
ComEd Ex. 28.0 

 

STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

 
COMMONWEALTH EDISON COMPANY 
 
Proposed general increase in electric rates 

: 
: 
: 

 
No. 10-0467 

 
 

 
Rebuttal Testimony of 

JOSEPH R. TRPIK, JR., CPA 

Senior Vice President 

Chief Financial Officer and Treasurer 

 



Docket No. 10-0467 
ComEd Ex. 28.0 

 

List of Issues & Major Conclusions 
 

 Responds to the testimony of Illinois Commerce Commission Staff witness 
Bonita Pearce and AG/CUB witness Ralph Smith who recommend 
disallowances of incentive compensation expense and capitalized incentive 
compensation, explaining that the proposed disallowances are not 
appropriate because ComEd’s incentive compensation programs meet the 
Commission’s cost recovery standards and have been updated in accordance 
with the Commission’s decisions to include only performance metrics that 
have been approved by the Commission.  The Commission should reject 
proposals to change the incentive compensation cost recovery rules yet 
again, introducing more regulatory uncertainty and undermining ComEd’s 
reliance on the standards the Commission approved only two years ago. 

 Responds to the testimony of Staff witnesses Pearce and AG/CUB witnesses 
Smith  who recommend disallowances related to Perquisites and Awards, 
showing that the proposed disallowances are without merit and that the 
expenses in question are reasonable and appropriate for approval by the 
Commission. 

 Describes a small change in the range of cost of equity estimates from the 
testimony of ComEd witnesses Hadaway and Seligson, reports that the 
current estimates range from 10.3% to 12%, and that ComEd continues to 
recommend that the Commission approve an allowed return on equity of 
11.5%  
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I. Introduction and Background 1 

A. Identification of Witness 2 

Q. Please state your name, address and position. 3 

A. My name is Joseph R. Trpik. I previously filed Direct Testimony on behalf of 4 

Commonwealth Edison Company ("ComEd") in this proceeding (ComEd Exhibits 4.0-5 

4.5).  6 

B. Purposes of Testimony 7 

Q. What are the purposes of your testimony? 8 

A. The purposes of my testimony are to respond to the direct testimony proposals of (1) 9 

Illinois Commerce Commission Staff ("Staff") witness Bonita Pearce and AG/CUB 10 

witness Ralph Smith to disallow incentive compensation expense and capitalized 11 

incentive compensation1 and (2) Staff witnesses Pearce and AG/CUB witnesses Smith  12 

for disallowances related to Perquisites and Awards.  I also describe a small change in the 13 

range of cost of equity estimates from the testimony of ComEd witnesses Hadaway and 14 

Seligson. 15 

II. Incentive Compensation 16 

Q. Staff witness Bonita Pearce and AG/CUB witness Smith each propose disallowances 17 

of portions of ComEd’s incentive compensation expense.  Is incentive compensation 18 

an additional payment to employees that causes their total compensation to be in 19 

excess of the amount necessary to attract and retain qualified workers? 20 

                                                 
1  To the extent that witnesses propose disallowances of both incentive compensation expense and 

capitalized incentive compensation, the responses in this testimony apply to each. 
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A. No.  ComEd’s incentive compensation is not extra compensation.  Offering incentive 21 

compensation is essential for ComEd to attract and retain talented employees to 22 

contribute to the continued reliable delivery of electricity. The Towers Watson 23 

compensation consulting firm advises ComEd on compensation-related issues. Every one 24 

of the 52 investor owned utilities in the Towers Watson benchmarking database of energy 25 

services companies offers some form of incentive compensation plan. ComEd competes 26 

with many of these companies for human resources. Without its incentive compensation 27 

plans, ComEd would be disadvantaged relative to its peers in its efforts to recruit and 28 

retain executives, management staff, and front-line employees. 29 

Q. How does ComEd’s incentive compensation relate to base compensation? 30 

A. The combination of base salary and incentive compensation is set to equal market levels.  31 

If performance falls short of the incentive compensation plan goals, employees earn less 32 

than market levels.  The incentive compensation component of the total is therefore “pay 33 

at risk,” not extra compensation.    34 

Q. How does ComEd determine that the combination of base salary and incentive 35 

compensation is equal to market levels? 36 

A. ComEd relies on a series of salary surveys to determine the amount needed in the 37 

marketplace to attract and retain qualified personnel.  The process includes obtaining 38 

relevant market information for job categories not governed by union contracts, matching 39 

ComEd employee positions to appropriate categories of survey data and establishing 40 

market reference ranges for each position category. 41 

Q. Did ComEd determine that its base salaries for 2009 were at market levels? 42 
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A. Yes.  Using the survey data, ComEd determined a ratio of the ComEd base salary to the 43 

market rate for each position.  The individual ratios were then averaged to arrive at a 44 

comparison in percentage terms of ComEd’s overall base compensation level to the 45 

market level.   As of  December 10, 2009, ComEd’s overall base compensation level was  46 

99.09% of the market level.  In other words, ComEd’s base salaries were well aligned 47 

with the market – actually falling .91% below market levels. 48 

Q. How does ComEd determine that its incentive compensation is also at market 49 

levels? 50 

A. To assure that the combination of base pay and incentive compensation is set at market 51 

rates, the annual incentive compensation levels are reviewed on a periodic basis by 52 

Towers Watson.  Towers Watson examines the structure of ComEd’s plan and the 53 

compensation payouts resulting from it to evaluate the program in light of incentive 54 

compensation offered by peer companies and relevant research on incentive 55 

compensation plans generally.  The results of the most recent benchmarking study 56 

completed in October, 2010 show that the company continues to be aligned with the peer 57 

group on incentive pay. 58 

A. Annual Incentive Plan Disallowance Proposals 59 

Q. AG/CUB witness Smith proposes to disallow 50% of ComEd’s 2009 Annual 60 

Incentive Plan (“AIP”) expense because of ComEd’s extraordinary 2010 cost 61 

reduction efforts.  Is his proposal reasonable?  62 

A. No.  The extraordinary one-time limitations we imposed on the 2010 incentive 63 

compensation plan were intended to reduce expenses in this area below the reasonable 64 

levels reflected by our 2009 incentive compensation expense.  The expected reduction in 65 
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2010 incentive compensation does not reflect the reasonable, ongoing cost ComEd 66 

expects to incur and is not an appropriate basis on which to determine the amount of 67 

incentive compensation expense properly recoverable in this proceeding.  In fact, current 68 

2010 aggregate operating metric performance exceeds the “Target” level and is expected 69 

to result in an actual AIP payout of 100%, equivalent to the costs submitted in the filing. 70 

Q. Staff witness Pearce proposes disallowance of 50% of the costs related to the 71 

Operating and Maintenance Expense and Capital Expenditures metrics within the 72 

AIP applicable to both salaried and bargaining unit employees, as well as Senior 73 

Vice Presidents and higher level executives, contending that these goals provide 74 

benefits to shareholders because rates based on the 2009 expenses will not take 75 

effect until 2011.  Is this disallowance valid? 76 

A. No.  As with other reasonable expenses incurred in the 2009 test year, ComEd should be 77 

permitted to recover 100% of the amounts incurred.  The Commission has consistently 78 

permitted recovery of incentive compensation costs attributable to operating and 79 

maintenance and capital expenditures goals because these goals directly benefit 80 

customers by reducing the rates they pay.  The Commission approved these goals most 81 

recently in Docket 07-0566.  ComEd has relied on the Commission’s decisions to reshape 82 

its incentive compensation programs to conform with the Commission’s requirements for 83 

cost recovery.  Regulatory certainty is essential to enable utilities to manage their 84 

businesses in the interests of customers.  There is no basis for disallowing recovery of 85 

any of ComEd’s AIP costs in this proceeding.  86 
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Q. Is the fact that rates based on 2009 expenses will not take effect until 2011 a reason 87 

to depart from the Commission’s consistent approval of cost recovery for incentive 88 

compensation based on achievement of operating and maintenance and capital 89 

expenditures goals? 90 

A. No.  The fact that there is a lag between the time expenses are incurred and the time that 91 

rates based on those test year expenses become effective does not warrant a disallowance 92 

of any portion of ComEd’s reasonable expenses.  Ms. Pearce fails to acknowledge that 93 

the rates currently in effect reflect 2006 costs and AIP expenses pertaining to 2007.  Ms. 94 

Pearce suggests that shareholders should incur all of the costs related to regulatory lag 95 

and share the benefits of cost savings in the periods between rate cases with customers.  96 

Given that ComEd’s earned ROE has not exceeded the 10.3% allowed in the last rate 97 

order, it is difficult to understand how the cost savings did anything but mitigate potential 98 

lost shareholder value.  No value was created in the interim period above what the 99 

Commission determined just and reasonable in the last proceeding, and thus there is no 100 

basis to provide a “sharing” mechanism with customers by eliminating 50% of the 101 

incentive plan.  It is also noteworthy that, as a result of disallowances of other categories 102 

of incentive compensation in past rate cases, shareholders are already bearing a 103 

significant burden of costs in this area that benefit customers.  The rebuttal testimony of 104 

Terence Donnelly (ComEd Ex. 32.0) responds in more detail to Ms. Pearce’s proposal to 105 

disallow 50% of incentive compensation expense attributable to the operating and 106 

maintenance and capital expenditures metrics. 107 

Q. Staff witness Pearce also recommends disallowance of 100% of the cost related to 108 

the Focused Initiatives metric on the ground that these measures are based on 109 
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achievement of internal budget amounts which are within ComEd’s control to 110 

establish and achieve and ComEd has not established clear incremental ratepayer 111 

benefits.  Is she correct? 112 

A. No.  The compensation costs relating to achievement of Focused Initiatives are properly 113 

included in ComEd’s recoverable incentive compensation expenses.  The Focused 114 

Initiative goals are intended to drive improved productivity.  These goals insure that the 115 

budgeted work gets done at the intended cost and rewards employees for getting more 116 

work done at or below the budgeted cost per unit of work.  Customers benefit directly 117 

from performance that enables more work to be completed on the system at or below the  118 

budgeted cost per unit through improved reliability and a lower cost of service.  This 119 

issue is also addressed in more detail in the rebuttal testimony of Terence Donnelly 120 

(ComEd Ex. 32.0). 121 

Q. Staff witness Pearce proposes removal of 100% of the costs related to the Operating 122 

Net Income goal that is applicable to the AIP for Senior Vice Presidents and higher 123 

level executives, referring to it as a shareholder-oriented goal.  Is this proposed 124 

disallowance valid? 125 

A. No.  The 2010 incentive plan design for Senior Vice Presidents and higher level 126 

executives has been modified to conform the plan for executives to match the plan for all 127 

other employees, and thus eliminates the net income goal for the executive group. 128 

B. Long Term Incentive Plan Disallowance Proposals 129 

Q. Staff witness Pearce recommends disallowance of 2/3 of the cost of ComEd’s Long 130 

Term Incentive Plan (“LTIP”) for 2009 saying that, of the three categories of LTIP 131 

goals,  the financial goals enhance shareholder value, not ratepayer benefits and the 132 



Docket No. 10-0467 
ComEd Ex. 28.0   

Page 7 of 10 

regulatory/legislative goals do not benefit ratepayers.  Is her proposed disallowance 133 

of LTIP costs reasonable? 134 

A. No.  As I explained in my direct testimony, ComEd has addressed these concerns and 135 

eliminated the net income and legislative / regulatory goals from the LTIP plan for 2010. 136 

The goals under the LTIP now mirror those under the AIP. The Commission is approving 137 

rates that will not become effective until 2011. ComEd will incur LTIP costs in 2010 and 138 

future years and no portion of those costs will be attributable to achievement of net 139 

income or legislative / regulatory goals. Given the change in the LTIP metrics eliminating 140 

any possibility that one of the disallowed goals would influence future incentive 141 

compensation payments, the Commission should conclude that ComEd’s LTIP costs are 142 

recoverable. 143 

Q. AG/CUB witness Smith recommends a disallowance of LTIP costs saying that there 144 

is no benefit to ratepayers from the plan.  Is he correct? 145 

A. No.  There is benefit to customers from the LTIP.  The Commission recognized that 146 

benefit in Docket 07-0566 when it authorized recovery of the costs of the plan that were 147 

attributable to meeting operational goals and customer service needs such as Customer 148 

Average Interruption Duration Index (“CAIDI”), System Average Interruption Frequency 149 

Index (“SAIFI”), and O&M and capital expense control.  Now that all of the LTIP 150 

metrics meet the Commission’s cost recovery standards, disallowance of LTIP costs is 151 

not appropriate.  Additionally, like the AIP the LTIP is a form of compensation at risk 152 

that enables ComEd to attract the caliber of talent required to run the business as 153 

effectively as possible.  Elimination of the LTIP would require an adjustment to ComEd’s 154 

executive compensation to insure access to talent and result in the same level of cost to 155 



Docket No. 10-0467 
ComEd Ex. 28.0   

Page 8 of 10 

rate payers albeit in a different form.  Programs like the LTIP provide a long-term 156 

compensation mechanism that theoretically will incent managers to make decisions based 157 

on the long-term impact on the business and avoid short-term decisions that may produce 158 

near-term benefits but negatively impact the business over the long-term. 159 

Q. Staff witness Pearce proposes disallowance of 100% of the cost of the Exelon 2009 160 

Key Manager Restricted Stock Award, saying that its objective is to  further the 161 

financial and operational success of Exelon, not ComEd, and provides no direct 162 

benefit to ratepayers.  AG/CUB witness Smith makes the same points in support of 163 

his proposed disallowance of these costs.  Do you agree? 164 

A. No.  The restricted stock program provides a long-term incentive program for ComEd’s 165 

Key Managers and provides the same sort of benefits as the LTIP program described 166 

above.  Providing a form of compensation in stock helps managers stay focused on the 167 

long-term health of the business.  As discussed previously, restricted stock is not 168 

guaranteed income and provides an incentive for managers to take actions that improve 169 

the performance of the business for both customers and shareholders.  Elimination of this 170 

cost would require ComEd to adjust its Key Manager compensation program to provide 171 

an alternative form of compensation to attract the talent required to effectively run the 172 

business but would lose the linkage to the long-term performance.  Ultimately, customers 173 

would incur the same the cost but may not obtain the same level of benefit. 174 

III. Perquisites and Awards 175 

Q. Staff witness Pearce proposes disallowance of $3,568,000 of perquisites and awards 176 

expense on the ground that these costs are not necessary for the provision of utility 177 

service and did not provide direct ratepayer benefits.  Do you agree? 178 



Docket No. 10-0467 
ComEd Ex. 28.0   

Page 9 of 10 

A. No.  Perquisites and awards are reasonable business expenses that benefit customers.  179 

The majority of expense represents retention awards, special recognition performance 180 

awards and meter reader performance awards designed to improve accuracy and 181 

completeness of meter reads.  The retention awards are intended to insure that employees 182 

filling critical roles within the organization continue in those roles by providing a long-183 

term financial incentive.  The special recognition awards range from small gift 184 

certificates to lump sum cash payouts in recognition of individual employee efforts 185 

covering the gamut of pointing out a safety concern for a fellow employee or working 186 

excessive hours on a project.  These type of awards encourage the employees to go above 187 

and beyond in their jobs resulting in a better, safer product for customers.  The remainder 188 

of the awards relate to signing bonuses for a wide range of employees and perquisites for 189 

executives.  The signing bonuses are necessary to attract high quality talent, and the 190 

executive perquisites are part of the executive compensation program commensurate with 191 

the benchmarking described earlier. 192 

Q. AG/CUB witness Smith suggests disallowance of $1,348,000 relating to retention 193 

awards, stock awards and perquisites and performance based awards.  Is his 194 

proposal valid?   195 

A. No.  As I stated, perquisites and awards of the type Mr. Smith seeks to disallow are 196 

reasonable business expenses that benefit customers.  The costs should not be disallowed.   197 

IV. Return on Equity 198 

Q. In your direct testimony (ComEd Ex. 4.0) you stated that the cost of equity estimates 199 

by ComEd witnesses Hadaway (ComEd Ex. 11.0) and Seligson (ComEd Ex. 12.0) 200 

ranged from 10.6% to 12%.  Has there been any change in this range? 201 
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A. Yes.  Dr. Hadaway’s rebuttal testimony includes an update of his cost of equity estimate.  202 

Taking into account Dr. Hadaway’s update, the Hadaway and Seligson cost of equity 203 

estimates range from 10.3% to 12%. 204 

Q. Does ComEd continue to recommend that the Commission approve an allowed 205 

return on equity of 11.1% based on the cost of equity estimate range from the 206 

Hadaway and Seligson testimony, plus an adjustment of 0.40% based on the 207 

testimony of Dr. Susan F. Tierney (ComEd Ex. 13.0), or a total return on equity of 208 

11.50%? 209 

A. Yes.  Given recent volatility in the markets related to both interest rate, stock 210 

performance and the resumption of quantitative easing by the Federal Reserve, we 211 

believe the original ranges provided by Dr. Hadaway and Dr. Seligson are still 212 

appropriate.   213 

Q. Does this conclude your rebuttal testimony? 214 

A. Yes, it does. 215 


