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List of Issues & Major Conclusions 
 

 Existing rates based on an adjusted 2006 test year are insufficient to 
maintain ComEd’s financial health and to pay for increased costs 
primarily related to pension and post retirement healthcare benefits and 
capital investment in the system.  The rebuttal testimony proposals of 
particularly AG/CUB but also Staff are completely inadequate and 
inconsistent with the goals the Illinois Commerce Commission should 
support – maintaining ComEd’s financial strength so that it can make the 
significant capital and operating expenditures required to provide reliable 
and safe operations at a time when economic conditions and energy 
efficiency efforts have resulted in lower load and lower revenue growth. 

 

 The rebuttal testimony of AG/CUB witness Ralph Smith continues to 
recommend significant disallowances of incentive compensation expense 
and capitalized incentive compensation, which are inappropriate because 
ComEd’s incentive compensation programs meet the Commission’s cost 
recovery standards and have been updated in accordance with the ICC’s 
decisions to include only performance metrics that have been approved 
by the Commission.  Although the rebuttal testimony of Illinois 
Commerce Commission Staff witness Bonita Pearce withdraws most of 
the incentive compensation disallowance proposals included in her direct 
testimony, Ms. Pearce recommends disallowance of long term incentive 
compensation costs that should be approved by the Commission.  

 

 ComEd continues to recommend that the Commission approve an 
allowed rate of return on equity of 11.5%  

 
 



Docket No. 10-0467 
ComEd Ex. 54.0   

Page i  

TABLE OF CONTENTS 

Section  Page 

I.  Introduction and Background ............................................................................................... 1 
A.  Identification of Witness ........................................................................................... 1 
B.  Purposes of Testimony .............................................................................................. 1 

II.  Significant Adverse Effect of AG-CUB’s and Staff’s Proposals ......................................... 2 

III.  Incentive Compensation ........................................................................................................ 4 
A.  Annual Incentive Plan Disallowance Proposals ....................................................... 4 
B.  Long Term Incentive Plan Disallowance Proposals ................................................. 5 

IV.  Return on Equity ................................................................................................................... 7 
 
 
 
  



Docket No. 10-0467 
ComEd Ex. 54.0   

Page 1 of 8 

I. Introduction and Background 1 

A. Identification of Witness 2 

Q. Are you the same Joseph R. Trpik who previously filed Direct and Rebuttal 3 

Testimony on behalf of Commonwealth Edison Company ("ComEd") in this 4 

proceeding (ComEd Exs. 4.0-4.5, 28.0)?  5 

A. Yes. 6 

B. Purposes of Testimony 7 

Q. What are the purposes of your surrebuttal testimony? 8 

A. The purposes of my surrebuttal testimony are (1) to describe the significant adverse 9 

effects that the rebuttal testimony proposals of particularly AG-CUB1 but also Staff 10 

would have on ComEd’s customers and employees (2) to explain that the rebuttal 11 

testimony of  AG/CUB witness Ralph Smith does not support disallowance of ComEd’s 12 

incentive compensation expense and capitalized incentive compensation2 and that the 13 

new proposals from Staff witness Bonita Pearce to disapprove long term incentive 14 

program costs are likewise unsupported, and  (3) to urge the Illinois Commerce 15 

Commission (the “Commission” or “ICC”) to approve ComEd’s requested rate of return 16 

on equity, which recommendation is unaffected by any of the matters raised in the 17 

rebuttal testimony of Staff and Intervenor witnesses. 18 

                                                 
1  Illinois Attorney General’s Office (“AG”) / Citizens Utility Board (“CUB”). 
2  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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II. Significant Adverse Effect of AG-CUB’s and Staff’s Proposals 19 

Q. Please describe the significant adverse effect that approval of the rebuttal testimony 20 

proposals of AG-CUB and Staff would have on ComEd. 21 

A. ComEd’s revenues from existing rates are $326.3 million less than the amount needed to 22 

meet its costs, after taking into account all of the extraordinary cost cutting initiatives in 23 

2009 and the ongoing efforts ComEd is making to control expenses.   AG-CUB’s rebuttal 24 

testimony proposes a nearly $400 million annual disallowance, an amount that equals 25 

100% of ComEd’s $326.3 million of increased costs plus a substantial reduction in 26 

existing revenues.  Staff’s rebuttal testimony recommends that $210 million of ComEd’s 27 

increased costs be disallowed, providing only $116 million of additional revenues.  28 

Allowance of revenues at such unrealistic or, in the case of AG-CUB completely fanciful, 29 

levels would significantly weaken ComEd’s financial condition, affecting its ability to 30 

make the capital and operating expenditures required to provide reliable and safe 31 

operations at a time when economic conditions and energy efficiency efforts have 32 

resulted in lower load and revenue growth.  33 

Q. What impact would approval of the rebuttal testimony proposals of AG-CUB and 34 

Staff have on the level of service ComEd provides to customers? 35 

A. Current distribution rates are inadequate to cover ComEd’s costs and sustain 36 

infrastructure investments and operational expenditures that benefit customers. Failing to 37 

adjust revenues to current expenditure levels or reducing ComEd’s revenues, as AG-CUB 38 

proposes, would exacerbate the situation, forcing ComEd to assess which capital 39 

expenditures and operating costs would have to be cut to make up the shortfall in 40 
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revenues.  The resulting reductions would deprive customers of the benefits those 41 

investments and operating initiatives would have provided.  42 

Q. What impact would approval of the rebuttal testimony proposals of AG-CUB and 43 

Staff have on ComEd’s employees?  44 

A. While ComEd would make every effort to protect the interests of its dedicated work 45 

force, the reality is that, if ComEd’s existing revenues are not adjusted to current 46 

expenditure levels, or, more significantly, are actually reduced substantially as AG-CUB 47 

proposes, some workforce reductions may be required. 48 

Q. Is ComEd’s financial strength a factor the Commission should consider in 49 

evaluating the AG-CUB and Staff proposals? 50 

A. Yes.  When evaluating the AG-CUB and Staff proposals individually and as a whole, the 51 

Commission should place great weight on the importance of maintaining ComEd’s 52 

financial strength.  The $116 million increase in revenues recommended by Staff falls 53 

well below the level required to meet ComEd’s increased costs.  The cuts proposed by 54 

AG-CUB are so extreme that the interests of customers and employees would be 55 

significantly affected if they were approved.  The Commission should act to prevent the 56 

injury these proposals would cause and approve a revenue requirement that is adequate to 57 

enable ComEd to maintain the financial strength needed to meet the needs of its 58 

customers and to retain the dedicated employees whose services are so important to the 59 

goals ComEd and the Commission seek to achieve. 60 
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III. Incentive Compensation 61 

A. Annual Incentive Plan Disallowance Proposals 62 

Q. In direct testimony, Staff witness Pearce proposed disallowance of 50% of the costs 63 

related to the Operating and Maintenance Expense and Capital Expenditures 64 

metrics within the ComEd’s Annual Incentive Plan (“AIP”).  Does Ms. Pearce 65 

continue to support this disallowance? 66 

A. No.  In her rebuttal testimony, Ms. Pearce withdrew this proposal, explaining that she 67 

was persuaded by the information provided in ComEd’s rebuttal testimony, which 68 

explained the modifications ComEd had made to the AIP to comply with the 69 

Commission’s cost recovery standards and ComEd’s reliance on the Commission’s past 70 

decisions in establishing the performance metrics for incentive compensation payments.  71 

Q. In his direct testimony, AG/CUB witness Smith proposed to disallow 50% of 72 

ComEd’s 2009 Annual Incentive Plan (“AIP”) expense.  Does he continue to make 73 

this proposal?   74 

A. Yes.  Unlike Ms. Pearce, Mr. Smith did not withdraw his proposal to disallow 50% of 75 

ComEd’s AIP costs.   76 

Q. Does Mr. Smith’s rebuttal testimony provide any additional support for his 77 

proposed disallowance?  78 

A. No.  Mr. Smith continues to rely on the same arguments ComEd addressed in its rebuttal 79 

testimony.  As we explained, Mr. Smith’s reliance on the extraordinary one-time 80 

limitations we imposed on the 2010 incentive compensation plan as a basis for cutting 81 

AIP costs by 50% is misplaced.  The 2010 AIP cuts were intended to reduce expenses in 82 

this area below the reasonable levels reflected by our 2009 incentive compensation 83 
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expense.  The expected reduction in 2010 incentive compensation does not reflect the 84 

reasonable, ongoing cost ComEd expects to incur and is not an appropriate basis on 85 

which to determine the amount of incentive compensation expense properly recoverable 86 

in this proceeding.   87 

Q. In her direct testimony, Staff witness Pearce also recommended disallowance of 88 

100% of the cost related to the Focused Initiatives metric.  Does she continue to 89 

propose this disallowance? 90 

A. No.  In her rebuttal testimony, Ms. Pearce also withdrew this recommendation, citing the 91 

explanations provided in ComEd’s rebuttal testimony.   92 

B. Long Term Incentive Plan Disallowance Proposals 93 

Q. In her direct testimony, Staff witness Pearce recommended disallowance of 2/3 of 94 

the cost of ComEd’s Long Term Incentive Plan (“LTIP”) for 2009 saying that, of the 95 

three categories of LTIP goals,  the financial goals enhance shareholder value, not 96 

ratepayer benefits and the regulatory/legislative goals do not benefit ratepayers.  97 

Does Ms. Pearce continue to propose this disallowance? 98 

A. No.  In her rebuttal testimony, Ms. Pearce withdrew this proposal, agreeing with 99 

ComEd’s position that the net income and legislative/regulatory goals had been 100 

eliminated from the LTIP metrics so that reference to these goals did not support her 101 

proposed disallowance.   102 

Q. Does Ms. Pearce propose a new basis for disallowance of LTIP costs in her rebuttal 103 

testimony? 104 
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A.  Yes.  Ms. Pearce notes that 25% of potential 2010 LTIP payments are based on a goal 105 

that considers achievement of specific emissions targets, achievement of ISO 14001 106 

Certification, and Smart Grid.  Ms. Pearce contends that the first goal is not related to 107 

delivery services and that the third goal relates to a program that has not been approved 108 

for recovery in delivery services rates.  Based on these contentions, Ms. Pearce proposes 109 

a disallowance of about $2.7 million -- 2/3 of the 25% goal or 17% of ComEd’s LTIP 110 

costs. 111 

Q. Does the new argument advanced by Ms. Pearce in her rebuttal testimony support 112 

disallowance of 17% of ComEd’s LTIP costs? 113 

A. No.  Both of the LTIP goals are specific, operational metrics of the type the Commission 114 

has repeatedly approved as appropriate bases for recoverable incentive compensation 115 

expenses.  Both provide benefits to customers and are appropriate goals for a delivery 116 

services company to aspire to achieve. 117 

Q. In his direct testimony, AG/CUB witness Smith recommended a disallowance of 118 

LTIP costs saying that there was no benefit to ratepayers from the plan.  Does he 119 

continue to propose this disallowance? 120 

A. Yes.   121 

Q. Does Mr. Smith’s rebuttal testimony provide any additional support for his 122 

proposed disallowance?  123 

A. No.  Mr. Smith continues to rely on the same arguments ComEd addressed in its rebuttal 124 

testimony.  As we explained, there is benefit to customers from the LTIP.  The 125 

Commission recognized that benefit in Docket No. 07-0566 when it authorized recovery 126 
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of the costs of the plan that were attributable to meeting operational goals and customer 127 

service needs such as Customer Average Interruption Duration Index (“CAIDI”), System 128 

Average Interruption Frequency Index (“SAIFI”), and O&M and capital expense control.  129 

Now that all of the LTIP metrics meet the Commission’s cost recovery standards, 130 

disallowance of LTIP costs is not appropriate.   131 

Q. In her direct testimony, Staff witness Pearce proposed disallowance of 100% of the 132 

cost of the Exelon 2009 Key Manager Restricted Stock Award.  AG/CUB witness 133 

Smith made the same points in support of his proposed disallowance of these costs.  134 

Do Ms. Pearce and Mr. Smith continue to propose this disallowance? 135 

A. Yes. 136 

Q. Do they provide any additional support for their proposed disallowance?  137 

A. No. They continue to rely on the same arguments ComEd addressed in its rebuttal 138 

testimony.  The restricted stock program provides a long-term incentive program for 139 

ComEd’s Key Managers and provides the same sort of benefits as the LTIP program 140 

described above.  Providing a form of compensation in stock helps managers stay focused 141 

on the long-term health of the business.   142 

IV. Return on Equity 143 

Q. In your direct and rebuttal testimony, you stated that ComEd recommended a total 144 

cost of equity of 11.5%.  Has anything presented in the rebuttal testimony of Staff or 145 

Intervenors changed ComEd’s recommendation?  146 

A. No.  ComEd continues to recommend that the Commission approve an allowed return on 147 

equity of 11.1% based on the cost of equity estimate range from the Hadaway and 148 
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Seligson testimony, plus an adjustment of 0.40% supported by the testimony of Dr. Susan 149 

F. Tierney, or a total return on equity of 11.50%. 150 

Q. Does this conclude your surrebuttal testimony? 151 

A. Yes, it does. 152 


