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List of Issues & Major Conclusions 
 

Financial Condition and Need For A Rate Increase 

 ComEd’s commitment to reliable and safe operations requires significant capital and 

operating expenditures at a time when economic conditions and energy efficiency 

efforts have resulted in lower load and revenue growth.  

 Since 2007, ComEd has invested nearly $2 billion in its system.  Aggressive cost 

control and an uncollectible rider enabled ComEd to avoid a rate case last year, but 

existing rates based on an adjusted 2006 test year are insufficient to maintain 

ComEd’s financial health and to pay the many increased costs that are beyond its 

control, for example, for employee pension and postretirement benefits.    

  ComEd’s financial health is critical because it provides access to capital needed to 

make investments, both from internally generated funds and from the credit markets. 

 ComEd’s requested return on equity of 11.1% plus a .40% energy efficiency and 

demand response adder to address the financial risk and adverse financial effects 

resulting from achieving the State’s energy efficiency goals is supported by the 

testimony of expert witnesses with extensive experience in the utility industry.  

 ComEd’s incentive compensation programs meet the Commission’s cost recovery 

standards and include only performance metrics approved by the Commission. 

 Services provided to ComEd by Exelon Business Services Company are subject to 

extensive oversight mechanisms and cost containment efforts, and the costs of those 

services are reasonable.  
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I. Introduction and Background 1 

 A. Identification of Witness 2 

Q. What is your name and business address? 3 

A. Joseph R. Trpik, Jr., Commonwealth Edison Company, One Financial Place, 440 South 4 

LaSalle Street, Suite 3300, Chicago, Illinois 60605 . 5 

Q. Mr. Trpik, by whom are you employed and in what capacity? 6 

A. I am employed by ComEd as its Senior Vice President, Chief Financial Officer, and 7 

Treasurer. 8 

 B. Purposes of Testimony 9 

Q. What are the purposes of your testimony? 10 

A. My testimony has six purposes, which are to: 11 

1. Describe ComEd’s current financial condition and need for a $396 million 12 

rate increase, explaining the importance of ComEd’s financial health to support required 13 

capital  investments and identifying other significant factors affecting ComEd’s financial 14 

condition, such as pension and postretirement obligations.  I also discuss the aggressive 15 

actions ComEd has taken to reduce costs and the benefits to customers that have resulted 16 

from those efforts.  17 

2. Present ComEd’s capital structure for rate-making purposes. 18 

3. Explain ComEd’s requested return on equity. 19 

4. Discuss ComEd’s 2009 pension contribution made in response to the 20 

growing underfunding of the plan. 21 



Docket No. 10-____ 
ComEd Ex. 4.0 Rev.  

Page 2 of 40 

5. Review the performance measures under ComEd’s annual incentive plan 22 

and long-term incentive plan for 2009, showing that they meet the Commission’s cost 23 

recovery standards, and   24 

6. Discuss Exelon Business Services Company, LLC (“EBSC”), its practice 25 

areas and the services it provides to ComEd.  I describe the results of a variance analysis 26 

of the differences in EBSC’s charges to ComEd in 2009 compared with 2006, the test 27 

year that forms the basis of ComEd’s current rates.  I address the annual long range 28 

plan/budget development process by which ComEd and EBSC develop an agreed upon 29 

budget for EBSC’s charges to ComEd, and under which ComEd is able to challenge 30 

EBSC’s charges.  I describe additional mechanisms that provide ComEd with oversight 31 

over EBSC charges, as well as EBSC’s cost containment efforts.  Finally, I address 32 

insource/outsource decision-making at EBSC, as well as trends in EBSC’s allocation of 33 

costs to ComEd.   34 

 C. Background and Qualifications 35 

Q. Mr. Trpik, what are your duties as ComEd’s Senior Vice President, Chief Financial 36 

Officer and Treasurer? 37 

A. As Senior Vice President, CFO and Treasurer of ComEd, I am responsible for all 38 

financing activities, including financial reporting and analysis, budgeting, business 39 

planning, financings and risk management.    40 

Q. What were your prior positions with ComEd and its affiliates?  41 

A. I began my employment with Exelon Corporation (“Exelon”) in 2001 and for three years 42 

served in director level positions in corporate accounting and corporate financial planning 43 
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and analysis.  I worked to enhance the accounting, internal reporting and external 44 

reporting and controls processes for Exelon.  Prior to my current position, I served as 45 

Vice President and Assistant Corporate Controller for Exelon. 46 

Q. Do you serve on any charitable boards? 47 

A. Yes.  I am a member of the Board of Governors for The School of the Art Institute of 48 

Chicago. 49 

Q. What is your educational background? 50 

A. I was awarded Bachelors of Science Degrees in Accounting and Finance from Florida 51 

State University in 1991.   I am a certified public accountant in the States of Illinois and 52 

Florida.  53 

D. Attachments to Direct Testimony 54 

Q. Are there any attachments to your testimony? 55 

A. Yes.  ComEd Exhibits 4.1 through 4.5 are Cost of Capital Schedules D-8 through D-12 56 

submitted in accordance with the rate case informational requirements,  83 Ill. Adm. 57 

Code Part 285. 58 

II. ComEd’s Current Financial Condition And Need for A Rate Increase 59 

Q. Mr. Trpik, what is ComEd’s current financial condition? 60 

A. ComEd is faced with the need to make continued significant capital investments and to 61 

incur additional costs that are beyond its control.  The Commission’s order in ComEd’s 62 

2007 rate case assisted ComEd at a time when its financial condition and credit ratings 63 

were severely weakened.  But the rates approved in that proceeding were based on a 2006 64 
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test year with adjustments and did not provide complete cost recovery.  Under current 65 

conditions, those rates are insufficient to maintain ComEd’s financial health and to pay 66 

for the increased costs of necessary investments and increases, for example, in employee 67 

post-retirement benefits that are beyond our control.  As the testimony of Kathryn 68 

Houtsma and Martin Fruehe explains, ComEd has significant increased costs attributable 69 

to investment in plant ($116 million), depreciation expense ($63 million), pension and 70 

retiree health care ($55 million), bad debt expense ($22 million), cost of capital ($95 71 

million) and other items.  Despite the major cost reduction efforts ComEd has 72 

undertaken, which actually decreased operating expenses before pro forma adjustments 73 

(other than pension and retiree health care) by $10 million when compared to the amount 74 

allowed in ComEd’s last rate proceeding, the many additional cost increases ComEd has 75 

incurred that are beyond its control require that we seek relief. 76 

ComEd appreciates the desire of the Commission and all interested parties to 77 

avoid or to minimize rate increases, particularly in light of the recession and depressed 78 

economic conditions that have imposed such a burden on citizens in Illinois and 79 

throughout the country.  In recognition of these circumstances, ComEd sought no rate 80 

increase in 2009, despite increased costs that would have warranted one and 81 

notwithstanding the decision of other Illinois utilities to seek relief.  ComEd can delay no 82 

longer.  ComEd’s increased costs and the needs of its customers require that rates be 83 

increased. 84 

Q. Why is a rate increase necessary now? 85 

A. ComEd’s obligation to serve, including its commitment to reliable and safe operations, 86 

requires significant capital and operating expenditures.  These additional expenditures 87 
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come at a time when the state of the current economy and energy efficiency efforts have 88 

resulted in lower load and revenue growth for ComEd than has occurred over the last 89 

several years.  The cost increases ComEd has experienced for employee pensions and 90 

post-retirement healthcare (which are largely a result of the current economic climate) as 91 

well as system improvement and expansion will continue to erode ComEd’s returns 92 

without any appreciable revenue growth. 93 

Since 2007, ComEd has invested nearly $2 billion in its system.  We were able to 94 

avoid a rate case last year due, in large part, to our aggressive cost control efforts and the 95 

adoption of an uncollectible rider.   But we can no longer avoid the need for an increase.  96 

A revenue increase is necessary to compensate for depreciation and cost of capital 97 

increases related to our system investment and our increased costs (largely in areas that 98 

are beyond our control). 99 

Q. You mentioned lower load and revenue growth.  Why has ComEd experienced this 100 

slowdown in growth? 101 

A. It is a result of economic conditions in the Chicago metropolitan area.  The severe 102 

recession has had a significant impact.  While the recession is expected to end with a 103 

subdued 2010 recovery and  stronger growth expected in 2011 and 2012,  2010 growth 104 

will continue to be constrained by the credit markets.   105 

Q. Are housing conditions in ComEd’s service territory another factor affecting growth 106 

and contributing to ComEd’s revenue deficiency? 107 
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A. Yes.  The housing slowdown has had an adverse effect.  During 2009 ComEd 108 

experienced a decline of over 12,000 residential customers, the first year of a customer 109 

decline on record.   110 

Q. Has the decline in manufacturing employment also contributed to ComEd’s revenue 111 

deficiency?  112 

A. Yes.  ComEd’s large commercial and industrial (“C&I”) customer sales reflect the severe 113 

downturn in manufacturing employment, especially in the auto and machinery equipment 114 

sectors. 115 

Q. Is real disposable income in the Chicago metropolitan area another factor affecting 116 

ComEd’s load and revenue growth prospects? 117 

A. Yes.  Economy.com anticipates a decline in real income in 2010 driven by the high rate 118 

of unemployment.  Positive income growth is expected to return in 2011 and 2012 as 119 

hiring resumes in the Chicago area.  The employment mix will be key to the recovery 120 

given the steep decline in professional, financial and business services employment and 121 

the relatively higher income levels associated with these job types. 122 

Q. Given these and other factors, what trends in load growth does ComEd see in the 123 

coming year? 124 

A. High unemployment and a weak housing market coupled with energy efficiency 125 

programs and replacement of incandescent lighting with CFLs lead to flat residential load 126 

growth as energy efficiencies offset customer growth.  Planning period load growth is 127 

largely driven by C&I customers, which will result in little revenue growth due to 128 

demand (kW) based rate structures.  Robust growth in load has historically been one of 129 
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the ways that utilities have been able to continue to cover their costs under rates set 130 

several years earlier.  That is not, however, the case now.  Absent rate increases, 131 

ComEd’s revenue is projected to grow only 0.4% annually (equal to the residential 132 

growth rate) resulting in ~$10M of annual incremental revenue, which will not keep pace 133 

with the growth in distribution related costs.  These growth trends are shown on the 134 

following chart: 135 

 136 

Q. Why are increased capital investments necessary? 137 

A. ComEd’s business has always been capital intensive and utilities like ComEd nationwide 138 

face large and growing demands for capital investment.  Making these investments is 139 

more important than ever to the reliability and performance of the system.  ComEd has 140 

many continuing capital projects to maintain and improve company operations, including 141 
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enhancing reliability and adding capacity to the distribution system and for capital 142 

additions to support new business and customer growth.   143 

Q. Can you provide a breakdown of the areas in which new investments were made? 144 

A. Yes.  The following chart shows the breakdown of the investments. 145 

 146 

Q. How does ComEd’s continued financial health affect its ability to make necessary 147 

investments? 148 

A. ComEd’s capital resources are primarily provided by internally generated cash flows 149 

from operations and, to the extent necessary, external financing, including the issuance of 150 

long-term debt.  ComEd’s access to external financing at reasonable terms is dependent 151 

on its credit ratings and general business conditions, as well as the condition of the utility 152 

industry in general.  Maintaining ComEd’s financial health is important because it 153 

provides access to capital needed to make investments, both from internally generated 154 
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funds and from the credit markets.  As the credit rating agencies have noted, ComEd has 155 

“annual debt maturities in each of the next five years that will require capital market 156 

access.”1  These issues are addressed in greater detail in the Direct Testimony of Susan 157 

D. Abbott (ComEd Ex. 5.0). 158 

Q. In the regular course of its business, how does ComEd monitor and control its 159 

expenses and capital expenditures to help ensure that its costs are reasonable? 160 

A. In addition to programs and controls at the operational level (which are discussed by 161 

ComEd witnesses Terence Donnelly, Michael McMahan and Fidel Marquez), ComEd has 162 

rigorous financial controls in place.  On the financial side, ComEd put in place financial 163 

controls and processes that allow it to develop, monitor, control, and minimize its 164 

expenses and capital expenditures.  ComEd also has a capital project approval process 165 

that we use to evaluate the quantitative and qualitative merits of projects.  We use the 166 

budgeting process to identify and challenge short-term costs and expenditures and any 167 

adverse trends in those costs and expenditures.  Particular attention is given to operating 168 

and maintenance expenses and capital expenditures, and actual versus budget variances 169 

are reviewed and explained monthly at the departmental level by members of senior 170 

management.  On a quarterly basis this analysis is reviewed by the ComEd CEO as well 171 

as other members of senior management   172 

Q. What costs has ComEd incurred that are beyond its control? 173 

A. Many increases in operating costs and capital costs for plant and equipment result from 174 

inflation and other factors that are beyond ComEd’s control.  Some costs, such as health 175 

                                                 
1 Fitch, Report on Commonwealth Edison Company, February 22, 2010. 
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care and retirement costs, are increasing at a rate that is significantly greater than the 176 

general rate of inflation.  177 

Q. Has ComEd taken steps to mitigate increased health care costs for the test year? 178 

 179 
A. Yes.  First,  effective January 1, 2006, ComEd made the following changes to its retiree 180 

medical plan for pre-Medicare retirees:  introducing a deductible, changing co-insurance 181 

from 100% to 90% to an out-of-pocket maximum, adding a $25 co-pay for visits to a 182 

specialist, and increasing prescription drug co-payments.  For Medicare eligible retirees, 183 

prescription drug co-payments increased.  Second, the Exelon Benefits and Supply 184 

organizations are reviewing health care provider contracts, and conducting RFPs to insure 185 

the Exelon companies receive the best financial arrangements.  Finally, the Exelon 186 

companies have established a disease management program providing nurse case 187 

managers to help employees, pre-Medicare retirees, and their families manage chronic 188 

conditions (asthma, behavioral health issues, diabetes, hypertension, back and neck 189 

problems, and CAD), which has proven to be an effective cost management strategy.    190 

Q. Has ComEd taken steps to mitigate increased retirement plan costs for the test 191 

year? 192 

A. Yes.  As reported in testimony in Docket No. 05-0597, in 2002, new non-union 193 

employees were no longer eligible to participate in the existing ComEd defined benefit 194 

pension plan.  Instead they participate in a “cash balance” plan that costs ComEd less.  195 

ComEd’s October 31, 2008 collective bargaining agreement with Local 15 implements a 196 

similar change to a “cash balance” plan for Local 15 member new hires on or after 197 

January 1, 2009.   198 
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Q. Has ComEd implemented other cost-reduction initiatives to minimize the need for 199 

rate increases?    200 

A. Yes.  ComEd has engaged in aggressive cost cutting initiatives, which have affected all 201 

areas of the business including operation and maintenance expenses, compensation 202 

expense and other costs. 203 

Q. What has ComEd done to hold down operation and maintenance costs? 204 

A. Our efforts in this area will be described by other witnesses in more detail.  However, one 205 

of the most important steps was a company-wide cost savings initiative that ComEd 206 

(along with EBSC, Exelon Generation and PECO Energy Co. (“PECO”)) implemented in 207 

2009.  The initiative was announced on June 18, 2009 and involved a restructuring of 208 

executive leadership and major spending cuts, including the elimination of 100 209 

management level positions at ComEd.  The majority of these cuts were completed by 210 

September 30, 2009.   211 

Q. What other O&M cost reduction initiatives were pursued by the ComEd finance 212 

area? 213 

A. In connection with the overall ComEd cost savings efforts, the finance area led the 214 

following key initiatives: 215 

 Daily reporting of overtime costs to senior management; 216 

 Weekly reporting to senior management and analysis of labor related costs; and 217 

 Weekly reporting and analysis of financial performance and potential risks and 218 

opportunities related to cost management. 219 
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Q. Can you provide specific examples of how these efforts have succeeded in reducing 220 

ComEd’s O&M costs? 221 

A. Yes, through these cost savings initiatives we have: 222 

 Reduced overtime costs through more effective and detailed management of our labor 223 

resources; 224 

 Reduced contractor costs through more effective rationalization of performance of 225 

work by internal resources; 226 

 Reduced labor costs through the more effective management of open positions and 227 

available resources; and 228 

 Reduced the costs of responding to storms through more effective management of 229 

resources responding to storms. 230 

Q. Were you personally involved in this initiative? 231 

A. Yes.  I devoted a significant portion of my time in 2009 to the effort, reviewing every 232 

area in which expenditures could be reduced, meeting continuously with ComEd 233 

executives and challenging them to identify more cost savings.  As ComEd’s revenues 234 

were adversely affected by weather and reduced load in 2009, our cost reduction goals 235 

became even more difficult to achieve, requiring us to overcome the fall off in revenues 236 

through ever larger expense cuts.  In addition, we were faced with increased pension and 237 

post-retirement costs, severance costs (associated with the reorganization discussed 238 

above) and uncollectible accounts expense. 239 
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Q. Did these actions make a significant difference in the costs ComEd incurs? 240 

A. Yes.  For example, ComEd’s wages, salary and active benefits expense declined by $12 241 

million in 2009 from 2008. Overtime expense excluding changes related to storm activity 242 

decreased by $22M over the same period while non-storm related contracting and 243 

materials costs declined by $30 million.  Other costs (excluding increases in bad debt, 244 

pension and post-retirement healthcare, severance, energy efficiency, supply 245 

administration and decreases related to CARE and 2007 rate case disallowances) 246 

decreased an additional $20 million.  These are just a few examples of the significant 247 

reductions that were achieved.  In addition, there were savings in these areas that offset 248 

inflation between 2008 and 2009 for wage and salary merit increases, material and 249 

contractor unit cost increases and other items. 250 

Q. Has ComEd been recognized for its cost cutting initiatives? 251 

A. Yes.  Standard & Poors noted in a July 24, 2009 report that ComEd’s cash flows were 252 

adversely affected by the continued recession and load deterioration, but complimented 253 

our cost cutting efforts, stating that “the company has taken prudent steps to partially 254 

mitigate the financial impact,” among other things by reducing its O&M costs.  Keybank 255 

commented favorably on the “impact of aggressive cost control” at ComEd.2 256 

Q. Will these initiatives continue to be pursued in years after 2010? 257 

A. Yes.  It is critical that ComEd sustain the cost savings actions that have been taken to 258 

date.  ComEd will continue to monitor costs and identify efficiencies in our operations to 259 

ensure we have a sharp focus on cost management. 260 

                                                 
2 Keybank report on Exelon Corporation, 10/23/2009. 
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Q. If ComEd’s aggressive cost savings initiatives were so successful, why is a rate 261 

increase needed? 262 

A. Because, despite our efforts, many other costs have increased and significant investments 263 

are required that are largely beyond ComEd’s ability to control.   264 

Q. Do ComEd’s 2009 cost cutting initiatives limit the potential for additional cost 265 

reductions? 266 

A. Yes.  We made very extensive cost reductions.  While we will continue to look for 267 

opportunities for further cuts, the 2009 effort limits the areas in which additional savings 268 

might be found.  Some of our cost reduction efforts were one-time cuts that are not 269 

sustainable in the future.  The painful cost cuts we made in 2009 mean that greatly 270 

reduced costs will be reflected in the rates set in this case.  As part of a culture of 271 

efficiency and cost control, ComEd will continue to try to find more efficient and cost 272 

effective ways to get the required work done.  However, the incremental benefits of these 273 

efficiency and cost control efforts will be significantly limited due to the level of cuts in 274 

2009.    275 

Q. ComEd recently announced a reorganization.  Will the reorganization reduce 276 

ComEd’s costs below the 2009 test year level? 277 

A. No.  The reorganization is described in detail in the testimony of Terence Donnelly.  As 278 

his testimony explains, the organizational changes and new regional reporting structure 279 

are aimed at improving operations, increasing employee engagement and enhancing 280 

customer service.  While ComEd anticipates that there will be some savings over the next 281 
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three years when compared to expense levels that would otherwise have been 282 

experienced, ComEd’s overall costs will still be higher than in the 2009 test year. 283 

Q. Can you provide a chart that compares ComEd’s O&M costs in 2006 to its costs in 284 

the 2009 test year? 285 

A. Yes.  The following chart shows the comparison.  It reveals that administrative and 286 

general expenses (excluding pension and OPEB) and distribution expenses actually 287 

declined by $60 million.  However, pension and OPEB costs increased by $60 million, 288 

offsetting our cost reduction efforts.  Moreover, customer expenses rose by $47 million, 289 

causing total O&M costs to increase by that amount. 290 

 291 

Q. Can you provide a more detailed breakdown of the components of ComEd’s 2009 292 

O&M costs, showing a comparison to the components in 2006? 293 
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A. Yes.  The following chart shows such a comparison.  As you can see,  employee related 294 

costs (Salaries and Wages, Overtime, Pension and Post-Retirement Benefits and Active 295 

Benefits) accounted for ~51% of O&M costs in 2009 compared to ~42% for the same 296 

items in 2006 largely due to increases related to Fringe Benefit expense for both current 297 

and former employees.  Productivity and efficiency gains have enabled us to reduce the 298 

percentage of costs incurred from external contractors, overtime and EBSC. 299 

 300 

Q. What is the largest factor requiring an increase in ComEd’s rates? 301 

A. The largest factor relates to the massive capital investments I described at the beginning 302 

of my testimony.   303 

Q. You mentioned that ComEd’s financial health is important to maintain credit 304 

ratings, which, in turn, affect ComEd’s access to and cost of capital.  Are ComEd’s 305 

credit ratings important for other reasons?  306 

A. Yes.  Credit ratings affect collateral requirements under ComEd’s credit facility.  For 307 

example, if ComEd’s credit rating had declined below investment grade as of 308 
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December 31, 2009, ComEd would have been required to provide incremental collateral 309 

of approximately $207 million under its credit facility.   310 

Q. What are ComEd current credit ratings? 311 

A. ComEd’s current credit ratings are summarized on the following chart.  312 

 313 

Q. Are these ratings adequate to support ComEd’s access to capital at reasonable 314 

costs? 315 

A. Barely.  As explained in more detail in the testimony of Susan Abbott, ComEd’s ratings 316 

were recently upgraded to the lowest investment grade rating.  Previously, ComEd was 317 

one of the very few electric utilities that had been downgraded to below investment grade 318 

status.  While our current ratings are an improvement over the recent past, they still 319 

subject us to higher borrowing costs than are experienced by A-rated utilities and they 320 
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leave us little margin for error.  Adverse developments could result in another downgrade 321 

subjecting us, once again, to all of the burdens and disadvantages that accompany non-322 

investment grade status.  For example, in the summer of 2007, all three major credit 323 

rating agencies rated ComEd’s senior unsecured debt as “junk” – below investment 324 

grade.  As a result, ComEd lost access to traditional utility credit markets such as for 325 

commercial paper.  The only new long-term debt ComEd could issue was first mortgage 326 

bonds and even that capacity was limited.  For a capital intensive utility like ComEd that 327 

must invest close to $1 billion each year, the risk of losing access to the capital markets is 328 

a very significant concern. 329 

Q. How can the outcome of ComEd’s request for a rate increase in this proceeding 330 

have an effect on ComEd’s credit rating? 331 

A. As we regularly disclose to investors, ComEd’s credit rating could be downgraded if the 332 

current supportive regulatory environment in Illinois changes or becomes less 333 

predictable.  An inability to recover ComEd’s increased costs will result in weaker 334 

operating performance and increased risk, both of which can threaten ComEd’s credit 335 

rating.  It is widely recognized that regulatory proceedings such as this one are “a key 336 

foundation of the industry’s ability to attract needed investment capital and maintain a 337 

healthy financial profile.”3   Standard & Poor’s has stated that ComEd’s “stand-alone” 338 

financial measures “do not consistently meet the minimal standard expected for [its] 339 

current rating” and has warned that a downgrade could occur “if there is a relapse in the 340 

regulatory or political environments in Illinois.”4  Similarly, Moody’s has stated that an 341 

                                                 
3 Edison Electric Institute, Q4 2009 Financial Update on Electric Utility Stock Performance at 6. 
4 Standard & Poors, Report on Commonwealth Edison Company, January 25, 2010. 
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important factor in its rating methodology is “the supportiveness of the regulatory 342 

framework” and that the regulatory environment is a significant factor affecting ComEd’s 343 

rating.  Fitch makes clear that “timely recovery of utility investments and the opportunity 344 

to earn the allowed return on common equity (ROE) will be required to support ratings 345 

and credit quality.”5  While all three agencies recognize the improved regulatory climate 346 

in Illinois, when compared to other jurisdictions, Standard & Poors continues to rate 347 

Illinois as “less credit supportive,” which is actually a recent increase from its former 348 

ranking of “least credit supportive.”6  Again, the Direct Testimony of Susan D. Abbott 349 

expands upon these points. 350 

Q. Will customers benefit from the investments ComEd has made even given the 351 

increased costs it has incurred? 352 

A. Yes.  The investments ComEd is making and the increased costs it is incurring will result 353 

in better, more reliable service to customers.  The changes ComEd is implementing in the 354 

customer operations area are truly transformational, as Fidel Marquez, ComEd’s Senior 355 

Vice President of Customer Operations explains in his testimony.  No one likes rate 356 

increases.  If ComEd could maintain its financial condition and provide the benefits 357 

customers need and expect without a rate increase, it would choose that course.  But that 358 

is no longer possible.  ComEd sought no rate increase in 2009 – a year in which the 359 

Edison Electric Institute reports that 66 electric utilities filed new rate cases, “the most by 360 

far of any single year during the past two decades.”7  Yet, rising costs have forced more 361 

                                                 
5 Fitch, Report on Commonwealth Edison Company, February 22, 2010. 
6 Standard & Poors, US Utility Regulatory Assessments, March 12, 2010. 
7 Edison Electric Institute, Rate Case Summary, Q1 2010, Highlights. 
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electric utilities to seek rate increases this year.  The Edison Electric Institute reports that 362 

the number of new general rate cases filed by shareholder-owned electric utilities in the 363 

first quarter of 2010 was exceeded in only five quarters in the past two decades.8        364 

III. ComEd’s Capital Structure 365 

Q. The schedules described in the testimony of Ms. Houtsma and Mr. Fruehe indicate 366 

that ComEd’s capital structure includes 47.33% of common equity.  Is this common 367 

equity ratio reasonable? 368 

A. Yes.  In fact, ComEd’s 47.33% common equity ratio is low when compared to the 369 

common equity ratios of the comparable utilities, which the testimony of Dr. Samuel 370 

Hadaway  (ComEd Ex. 11.0) indicates have an average equity ratio of 49%.      371 

Q. In arriving at a 47.33% common equity capital structure, did ComEd make 372 

adjustments to its actual equity ratio? 373 

A. Yes.  ComEd reduced its actual capital ratio by deducting $2.65 billion of goodwill in 374 

accordance with the Commission’s decision in Docket No. 05-0597 that the goodwill 375 

recorded on ComEd’s balance sheet should not be included in the common equity 376 

balance used for ratemaking purposes. 377 

Q. Will approval of a 47.33% common equity ratio be sufficient to enable ComEd to 378 

retain access to capital at a reasonable cost? 379 

A. A higher common equity ratio would place ComEd in a much stronger position.  ComEd 380 

must compete with other utilities and other companies for capital.  As Susan Abbott 381 

explains, that competition becomes even more severe in times of economic stress.  We 382 

                                                 
8 Edison Electric Institute, Rate Case Summary, Q1 2010, Commentary. 
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believe that under current improving economic conditions, a 47.33% common equity 383 

ratio, together with the rate of return and other cost recovery requests for which we seek 384 

approval, will be adequate for us to compete in the capital markets.  But anything less 385 

will increase the risk of adverse consequences for ComEd in its competition with stronger 386 

market participants.  387 

IV. Return on Equity 388 

Q. What return on equity is ComEd asking the Commission to approve? 389 

A. ComEd is requesting that the Commission approve a base return on equity of 11.1%.  In 390 

addition, ComEd is seeking approval of a 0.40% adjustment to the allowed return on 391 

equity to address the financial risk and adverse financial implications that arise from 392 

successful implementation of energy efficiency and demand response programs.  The 393 

testimony of Dr. Susan F. Tierney (ComEd Ex. 13.0) provides support for this upward 394 

adjustment. 395 

Q. Which witnesses support ComEd’s requested return on equity? 396 

A. ComEd’s requested return on equity is supported by the testimony of Samuel C. 397 

Hadaway and Carl Seligson.  The Hadaway and Seligson testimonies contain cost of 398 

equity estimates for ComEd that range from 10.6% to 12%.  Based on this testimony, 399 

ComEd requests that the Commission approve an allowed return on equity of 11.1% plus 400 

an adjustment of 0.40% or a total return on equity of 11.50%. 401 

V. Pension Contribution 402 

Q. You testified that ComEd’s pension benefit costs increased.  Why were these 403 

increased costs incurred? 404 



Docket No. 10-____ 
ComEd Ex. 4.0 Rev.  

Page 22 of 40 

A. Like so many other aspects of our economy that have been impacted by the financial 405 

meltdown, pension benefits have been severely affected by the decline in the value of 406 

stock, bond and other investment portfolios.  Pension benefit obligations are funded by 407 

contributions to plans established to meet current and future costs.  Along with the rest of 408 

the world markets, the defined benefit pension plan covering ComEd’s employees 409 

experienced significantly lower than expected performance over the last few years.  The 410 

two most significant items which impact pension costs, as well as the pension plans 411 

unfunded status, are market returns on the investments in the pension plan and interest 412 

rates used to determine the plans’ obligations. 413 

For the period from 2007 through 2009 the plan investments were expected to 414 

realize annual market returns of 8.5% per year or total investment earnings of 415 

approximately $2.4 billion.  However, due to the financial crisis, the plans’ investments 416 

had an actual cumulative loss of $515 million. 417 

Interest rates have an inverse relationship as they relate to pension costs and 418 

unfunded status.  As interest rates go lower, the plan costs get higher and the unfunded 419 

status becomes greater.  The interest rates to value the plan obligations at January 1, 2007 420 

were at 5.90%.  By the end of 2009 this same interest rate had decreased to 5.83%.  421 

The combined effect of lower than expected asset returns and lower interest rates 422 

has significantly increased the unfunded status of the plan since January 1, 2007.  As of 423 

December 31, 2009 the unfunded status of the plan was $3,643 million, or $2,850 million 424 

worse than the unfunded status of the plan at January 1, 2007 of $793 million. 425 
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This higher unfunded status leads to a higher amount of expense expected to be 426 

recognized in future periods, as well as a higher amount of expected future contributions 427 

into the pension plan.   428 

As part of addressing the resulting increase in the unfunded status of the plans, 429 

ComEd made an additional $152 million contribution to the pension plan in 2009.  The 430 

contribution was funded using a combination of debt and internally generated funds.     431 

Q. Why did ComEd make the pension contribution? 432 

A. The contribution was made because it was the right thing to do.  As a result of the 433 

declining markets in 2008, by mid-2009 the pension plan was approximately 40% 434 

underfunded.  ComEd’s goal is to provide adequate funding for the pension plan on 435 

which its employees’ retirement benefits depend.  The contribution benefited workers by 436 

making their pensions more secure, and benefited customers by helping ComEd attract 437 

and retain experienced and qualified workers needed to provide reliable service.  It was 438 

reasonable for ComEd to make the contribution, and the Commission should support and 439 

encourage ComEd’s efforts to provide for its employees’ needs. 440 

Q. Will ComEd’s additional contribution to the pension plan reduce ComEd’s pension 441 

expense? 442 

A. Yes.   The contribution will result in lower pension expense than would otherwise be 443 

incurred in years 2010 and beyond due to the expected return on the investment.  444 

Q. Is ComEd seeking recovery of the cost of its additional contribution to the pension 445 

plan in this proceeding? 446 

A. Yes.  It is.  This is discussed in detail in the testimony of Ms. Houtsma and Mr. Fruehe.  447 



Docket No. 10-____ 
ComEd Ex. 4.0 Rev.  

Page 24 of 40 

VI. ComEd’s Incentive Compensation Program 448 

Q. Please describe ComEd’s incentive compensation programs. 449 

A. ComEd has two basic incentive compensation programs:  the Annual Incentive Program, 450 

which applies to all ComEd employees below the Senior Vice President level (“AIP”)9 451 

and the Long-term Incentive Program (“LTIP”). 452 

Q. Do ComEd’s incentive compensation programs provide “extra” compensation that 453 

should be treated differently from base compensation when assessing the costs 454 

ComEd may recover through rates? 455 

A. No.  The plans do not provide “extra” compensation.  ComEd sets employee 456 

compensation at levels necessary to remain competitive with comparable companies.  457 

The total compensation ComEd pays its employees is the amount needed in the 458 

marketplace to attract and retain qualified personnel.  Rather than pay the entire amount 459 

of an employee’s compensation through base salaries, ComEd makes a portion of each 460 

employee’s pay subject to achievement of operational metrics specified in incentive 461 

compensation plans.  In other words, ComEd uses a “pay at risk” approach under which 462 

all employees are at risk of receiving less than competitive compensation if plan goals are 463 

not attained.   464 

Q. Has the Commission considered in past rate cases whether the costs of these plans 465 

are recoverable from customers? 466 

A. Yes.  Most recently, in Docket 07-0566, the Commission considered the versions of both 467 

plans that were in effect during the 2006 test year and, in connection with ComEd’s 468 

                                                 
9 There is also an annual incentive plan that applies only to ComEd executive employees at the 

Senior Vice President and above level. 
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proposed pro forma adjustments, also considered the provisions of the revised 2007 469 

incentive plans. 470 

Q. Did the Commission authorize recovery of the costs of the AIP or the LTIP in 471 

Docket 07-0566? 472 

A. Yes.  The Commission authorized recovery of all of the costs of the AIP except for costs 473 

attributable to a net income metric in the plan, which the Commission concluded 474 

primarily benefitted shareholders.  The Commission authorized recovery of 1/3 of the 475 

costs of the LTIP, specifically the costs that were attributable to meeting operational 476 

goals and customer service needs such as Customer Average Interruption Duration Index 477 

(“CAIDI”),  System Average Interruption Frequency Index (“SAIFI”), and O&M and 478 

capital expense control, but denied recovery of the 1/3 of LTIP costs that were based on 479 

financial goals, as well as the 1/3 of costs attributable to achievement of legislative and 480 

regulatory goals.  Final Order, Docket 07-0566 at 61.  481 

Q. For the 2009 test year, did ComEd revise the AIP to eliminate the net income metric 482 

that the Commission disapproved in Docket 07-0566? 483 

A. Yes.  The AIP in 2009 did not include the net income metric.   484 

Q. Do all costs incurred under the AIP during the 2009 test year meet the 485 

Commission’s cost recovery standards? 486 

A. Yes.   All amounts paid under the plan in 2009 were attributable to meeting operational 487 

goals of the type approved by the Commission in Docket 07-0566. 488 
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Q. What operational goals applied for the AIP in 2009? 489 

A. The employee AIP goals were tied directly to the execution of ComEd’s investment 490 

program of work in a cost-effective manner as measured in the following key areas, 491 

which were weighted by the indicated percentages in determining AIP benefits: 492 

 Reliability -- CAIDI (10%) and SAIFI (10%) 493 

  O&M (25%) 494 

 Capital Expenditures (25%) 495 

  Safety -- OSHA Recordable Rate (10%) 496 

  Customer Satisfaction (10%) , and 497 

  Focused Initiatives and Environmental Index (10%) 498 

Q. For the 2009 test year, did the LTIP continue to include the metrics under which 1/3 499 

of amounts payable were determined by financial goals and 1/3 were determined by 500 

legislative and regulatory goals?  501 

A. Yes. 502 

Q. Was the remaining 1/3 of 2009 LTIP compensation determined by the operational 503 

goals approved by the Commission in Docket 07-0566? 504 

A. Yes.   505 

Q. Given that 2/3 of the amounts payable under the 2009 LTIP were attributable to 506 

metrics that the Commission did not approve in Docket 07-0566, should the 507 

Commission deny recovery of 2/3 of ComEd’s 2009 LTIP costs in this proceeding? 508 

A. No.  The Commission should not because ComEd has addressed the concerns identified 509 

in Docket 07-0566 and has eliminated the net income and legislative / regulatory goals 510 
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from the LTIP plan for 2010.  The goals under the LTIP now mirror those under the AIP.  511 

The Commission is approving rates that will not become effective until 2011.  ComEd 512 

will incur LTIP costs in 2010 and future years and no portion of those costs will be 513 

attributable to achievement of net income or legislative / regulatory goals.  Given the 514 

change in the LTIP metrics eliminating any possibility that one of the disallowed goals 515 

would influence future incentive compensation payments, the Commission should 516 

conclude that ComEd’s LTIP costs are recoverable.  517 

Q. What was ComEd’s performance for 2009 under the metrics established by the 518 

LTIP? 519 

A. For 2009, ComEd achieved the “distinguished performance” level for CAIDI (outage 520 

duration) and SAIFI (outage frequency). It achieved an above target but below 521 

distinguished level of performance for operating return on equity.  ComEd also achieved 522 

a distinguished level of performance with respect to its regulatory and legislative goals. 523 

Q. Is ComEd seeking recovery of any incentive compensation amounts payable to 524 

employees for performance in excess of the “target” level metrics? 525 

A. No.  ComEd only seeks to include incentive compensation in rates at the “target” level.  526 

Any payments to employees for performance in excess of the target--- even where they 527 

benefit the customer and not the shareholder (e.g., CAIDI, SAIFI) --- will be borne 528 

entirely by the shareholder.  We think this is the right balance between what the 529 

shareholder and customer should pay. 530 
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VII EBSC Charges To ComEd Are Reasonable 531 

A. Description of EBSC 532 

Q. What is EBSC and how is it regulated? 533 

A. Exelon Business Services Company, LLC, or “EBSC” is the shared services provider for 534 

the Exelon family of companies.  EBSC was formed at the time of the Unicom PECO 535 

merger, when Exelon became subject to the Public Utility Holding Company Act of 1935 536 

(“PUHCA 1935”).  EBSC’s organization and cost assignment methods were approved by 537 

the Securities and Exchange Commission (“SEC”) pursuant to PUHCA 1935.  PUHCA 538 

1935 was replaced by the Public Utility Holding Company Act of 2005 in February of 539 

2006, when EBSC became subject to regulation by the Federal Energy Regulatory 540 

Commission (“FERC”).  FERC’s Division of Audits has also reviewed EBSC’s cost 541 

allocation methods and processes and has found no material issues. 542 

Q. What is the agreement under which EBSC provides services to ComEd? 543 

A. EBSC provides services under the General Services Agreement (“GSA”), which was 544 

approved by the SEC under PUHCA 1935.  The GSA sets out the general terms of the 545 

services to be provided by EBSC, and contains a form of work order or Service Level 546 

Arrangement (“SLA”) which specifies the services to be performed.  The GSA also sets 547 

out lists of methods by which EBSC allocates costs to the companies for which it 548 

provides services.  The GSA was approved by the Commission in Docket No. 00-0295 on 549 

November 7, 2001. 550 

Q. What services does EBSC provide? 551 

A. EBSC provides services through three groups:  Transactional, Corporate Governance, and 552 

Utility Focused.  Employees in the Transactional area provide a variety of services, 553 
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including information technology, supply, legal services, real estate, human resources, 554 

and commercial operations.  Employees in the Corporate Governance area provide 555 

corporate governance services including finance, communications, government and 556 

environmental affairs, legal governance, security, and executives and general BSC 557 

activities.  Employees in the Utility Focused area generally provide services to Exelon’s 558 

two state-regulated utilities, ComEd and PECO Energy Company (“PECO”).  These 559 

services include transmission operations and planning and operational governance and 560 

quality assurance, which promote consistency of practices and procedures between 561 

ComEd and PECO.  As a result of the reorganization resulting from the Lean Governance 562 

Model I discuss later, Operational Governance and Quality Assurance was absorbed by 563 

ComEd in the fall of 2009.   564 

Q. In the 2006 test year in ComEd’s last rate case, did EBSC include any other practice 565 

areas? 566 

A. Yes.  During 2006, EBSC also included the Energy Delivery Shared Services (“EDSS”) 567 

area, which provided support services to ComEd and PECO.  During 2007, it was 568 

determined that these functions could be performed directly by ComEd and PECO 569 

employees to further improve line of sight with senior management and without losing 570 

the efficiencies gained from the previous organizational structure.  This reorganization 571 

resulted in a transfer of employees from EDSS to ComEd, PECO and other EBSC groups 572 

during 2007.  ComEd incurs approximately the same labor costs for the employees 573 

transferred to ComEd as it did when the services were performed by EDSS.    574 
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 B. Variance Analyses 575 

Q. Have you compared the costs charged by EBSC to ComEd in 2006 with those 576 

charged in 2009? 577 

A. Yes.  The billings from EBSC to ComEd decreased from $303.7 million in 2006 to 578 

$238.5 million in 2009.  However, in order to compare “apples to apples,” the EBSC 579 

practice areas/departments that existed in 2006 must be aligned with the current practice 580 

areas/departments.  Some EBSC practice areas that existed in 2006 do not exist in 2009, 581 

some new practice areas have been added to EBSC since 2006, and certain departments 582 

were moved between EBSC practice areas from 2006 to 2009.  The $303.7 million billed 583 

to ComEd in 2006 included $81.9 million associated with EDSS.  As mentioned earlier, 584 

EDSS was reorganized and the employees were transferred to ComEd and PECO during 585 

2007.  EBSC 2006 billings to ComEd excluding EDSS were $221.8 million.  Similarly, 586 

the EBSC 2009 billings to ComEd of $238.5 million included $5.8 million for three new 587 

groups that were transferred into EBSC after 2006 (real estate services, quality assurance 588 

and transmission operations).  Excluding the billings attributable to these groups, EBSC 589 

2009 billings to ComEd were $232.7 million, which is properly compared to the EBSC 590 

2006 billings to ComEd excluding EDSS of $221.8 million.  Thus, on an “apples-to-591 

apples” basis, the EBSC 2009 billings increased by $10.9 million from the EBSC 2006 592 

billings.  This increase reflects compound annual growth of 1.61%, well below the rate of 593 

inflation for the period.  After removal of capital costs, many of which represent projects 594 

specifically requested by ComEd, the EBSC O&M expenses charged to ComEd actually 595 

declined, from $165.7 million in 2006 to $158.6 million in 2009. 596 
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Q. What accounts for the major changes in EBSC adjusted billings to ComEd from 597 

2006 to 2009? 598 

A. This $10.9 million increase is accounted for by increased billings from IT of $18.5 599 

million and Finance of $10.3 million, offset by decreased billings from Executives and 600 

General EBSC Activities of $13.5 million and HR of $3.4 million.  Changes in the other 601 

practice areas were small and resulted in net decreased billings of $1.0 million.   602 

 The $18.5 million IT increase in large part reflects a $14 million increase in capital 603 

costs related to specific projects.  Several of the projects that contributed to this 604 

increase include Advanced Metering Infrastructure (“AMI”), Mobile Dispatch, and 605 

restructuring the ComEd website.  The remainder of the increase is due to increased 606 

infrastructure costs including support for servers, data storage, help desk and 607 

voice/data communications.  The Mobile Dispatch Project alone added approximately 608 

1,500 new laptops, wireless aircards and associated server equipment.   609 

 The $10.3 million Finance increase is due primarily to installation of new financial 610 

systems known as the Finance Transformation Implementation Program (“FTIP”).  611 

The increase would have been greater, but was partially offset by reductions in 612 

billings to ComEd as a result of Finance’s implementation of a lean governance 613 

model resulting in part from efficiencies gained from FTIP systems and processes.   614 

 The $3.4 million HR decrease was largely driven by reduction in labor and labor-615 

related expenses due to an organizational realignment; implementation of new 616 

processes and procedures, including consolidation of internal program and 617 

administrative activities, vendor consolidation and renegotiation of existing contracts; 618 

and investment in technology to faclitate greater efficiency in providing HR services.   619 
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 The $13.5 million decrease in Executives and General BSC Activities is primarily 620 

due to one-time facility related cost decreases of $5.9 million; sales and use tax 621 

refunds in 2009 of $1 million from the 2003 – 2008 state audit; and decreased 622 

compensation costs of $4.4 million.   623 

The table below shows the “apples to apples” 2006 to 2009 changes in EBSC 624 

charges to ComEd (from $221.8 million to $232.7 million) and a breakdown of the 625 

components of this $10.9 million increase. 626 

 627 

 C. Budgeting and Control 628 

Q. How does ComEd ensure the EBSC budget is reasonable? 629 

A. The Exelon companies begin the annual long range planning (“LRP”) process during the 630 

second quarter of each year, with the previous plan serving as a starting point.  To update 631 
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the plan, each EBSC practice area reviews its operations and determines, in consultation 632 

with the operating companies, whether to include new initiatives in the LRP.     633 

Early in the process, EBSC Finance personnel meet with ComEd Finance 634 

leadership and provide them detailed variance explanations highlighting changes to cost 635 

drivers resulting from changes to the prior LRP.  Throughout the process, ComEd is able 636 

to review EBSC costs and to influence the level of costs budgeted through formal 637 

dialogues and project specific reviews.     638 

Q. Is the LRP refined through the budget process? 639 

A. Yes.  In the third quarter of each year, ComEd and EBSC management engage in a 640 

rigorous and constructive review of service needs and major initiatives that may impact 641 

charges to ComEd.  EBSC practice areas update their budgets to incorporate all changes 642 

to practice area operating costs.  EBSC and ComEd meet to review the proposed budget 643 

and its impact on ComEd.  At this meeting, ComEd has the opportunity to and does 644 

challenge EBSC costs, and EBSC provides ComEd explanations of those challenged 645 

costs.     646 

Q. What is the purpose of the Service Level Arrangement process? 647 

A. At budget time, EBSC and ComEd reconfirm via Service Level Arrangements the 648 

specific services EBSC will provide ComEd during the following year.  ComEd and 649 

EBSC hold a number of meetings and conference calls during which ComEd probes the 650 

costs and services to be delivered.  The parties discuss a comparison to prior year costs.  651 

Following each meeting, EBSC addresses any open items and provides additional 652 

requested detail, after which the SLAs are executed. 653 
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Q. Does management track performance against the budget? 654 

A. Yes, ComEd and EBSC management review performance monthly, comparing actual 655 

performance against the budget.  In addition, EBSC prepares a reconciliation of each 656 

month’s performance against the budget and describes any material variances.  ComEd 657 

meets with EBSC to discuss the reasons for each such variance, to challenge it, and to 658 

allow EBSC to take any necessary corrective action. 659 

Q. Do other mechanisms provide ComEd oversight over EBSC costs? 660 

A. Yes.  For instance, in the IT area, the VP of IT ComEd Solutions, while an EBSC 661 

employee, has direct reporting relationships to the ComEd President as well as the Exelon 662 

Chief Information Officer.  Furthermore, under IT’s “client engagement model,” IT 663 

management meets on a regular basis with ComEd to discuss financial results and 664 

performance metrics.  IT also regularly engages with ComEd to review performance 665 

against budgets, status and priorities of major initiatives, and future strategic objectives, 666 

through the Information Technology Council.  In addition, IT projects that benefit 667 

ComEd are jointly planned by ComEd and IT representatives.  A ComEd-specific IT 668 

Project Prioritization Committee (“ITPPC”), comprised of representatives from each VP 669 

area of ComEd, meets regularly to prioritize ComEd IT Projects.  Once the ITPPC 670 

decides to request a project, the project must undergo further reviews and approvals at 671 

ComEd.  Similarly the supply practice area participates in the monthly ComEd President 672 

and Executive Vice President staff meetings as well as monthly Delivery Operation 673 

Council meetings to discuss the results of key performance indicators and variances to 674 

budget.  In addition, the Supply Executive Council, comprised of senior supply 675 
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executives and operating company representatives, provides executive oversight over the 676 

supply function to ensure that operating company service and cost requirements are met. 677 

Q. Has EBSC undertaken cost containment efforts to reduce the costs billed to its client 678 

companies?   679 

A. Yes.  The EBSC practice areas continually work with their client companies to reduce 680 

costs.  For instance, in 2009, IT reduced costs billed to ComEd by vendors by over 681 

$780,000 through various cost saving initiatives, including deactivation of over 300 cell 682 

phones, Blackberrys and air cards, and 500 pagers, and elimination of message board 683 

service.  Also in 2009, Supply led an initiative called “Rapid Resourcing” to take 684 

advantage of changes in the marketplace due to the downturn in the economy.  Two 685 

examples of savings provided via this initiative include a 15% (or $8.57 million) 686 

reduction in wire and cable spend following direct price negotiations and $7 million in 687 

annual savings (commencing in 2010) from competitive bidding of tree trimming 688 

services and moving to a fixed price model for these services.    689 

Q. Has EBSC recently undertaken any companywide cost containment efforts?   690 

A. Yes.  In 2009, a cost reduction initiative called the Lean Governance Model (“LGM”) 691 

was implemented.  The cost reduction activities undertaken by the EBSC practice areas 692 

as part of the LGM include:   693 

 Supply converted one warehouse in the ComEd service territory to a retail site 694 

that requires minimal staffing and houses a small number of materials rather than 695 

a large variety of materials that may be required for ComEd work, resulting in 696 
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savings of $1.8 million annually and an inventory reduction of $2.1 million for 697 

ComEd.   698 

 Internal Audit achieved savings through a combination of staff reductions and 699 

moving SOX IT general and applications work in-house to IT and Internal Audit 700 

respectively.   701 

 IT eliminated the corporate library and implemented various other operational 702 

streamlining measures in each IT functional area, resulting in a lower staffing 703 

level.   704 

 HR is in the process of creating an employee service center to which it will 705 

transfer administrative and transactional work from HR Operations.   706 

 HR also combined the Compensation and Benefits groups into one organization, 707 

eliminated the central Planning and Development group by combining it with 708 

Diversity and Staffing, and reduced staffing in Corporate Security.   709 

 Finance simplified the processes to close the books and reconcile accounts and 710 

thereby reduced the amount of time required to perform those tasks, and also 711 

effected staff reductions in various areas of EBSC Finance.   712 

D. Insource/Outsource Decision-making 713 

Q. Does EBSC use third-parties to provide services? 714 

A. Yes, on occasion.   715 

Q. How does EBSC decide when to use third parties and when to provide the services 716 

itself? 717 
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A. In some cases, third-party services are required, as where an independent auditing firm 718 

performs external audits.  In other cases, the activity is required only on an intermittent 719 

basis, such as for specialized consulting services.  It is not uncommon to use third-parties 720 

because they afford the better economic choice.   721 

Often a third-party vendor will have gone through a rigorous competitive bidding 722 

process after which EBSC has entered into a master services agreement (“MSA”) with 723 

that vendor.  Typically, multiple firms are evaluated, and substantial discounts to the 724 

initial proposals are often obtained as a result of this competitive process.   725 

Q. What are some examples of EBSC services provided by third parties? 726 

A. IT uses an outsourcing model for its Infrastructure Operations (which includes user help 727 

desk, printers, disaster recovery, telecommunications, local area network, deskside 728 

services and server operations) and application support functions that aligns with a 729 

“multi-sourcing” approach, using external labor for specific functions and internal labor 730 

for governance, oversight, and quality assurance.     731 

Q. How much of EBSC’s total outside vendor spend is accounted for by vendors in the 732 

state of Illinois? 733 

A. In 2009, EBSC spent $191.3 million with vendors in the state of Illinois, which 734 

represents 46% of EBSC’s total outside vendor spend.    735 

Q. What percent of EBSC’s total outside vendor spend is accounted for by women or 736 

minority-owned businesses? 737 

A. In 2009, EBSC spent $50.9 million with women or minority-owned vendors, which 738 

represents 12% of EBSC’s total outside vendor spend.   739 
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E. Allocations of EBSC Costs to ComEd 740 

Q. How does EBSC assign costs to its clients? 741 

A. In cases where EBSC provides services directly to a specific entity, it directly charges 742 

only that entity.  Over the last three years, the percentage of EBSC charges direct billed 743 

to ComEd has increased, from 45% in 2006 (36% if EDSS charges are included) to 48% 744 

in 2009.  Where EBSC provides services that benefit more than one client, its costs are 745 

allocated among those clients using cost allocation methodologies previously accepted or 746 

approved by the SEC, and which have since been reviewed by the FERC Division of 747 

Audits. 748 

Q. What cost allocation methods are used when costs are not directly charged? 749 

A. The allocation method used is a function of the type of service provided.  For instance, 750 

the costs of EBSC Supply services are allocated based on materials and/or services 751 

purchased.  IT costs are allocated based on various cost causative methods, typically 752 

specific units/usage methods, which vary from project to project (e.g., mainframe 753 

minutes).  Human Resources costs are allocated based on employee headcount ratios, and 754 

Real Estate costs are allocated based on square footage ratios.  Where costs are not 755 

susceptible to allocation by any more cost-causative allocation method, EBSC uses more 756 

general allocation methods, including the Modified Massachusetts Formula (“MMF”).    757 

The cost allocation methodologies used by EBSC are essentially unchanged since the 758 

2007 ComEd rate case, where they were considered by the Commission and the 759 

Commission did not make any allocation-related disallowance.  760 
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Q. What is the MMF? 761 

A. EBSC’s MMF, which was adopted in conjunction with SEC review, allocates costs 762 

among EBSC clients based on a combination of the following three factors for each of 763 

the operating companies:  gross revenues, total assets and direct labor, with each 764 

component updated annually.  ComEd’s share of costs allocated by use of the MMF has 765 

decreased from 31.86% in 2006 to 28.47% in 2009.   766 

Q. What percentage of EBSC billings for 2009 was borne by ComEd? 767 

A. Approximately 31.5% of 2009 EBSC billings went to ComEd.  As illustrated in the 768 

following table, this compares favorably with other organizational metrics.  769 

 770 
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F. Conclusion 771 

Q. Are the costs of the services ComEd receives from EBSC reasonable in amount? 772 

A. Yes.  The process by which ComEd acquires services from EBSC is a transparent one 773 

that assures that ComEd, and in turn ComEd’s customers, receive good value.  The costs 774 

ComEd incurs for services provided by EBSC are reasonable and necessary. 775 

Q. Does this conclude your direct testimony? 776 

A. Yes, it does. 777 


