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REQUEST NO. AG 1.08: 
 
Ref: ComEd Ex. 1.0, Hemphill Direct Testimony, lines 104-105 (Smart Grid Mechanism).  
According to the testimony, “First, the plan establishes a mechanism to move forward with the 
Smart Grid.”  Please provide the following additional information relative to this statement: 
 
a. Explain and quantify the extent to which ComEd is financially unable to access the 

capital needed to move forward with the Smart Grid, if and when ICC approvals beyond 
the pending AMI pilot and ISSGC process are secured. 

b. Explain whether and why ComEd is unwilling to access and invest the capital needed to 
move forward with the Smart Grid, if and when ICC approvals beyond the pending AMI 
pilot and ISSGC process are secured, in the absence of Rate ACEP. 

c. For what specific reasons does ComEd or Mr. Hemphill believe that ratemaking 
processes for Smart Grid investment should or must be considered and approved at this 
time, given the uncertainties regarding the results of the AMI pilot and ISSGC process? 

d. Please provide a description of ComEd’s capital budget process. 

e. Has ComEd requested that any of the infrastructure investments projects (including the 
yet-to-be requested AMI meters) referenced for cost recovery under ComEd’s Section 9-
244 petition been included in an annual capital budget for approval?  If so, identify those 
projects and the reason why they were rejected.   

 
RESPONSE: 
 
ComEd objects to subparts (a) and (b) of data request AG 1.08. Whether ComEd can access 
capital markets is irrelevant to the standards required for Commission approval of an alternative 
regulation program under Section 244 of the Public Utilities Act. Moreover, the timeframe 
envisioned in subparts (a) and (b) is likely to follow the Commission’s Order in ComEd’s 
general rate case in Docket 10-0467, the outcome of which will have an impact on ComEd’s 
financial health. These subparts seek speculative, hypothetical information that is unknown and 
unknowable. Subject to and without waiving the foregoing objections or its General Objections, 
ComEd responds as follows: 
 
a. The issue is not whether ComEd can access capital markets. Rather, ComEd’s financial 

condition affects its ability to make necessary investments at a reasonable cost of capital.  
ComEd cannot make financial commitments, including up-front commitments to fund 
significant new investments, “without regulatory guidance and a means to recover our 
costs – provided we act efficiently.”  The Alternative Regulation proposal is designed to 
mitigate regulatory risk, incentivize ComEd to manage operational risk within its control 
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well, and to share resulting benefits with customers.  Please also refer to Ex. 4.0 in ICC 
Docket No. 10-0467, page 8 lines 147-155, in which ComEd witness Joe Tripik discusses 
ComEd’s continued financial health and the importance of its financial condition to its 
ability to make necessary investments.   

 
Without Commission review and pre-approval of the capital and O&M budgets, as 
provided for in the alternative regulation plan, additional investment in discretionary 
AMI and smart grid projects would harm ComEd’s financial position. In its present 
financial condition ComEd is unlikely to undertake discretionary investments in 
additional AMI or smart grid without alternative regulation.  

 
b. ComEd believes that the ISSGC, AMI Pilot, and Commission’s Smart Grid Policy 

Docket will provide adequate guidance for moving forward with the Smart Grid.  It is not 
clear that these proceedings will provide regulatory assurance of future cost recovery. 
Moreover, these future proceedings will not address the problems of the traditional rate 
case approach for cost recovery of these sorts of distribution investments.  

 
As Dr. Hemphill testifies in ComEd Ex. 1.0, lines 87-89, “… ComEd is increasingly 
concerned that general rate cases may no longer be the best way for the Commission to 
regulate ComEd’s distribution rates and capital investment going forward, and that 
alternatives may be in the public interest.”  On pages 8-9, Dr. Hemphill further explains 
why traditional rate-base regulation is unsuitable for the projects being proposed in the 
alternative regulation plan. Finally, on lines 642-644, Dr. Hemphill testifies that, “The 
proposal recognizes that the projects are discretionary and not part of the existing revenue 
requirement. For that reason, undertaking those same initiatives in the absence of this 
program would harm ComEd’s financial condition.”  

 
Simply put, given that additional AMI and smart grid projects are discretionary, are 
optimally undertaken through an alternative rate structure, and in many cases create 
benefits to customers without creating corresponding incremental revenues to pay for the 
required investments and expenses, and given ComEd’s current financial situation, it is 
unlikely that ComEd would subject itself to the regulatory uncertainty inherent in 
adversarial, backwards-looking, general rate cases.  Nor could ComEd commit to and 
fund the required investments given those risks and the additional cost of regulatory lag.  
Without Rate ACEP, it is unlikely that additional AMI and smart grid projects will be 
carried out in the foreseeable future. 

 
c. Dr. Hemphill believes that ratemaking processes for Smart Grid investment should be 

considered and approved at this time because having to await the outcome of yet another 
subsequent proceeding will further delay the benefits of additional AMI and smart grid 
investment, whatever these benefits are demonstrated to be.  

 
No additional AMI or smart grid investments are being considered in this docket. 
Commission approval of the proposed alternative regulation plan will not automatically 
result in additional AMI or smart grid investments. As shown on the Smart Grid Time 
Line on page 7 of ComEd’s Verified Petition, decisions about specific AMI or smart grid 
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investments under Rate ACEP will be made in the implementation docket, which will 
commence only after the AMI Pilot and Policy Dockets are completed.  

 
d.  ComEd uses a combination “top-down” and “bottom-up” process in building the capital 

expenditure budget.  The capital expenditure total is determined by combining the amount 
of depreciation forecasted for a given year and the amount of available “growth” capital 
for the same year.  “Growth” capital equals retained earnings (net income less dividends, 
representing new equity investment) and incremental new debt available given capital 
structure and credit metric targets.  For example, if depreciation equals $500M, retained 
earnings equals $100M and target debt to total capital ratio is 55%, then the total capital 
budget will approximate $682M ($500M + $100M/.55).  This calculation is known 
internally as the “affordable capital” model, because it calculates an amount of 
investment that can be spent without any deterioration in credit metrics and no 
incremental external equity investment.  The “affordable capital” value is used as guide 
post for setting the total capital budget but can be exceeded with the approval of Exelon 
or under spent at the discretion of ComEd management. 

 
 The “affordable capital” target is provided to the operating departments in order to 

facilitate the development of the detailed capital budget.  Each operating department 
compiles a list of projects that are legislatively or regulatorily mandated, needed to meet 
customer requests, and achieve targeted system performance levels.  The operating 
departments compile cost estimates for all of the projects based on the labor and non-
labor resources needed to construct the project, including assumptions regarding wage 
increases, pension and opeb costs, active benefit cost increases and material and 
contractor escalation rates.  Once each of the projects has a financial estimate they are 
organized by type of project and prioritized based on need and ability to fit within the 
“affordable capital” model.  For example, New Business projects are automatically 
approved given the obligation to serve and are based on a combination of specific 
customer requests for new or a change in service and an econometric based regression 
that correlates New Business activity with changes in economic conditions.  Likewise, 
Facility Relocation projects, meter exchanges and certain IT projects are automatically 
included due to regulatory mandates.  Funds are also apportioned for storm restoration 
based on a five year historical average and for various Corrective Maintenance activities 
geared toward system maintenance and customer restoration.  Capacity Expansion 
projects are added based on substation by substation load analysis to insure that all 
transformers and feeders are within their operating tolerances based on the system load 
forecast and regional growth projections.  Any remaining funds are then allocated to 
System Performance, Fleet, IT and Real Estate and Facilities based on a need and impact 
to the system prioritization. 

 
 Throughout the year, projects are presented and reviewed as part of the project 

authorization process.  Projects included in the original budget are not guaranteed full 
funding in the year if conditions change making the project unnecessary or resulting in a 
change in the cost estimate.  As the year progresses, project under runs are swept to fund 
project over runs, returned to the parent or utilized to fund previously unfunded projects 
that are emergent or “next in line” from a prioritization standpoint.  
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e. The future AMI and proposed Distribution Automation projects are currently included in 

ComEd’s long range plan (LRP) with the condition that regulatory approval is granted 
prior to any spending occurring on the projects.  The LRP prepared in June of 2010 
contained base level spending on Distribution Automation and Smart Grid projects (both 
transmission and distribution) of $35M to $50M a year depending economic conditions 
driving New Business and Capacity Expansion funding requirements.  The alternative 
regulation proposal would enable ComEd to accelerate and enhance Smart Grid 
deployment on the distribution system. 
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