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 Explains the rigor of the ComEd processes through which infrastructure 
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ultimately installed. 
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 Describes and supports the operations and maintenance (“O&M”) expenses 

incurred by ComEd’s Operations that are included in the revenue 
requirement. 

 Explains ComEd’s successful cost control efforts that resulted in a reduction 
of approximately $85 million in O&M expenses in the test year (2009). 

 Describes how ComEd monitors and closely manages O&M costs to ensure 
that they are reasonable in amount and prudently incurred. 
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I.  Introduction 1 

A. Identification of Witness 2 

Q. Please state your name and business address. 3 

A. My name is Terence R. Donnelly.  My business address is 2 Lincoln Centre, 10th Floor, 4 

Oakbrook Terrace, Illinois 60181. 5 

Q. By whom and in what position are you employed? 6 

A. I am the Executive Vice President – Operations of Commonwealth Edison Company 7 

(“ComEd”). 8 

B. Purpose and Conclusions of Testimony 9 

Q. What are the purposes of your direct testimony? 10 

A. I explain how ComEd’s delivery system works and how its operations function is 11 

managed.  I support the distribution investments ComEd has made and the expenses it 12 

incurs in constructing, operating, and maintaining its distribution system.  Together with 13 

the testimonies of Mr. McMahan (ComEd Ex. 9.0), who addresses several specific 14 

distribution system issues, and Mr. Marquez (ComEd Ex. 10.0), who addresses ComEd’s 15 

customer services investment and expenses, I support the overall prudence and 16 

reasonableness of ComEd’s investments, operations, and expenses.  17 

Q. How is your testimony organized? 18 

A. My testimony is organized into sections based on content.  In Section II: 19 

 I provide the Commission with background on the electric delivery system 20 

and how ComEd operates it.  ComEd is a major contributor to the Illinois 21 
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economy, employing thousands of workers and investing nearly a billion new 22 

dollars a year providing critical infrastructure. 23 

 I explain how ComEd’s system and operations have changed since our 2007 24 

rate case,1 which was based largely on expenses ComEd incurred during 2006.  25 

Since then, the total cost of providing distribution service necessary to meet 26 

the needs of our customers, our employees, and the regional economy has 27 

continued to rise, and the required infrastructure investments continue to 28 

outstrip depreciation by a wide margin, driving up ComEd’s rate base by 29 

hundreds of millions of dollars each year.  30 

 I describe how ComEd manages its system to achieve top quartile reliability 31 

and safety and to promote technological innovation.  The efficiency and 32 

quality of ComEd’s management and operations have played a large role in 33 

allowing ComEd to do more for less, reduce spending where possible in 34 

response to the recession, and operate its system with rates based on outdated 35 

costs for as long as we have.   36 

Section III focuses on the capital investments in ComEd’s Illinois jurisdictional 37 

rate base.2  In that Section: 38 

 I describe the types of assets that comprise ComEd’s rate base, including 39 

Distribution Plant, General Plant, and Intangible Plant.  I also briefly discuss 40 

certain special classes of assets, such as Inventory and Materials and Supplies, 41 

and the changes in ComEd’s rate base since ComEd’s 2007 Rate Case. 42 

                                                 
1 Commonwealth Edison Co., Docket No. 07-0566 (the “2007 Rate Case”).  
2 The Illinois jurisdictional rate base and revenue requirement is what I refer to throughout my 

testimony as ComEd’s “rate base” and “revenue requirement”, respectively, unless I clearly say otherwise. 
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 I explain how ComEd determines if and when investment in new plant is 43 

appropriate, and the rigorous operational and financial controls we apply to 44 

ensure that our investments are prudent and reasonable in cost.  45 

 I describe the assets that have or will be completed and placed into service 46 

after December 31, 2009, but prior to July 1, 2011.  Many of these assets are 47 

“iron in the ground” – transformers, cable, and wire – others are computer 48 

systems, vehicles, and the like.  All serve our retail customers all are known 49 

and presently measurable changes to our plant and, therefore, should be 50 

included in our rate base.  51 

 As an engineer and experienced operating executive, I confirm that ComEd’s 52 

proposed rate base assets are or, by the end of the pro forma period, will be 53 

both used for and useful in providing delivery services to our retail customers 54 

and that our additions to rate base are prudent and made at reasonable cost. 55 

In Section IV of my testimony, I discuss ComEd’s operations and maintenance 56 

(“O&M”) expenses.  In that Section: 57 

 I describe ComEd’s O&M expenses, including Administrative & General 58 

(“A&G”) expenses that support operations.  The testimony of Mr. Trpik 59 

(ComEd Ex. 4.0) and of Ms. Houtsma and Mr. Fruehe (ComEd Ex. 6.0) 60 

discuss other expenses. 61 

 I explain how ComEd determines what expenses to incur and how we manage 62 

ComEd’s operations and expenses to keep costs low and performance high.  63 

Among the tools that are critical to these efforts are our performance-based 64 

incentive compensation programs, which I also discuss.   65 
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 I describe the changes in ComEd’s O&M expenses since the 2007 Rate Case. 66 

ComEd’s operating expenses (before income taxes) have increased by $133.4 67 

million since the 2007 Rate Case to $1,466.1 million.  I also explain how 68 

ComEd was able to cut $85 million from its operating costs, directly reducing 69 

its test year revenue requirement by that amount. 70 

 I conclude that ComEd’s distribution O&M and related A&G expenses are 71 

reasonable and reflect prudent management and operation of the distribution 72 

system. 73 

Section V of my testimony supports, from a technical perspective, ComEd’s 74 

distribution line loss study, which is attached as ComEd Ex. 8.3. 75 

Q. How has this rate case been influenced by ComEd’s operational successes? 76 

A. The rates established in the 2007 Rate Case gave ComEd the funds it needed to achieve 77 

top quartile levels of reliability and top decile levels of system safety, the best of any 78 

Illinois electric utility in recent memory.  Moreover, because of our commitment to 79 

operational efficiency, we were able to reach those goals while cutting approximately $85 80 

million in operating costs.  That effort not only saved customers $85 million by reducing 81 

test year operating costs dollar-for-dollar, it helped ComEd to delay seeking a rate 82 

increase as long as it has in the face of rising costs that are beyond our control.  However, 83 

further cost savings of that magnitude are not possible and ComEd’s costs – particularly 84 

those outside of our control, such as pension, benefit, and capital costs – continue to rise.  85 

ComEd cannot continue to operate its business in the way that it has with rates based on 86 

an adjusted 2006 test year and is, therefore, seeking a rate increase now. 87 
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Q. What is ComEd’s operational vision for the future? 88 

A. We are at what I believe to be a crossroads for delivery companies in the electric utility 89 

industry.  Across the country, and the developed world, Smart Grid technologies such as 90 

the Automated Meter Infrastructure (“AMI”) and advanced distribution automation 91 

(“DA”) equipment are changing the way that delivery systems interact with customers.   92 

 Distribution systems need no longer be just “pipes” supplying a quantity of power 93 

that is not quantified and priced until the customer receives a bill at the end of the 94 

month.  Smart Grid enabled systems can tell customers how much energy they are 95 

using, communicate with the appliances that use it, help customers change their 96 

load shape, and help them reduce both their use and their bill.  97 

 Distribution systems need no longer be fixed networks that can only be 98 

reconfigured manually and that almost always rely on physical replacement or 99 

repair to restore customers after an outage.  Intelligent substations and smart 100 

distribution equipment can reconfigure the system rapidly and automatically in 101 

response to changing conditions.  Where manual action is needed, smart 102 

technology provides the crews with better information faster.  Smart systems can 103 

even detect some incipient equipment failures before they happen.  104 

Provided ComEd can recover its costs, we can continue providing performance-105 

leading reliability, top-decile safety, and strong customer service.  We would also like to 106 

be a leading partner in the effort to build a 21st Century smart infrastructure for our 107 

communities and customers.  The ultimate benefits to our customers’ lives, their 108 

pocketbooks, and their environment are too great to ignore. 109 
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C. Background and Qualifications 110 

Q. Mr. Donnelly, what are your current duties and responsibilities for ComEd? 111 

A. I am the senior executive responsible for oversight and management of ComEd’s delivery 112 

system operations, including its Engineering; System Performance; Distribution 113 

Construction, Maintenance and Operations; Transmission; and Substations functions, as 114 

well as the required support functions.  My responsibilities include asset investment 115 

strategy, the planning and design of the system, and the evaluation and selection of new 116 

equipment and technologies for possible installation on the system.  I also oversee the 117 

functions directed by Michael McMahan, whose direct testimony is ComEd Ex. 9.0.     118 

Q. Prior to your current position, what other positions did you hold at ComEd? 119 

A. Prior to becoming Executive Vice President – Operations, I was ComEd’s Senior Vice 120 

President – Transmission & Distribution.  In that role, I was responsible for aspects of the 121 

operations of ComEd’s delivery system, including its planning and development.   122 

Prior to that, I served as Vice President, Transmission & Substation Operations 123 

with Exelon Energy Delivery, which comprised both ComEd and the Philadelphia-based 124 

utility PECO.  In this role, I oversaw the maintenance, construction, and modification of 125 

transmission lines, substations, and protective relaying systems.  Before that, I served as 126 

Vice President of Operations for PECO in Philadelphia, where I oversaw all aspects of 127 

PECO’s electric and natural gas operations, including infrastructure construction, 128 

maintenance, emergency response, engineering, and related functions.  Prior to being 129 

elected Vice President of Operations, I held a wide range of positions in engineering, 130 

operations, and planning areas at PECO, which I joined in 1983.   131 
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Q. Are you also involved with any civic or charitable organizations? 132 

A. Yes.  I serve on the Boards of Directors of the Joffrey Ballet of Chicago and the 133 

Chicagoland Chamber of Commerce and am a Trustee and Member of the Quality 134 

Committee of the La Rabida Children’s Hospital in Chicago.  135 

Q. What is your educational background? 136 

A. In 1983, I earned a Bachelor’s degree in electrical engineering from the University of 137 

Pennsylvania.  I also hold an MBA from Temple University in Philadelphia. 138 

II. Overview of ComEd’s Delivery System and its Operation 139 

A. ComEd’s Delivery System and Services  140 

Q. What is ComEd’s core business? 141 

A. ComEd is in the energy delivery business, which includes the distribution and 142 

transmission of electricity in northern Illinois, and the provision of  related services such 143 

as metering, billing, and energy efficiency and demand response programs to our retail 144 

customers.  Our distribution facilities deliver electricity from generators and the federally 145 

regulated transmission system directly to retail customers.  We provide that service to 146 

customers regardless of who supplies their power and energy. 147 

ComEd serves 11,411 square miles of territory, an area larger than about 100 of 148 

the World’s countries.  Our territory is highly varied and its customers are diverse.  149 

ComEd serves both rural areas, with relatively low load and population density, and 150 

densely populated urban areas with high concentrations of load such as the City of 151 

Chicago.  Our territory includes many suburbs, including suburbs that are in transition to 152 

higher density population and load.  ComEd’s territory also includes the entire City of 153 

Chicago, which alone covers about 225 square miles and has a population of about 3 154 
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million.  The graphic below describes key aspects of ComEd’s retail service territory as 155 

of January 2010. 156 

 157 

Q. How does the distribution function relate to the electric system as a whole? 158 

A. The delivery of electricity requires the use of two categories of facilities: those that are 159 

part of the transmission system and those that comprise the distribution system.  The 160 

distribution system is the network of lines, substations, and other facilities that brings 161 

electricity to homes and businesses and transforms it into voltages and quantities suitable 162 

for use by individual customers.  Distribution service uses those facilities to bring 163 

electricity to individual retail customers.  Distribution services also include customer 164 

services, most notably standard metering, billing, and call center services.  Fidel Marquez 165 

discusses these services in more detail in his testimony (ComEd Ex. 10.0).  166 
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The transmission system refers to the network of high capacity lines, bulk power 167 

substations, and other related facilities that carry electricity from generation sources 168 

throughout the region to the areas where load is located.3  Generally, transmission 169 

facilities and services are regulated by FERC and distribution facilities and services are 170 

regulated by this Commission.   171 

The electric system also includes generation, often called production, facilities, 172 

but ComEd neither owns nor operates any generating facilities or, for that matter, any 173 

other assets used in the production of electricity.  To meet the demands of customers who 174 

buy supply as well as delivery services from ComEd, we acquire electricity through the 175 

procurement process approved by the Commission and conducted by the Illinois Power 176 

Agency.  We purchase and resell this electricity on a pass-through basis only and make 177 

no profit from it.  The relationship between these components is illustrated below.   178 

 179 

Q. How does ComEd use its assets to provide delivery services to its retail customers? 180 

                                                 
3 Transmission and distribution facilities and functions are separated using the “Seven-Factor 

Test” established by the Federal Energy Regulatory Commission (“FERC”).  The separation process is 
called “functionalization” and is discussed in more detail by Mr. McMahan (ComEd Ex. 9.0). 
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A. ComEd uses its own integrated distribution system to deliver electricity.  Our integrated 181 

customer service operation also supports all of our customers’ retail delivery service 182 

needs.  The assets ComEd uses to provide distribution services are included in ComEd’s 183 

rate base.  The costs of those investments, as well as the expenses ComEd incurs during 184 

the test year in providing these services, are recovered through ComEd’s Illinois rates.   185 

Delivery services also include transmission services.  Although ComEd owns 186 

transmission assets, we provide transmission services through PJM Interconnection, LLC 187 

(“PJM”), a Regional Transmission Organization in a large multi-state region including 188 

northern Illinois.  The cost of these services is determined by PJM transmission tariffs 189 

and agreements.  Only the costs that ComEd incurs in acquiring transmission and related 190 

services for retail customers are included in Illinois retail rates.  It is simply another of 191 

ComEd’s costs of providing retail service. 192 

How these services and their costs, as well as the taxes imposed by units of 193 

government, appear on a ComEd-supply customer’s bill is depicted in the diagram below. 194 

 195 
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Q. What are some illustrative examples of the resources ComEd must employ to 196 

provide delivery services to customers in such a large and diverse service territory? 197 

A. ComEd: 198 

 Employs approximately 5,900 workers (ComEd employees and EBSC employees 199 

dedicated fully to ComEd); 200 

 Operates and maintains roughly 35,000 circuit-miles of overhead conductors and 201 

over 29,500 miles of underground cable;   202 

 Operates and maintains 285 major substations supplied by high voltage lines 203 

(138kV and above); 204 

 Operates and maintains 527 local substations powered by lower voltage lines 205 

(69kV and below); and  206 

 Uses nearly 600,000 distribution and power class transformers outside of those 207 

substations to provide electricity at the voltages customers need. 208 

Q. Are many of the other resources ComEd uses purchased locally, from Illinois 209 

businesses and suppliers? 210 

A. Yes.  To be efficient, ComEd must purchase worldwide.  However, a major proportion of 211 

ComEd’s spending on goods and services occurs right here in Illinois.  During the 2009 212 

test year ComEd made purchases of over $424 million from more than 470 different 213 

suppliers and contractors headquartered in Illinois, of which $87 million was from 214 

minority and woman owned businesses.  ComEd contracted another $ 112.6 million of 215 

Illinois-based labor from companies headquartered elsewhere.  216 

Q. What was the total cost to ComEd in providing delivery services in the test year? 217 
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A. The total costs of ComEd’s distribution business are recovered through ComEd’s revenue 218 

requirement of $2,456 million.  That figure includes distribution costs as well as the costs 219 

of investing in distribution-related General Plant and Intangible Plant, paying necessary 220 

Administrative & General (“A&G”) expenses, and meeting our tax obligations.  221 

ComEd’s costs of purchasing electricity are not part of ComEd’s delivery costs, and the 222 

revenues from selling electricity are not an available source of funds to support our 223 

delivery business.  The calculation of ComEd’s revenue requirement is addressed in 224 

detail in the direct testimony on Ms. Houtsma and Mr. Fruehe (ComEd Ex. 6.0).     225 

B. Key Operations Changes  226 
Since the 2007 Rate Case  227 

Q. In investing in its delivery systems, has ComEd improved and modernized the ways 228 

in which it operates since the 2007 Rate Case? 229 

A. Yes.  ComEd has continued to adopt a number of innovative new technologies to 230 

improve the reliability, safety, and efficiency of the delivery system.  We have also 231 

improved and modernized the ways we operate and manage our delivery system.  Those 232 

improvements reflect ComEd’s commitment to continuous improvement of our systems 233 

as well as specific initiatives, such as Engineering Excellence, designed to discover and 234 

implement new opportunities.   235 

Q. What are some of the engineering innovations ComEd has deployed since the 2007 236 

Rate Case? 237 

A. Several important examples come to mind.   238 

 Our award-winning, patented “DC-in-a-Box” design for Distribution Centers 239 

(“DCs”), a type of local distribution substation.  This innovation, which ComEd 240 
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was first deploying at the time of the 2007 Rate Case, has reduced local substation 241 

construction costs by approximately $200,000 per substation and significantly 242 

reduced the land required.  Photographs of comparable “DC-in-a-Box” and 243 

standard DC designs illustrate the difference this design makes. 244 

Standard Design  “DC‐in‐a‐Box” 

  

 245 

 ComEd has replaced the opaque material that has historically been used across the 246 

industry for switchgear barriers with a new transparent barrier.  This improves 247 

safety by allowing the worker 248 

opening the switchgear to 249 

ascertain the condition of the 250 

unit without removing a solid 251 

barrier; the transparent barrier 252 

can continue to offer 253 

protection should the switchgear be compromised. It also improves productivity 254 

because the clear barriers do not need to be removed during inspections. 255 

 Use of new “pad-mounted reclosers.”  Reclosers, devices that automatically 256 

restore power to a local power line or portion thereof if a temporary condition 257 
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causes a fault that interrupts service on the line, have historically been separately 258 

installed at a substation site.  These new reclosers allow for automated 259 

sectionalizing and restoration of underground circuits supplying a large number of 260 

customers.  They are also ready to interface with many future Smart Grid 261 

technologies that may be deployed by ComEd. 262 

 We are deploying Radio Fault Indicators on 12 and 34kV lines that permit faster 263 

restoration of service when a problem occurs on the system.  These award-264 

winning devices (shown at right) provide 265 

information about fault location to the 266 

dispatch center by radio thus allowing the 267 

crews to be dispatched to a location close 268 

to the problem.  The fault indicators also 269 

alert crews that they have “seen” a fault 270 

through a light on the device that is quick 271 

and easy to observe.  The devices are 272 

compact and easy to install, battery powered (they operate fully during an 273 

interruption), and automatically adjust the fault “threshold” depending on the 274 

steady state load on the line they are monitoring.   275 

Q. Can you also provide some examples of innovative ways that ComEd has 276 

modernized the operations and management of the delivery system?  277 

A. Yes.  Some examples of the more significant operational improvements include: 278 

 ComEd completed the installation and activation of the final phase of its Mobile 279 

Dispatch system.  This system improves the efficiency of our field crews and 280 
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enables further reliability improvements.  Mobile Dispatch is discussed in further 281 

detail in the direct testimony of Mr. McMahan (ComEd Ex. 9.0). 282 

 ComEd is using a new and innovative methodology for comprehensively 283 

identifying and assessing the condition of the delivery systems assets. This 284 

system, called the Material Condition Improvement Plan, which I discuss in Part 285 

III.C.2, provides insight where to target investment in facility replacement, repair, 286 

and certain upgrades efforts thus allowing us to maximize benefit to customers 287 

per dollar spent. 288 

 ComEd is piloting the use of “Predictive Pattern Recognition” for approximately 289 

100 substation transformers ranging in size from 40 – 300 MVA.  Typical 290 

replacement costs for these large substation transformers can exceed several 291 

million dollars.  It is, therefore, quite valuable to recognize suspect transformer 292 

performance well in advance of conventional alerts, in order to enable ComEd to 293 

take corrective actions before the transformer suffers serious or irreparable 294 

damage.  This technology has already detected two serious incipient conditions 295 

that conventional alarms did not and could not detect. 296 

 ComEd is a national leader in the effort to evaluate Smart Grid technologies 297 

through comprehensive focused pilots.  ComEd is currently conducting one of the 298 

most comprehensive pilots in the country of AMI and of the customer 299 

applications that AMI systems enable.  ComEd is also an active participant in the 300 

Illinois Statewide Smart Grid Collaborative (“ISSGC”) process.  The alternative 301 

regulation proposal that ComEd will file will include concrete next steps to build 302 

on what we learn through these efforts. 303 
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 ComEd has also begun a measured deployment of DA equipment and 304 

applications.  Additional DA will be proposed as part of ComEd’s Smart Grid 305 

“next step.” 306 

Q. What reliability benefits have ComEd’s customers seen since the 2007 Rate Case? 307 

A. ComEd’s investments and operational initiatives have resulted in continued 308 

improvements in system reliability.   309 

 310 

As the above graph shows, the frequency of customers’ interruptions has continued to 311 

improve and the duration of average interruptions, when they do occur, has also 312 

improved.  ComEd interruption frequency over the prior four years was the lowest in the 313 

state and ComEd’s average customer interruption duration was better than all major 314 

Illinois utilities.  In 2009, we took that performance to new levels, further reducing 315 

interruption frequency by a third and cutting average duration by another 25%.  Our 316 

reliability performance is illustrated in the graphic below. 317 



Docket No. 10-____ 
ComEd Ex. 8.0 

Page 17 of 65 

Our ability to improve reliability well beyond that minimally required of a utility 318 

has major benefits for our customers.  Interruptions cost customers money.  A study 319 

recently commissioned for ComEd concluded that reducing the System Average 320 

Interruption Frequency Index (“SAIFI”) by approximately 0.1, or approximately 10 321 

percent of total SAIFI, has a financial benefit to customers of between $53.5 and $102.3 322 

million annually, including reducing ComEd’s restoration costs by $8.7 to $11.6 million.  323 

While no utility can be interruption free, and many causes of interruptions cannot be 324 

reasonably controlled, striving to eliminate interruptions wherever we practically can is 325 

not only a matter of convenience for customers, but benefits them financially. 326 

Q. Did ComEd also achieve safety improvements in 2009? 327 

A. Yes.  ComEd and its workers achieved outstanding safety performance.  ComEd never 328 

had a poor safety record.  329 

But, we have refocused on 330 

achieving industry-wide 331 

excellence.  As a result, in 332 

2009 ComEd ranked well up 333 

in the top 10% of all utilities 334 

nationally on established 335 

safety metrics, and had the 336 

lowest rate of ComEd injuries since comparative data has been kept – roughly five times 337 

lower than a decade ago.   338 

Of course, better safety is critically important because we care about our 339 

customers’ and workers’ health and well-being.  But, safety also makes good business 340 
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sense for our customers.  When we improve our safety, especially when we achieve these 341 

world-class levels of performance, our costs go down and our service improves even 342 

more.  Accidents are expensive and can also cause or prolong outages.  Injury events not 343 

only result in ComEd paying workers’ compensation claims, but can result in property 344 

damage and injury to non-workers.   345 

For example, since 2006, ComEd has reduced its Lost Work Day Case Rate by 346 

20% from 0.63 to 0.50.  Of course, lost works days themselves increase our costs and 347 

reduce our productivity.  But, they also increase our workers’ compensation costs.  348 

During this same time period, ComEd’s calendar year payments associated with Workers 349 

Compensation decreased by 8%, even though medical costs were rising.  ComEd has also 350 

made significant improvements in Responsible Vehicle Accident performance.  Since 351 

2006, ComEd has reduced the number and severity of Responsible Vehicle Accidents by 352 

26% from 124 in 2006 to 94 in 2009.  The total cost associated with these incidents, 353 

which includes both repair and claims cost, decreased by 52% from 2006 to 2009 and the 354 

average repair cost per RVA has decreased by 33% in that same period.   355 

Moreover, injury events reduce productivity not only for the task where the injury 356 

occurred, but also system wide.  The resources devoted to investigating the accident and 357 

determining what remedial steps are required are resources that are not being devoted to 358 

other work.  By proactively preventing these events, our productivity rises.   359 

Q. What other changes has ComEd made to the Operations structure since the 2007 360 

Rate Case? 361 

A. ComEd is reorganizing its Operations function in the second and third quarters of 2010.  362 

This reorganization establishes a new regional reporting structure for Distribution 363 
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Operations.  It also implements an improved centralized structure for the Transmission 364 

and Substation function and a restructuring of Customer Operations that will be discussed 365 

in more detail by Mr. Marquez (ComEd Ex. 10.0).   366 

The purpose of the reorganization is to enhance operational accountability and 367 

bring key decision makers closer to our customers.  We expect that it will increase 368 

customer awareness and responsiveness, and further improve customer service.  We also 369 

expect that the reorganization will enhance our efforts to run our business as productively 370 

and efficiently as possible.  While improved customer service, not cost savings, is the 371 

main goal of the reorganization, we do expect that it will help hold down future cost 372 

increases, predominately through productivity improvements driven by improved front 373 

line engagement and cross-functional teamwork.     374 

C. Delivery Costs and Cost Control Efforts 375 

Q. Can you summarize why the costs to ComEd of providing distribution service grew 376 

since ComEd’s last rate case? 377 

A. On a very broad level, there are three key reasons that the costs of delivering electricity 378 

increased over this period, only one of which is operational: 379 

 We have invested approximately $2 billion in our core delivery system.  This 380 

investment maintained, expanded, and improved the infrastructure required to 381 

serve our customers.  We are also providing new and exciting technologies and 382 

applications to customers.  These include Advanced Metering Infrastructure 383 

(“AMI”) and a variety of efficiency and demand response programs that can help 384 

customers better manage their energy use and should ultimately reduce 385 

customers’ total costs below what they otherwise would have been.  However, 386 
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because our new investment is considerably larger than our annual depreciation, 387 

our total net investments inevitably rise. 388 

 Our costs of providing pensions and benefits to our employees and retirees have 389 

grown significantly.  Those costs are addressed in the testimony of Ms. Houtsma 390 

and Mr. Fruehe (ComEd Ex. 6.0) and are beyond the scope of my testimony. 391 

 Our total costs of capital exceed the costs allowed in the 2007 Rate Case.  This 392 

issue is addressed principally by Mr. Trpik (ComEd Ex. 4.0), Ms. Abbott (ComEd 393 

Ex. 5.0), Prof. Hadaway (ComEd Ex. 11.0), and Mr. Seligson (ComEd Ex. 12.0).  394 

Those costs, too, are beyond the scope of my testimony. 395 

Our overall operating expenses have risen only slightly since our last rate case.  396 

Our jurisdictional operational O&M expenses (i.e., less pension/OPEB and bad debt 397 

expenses) actually decreased by 1.6% from that allowed in the 07 Rate Case and our 398 

distribution O&M expenses increased by only 1.1%, far less than inflation, largely due to 399 

our efforts to control costs.   400 

Q. Has ComEd taken action to control its operating costs? 401 

A. Yes, we have taken aggressive – and successful – measures to control our costs.  ComEd 402 

uses a variety of accepted measures to manage and control all of its operating costs, both 403 

its investment expenditures and its Operations and Maintenance expenses.  We have 404 

focused on driving down the costs to “do the work” as much as is practical in all 405 

operational areas.  Where outside contractors are used, the procurement process 406 

emphasizes cost control, along with consistent quality and timely completion.  In 407 

addition, optimization and efficiency programs have been put in place with the explicit 408 

aim of providing reliable service at the lowest cost.  ComEd’s budgeting and work 409 
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management systems tie expenses to projects and activities.  This permits a greater level 410 

of informed monitoring, management, and control of expenses.  These efforts are 411 

described in Schedule C-22 of our Part 285 submission, which I also attach to my 412 

testimony as ComEd Ex. 8.1.   413 

Q. Can ComEd continue to reduce costs at a sufficient rate to offset cost increases and 414 

defer the need for rate relief? 415 

A. No.  The principal drivers of ComEd’s overall cost increases are outside of our control.  416 

Also, the level of investment that ComEd must make in its infrastructure is substantially 417 

greater than its depreciation and that relationship cannot be changed by cost control 418 

measures.  As a result, our net investment and rate base will continue to rise.  Moreover, 419 

we have already fully exploited the cost saving opportunities available with current 420 

technology and productivity.  Our annual revenue shortfall of $396 million is greater than 421 

our total annual distribution O&M expenses and more than 35% of our total annual O&M 422 

expenses.  We cannot realistically cut, through efficiency, more than our total 2009 SEC-423 

reported spend on distribution O&M.  While ComEd will continue its efforts to control 424 

our costs and minimize cost increases, further cuts cannot defer seeking rate relief and are 425 

not an alternative to recovering our costs. 426 

Q. What are some of the operational actions ComEd has already taken to control 427 

costs? 428 

A. Our operational efforts include such diverse initiatives as: 429 

 Re-training and re-deploying employees, focusing on increasing the expertise of 430 

our craft employees on specialized equipment and decreasing reliance on outside 431 
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vendors.  For example, employees were trained on making splices on 432 

underground transmission cables, eliminating the need for contractors.  Specially 433 

constituted “hit teams” were used to complete over 200 circuit breaker overhauls 434 

and the replacement of line tension braces on high voltage lines, and the 435 

installation of over 200 mid-circuit reclosers on distribution lines, creating further 436 

savings. 437 

 Reorganizing our operations structure in a way that allowed us to reduce the 438 

staffed management and supervisory positions in ComEd operations by 439 

approximately 100.  Moreover, because of the way the reorganization was 440 

managed, we also reduced severance costs by reassigning workers to take 441 

advantage of attrition where possible.  Those cost savings are reflected in our 442 

revenue requirement.  Some further reorganization will occur this year (2010), but 443 

that reorganization is driven by customer service and operations benefits, not cost 444 

savings, and it is not expected to reduce costs below the 2009 levels. 445 

 Increasing the use of ComEd labor while significantly reducing the use of 446 

contractors.  This effort was aided by cooperation with Local 15 of the IBEW so 447 

that ComEd labor became better able to meet work requirements that previously 448 

required the use of contractors. 449 

 Aggressively pursuing contractors and material suppliers for cost reductions 450 

through an initiative called “Rapid Resourcing.”  This included not only rebidding 451 

Contractor of Choice programs but also approaching contractors and suppliers 452 

during the terms of their existing contracts seeking lower costs and/or added 453 

value.   454 
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 Continuing our efforts to identify best engineering, operations, and management 455 

practices and putting them into place as rapidly as possible.  These efforts have 456 

been undertaken both by individual departments and areas and as part of 457 

company-wide initiatives.  ComEd established the Operational Strategy and 458 

Business Intelligence (“OSBI”) specifically to help identify and coordinate 459 

efficiency programs and our management has been organized and incented to 460 

identify and take advantage of these opportunities. 461 

Q. Has ComEd also implemented strong process controls to maximize contractor 462 

efficiency and compliance? 463 

A. Yes.  Contractor performance and compliance is measured in numerous ways at ComEd.  464 

These measures are internalized in our management processes, and include: 465 

 Work Management – measures contractor work performance such as schedule 466 

adherence; 467 

 Contract Management – tracks contractor head counts, budget accuracy and 468 

contract deliverables; 469 

 Human Performance – measures contractor transmission and distribution 470 

incidents, as well as significant quality events and the actions to mitigate 471 

future events; 472 

 Industrial Safety – measures contractor safety performance against industry 473 

standards; and  474 

 Supply Chain Management – ensures contract compliance is defined and 475 

enforced. 476 
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Q. How have ComEd’s efforts to control its costs impacted its need for increased rates? 477 

A. Many utilities in Illinois sought rate increases from the Commission last year or in late 478 

2008.  Because of ComEd’s aggressive efforts at cost control, we were able to moderate 479 

and partially offset the pressure on ComEd’s costs and defer the need to seek an increase 480 

in rates.  Moreover, as a result of our cost control efforts, ComEd reduced its operating 481 

costs by approximately $85 million from 2008 levels – directly reducing our requested 482 

revenue requirement by that same amount when we filed this case.  483 

D. Improving Performance and the Importance of Incentive Compensation  484 

Q. You testified earlier that ComEd has made improvements in both reliability and 485 

safety.  How has ComEd achieved those gains? 486 

A. We have taken a three pronged approach.  First, we have implemented engineering 487 

programs and work processes that make us better; I discussed these above.  Second, we 488 

have worked with our union and supervisory employees to raise awareness of safety 489 

concerns and safe operating practices.  Third, we continue to financially incentivize 490 

employees to improve efficiency, reliability, customer service, and safety. 491 

Q. How does ComEd’s incentive compensation program relate to its distribution 492 

operating performance? 493 

A. ComEd continues to use Incentive Compensation (“IC”) plans to deliver customer 494 

benefits and our program focuses exclusively on operational and cost control metrics.  495 

We revised our Annual Incentive Program (“AIP”) to include only those metrics that are 496 

directly related to customer benefits specifically in response to the direction of the 497 

Commission in past rate orders.  I know, as an experienced operations executive, that 498 

these same Key Performance Indicators (“KPIs”) motivate employees to perform better 499 
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and more efficiently for customers.  As a result, the compensation related to ComEd’s 500 

revised AIP should be fully recoverable in rates. 501 

Q. Can you please describe the ComEd incentive compensation costs included in rates? 502 

A. ComEd included in its revenue requirement the costs of its AIP.  The AIP provides 503 

incentives for achieving ComEd’s annual performance goals.  AIP compensation is based 504 

on how well a particular employee, the employee’s functional area, and ComEd, as a 505 

whole, perform against operational, customer satisfaction, safety and cost targets 506 

established for the year.    507 

Q. What are the key performance indicators included in the 2009 AIP? 508 

A. The key operational performance indicators, or metrics, are: (1) a standard measure of 509 

outage frequency (called “SAIFI”), (2) a standard measure of average outage duration 510 

(called “CAIDI”), (3) a standard measure of safety – the rate of OSHA recordable injury 511 

events, (4) a measure of our success at achieving the goals of identified operational 512 

initiatives directed at improving productivity,4 and (5) a “Customer Satisfaction Index” 513 

derived by equally weighting an American Customer Service Index (“ASCI”) Proxy,5 a 514 

                                                 
4 Performance is based on the productivity level achieved, generally calculated as the percentage 

of actual work completed and dollars spent versus 100% of the work planned and budgeted dollars.  At a 
minimum, 90% of each initiative’s planned work must be achieved for any incentive to be paid for this 
metric.  For 2009, the 11 focused initiatives were the Summer Critical Program, Top Priority Circuit 
Program, Underground (URD) Cable Program, Distribution Automation Program, Substation Transformer 
Maintenance Template Program, PCB Phase Down Plan - Retro-fill, PCB Phase Down Plan - Capacitors, 
Vegetation Management for Distribution, Vegetation Management for Transmission, Customer Operations 
Metering Improvements, and Customer Service Technology Improvements. 

5 The metric is based on ComEd's performance on the three equally-weighted customer 
satisfaction metrics: ACSI Proxy, Contact Center Satisfaction, and New Business Satisfaction.  The ACSI 
Proxy is a combined measure of residential, small business and large business customer satisfaction. The 
residential component of the ACSI Proxy is the University of Michigan ACSI.  The small business and 
large business components are based on telephone and web-administered surveys conducted by research 
firms. Contact Center Satisfaction is the percent of customers satisfied with the service received during a 
call to the ComEd Customer Care Centers.  The score is based on the results of telephone-administered 
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measure of Contact Center Customer Satisfaction, and New Business Customer 515 

Satisfaction.  In addition, we measure our ability to achieve those metrics at a reasonable 516 

cost through our total O&M Expense and total Capital Expenditures. 517 

Q. How does motivating ComEd employees and managers to achieve target levels of 518 

SAIFI benefit customers? 519 

A. SAIFI is the accepted baseline measure of the frequency of interruptions on a system or, 520 

conversely, of a system’s ability to serve its customers without interruption.  When our 521 

employees and managers are driven to provide delivery service with a lower SAIFI they 522 

are driven to provide benefits directly to customers.  Those benefits are not only avoiding 523 

the trouble and annoyance of interruptions, but financial as well.  As I previously noted, a 524 

0.1 improvement in SAIFI – exactly the difference between the threshold and target 525 

levels for this performance metric – has been reliably estimated to be worth, in round 526 

numbers, between $50 and $100 million to ComEd customers. 527 

Q. How does motivating ComEd employees and managers to achieve target levels of 528 

CAIDI benefit customers? 529 

A. CAIDI benefits to customers are quite similar to SAIFI benefits, only CAIDI is a measure 530 

of the duration of an average outage to affected customers rather than the system-wide 531 

outage frequency.  While some of the impact of an outage occurs when it happens at all, 532 

longer outages obviously have a greater financial and physical impact on customers than 533 

do shorter ones.  Driving our employees and managers to shorten the duration of outages 534 

when they inevitably do occur clearly benefits customers. 535 

                                                                                                                                                             
surveys of randomly-selected residential and small business customers who recently contacted ComEd.  
New Business Satisfaction is the percent of customers satisfied overall with ComEd’s performance on 
projects completed by New Business.  The score is based on the results of a mail-administered survey.  
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Q. How does motivating ComEd employees and managers to achieve target levels of 536 

safety, as reflected in the rate of OSHA recordable injury events – benefit 537 

customers? 538 

A. In two different ways.  First, ComEd has a responsibility to operate its system safely.  539 

That responsibility is identified in the same breath as our responsibility to provide 540 

efficient and reliable service.  A safe system is a well run system and that is in and of 541 

itself in the public interest.  Second, safety saves customers money.  While we value the 542 

safety of our employees and the public for its own sake, the question has been asked how 543 

safety benefits customers economically.  The answer is simple.  When accidents occur 544 

our costs go up materially and our productivity drops as work must halt in the short term 545 

and, in the long-term, resources are devoted to investigation and remediation rather than 546 

other utility operations.  The bottom line is driving ComEd employees and managers to 547 

improve safety benefits customers directly.  It not only makes them safer, too, but saves 548 

them money. 549 

Q. How does motivating ComEd employees and managers to achieve target levels of 550 

success in implementing ComEd’s focused identified operational initiatives benefit 551 

customers? 552 

A. ComEd’s focused operational initiatives are each directed at providing required delivery 553 

services on schedule as efficiently as possible.  One need only look at any of the project 554 

examples, e.g., timely completion of the 2009 Summer Critical Program or success with 555 

the PCB Phase Down Plan, to understand that the purpose of these focused initiatives is 556 

to bring better, more reliable, and more environmentally sound service to customers.  557 
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Driving our employees and managers to achieve success in those endeavors clearly 558 

benefits customers. 559 

Q. How does motivating ComEd employees and managers to achieve target levels of 560 

customer satisfaction benefit customers? 561 

A. Customers are more satisfied when they receive better service.  The metric directly 562 

measures how successful we, as a company, are at meeting our customers’ expectations.  563 

It seems almost too obvious to say, but when we meet our customers’ expectations, or 564 

exceed them, we are providing a valuable service to those customers.  Driving our 565 

employees and managers to meet or exceed customer expectations clearly benefits 566 

customers. 567 

Q. How does motivating ComEd employees and managers to achieve target levels of 568 

O&M Expense benefit customers? 569 

A. O&M expenses are a direct contributor to our revenue requirement and, thus, to our rates.  570 

When O&M costs are tightly controlled or even reduced our need for greater revenues 571 

falls – and it falls dollar for dollar.  I am aware that some folks have questioned whether 572 

this metric benefits customers, reasoning that cost savings once rates have been 573 

established also benefit shareholders.  Cost savings, however, are not a zero sum game.  574 

Over any period of time, customers receive the full benefit of cost savings.  We are not in 575 

an era when utilities can peg a high rate and then “stay out” for years while reaping the 576 

benefits of subsequent economies.  Moreover, even if cost savings only allow a utility to 577 

“stay out,” customers benefit.  The relevant comparison is to what the utility would have 578 

needed to do without the savings and, if the answer is “seek increased rates,” customers 579 
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are still better off.  But, the most important answer to that question here is that, in this 580 

case and for the specific incentive compensation program we are discussing, customers 581 

demonstrably have benefitted.  As I and other ComEd witnesses confirmed, ComEd was 582 

able to cut about $85 million dollars from its expected O&M costs in the test year.  Those 583 

savings went to customers.  The metrics that incentivized ComEd employees and 584 

managers to not just act reasonably, but to excel, at cost cutting directly benefitted 585 

customers as well. 586 

Q. How do customers benefit from motivating ComEd employees and managers to 587 

achieve target levels of capital expenditures? 588 

A. In a very similar way to why O&M costs control benefits customers.  Of course, with 589 

capital, the effect on customer rates – both with respect to cost increases and cost savings 590 

– is muted because rates only recover a return of and on investment.  But, ultimately, the 591 

net customer benefit is even clearer here.  That is because controlled capital investments 592 

not only helps customers financially, but also makes it easier for the utility to invest in 593 

additional capital improvements, such as system improvement projects, that provide a 594 

service benefit to customers.  Less capital costs mean less beneficial investment.   595 

Q. How did ComEd’s employees and managers perform on these metrics in 2009? 596 

A. ComEd actually achieved reductions in both capital expenditures and O&M expenses 597 

measured by these incentive targets during the 2009 test year.  These reductions have 598 

lowered the rates that ComEd is seeking as compared to what they otherwise would have 599 

been.  Moreover, the level of performance gain was in a number of cases in excess of the 600 

“target” levels, although payouts were capped at target levels due to the financial 601 
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condition of ComEd and the economy.  Payments to employees at target levels are 602 

reflected in the revenue requirement.  603 

Q. Should these incentive compensation costs be recoverable in rates? 604 

A. Yes, for at least two reasons.   605 

First, ComEd’s AIP program benefits customers and contributes directly to our 606 

efforts to improve efficiency, improve reliability and safety, and control our costs.  I have 607 

worked at utility companies for more than 25 years and have supervised workers and 608 

managers in a broad range of operational departments and functions.  I am in charge of 609 

thousands of employees at ComEd, and I am keenly aware of the importance of retaining 610 

the best, most efficient, and safety conscious employees.  ComEd’s incentive 611 

compensation program is a vital component of the overall compensation package 612 

necessary to maintain an adequate work force.  Employees consider the entire 613 

compensation package when determining whether to work for ComEd and incentive 614 

compensation is an important aspect of the overall package, in addition to being an 615 

effective means of rewarding exactly the type of performance that most benefits 616 

customers.  In short, the cost of this AIP program is not only a prudent and reasonable 617 

cost of service, but from the perspective of an operations executive, it is a critical one if 618 

we are to continue to achieve these important objectives.   619 

Second, I am aware of the Commission’s rulings in prior ComEd cases and of the 620 

Illinois Appellate Court having affirmed the Commission’s ruling in ComEd’s 2005 rate 621 

case on the subject of the types of incentive compensation metrics that result in 622 

recoverable costs.  For example, the Commission found that incentive compensation 623 

based on metrics related to ComEd’s performance in meeting operational goals and 624 
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customer service needs such as SAIFI, CAIDI, and O&M and capital expense control 625 

were appropriately reflected in rates.  ComEd’s AIP program uses the types of metrics 626 

allowed by the Commission.   627 

Q. Do the same conclusions apply to the Long-Term Incentive Payments (“LTIP”) 628 

program? 629 

A. Yes, to the extent that the same metrics are used, they have analogous incentives and 630 

customer benefits. 631 

Q. Is there any operational reason why the Commission in this proceeding should 632 

adhere to its prior ComEd decisions concerning incentive compensation metrics? 633 

A. Yes.  ComEd took action in 2007 and 2009 to modify its incentive compensation 634 

program to comply with the Commission’s prior ComEd rate decisions.  It is important, 635 

especially if the Commission wants utilities to respond to these decisions promptly, that 636 

the Commission send consistent directions and recognize when a utility changes its 637 

practices in response.  638 

III. Rate Base 639 

A. Description of Assets in Rate Base 640 

Q. What are the major components of ComEd’s rate base? 641 

A. A major component is Distribution Plant, the types of equipment that provide distribution 642 

service.  Rate base also includes General Plant and Intangible Plant, two types of assets 643 

required to support the provision of delivery services.  Other components, such as those 644 

relating to taxes, are beyond my responsibility as an operating executive.  Ms. Houtsma 645 

and Mr. Fruehe (ComEd Ex. 6.0) discuss these rate base components.   646 
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Q. What types of assets are typically included in each of the three categories you have 647 

described? 648 

A. The precise definitions of these Accounts are matters of accounting, but from an 649 

operational perspective, I can describe them.  In general, Distribution Plant in Service 650 

includes equipment and facilities that deliver electricity, such as poles, transformers, 651 

lines, and switchgear.  Certain types of distribution plant in rate base (e.g., meters) are 652 

also used to provide services that we view as customer services.  General Plant includes 653 

facilities, equipment, and other assets that support the delivery of electricity, such as 654 

office equipment, communications equipment, trucks and other vehicles, and tools.  655 

Intangible Plant is similar to General Plant, except that the assets included are not 656 

tangible like a tool or truck, but are intangible property such as computer software or a 657 

patent or license.   658 

Q. Are any types of assets specifically excluded from the rate base? 659 

A. Yes.  First, ComEd has a number of assets that are functionalized as supporting 660 

transmission, as opposed to distribution, service.  ComEd has excluded from the 661 

proposed rate base all of those assets that have been functionalized as transmission.  662 

ComEd’s rate base also includes no electric generation, or “Production,” assets because 663 

ComEd has no such assets.   664 

Q. Is ComEd’s rate base adjusted in any other way? 665 

A. Yes.  I discuss the pro forma adjustment for investments made after December 31, 2009.  666 

Other witnesses also discuss those investments and discuss the remaining adjustments. 667 

Q. Mr. Donnelly, can you describe, in total, ComEd’s proposed rate base? 668 
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A. Yes.  ComEd’s total proposed jurisdictional rate base is $7,717 million, which includes 669 

the following categories of assets: 1) Distribution Plant in Service, 2) General Plant, 3) 670 

Intangible Plant, as well as various other specific additions and subtractions, such as 671 

Accumulated Reserve for Depreciation and Amortization, discussed by other witnesses.  672 

ComEd’s rate base includes all of its Distribution Plant and the portion of ComEd’s total 673 

General Plant and Intangible Plant that is used to meet ComEd’s obligation to provide 674 

distribution services to Illinois retail customers.  We refer to this as the quantity of 675 

General Plant and Intangible Plant that is “functionalized” to the distribution function, as 676 

opposed to the FERC-regulated transmission function. 677 

Q. To what extent has the Commission already considered ComEd’s investment in 678 

plant used to support distribution service?   679 

A. Most of ComEd’s total plant investment was already reflected in rates set during 680 

ComEd’s 2007 Rate Case.  Indeed, much of our plant was put into service years ago and 681 

has been included in rate base throughout several rate cases.  For example, in each of 682 

ComEd’s recent general and delivery services rate cases, ComEd’s Plant was evaluated to 683 

determine the appropriate addition to rate base.6  In addition, the original cost of 684 

ComEd’s Gross Distribution Plant as of December 31, 2004, was reviewed in 685 

Commission Docket No. 08-0312, and was established to be $11,349 million.  To the 686 

extent not retired, those assets remain in rate base at their original cost less accumulated 687 

depreciation, as approved by the Commission in those proceedings. 688 

In addition, several types of assets are subject to pre-construction review by the 689 

Commission.  For example, prior to construction of new high voltage lines operating at 690 

                                                 
6 See ICC Docket Nos. 07-0566, 05-0597, 01-0423, 99-0117, and 94-0065. 
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138kV and above, many of which are functionalized as distribution, and certain other 691 

major distribution facilities, the Commission reviews and approves the specific project by 692 

issuing a Certificate of Public Convenience and Necessity (“CPCN”).  The process of 693 

obtaining those CPCNs requires ComEd to demonstrate to the Commission that the 694 

facilities are necessary to provide adequate and reliable service and are the most cost-695 

effective means of meeting those service needs.   696 

B. Overall Change in Plant 697 

Q. How much will ComEd have invested in its distribution assets between June 30, 698 

2008 (the end of the pro forma period in the 2007 Rate Case) and June 30, 2011?   699 

A. ComEd will have invested approximately $2.1 billion in additional distribution plant 700 

during that period.  ComEd’s gross plant included in rate base has grown by $1,749 701 

million since that approved by the Final Order in the 2007 Rate Case (this number is 702 

lower due mainly to the effect of retirements).   703 

Q. How much will ComEd’s distribution rate base grow as a result? 704 

A. ComEd’s rate base will increase by $1,023.2 million.     705 

C. Distribution Plant 706 

1. Distribution Plant Overview 707 

Q. What kinds of assets are included in ComEd’s Distribution Plant? 708 

A. As I briefly mentioned earlier, the assets that make up Distribution Plant are used to 709 

move electric power and energy to customer locations from the transmission facilities to 710 

which they connect.  Many diverse elements make up ComEd’s Distribution Plant, 711 

including distribution substation equipment, overhead and underground conductors, 712 
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poles, manholes, land, distribution transformers, services, and lights.  As Mr. McMahan 713 

explains, the assets reflected in our requested rate base are properly functionalized as 714 

distribution in accordance with the FERC “seven-factor” test.   715 

Q. Is ComEd’s Distribution Plant, specifically the assets recorded in Accounts 360-373, 716 

used and useful in the provision of electric service to ComEd’s retail customers? 717 

A. Yes.  ComEd’s Distribution Plant is being used to provide electric utility service to our 718 

retail customers, and is used and useful in satisfying ComEd’s obligation to offer and 719 

provide such service.  Additional detail regarding specific large capital investments is 720 

provided in the direct testimony of Mr. McMahan (ComEd Ex. 9.0).  All of that plant is 721 

necessary to provide adequate, efficient, and reliable service to customers. 722 

Q. Does ComEd propose that all Distribution Plant reflected in its accounts be included 723 

in ComEd’s rate base? 724 

A. No.  A small portion of those assets are used to provide wholesale service regulated by 725 

FERC.  ComEd corrects for that by providing a credit to the revenue requirement in the 726 

amount of $4.3 million for revenues from resale municipalities arising from the use of 727 

these assets.  See ComEd Ex. 6.1, Schedule C-1. 728 

2. Distribution Plant Additions Since the 2007 Rate Case 729 

Q. Can you provide descriptive examples of the additions made to Distribution Plant 730 

since the Commission reviewed it in the 2007 Rate Case? 731 

A. ComEd has been required to add to virtually every category of Distribution Plant since 732 

the Commission last reviewed its plant in connection with the 2007 Rate Case.  The 733 
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scope of those additions can be illustrated by the additions in common operations asset 734 

types between January 1, 2007 and December 31, 2009, which are: 735 

 21 new substations (DCs, TDCs and TSSs) have been placed in service; 736 

 89 substation transformers have been added, upgraded, or replaced; 737 

 32,300 new wood poles were issued from stock; 738 

 930 new miles of overhead conductor (this does not include all emergent 739 
wire replacement) were installed; 740 

 1,936  new miles of underground cable (this does not include all emergent 741 
cable replacement) were installed; and   742 

 36,200 primary distribution transformers were issued from stock. 743 

While some of these investments were included in the pro forma addition to rate 744 

base approved in the 2007 Rate Case, similar investments occurring after December 31, 745 

2009, will be added to rate base in this case.  The change from 2006 until 2009, therefore, 746 

illustrates that ComEd continues to invest in the same types of infrastructure 747 

improvements that the ICC approved in the 2007 Rate Case. 748 

Q. What have been the principal reasons behind ComEd’s recent plant additions? 749 

A. Just as I testified in the 2007 Rate Case, the installation of new distribution facilities is 750 

generally driven by the need to add capacity or the need to maintain or improve the 751 

reliability of ComEd’s distribution system.  The installation of replacement facilities is 752 

generally driven by the need to execute preventive or corrective maintenance.  Specific 753 

reasons that ComEd has made additional investments in its distribution system include, 754 

to: 755 

 Serve Customer Load.  Although the need for additional facilities to provide 756 

new service or expanded service to existing customers has declined with the 757 
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downturn in the economy, ComEd must still meet its obligation to serve new and 758 

growing customers.  This has resulted in the addition of new facilities not yet 759 

included in ComEd’s rates.  ComEd continued to install new services for 760 

customers at an average rate of approximately 1,675 per month in 2009.   761 

 Provide Required Additional Capacity.  ComEd must invest in new facilities to 762 

relieve equipment that is or will become overloaded or that is not the optimum 763 

means of serving customers.  We add or expand feeders, deploy new or larger 764 

transformers, and upgrade the capacity and voltage of distribution based on load 765 

and load density levels.  Examples of major projects adding capacity include the 766 

Dixon substation discussed by Mr. McMahan (ComEd Ex. 9.0).   767 

 Meet Governmental Requirements.  ComEd must install, remove, and rearrange 768 

facilities in order to accommodate public improvement projects. 769 

 Promote Reliability.  ComEd installs additional facilities to establish or maintain 770 

acceptable service reliability, including upgrading, repairing, or replacing 771 

obsolete or unreliable facilities.  ComEd replaces equipment that has deteriorated, 772 

or has declined in performance to a point that it no longer performs reliably, or 773 

results in maintenance trending toward unacceptable levels.   774 

 Implement Innovative Technologies.  ComEd is committed to implementing 775 

new distribution technologies where it can provide cost-effective benefits to 776 

customers or make the operation of our system more efficient and reliable.   777 

 Promote Safety and Security.  ComEd has a variety of programs to decrease the 778 

risks to our equipment and improve our ability to detect, respond to, and 779 

withstand threats.  Our efforts have included both equipment investments, such as 780 
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with transparent switchgear covers, the use of non-flammable joint filling 781 

compound, the installation of micromesh fences at high priority sites, and 782 

modifying training and procedures where appropriate.  In addition, although it did 783 

not involve a capital addition, we have completed programs that reengage craft 784 

workers in safety, including rewriting our safety rulebook, restructuring our safety 785 

council process, and re-emphasizing human performance tools. 786 

Obviously, substantial overlap can be found in these reasons, and many investments serve 787 

several of these purposes. 788 

Q. What does ComEd do to ensure that new capital investments are prudently made at 789 

a reasonable cost? 790 

A. Before any capital investment is made ComEd employs a standard management process 791 

that includes: 792 

 Careful identification of whether the project is necessary;  793 

 Critical evaluation of possible alternatives; 794 

 Selection of a reasonable option based on technical and economic analyses; and 795 

 Arranging for and managing the design and construction work in accordance with 796 

ComEd and accepted industry standards. 797 

On larger projects, ComEd also employs “challenges,” often at multiple stages in the 798 

projects, to ensure that only necessary expenditures are made, and that those facilities are 799 

constructed efficiently and cost-effectively. 800 

Q. How does ComEd make the determination when such investments are required? 801 
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A. ComEd makes that determination based on the operational capabilities and limitations of 802 

the existing facilities, the cost of the investment, and, where applicable, the benefits of 803 

the new investment over the systems or facilities being replaced.  ComEd relies on 804 

established planning processes to evaluate whether its distribution infrastructure can 805 

sustain the load it serves, or whether it needs to be augmented or redesigned.   806 

Determinations about whether and what new distribution facilities are needed are 807 

made in accordance with written planning criteria, which evolve over time and which 808 

ComEd has shared with the Commission Staff, by trained and qualified engineers, 809 

managers, and staff at ComEd, and, if necessary, by consulting experts.  These planning 810 

criteria take into account both the traditional contingency planning standards and the 811 

ability of the system to withstand and recover from large scale outages or natural or man-812 

made disasters.  In other words, the system must be both strong and flexible. 813 

ComEd uses these planning criteria to help determine where and when to 814 

undertake distribution projects by identifying the need for Plant additions and assessing 815 

the need to replace or upgrade equipment that is already in service.  These plans include 816 

forecasting the load, voltage, and other important operating characteristics of distribution 817 

facilities, as well as assessing the appropriate means of operating and expanding the 818 

system.  To these ends, ComEd planners consider past load growth rates, new 819 

development plans, planned customer expansion, and weather adjustments.  They also 820 

analyze the system under normal operating conditions, projected peak conditions, and 821 

under a variety of planning contingencies to predict possible overload situations that 822 

could lead to equipment failures and potential power outages. 823 
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Moreover, when reliability of equipment begins to deteriorate or maintenance 824 

costs become too high, equipment is evaluated by a process that considers safety issues, 825 

reliability, the effect on customers, environmental impact, life-cycle cost, spare parts 826 

availability, reparability, and other relevant measures of operating performance. 827 

Q. Why do planning criteria evolve over time? 828 

A. ComEd will revise its planning criteria in response to changes in state, federal, and 829 

industry regulations and standards.  ComEd also actively works to keep its criteria 830 

consistent with the latest learning and best practices applicable.  Moreover, even when 831 

the criteria themselves do not change, ComEd takes into account changed circumstances 832 

affecting its system, such as changes in the condition or capability of equipment and 833 

changes in load and load forecasts.  For example, for capacity projects, load forecasts are 834 

prepared annually using the most recent peak loads adjusted for design weather 835 

conditions plus both known planned load additions and a factor for unknown but 836 

expected load additions based on trended historical load growth.  If forecast loads exceed 837 

equipment limits, the first option is to transfer or cascade load to elements that have 838 

adequate capacity.  When that is not possible, facilities are installed to handle the 839 

forecasted loads.   840 

Q. How does ComEd select the investments that should be made to meet those needs 841 

from among the available alternatives? 842 

A. Following determination of need, ComEd generally reviews possible alternatives and 843 

selects the one that fills its technical needs at a reasonable cost.  To evaluate and select 844 
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from among available options, ComEd uses rigorous technical and economic analyses, 845 

which are consistent with ComEd and industry standards. 846 

Q. In determining whether an investment or expenditure is needed or a business 847 

process needs to be modified, what sort of approach does ComEd take? 848 

A. ComEd uses a self-critical approach with respect to all types of capital investments, not 849 

just Distribution Plant.  By that, I mean that we consciously strive to identify possible 850 

weaknesses in the case for an investment.  We encourage our employees to be tougher 851 

critics of our own work than might be otherwise expected as a means to ferret out and 852 

address problems promptly and appropriately.  This approach helps ComEd avoid 853 

complacency, and promotes efficiency, continuous improvement, and a work atmosphere 854 

that expects excellence.  Our culture of constructive self-criticism is one way in which 855 

ComEd prudently manages its business.  This culture is reflected in the challenge process 856 

that I mentioned earlier. 857 

Q. How do challenge processes aid in assuring that investments are prudent and made 858 

at a reasonable cost? 859 

A. Challenge processes help ensure technical justification and economic optimization.  860 

These procedures, which are consistent with ComEd and industry standards, require that 861 

projects conform to good utility practice and ComEd standards developed based on best 862 

practices.  While all investments are managed to keep costs down, major investments are 863 

subject to a vigorous and formal “challenge” process that ensures fully informed 864 

decision-making, particularly with respect to refining scope and eliminating unnecessary 865 

costs.  Capital projects generally do not proceed until all challenges have been addressed.  866 
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For instance, a proposed Distribution Plant capital project typically will be subjected to 867 

one or more challenges at each of three levels – conceptual, engineering, and 868 

construction.  During the challenge process, project sponsors generally have to identify 869 

the proposed project’s scope, present a business case for the project (including an 870 

analysis of alternatives considered), define lead times required, estimate costs and cash 871 

flows, and project an in-service date.  Based upon the amount of investment being 872 

considered, various management approvals are also required.   873 

Q. What are those approvals?  874 

A. ComEd capital management policy and process instructions provide for securing of 875 

approvals, valuation, reporting, control and record keeping.  In addition, ComEd has 876 

control processes requiring final authorization and challenge prior to project funding and 877 

ongoing monitoring of budget and performance metrics for all approved projects.  The 878 

policy requires that for most major expenditures, approval of a ComEd Vice President is 879 

required.  Projects that cost more than $500,000 must also be reviewed by a formal 880 

Project Review Committee (“PRC”) and approved by its Chair.  Projects in excess of $5 881 

million must be formally reviewed by ComEd’s Project Approval Review Committee 882 

(“PARC”), which includes finance and operations executives, and be approved by its 883 

Chair, currently ComEd’s President and Chief Operating Officer.  Projects between $15 884 

million and $25 million require approval of ComEd’s Chief Executive Officer or 885 

President.  ComEd’s Board of Directors must approve expenditures over $25 million.   886 

Q. Has ComEd also adopted any new means of identifying and prioritizing delivery 887 

system investments? 888 
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A. Yes.  Since the 2007 Rate Case, we have implemented a Material Condition 889 

Improvement Plan (“MCIP”) process.  The MCIP process begins by rigorously surveying 890 

the system and assessing the material condition of individual delivery system assets based 891 

on a standard repeatable process called “health indexing.”  Health indexing quantifies 892 

equipment condition based upon numerous condition criteria that are related to the long-893 

term degradation factors that cumulatively lead to an asset’s end-of-life.  It provides a 894 

qualitative indication of the condition of an asset that is more objective and meaningful 895 

than simply relying on age.    896 

The benefits of this approach are not limited to identifying particular, individual 897 

circumstances that require attention.  This condition assessment (probability of failure) is 898 

then combined with an assessment of the impact 899 

of the potential failure or deterioration of the 900 

particular class of equipment to prioritize assets 901 

for attention based upon an objective risk 902 

assessment (probability and consequences).  The 903 

combination of health assessment and risk modeling allows investment and work to be 904 

targeted where they will provide the most benefit to customers, as is illustrated on the 905 

graphic to the right.  ComEd also gains a more holistic and repeatable approach to 906 

understanding and improving the delivery system’s material condition, providing ComEd 907 

with an important tool for both short and long term planning of the delivery system’s 908 

health. 909 

Thus, MCIP: (1) better enables ComEd to develop a short- and long-term strategy 910 

to maintain reliability and reduce the probability and consequences of catastrophic 911 
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events, (2) provides a more effective, repeatable model to assess the current and future 912 

condition of the delivery system and components, and (3) institutes a better process to 913 

understand, predict, and manage cash flow requirements.  In short, it will allow us to 914 

even more consistently get the most reliability “bang for the buck.”   915 

Q. Is MCIP fully implemented?  916 

A. Yes.  ComEd has fully implemented its MCIP effort, which it began in 2007. 917 

Q. How does ComEd proceed once it has determined that a specific investment in new 918 

or expanded distribution facilities is required and a reasonable course? 919 

A. ComEd generally employs extensive project management and administrative practices on 920 

capital projects to ensure efficient and environmentally sound implementation.  Such 921 

management and practices are in accordance with ComEd and industry norms.  In 922 

particular, ComEd has developed and follows specific standards and processes for 923 

managing projects, which vary depending on the size of the project and other factors.  924 

These standards and processes include the ongoing management of project scope, 925 

schedule, and budget.  They include regular cost and progress reporting to senior 926 

management, contractor management, and reviews of project accomplishment 927 

milestones.  In addition, senior managers are actively involved in ensuring rigorous 928 

analysis of schedule and cost, among other things.  This level of senior management 929 

oversight is consistent with industry norms to ensure control of costs and efficient use of 930 

resources.   931 

Q. How is installation of new or expanded distribution facilities accomplished? 932 
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A. The installation of new or expanded distribution facilities is accomplished by ComEd or 933 

contracted labor and is performed using construction methods and equipment that are 934 

standardized within ComEd and, where practical and desirable, conform to best practices 935 

throughout the industry.   936 

Q. Does ComEd have business processes in place to ensure that its supply costs are 937 

reasonable?   938 

A. Yes.  Equipment and materials used in the installation of new or expanded distribution 939 

facilities are obtained using procedures developed by the EBSC Supply Department, 940 

including competitive bidding, performance contracts, and supplier alliances.  The EBSC 941 

supply chain management process employs a proven sourcing process that leverages its 942 

purchasing volume (it purchases for all Exelon Corporation affiliates, including PECO) 943 

and, where appropriate, uses competitive bidding to ensure that quality and cost 944 

efficiencies are realized.  Suppliers are awarded contracts based on several factors, 945 

including cost, quality, adherence to technical specifications, and acceptable delivery 946 

schedules.  In addition, process controls are in place to ensure that invoices and 947 

disbursements through accounts payable are consistent with contract pricing. 948 

Q. Do any other witnesses also discuss these processes in the context of specific 949 

projects? 950 

A. Yes.  ComEd witnesses McMahan (ComEd Ex. 9.0) and Marquez (ComEd Ex. 10.0) 951 

each discuss the application of ComEd’s planning and review processes to the specific 952 

projects that they support. 953 
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D. General Plant 954 

Q. What is General Plant? 955 

A. General Plant assets are used by ComEd to provide delivery services to its retail 956 

customers.  There are several types of General Plant assets.  They include office buildings 957 

and the land on which such buildings are situated, office furniture and equipment, 958 

transportation equipment, laboratory equipment, and communications systems including 959 

components of SCADA systems.  In addition, General Plant includes the tools and 960 

equipment used by ComEd’s employees in conducting ComEd’s business.   961 

Q. How is General Plant used in providing service to ComEd’s retail customers? 962 

A. General Plant is necessary to support ComEd’s distribution function.  For example, 963 

communications equipment allows ComEd equipment and workers to communicate 964 

information concerning the delivery system and their tasks.  Vehicles move workers 965 

about the system and move equipment when needed.  Buildings classified as General 966 

Plant house personnel supporting our delivery function. 967 

Q. What witnesses discuss ComEd’s General Plant in rate base? 968 

A. I address the General Plant associated with distribution operations.  General Plant 969 

associated with services ComEd acquires from EBSC is addressed by Mr. Trpik (ComEd 970 

Ex. 4.0).  The General Plant used to support customer functions is discussed by Mr. 971 

Marquez (ComEd Ex. 10.0).  The specific assignment of General Plant to the rate base is 972 

discussed in the panel direct testimony of Ms. Houtsma and Mr. Fruehe (ComEd Ex. 6.0). 973 

Q. What is ComEd’s process for determining the need for General Plant additions to 974 

support the provision of delivery services since the 2007 Rate Case? 975 
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A. ComEd periodically reviews its General Plant investment requirements based on service 976 

needs, workloads, productivity and technology improvements, and good utility practice, 977 

for new or improved ways to provide reliable electric service, including prompt and 978 

informative customer service, at a reasonable cost.  This evaluation looks at all types of 979 

such assets, including durable goods, real estate, and intangibles.  For example, offices 980 

may be closed or consolidated, or new offices opened.  Similar evaluations take place 981 

with respect to personal property.  For instance, transportation equipment, including 982 

trucks and passenger vehicles, is replaced and upgraded on appropriate cycles.  Computer 983 

and other office furniture requirements are also reviewed by department management and 984 

replaced or added based on workload and serviceability.   985 

Q. Once ComEd has determined that a General Plant need exists, how does it proceed? 986 

A. ComEd proceeds generally in a fashion similar to its approach for Distribution Plant 987 

needs described above.  For instance, possible alternatives are assessed on technical and 988 

economic grounds so that ComEd can identify a reasonable means to meet the need.  In 989 

addition, the assessment is subject to diligent approval procedures, including multiple 990 

challenge stages.  ComEd again employs active project management and administrative 991 

practices – including a variety of cost and budgetary controls – to ensure proper, efficient 992 

implementation.   993 

Q. In what areas has ComEd made the greatest additions to its General Plant since the 994 

2007 Rate Case? 995 
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A. In 2009, ComEd invested $28.8 million for fleet vehicles devoted to work on the 996 

distribution system.  In addition, ComEd’s investment in the Mobile Dispatch project, 997 

discussed in detail by Mr. McMahan, includes a significant investment in General Plant.   998 

E. Intangible Plant 999 

Q. What is Intangible Plant? 1000 

A. Intangible Plant includes assets that do not have a “physical” manifestation, such as 1001 

licenses, software, and other intellectual property.   1002 

Q. How is Intangible Plant used in providing service to ComEd’s retail customers? 1003 

A. Intangible Plant assets support ComEd’s delivery service functions.  For example, the 1004 

largest category of Intangible Plant includes costs of capitalized software for computer 1005 

systems that support delivery business functions such as ComEd’s retail billing systems 1006 

and the assets related to its Call Center.  Indeed, in ComEd’s case, virtually all of its 1007 

Intangible Plant consists of major information systems used for electric system operation, 1008 

restoration, work management, and retail customer service and billing.   1009 

Q. What witnesses discuss ComEd’s Intangible Plant included in rate base? 1010 

A. I address the Intangible Plant associated with distribution operations.  The Intangible 1011 

Plant used to support customer functions is discussed by Mr. Marquez (ComEd Ex. 10.0).  1012 

The specific assignment of Intangible Plant to the rate base is discussed in the panel 1013 

direct testimony of Ms. Houtsma and Mr. Fruehe (ComEd Ex. 6.0). 1014 

Q. How does ComEd determine the need for Intangible Plant additions? 1015 

A. As with General Plant, ComEd periodically reviews its Intangible Plant investment 1016 

requirements based on service needs, workloads, productivity and technology 1017 
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improvements, and industry best practices, for new or improved ways to provide reliable 1018 

electric service, including prompt and informative customer service, at a reasonable cost.  1019 

Since most Intangible Plant consists of information systems, this evaluation is 1020 

concentrated in the Information Technology (“IT”) area.  IT requirements are reviewed 1021 

both by ComEd operating department management and by the IT area, and are replaced 1022 

or supplemented based on required functionality, reliability, compatibility, and 1023 

serviceability. 1024 

Q. Once ComEd has determined that an Intangible Plant need exists, how does it 1025 

proceed? 1026 

A. ComEd proceeds generally in a fashion similar to its approach for Distribution and 1027 

General Plant needs.  Possible alternative Intangible Plant investments are assessed on 1028 

technical and economic grounds.  In addition, the investment is subject to approval 1029 

procedures, including multiple challenge stages for major investments.  ComEd again 1030 

employs active project management and administrative practices – including a variety of 1031 

cost and budgetary controls – to ensure proper, efficient implementation.   1032 

Q. In what areas has ComEd made the greatest additions to its Intangible Plant since 1033 

the 2007 Rate Case? 1034 

A. Our largest Intangible Plant investments have been for components of Phase III of 1035 

Mobile Dispatch (e.g., software), information technology related to the AMI Pilot, 1036 

information technology related to the implementation of Purchase of Receivables 1037 

functions (these three all appear on Schedule F-4), and information technology related to 1038 

our Work Planning and Tracking systems.   1039 
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F. Pro Forma Adjustments to Plant Balances  1040 
For Assets Placed in Service By June 30, 2011 1041 

Q. Is ComEd proposing a pro forma rate base adjustment to reflect plant additions 1042 

occurring after December 31, 2009 but no later than June 30, 2011? 1043 

A. Yes.  ComEd is proposing an adjustment in the aggregate amount of $1,038.3 million.  1044 

This adjustment represents Distribution, General Plant, and Intangible Plant additions that 1045 

ComEd made since the end of the test year (2009) and (a) is already in service as of the 1046 

date of this testimony, or (b) we know with reasonable certainty we will be placed in 1047 

service by the end of June, 2011.  This addition is net of retirements that reflect assets 1048 

that are no longer in use serving retail customers as of the end of the pro forma period.  It 1049 

also includes all costs of such assets, including any trailing costs (e.g., costs of post-1050 

construction clean-up).  These plant additions are described in Schedule B-1 attached to 1051 

the direct testimony of Ms. Houtsma and Mr. Fruehe (ComEd Ex. 6.0) and ComEd 1052 

Exhibit 8.2, attached hereto.   1053 

Q. Can you itemize for the Commission the particular projects and investment 1054 

activities accounting for pro forma distribution plant additions? 1055 

A. Yes. ComEd Ex. 8.2 identifies all of ComEd’s pro forma plant additions in detail.  The 1056 

first page is a summary of the $1,038 million in pro forma rate base additions broken 1057 

down into 14 categories, including the five major investment categories ComEd uses to 1058 

manage its operational activities: New Business; Corrective Maintenance; Capacity 1059 

Expansion; System Performance; and Facility Relocation.  The remaining pages are a 1060 

detailed list of all of the projects in each of the 14 categories, identified by an “ITN” or 1061 

investment tracking number.  The categories are color-coded, as are the underlying 1062 
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documents that are and will be available in ComEd’s data rooms to ensure a “user 1063 

friendly” environment.  Also included in Exhibit 8.2 are the actual or projected in-service 1064 

dates of each investment.   1065 

Based upon our review of the testimony in the most recent Ameren Illinois 1066 

Utilities rate case, we learned that the Commission Staff relied upon a spreadsheet 1067 

produced by Ameren regarding its pro forma plant additions that contained the same type 1068 

of information as Exhibit 8.2.  We are going beyond that showing, however.  Our data 1069 

rooms contain documents and databases that will allow an interested party to trace 1070 

virtually every dollar of our pro forma plant additions from the highest category of costs 1071 

down to the lowest level of documentation – work orders, purchase orders, timesheets, 1072 

etc.  All of this information should be available within approximately two weeks of our 1073 

filing. 1074 

Q. What are the types of plant investments included in ComEd’s proposed pro forma 1075 

adjustment? 1076 

A. The proposed pro forma adjustment reflects investments in a variety of areas, such as 1077 

new commercial and residential business (e.g., underground service), corrective 1078 

maintenance (e.g., pole and cable replacement), system performance (e.g., improvements 1079 

to circuits with the highest outage statistics), and other specific projects to expand system 1080 

capacity (e.g., installation of certain transformers, buses, and feeders).  For example, 1081 

ComEd is installing a new 138/34kV transformer at Stillman Valley TSS 176 and 1082 

extending the electrical bus to accommodate it.  This project was completed on May 6, 1083 

2010, and is now serving customers.  ComEd is also relocating and reconstructing 1084 

electric facilities on Lower Wacker Drive due to a City of Chicago public works 1085 



Docket No. 10-____ 
ComEd Ex. 8.0 

Page 52 of 65 

rebuilding project, and is engaged in a system performance project in Evanston to 1086 

proactively replace a transformer that has begun “gassing” before it fully fails.  This work 1087 

was completed in April, 2010. 1088 

Q. Are the plant additions identified in Exhibit 8.2 reasonably expected to be in service, 1089 

and used and useful, by June 30, 2011? 1090 

A. Yes.  The plant additions identified in ComEd Ex. 8.2 reflect assets that already are in 1091 

service, or that are reasonably expected to be in service by that date.  The projects not yet 1092 

in service were subject to and passed ComEd’s own operational and financial review 1093 

process.   1094 

Q. Why do you have confidence that the proposed pro forma additions will be 1095 

completed and placed in service?   1096 

A. As with the detailed demonstration that ComEd made in the 2007 Rate Case, the current 1097 

status of the projects, the nature of the work, and the required completion dates all 1098 

support this conclusion.  These pro forma additions are not based on budgets or on simple 1099 

projections; they are actual projects and investment activities that meet the same 1100 

standards that were accepted in the ComEd’s 2007 Rate Case.   1101 

Q. Please describe the types of evidence that substantiate that the costs of these pro 1102 

forma plant additions are known and measurable? 1103 

A. As with ComEd’s last rate case, the projects that are included in the pro forma plant 1104 

additions are necessary for service and ComEd is actively pursuing their completion.  1105 

That conclusion is substantiated not only by the need for timely completion of the 1106 

projects, but also by the consistent operational evidence showing that the projects will be 1107 
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completed.  Indeed, many have already been placed in service since the end of 2009.  1108 

Jurisdictional plant additions from January 2010 through May, 31, 2010 alone total 1109 

approximately $235 million.  Many more of the remainder are under contract and/or 1110 

already in the process of being constructed and prepared for service.7 1111 

In addition, independent engineering experts with decades of utility industry 1112 

construction and engineering experience have conducted a thorough analysis of the pro 1113 

forma plant additions.  That analysis included interviews of ComEd employees who are 1114 

responsible for the planning, management and implementation of the pro forma plant 1115 

additions; review of the procedures and practices for making such investments and the 1116 

documentation associated with pro forma projects in various stages of implementation, 1117 

including those that are completed, in-flight and planned for in-service later in the pro 1118 

forma period.  1119 

Q. Have the investments included in this pro forma adjustment been subject to the 1120 

same planning and cost management processes as the investment in service as of 1121 

December 31, 2009? 1122 

A. Yes.  Like assets placed into service before January 1, 2010, these investments are being 1123 

made to serve our customers and have passed through our planning and challenge 1124 

processes.  They, too, are subject to ComEd’s cost and management controls.  Key 1125 

documents that relate to the review of major projects are also identified on Schedule F-4. 1126 

                                                 
7 Documentation supporting the planning, design, review, execution, and costs of the projects 

included in the proposed pro forma adjustment are being made available in a readily accessible form, 
without the necessity of a data request, in data rooms located at its Oakbrook offices and in Springfield.  
ComEd continues to add to that evidence as pro forma projects not yet in service move closer to that date.  
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Q. Based on all of this evidence, have you reached a conclusion as to whether the plant 1127 

included in the proposed pro forma plant additions will be in service and used and 1128 

useful in providing adequate, efficient, and reliable service and is proposed to be 1129 

included in rate base at a reasonable cost? 1130 

A. Yes, I have.  Based on the data I have identified, on the testimony of Messrs. McMahan 1131 

(ComEd Ex. 9.0), and Marquez (ComEd Ex. 10.0), on my knowledge of ComEd’s 1132 

practices and procedures, and on my own professional experience and expertise, I 1133 

conclude that each pro forma plant addition is necessary and would be found justified by 1134 

a reasonable planner or utility engineer.  They are or will be when installed, used and 1135 

useful for the provision of service to customers.  I further conclude that they are being 1136 

placed into service prudently and at costs that are reasonable and consistent with the costs 1137 

of well managed projects. 1138 

G. Materials and Supplies 1139 

Q. Does ComEd maintain an inventory of Distribution Plant materials and supplies, 1140 

including required spares? 1141 

A. Yes.  ComEd maintains an inventory of distribution equipment to support its capital 1142 

projects and to replace necessary equipment, including an emergency reserve.  ComEd’s 1143 

inventory of Materials and Supplies in rate base is $26.6 million. 1144 

Q. Are these Materials and Supplies are used and useful, and were the costs thereof 1145 

prudently incurred and reasonable in amount? 1146 

A. Yes.  The Materials and Supplies included in ComEd’s rate base are both used and useful 1147 

in meeting ComEd’s obligation to offer and provide electric services and were prudently 1148 
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acquired at a reasonable cost.  ComEd purchases materials and supplies based on a 1149 

combination of historical usage (for seasonality identification) and current demand (to 1150 

establish current needs).  Stocking levels are set, reviewed, and adjusted on a regular 1151 

schedule.  Inventories managed under this process have consistently met our operational 1152 

needs without requiring us to carry excessive levels of inventory.  In addition, a quarterly 1153 

review is used to identify and document slow moving, surplus, or obsolete items.  We 1154 

then determine the most appropriate method for their disposition.  Purchases of materials 1155 

comply with the acquisition processes described earlier to ensure efficient purchasing.  1156 

These processes effectively secure materials and supplies in reasonable quantities to meet 1157 

our needs.  1158 

H. ComEd’s Rate Base Assets Are Used and 1159 
Useful and Were or Will Be Placed into 1160 
Service at a Reasonable and Prudent Cost 1161 

Q. Mr. Donnelly, have you reached an overall conclusion as to whether the assets 1162 

included in ComEd’s proposed rate base (including Distribution Plant, General 1163 

Plant, and Intangible Plant) are – or, with respect to assets that will be placed in 1164 

service prior to June 30, 2011, will be – used and useful? 1165 

A. Yes, I have.  Those assets currently in service that are included in ComEd’s proposed rate 1166 

base are now being used by ComEd for the provision of electric services to its customers.  1167 

The assets included by reason of the pro forma adjustment are reasonably expected to be 1168 

used by ComEd in the provision of electric services to its customers by June 30, 2011, as 1169 

described above.  They are, from an operational perspective, appropriate assets to serve 1170 

our customers and are useful in doing so.   1171 
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Q. Mr. Donnelly, have you reached a conclusion as to whether the assets added to 1172 

ComEd’s proposed rate base since July 1, 2008 – the cutoff for inclusion in the rate 1173 

base in the 2007 Rate Case – were acquired and placed into service at a reasonable 1174 

and prudent cost? 1175 

A. Yes, I have.  The assets added to ComEd’s proposed rate base since the rate base 1176 

approved by the Commission in the 2007 Rate Case were acquired by ComEd and placed 1177 

into service prudently and at reasonable cost.  The assets included in ComEd’s pro forma 1178 

adjustments are being acquired prudently and at a reasonable cost.  ComEd’s investments 1179 

have been subject to rigorous operational and financial review, are designed and 1180 

implemented in accordance with good utility practice, and are constructed when needed.  1181 

The costs of the investments are within the reasonable range.  I conclude that, in making 1182 

all of these investments, ComEd acted reasonably given the information available to 1183 

ComEd management and used standards, procedures, and controls that were appropriate 1184 

and reasonable.   1185 

Q. On what do you base those opinions? 1186 

A. I base my opinions on my personal knowledge of the condition, management, and 1187 

operation of the distribution system, as well as operating and management data and 1188 

reports provided to me in the course of performing my executive functions.  I have also 1189 

relied on reports completed prior to the approval of many of those investments and other 1190 

data provided to me in connection with the development of my testimony that are of a 1191 

type that I would rely on in performing my duties as a senior operational executive of a 1192 

major utility.  I have also reviewed and relied on certain direct testimony of other ComEd 1193 

witnesses including Mr. McMahan (ComEd Ex. 9.0), Mr. Marquez (ComEd Ex. 10.0), 1194 



Docket No. 10-____ 
ComEd Ex. 8.0 

Page 57 of 65 

and the panel testimony of Ms. Houtsma and Mr. Fruehe (ComEd Ex. 6.0).  In addition, 1195 

ComEd’s major investments and blanket investment projects undertaken since the last 1196 

rate case have been reviewed by independent engineering consultants with experience in 1197 

system design and operation, electric utility decision-making, and project execution at 1198 

utilities across the country.  I have reviewed their reports and analyses.  I also base my 1199 

opinion on my knowledge of the rigorous review, challenge, and the approval processes 1200 

that major capital investment projects and blanket programs must go through before they 1201 

can proceed.   1202 

IV. Operating Expenses 1203 

Q. What are the major components of ComEd’s operating expenses? 1204 

A. Major components of operating expenses include Distribution Operations and 1205 

Maintenance expenses, Administrative and General expenses, Customer Service and 1206 

Information expenses, and Customer Accounts expenses.  I discuss the first two of these 1207 

components below.  Mr. McMahan provides additional details on ComEd’s vegetation 1208 

management program, which operates under his direct supervision.  Mr. Marquez 1209 

discusses Customer Service, Information, and Account expenses (ComEd Ex. 10.0). 1210 

Q. Are these the only activities that ComEd conducts that give rise to O&M expenses? 1211 

A. No, but they are the major distribution operations activities.  They illustrate well how 1212 

ComEd handles its distribution operations function and the types of activities that create 1213 

O&M expenses. 1214 

Q. What are the other major components of ComEd’s operating expenses? 1215 
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A. ComEd’s operating expenses also include depreciation expense, taxes, regulatory debits, 1216 

the investment tax credit deduction, and other adjustments to these expenses addressed in 1217 

the panel direct testimony of Ms. Houtsma and Mr. Fruehe (ComEd Ex. 6.0).   1218 

Q. Has ComEd functionalized operating expenses in a manner similar to the one used 1219 

for rate base items that you previously discussed? 1220 

A. Yes.  As with rate base items, operating expenses have been functionalized to determine 1221 

the expenses to be included as part of ComEd’s operating expenses.  Because this 1222 

proceeding concerns only Illinois rates, ComEd has excluded from the proposed expenses 1223 

those that have been functionalized as Transmission and that are recovered through rates 1224 

reviewed by FERC. 1225 

A. Major Distribution Operations Functions 1226 

1. DSO – Distribution System Operation  1227 

Q. What is DSO and what activities does it undertake on a daily basis? 1228 

A. Distribution System Operations consists of the normal day-to-day activities needed to 1229 

control, monitor, and switch the system to either restore customers or to take equipment 1230 

out of service for maintenance or because of failure.  DSO, thus, also coordinates the 1231 

“first responders” that arrive on a scene after an outage or other event.  Often these crews 1232 

can resolve the situation themselves.  If not, they can begin the process of marshalling the 1233 

other resources required. 1234 

Q. How much did ComEd spend on DSO in 2009?   1235 

A. Operating and maintenance expenses of DSO functions were approximately $90.0 1236 

million in 2009. 1237 
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2. Overhead Facilities Maintenance 1238 

Q. What types of overhead facilities maintenance activities does ComEd conduct? 1239 

A. ComEd conducts a variety of activities in order to maintain distribution circuits and other 1240 

overhead equipment.  Generally speaking, through its periodic and targeted overhead 1241 

maintenance inspection programs, ComEd inspects overhead facilities and identifies 1242 

equipment that must be repaired or replaced.  In particular, ComEd inspects and repairs 1243 

overhead line capacitor banks annually and regulators bi-annually and repairs or replaces 1244 

overhead facilities as determined by the four year overhead maintenance inspection 1245 

program for 4kV and 12kV lines (one quarter of the system is inspected each year) and a 1246 

two year overhead maintenance inspection program for 34kV lines.  The overhead 1247 

maintenance inspection program identifies items for repair such as damaged conductors; 1248 

conductors with numerous splices; slack span primary conductors; broken cross arms and 1249 

arm braces; cracked or broken insulators; blown arresters; damaged ground leads; line 1250 

clearance issues; wildlife interference; and faulty guy wires or guy markers.  ComEd 1251 

repairs items that could be safety risks or that do not pass inspection in order to reduce 1252 

the probability of failure and outages due to material condition.   1253 

Q. Does ComEd incur operating expenses to operate and maintain overhead facilities? 1254 

A. Yes.  Operating expenses associated with overhead facilities replacement consist 1255 

primarily of operating the system and the inspection, repair or replacement of overhead 1256 

distribution facilities. Moreover, not all of the items used for overhead facilities repairs 1257 

are considered property units by plant accounting.  For example, replacing a broken or 1258 

missing guy wire marker or cross arm braces (without the cross arm itself) are not 1259 
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considered capital property units and are charged as expense items.  Operating expense is 1260 

incurred when items are used to make repairs that are not capital property units.   1261 

Q. What were ComEd’s 2009 overhead facility maintenance costs?   1262 

A. Operating and maintenance expenses associated with overhead facilities were 1263 

approximately $108.4 million in 2009. 1264 

3. Underground Facilities Maintenance 1265 

Q. Please explain ComEd’s underground facilities maintenance activities.   1266 

A. Underground facilities maintenance involves routine inspections of underground facilities 1267 

and emergency cable and underground equipment replacement, and cable fault repairs.  1268 

In particular, ComEd inspects and repairs equipment in manholes; inspects and repairs 1269 

network protectors and switchgears; and repairs vault roofs and other equipment located 1270 

underground.  Additionally, ComEd repairs primary, secondary, and service cable faults.  1271 

These repairs are necessary in order to restore system configuration, to return 1272 

contingency capability back to normal, to restore service to customers, or to restore full 1273 

power to a customer with a service fault.  Expenses are incurred while repairing cable 1274 

faults because in most instances the fault can be repaired by use of a cable splice, which 1275 

is not a capital property unit.  These activities are necessary to restore service to 1276 

customers expeditiously and to repair what is broken to reduce future risk of failure and 1277 

subsequent outages.  As with the overhead system, these operating activities impose 1278 

significant operating expense.  1279 

Q. How much did ComEd spend in 2009 for underground facilities maintenance 1280 

activities? 1281 
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A. Operating and maintenance expenses involving underground facilities cost approximately 1282 

$54.8 million in 2009.   1283 

4. Substation Maintenance 1284 

Q. How does ComEd conduct substation maintenance activities? 1285 

A. ComEd inspects, repairs, and maintains the major components within a substation, 1286 

including the circuit switchers and breakers, transformers, load tap changers, regulators, 1287 

capacitors, relays, batteries and disconnects.  In addition to routine maintenance, ComEd 1288 

proactively replaces equipment to address known deficiencies on breakers, transformer 1289 

radiators, 34kV liquid fused disconnects, and end-of-life batteries.  These activities 1290 

ensure proper operation of substation equipment to provide voltage within regulated 1291 

limits and to reduce outage frequencies.  ComEd has also been increasing the reliability 1292 

of the substation system by proactively replacing obsolete and degraded relays. Finally, 1293 

ComEd has proactively replaced capacitor banks and regulators that contain PCBs and 1294 

has retro-filled transformers containing PCBs with a non-PCB dielectric fluid.   1295 

Q. Does ComEd incur both capital costs and operating expenses for distribution 1296 

substation maintenance activities? 1297 

A. Yes.  But, because much of this maintenance activity does not require the use of capital 1298 

materials, approximately 80% of the costs of operating substations are operating 1299 

expenses.  The rest is capital. 1300 

Q. How much did ComEd spend on substation maintenance in 2009?   1301 

A. Operating and maintenance expenses involving substations cost approximately $42.8 1302 

million in 2009.  1303 
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B. Distribution O&M Expenses 1304 

Q. What are ComEd’s Distribution O&M expenses in the adjusted test year, and how 1305 

do those expenses support the provision of tariffed services? 1306 

A. ComEd’s Distribution Operations and Maintenance expenses and associated A&G 1307 

expense total $862.3 million.  This includes operating expenses incurred during the test 1308 

year, pro forma adjustments to those amounts, and the normalization of storm damage 1309 

repair expenses.  As I discuss above, these expenses reflect ComEd’s intensive efforts to 1310 

control and reduce its costs.  These expenses are incurred by ComEd to operate and 1311 

maintain its delivery system and make it possible for ComEd to provide distribution 1312 

service on a daily basis safely and reliably.  All are incurred to enable ComEd to provide 1313 

tariffed services.   1314 

Q. Has ComEd proposed any pro forma or “normalizing” adjustments to Operations 1315 

and Maintenance expenses? 1316 

A. Yes.  Those adjustments are addressed by Ms. Houtsma and Mr. Fruehe (ComEd Ex. 1317 

6.0).  I will comment only on storm restoration cost normalization. 1318 

Q. What do you mean when you say that storm restoration costs have been 1319 

normalized? 1320 

A. ComEd has proposed to normalize storm restoration costs.  These expenses are incurred 1321 

outside of normal work operations in response to storm emergencies.  Storm restoration 1322 

costs are particularly subject to variability and unpredictability, given their relationship to 1323 

extreme weather.  ComEd has proposed using the six-year average of storm restoration 1324 

O&M expenses.  ComEd’s storm restoration O&M expenses (in nominal dollars, i.e., not 1325 

adjusted for inflation) were $24.328 million in 2009, $73.184 million in 2008, $60.992 1326 
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million in 2007, $39.059 million in 2006, $18.2 million in 2005, and $18.513 million in 1327 

2004.  In real dollars (corrected for the Chicago CPI), those expenses were $24.328, 1328 

$72.309, $62.426, $19.670, and $20.713 million, respectively.  Based on the inflation-1329 

adjusted average of our recent years’ experience, ComEd is proposing storm restoration 1330 

O&M expenses of $40.1 million.  The direct testimony of Ms. Houtsma and Mr. Fruehe 1331 

(ComEd Ex. 6.0) discusses the storm expense normalization for purposes of the 1332 

calculation of the revenue requirement. 1333 

C. Administrative and General Expenses 1334 

Q. What are ComEd’s Administrative and General (“A&G”) expenses, and how are 1335 

these expenses used to support the provision of tariffed services? 1336 

A. ComEd incurred $343 million in A&G expenses including costs such as salaries, 1337 

pensions and benefits, office supplies and services, and accounting fees, as well as costs 1338 

of services that ComEd receives from EBSC and other outside service providers.  These 1339 

expenses are necessary to allow ComEd to provide tariffed service to customers.  Some 1340 

of these expenses, such as communications costs, relate directly to distribution operations 1341 

functions.  Others, such as those that relate to customer service, finance, or general 1342 

support functions are addressed by other witnesses including Mr. Trpik, Mr. Marquez, 1343 

and Ms. Houtsma and Mr. Fruehe.   1344 

As explained by Ms. Houtsma and Mr. Fruehe, ComEd’s A&G costs are 1345 

approximately the same as the costs for the analogous services approved in the 2007 Rate 1346 

Case.  Based on my experience, the types of activities included in A&G are necessary to 1347 

provide distribution service, and from an operational perspective, ComEd’s use of these 1348 
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A&G services is prudently managed by ComEd and the cost of these services to ComEd 1349 

is reasonable.   1350 

D. Summary: ComEd’s Operating Expenses 1351 
are Reasonable and Prudently Incurred 1352 

Q. Mr. Donnelly, have you reached a conclusion as to whether ComEd’s operating 1353 

expenses are reasonable and reflect prudent distribution operating activities? 1354 

A. Yes.  ComEd’s operating expenses, including its distribution operating expenses and the 1355 

A&G expenses that support distribution services, as reflected in the panel testimony of 1356 

Ms. Houtsma and Mr. Fruehe (ComEd Ex. 6.1, Schedule C-1) were prudently incurred, 1357 

are reasonable in amount, and were incurred in order to provide tariffed distribution 1358 

services to retail customers.   1359 

Q. On what do you base that opinion? 1360 

A. I base my opinion on my personal knowledge of the operation and management of the 1361 

distribution system, my personal knowledge of the processes and controls that ComEd 1362 

has in place to manage and minimize its costs, and the operating and management data 1363 

and reports provided to me in the course of performing my executive functions.  I have 1364 

also reviewed and relied on the direct testimony of other ComEd witnesses including Mr. 1365 

McMahan (ComEd Ex. 9.0), Mr. Marquez (ComEd Ex. 10.0), and the panel testimony of 1366 

Ms. Houtsma and Mr. Fruehe (ComEd Ex. 6.0).   1367 

V. Distribution System Losses 1368 

Q. What are distribution system losses? 1369 

A. Distribution system losses are an inevitable consequence of electricity flowing through 1370 

the electric distribution system and, in some cases, simply from elements of that system 1371 
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being connected, or “energized,” regardless of whether electricity is flowing through 1372 

them.  They are the by-product of the physics of electrical power systems, because no 1373 

system element can be 100% efficient.     1374 

Q. Has ComEd conducted a distribution loss study in connection with this rate filing? 1375 

A. Yes.  ComEd conducted a distribution loss study using accepted engineering principles 1376 

and the most accurate data practically available.  The methodology used is analogous to 1377 

that accepted by the Commission in the past.  In particular, as with the study accepted in 1378 

the 2007 Rate Case, substation and distribution transformer quantities were obtained from 1379 

ComEd’s Geographical Information System (CEGIS) and other records that describe the 1380 

actual system configuration, and downstream losses were added to the load of upstream 1381 

system elements where appropriate.   1382 

Q. Is a copy of the study attached to this testimony? 1383 

A. Yes.  A copy of the distribution system loss study is attached hereto as ComEd Ex. 8.3. 1384 

Q. Does the fact that the resulting loss factors are not numerically identical to those in 1385 

the last case raise any concern? 1386 

A. No.  Distribution losses are a function of many factors, including distribution and 1387 

transmission system configuration, distribution system and local load, distribution system 1388 

and local load shape, temperature, and others.  They will naturally change as these factors 1389 

evolve and change.   1390 

VI. Conclusion 1391 

Q. Does this complete your direct testimony? 1392 

A. Yes, it does. 1393 


