEd 
 
ComEd originally proposed total recoverable advertising expenses of $613,000. 

ComEd Ex. 7.1, Sched. C-8.  However, in order to narrow the issues, ComEd agreed to 
Staff’s proposed total advertising disallowance of $180,794 ($116,237 for print media 
advertising costs and $64,557 for radio advertisements), and this adjustment is reflected 
in ComEd’s final revised revenue requirement.  Ostrander Dir., Staff Ex. 3.0 at 4-6; 
Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 67; ComEd Ex. 25.01, Sched. C-2, page 
4, column (D) 

4. Charitable Contributions (Uncontested) 

ComEd 

ComEd proposed charitable contribution expenses of $6.1 million, a $2.8 million 
increase from the 2004 test year, an increase based on actual contributions that brings 
ComEd’s charitable contributions closer to that of other utilities.  Houtsma/Frank Dir., 
ComEd Ex. 7.0 Corr. at 50.  Although this recovery was originally challenged by Staff, 
Ostrander Dir., Staff Ex. 3.0 at 6-8.  Staff was subsequently satisfied that contributions 
to certain community organizations were for the public welfare and allowable, and this 
issue is now uncontested.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 67-71; 
Ostrander Reb., Staff Ex. 16.0 at 2. 

5. Lobbying 

ComEd 

In order to narrow the issues, ComEd agreed to the disallowance of a donation to 
the Illinois Manufacturers Association and lobbying-related expenses in the jurisdictional 
amount (the amount previously included in ComEd’s revenue requirement) of $31,000, 
and ComEd reflected that reduction in its final revised revenue requirement.  
Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 71-72; Ostrander Dir., Staff Ex. 3.0 at 8-
9; Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 71-72; ComEd Ex. 25.01, Sched. C-2 
at 4, column (C), Sched. C-2.20. 
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6. “Non-recurring” Expenses (AT&T Lease) 

ComEd 

ComEd agreed to Staff’s revised adjustment to amortize over a three-year period 
the costs associated with the AT&T building lease abandonment charge, and ComEd 
reflected that adjustment in its final revised revenue requirement.  Ostrander Reb., Staff 
Ex. 16.0 at 4;  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 29-30; ComEd Ex. 40.01, 
Sched. RR-2, column (B); ComEd Ex. 40.02, Work Paper WPRR-1. 

7. Derivative Impact of Capitalized Incentive 
 Compensation Not Allowed in 2005 
 Rate Case (See IV.B.1.b.) (Uncontested) 

 
ComEd 

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

C. Contested Issues 
 

1. Incentive Compensation Cost and Expenses 
 

ComEd 

The Commission should approve in full the costs of ComEd’s incentive 
compensation programs, which are necessary to recruit and retain qualified employees.  
McDonald Dir., ComEd Ex. 9.0 at 22. 

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”).  Id. at 22.   

The AIP applies to all employees and provides an incentive for achieving 
ComEd’s annual performance goals.  Id.  Under the AIP, compensation depends on 
how well an employee, that employee’s functional area, and ComEd as a whole perform 
against pre-established annual goals.  Id.  The AIP contains two types of performance 
measurements: funding and allocation.  The performance on a funding measure 
determines whether the AIP will receive funding, and what the potential payout will be, 
while performance on an allocation measurement determines how payments for AIP 
compensation, once funded, are distributed among the employees.  Id. at 23.  All AIP 
payments are paid in cash.  Id. 

Under the AIP, non-executive compensation consists of the following: 50% tied to 
performance on operational measures such as (a) outage duration performance (i.e., 
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Customer Average Duration Interruption Index or “CAIDI”), (b) outage interruption 
frequency (i.e., System Average Interruption Frequency Index or “SAIFI”), and (c) 
Occupational Safety and Health Administration (“OSHA”) recordable incidents; and 50% 
tied to the ComEd Total Cost goal (i.e., controlling ComEd’s O&M expenses and capital 
expenditures).  Id. at 24.  For executives, compensation consists of the following: 25% 
is tied to CAIDI, SAIFI, and OSHA recordable incidents; 25% is tied to the Total Cost 
goal; and 50% is tied to ComEd’s net income.  Id.  To maintain its commitment to 
customer satisfaction, the AIP payments are adjusted upward or downward depending 
on the results of an American Customer Satisfaction Index Proxy Survey.  Id. at 24-25.  
In 2007, to conform with the Order in the 2005 rate case, ComEd amended these 
metrics by removing the metric tied to Exelon earnings per share (“EPS”).  Id. at 24.   

The LTIP is a more limited plan, designed to ensure ComEd’s stable, expert 
leadership.  Id. at 23.  Under the LTIP, as to officers, one-third of compensation is tied 
to CAIDI and SAIFI.  McDonald Reb., ComEd Ex. 28.0 at 20-21.  The remaining two-
thirds are divided as follows:  (1) one-third is tied to ComEd’s operating return on equity 
and capital structure goal; and (2) one-third consists of a combined regulatory/legislative 
goal.  Id. at 21.  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 at 23. 

ComEd Response 

ComEd showed that as an integral part of its employees’ total compensation, 
incentive compensation should not be treated separately from base salary when 
assessing whether recovery of employee compensation expenses through rates is 
permissible.  Instead, the Commission should permit recovery of all of the costs and 
expenses of ComEd’s incentive compensation programs for the following reasons:  (1) 
the costs and expenses incurred under its two plans are prudently incurred and 
reasonable in amount; (2) they are necessary to secure and retain qualified employees 
engaged in the provision of utility services; and (3) they are consistent with all of the 
Commission’s prior orders.  McDonald Reb., ComEd Ex. 28.0 at 22-23; McDonald Sur., 
ComEd Ex. 41.0 at 7, 10-11.  Denying cost recovery would run afoul of the well-
established principle that rates “must allow the utility to recover costs prudently and 
reasonably incurred.”  ComEd Init. Br. at 41 (citing Citizens Util. Bd. v. Illinois Comm. 
Comm’n, 166 Ill. 2d 111, 121 (1995)). 

ComEd, in both its testimony and Initial Brief (at 3, 5-6, 7, 41-49), discussed and 
applied the standards established in the Commission’s past Orders regarding incentive 
compensation.  Staff and IIEC did that in some respects.  However, in others, they were 
far off the mark.  The AG and CUB did not fairly address the Commission’s past orders.  
ComEd’s proposal in this case includes incentive compensation, the majority of which is 
expressly allowed under established Commission decisions, including ComEd’s last rate 
case order.  There is no basis to disallow these costs.  The remainder also uses metrics 
that the evidence shows should be accepted under the principles of those decisions. 
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A large part of the challenged incentive compensation costs are incurred under 
the AIP’s Total Cost goal, i.e., its metric based on controlling capital expenditures and 
operating expenses.  Staff challenged one-half of the amounts incurred under the Total 
Cost goal.  This amounts to a proposed disallowance of $3,018,000 of test year 
capitalized costs, $4,999,000 of test year operating expenses, and $810,000 of 
operating expenses in ComEd’s pro forma adjustment, for a total revenue requirement 
impact of $6,154,000.  E.g., ComEd Init. Br. at 43; Staff Init. Br. at 34.  IIEC also 
proposed to disallow 50% of these costs and expenses.  IIEC Init. Br. at 25-26, et seq.  
AG/CUB proposed an arbitrary across-the-board reduction in incentive compensation 
costs and expenses, and complete disallowance of certain amounts, as discussed in 
Sections V.C.1.c, V.C.1.d, and V.C.1.e, below. 

ComEd showed that the costs it incurs under the Total Cost goal should not be 
an issue in this case.  Staff, the AG, CUB, and IIEC all take the position that the 
Commission’s past Orders establish the standard that incentive compensation costs 
and expenses should be approved if they involve savings or other tangible benefits for 
customers.  E.g., Hathhorn Dir., Staff Ex. 1.0, 20:476 – 22:518; AG Init. Br. at 14; CUB 
Init. Br. at 8-9; IIEC Init. Br. at 27-28.  The Commission has expressly found that the 
Total Cost goal does just that.  In ComEd’s 2005 rate case, the Commission approved 
amounts incurred under the AIP’s Total Cost goal under that standard, finding that it 
benefited customers and expressly rejecting Staff’s argument that shareholders also 
could benefit from this metric.  Docket No. 05-0597, Order at 95-97.  No party has 
identified any new or credible reason for disallowing any amount incurred under the 
AIP’s Total Cost goal, as discussed further below. 

Nor, ComEd showed, should amounts incurred under plan metrics tied to the 
reliability metrics SAIFI and CAIDI be at issue.  Staff recognizing this, changed its 
position to support full recovery of such amounts.  However. IIEC and AG/CUB still 
proposed to disallow portions of those costs and expenses, as discussed in Sections 
V.C.1.c, V.C.1.d., and V.C.1.e, below.  The Commission, in ComEd’s 2005 and 2001 
rate cases, approved full recovery of amounts incurred under such reliability metrics, 
and these proposed disallowances are simply contrary to the established standards for 
recovery of these costs. 

The remaining challenged amounts were not directly ruled upon in ComEd’s 
2005 rate case, although they include amounts incurred under the AIP’s ComEd net 
income metric, which ComEd substituted for the former Exelon EPS metric in light of the 
Order in that case. ComEd Init. Br. at 43.  Staff’s and Intervenors’ challenges to the 
amounts incurred under the AIP’s net income metric, and their remaining challenges to 
amounts incurred under other metrics, should not be adopted. 13   Indeed, even IIEC 
agreed that customer benefits under the AIP’s net income metric warrant allowing 50% 
of the amounts incurred under that metric.  IIEC Init. Br. at 25-26.  The amounts that 

                                                 
13 ComEd presented uncontradicted evidence that its total compensation package, including 

these items of incentive compensation, is prudent and reasonable in amount, and is necessary to help 
attract and maintain a sufficient, qualified, and motivated work force.  ComEd Init. Br. at 41. 
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Staff challenged under the AIP’s net income metric are $333,000 of capitalized test year 
costs, $541,000 of test year operating expenses, and $88,000 of operating expenses in 
ComEd’s pro forma adjustment, while IIEC opposed only half of those amounts.  
ComEd Init. Br. at 45; Staff Init. Br. at 34; IIEC Init. Br. at 25-26, et seq. 

In the following sections, these principles are applied to the particular incentive 
plan components at issue.  

a. The AIP’s Total Cost Goal 

The amounts challenged by Staff and IIEC under the AIP’s Total Cost goal – 
$3,018,000 of test year capitalized costs, $4,999,000 of test year operating expenses, 
and $810,000 of operating expenses in ComEd’s pro forma adjustment, with a total 
revenue requirement impact of $6,154,000 – should not be an issue in this case, as 
discussed above.  ComEd demonstrated that the arguments for disallowing those costs 
lack merit and have been rejected by the Commission. 

Staff argued that any contention that its proposed disallowance is contrary to the 
Order in the 2005 rate case is “superficial and erroneous”.  Staff Init. Br. at 37.  Staff’s 
argument remained that shareholders also do (or could) benefit from the Total Cost 
goal, just as Staff argued in the 2005 rate case.  Staff, however, saids that in that case 
the Commission did not see Staff’s current proposal to disallow only half, rather than all, 
of the costs incurred under that goal, as a result.  Id. at 37-38.  That difference is no 
distinction.  Staff ignored that regardless of the percentage amount of the disallowance 
sought, the Commission expressly rejected Staff’s premise that concurrent shareholder 
benefits warranted disallowing those amounts, finding: 

When it comes to the other three components of the 
incentive plan, which constitute the other fifty percent of the 
plan’s total funding, we believe it is hard to ignore the 
tangible benefits to ratepayers that result from meeting those 
operational goals.  **** 

Focusing on the funding measure that rewards employees 
for reducing O&M and capital expenses, the Commission 
finds that such funding measure meets the Commission’s 
standard of reducing expenses and creating greater 
efficiencies in operations.  Lowering O&M expenses, all else 
being equal, has the obvious effect of reducing the expenses 
to be recovered in future rate cases.  While Staff argues that 
shareholders could also benefit from reduced O&M 
expenses through a potential concurrent increase in 
earnings, we note that the incentive compensation payments 
are linked directly to reduced O&M costs and thus an 
increase in earnings will not trigger any incentive 
compensation payments. In other words, increased earnings 
is a potential result, but not a necessary result of reduced 
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O&M expenses.  In addition, when we compare the incentive 
compensation costs allowed to be recovered in the 
company’s previous rate case to the costs we allow here, we 
note that there was an additional financial trigger for the 
operational goals in the former.  We do not have such a 
financial trigger here and thus there exists an even stronger 
link between incentive payments and the meeting of 
operational targets than in the previous rate case.   

Docket No. 05-0597, Order at 96-97.   

The ComEd decision was not alone.  The Commission also rejected Staff’s 
attack on a similar metric in its February 2008 Peoples Gas Order (at 66), and also 
found that similar metrics benefit customers in ComEd’s 2001 rate case and other rate 
cases.  ComEd Init. Br. at 44.  While Staff twice stated that the Commission only found 
“some benefits” to customers (Staff Init. Br. at 37), implying that the Commission’s 
findings were tentative or limited, actual Commission findings show that not to be true.  
The Commission’s Order in ComEd’s 2005 case, for example, could not be more clear 
that controlling capital expenditures and operating expenses benefits customers.  No 
party explained how their position can be squared with the Commission’s express 
findings above, or in the other cases ComEd cited.   

Moreover, the evidence in this case shows that the Total Cost goal in fact 
benefits customers by controlling and reducing costs and expenses.  E.g., McDonald 
Reb., ComEd Ex. 28.0 at 13-15; McDonald Sur., ComEd Ex. 41.0 at 7.  The Total Cost 
metric, for example, helps keeps the costs related to achieving CAIDI and SAIFI goals 
in check by providing checks and balances.  McDonald Reb., ComEd Ex. 28.0 at 13-14.  
In contract, no party submitted evidence that the metric does not benefit customers.  
Staff and IIEC limited their proposed disallowances to 50% precisely because their 
witnesses agreed that the Total Cost goal benefits customers.  E.g., Hathhorn Dir., Staff 
Ex. 1.0 at 13; Gorman Dir., IIEC Ex. 2.0 Corr. at 61-62. 

ComEd demonstrated that the remaining arguments for this disallowance also 
lacked merit.  IIEC attempted to equate the Total Cost goal with the former Exelon EPS 
metric (IIEC Init Br. at 30-31), but that simply is not the case.  The Order in the 2005 
rate case, which IIEC cited here, expressly distinguished the two, allowing the amounts 
incurred under the Total Cost goal and disallowing the amounts incurred under the 
Exelon EPS metric.  Docket No. 05-0597, Order at 96-97.  IIEC also pointed to Staff’s 
testimony that reducing capital expenditures and operating expenses only benefits 
customers to the extent reflected in rates.  IIEC Init. Br. at 30.  The evidence is 
uncontradicted, however, that the AIP’s Total Cost goal was before the Commission in 
the last rate case and remains in the plan (at an increased percentage level, because 
the Total Cost goal was increased to replace the Exelon EPS metric for most 
employees (McDonald Dir., ComEd Ex. 9.0 at 24; see also McDonald Reb., ComEd Ex. 
28.0 at 18)).   
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ComEd showed that it has worked hard to structure its business around the 
directives the Commission has provided in past cases.  The evidence is uncontradicted 
that after the Order in the 2005 rate case, ComEd immediately moved to conform its 
incentive compensation plans with that Order.  It would be both unlawful (arbitrary and 
capricious) and unfair for the Commission to retroactively change the standards now.  
The Commission should approve all amounts incurred under the Total Cost goal. 

b. The AIP’s Net Income Metric 

Staff proposed to disallow all amounts incurred under the AIP’s net income 
metric --  $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, with a revenue requirement impact of $667,000 – while IIEC proposed to 
disallow 50% of those amounts.  Staff Init. Br. at 34-37; IIEC Init. Br. at 25-26, 30.  Staff, 
CUB, and IIEC all argued that ComEd’s net income is a financial metric, suggesting it is 
similar to the former Exelon EPS metric, but IIEC acknowledged that the net income 
metric also benefits customers and, therefore, IIEC proposed only 50% disallowance.14 

ComEd explained that the net income metric benefits customers in multiple 
respects, including properly balancing incentives to promote reliability and safety with 
incentives to control expenses while maintaining ComEd’s financial health and stability 
so that it can continue to make needed distribution system expenditures and provide 
reliable service.  ComEd Init. Br. at 45.  The Commission should reject the proposals to 
disallow amounts incurred under the AIP’s net income metric.  In the alternative, given 
the strong evidence of customer benefits, the Commission should allow 50% of those 
amounts, as proposed by IIEC. 

c. AG/CUB’s 50% Theory 

ComEd’s Initial Brief showed that AG/CUB’s arbitrary proposal to disallow 50% of 
all costs and expenses incurred under the AIP is not based on the facts, is inconsistent 
with applicable Commission decisions, and lacks merit.  ComEd Init. Br. at 46.  Nothing 
in the AG’s or CUB’s Initial Briefs showed the contrary.  CUB’s speculation that, in the 
future, ComEd’s incentive plans might change or that the targets might not be met (CUB 
Init. Br. at 11-13) was just that, speculation.  Speculation that future costs may change 
has never been a basis to disallow expenses proven during a rate case.  The evidence 
in the record, as well as the Orders in ComEd’s 2005 and 2001 rate cases, shows their 
proposal to be baseless and unlawful.   

                                                 
14 ComEd acknowledged that in the 2004 Nicor Gas rate case, the Commission did not allow 

incentive compensation tied to a net income metric, but ComEd also noted that that Order’s findings were 
based on the evidence in that Docket, including findings that the utility’s evidence was insufficient.  
Docket No. 04-0779, Order at 44-46.  Here, ComEd submitted strong evidence of customer benefits, and 
IIEC submitted evidence supporting 50% recovery. 
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d. The Long-Term Incentive Plan 

Staff proposed to disallow portions of the Long-Term Incentive Plan (“LTIP”) 
costs other than the amounts paid out under the SAIFI and CAIDI reliability metrics, 
while IIEC seemed to continue to propose 100% disallowance of all LTIP costs despite 
agreeing that ComEd should be allowed 100% cost recovery under the AIP’s SAIFI and 
CAIDI metrics.  Staff Init. Br. at 39-41; IIEC Init. Br. at 26, 29-30; compare IIEC Init. Br. 
at 25.  Staff proposed to disallow $1,022,000 of capitalized costs and $6,741,000 of 
operating expenses. 15   Staff Init. Br. at 34. The AG also appeared to still advocate 
100% disallowance of stock-based compensation related to the LTIP.  AG Init. Br. at 14, 
15.  IIEC previously took that position but did not advance it in its Initial Brief. 

ComEd showed that there is no basis for disallowing the amounts paid out under 
the LTIP’s SAIFI and CAIDI metrics, which include $232,000 of capitalized costs and 
$978,000 of operating expenses.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 42.  
The benefits to customers of reliability metrics are obvious, as recognized by Staff’s and 
IIEC’s witnesses (Hathhorn Reb., Staff Ex. 14.0 at 12; IIEC Init. Br. at 25), and the 
Commission has recognized those benefits as warranting full cost recovery of amounts 
incurred thereunder in ComEd’s last two rate cases.  E.g., McDonald Reb., ComEd Ex. 
28.0 at 13; Docket No. 05-0597, Order at 96.  The proponents of disallowance did not 
square their position with the applicable Commission Orders. 

ComEd showed in detail that the other LTIP metrics also benefit customers in 
many respects.  ComEd Init. Br. at 46-48.  Staff’s, the AG’s, and IIEC’s arguments 
consisted of a mixture of claims that customers do not benefit from specific components 
of the other metrics and claims that even though customers do benefit they are not 
benefits that “count” under the Commission’s standards.  ComEd, however, proved how 
customers benefit.  Moreover, the Commission should not disregard real benefits on the 
theory that they do not “count,” especially given that the goals include those supported 
by Commission’s Orders and disallowance of the cost would be inconsistent with 
ComEd’s right to recover its prudent and reasonable costs.  ComEd has also already 
refuted the AG’s claim that payments made in the form of stock compensation should 
be disallowed regardless of whether they are paid under a metric that benefits 
customers.  ComEd Init. Br. at 48.  The AG’s Initial Brief (at 15) provided no additional 
support for its position.   

ComEd showed that there can be no reasonable dispute over the LTIP costs 
incurred under the SAIFI and CAIDI metrics ($232,000 of capitalized costs and 
$978,000 of operating expenses).  As this section has demonstrated, however, the 
Commission should also allow all other amounts incurred under the LTIP.   

                                                 
15  Staff’s figure for its proposed disallowance included the derivative financial impacts, which is 

why it differed from ComEd’s statement of Staff’s figure here.  Compare ComEd Init. Br. at 47; with Staff 
Init. Br. at 34. 
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e. AG/CUB’s Proposal to Reject  
ComEd’s Pro Forma Adjustment 

ComEd stated that AG/CUB’s argument to disallow ComEd’s pro forma 
adjustment to update its incentive compensation costs related to 2007 targets applied 
no recognized Commission standard and overlooks that customers did benefit in 2007 
from the achievement of operational metrics, such as those associated with CAIDI and 
SAIFI.  ComEd Init. Br. at 48.  AG/CUB’s proposal, instead, speculated that ComEd 
could “turn off” its incentive compensation program and reduce its costs between test 
years and yet still achieve the same results in terms of controlling costs and expenses, 
maintaining and improving reliability, etc.  That premise has no basis in the evidence.  
The AG (Init. Br. at 14-15) failed to refute that a competitive level of pay is necessary 
and, in essence, asked the Commission to ignore that ComEd did respond to the 
Commission’s direction in the last rate case.  AG/CUB’s proposal should be rejected.  

2. Uncollectibles Expenses (Derivative Adjustment) 
 

ComEd 

All proposed adjustments to uncollectible expenses are derivative impacts of one 
or more other proposed adjustments discussed elsewhere.  Houtsma/Frank Reb., 
ComEd Ex. 25.0 Corr. at 54. 

3. Merger Expenses 
 

ComEd 

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.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 39; ComEd Ex. 
7.1, Sched. C-2.3. 

ComEd Response 

In response to inquiries from Staff and arguments from AG/CUB that these costs 
should be disallowed, ComEd explained that: (1) employees who worked on the merger 
are salaried employees who remained responsible for their normal utility duties and 
completed their merger related duties by effectively working unpaid overtime; (2) 
ComEd does not pay salaried workers for overtime, so there is no sound business 
reason to make them record the total number of hours they worked; and (3) ComEd 
wanted to record hours devoted to the merger.  Houtsma/Frank Reb., ComEd Ex.25.0 
Corr. at 54-56; Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 24-25.  Thus, hours that 
would have otherwise been assigned to normal utility duties that were still being 
completed, were instead assigned to the merger. 
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The AG incorrectly sought to disallow $2.546 million in non-incremental salary 
and wage expenses for employees who, during 2006, not only performed all of their 
usual and ordinary delivery service functions for ComEd but also performed additional 
services in connection with the abandoned Exelon-PSEG merger.  AG Init. Br. at 15-16.  
ComEd showed that the AG’s proposal has no merit.  Staff, which once took the same 
position, no longer did so after reviewing the facts and evidence that ComEd presented.  
Staff Init. Br. at 42.  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 resulted in an undercount that ComEd witnesses Houtsma and Frank 
referred to as part of ComEd’s “non-incremental” merger costs because it comprised 
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. at 54-56; Houtsma/Frank Sur., ComEd Ex. 
40.0 Corr. at 24-25.  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. 

The AG did not articulate any rational basis for its proposed disallowance.  It 
argued first that “it is unclear how much time these employees will be spent [sic] 
performing utility related duties,” and says that if these employees performed “merger 
work for free,” no costs should have been assigned to that work.  AG Init. Br. at 16.  
This ignored the reality that ComEd explained time and again: (1) employees that 
worked on the merger were salaried employees who were still responsible for their 
normal utility duties and completed their merger related duties by effectively working 
unpaid overtime; (2) ComEd does not pay salaried workers for overtime, so there is no 
sound business reason to make them record the total number of hours they worked; 
and (3) ComEd wanted to record hours devoted to the merger.  Houtsma/Frank Reb., 
ComEd Ex. 25.0 Corr. at 54-56; Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 24-25.  
Thus, hours that would have otherwise been assigned to normal utility duties that were 
still being completed were instead assigned to the merger. 16   

Unlike Staff, the AG did not comprehend that the amounts ComEd seeks to 
recover here were spent to pay salaried employees who provided full-time service to the 
utility in furtherance of its distribution-related functions.  Id.  Failure to allow ComEd to 
recover this $2.546 million would be an unlawful disallowance of normal and reasonable 
employee costs actually incurred for employees performing regular distribution related 
duties.  

                                                 
16 The fact that employees spent a portion of their normal 40-hour work week on the merger (and 

recorded that merger-related time as required) did not excuse them from completing 100% of their regular 
delivery service- related job – even if that meant more than a 40-hour work week (for which they were not 
paid overtime). 
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In 2006, ComEd’s customers got a full day’s work for a full day’s pay from those 
employees whose salary and wage expense is included in the revenue requirement, 
and which the AG seeks to disallow in part.  Moreover, these test year expenses are 
fully representative of the services that those employees will perform once the rates that 
are the subject of this case go into effect.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. 
at 56.  As such, they are legitimate and allowable utility expenses and the AG’s 
proposed adjustment lopping off a part of those expenses should be rejected. 

4. Administrative and General (A&G) Expenses 
 

a. Exelon Way Severance Amortization 
 

ComEd 

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.  Docket No. 05-0597, Final Order at 86-90; Commonwealth Edison Co., Docket 
No. 05-0597 (Order on Rehearing, Dec. 20, 2006), at 4.  Accordingly, ComEd included 
$18,792,000 of those amortized costs in its 2006 test year operating expenses.  ComEd 
Ex. 7.1, Sched. C-5, page 2, line 4.  

ComEd Response 

Despite the Commission’s Order in Docket No. 05-0597, AG/CUB attempted to 
relitigate the matter in this Docket.  AG/CUB witness Effron argued 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 at 22-23; Effron Reb., AG/CUB Ex. 5.0 at 27-
29.  ComEd explained that 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 7½ year period.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 
25.  It was clear in Docket No. 05-0597 that ComEd sought recovery of the full amount 
of the “initial” Exelon Way severance costs of approximately $158 million over that 
period.  ComEd Ex. 40.03; Docket No. 05-0597, Order at 86.  The Commission fully 
understood that ComEd was seeking to amortize the full amount of these costs:  
“ComEd’s proposed operating expenses include an appropriate level of severance 
expense, including an amortized level of the Exelon Way severance expenses.”  Docket 
No. 05-0597, Order at 86 (emphasis added)  Further, the Commission cited 83 Ill. Adm. 
Code § 285.3215 in its Order in Docket No. 05-0597:  “[T]he record establishes that 
ComEd properly seeks recovery of its initial severance costs for a program expected to 
produce hundreds of millions of dollars in savings over the life of these rates.  Mr. 
Effron’s proposed adjustment would deny ComEd any recovery of that cost, which 
removes the incentive created by Section 285.3215 to initiate such programs.”  Docket 
No.  05-0597, Order at 90.  Were ComEd seeking only to recover its 2004 test year 
costs for the Exelon Way Severance program, ComEd would have had no need to cite, 
and the Commission would have had no need to rely upon, Section 285.3215, and the 
Order in Docket No. 05-0597 would not have referenced an “amortized level” of 
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severance expenses.  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 650-654; see also Hathhorn Reb., Staff Ex. 14.0 at 17-18.  
AG/CUB’s third attempt to disallow recovery of ComEd’s $18.791 million of severance 
costs still is wrong and should be rejected. 

b. Accounts 920-923 

ComEd 

ComEd submitted extensive, detailed testimony showing that its original 
proposed revenue requirement appropriately included $341.301 million of A&G 
expenses, including the applicable amounts in Accounts 920-923.  Houtsma/Frank Dir., 
ComEd Ex. 7.0 Corr. at 26-31; ComEd Ex. 7.1, Sched. C-1; ComEd Exs. 7.3, 7.4; 
Flaherty Dir., ComEd Ex. 8.0 at 2, 5-7; ComEd Ex. 8.2; Williams Dir., ComEd Ex. 4.0 2nd  
Corr. at 67-68.    

ComEd Response 

ComEd showed that there is no merit to the claim of AG/CUB witness Effron that 
growth in A&G accounts 920-923 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,” and, hence there should be a disallowance of 
$12.680 million.  Effron Dir., AG/CUB Ex. 2.0 at 28; AG/CUB Ex. 5.1, Sched. C-2.1.  
Mr. Effron conveniently ignored essentially all of ComEd’s detailed evidence, as 
discussed further below.  Moreover, ComEd agreed with the testimony of Staff witness 
Hathhorn, who stated that it would be inappropriate for the Commission to adopt an 
inflation-based adjustment as Mr. Effron proposed, as it is precisely that type of 
adjustment that the Commission rejected in its Order on Rehearing in Docket No. 05-
0597.  Hathhorn Reb., Staff Ex. 14.0 at 18.   

The AG claimed that the Commission did not focus on those particular accounts 
in ComEd’s last rate case, Docket No. 05-0597, and thus the Commission did not 
actually reject this inflation approach in that Docket.  ComEd showed, however, that the 
AG mischaracterized what the Commission did in fact do in that case. 

The Commission, in its July 2006 Order in Docket No. 05-0597, limited ComEd’s 
overall increase in A&G expense to an inflation adjustment on the grounds that ComEd 
had not provided, in that case, a satisfactory explanation for the above-inflation rate 
increases.  However, the AG completely ignored that on rehearing, ComEd supplied 
substantial additional information describing the reasons for the increases in its A&G 
costs, and the Commission in its Order on Rehearing accepted that explanation and 
approved most of ComEd’s actual A&G costs for recovery.  Order on Rehearing at 
49-51.  Staff agreed that the adjustments being proposed by the AG are not consistent 
with the Commission’s Order on Rehearing.  Staff Init. Br. at 43. 
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In presenting its direct case in this docket, ComEd used the Commission’s action 
on Rehearing in Docket No. 05-0597 as the template to follow.  A review of the 
evidence presented by ComEd in its original filing in this case reveals that ComEd 
presented here at least as much information, in fact more, as it presented on rehearing 
in Docket No. 05-0597.  In particular: 

 An independent expert, Mr. Flaherty (ComEd Ex. 8.0), reviewed and 
presented a voluminous Booz Allen Hamilton (“BAH”) study of ComEd’s A&G 
expenses (ComEd Ex. 8.2).  The BAH report was an evaluation of ComEd’s 
total A&G expenses, before adjusting for ratemaking and pro  forma 
adjustments, in order to appropriately benchmark and market-test those 
costs.  This is in keeping with the Commission’s Order in Docket No. 05-0597.  
See Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 30.  This is described in 
detail in ComEd’s Initial Brief (at 53). 

 In direct testimony, Mses. Houtsma and Frank broke down the “drivers” of the 
increase in revenue requirements from the Docket No. 05-0597 Rehearing 
Order.  That breakdown showed that about $99 million of the increase in 
ComEd’s revenue requirement was due to increases in A&G costs.  ComEd 
Ex. 7.0 Corr. at 47 (Table). 

 The Houtsma/Frank direct testimony further explained the factors that led to 
the increase in A&G expense, breaking down the $99 million increase into 
individual components.  Id. at 47; ComEd Ex. 7.3 Corr.   

 The Houtsma/Frank testimony showed the $29.2 million that resulted from 
increased Exelon Business Services Company charges, broke down as 
follows:   

Costs from EBSC increased jurisdictional A&G expenses, 
primarily reflecting higher costs for Information Technology 
($11.6 million) and Energy Delivery Shared Services ($5.9 
million).  Additionally, higher Executive Service charges 
($4.3 million), higher Finance costs ($3.0 million) along with 
changes in other practice areas drove the increase.  The 
increase in Information Technology costs is due largely to a 
change in the accounting for desktop and mainframe 
computer costs that reclassified the costs from Customer 
and Distribution Accounts to A&G. 

Id. at 49.   

 Other components of the A&G expense increase were explained in equal 
detail.  One of the largest elements – $19.8 million for Rental Expense – was 
simply the result of an accounting reclassification that had no effect on the 
overall revenue requirement.  Id. at 48. 
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The level of detail presented by ComEd in its direct testimony was more than 
equivalent to the level of detail that ComEd presented on rehearing in Docket No. 05-
0597.  In her testimony on rehearing in that case, Ms. Houtsma presented a table 
comparing the increases in A&G costs approved in ComEd’s prior rate case (Docket 
No. 01-0423, with a 2000 test year) with the 2004 test year costs in Docket No. 05-
0597.  See Docket No. 05-0597, Order on Rehearing at 30-31, et seq.  In addition, the 
BAH report, which AG/CUB failed to address, presents an unprecedented level of detail 
regarding ComEd’s total A&G costs.  Finally, in discovery and in rebuttal testimony, 
ComEd described the specific factors (including charitable contributions, facilities 
relocation, information technology costs, and training) that increased the three A&G 
Accounts that Mr. Effron claimed were not explained.  E.g., Houtsma/Frank Reb., 
ComEd Ex. 25.0 Corr. at 58-59; see also Effron., Tr. at 576-579 and ComEd Cross Ex. 
3. 

By seeking a disallowance on the grounds that ComEd simply did not “sufficiently 
explain” (that is, to his satisfaction) the increases, Mr. Effron overlooked that the 
explanation of the increase ComEd provided was more than compliant with the level of 
detail the Commission had found sufficient only nine months before ComEd filed this 
case.  Under well-established law, once the utility presents its prima facie case of 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 Comm. Comm’n, 372 Ill. App. 3d 769, 776 (3rd Dist. 
2002); City of Chicago v. Cook County, 133 Ill. App. 3d 435, 442-43 (1st Dist. 1985). 

Mr. Effron never identified any single expenditure in any of the Accounts 920-923 
as perhaps imprudent or excessive.  Having received a number of data request 
responses on the subject, Mr. Effron said nothing further about Accounts 920-923 in his 
rebuttal testimony.  Tr. at 579-580; ComEd Cross Ex. 3.  In fact, Mr. Effron has 
affirmatively testified that he did not identify any costs that he was challenging on either 
“prudence” or “reasonableness” grounds.  Tr. at 574-576.   

c. Rate Case Expenses 
 

i. 2005 Rate Case Expenses Amortization 
 

ComEd 

In ComEd’s 2005 rate case (Docket No. 05-0597), the Commission allowed the 
recovery of approximately $7.5 million of expenses of that case, amortized over three 
years.  In accordance with that order, ComEd included $2.438 million in its operating 
expenses. ComEd Ex. 7.1, Sched. C-2.14. 

ComEd Response 

ComEd showed that AG/CUB’s proposed disallowance would improperly disallow 
amounts previously approved by the Commission in Docket 05-0597.  Houtsma/Frank 
Reb., ComEd Ex. 25.0 Corr. at 60-61.  To accept this disallowance would deprive 
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ComEd of recovery of costs that everyone accepts were prudently incurred, and, 
moreover, to do so would be contrary to the Commission’s determination of this exact 
issue in ComEd’s 2001 (Docket No. 01-0423) rate case, where the Commission 
affirmed its finding of rate case expenses incurred in ComEd’s 1999 rate case (Docket 
No. 99-0017) and allowed ComEd’s rate base to reflect recovery of the prior 1999 rate 
case expenses.  See ComEd 01-0423 (Final Order) at 122.  In addressing the same 
issue in the Interim Order in the 01-0423 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.”  Docket No. 01-0423 
(Interim Order) at 111.   

The AG complains that if ComEd is allowed to recover these expenses, it will be 
recovering portions of two sets of rate case expenses, i.e., from this docket and the 
unrecovered portion of the approved costs from Docket No. 05-0597.  AG Init. Br. at 20-
21.  The AG does not, however, identify why recovery of both types of expense goes 
against Commission rules or established ratemaking principles.  Moreover, in Docket 
No. 05-0597, the Commission specifically approved recovery of ComEd’s approved rate 
case expenses over an amortization period that has not yet ended.  To disallow these 
costs now contravenes the Commission’s order in that case.  Moreover, unless both of 
these expenses are recovered in the revenue requirement, ComEd will be unlawfully 
denied the opportunity to recover prudently-incurred costs.   

The AG also argues that unrecovered costs of Docket No. 05-0597 should be 
disallowed because of a hypothetical chance that ComEd might over-recover these 
expenses.  AG Init. Br. at 21.  All rates are based on what is known as of the time they 
are set.  It is illogical and unlawful to claim that the chance of over-recovery is grounds 
for building into rates a mechanism that guarantees under-recovery of previously 
approved expenses.  See ComEd Ex. 7.1, Sched. C-2.15; ComEd Ex. 7.2, Work Paper 
WPC-2.15.  Moreover, this argument ignores that the Commission does not allow the 
utility to recover carrying charges on rate case expenses, even though recovery is 
spread over a multi-year period.  ComEd Init. Br. at 55, n. 34.  ComEd states that this 
further diminishess any risk of over-recovery and underscores how unfair further 
disallowances would be.   

ii. 2005 Rate Case Expenses 
 in the 2006 Test Year 

ComEd 

In connection with Docket No. 05-0597, and before rehearing in that case was 
granted in September 2006, ComEd incurred (in the 2006 test year of the instant case) 
costs of $2.986 million that were not included in the $7.5 million in costs discussed in 
the preceding section.  These amounts are properly recoverable rate case costs.  
ComEd proposed 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. at 61-63. 
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ComEd Response 

Contrary to AG/CUB and Staff’s proposals to disallow recovery of these 
expenses, the proposed amortization is not an exercise in “retroactive ratemaking.”  
Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 63.  AG/CUB and Staff have cited no 
Commission Order holding that inclusion of test year operating expenses in the revenue 
requirement somehow constitutes retroactive ratemaking.  While the Illinois Supreme 
Court has interpreted the Act to forbid retroactive ratemaking, retroactive ratemaking is 
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, 136 Ill. 2d. 192, 
209; 555 N.E.2d 693, 700 (1989).  AG/CUB 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.  There is, therefore, no basis upon which to find that inclusion 
of ComEd’s rate case expenses in the test year amounts to retroactive ratemaking. 

The expenses that AG/CUB and Staff propose to disallow are actual rate case 
expenses that, as of the time that the record closed in the 2005 rate case, were still 
estimated, and thus were incurred too late in the proceeding to be considered “actual 
costs” in that case.  ComEd Init. Br. at 57-58.   

This proposed disallowance would unlawfully deny ComEd the ability to recover 
reasonable and prudent costs.  In ComEd’s last case, some rate case expenses were 
still estimated at the time the record closed.  ComEd was unable to recover the 
expenses there because the Commission was not certain what the final expenses would 
actually be.  If, in the next case, once the expenses have actually been incurred, they 
are again excluded, this time on the grounds that ComEd is “too late,” the result is to 
prevent these costs from ever being recovered, no matter how prudent and reasonable.   

ComEd is not, contrary to the assertion of the AG, seeking to “relitigate” or “true 
up” its prior rate case expenses.  ComEd is simply requesting that costs that the 
Commission neither approved nor denied in Docket No. 05-0597, and that have been 
shown to be prudent and reasonable test year costs, be recoverable in this case.   

iii. 2005 Rate Case Rehearing 
 Expenses in the 2006 Test Year 

ComEd 

ComEd included in its revenue requirement its costs of rehearing in Docket No. 
05-0597 incurred during the 2006 test year of $726,000 (representing $2.178 million of 
total costs amortized over three years).  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 
41; ComEd Ex. 7.1, Sched. C-2.14. 

ComEd Response 

The amount at issue consists of prudently incurred reasonable expenses 
incurred during the test year.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 63.  
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Seeking recovery of rehearing costs in the course of the 2005 rate case would have 
been inappropriate.  When ComEd proposed its rate case expenses, it could not have 
known that rehearing was going to be requested, by whom, or on what subjects.  Id.  
Nor could ComEd reasonably have anticipated the specific issues the Commission 
would address or the expenses that would be associated with them.  Id.  ComEd would 
have had no ability to provide any estimate of these expenses, if any.  The costs of 
rehearing are now fully “substantiated” and should not be disallowed. 

5. New Business Revenue Credit 
 

ComEd 

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 new business revenue associated with the pro forma 
capital additions.  Houtsma/Frank Dir., ComEd Ex. 7.0 Corr. at 37; ComEd Ex. 7.1, 
Sched. C-2.16; ComEd Ex. 7.2, Work Paper WPC-2.16. 

ComEd Response 

Under the Staff/ComEd joint recommendations, ComEd’s 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. at 18; ComEd Ex. 40.01, Sched. RR-2, Column (G); ComEd Ex. 40.02, Work 
Paper WPRR-4.  No party contests this adjustment. 

In response to AG/CUB’s proposal to increase the new business revenue credit 
by a further $4.776 million (Effron Reb., AG/CUB Ex. 5.0 at 5), ComEd established that 
when it calculated the credit, it estimated kilowatt hour sales growth for new residential, 
small commercial and industrial (“SCI”), and large commercial and industrial (“LCI”) 
customers associated with 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 AG/CUB 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 606-607.  This is true even though actual data (at least for 2005) 
was available at the time of the Commission’s July 2006 Order in that docket. 

During discovery, AG/CUB asked ComEd to provide the actual customer growth 
in 2007.  ComEd provided the requested information, with caveats (described below), 
which Mr. Effron then used to calculate his adjustment for new 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 at 5.  ComEd believes that 
AG/CUB has misinterpreted the information provided. 

The data request response upon which AG/CUB based its calculation specifically 
indicated that the number of new large commercial and industrial customers shown for 
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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. 

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 in 2007.  
ComEd’s initial estimate, upon which it based its calculation of the credit, was 17 new 
large customers.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 31. 

Despite this, AG/CUB witness Effron 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 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 AG/CUB’s adjustment, which included the effect 
of customers simply moving into the large customer class, overstated the increase in 
kilowatt-hours sales attributable to truly new large commercial and industrial customers 
by more than 200%.  Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 30-31.  The 
evidence shows that AG/CUB’s calculation of the new business revenue credit does not 
reflect growth that actually happened, and thus its proposed $4.776 million upward 
adjustment to the ComEd revenue credit of $26.401 million overstates the expected 
revenues that the pro forma plant additions will generate.  AG/CUB’s proposal should 
be rejected. 

6. Depreciation and Amortization Expenses 
(Derivative and Direct Adjustments) 
 

ComEd 

ComEd recommended that the Commission reject Staff’s proposed direct 
adjustment to depreciation expense related to the depreciable life of the Post-2006 
Project, for the reasons set forth above.  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.  Houtsma/Frank Reb., 
ComEd Ex. 25.0 Corr. at 74-75.  Accordingly, the derivative adjustments should be 
approved only to the extent that the proposed adjustments from which they are derived 
are approved.  Id. 
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7. Taxes Other Than Income Taxes 
 (Derivative Adjustments) 
 

ComEd 

Staff’s and Intervenors’ proposed adjustments to Taxes Other Than Income are 
entirely derivative of their other proposed adjustments.  The derivative adjustments 
should be approved only to the extent that the proposed adjustments from which they 
are derived are approved.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 75. 

8. Income Taxes (Derivative Adjustments) 
 

ComEd 

Staff’s and Intervenors’ proposed adjustments to income taxes are entirely 
derivative of their other proposed adjustments.  The derivative adjustments should be 
approved only to the extent that the proposed adjustments from which they are derived 
are approved.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 75.  

D. Operating Expenses (Total) 
 
ComEd 

Under the Staff/ComEd joint recommendations, the evidence, including ComEd’s 
limited waivers, should lead to the approval of operating expenses amounting to 
$1,552,251,000 (including income taxes of $208,475,000).  ComEd Ex. 40.01, 
Sched. RR-1 and RR-2 and the associated work papers in ComEd Ex. 40.02.  
Otherwise, the Commission should approve operating expenses of $1,569,956,000 
(including income taxes of $214,815,000).  See the data in ComEd Ex. 40.01, 
Sched. RR-1 and RR-2 and the associated work papers in ComEd Ex. 40.02. 

VI. RATE OF RETURN 
 

A. Capital Structure (Uncontested) 
 

ComEd 

The following capital structure with a common equity balance of 45.04% is 
uncontested.  

 

Class of Capital Proportion 

Long-Term Debt 54.96% 
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Common Equity 45.04% 

Total Capital 100% 

 

B. Cost of Long-Term Debt (Uncontested) 
 
ComEd 

ComEd stated that it is uncontested that the cost of ComEd’s long-term debt is 
6.78%. 

C. Cost of Common Equity 
 
ComEd 

ComEd witness 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 at 1.  Dr. Hadaway’s conclusion is supported by a 
discounted cash flow (DCF) study using growth rates from four recognized securities 
analysts, as well as by capital asset pricing analyses.  Id. at 37.  In arriving at his cost of 
equity estimate, Dr. Hadaway notes 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 6-7.  

 ComEd Response 

ComEd stated that the principal objection raised by Staff and IIEC to Dr. 
Hadaway’s 10.75% cost of equity result is their contention that Dr. Hadaway used a 
GDP growth rate in his DCF analysis that they believe is unsustainably high.  ComEd 
explained that while Dr. Hadaway did present a DCF analysis using the GDP growth 
rate, he recognized that the Commission favored use of analysts’ estimates and 
therefore performed a stand-alone, DCF analyses using only analysts’ growth rates.  
The analysts’ growth rates of the companies in Dr. Hadaway’s comparable group were 
actually 20% lower than the growth rates for Staff’s sample group (6.05% versus 
7.72%), further indicating the conservatism of Dr. Hadaway’s approach.  Staff Ex. 4.0  
Schedule 4.5; ComEd Ex. 10.5.  ComEd concludes that the updated quarterly dividend 
DCF analysis performed by Dr. Hadaway resulted in a reasonable cost of equity range 
of between 10.3 and 11.1 percent.  Hadaway Rebuttal, ComEd Ex. 29.0 at 25;  ComEd 
Ex. 29.7.  The midpoint of this reasonable range is 10.7%. 

ComEd observed that the Commission has traditionally relied on both a DCF and 
a Capital Asset Pricing Model (“CAPM”) analysis when determining a utility’s cost of 
equity.  Staff’s CAPM analysis concluded that ComEd’s cost of equity is 11.25%.  Staff 
Ex. 4.0 at 27; Schedule 4.9.  ComEd adds that the average of Dr. Hadaway’s DCF 
analysis using only analysts’ growth rates and Staff’s CAPM analysis results in a cost of 
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equity for ComEd of 10.98% (10.7% + 11.25%. / 2).  Thus, ComEd stated that this 
outcome demonstrates the reasonableness of Dr. Hadaway’s 10.75% cost of equity 
conclusion.  

The analyses performed by IIEC witness Michael Gorman also supports the 
approval of a 10.75% cost of equity for ComEd.  IIEC’s CAPM study produced a 10.7% 
cost of equity, while its traditional DCF analysis outcome was 11%.  The average of 
these two results produces a 10.85% cost of equity.  IIEC Exhibits 2.17 and 2.6. 

ComEd stated that rising interest rates support the conclusion that ComEd’s cost 
of equity is increasing, making a 10.75% cost of equity appropriate and reasonable.  It 
noted that 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. 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 at 2.  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 demonstrated.  Hadaway Reb., ComEd 
Ex. 29.0 at 21; McNally Reb., Staff Ex. 17.0 at 8-18.  ComEd observes that 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. 

In addition to its unreasonable outcome, ComEd explained that CUB’s analysis is 
deficient and cannot be relied upon to determine ComEd’s cost of equity. It is based on 
methodologies and assumptions the Commission has considered and repeatedly 
rejected.  ComEd noted that CUB’s annual version of the constant growth DCF model 
was rejected in North Shore and Peoples Gas, Docket Nos. 07-0241 and 07-0242 
(Cons.), Order at 99.  Hadaway Reb., ComEd Ex. 29.0 at 21.  CUB’s growth rate for its 
DCF analysis is based entirely on the "b times r" sustainable growth rate approach, 
which the Commission rejected in GTE North, Docket Nos. 93-0301, 94-0041.  
Hadaway Reb., ComEd Ex. 29.0 at 21.  ComEd added that CUB’s recommendation to 
discontinue use of the CAPM approach was rejected by the Commission in its February 
5, 2008 Final Order in the Peoples proceeding.  Docket Nos. 07-0241 and 07-0242 
(Consol.), Order at 97.  Thus, it concluded that there is no basis in the record for 
approval of CUB’s thoroughly discredited 7.77% cost of equity result. 

Another factor supports the approval of a 10.75% cost of equity for ComEd.  On 
March 14, 2008, ComEd states that the Staff recommended a return on equity of 
10.68% for the Ameren electric utilities in ICC Docket Nos. 07-0585 – 07-0590.  It noted 
that Mr. McNally included Ameren as one of nine utilities “most comparable to” ComEd.  
McNally Dir., Staff Ex. 4.0 Corr. at 9.  Also, ComEd stated that IIEC also included 
Ameren in its sample of utilities comparable to ComEd.  IIEC Ex. 2.6.  Dr. Hadaway 
reached the same conclusion that ComEd and Ameren are comparable companies.  
ComEd Ex. 10.1.  In addition, he confirmed that there is no basis for approving a higher 
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cost of equity for the Ameren utilities than for ComEd.  McNally Dir., Staff Ex. 4.0 Corr. 
at 6. 

The only difference between the 10.68% cost of equity Staff recommends for 
Ameren and the 10.3% cost of equity it recommends for ComEd is that the 10.68% 
result is based on more recent data.  Unfortunately, ComEd noted that Staff did not 
update its analysis of ComEd’s cost of equity in this proceeding to reflect the more 
recent information and therefore introduced an unsupportable inconsistency between 
Staff’s positions in the ComEd and Ameren proceedings. 

Dr. Hadaway performed an update of Staff’s analysis of ComEd’s cost of equity 
to take into account data inputs as of the dates of Staff’s Ameren analysis.  Dr. 
Hadaway made no other adjustments to Staff’s analysis because Staff’s estimation 
methodology in the Ameren and ComEd cases is the same.  ComEd Ex. 42.2.  ComEd 
observed that the update of Staff’s ComEd cost of equity estimate with data as of the 
same dates used in the Ameren proceeding resulted in a 10.65% cost of equity for 
ComEd.  Hadaway Sur., ComEd Ex. 42.0 at 5.  This result is nearly identical to Dr. 
Hadaway’s estimate of ComEd’s cost of equity.  Dr. Hadaway also updated IIEC’s cost 
of equity estimate, concluding that it resulted 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 at 15. 

ComEd recommended that the Commission 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.  ComEd stated 
that 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.  
However, if the Commission does not approve the 10.75% return on equity supported 
by Dr. Hadaway’s analysis, ComEd stated that it should approve the 10.65% return 
resulting from the update of Staff’s cost of equity study. 

D. Overall Cost of Capital (Derivative) 
 
ComEd 

If the Commission approves a 10.75% cost of equity, ComEd’s overall cost of 
capital will be 8.57%.  If the Commission approved Staff’s updated 10.65% cost of 
equity, ComEd’s overall cost of capital will be 8.53%.  These alternative results are 
summarized on the following chart: 

Class of Capital 
 

Proportion Cost Weighted Cost 
at 10.75% 
 

Weighted Cost 
at 10.65% 

Long-
Term 
Debt 

54.96% 6.78% 3.73% 3.73% 
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Common 
Equity 

45.04% 10.75% 
or 
10.65% 

4.84% 4.80% 

Total 
Capital 

100%  8.57% 8.53% 

 

E. Effects of Riders SMP and SEA 
 
ComEd Response 

ComEd recommended that the Commission reject the proposal to make a 
downward adjustment to ComEd’s return on equity in the event that Riders SMP or SEA 
are approved.  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 at 23-24.  There is 
no analysis in the record to support the proposed negative adjustment in ComEd’s rate 
of return.  Id. at 23. 

Staff’s Initial Brief reiterates its position that “there should be no adjustment to the 
cost of equity for rate base assets” if Rider SMP is approved.  Staff Init. Br. at 66.  
Further, it adds that IIEC continues to propose a 0.5% reduction in ComEd’s cost of 
equity if Riders SMP and SEA are approved.  IIEC Init. Br. at 43.  However, ComEd 
noted that IIEC refers to no analysis supporting the proposed reduction, because there 
is none.  Similarly, ComEd added that AARP and the Commercial Group argue for the 
first time in their initial briefs that an unspecified downward adjustment to ComEd’s 
return on equity should be made, but refer to no analysis supporting any proposed 
adjustment.   

ComEd stated that the record does not support adoption of a downward 
adjustment to ComEd’s return on equity in the event that Riders SMP or SEA are 
approved.  Dr. Hadaway’s testimony specifically considers the issue and concludes that 
the 10.75% cost of equity supported by his analysis is appropriate whether or not the 
Commission approves Rider SMP.  Thus, ComEd concluded that there is no contrary 
analysis on which any proposed downward adjustment could be based. 

While not arguing for a reduction in ComEd’s return on equity, ComEd noted that 
CUB and Staff both contend that the terms of Rider SMP should provide for a lower 
return on projects covered by the rider than for rate base assets.  Staff candidly 
acknowledges that it “has not presented a specific cost of equity proposal for Rider SMP 
because Staff is not aware of an appropriate means to quantify” such a proposal.  Staff 
Init. Br. at 67.  CUB makes a specific proposal, suggesting that the return on projects 
covered by Rider SMP should be limited to ComEd’s 6.74% cost of long-term debt.  
CUB Init. Br. at 31.  However, the proposal is unsupported by any study showing that 
6.74% is an appropriate rate of return for Rider SMP projects or establishing that 
ComEd’s cost to finance such projects will be lower than its overall cost of capital. 
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When there is no evidence supporting a proposed adjustment, ComEd 
recommended that the Commission should reject it.  ComEd stated that it and Staff 
agree that there is no basis for reducing ComEd’s return on equity or overall rate of 
return on rate base assets if Riders SMP or SEA are approved.  ComEd concluded that 
the Commission should enter an order that is consistent with the evidence and decline 
to adopt the proposed downward adjustment to ComEd’s overall return. 

Similarly, the analyses of ComEd’s cost of equity do not quantify or support any 
proposed reduction in return under Riders SMP or SEA.  The absence of evidence 
quantifying such an adjustment to the terms of Riders SMP and SEA also calls for 
rejection of those adjustments.   

VII. NEW RIDERS 
 

A. Overview 

ComEd 

ComEd stated that its proposed new Riders SMP and SEA are in line with Illinois 
law, recent Commission Orders and are just and reasonable, and that the Commission 
therefore should approve each of these riders.  ComEd introduced evidence that: 

 Approving Rider SMP in this case is the only way customers can begin 
receiving the significant and widely acknowledged benefits of Smart Grid 
technologies without lengthy and needless delay.  Deferring consideration of 
Smart Grid to potentially lengthy and vaguely defined collaborative process 
would needlessly stall the evolution of Smart Grid in Illinois. 

 ComEd has significantly modified the Rider SMP process, so that robust 
stakeholder input precedes any program proposal.  ComEd and the parties 
have expended considerable resources in arriving at a reasonable middle 
ground.  These efforts should be preserved, particularly because the 
Commission remains in complete control of any projects that are approved, 
and there is no risk of Rider SMP being misused for inappropriate or 
inadequately reviewed technologies or projects. 

 Rider SEA ensures that customers neither under- or over-pay for the costs of 
reliable storm restoration.  Rider SEA also allows ComEd to continue its 
investment in its distribution system without concern about the need to divert 
funds, and/or defer projects, when the weather causes ComEd to incur 
above-average storm restoration expenses. 

ComEd Response 

Some parties, particularly the AG, claim that these riders are outside the 
Commission’s authority and may not be approved, or are contrary to ratemaking 
principles and should not be approved, no matter how beneficial they are.  Citing 
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several cases, ComEd pointed out that riders such as these are well within the 
parameters of the Commission’s lawful authority, as has been recognized for forty years 
under varying circumstances. 

ComEd relied on the Commission’s recent analysis of its authority to approve 
rider mechanisms in Peoples Gas.  In that case the Commission was presented with 
several new “tracker” riders which were opposed by several parties on essentially the 
same grounds argued here.  Peoples Gas Order at 126-89.  The Commission 
conducted a thorough review of its authority and concluded that it had discretion to rule 
on the appropriateness of riders.  Id. at 139.  Moreover, the Commission in Peoples Gas 
concluded, after analyzing the precedent, that a rider mechanism does not violate the 
regulatory doctrines of single-issue ratemaking, retroactive ratemaking and the 
Commission’s test year rules.  Peoples Gas Order at 142, 145-46.  ComEd therefore 
concluded that both Rider SMP and Rider SEA satisfy the legal standards for rider 
recovery most recently recognized by the Commission’s order in Peoples Gas, and 
should be approved by the Commission. 

B. Rider SMP 
 
ComEd 

ComEd stated that 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.  ComEd believes that those 
technologies offer significant benefits to customers, utilities, the competitive market and 
the environment.  Donnelly Sup. Dir., ComEd Ex. 15.0 at. 7-13; Clair Sup. Dir., ComEd 
Ex. 16.0 2nd Corr. at 12; Donnelly Reb., ComEd Ex. 21.0 Corr. at 81-106; Clair Reb., 
ComEd Ex. 23.0 Corr. at 2-34; George Reb., ComEd Ex. 31.0 at 4-23.   

To be able to deliver those benefits, ComEd proposes a regulatory mechanism, 
Rider SMP, 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.  ComEd also proposed a pre-approval process for Smart Grid projects that 
ComEd says will incorporate meaningful workshop participation by stakeholders and 
Commission approval of the specific SMP projects proposed by ComEd. 

ComEd stated that the approval of ComEd’s Rider SMP proposal would be a 
reasonable exercise of Commission rider authority because the SMP costs involve very 
substantial expenditures which will not be known with any certainty until the 
Commission is presented with specific projects from time to time.  ComEd believes that 
rider treatment is particularly suitable here where the workshop process could change 
the contours, as well as the costs, of specific projects ComEd might propose. 

As to the amortization period, ComEd requests that, if the Commission approves 
Rider SMP, the Commission should specifically approve the recording by ComEd of 
regulatory assets for the costs of assets not fully depreciated but retired early as a result 
of projects implemented under the rider, and authorize ComEd’s recovery of those 
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costs.  ComEd Init. Br. at 82-83.  Staff agrees.  Id. at 83.  ComEd, in the interests of 
narrowing the issues, accepted Staff’s proposed tariff language on this subject.  Id.  
ComEd believes that an amortization period of no more than 10 years is appropriate for 
meters retired early due to an AMI project, but ComEd recognizes that under Staff’s 
proposed language, the period would be set when the project is approved.  Id.  

 ComEd Response 

ComEd noted that Rider SMP has evolved throughout this case in response to 
evidence submitted by Staff and Intevenors, as well as guidance from the Commission 
in the Peoples Gas case.  ComEd also presented evidence about how specific potential 
SMPs could meet the Peoples Gas criteria.  ComEd pointed out that, although there are 
disagreements as to the rate treatment, most parties expressly agreed that Smart Grid 
technology is desirable.   

ComEd revised 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.  The revised Rider SMP reflects efforts by ComEd to achieve workable 
compromises that address valid concerns of all participants in the case, including 
ComEd.  Among the revisions ComEd has agreed to during the course of the case are: 

 1. ComEd has withdrawn its original request for approval of specific SMP 
projects in order to accommodate greater stakeholder input prior to the start of the 
formal Commission review and pre-approval process.  Specific projects will now be 
proposed in the workshop process for subsequent review by the Commission following 
stakeholder input. 

 2. ComEd has agreed to the 6-month workshop process proposed by CNE to 
address the legitimate concerns of stakeholders for a robust opportunity to participate 
prior to project approval.  ComEd has agreed that the workshops could be conducted by 
a third party facilitator. 

 3. ComEd has agreed to certain modifications for the structure of Rider SMP 
to assure that the rider works to the benefit of stakeholders.  ComEd revised Rider SMP 
based on the proven model for recovery of capital costs of water utilities; increased the 
period of annual project reviews; agreed to a biennial filing schedule; agreed to a 
prudence review; agreed to submit quarterly reports to Staff; agreed to internal audits; 
and agreed to cost recovery based on a percentage of distribution charges.  

 4. ComEd has agreed to a full biennial schedule of approvals through a set 
of stakeholder workshops.   

ComEd therefore considers the revised Rider SMP a synthesis of the most 
reasonable recommendations for evaluating and implementing Smart Grid, while 
recognizing the reality that ComEd cannot invest the hundreds of millions in this 
technology without the requisite regulatory certainty and recovery of its costs.  ComEd 
stated that the revised Rider SMP involves little risk to ratepayers or otherwise because 
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not a dime will be collected in rates and nor will any particular project become an SMP 
project without specific Commission approval and the opportunity of all stakeholders to 
make their views known. 

ComEd urged the Commission to reject proposals for collaborative processes 
that go beyond addressing technologies, that involve an open-ended time frame, 
amorphous agendas or ill-defined objectives, or that delve into broad theoretical 
precepts such as the definition of basic service or minimum service.  ComEd considers 
these proposals unnecessary, and asserts that they would defeat any regulatory 
certainty associated with the process and will have the effect of needlessly delaying, 
perhaps indefinitely, the deployment of Smart Grid technology in Illinois.   

ComEd and Staff disagree on the amortization period for retired assets if Rider 
SMP is approved.  ComEd continues to believe that an 18 year amortization period is 
reasonable for retired meters.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 77; 
Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 34.  ComEd also does not agree with 
Staff’s proposal that Rider SMP become a pilot program or that Rider SMP itself be the 
subject of any collaborative proceeding.  Staff Int. Br. at 80-81.  ComEd stated that 
either of those proposals would undermine one of the most important objectives ComEd 
has repeatedly insisted upon:  regulatory certainty. 

C. Rider SEA 

ComEd’s Position 

ComEd stated that it is in the public interest to repair storm-damaged facilities 
and restore electric service to customers in a safe and timely manner.  ComEd further 
stated that it also is reasonable for it to recover its actual, prudently incurred costs for 
storm restoration work.  In particular, winter and summer storms, which obviously are 
outside its control, impose material costs that are volatile, and which fluctuate greatly 
from year to year.  For example, in 2007 ComEd’s actual storm restoration O&M 
expenses were approximately $54.8 million, while such expenses were $38.5 million in 
2006 and $17.9 million in 2005.   

Proposed Rider SEA is designed to track O&M expenses related to storm 
restoration work and provide a dollar-for-dollar recovery of such expenses by collecting 
the incremental difference between the amount allowed in base rates and the previous 
year’s actual storm expenses.  Crumrine, ComEd Ex. 11.0 Corr. at 13-16.  A tracking 
rider for storm restoration expenses is fair and beneficial both to customers and ComEd 
because it would ensure that it recovers no more and no less than the actual annual 
costs it incurs.  Id. at 15.  ComEd states that the purpose of Rider SEA is to (1) greatly 
improve the accuracy of the costs that customers must 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.  
Id. at 15-16.  ComEd Rider SEA works in the best interests of customers and ComEd 
and should be approved because it is a fair and reasonable means of recovering 
ComEd’s storm restoration expenses.   
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ComEd initially notes that Rider SEA does not address each and every storm 
that takes place in ComEd’s service territory during the course of a year.  Rather, Rider 
SEA limits the definition of a “storm” in a manner consistent with current operations.  As 
stated 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). 

Under its proposal, ComEd’s base distribution rates would recover a fixed 
amount for storm restoration expense annually.  This amount is established using an 
historical average, and would remain fixed until the next rate case.  In this instance, the 
amount ComEd proposes to include in base rates is approximately $26 million, 
consistent with the application of an historical average.  Meanwhile, to the extent that 
ComEd’s actual storm restoration expense is higher or lower than the fixed amount 
reflected in base rates in a given year, Rider SEA would provide the mechanism to 
either refund an overcollection or apply a charge to recover the shortfall.  Crumrine, 
ComEd Ex. 11.0 Corr. at 14.  

In surrebuttal testimony, ComEd proposed combining the proposals of IIEC and 
DOE regarding cost allocation and recovery mechanism under Rider SEA.  Crumrine, 
ComEd Ex. 43.0 Corr. at 28-29.  Under this combined approach, ComEd would 
determine fifteen separate charges or credits under Rider SEA, one for each distribution 
class.  Such charges or credits would be determined based on the percentage of storm 
restoration expenses allocated to each class according to ComEd’s ECOSS.  A single 
“automatic reconciliation amount” or “AR” factor should be employed to determine the 
charges or credits for all classes.  Accordingly, ComEd proposes to track the total 
difference between the costs or credits to be recovered or refunded from all fifteen 
classes and the costs or credits actually recovered or refunded from all classes during 
the calendar year.  ComEd noted that the DOE accepted this cost-recovery approach in 
its Initial Brief.  

ComEd’s revised proposal for Rider SEA also provides for annual reconciliation 
proceedings during which the costs recovered through Rider SEA will be subject to 
review.  Thus, ComEd states that the Commission will annually review the 
reasonableness of ComEd’s storm expenses, as well as the classification of costs as 
storm expenses, ensuring that ComEd recovers no more and no less from its customers 
than the actual costs prudently and reasonably incurred for storm restoration work.  
ComEd argued that the annual reconciliation process also addresses the concerns of 
certain parties that claim that Rider SEA will encourage ComEd to improperly classify 
costs as storm expenses, or that it might remove incentives for ComEd to prudently 



49 

control the costs of storm restoration activities.  ComEd asserts that the Commission’s 
annual reconciliation process is more than sufficient incentive for ComEd to properly 
classify or define a cost as eligible for rider recovery, and to manage its storm 
restoration efforts efficiently.  Indeed, ComEd states tht it has demonstrated that Rider 
SEA actually improves the determination of how much customers are charged for storm 
repairs. 

ComEd showed that Rider SEA fits comfortably within a standard for rider 
recovery of expenses that the Commission has recognized and used before.  CUB, 166 
Ill. 2d at 138 (“[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 its storm repair O&M expenses are 
material (i.e., they involve very large costs), highly volatile from year to year, and are 
unpredictable and uncontrollable.  ComEd showed that the wide fluctuation in storm 
restoration costs, particularly where costs exceed those allowed in current rates, 
represents a significant portion of ComEd’s expected earnings and, therefore, has a 
substantial negative impact on the financial community and its operations.  G. Williams 
Reb., ComEd Ex. 22.0 Corr. at 9-10. 

ComEd Response to Opponents of Rider SEA. 

ComEd relies on the legal arguments set forth in Section VII A above to refute 
claims that Rider SEA violates single-issue ratemaking, retro-active ratemaking, and 
test year rules.  Such claims are contrary to established Illinois law and the 
Commission’s reasoned analysis in its recent Peoples Gas order. 

Contrary to the claims of certain parties, Rider SEA will not provide an incentive 
for ComEd to lessen its maintenance of its electric delivery system.  ComEd asserts that 
such claims ignore Sections 16-125(e) and (f) of the Act, which makes 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 states that it remains 
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.  G. 
Williams Reb., ComEd Ex. 22.0 Corr. at 8-9.  ComEd states that storms create 
problems that preventative maintenance does not, and is not designed to, prevent.  Id. 

While objecting to Rider SEA, Staff suggested certain modifications to the 
proposed rider if the Commission finds Rider SEA reasonable.  ComEd accepts many of 
Staff’s recommendations relating to Rider SEA.  For example, ComEd accepts Staff’s 
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proposed tariff language that would clarify that the costs recovered through Rider SEA 
are subject to a prudence review during the annual reconciliation proceedings.   

In response to Staff’s proposals regarding the types of costs that are eligible to 
be recovered through Rider SEA, ComEd proposed the addition of a new term, “O&M,” 
to further clarify the costs to be recovered.  In addition, 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 has no objection to these changes.  Further, 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 at 39-41. 

Additionally, ComEd does not object to Staff’s proposed language addressing the 
tests in the internal audit provisions of Rider SEA, with one exception.  Staff proposed 
the following test:  “The audit shall further test that costs recovered through Rider SEA 
are not recovered through other approved tariffs.”  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.  Staff’s 
proposal fails to reflect the fact that ComEd will be recovering a portion of its annual 
storm restoration costs through base distribution rates.    

Finally, ComEd does not agree with Staff’s proposal to change the definition of a 
“storm” to that used by the National Weather Service because that definition does not 
coincide with the events that drive ComEd’s response to classify costs as “storm” costs.  
G. Williams Reb., ComEd Ex. 22.0 Corr. at 10.  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 because 10,000 or more customers have 
lost power for three or more hours.  ComEd Ex. 30.01.  ComEd states that the National 
Weather Service concept, relied upon in Staff’s proposal, does not consider the number 
of customers out of power or what damage may occur to ComEd’s distribution facilities.  
Staff’s proposal is inconsistent with its operations and the manner in which it records 
storm restoration costs.   

D. 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.  This proposal was uncontested.  Accordingly, 
ComEd argues that the Commission should find its proposed Rider UF and revisions to 
related tariffs to be just and reasonable. 



51 

VIII. COST OF SERVICE AND ALLOCATION ISSUES 

A. Overview 

ComEd’s Position 

ComEd demonstrated that its embedded cost of service study (“ECOSS”) is 
reasonable, and should be used to set rates in this proceeding.  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. at 5-6.  The basic structure of the ECOSS is substantially similar 
to the ECOSSs filed by ComEd and approved in ComEd’s last three delivery services 
rate cases, Dcket Nos. 99-0117, 01-0423, and 05-0597.  The results of its proposed 
study are simlar to the results of its prior studies.  Staff recognizes that the ECOSS is 
substantially similar to the study approved in ComEd’s last rate case and proposes no 
adjustments in this proceeding.  Luth Dir., Staff Ex. 6.0 at 3.  Meanwhile, ComEd states 
that the AG supports its proposed residential rate design, which is based upon the 
ECOSS.  Also, ComEd cites to the fact that the Commercial Group recognized its 
updated ECOSS is “reliable enough for setting rates” in this proceeding.  In short, the 
record demonstrates that its proposed ECOSS provides a reasonable basis for setting 
rates in this proceeding. 

ComEd Response  

ComEd responded that the Commission previously has rejected many of the 
suggested modifications to the ECOSS and the record fails to support those proposals 
in this proceeding—i.e., the minimum distribution system (“MDS”) and average and 
peak (“A&P”) proposals.  ComEd observes that parties such as IIEC, DOE, REACT, 
CTA and Metra each claim that the ECOSS is fatally flawed because it does not adopt 
the MDS approach.  However, ComEd argues that these parties ignore the 
Commission’s Order in its last rate case.  ComEd states that in rejecting requests that 
ComEd be ordered to include an MDS approach in the ECOSS in its next rate case, the 
Commission was clear: 

In the Commission’s view, it would be unreasonable to 
require ComEd to perform a COSS that incorporates a 
method … that the Commission has repeatedly rejected. 

Docket No. 05-0597, Order at 165 (emphasis added).  As such, the fact the ECOSS 
does not contain the MDS approach does not, in and of itself, render the ECOSS 
inappropriate.   

ComEd then responds to the claims of various large customers who suggest that 
the ECOSS is flawed, thus requiring various adjustments to the study, or urging outright 
rejection of the study.  ComEd stated that the purpose of such claims is twofold: (1) 
these parties seek to invalidate the ECOSS in an effort to avoid paying their fair share of 
costs, in the hopes of an across-the-board revenue allocation; or (2) to shift the burden 
of cost recovery to other customers, to the greatest extent possible.  Heintz Reb., 
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ComEd Ex. 33.0 Corr. at 14; Crumrine Reb., ComEd Ex. 30.0 at 44.  ComEd asserts 
that the most notable example of this effort to shift costs is the proposal of IIEC.  
ComEd states that adopting IIEC’s MDS approach and primary/secondary split proposal 
would result in $274 million in costs being shifted from nonresidential customers to 
residential customers.  IIEC’s proposed shift in cost recovery would produce a 55% 
increase in proposed distribution rates for residential customers, as opposed to the 24% 
increase proposed by ComEd.  Alongi, Tr. 2246-47.  ComEd further states that, not 
surprisingly, various other large customers, such as the CTA and Metra, support the 
IIEC’s proposal.  However, ComEd observes that none of the proponents of the MDS 
approach or the primary/secondary split proposal address this economic impact on 
residential customers in testimony or in their briefs.  ComEd concludes that the IIEC’s 
proposal provides an example of  the “tug of war” between customer classes when it 
comes to cost allocation and rate design, as described in the testimony of ComEd 
witnesses Crumrine and Heintz.  ComEd Reply Br. at 100. 

ComEd also showed through testimony that claims that the ECOSS produces 
“illogical” results, or that it produces rates inconsistent with other utilities are baseless.  
It is ComEd’s position that the results of the ECOSS  produce results similar to prior 
studies that have been accepted by the Commisison.  Comparisons to other utilities’ 
rates are also inappropriate.  ComEd’s testimony notes that many of the attributes of 
ComEd’s large customers simply do not equate to that of Ameren’s.  As such, rate 
comparisons are inapposite to the evaluation of whether ComEd’s ECOSS is approriate. 

Rather than proposing a cost study that purposefully seeks to shift costs to 
particular customers, ComEd’s ECOSS is consistent with similar studies previously 
approved, allocates costs in a reasonable and appropriate manner, and its results are in 
line with prior studies.  Accordingly, ComEd urges the Commission to approve its 
updated ECOSS. 

B. Uncontested Issues 

C. Embedded Cost of Service Study Issues 

1. Appropriate Study 

2. Primary/Secondary Split 

ComEd Response 

ComEd showed that a primary/secondary differentiation in the ECOSS 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. at 3.  Moreover, ComEd reiterates that the ECOSS follows the basic structure of 
the ECOSSs filed by ComEd and approved in ComEd’s last three rate cases—Docket 
Nos. 99-0117, 01-0423, and 05-0597.  And, ComEd states that none of these prior cost 
studies included such a distinction, nor was such distinction required by the 
Commission.  That is, none of the three separately allocated to customers the costs 
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associated with primary voltage (> 4 kV) distribution facilities and the costs of secondary 
voltage (< 4 kV) distribution facilities. 

Contrary to the claims of various large customers, the lack of a 
primary/secondary split does not render the ECOSS fatally flawed.  In fact, claims 
surrounding the primary/secondary split affect only a tiny fraction of ComEd’s 
customers.  ComEd states that IIEC witness Stowe concedes this point in his testimony.  
IIEC Ex. 3.0 Corr. At 14.  ComEd also points to the fact that   Staff made this same point 
in its Initial Brief, stating that the absence of this distinction does not render the ECOSS 
inappropriate for setting rates.  Staff Init. Br. at 100.  In addition, various nonresidential 
customers, such as those represented by the Commercial Group, recognize that the 
ECOSS is adequate for setting rates in this proceeding. 

ComEd also presented evidence demonstrating that its proposed rate mitigation 
plan will more than amply adjust for any claimed economic impact resulting from the 
absence of a primary/secondary split.  Through the panel testimony of ComEd 
witnesses Mr. Alongi and Dr. Jones, ComEd argues that its mitigation proposal would 
reduce rates for large customers below what would result under IIEC witness Stowe’s 
study.  ComEd Ex. 45.0 at 4.  Accordingly, there is no need to further reduce rates for 
large customers.  

Finally, in addition to being problematic, ComEd notes that adopting this proposal 
likely will lead to costs being shifted to the residential and small business customers.  
However, in the event the Commission believes a primary/secondary split of distribution 
lines is appropriate, ComEd proposes:  (1) that the Commission order that such a split 
be included in ComEd’s next filed ECOSS; and (2) that the Commission approve the 
current updated ECOSS as proposed, because requiring a primary/secondary split is 
simply a refinement to an ECOSS structure that has been repeatedly accepted. 

3. Minimum Distribution System 

ComEd Response 

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 stated that its proposed ECOSS does not reflect the 
MDS concept.  ComEd points out that 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; Central Illinois Public Service Co., ICC Docket No. 00-0802 (Final Order, 
Dec. 11, 2001) at 42 (citing to Docket No. 99-0121 at 71).  ComEd cites to its last rate 
case order wherein the Commission stated: 

Based on the record in the instant case, the Commission 
rejects the minimum distribution or zero-intercept approach 
recommended by IIEC and BOMA for purposes of allocating 
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distribution costs between the customer and demand 
functions.  In the Commission’s view, ComEd’s method is 
consistent with the fact that distribution systems are 
designed primarily to serve electric demand, and the 
Commission believes that attempts to separate the costs of 
connecting customers to the electric distribution system from 
the costs of serving their demand remain problematic.  
Furthermore, this conclusion is consistent with the decisions 
in Dockets 99-0121 and 00-0802. 

Docket No. 05-0597, Order at 165 (emphasis added).  While the Commission stated 
that it was willing to consider the MDS approach in future rate cases, ComEd argues 
that proponents of the MDS approach have failed to demonstrate why the Commission 
should diverge from its prior orders and shift tens of millions of dollars in cost recovery 
burden to residential customers. 

ComEd showed that the nonresidential customers that support the MDS concept 
do so for one obvious reason: the MDS concept would shift costs away from 
nonresidential customers and on to residential customers.  This shift occurs because, 
under the MDS approach, the basis for allocation of costs is the number of customers 
rather than customer demand.  Because residential customers are far more numerous 
and use relatively less power than non-residential customers, the effect of the MDS is to 
shift substantial costs from the non-residential customers to the residential customers.  
Heintz Reb., ComEd Ex. 33.0 Corr. At 14.  No new evidence has been provided in this 
proceeding supporting the use of the MDS concept and, accordingly, the Commission 
should again reject the MDS concept. 

ComEd noted that the record fails to support IIEC witness Stowe’s MDS 
proposal.  ComEd points to the testimony of its witness, Alan Heintz, who presented 
ComEd’s ECOSS and also explained why the MDS approach continues to be 
inappropriate.  ComEd Ex. 33.0 Corr. at 4-5.  ComEd noted that Mr. Heintz has 
presented the ECOSS in ComEd’s last three rate cases, each of which was accepted by 
the Commission.  ComEd argues that the MDS approach is an entirely theoretical, non-
cost-based method for allocating costs.  Through Mr. Heintz’ testimony, ComEd points 
to the fact that the costs in distribution plant accounts 364 - 367, where not directly 
assigned, are properly allocated to customer classes, not individual customers, on non-
coincident peak or coincident peak demands.  The basis for allocating these costs 
among customer classes is straightforward: demands are the primary factor causing 
cost incurrence.  Put another way, it is demand, not the existence of certain NESC 
safety rules, as IIEC witness Stowe asserts, which is the primary driver for the costs 
being allocated from FERC Accounts 364 -367.   

ComEd further showed that the failure to properly consider demand is precisely 
the reason why the Commission rejected the MDS proposal in its last rate case: 
“distribution systems are designed primarily to serve electric demand, and the 
Commission believes that attempts to separate the costs of connecting customers to the 
electric distribution system from the costs of serving their demand remain problematic.”  
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Docket No. 05-0597, Order at 165.  ComEd argues that IIEC’s MDS proposal does not 
resolve the problem the Commission identified.  ComEd also notes that the same safety 
codes upon which IIEC now relies to support its MDS proposal also were in existence 
the last time the Commission rejected the MDS approach.  ComEd Reply Br. at 108.  
Yet, ComEd states, IIEC assumes that the Commission was unaware of this fact the 
last time it rejected the MDS approach.  As such, demand remains the primary driver for 
these costs.  ComEd concludes that there is no evidence in the record that would 
compel the Commission to reverse its view that the MDS approach is inappropriate for 
use in the ECOSS. 

4. Average and Peak Methodology 

ComEd Response  

ComEd urged the Commission to reject the City’s proposal that the ECOSS 
include the A&P concept, noting that the Commission has rejected similar A&P 
proposals for electric utilities on a number of occasions.  See, e.g., Commonwealth 
Edison Co., ICC Docket No. 05-0597 (Final Order, July 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, ComEd stated that the A&P 
allocation method is based on a non-empirical theory, and is not justified by, or reliant 
upon, ComEd’s booked, embedded costs.  ComEd also noted that the City does not 
dispute this fact.  In contrast, ComEd’s ECOSS is not grounded on speculative and 
debatable allocation theories; it is grounded on the costs set forth in ComEd’s books.  
Heintz Reb., ComEd Ex. 33.0 Corr. at 13-14.  In past dockets, the Commission has 
refused to require changes in its ECOSS that are not supported by reference to 
ComEd’s actual costs.  ComEd also observed that, consistent with the “tug of war” 
between residential and nonresidential customers, various nonresidential customers 
also oppose the City’s proposal to adopt A&P approach, including the Commercial 
Group, IIEC and Kroger.  For all of these reasons, ComEd urged the Commission to 
continue reject the A&P approach in this proceeding.  

ComEd also pointed to inconsistencies between Mr. Bodmer’s two pieces of 
testimony in this proceeding his testimony on behalf of the City, and his testimony on 
behalf of REACT.  ComEd stated that the A&P method will shift costs away from 
residential customers to nonresidential customers.  Meanwhile, ComEd noted that 
REACT says nothing about this improper shifting of costs to nonresidential customers, 
apparently to avoid criticizing its own witness.   

5. Customer-Specific Cost of Service Study Recommendations 

ComEd Response 

ComEd’s stated that its assignment of costs on the basis of delivery class 
attributes for all delivery classes remains the more practical and less costly method to 
employ in developing the assignment of costs in the ECOSS.  ComEd further stated that 
the Commission has historically relied on the use of such studies for setting rates for all 
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customer classes.  Moreover, the evidence demonstrates convincingly that 
individualized cost of service studies are an inordinately complex undertaking, and are 
impractical and inappropriate for a number of reasons.  Alongi/Jones Reb., ComEd Ex. 
32.0 Corr. at 17.   

CTA, METRA and REACT Requests For Special Studies 

ComEd Response  

ComEd responded that requests for specific cost studies should be rejected.  
ComEd noted that CTA, METRA and REACT fail to cite to even one instance where the 
Commission has embraced the use of customer-specific cost studies for the purpose of 
setting rates.  ComEd then showed that the complexity of the undertaking can be 
illustrated using the two railroad customers as an example.  While just two customers, 
ComEd showed that the CTA and Metra have over 70 individual, noncontiguous traction 
power locations served by ComEd distribution facilities.  Alongi/Jones Reb., ComEd Ex. 
32.0 Corr. at 17-18.  Thus, ComEd would have to conduct more than 70 cost studies 
just for these two customers.17  To accomplish this task, ComEd would have to identify 
each individual component of the distribution system providing service to that particular 
point of service, and determine the cost for each component part.  Moreover, ComEd 
states that in addition to being required to determine the cost of the equipment being 
used, it would then be required to determine the operating and maintenance expenses 
associated with each of these facilities.  

The proposal for customer-specific cost studies also ignores the fact that 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.  
ComEd Reply Br. at 111.  Given this fact, and the complexity and enormity of the 
exercise described above, ComEd states that it is unreasonable to conclude it would be 
able to directly assign to these customers the portion of the investment or operating and 
maintenance costs incurred to serve them from the wide-reaching distribution system.  
In sum, the record clearly supports ComEd’s position that customer-specific cost studies 
would be a complex, time-consuming and costly exercise. 

ComEd further showed that customer-specific cost studies are impractical and 
inappropriate.  ComEd cites to the testimony of Mr. Heintz, who noted that costs to 
serve customers do not remain static.  Heintz Reb., ComEd Ex. 33.0 at 4.  For example, 
a cost assignment based upon a specific 30 year old transformer in place at a 
customer’s premises becomes understated in the event the transformer is replaced and 
new costs are incurred. Likewise, operating and maintenance expenses for an individual 
customer in any group can vary dramatically from customer to customer.  In short, even 
if specific cost studies could be reasonably accomplished for these customers, intra-
class subsidies would remain.  And, inevitably, one or more customers are going to 

                                                 
17  ComEd also notes that the same issue exists with the 79 over-10 MW customers.  Many of these customers have 

multiple points of service as well.  Consequently, ComEd states that rather than 81 studies, as REACT, CTA and METRA would 
have the Commission believe, this proposal likely will require hundreds or thousands of such studies. 



57 

object to the result of these studies, resulting in the Commission possibly having to 
adjudicate the reasonableness of multiple studies instead of just an ECOSS.   

The City’s Street Lighting Proposal 

ComEd also refuted the City’s claims that the ECOSS must be revamped 
because it contains incorrect assumptions and contains numerous errors.  ComEd 
showed that the information upon which the City relies is incorrect. 

That the underpinning of the City’s proposal is Mr. Bodmer’s incorrect 
assumption that the City owns all the poles and secondary lines for its dusk to dawn 
street lighting system.  Mr. Alongi and Dr. Jones demonstrated that thousands of City 
street lights are mounted on thousands of ComEd poles and are served by many miles 
of ComEd secondary lines throughout the City’s alleys.  ComEd Ex. 37.0 Corr. at 18.  
ComEd also notes that the City did not respond to this fact in its rebuttal testimony.  
ComEd incurs substantial costs in providing street lighting service to the City, as 
reflected in the ECOSS, and the City has provided no credible evidence which warrants 
an audit of the costs of providing street lighting service.   

City ECOSS Issues 

ComEd Response 

ComEd responded to the City’s proposed adjustments to the ECOSS.  ComEd 
argues that the City’s proposals, all of which relate to residential customers, suffer from 
a variety of errors and incorrect assumptions and each should be rejected.  ComEd also 
notes that no other residential consumer advocate supports the City’s proposals, and 
neither does Staff. 

The City makes a number of erroneous claims concerning the manner in which 
ComEd allocates costs between single and multi family residential customers, each of 
which should be rejected.  For example: 

• The City claims that far more multi family customers live in the City.  ComEd 
panel witnesses Mr. Alongi and Dr. Jones demonstrated that this claim is false.  
When all multi- family customers are properly considered, the facts show that 
53% reside in the City and 47% reside outside of the City.  Alongi/Jones Reb., 
ComEd Ex. 32.0 Corr. at 30. 

• The City claims that residential customers in the City are more efficient because 
they use less electricity.  ComEd demonstrated that this claim is baseless.  
ComEd panel witnesses Mr. Alongi and Dr. Jones noted that a household that 
uses less electricity than another household does not necessarily mean that the 
household uses electricity more efficiently.  Factors impacting efficiency include: 
(1) the number of people in a household; (2) the number, use and efficiency of 
appliances and electronic equipment; and (3) the time at which electricity is used.  
Id.  Mr. Bodmer conceded this point during cross-examination, admitting that he 
meant lower usage, not efficiency. 
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• The City claims that residential customers in the City use “far less” electricity than 
similar customers outside the City.  Again, this claim is incorrect.  ComEd 
demonstrated that the usage of multi-family customers, regardless of location, is 
remarkably similar.  In fact, those City multi-family customers with space heat 
use, on average, 18% more electricity than similar non-City customers.  Id. at 31. 

• The City equates low-use customers with low-income customers.  This claim also 
was refuted through the panel testimony of  Mr. Alongi and Dr. Jones.  Id. at 24-
26, 32-34. 

In sum, ComEd presented substantial evidence demonstrating that none of Mr. 
Bodmer’s proposals are reasonable or appropriate.   

The City’s Proposal To Allocate Costs 
Based On Regional Differences Must Be Rejected 

ComEd urged the Commission to reject the City’s proposal.  ComEd responded 
to the City’s proposal to allocate costs on regional differences stating that it is contrary 
to the facts.  Through the panel testimony of Mr. Alongi and Dr. Jones, ComEd 
explained in detail why Mr. Bodmer’s proposal is improper.  ComEd Ex. 32.0 Corr. at 
28-29.  First, ComEd does not engineer its system based on the borders of local 
governmental entities.  Moreover, Mr. Bodmer’s proposal fails to recognize that most, if 
not all,  counties that ComEd serves have areas experiencing either expansion or 
gentrification, which requires the installation of new distribution facilities.  The City’s 
proposal also fails to recognize that ComEd must maintain and replace older facilities in 
established areas of its territory.  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. 

D. Rate Impact Analysis 

ComEd’s Position 

ComEd stated that it seeks to set distribution rates on traditional cost-causation 
principles to ensure that all customers are paying their fair share for distribution service.  
ComEd’s goal in this proceeding is to reasonably apportion costs using the 
Commission’s preferred embedded cost approach to minimize inter-class rate 
subsidies.  ComEd showed that proposed rates are based on a valid and reasonable 
cost of service study, consistent with studies previously accepted by the Commission.  
Based on the ECOSS, ComEd is proposing a 50% movement towards cost-based 
distribution facilities charges (“DFC”) for the Extra Large Load, High Voltage and 
Railroad Delivery Classes rather than a 100% movement in order to mitigate the rate 
impact for these customers.  ComEd stated that the need to mitigate the rate impact to 
these customers results from the substantial rate subsidies these customers have 
received over many years.  Crumrine Reb., ComEd Ex. 30.0 at 43-45. 
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ComEd Response 

ComEd showed that, in fact, REACT witness Bodmer knew precisely why these 
customers were receiving increases under ComEd’s proposed rates at the time he filed 
testimony.  Bodmer, Tr. at 1536-43.  ComEd also cited to Kroger’s brief, which states 
that fully cost-based rates for the over-10MW customers are “still lower, for the most 
part, than the rates of the non-residential classes that would be burdened with the 
subsidy” resulting from ComEd’s mitigation proposal.  Kroger Init. Br. at 8 (emphasis 
added).  ComEd showed that all parties are keenly aware that the over-10MW 
customers have been receiving substantial subsidies for many years, including an 
annual subsidy of $44 million under current rates. ComEd stated that this subsidy 
equates to those customers paying only 44% of their cost of service, and further claims 
that the record indicates that this point was recognized by the Commercial Group and 
Staff.  ComEd Reply Br. at 118. 

ComEd stated that the evidence shows that such subsidies do exist, contrary to 
the claims of various large customers.  It states that subsidies for the over-10MW have 
existed since the resolution of ComEd’s rate case in Docket No. 01-0423.  ComEd is not 
alone in this belief, noting that that the Commercial Group states: 

all CCOS studies in evidence in this case show the Medium, 
Large, and Very Large classes providing returns 
substantially above cost.  Thus, there is no dispute that 
these classes are subsidizing the rest of the system. 

CG Init. Br. at 6.   ComEd stated that the reason for the differences in the percentage 
increase between large customers and the remaining nonresidential customers is 
simple: movement towards fully cost-based rates eliminates the subsidies that these 
large customers have been enjoying for years.  Had these customers been paying cost-
based rates, their percentage increases would be comparable to other nonresidential 
customers. 

E. Interclass Allocation Issues 

ComEd’s Position 

Interclass allocation concerns the allocation of the revenue requirement among 
customer classes and rate elements.  This process is a zero-sum game, with the goal of 
allocating the revenue requirement among customer classes in a manner that is fair to 
customers, while allowing for full recovery of revenues.  In making decisions concerning 
interclass revenue allocation and rate design, ComEd must balance the interests of all 
customers, not just those who are likely to participate in the rate case proceeding.  If 
one customer class does not pay its fair share of costs, another customer class must 
pick up the bill, which creates subsidies.  As such, ComEd stated that its proposed rates 
limit such subsidies, while recognizing the need to mitigate rate increases for the Extra 
Large, High Voltage and Railroad Customer Classes. Crumrine Reb., ComEd Ex. 300 at 
43. 
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1. Across-the-Board Increase 

ComEd Response  

ComEd demonstrated that its revised rate design, including its mitigation 
proposal for the three largest nonresidential classes, is more appropriate and 
reasonable than an across-the-board increase.  ComEd first argues that it demonstrated 
that if the Commission were to accept an across-the-board allocation proposal, new 
subsidies will be created by transferring more than $30 million dollars from the 
residential class to the nonresidential class.  Crumrine Reb., ComEd ex. 30.0 at 50-51; 
Crumrine Sur., ComEd Ex. 43.0 Corr. at 32.  ComEd next states that an across-the-
board increase will continue to exacerbate existing subsidies to its thre largest customer 
classes, which will make cost-based rate setting in future proceedings even more 
difficult and heighten the conflict between rate classes.  In contrast, ComEd asserts that 
its rate design proposal is consistent with the Commission’s long-standing goal of 
moving rates toward costs.  Finally, ComEd’s proposed rates address rate impact 
concerns by gradually moving the largest nonresidential customers to cost-based rates.  
For these reasons, ComEd urged the Commission to 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.  ComEd Init. Br. at 99-100. 

DOE, IIEC, REACT, CTA and METRA each support an across-the-board 
allocation approach in an attempt to retain rate subsidies currently borne by other 
nonresidential customers.  Meanwhile, Staff supports an across-the-board increase 
premised on the errant belief that, in this instance, it is “equitable” to do so.  Adoption of 
an across-the-board allocation would not be neutral to customers.  Such an allocation is 
unfair to certain customers and contrary to the Commission’s long-standing application 
of cost-causation principles. ComEd pointed out that Staff admits this last point in its 
Initial Brief, stating that this method: 

is an alternative to using a cost of service study and revenue 
allocation to determine rates.  If the Commission adopts an 
across-the-board increase … the result would be to bypass 
the cost of service study and revenue allocation process. 

Staff Init. Br. at 96.   

a. ComEd Response to Large Customer Claims 

The large customers’ claims supporting the use of an across-the-board allocation 
method rests on one incorrect claim:  that the ECOSS is so flawed that it cannot be 
used to set rates.  ComEd demonstrated that this assertion is false, citing to its own 
testimony, as well as the positions of the Commercial Group, AG and Staff, which find 
the ECOSS appropriate for setting rates.  ComEd further stated that the record refutes 
the larger customers’ claims that Staff  found the ECOSS questionable.  ComEd cited to 
Staff’s Init. Br., which states that it :  
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is not a sufficient deficiency to make ComEd’s cost of 
service study an unsuitable foundation for setting rates.  It 
should be remembered that the Commission accepted 
ComEd’s proposed cost of service in Docket No. 05-0597 
without the distinctions between primary and secondary 
distribution costs advocated by IIEC.  Thus, the Commission 
may not consider this failure to distinguish between primary 
and secondary costs sufficient reason to reject the 
Company’s study as a ratemaking tool. 

Staff Init. Br. at 100 (citation omitted).  In fact, ComEd notes that Staff’s support of the 
across-the-board approach has nothing to do with the validity of the cost study.  Given 
that the ECOSS is reasonable and can be used to set rates in this proceeding, the 
proposal to use an across-the-board allocation method for setting rates should be 
rejected. 

b. Staff’s Across-the-Board Proposal 

ComEd objects to Staff’s proposal to use an across-the-board allocation method 
for setting rates, which is founded on Staff’s concern about “bill impacts.”  ComEd also 
expressed  surprise that Staff does not limit its proposal to only this case, but instead 
leaves it as the preferred approach for an indefinite period of time stating: 

[u]ntil some degree of rate stability returns, the design of 
ComEd rates should be based on bill impacts rather than 
cost of service. 

Staff Init. Br. at 99 (emphasis added). 

ComEd demonstrated that adopting Staff’s equal percentage across-the-board 
approach is not neutral to customers.  In fact, it will harm certain customers.  ComEd 
Reply Br. at 122.  This approach will result not only in the continuation of rate subsidies 
for customers in the Extra Large, High Voltage and Railroad Customer Classes, it will 
exacerbate those subsidies.  Moreover, this approach will create new subsidies, shifting 
approximately $33 million from the residential sector to small and medium 
nonresidential and street lighting customers.  ComEd stated that Staff’s proposal would 
harm certain customers, subjecting them to increases that exceed the increase in the 
costs to serve them.  Alongi/Jones Sur.,  ComEd Ex. 45.0 at 9.  ComEd notes that this 
result would, and has, created the “feelings of unfairness” that Staff was seeking to 
avoid, citing to the briefs of the Commercial Group and Kroger, neither of which wish to 
continue paying for existing subsidies, or start paying for new subsidies.  Given that 
Staff seeks to impose this methodology indefinitely, those subsidies will continue to 
grow, making it even more difficult to move all customers to fully cost-based rates in the 
future.   
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2. Rate Moderation/Mitigation Proposals 

ComEd’s Position 

ComEd’s proposed rates incorporate a rate moderation proposal for the Extra 
Large, High Voltage and Railroad Customer Classes.  ComEd stated that its proposal is 
cost-based, using ComEd’s proposed ECOSS, and moves these customer classes 
closer to cost.  Alongi/Jones Reb., ComEd Ex. 32.0 at 9.  This proposal also serves to 
reduce the size of the subsidy being borne by other nonresidential customers.  Finally, 
ComEd stated that its proposal also is consistent with the Commission’s long-standing 
policy of setting rates based on cost.  In short, ComEd concludes that the evidence 
supports using ComEd’s rate moderation proposal to set rates. 

ComEd Response 

ComEd recognized that certain parties proposed rate design alternatives based 
on cost, as alternatives to setting rates on a non-cost-based across-the-board allocation 
approach. Indeed, IIEC and DOE offered cost-based rate design proposals.  ComEd 
also noted that Staff identifies ComEd’s rate proposal as a viable alternative should the 
Commission seek to base rates on cost.  While not ideal, ComEd submits that IIEC’s 
and DOE’s alternative proposals are a step in the right direction, as they are cost-based 
and move the Extra Large, High Voltage and Railroad Customer Classes towards a fully 
cost-based rate.  In the end, ComEd stated that setting rates on a cost-based rationale 
is far superior to the across-the-board allocation approach. 

Meanwhile, ComEd also noted that there are various parties who reject any cost-
based rate moderation/mitigation proposal.  ComEd divided these parties into two 
camps: (1) those who do not want to continue to subsidize the rates of other customers 
(Commercial Group and Kroger); and (2) those who are interested only in maintaining 
their existing subsidies (REACT, CTA and METRA).  ComEd stated that it was 
sympathetic with the concerns of the Commercial Group and Kroger, which is why 
ComEd supports moving the Extra Large, High Voltage and Railroad Customer Classes 
rates towards costs.  While not perfect, ComEd asserts that its rate proposal is 
preferable to the across-the-board allocation method.  Meanwhile, ComEd stated that 
there is absolutely no basis to support those parties only interested in maintaining or 
increasing their level of rate subsidization.  ComEd Reply Br. at 123-24. 

ComEd also urged the Commission to reject Staff’s alternative proposal to 
average the distribution facilitiy charge (DFC) for Medium Load, Large Load, Very Large 
Load, Extra Large Load and High Voltage (Other) customers so that each would pay the 
same DFC per kW of demand, $5.85.  ComEd Reply Br. at 124.  Under the updated 
ECOSS, it no longer makes sense to have a weighted DFC that includes the subclass 
of the High Voltage Delivery Class for customers with demand at or below 10,000 kW.  
Indeed, ComEd stated that the bill impacts for these customers under Staff’s proposal 
would be far greater than under ComEd’s rate moderation proposal. 
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Finally, ComEd opposed the CTA’s and METRA’s alternative rate proposal.  
ComEd stated that it is not cost-based, and seeks only to maintain existing rate 
subsidies.   

F. Supply vs. Delivery Services Allocation Issues 

ComEd Response 

ComEd stated that REACT’s proposal to carve out $64.9 million of so-called 
“Customer Care” costs from ComEd’s delivery service rates and reallocate these costs 
to ComEd’s supply rates is improper and unsupported.  ComEd stated that REACT’s 
request should be rejected for four reasons.  First, it is inconsistent with prior 
Commission Orders.  Second, the adjustment is based on assumptions, not evidence.  
Third, as a matter of policy, the adjustment will unfairly penalize customers that decide 
to take supply from ComEd.  Finally, REACT’s rhetoric regarding retail competition is 
entirely contrary to the record.  ComEd Reply Br. at 125. 

ComEd first pointed out that REACT’s proposal directly conflicts with recent 
Commission decisions.  In this regard, ComEd cites to the recent Commission Order 
involving ComEd’s proposed procurement plan and related supply tariffs.  See, 
Commonwealth Edison Co., Docket Nos. 07-0528/07-0531 (Cons.) (Dec. 19, 2007).  In 
that proceeding, rather than being concerned that its supply rate was too low, as 
REACT suggests, Staff expressed concern that ComEd’s proposed procurement tariff 
would create an inappropriate incentive to inflate the supply rate.  Staff argued that 
ComEd’s proposed procurement tariff would allow for the improper recovery of 
administrative costs through proposed Rider PE, which would be inconsistent with 
Section 16-111.5(l) of the Act.  Id.; Docket No. 07-0531, Staff Reply Comments at 11.  
Staff argued to limit the scope of the supply tariff, Rider PE, to recover only those 
administrative costs that directly result from ComEd’s discharge of its supply 
responsibilities, but not common costs that might otherwise be allocable to supply.   

In response to Staff’s concerns, ComEd amended its proposed tariffs, stating: 

…ComEd makes clear that the internal and administrative 
costs that will flow through the rider are those incurred solely 
as a result of ComEd meeting its statutory obligation.  For 
example, ComEd would not recover in the rider either the 
costs of employees who are not devoted to procurement 
functions or allocated overhead costs.  

Docket No. 07-0531, ComEd Reply Comments at 10 (emphasis added).  The 
Commission approved the revised proposed tariffs with these limitations.  Docket Nos. 
07-0528/07-0531 (Cons.), Order at 105 (entered Dec. 19, 2007).  As such, contrary to 
REACT’s claims, the facts demonstrate that Staff and the Commission have been 
concerned with the negative effects of inflating ComEd’s supply rate.  Moreover, 
REACT’s attempt to flow these so-called Customer Care costs through Rider PE is in 
direct conflict with the concerns of Staff and the decision of the Commission.  ComEd 
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stated that the Commission, having decided this issue only a few months ago, should 
not now reverse course and allocate these costs to supply rates based on faulty 
assumptions, which have no demonstrated relationship to ComEd. 

ComEd points out that the recently decided procurement dockets were not the 
first time that the Commission considered the proper allocation of administrative costs 
as between ComEd’s delivery service and supply rates.  In ComEd’s last rate case, the 
Commission also addressed an almost identical proposal to that now asserted by 
REACT.  There, the Commission expressly rejected arguments “to allocate no less than 
one-fourth of call center costs to supply.” Docket No. 05-0597, Order at 257.  Moreover, 
in yet another prior rate case, the Commission approved ComEd’s allocation of delivery-
related expenses to delivery rates, which allocated these so-called  Customer Care 
costs to delivery service rates.  Docket No. 01-0423, Interim Order at 62-63; Final Order 
at 71-72.   ComEd stated that REACT has presented nothing that would support this 
abrupt reversal of prior orders. 

ComEd also showed that REACT’s proposal rests solely on a series of arbitrary 
assumptions.  REACT witness Merola assumes that supply-related costs must be 
included in delivery service rates because of his experience in examining other out-of-
state utilities.  REACT fails to explain the methodology used, or the approach taken in 
those states, to determine the existence of such supply-related costs.  Furthermore, 
ComEd stated that REACT fails to explain how Mr. Merola’s methodologies or 
approaches might be applicable to ComEd.  ComEd Reply Br. at 128-30. 

ComEd then stated that once Mr. Merola assumed that supply-related Customer 
Care costs must exist in delivery rates, his analysis then arrives at his 40% allocation 
figure based upon a series of additional assumptions, as he admitted during cross-
examination.  Merda, Tr. At 1899-1906.  ComEd argues that these assumptions have 
no relation to ComEd’s actual Customer Care costs.  Moreover, small variations in his 
assumptions can lead to dramatic fluctuations in results with respect to his proposed re-
allocation percentage.  In this regard, ComEd pointed to testimony that in testing the 
sensitivity of the result to Mr. Merola’s assumptions, one modest adjustment to his 
assumptions would reduce the proposed adjustment from $64.9 million to $19.5 million.  
Tr. At 1905-07.  In short, ComEd demonstrated that REACT asks the Commission to re-
allocate $64.9 million in costs to the supply function based upon myriad assumptions, 
none of which have been shown to be applicable to ComEd.   

ComEd also showed that REACT failed to prove that any Customer Care costs 
would be avoided if all customers served under Rate BES migrated to alternative 
suppliers.  ComEd Reply Br. at 130.  ComEd stated that it would continue to incur these 
Customer Care costs to serve these customers as part of its delivery function, as they 
are not costs that vary with the amount of kilowatt hours supplied by ComEd.  Allocating 
any of ComEd’s costs to supply should be limited to those costs that actually are 
reduced when ComEd no longer provides supply to customers.  Energy losses and 
supply-related uncollectible costs are prime examples of costs that already are assigned 
to supply, because they are costs that ComEd no longer incurs when a customer 
chooses to take supply from an alternative supplier.  As another example, ComEd has 
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allocated a portion of Customer Records and Collection Expense (Account 903), 
$112,483, to its supply function.   Meanwhile, allocating costs to supply, when those 
costs do not change as customers leave ComEd’s supply, only serves to arbitrarily 
increase the supply price and distort appropriate price signals. 

ComEd next demonstrated that REACT’s proposal improperly seeks to shift 
costs away from those customers that elect to take supply from an alternative supplier 
to those customers that are eligible and choose to stay with ComEd supply under Rate 
BES (i.e., residential and small commercial customers).  ComEd Reply Br. at 130.  It 
claims that this will result in those residential and small commercial customers that 
choose to stay with ComEd bearing an ever-increasing burden.  In this regard, ComEd 
showed that it would be required to recover the $64.9 million in these Customer Care 
costs through its supply rate, from an ever-decreasing number of residential and small 
commercial customers as switching occurs.  ComEd further notes that such a decrease 
in customers will occur, as the 100-400 kW nonresidential class to which service has 
been declared competitive, the grandfathering of which expires in May 2010, will no 
longer be able to obtain fixed price supply from ComEd.  This, of course, will lead to the 
remaining customers electing to take supply from ComEd bearing a larger portion of the 
$64.9 million.  ComEd stated that such a result is unreasonable given that the costs 
REACT seeks to reallocate are, in fact, incurred, regardless of whether a customer 
switches to an alternative energy supplier. 

ComEd next urged the Commission to reject REACT’s claims concerning alleged 
competitive issues.  ComEd Reply Br. at 131.  ComEd stated that REACT’s claims 
regarding ComEd’s “incentive” to inhibit the development of retail competition is 
incorrect.  ComEd stated that REACT’s claims about Exelon Generation (ExGen) are 
contrary to the fact, pointing out that under current rates, it is likely that ExGen would 
rather sell its power at today’s market prices, rather than the prices under which it 
currently sells power to ComEd.  REACT’s position ignores the fact that ComEd makes 
no profit on the sale of the commodity, yet remains at risk to supply and recover its 
costs from bundled customers.  Indeed, ComEd has precisely the opposite incentive 
from that resulting from REACT’s hypothetical: ComEd has the incentive to have fewer 
bundled customers in order to reduce its risks.  ComEd stated that REACT’s claims are 
an attempt to divert the Commission’s attention from the real reason it proposes this 
reallocation of delivery costs to supply: to improperly inflate ComEd’s bundled supply 
prices for its own gain.   

In the event the Commission, concludes that REACT’s re-allocation proposal 
should be adopted, ComEd asked that the Commission’s Order in this proceeding 
should provide for certain conforming changes.  ComEd Reply Br. at 133.  First, the 
Commission should make clear that, notwithstanding any language to the contrary in 
prior Orders or in current tariffs, ComEd can make the appropriate filings to recover 
these costs immediately through Rider PE.  Second, the Commission’s Order should 
also include a finding that the Customer Care costs being re-allocated are just and 
reasonable.  ComEd stated that no party to this proceeding has claimed otherwise, or 
claimed that such costs are unrecoverable.  Accordingly, consistent with Section 
16.111.5(l), the Commission should find that these costs are “just and reasonable costs 
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that the utility incurs in arranging and providing for the supply of electric power and 
energy.”  220 ILCS 5/16-111.5(l).  Finally, the Commission’s Order should direct that 
ComEd remove the costs to be reallocated to supply from the appropriate delivery 
service classes in accordance with REACT’s Ex. 7.1.  ComEd stated that these 
provisions are necessary in order to ensure proper recovery of its just and reasonable 
costs in a timely fashion. 

IX.  RATE DESIGN 

A. Overview 

ComEd’s Position 

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 reflect these principles.  Crumrine 
Reb., ComEd Ex. 30.0 at 45.  Customer class revenue generally should be allocated 
based on its 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 customers 
requires a measured movement to cost.  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.  
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.  ComEd stated that 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.  

B. Uncontested Issues 

No party objected to ComEd’s proposed revisions to the following existing tariffs:  
Rider ML, Rider SBO7, Rate MSPS7, and Rate BES-H.  Accordingly, ComEd urged the 
Commission to find these proposed revisions to be just and reasonable, noting that the 
credit in Rider SBO7 needs to be adjusted to account for the final revenue requirement 
allowed by the Commission. 

In addition, ComEd has presented an uncontested proposal to update the charge 
amounts for certain fees in the General Terms and Conditions using a methodology 
consistent with the methodology previously approved to determine the current charges 
in the General Terms and Conditions.  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. 
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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.  ComEd states that 
no party takes issue with the class designations.  Only one party, the City of Chicago, 
proposes residential rate design adjustments - none of which are supported by any 
other party, or Staff. 

a. Regional Delivery Service Rates 

ComEd Response 

The City recommended that ComEd utilize regionally differentiated delivery 
service rates for customers located in Cook County (i.e., the City), collar counties and 
far collar counties.  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.  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, which is simply not the case.  Approximately 26% of 
ComEd’s customers’ energy (kWh) usage is attributable to customers inside the City 
and approximately 26% of ComEd’s investments costs are expended for facilities inside 
the City.  Alongi/Jones Reb., ComEd Ex. 32.0 Corr. at 23.  

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.  In fact, the costs of serving high density areas, such as 
those inside the City, can be the highest due to restrictions on the time during which 
work may be performed and the need for special equipment to work in tight quarters.  
Id. at 28-29. 

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.  For example, distribution equipment located in Lake 
County may be used to deliver electricity to customers located in Cook County.  Indeed, 
ComEd does not even maintain cost data or investment data on a county-by-county 
basis.  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.  Id. at 29.   
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b. Customer Charge 

ComEd Response  

ComEd showed that the Commission should reject the City’s proposal to reduce 
the monthly customer charge for three reasons.  First, the City’s proposed reduction in 
the monthly customer charge is not cost-based.  Second, the foundation for this 
proposal is premised on the misconception that low-income customers are low 
electricity-use customers. Third,  assistance to low-income customers should not be 
attempted through arbitrarily set rates for electricity service.  Alongi/Jones Reb., ComEd 
Ex. 32.0 Corr. at 25-26. 

2. Nonresidential 

a. Space-Heating Customers 

ComEd Response  

The Commission should again reject the request to establish a separate rate 
class for nonresidential electric space heat customers.  ComEd stated that the 
Commission already has addressed BOMA’s arguments in Docket No. 05-0597 and 
Docket No. 07-0166.  As evidenced by its very elimination, ComEd asserts that former 
Rider 25 is a vestige of the past and does reflect ComEd’s transition to a delivery 
company.  ComEd further stated that BOMA’s request to establish a separate, 
subsidized class of distribution charge for nonresidential electric space heat customers 
should be rejected because there is no evidence to show that the costs of providing 
distribution service are somehow different for nonresidential electric space heat 
customers.  ComEd Init. Br. at 106-07. 

b. Railroad Customers 

i. Operational Issues 

ComEd Response 

ComEd showed that it does not need METRA or CTA traction power substation 
facilities, which are attached to ComEd’s system, to provide reliable service to any 
customer, and that only under extremely unlikely circumstances would the facilities be 
used to furnish power to a customer who otherwise might be without service.  Donnelly 
Reb., ComEd Ex. 21.0 Corr. at 107-110.  Thus, ComEd avers that METRA and CTA do 
not deserve preferential rate treatment.   

ComEd agreed that some of the railroads’ traction power substations are 
powered by more than one ComEd feeder circuit, but notes that this configuration was 
requested by the railroads for their own benefit.  Zika, Tr. at 1418–19; Szerla, Tr. at 
1438–39.  ComEd explained that under normal operating conditions, with both feeder 
circuits in service, both the railroads and other customers on the feeder circuits receive 
power.  It states that power may, as a function of the laws of physics, flow between the 
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feeders depending upon the electrical characteristics of the system at that time.  
Donnelly Reb., ComEd Ex. 21.0 Corr. at 112.  However, ComEd demonstrated that 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.  ComEd showed that this open breaker would not restore or 
maintain power to any of ComEd’s customers.  Id. at 109.  Further, ComEd stated that 
the closed loop feeder configuration is not an optimal way, from its perspective, to serve 
an individual customer, and it has not used that configuration to serve a new customer 
for many years.  Donnelly Sur., ComEd Ex. 36.0, 502-510. 

ComEd cited the Commission’s decision in its most recent rate case, 
Commonwealth Edison Co., No. 05-0597 (Final Order, Jul. 26, 2006), where it held that 
“[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.”  
Final Order at 255.  ComEd stated that the facts have not changed, and no valid reason 
has been provided as to why the decision should change.  

ii. Railroad Customers’ Request 
for Special Treatment 

ComEd Response  

ComEd stated that its proposed rate design fairly treats all customers, including 
those who provide service that is in the public interest, and there is no reason to provide 
special rate treatment to METRA and the CTA.  ComEd acknowledged that the 
Commission made certain statements in its Order in the last rate case regarding the 
impact of rate increases on the railroads.  However, ComEd states that while it 
considered that language, the Commission did not require it to implement any changes 
in future rate cases to comply with such statements.  ComEd submits that these “public 
policy” statements did not alter the Commission’s authority in this rate case proceeding, 
which is to (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.   

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.  ComEd Init. Br. at 109.  Moreover, ComEd stated that its proposed 
rate design will not place ComEd or the Commission in the untenable position of picking 
worthy causes and requiring that other customers subsidize use of the electric 
distribution system.  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.  Indeed, if the Commission accepts the Railroads’ proposal, those other public 
interest entities will be placed in the position of subsidizing the Railroads rates.   
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iii. The CTA’s Contract with ComEd 

ComEd Response  

ComEd stated that the Commission should not take the CTA’s contract into 
account in setting rates for the Railroad Delivery Class because it is beyond the scope 
of the Commission’s authority in this rate case proceeding.  See 220 ILCS 5/9-101, 5/9-
241.  Even if the Commission were to recognize the existence of the CTA contract in 
some fashion in setting rates in this proceeding, the Commission also would have to 
consider the numerous modifications to the contract over the years.  ComEd noted that 
such such modifications include ComEd’s filing after the last rate case of Rate BES-RR, 
revised sheets in Rate RDS, Rider NS, Rider ML, and ComEd’s General Terms and 
Conditions.  ComEd also notes that another change not reflected in current contracts is 
the fact that the CTA no longer takes electricity supply from ComEd.  Accordingly, 
ComEd urged the Commission to continue to find that ComEd’s contracts for electric 
service with its two railroad customers are subject to modification pursuant to 
Commission Orders.  ComEd Reply Br. at 141.  In addition, ComEd requested the 
Commission to find that ComEd’s tariffs filed in compliance with Commission Orders or 
legislation serve to amend the railroad contracts without explicitly changing the 
language of the railroad contracts. 

c. Primary and Secondary Billing Proposal 

ComEd Response 

ComEd urged that the Commission to reject the request by DOE and IIEC for an 
order that ComEd distinguish “between standard voltage load and high voltage load for 
customers in the High Voltage Delivery Service class in the billing of these customers.”  
Whereas DOE proposes that ComEd charge two separate distribution facilities charges 
to customers in the High Voltage Delivery Class that are served at multiple points with 
some lines entering the premises at voltages below 69,000 volts; IIEC proposes that 
ComEd implement a surcharge for the load of high voltage customers served at lower 
voltages.  ComEd stated that both proposals should be rejected, because 
implementation would be very difficult and complex and is simply not warranted for the 
small portion of the billing demand that would be impacted by either proposal.  
Alongi/Jones Sur., ComEd Ex. 45.0 at 14-15. 

D. Existing Riders [And Rates] 

1. Rider ACT 

ComEd Position 

ComEd stated that Rider ACT (Allowance for Customer-Owned Transformers) 
provides a credit of $0.20533/kW to customers that provide their own transformation 
rather than receiving standard transformation from ComEd.  The credit is applied to the 
Maximum Kilowatts Delivered (“MKD”) established by the customer during the monthly 
billing period.  ComEd initially made several proposals with respect to Rider ACT, which 
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were aimed at phasing out Rider ACT.   However, in an effort to narrow the contested 
issues in this proceeding, ComEd agreed to remove the mandatory termination 
provisions in the proposed Rider ACT to which certain parties objected.  Staff and DOE 
support ComEd’s revised proposal for Rider ACT.   

ComEd Response 

ComEd showed that it has demonstrated its sound reasoning for revising Rider 
ACT as proposed.  ComEd Init. Br. at 110-12.  Moreover, ComEd notes that by insisting 
Rider ACT must be retained in its current form, REACT is rejecting an option for 
customers that ComEd’s proposed revisions to Rider ACT provide.  ComEd is willing to 
make a one time payment to customers that voluntarily elect to terminate service under 
Rider ACT.  Under REACT’s recommendation, customers would not be allowed to take 
advantage of that option.  Further, ComEd stated that REACT’s position ignores the fact 
that in the past 10 years only 35 customers have elected service under Rider ACT or its 
forerunner.  Consequently, closing the rider to new customers is not onerous because 
virtually no new customers elect to take service under the rider and those that did 
generally did so for operational reasons unique to their business.  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’s Position 

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.  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. 

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.  
In particular, ComEd proposes a ratemaking adjustment to reduce the Illinois-
jurisdictional revenue requirement by just under $500,000 in order to reflect the 
difference between the market value of the capacity in the PJM market and the 
compensation payments made to residential customers enrolled in Rider AC7 (for the 
ability to cycle or interrupt the compressor on air conditioning units). 

In its direct testimony, CUB proposed an adjustment to the revenue requirement 
related to Rider AC7.  ComEd argues that it demonstrated that CUB’s adjustment 
should be rejected because it applies to time periods that extend well beyond the period 
for pro forma adjustments.  ComEd notes that CUB did not present rebuttal testimony 
addressing this flaw, nor did it discuss this issue in its briefs.  Accordingly, ComEd 
urged the Commission to approve ComEd’s ratemaking adjustment to its delivery 
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service revenue service requirement, which is needed to reflect the revenues streaming 
from Rider AC7 as proposed. 

3. Rider ML [and Rider SBO7] (Uncontested) 

ComEd Position 

ComEd proposed 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.  ComEd stated that its 
proposed charges under Rider ML have not been challenged by Staff or Intervenors, 
and should be found to be just and reasonable.  ComEd Reply Br. at 143-44. 

Meanwhile, ComEd proposes to reduce the embedded cost-based single bill 
credit from $0.63 per bill to $0.54 per bill.  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’s Position 

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.  ComEd states that its 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.  ComEd stated that its 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.  ComEd noted that Rate BES-RR has been 
superseded and replaced by Rate BES-H beginning in June, 2008, before this rate case 
concludes. 

E. Distribution Loss Factors 

ComEd 

ComEd explained that 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. at 115.  It maintains that the fact that there are losses does not 
imply that something is wrong.  Id. at 115.  ComEd presented a new and improved 
distribution loss study which allows it to more accurately attribute the losses to the 
customers using the electric distribution system.  Donnelly Reb., ComEd Ex. 21.0 Corr. 
at 115; ComEd Ex. 21.1.  ComEd stated that this study utilizes improved methodology 
such as using data from a new geographical information system and including 
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downstream losses in the load of certain upstream elements.  Donnelly Reb., ComEd 
Ex. 21.0 Corr. at 115-116.  ComEd added that no contrary study has been offered by 
any party, nor has any evidence been presented to question the validity of the study.   

ComEd Response 

ComEd stated that, contrary to REACT’s position, ComEd has met its burden to 
explain the distribution loss factors it used.  ComEd not only included the loss factors in 
its initial filing, but when raised as an issue in REACT’s testimony, ComEd offered 
additional explanation, along with a copy of the actual study, into the record.  ComEd 
Ex. 21.1.  In response to REACT’s criticism that distribution losses have gone up even 
in areas where ComEd has made new upgrades and investments, ComEd stated that 
while the new upgrades may be necessary to add capacity or improve reliability, they 
may also lead to additional losses.  Donnelly Reb., ComEd Ex. 21.0 Corr. at 117. 

ComEd showed that REACT’s suggestion that ComEd not be permitted to treat 
over-10 MW high voltage customers as a class for purposes of distribution loss factors, 
and to instead calculate loss factors on a customer-by-customer basis, is a bad idea for 
a number of reasons.  First, it is contrary to ratemaking practice in Illinois as distribution 
loss factors have never been calculated and applied individually, but rather have been 
approved by class.  They are the type of charge that would be arbitrary to distinguish 
between individual customers.  Second, individual loss determinations would be difficult 
and expensive to conduct and would have to be conducted repeatedly to remain 
“individual,” requiring a new study every time a customers’ use or location -- or the 
configuration of the ComEd system in the area – changed.  Third, the results would 
necessarily be arbitrary depending on location and time.  Finally, REACT’s proposal 
calls for a high-stakes zero-sum game, with winners and losers but the overall losses for 
the class not changing.  ComEd Reply Br. at 144-46.  

F. Recovery of Supply-Related Costs 
 
See Section VIII F. 

G. Competitive Retail Market Development Issues 

ComEd Response 

ComEd responded to REACT’s claims about the development of a competitive 
retail market stating that they are irrelevant to this case.  ComEd further stated that the 
claims are also wholly incorrect.  Contrary to REACT’s assertions about ComEd’s 
motives, ComEd stated that it strongly supports a competitive market for residential 
customers and has been working to advance efficient competition since the passage of 
the Electric Service Customer Choice and Rate Relief Law of 1997, 220 ILCS 5/16-101 
et seq.  Crumrine, Tr. 1410.  Moreover, ComEd stated that REACT fails to recognize the 
historical factors that have dominated the degree to which residential customers could 
switch to RES service.  For example, at the time ComEd made residential switching 
available for the first time, residential customers were enjoying a 20 percent rate 
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reduction and a ten year rate freeze - circumstances that remained in effect until 
January 1, 2007.  These factors were primary obstacles to the development of 
residential competition for supply.  There are factors currently outside the control of 
ComEd that affect the degree of residential customer switching.  Id. Tr. At 1410.  One 
such factor is the business decision a RES must make of expending the costs to 
acquire an individual residential customer that has a relatively small load and, therefore, 
will result in a relatively minor profit.  Consequently, there are a number of reasons why 
there has been a delay in the development of retail competition, and that REACT’s 
attempt to blame ComEd is entirely inappropriate. 

Finally, with respect to the variations in ComEd’s switching projections, ComEd 
emphasized that these figures have always only represented projections based on 
market prices and do not indicate what ComEd would like to see occur with residential 
switching.   

X. REVENUES 
 

A. Miscellaneous Revenues (Uncontested) 
 
ComEd 

It is uncontested that the Other Revenues should be $132,761,000.  
Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 76.   

B. Weather Normalization 
 
ComEd Response 

ComEd, in calculating its revenue deficiency under existing rates in ComEd 
Ex. 7.01, Sched. A-1 at 2, 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. at 76-77. 

Although AG/CUB argue 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, 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, that it also has no effect on the 
proposed charges.  Houtsma/Frank Reb., ComEd Ex. 25.0 Corr. at 76-77; Effron Reb., 
AG/CUB Ex. 5.0 at 23; Houtsma/Frank Sur., ComEd Ex. 40.0 Corr. at 30.  Thus, any 
adjustment to the revenue requirement would be unnecessary and duplicative. 
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XI. OTHER 

A. Annual Reporting on Changes in Accounting Policy (Uncontested) 

In response to Staff’s recommendation and pursuant to the proposed set of issue 
resolutions set forth in the Stipulation, ComEd has agreed to 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 at 4.  ComEd states that it has agreed to do this without 
conceding that, apart from its agreement, it is obligated to do so.  Waden Reb., ComEd 
Ex. 26.0 at 20-21; Staff-ComEd Joint Ex. 1 at 4.  Subject to a finding that the Stipulation 
is supported by the evidence, this issue is uncontested. 

B. Reporting on Affiliate Interest Transactions (Uncontested)  

In response to Staff’s recommendation, ComEd has agreed to report as a 
Supplemental Schedule to Form 21 ILCC the amount received by ComEd each year 
from providing services to affiliated interests, and paid for receiving services from 
affiliates.  Hathhorn Dir., Staff Ex. 1.0 at 42; Hathhorn Reb., Staff Ex. 14.0 at 28-29.  
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 or\ any other FERC-jurisdictional transactions reported elsewhere.  Hathhorn 
Reb., Staff Ex. 14.0 at 29; Waden Reb., ComEd Ex. 26.0 at 23.   

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 at 23.   

D. Future Depreciation Studies (Uncontested)  

In response to Staff’s recommendation, ComEd has agreed to schedule future 
depreciation studies every five years.  Waden Reb., ComEd Ex. 26.0at 21-22.  ComEd 
has indicated its willingness to meet with Staff in the future to discuss the use of 
ComEd’s internal auditors to conduct audits of additions to plant in service.  McDonald, 
Tr. at 1768-69. 

XII. CONCLUSION 
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