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I. INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. Ralph C. Smith, 15728 Farmington Road, Livonia, Michigan 48154. 3 

 4 

Q. What is your occupation? 5 

A. I am a certified public accountant and a senior regulatory utility consultant with 6 

the firm Larkin & Associates, PLLC, certified public accountants and regulatory 7 

consultants. 8 

 9 

Q. Please describe Larkin & Associates. 10 

A. Larkin & Associates, PLLC, is a Certified Public Accounting and Regulatory 11 

Consulting Firm.  The firm performs independent regulatory consulting primarily 12 

for public service/utility commission staffs and consumer interest groups (public 13 

counsels, public advocates, consumer counsels, attorneys general, etc.)  Larkin & 14 

Associates, PLLC has extensive experience in the utility regulatory field as expert 15 

witnesses in over 600 regulatory proceedings, including numerous gas, electric, 16 

water and wastewater, and telephone utility cases. 17 

 18 

Q. Please summarize your professional experience.  19 

A. Subsequent to graduation from the University of Michigan, and after a short 20 

period of installing a computerized accounting system for a Southfield, Michigan 21 

realty management firm, I accepted a position as an auditor with the predecessor 22 

CPA firm to Larkin & Associates in July 1979.  Before becoming involved in 23 
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utility regulation where the majority of my time for the past 28 years has been 24 

spent, I performed audit, accounting, and tax work for a wide variety of 25 

businesses that were clients of the firm. 26 

During my service in the regulatory section of our firm, I have been 27 

involved in rate cases and other regulatory matters concerning numerous electric, 28 

gas, telephone, water, and sewer utility companies.  My present work consists 29 

primarily of analyzing rate case and regulatory filings of public utility companies 30 

before various regulatory commissions, and, where appropriate, preparing 31 

testimony and schedules relating to the issues for presentation before these 32 

regulatory agencies. 33 

My professional career has included over 30 years in public accounting 34 

and utility regulatory consulting at Larkin & Associates and its predecessor firm.  35 

I have performed work in the field of utility regulation on behalf of industry, PSC 36 

staffs, state attorney generals, municipalities, and consumer groups concerning 37 

regulatory matters before regulatory agencies in Alabama, Alaska, Arkansas, 38 

Arizona, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, 39 

Indiana, Kansas, Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, 40 

Missouri, New Jersey, New Mexico, New York, Nevada, North Carolina, North 41 

Dakota, Ohio, Pennsylvania, South Carolina, South Dakota, Texas, Utah, 42 

Vermont, Virginia, West Virginia, Canada, Federal Energy Regulatory 43 

Commission and various state and federal courts of law.  I have presented expert 44 

testimony in regulatory hearings on behalf of utility commission staffs and 45 

intervenors on many occasions.  I have also presented seminars on utility 46 
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accounting and ratemaking on behalf of various clients, and have taught at the 47 

Institute of Public Utilities sponsored by Michigan State University. 48 

 49 

Q. What professional designations do you hold?  50 

A. I hold the following professional designations: 51 

• Certified Public Accountant (licensed in the State of Michigan) 52 

• Attorney (licensed in the State of Michigan) 53 

• Certified Rate of Return Analyst 54 

• Certified Financial Planner™ professional 55 

 56 

Q. Please summarize your educational background.  57 

A. I received a Bachelor of Science degree in Business Administration (Accounting 58 

Major) with distinction from the University of Michigan - Dearborn, in April 59 

1979.  I passed all parts of the C.P.A. examination on my first sitting in 1979, 60 

received my C.P.A. license in 1981, and received a certified financial planning 61 

certificate in 1983.  I also have a Master of Science in Taxation from Walsh 62 

College, 1981, and a law degree (J.D.) cum laude from Wayne State University, 63 

1986.  I also have participated each year in a variety of continuing professional 64 

education required to maintain my CPA license and CFP® certificate. 65 

Since 1981, I have been a member of the Michigan Association of 66 

Certified Public Accountants.  I am also a member of the Michigan Bar 67 

Association and the Society of Utility and Regulatory Financial Analysts 68 
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(SURFA)1.  I have served as an arbitrator in disputes involving financial 69 

transactions as part of the National Association of Securities Dealers, Inc. 70 

(NASD) Dispute Resolution program and the Financial Industry Regulatory 71 

Authority, Inc. (FINRA).  I have also been a member of the American Bar 72 

Association (ABA), and the ABA sections on Public Utility Law and Taxation.   73 

 74 

Q. Have you prepared an appendix that contains additional information on 75 

your educational background and professional experience? 76 

A. Yes.  Appendix RCS-1, attached to this testimony also summarizes some of my 77 

regulatory experience and qualifications. 78 

 79 

Q. On whose behalf are you appearing? 80 

A. I am testifying on behalf of the People of the State of Illinois represented by the 81 

Attorney General (“AG”) and the Citizens Utilities Board (“CUB”) in response to 82 

the Commonwealth Edison Company (“ComEd” or “Company”). 83 

 84 

Q. Have you previously presented testimony before the Illinois Commerce 85 

Commission?  86 

A. Yes, I have previously presented testimony before the Illinois Commerce 87 

Commission (“Commission”) in a number of cases.  88 

                                                 
1 Formerly, the National Society of Rate of Return Analysts. 
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Q. Please describe the tasks you performed related to your testimony in this 89 

case. 90 

A. I reviewed and analyzed data and performed other procedures as necessary (1) to 91 

obtain an understanding of the ComEd rate filing package as it relates to the 92 

Company’s proposed rate increases for electric distribution utility service and (2) 93 

to formulate an opinion concerning the reasonableness of these Company-94 

proposed rates.  These procedures included reviewing the Company's testimony 95 

and exhibits; reviewing ComEd’s responses to the data requests of the AG, CUB 96 

and other parties; issuing information requests; and analyzing ComEd's responses 97 

to them. 98 

 99 

Q. What issues will you be addressing in your testimony? 100 

A. I am recommending rate base and pro forma operating income for ComEd based 101 

on the adjustments to the Company’s positions that I have identified in my review 102 

and analysis of its presentation.  My recommended adjustments have been 103 

provided to AG/CUB witness Michael Brosch, who has incorporated them into 104 

the AG/CUB revenue requirement model (AG/CUB Ex. 1.3) which he is 105 

sponsoring in this case.   106 

 107 

Q. How is the remainder of your testimony organized? 108 

A. My testimony is organized into the following sections: 109 

 II. Summary of Conclusions and Recommendations  110 

III. Organization of Supporting Schedules 111 
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IV. Rate Base Adjustments 112 

V. Net Operating Income Adjustments 113 

II. SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 114 

Q. Please summarize your conclusions and recommendations. 115 

A. Based on my review of the Company’s testimony, on the discovery that has been 116 

conducted, on publicly available information, and on my experience in the area of 117 

regulatory accounting, policy, and revenue requirement determination, my 118 

conclusions and recommendations to date are as follows: 119 

• The Company’s rate base should be reduced by $6.034 million as shown on 120 
AG/CUB Exhibit 1.3, Schedule B-6, to remove previously disallowed 121 
incentive compensation that ComEd included in rate base as Plant, net of 122 
related adjustments to Accumulated Depreciation and Accumulated Deferred 123 
Income Taxes. 124 

• Test year operating expenses should be reduced by $15.922 million as shown 125 
on AG/CUB Exhibit 1.3, Schedule C-10, (1) to remove 50 percent of Annual 126 
Incentive Program (“AIP”) compensation expense, (2) to remove the expense 127 
for executive Long-Term Incentive Compensation, and (3) to remove the 128 
expense for the Restricted Stock program. 129 

• Test year operating expenses should be reduced by $39.478 million as shown 130 
on AG/CUB Exhibit 1.3, Schedule C-11, to (1) remove ComEd’s requested 131 
increase over 2009 recorded amounts for pensions, (2) to remove the expense 132 
related to supplemental executive retirement plan (“SERP”) expense and to 133 
remove FAS 88 settlement costs related to the SERP, and (3) to normalize 134 
defined benefit pension expense by reducing ComEd’s recorded 2009 amount 135 
to an average that reflects conditions before the worldwide financial crisis. 136 

• Test year operating expenses should be reduced as shown on AG/CUB 137 
Exhibit 1.3, Schedule C-12, to remove and/or re-amortize rate case expenses 138 
from prior ComEd rate cases (as detailed on AG/CUB Exhibit 3.1, Schedules 139 
C-12.1 through Schedule C-12.4).  An adjustment to limit the rate case 140 
expense for ComEd’s current rate case to a reasonable amount, normalized 141 
over an appropriate period may be forthcoming in AG/CUB Exhibit 3.1, 142 
Schedule C-12.5. 143 
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• Test year operating expenses should be reduced by $1.859 million as shown 144 
on AG/CUB Exhibit 1.3, Schedule C-13, to remove $467,000 of expense for 145 
Season Tickets, Suites & Catering for Chicago Sporting Events, and $1.392 146 
million of expense for other stock awards, executive perquisites, abnormally 147 
high retention bonus costs, and to reflect 50/50 sharing of “performance” 148 
awards expense. 149 

• Test year depreciation expenses should be reduced by $179,000 as shown on 150 
AG/CUB Exhibit 1.3, Schedule C-20, to remove depreciation on previously 151 
disallowed incentive compensation that ComEd kept on its books as costs that 152 
were capitalized into Plant.  153 

• Test year amortization expenses should be reduced by $970,000 as shown on 154 
AG/CUB Exhibit 1.3, Schedule C-22, to reflect re-amortization of the May 155 
31, 2011 unamortized balance of Lease Abandonment Costs. 156 

 157 

III. ORGANIZATION OF SUPPORTING SCHEDULES 158 

Q. Please identify the supporting schedules that you are sponsoring in AG/CUB 159 

Exhibit 1.3.  160 

A. I am sponsoring the following schedules in the AG/CUB revenue requirement 161 

model, AG/CUB Exhibit 1.3: 162 

• B-6, Remove Disallowed Incentive Compensation from Rate Base 163 

• C-10, Incentive Compensation 164 

• C-11, Pension Expenses 165 

• C-12, Rate Case Expenses 166 

• C-13, Miscellaneous Disallowances 167 

• C-20, Depreciation on Disallowed Incentive Compensation 168 

• C-22, Amortization of Lease Abandonment Cost 169 
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Q. Have you attached to your testimony any Exhibits containing additional 170 

details concerning some of the AG/CUB adjustments that you are 171 

sponsoring?  172 

A. Yes.  Attached to my testimony is AG/CUB Exhibit 3.1, which contains schedules 173 

showing additional details concerning some of the AG/CUB adjustments that I am 174 

sponsoring.  Additionally, AG/CUB Exhibit 3.2 contains selected responses to 175 

discovery that are discussed in my testimony and/or referenced in the exhibits and 176 

schedules I am sponsoring.   177 

 178 

  179 

Q.  How have you organized the discussion of issues in your testimony? 180 

A.  The remainder of my testimony is organized around adjustments and issue 181 

discussions.  Each adjustment to rate base and net operating income that I 182 

recommend is discussed below in a separate section of the testimony.  183 

IV. RATE BASE ADJUSTMENTS 184 

B-6, Capitalized Disallowed Incentive Compensation 185 

Q.  Please discuss your recommended adjustment to remove capitalized 186 

disallowed incentive compensation from rate base. 187 

A.  This adjustment is shown on AG/CUB Exhibit 1.3, Schedule B-6.  ComEd 188 

included $5.975 million of incentive compensation cost that was specifically 189 

disallowed in the Commission’s order in Docket No. 05-0597 (Final Order at 97) 190 
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and $1.355 million specifically disallowed in the Commission’s order in Docket 191 

No. 07-0566 (Final Order at 12) in Plant in Service.  ComEd should have 192 

recorded journal entries to remove the disallowed costs from Plant in Service, but 193 

did not.  As a consequence of ComEd’s failure to record such journal entries to 194 

remove such disallowed costs, an adjustment must be made in the current rate 195 

case to remove the disallowed costs from Plant and related items.  Schedule B-6 196 

shows the necessary adjustments to Plant, Accumulated Depreciation and 197 

Accumulated Deferred Income Tax.  Rate base is reduced by a net amount of 198 

$6.034 million, as shown on Schedule B-6. 199 

 200 

Q.  Is there a related adjustment to expenses?  201 

A.  Yes.  AG/CUB Adjustment C-20 removes $179,000 of related depreciation 202 

expense. 203 

 204 

Q.  How much incentive compensation cost for the test year 2009 did ComEd 205 

capitalize? 206 

A. ComEd’s response to BAP 2.03 Corrected, Att. 5, p.1 of 3, L.13, shows $14.405 207 

million of 2009 test year incentive compensation expense being capitalized into 208 

CWIP and Accumulated Depreciation, Accounts 107 and 108.  An additional 209 

adjustment to rate base may be necessary to exclude disallowed 2009 incentive 210 

compensation cost.  At this point it is unclear how much of the $14.405 million is 211 

included in ComEd’s proposed rate base, or if any of that has been included in 212 
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Plant.  An additional adjustment to rate base may be necessary to exclude 213 

disallowed 2009 incentive compensation cost. 214 

V. NET OPERATING INCOME ADJUSTMENTS 215 

C-10, Incentive Compensation 216 

Q. How much incentive compensation expense has ComEd requested? 217 

A. ComEd’s response to BAP 2.03 Corrected, Attachment 5, shows that ComEd has 218 

requested on a jurisdictional basis $23.281 million for Annual Incentive Program 219 

expense, $2.158 million for Long-Term Incentive Plan expense, and $2.123 220 

million for LTIP Restricted Stock expense, for a total of $27.562 million. 221 

 222 

Annual Incentive Program 223 

Q. Please discuss ComEd’s Annual Incentive Plan. 224 

A. A copy of ComEd’s 2010 Annual Incentive Plan was provided in IIEC 2.02, 225 

Attachment 1 for employees who are not covered by a collective bargaining 226 

agreement, and in IIEC 2.02, Attachment 2 for employees who are covered by a 227 

collective bargaining agreement.  The 2010 AIP summaries are attached for ease 228 

of reference in AG/CUB Exhibit 3.3. 229 

  ComEd’s 2009 Annual Incentive Plan summaries for employees not 230 

covered by a collective bargaining agreement and for employees covered by a 231 

collective bargaining agreement were provided in BAP 2.03 Corrected, 232 

Attachments 1 and 2, respectively. 233 
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Q. Please discuss eligibility for the AIP. 234 

A. ComEd’s 2010 AIP that was provided in IIEC 2.02, Attachment 1, provides as 235 

follows concerning eligibility: 236 

 237 

Q. Does the AIP booklet provide an overall diagram illustrating how the 238 

standard formula works? 239 

A. Yes.  ComEd’s 2010 AIP that was provided in IIEC 2.02, Attachment 1, at page 240 

CRC 0025651: 241 

 242 

 243 

 244 
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Q. How does the AIP document describe what is new for ComEd in 2010? 245 

A. Page CRC 0025652 describes how the Company is experiencing earnings 246 

pressure as a result of near-term economic challenges driven by reduced power 247 

prices and decreased demand for electricity; consequently, the funding available 248 

for payout based on the 2010 operating budget and business plan is approximately 249 

half the size it was in 2009: 250 

 251 

Q. What Key Performance Indicators (KPIs) are associated with the AIP? 252 

A. There are two cost measures: (1) ComEd O&M and (2) ComEd capital 253 

expenditures.  There are also five operational KPIs: (1) SAIFI, which measures 254 

the average frequency of customer outages, (2) CAIDI,  measuring the average 255 

duration of customer outages, (3) OSHA Recordable Rate, measuring ComEd 256 

employee safety, (4) Focused Initiatives & Environmental Index, measuring 257 
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productivity and environmental commitment, and (5) the Customer Satisfaction 258 

Index, measuring overall customer satisfaction. 259 

 260 

Q. What are the targets and weighting of the KPIs for the 2010 ComEd AIP? 261 

A. The targets and weighting of the KPIs for the 2010 ComEd AIP are summarized 262 

in the following table (from IIEC 2.02, Attachment 1, page CRC 0025653): 263 

 264 

 265 

Q. What is the purpose of the Net Income Limiter and how are the AIP payouts 266 

under the AIP restricted based on the application of that provision? 267 

A. The purpose of the Net Income Limiter is to limit the payout on the AIP based on 268 

ComEd’s operating net income performance to ensure that any payout above plan 269 

is aligned with the Company’s financial performance.  Illustrative examples of 270 

how the Net Income Limiter affects the payout percentage are shown in the 271 

following table (from IIEC 2.02, Attachment 1, at page CRC 0025654): 272 
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  273 

Q. Is the AIP subject to change or revocation? 274 

A. Yes.  The program may be amended at any time by action of the ComEd CEO and 275 

may be terminated at any time by action of the Board of Directors.  As stated in 276 

IIEC 2.02, Attachment 1, at page CRC 0025658: 277 

 278 

 279 

Q. How is the AIP subject to Significant Event Curtailment? 280 

A. As described on IIEC 2.02, Attachment 1, page CRC 0025655, the AIP payout is 281 

subject to reduction if a Significant Event occurs: 282 
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 283 

 284 

Q. How have the changes Exelon announced on December 2, 2009 affected the 285 

AIP? 286 

A. ComEd’s response to AG 6.20, Attachment 2, shows that the AIP payouts will be 287 

limited to 50 percent (as opposed to 100 percent): 288 

2010 AIP payouts (payable in February 2011) will pay as follows: 289 

• If Exelon achieves its earnings per share (EPS) and key 290 

performance indicator (KPI) goals, the AIP plan will pay out at 291 

50% of target, compared to 100% today. 292 

• If we achieve between threshold and meeting our goals, the payout 293 

will be between 25% and 49% of target.  Achievement above plan 294 

will offer a payout above 50%, up to a maximum of 200%. 295 

The ComEd AIP plan, while not tied to EPS, will operate in a similar 296 

fashion and pay out at 50% of target upon achievement of its business 297 

plan. 298 

 299 
Q. Were there similar changes to the AIP for eligible employees who were 300 

covered by a collective bargaining agreement? 301 

A. Yes.  ComEd’s response to IIEC 2.02, Attachment 2, states as follows: 302 
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 303 

 304 

Q. Does a “Net Income Limiter” provision also apply for the AIP applicable for 305 

eligible employees covered by a collective bargaining agreement? 306 

A. Yes.  As stated response to IIEC 2.02, Attachment 2, the payout may be limited 307 

based on ComEd’s net income:  308 

 309 

 310 

Q. What adjustments should be made to the test year expense claimed by 311 

ComEd for AIP? 312 

A. As shown on AG/CUB Exhibit 1.3, Schedule C-10, the amount reflected by 313 

ComEd related to 2010 payouts based on the 2009 AIP should be reduced by 50 314 

percent.  This adjustment should be made for a number of reasons including:  (1) 315 

the changes Exelon has announced regarding reductions to the 2010 AIP payouts 316 

to 50 percent (compared to 100 percent for 2009); (2) the Company’s 317 

acknowledgement that the funding available for payout based on the 2010 318 

operating budget and business plan is approximately half the size it was in 2009; 319 
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and the general appropriateness of requiring shareholders to bear some or all of 320 

the incentive plan costs, especially incentive plan cost related to the Net Income 321 

Limiter Features  As shown on AG/CUB Exhibit 1.3, Schedule C-10, incentive 322 

plan expense related to AIP is reduced by 50 percent, for a reduction to operating 323 

expenses of $11.641 million. 324 

 325 

Long-Term Incentive Program 326 

Q. Please discuss ComEd’s Long-Term Incentive Program. 327 

A. ComEd’s response to IIEC 2.08, Attachment 1, indicates that the ComEd Long-328 

Term Incentive Program for the 2010-2012 performance cycle is based on ComEd 329 

executives’ ability to meet certain operational and cost controls over time.  The 330 

response states that the metrics are tied to consumer benefits by resulting in lower 331 

rates than would otherwise exist, as well as high performance.  Officers and 332 

executives of ComEd are eligible to participate.   333 

  ComEd’s response to IIEC 2.08, Attachment 1, at page CRC 0025706 334 

contains the following summary of how the program functions: 335 

 336 
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The Company has revised the specific measurements for the LTIP in an 337 

attempt to make this executive incentive compensation eligible for inclusion in 338 

rates.  The 2010-2012 Performance Cycle Goals are summarized in the following 339 

table (from the response to IIEC 2.08, Attachment 1): 340 

 341 

 342 

The 2010 LTIP Milestones from the same source are summarized in the following 343 

table: 344 
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 345 

Q. How does Exelon’s Form 10-K describe the ComEd LTIP? 346 

A. Exelon Corporation’s 2009 Form 10-K filed with the Securities and Exchange 347 

Commission (“SEC”) in February 2010 provides the following description (at 348 

page 370) of ComEd’s Long-Term Incentive Program: 349 

 ComEd Long Term Incentive Program  350 
In 2007 the compensation committee recommended, and the 351 
ComEd board adopted, a long-term incentive program designed to 352 
align the incentive compensation program with ComEd's status as 353 
a fully regulated operating company. Accordingly, the program 354 
pays out in cash; there is no Exelon equity component to the 355 
program. The program for the 2007-2009 performance period is 356 
based on ComEd's executive's ability to avoid adverse 357 
legislation and maintain competitive power procurement with 358 
cost pass through as well as make appropriate progress in 359 
ComEd's 2007-2011 business plan. The measures are 360 
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qualitative and quantitative and encompass financial (one-361 
third), operational (one-third), and regulatory and legislative 362 
(one-third) goals for the three-year target. There is a subjective 363 
element to payouts under the program. Financial goals for the 364 
performance cycle are that by year-end 2009, ComEd's 2010 365 
budget should reflect financial stability as evidenced by 366 
financial measures such as an industry median, adjusted (non-367 
GAAP) operating return on equity, with the milestone for 368 
year-end 2009 being an adjusted (non-GAAP, e.g., excluding 369 
goodwill) return on equity at 8.3% with 55% debt; the 370 
threshold for this milestone is 7.2%, with distinguished at 371 
8.8%. Operational goals are measured by ComEd CAIDI and 372 
ComEd SAIFI. The performance cycle goals are to achieve second 373 
quartile (or the level agreed to with the Illinois Commerce 374 
Commission) with targets of 1.15 and 92, respectively. The 2009 375 
milestone is SAIFI of 1.03, with threshold at 1.13 and 376 
distinguished at 0.99, and CAIDI at 87, with threshold at 96 and 377 
distinguished at 84. The regulatory/legislative goals for the 378 
performance cycle are measured by ratemaking, preservation of the 379 
power procurement process, and avoidance of harmful legislation. 380 
The goals for the performance cycle are filing the next rate case 381 
using a future test year as base, if feasible; managing other 382 
regulatory proceedings in support of goals to improve cost 383 
recovery, the customer experience, and operations; minimize risks; 384 
promote retail competition, energy efficiency, and demand 385 
response; and exploring and implementing, where appropriate, new 386 
technologies such as AMI or Smart Grid, or processes to enhance 387 
the operation of the system or the customer experience. The goal 388 
also includes identifying more opportunities to operate cost 389 
efficiently and to support the transmission rate case updates; 390 
implementing the 2009 procurement process and supporting the 391 
IPA to develop policies and plans that reasonably align with 392 
ComEd's goals; and to continue to meet legislative energy 393 
efficiency, demand response and renewables requirements; and 394 
continuing to avoid legislation that would adversely impact the 395 
effective operations or that interferes with the business and 396 
support legislation that is helpful to cost recovery, ComEd's 397 
energy efficiency, technology development, retail choice, or 398 
environmental goals. 399 

  (Emphasis supplied.) 400 

 The legislative aspect of the objectives could be construed as being similar to 401 

lobbying, a cost that is typically disallowed for ratemaking purposes. 402 
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Q. How do the SEC Form 10-K disclosures generally describe long-term 403 

incentives at Exelon? 404 

A. Exelon Corporation’s 2009 Form 10-K, at page 359 contains the following 405 

discussion: 406 

Exelon Long-term Incentives 407 

Long-term incentives are made available to executives and key 408 
management employees who affect the long-term success of the 409 
company. The long-term incentive compensation programs are 410 
primarily equity based and designed to provide incentives and 411 
rewards closely related to the interests of Exelon's 412 
shareholders, generally as measured by the performance of 413 
Exelon's total shareholder return and stock price appreciation. 414 
A portion of the long-term incentive compensation is in the form 415 
of performance share units that are awarded only to the extent that 416 
performance conditions established by the compensation 417 
committee are met. The balance of long-term incentive 418 
compensation is in the form of time-vested stock options that 419 
provide value only if, and to the extent that, the market price 420 
of Exelon's common stock increases following the grant. The 421 
use of both forms of long-term incentives is consistent with the 422 
practices in our peer group. The mix of long-term incentives 423 
depends on the compensation committee's assessment of 424 
competitive compensation practices of companies in the peer 425 
group. 426 

Stock option repricing is prohibited by policy or the terms of the 427 
company's long-term incentive plans. Accordingly, no options 428 
have been repriced. Stock option awards are generally granted 429 
annually at the regularly scheduled January compensation 430 
committee meeting when the committee reviews results for the 431 
preceding year and establishes the compensation program for the 432 
coming year. Only two off-cycle grants of stock options were 433 
made in 2009, in each case to an officer beginning employment 434 
during the year. 435 
 436 

(Emphasis supplied.)  437 

 438 
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Q. What changes has Exelon made for 2010 to the Long-Term Incentive 439 

awards? 440 

A. ComEd’s response to AG 6.20, Attachment 2, indicates that:  “Executives will see 441 

an approximate 33% reduction in the 2010 award value of Long-Term Incentive 442 

(LTI) awards under the Exelon and ComEd programs.”  It does not appear that 443 

ComEd has reflected this 33% reduction in the LTIP expense amount. 444 

 445 

Q. What adjustment do you recommend for expense related to the Long-Term 446 

Incentive Plan? 447 

A. I recommend that this expense be borne by shareholders.  This program is 448 

restricted to executives, is driven in part by financial and legislative objectives 449 

and there is a subjective element to payouts under the program.  Moreover, there 450 

is not benefit to ratepayers from the LTIP.  As such, the cost of the LTIP should 451 

be borne by shareholders.  ComEd’s requested expense for LTIP should be 452 

removed.  This adjustment reduces jurisdictional expense by $2.158 million, as 453 

shown on AG/CUB Exhibit 1.3, Schedule C-10. 454 

 455 

Restricted Stock Program 456 

Q. Please discuss the Restricted Stock Program. 457 

A. ComEd’s response to IIEC 2.08, Attachment 2, contains the following description 458 

in the 2010 Key Manager Restricted Stock Award Program Summary: 459 

 460 
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Program Objectives  461 
The 2010 Key Manager Restricted Stock Award Program (the 462 
“Program”) provides restricted stock units (“Restricted Stock”) to 463 
individuals in select positions who play key roles in supporting 464 
Exelon’s financial and operational success and whose retention is 465 
critical to long-term succession. This long-term incentive (“LTI”) 466 
program is an important component of Exelon’s total compensation 467 
package for key managers, which is benchmarked and aligned with 468 
the best practices of high-performing energy services companies and 469 
general industry firms.  470 

Eligibility  471 
Directors and managers (“Key Managers”) and select other 472 
employees are eligible to be considered for awards under the 473 
Program.  474 

 475 

 Directors and managers and select other employees are eligible to be considered 476 

for awards under the Restricted Stock Award Program. 477 

  Awards under the program are generally paid in shares of Exelon stock, 478 

and earn dividend equivalents, as described in ComEd’s response to IIEC 2.08, 479 

Attachment 2: 480 

 481 

Q. What does Exelon’s Form 10-K state with respect to Exelon stock awards? 482 

A. Exelon Corporation’s 2009 Form 10-K, at page 373, contains the following 483 

description of Exelon stock awards: 484 

  Exelon Stock Awards 485 
Stock awards consist primarily of performance share awards 486 
pursuant to the terms of the 2006 Long-Term Incentive Plan. The 487 
compensation committee established a performance share unit 488 
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award program based on total shareholder return for Exelon as 489 
compared to the companies in the Standard & Poor's 500 Index and 490 
the Dow Jones Utility Index for a three-year period. The threshold, 491 
target and distinguished goals for performance unit share awards 492 
are established on the grant date (generally the date of the first 493 
compensation committee meeting in the fiscal year). The actual 494 
performance against the goals and the number of performance unit 495 
share awards are established on the award date (generally the date 496 
of the first compensation committee meeting after the completion 497 
of the fiscal year). Upon retirement or involuntary termination 498 
without cause, earned but non-vested shares are eligible for 499 
accelerated vesting. The form of payment provides for payment 500 
in Exelon common stock to executives with lower levels of stock 501 
ownership, with increasing portions of the payments being 502 
made in cash as executives' stock ownership levels increase in 503 
excess of the ownership guidelines. If an executive achieves 504 
125% or more of the applicable ownership target, performance 505 
shares will be paid half in cash and half in stock. If executive vice 506 
presidents and above achieve 200% or more of their applicable 507 
stock ownership target, their performance shares will be paid 508 
entirely in cash. In limited cases, the compensation committee 509 
has determined that it is necessary to grant restricted shares of 510 
Exelon common stock or restricted stock units to executives as 511 
a means to recruit and retain talent. They may be used for new 512 
hires to offset annual or long-term incentives that are forfeited 513 
from a previous employer. They are also used as a retention 514 
vehicle and are subject to forfeiture if the executive voluntarily 515 
terminates, and in some cases may incorporate performance 516 
criteria as well as time-based vesting. When awarded, 517 
restricted stock or stock units are earned by continuing 518 
employment for a pre-determined period of time or, in some 519 
instances, after certain performance requirements are met. In 520 
some cases, the award may vest ratably over a period; in other 521 
cases, it vests in full at one or more pre-determined dates. Amounts 522 
of restricted shares held by each NEO, if any, are shown in the 523 
footnotes to the Outstanding Equity Table. 524 

(Emphasis supplied.) 525 

 526 

 527 

 528 

 529 
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Q. What changes has Exelon made for 2010 to the Key Manager Restricted 530 

Stock program? 531 

A. ComEd’s response to AG 6.20, Attachment 2, indicates that:  “Key managers will 532 

see an approximate 33% reduction in the 2010 grant value of restricted stock.”  It 533 

does not appear that ComEd has reflected this 33% reduction in the grant value of 534 

restricted stock as a reduction to its requested expense amount. 535 

 536 

Q. Should stock-based compensation expense be charged to ratepayers? 537 

A. No, it should not.  The cost of the Restricted Stock incentive compensation 538 

program is incurred to improve the ComEd and Exelon financial performance for 539 

the benefit of shareholders. The objectives of maximizing shareholder value on 540 

the one hand, and minimizing costs to ratepayers on the other hand, are generally 541 

opposed to each other.  The Restricted Stock incentive expense requested by 542 

ComEd should be removed from test year operating expenses.  As shown on 543 

AG/CUB Exhibit 1.3, Schedule C-10, the removal of Restricted Stock Expense 544 

reduces jurisdictional test year expense by $2.123 million. 545 

 546 

Q. Please summarize the adjustments you are recommending to ComEd’s 547 

requested incentive compensation expense. 548 

A. As shown on AG/CUB Exhibit 1.3, Schedule C-10, I recommend that 50 percent 549 

of the AIP cost related be disallowed and 100 percent of the LTIP and Restricted 550 

Stock expense be disallowed.  This results in a reduction to jurisdictional expense 551 

of $19.609 million. 552 
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C-11, Pension Expense 553 

Q. What aspect of these costs are you addressing? 554 

A. I am addressing ComEd's request to substantially increase pension expense.  555 

ComEd's request reflects a substantial increase in pension expense over the 2009 556 

amount, and the 2009 amount itself is abnormally high in comparison with other 557 

recent years and reflects a higher cost due primarily to investment losses 558 

experienced in 2008 as a result of the investment market decrease at the outset of 559 

the recent severe recession. 560 

  I also address ComEd’s proposal to charge ratepayers for expense related 561 

to the cost of Supplemental Executive Retirement Plans (“SERP”). 562 

Q. What pension plans do ComEd and its parent, Exelon, have? 563 

A. ComEd workpaper WPC-2.2, page 2 of 6, lists the 2010 Exelon pension plans for 564 

which costs is charged to ComEd, totaling approximately $132.3 million, which 565 

ComEd is requesting in the current rate case.  Exelon has the following pension 566 

plans (per BAP 13.03, Attachment 1, page 1): 567 

 Pension Plans 568 

• Exelon Corporation Retirement Program (ECRP) 569 

• Exelon Corporation Cash Balance Pension Plan (CBPP) 570 

• Exelon Corporation Pension Plan for Bargaining Unit Employees (PPBU) 571 

• Exelon New England Union Employees Pension Plan (ENE) 572 

• Exelon Corporation Supplemental Pension Benefit Plan and 2000 Excess 573 
Plan (SPBP) 574 

• Exelon Corporation Supplemental Management Retirement Plan (SMRP) 575 

• Exelon Corporation Pension Plan for Employees at OYC, TMI, and 576 
Clinton (AmerGen) 577 
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Pages 53-54 of Exelon’s SEC Form DEF 14A, Definitive Proxy Statements, filed 578 

on 03/18/2010 for the Filed Period 04/27/2010 provides the following 579 

descriptions of Exelon’s pension programs: 580 

 581 
 Exelon Corporation Retirement Program (Pension Benefits) 582 

Exelon sponsors the Exelon Corporation Retirement Program, a traditional 583 
defined benefit pension plan that covers certain management employees 584 
who commenced employment prior to January 1, 2001 and certain 585 
collective bargaining unit employees. The Exelon Corporation Retirement 586 
Program includes the Service Annuity System (SAS), the legacy ComEd 587 
pension plan, and the Service Annuity Plan (SAP), the legacy PECO 588 
pension plan. Effective January 1, 2001, Exelon also established two cash 589 
balance defined benefit pension plans in order to both reduce future 590 
retirement benefit costs and provide an option that is portable as the 591 
company anticipated a work force that was more mobile than the 592 
traditional utility workforce. The cash balance defined benefit pension 593 
plans cover management employees and certain collective bargaining unit 594 
employees hired on or after such date, as well as certain management 595 
employees hired prior to such date who elected to transfer to a cash 596 
balance plan. Each of these plans is intended to be tax-qualified under 597 
Section 401(a) of the Internal Revenue Code. An employee can participate 598 
in only one of the qualified pension plans. 599 

Q. In addition to the pension plans, what other postretirement benefit plans 600 

does ComEd/Exelon have? 601 

A. Exelon also has the following retiree welfare plans (per BAP 13.03, Attachment 602 

1, page 1): 603 

Retiree Welfare Plans 604 

• Exelon East Postretirement Welfare Plan (East) 605 

• Exelon West Postretirement Medical, Dental, Life Insurance and Vision 606 
Plans (West) 607 

• AmerGen Energy Company Postretirement Welfare Plan (AmerGen RW) 608 

 609 
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ComEd workpaper WPC-2-2, page 2, lists the 2010 Exelon retiree welfare plan 610 

expense totaling approximately $86.9 million, which ComEd is requesting in the 611 

current rate case. 612 

 613 

Q. What pro forma adjustments has ComEd proposed with respect to the 614 

pension and postretirement benefit plans? 615 

A. On its Schedule C-2.2, ComEd proposes a pro forma adjustment to increase 616 

jurisdictional expense for pensions by $14.209 million and to decrease 617 

jurisdictional OPEB expense by $4.266 million, for a net increase to jurisdictional 618 

expense of $9.943 million.  The basis of ComEd's adjustment is to use 2010 619 

pension and other post employment (“OPEB”) cost instead of 2009 test year 620 

expenses. 621 

 622 

Q. How has the Company indicated that its 2010 estimates for pension and 623 

postretirement benefit costs have changed? 624 

A. ComEd's response to BAP 13.03 at Attachment 1, page 2 of 15, indicates that the 625 

2010 estimate for these Exelon plans has decreased by $2.3 million, consisting of 626 

a decrease of $0.7 million for pension and a $1.6 million decrease for retiree 627 

welfare costs: 628 
 629 

 Observations 630 
 The aggregate cost of these plans has decreased by $2.3 million 631 

compared to our latest 2010 estimate (2010 preliminary U.S. 632 
GAAP cost of $575.7 million compared to the prior estimated cost 633 
of $578.0 million).  The following paragraphs focus on the 634 
composition of this $2.3 million decrease in cost. 635 

 Pension costs are $0.7 million lower than previously estimated.  636 
This decrease is primarily due to the following: 637 
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• The plans are amortizing actuarial losses due to the experience in 638 
prior years; therefore, pension cost is very sensitive to 639 
demographic experience. 640 

• The pension plans did not experience significant demographic 641 
gains or losses during 2009. 642 

• ECRP, SMRP and PPBU experienced small gains which were 643 
partially offset by losses for the other plans. 644 

• The cost does not reflect any one-time charges for SPBP and 645 
SMRP that may occur later this year due to the payment of lump 646 
sums from the plans. 647 

 648 

 Retiree welfare costs are $1.6 million lower than previously 649 
estimated.  This decrease is primarily due to the following: 650 

• The plans are amortizing actuarial losses due to the experience in 651 
prior years; therefore, retiree welfare cost is very sensitive to 652 
demographic experience. 653 

• The retiree welfare plans did not experience significant 654 
demographic gains or losses during 2009 655 

- The plans did experience small gains due to demographic 656 
experience. 657 

- The effect of favorable medical experience was slightly greater 658 
than what was estimated at year-end. 659 

- These gains were offset by other data changes such as an increase 660 
in the number of participants valued in a deferred status and a 661 
reflection of additional life insurance benefits available for certain 662 
East participants. 663 

 664 

 Retiree welfare costs reflect the impact of the Medicare Part D 665 
subsidy.  The 2010 retiree welfare cost savings attributable to 666 
Medicare Part D are $38.3 million ($24.3 million for West, $12.7 667 
million for East, and $1.3 million for AmerGen). 668 

 669 

 670 

 671 

 672 
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Q. Has ComEd reflected these decreases for the 2010 Exelon pension and retiree 673 

welfare plan cost estimates in its filing? 674 

A. That is not entirely clear from the information I have reviewed to date.  If 2010 675 

information were to be used for pensions, which I am not recommending, the 676 

decreases described above would need to be reflected. 677 

 678 

Q. How much is ComEd requesting for pension expense? 679 

A. As shown on Company Schedule C-2.2, the Company is requesting $65.636 680 

million for jurisdictional pension expense, based on a 2010 actuarial study.   681 

 682 

Q. How does the Company’s requested amount for pension expense compare 683 

with prior years? 684 

A. The Company’s requested jurisdictional pension expense exceeds the test year 685 

recorded amount of $51.427 million by $14.209 million, or 27.6 percent.   686 

ComEd’s requested total and jurisdictional pension expense for 2009 687 

significantly exceeds the amount in each prior year, as summarized in the 688 

following table: 689 
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 690 

 Additionally, the Company’s total net period pension cost (“NPPC”) for 691 

2009 before allocation to expenses significantly exceeds the amount in each prior 692 

year, as summarized in the following table: 693 

 694 

Q. What explanation has ComEd provided for the substantially increased 695 

pension expense? 696 

A. While the increase in pension cost is attributable to a number of factors, the 697 

substantial increases in 2009 and 2010 have resulted in large part due to the 698 

investment losses experienced in 2008 as a result of the market decline at the 699 

onset of the recent recession.     700 

Pension Expense for Financial Reporting Purposes
2009 Exceeds Amount By 2009 Exceeds Amount By

Year ComEd Total (a) Dollars Percent ComEd Juris (a) Dollars Percent
2004 39,347,000$       20,481,000$   52% 34,861,442$    18,146,166$    52%
2005 16,650,000$       43,178,000$   259% 14,751,900$    38,255,708$    259%
2006 18,614,000$       41,214,000$   221% 16,492,004$    36,515,604$    221%
2007 28,144,000$       31,684,000$   113% 24,935,584$    28,072,024$    113%
2008 25,245,000$       34,583,000$   137% 22,367,070$    30,640,538$    137%
2009 59,828,000$       53,007,608$    

Averages
2004-2008 25,600,000$       34,228,000$   134% 22,681,600$    30,326,008$    134%
2005-2008 22,163,250$       37,664,750$   170% 19,636,640$    33,370,969$    170%
2006-2008 24,001,000$       35,827,000$   149% 21,264,886$    31,742,722$    149%
(a) Source: BAP 2.02 Attachment 1

Pension Net Periodic Benefit Cost
2009 Exceeds Amount By 2009 Exceeds Amount By

Year Exelon (a) Dollars Percent ComEd (a) Dollars Percent
2004 168,127,174$     100,715,170$ 60% 65,577,609$    37,594,475$    57%
2005 56,266,808$       212,575,536$ 378% 22,438,997$    80,733,087$    360%
2006 75,896,572$       192,945,772$ 254% 27,043,365$    76,128,719$    282%
2007 119,600,157$     149,242,187$ 125% 41,387,814$    61,784,270$    149%
2008 112,988,327$     155,854,017$ 138% 37,646,490$    65,525,594$    174%
2009 268,842,344$     103,172,084$  

Averages
2004-2008 106,575,808$     162,266,536$ 152% 38,818,855$    64,353,229$    166%
2005-2008 91,187,966$       177,654,378$ 195% 32,129,167$    71,042,918$    221%
2006-2008 102,828,352$     166,013,992$ 161% 35,359,223$    67,812,861$    192%
(a) Source: BAP 2.02 Attachment 1
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Q. Please explain your recommended adjustments to ComEd’s request for 701 

pension expense. 702 

A. As described in additional detail below, I recommend that:  703 

• The Company’s requested increase in pensions based on 2010 information 704 

should be rejected. 705 

• The expense for Supplemental Executive Retirement Plan (SERP) expense 706 

be disallowed.  707 

• The cost allocated to ComEd for settlement of SERP for retired executives 708 

be disallowed. 709 

• The cost of the defined benefit pension plan allowed for ratemaking 710 

purposes be normalized using a historical average to protect ratepayers 711 

from the huge increases that have resulted largely from poor investment 712 

performance of the defined benefit pension plan trust assets in late 2008 713 

and early 2009 due to the worldwide financial crisis. 714 

C-11.1, Remove 2010 Pension Expense Increase 715 

Q. Please explain the adjustment to remove ComEd’s requested increase in 716 

pension expense based upon the use of 2010 information. 717 

A. This adjustment is shown on AG/CUB Exhibit 3.1, Schedule C-11.1 and reduces 718 

expense by $14.209 million to remove ComEd’s requested increase that was 719 

based on 2010 information.  ComEd’s requested amount for pensions based on 720 

2010 is even higher than the abnormally high 2009 test year amount.  This 721 

adjustment is necessary as a preliminary adjustment to adjusting ComEd’s 722 
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abnormally high 2009 pension expense, which I address below in conjunction 723 

with AG/CUB Adjustment C-11.3. 724 

 725 

C-11.2, SERP and SERP Settlements 726 

Q. Please discuss the Supplemental Executive Retirement Plan (“SERP”). 727 

A. Pages 54-55 of Exelon’s SEC Form DEF 14A, Definitive Proxy Statements, Filed 728 

on 03/18/2010 Filed Period 04/27/2010, provides the following description of the 729 

SERPs: 730 

  Exelon SERP 731 
As permitted by Employee Retirement Income Security Act, 732 
Exelon sponsors two supplemental executive retirement plans (or 733 
"SERPs") that allow the payment to a select group of management 734 
or highly-compensated individuals out of its general assets of any 735 
benefits calculated under provisions of the applicable qualified 736 
pension plan which may be above these limits. The SERPs offers a 737 
lump sum as an optional form of payment, which includes the 738 
value of the marital annuity, death benefits and other early 739 
retirement subsidies as a designated interest rate. The interest rate 740 
applicable for distributions to participants in the SAS in 2009 is 741 
2.87% and for participants in the SAP in 2009 is 4%. For 742 
participants in the cash balance pension plan, the lump sum is the 743 
value of the non-qualified account balance. The value of the lump 744 
sum amounts do not include the value of any pension benefits 745 
covered under the qualified pension plans, and the methods and 746 
assumptions used to determine the non-qualified lump sum amount 747 
are different than the assumptions used to generate the present 748 
values shown in the tables of benefits to be received upon 749 
retirement, termination due to death or disability, involuntary 750 
separation not related to a change in control, or upon a qualifying 751 
termination following a change in control which appear later in this 752 
document. 753 

Under the terms of the SERPs, participants are provided the 754 
amount of benefits they would have received under the SAS, SAP 755 
or cash balance plan, as applicable, but for the application of the 756 
Internal Revenue Code limits. In addition, certain executives 757 
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previously received grants of additional years of credited service 758 
under a SERP. 759 

 760 

The SERP provides supplemental retirement benefits for select executives.  761 

Generally, SERPs are implemented for executives to provide retirement benefits 762 

that exceed amounts limited in qualified plans by Internal Revenue Service 763 

(“IRS”) limitations.  Companies usually maintain that providing such 764 

supplemental retirement benefits to executives is necessary in order to ensure 765 

attraction and retention of qualified employees.  Typically, SERPs provide for 766 

retirement benefits in excess of the limits placed by IRS regulations on pension 767 

plan calculations for salaries in excess of specified amounts.  IRS restrictions can 768 

also limit the Company 401(k) contributions such that the Company 401(k) 769 

contribution as a percent of salary may be smaller for a highly paid executive than 770 

for other employees. 771 

 772 

Q. Please explain AG/CUB Exhibit 3.1, Schedule C-11.2. 773 

A. As shown on AG/CUB Exhibit 3.1, Schedule C-11.2, the cost of the SERP should 774 

be disallowed.  Provision of additional compensation to Exelon’s highest paid 775 

employees in retirement benefits relative to the Company’s other employees is not 776 

a reasonable expense that should be recovered in rates. Without the SERP, the 777 

Company’s officers still enjoy the same retirement benefits available to any other 778 

Exelon or ComEd employees and the attempt to make these executives ‘whole’ in 779 

the sense of allowing a greater percentage of retirement benefits does not meet the 780 

test of reasonableness.  If the Company wishes to provide additional retirement 781 
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benefits above the level permitted by IRS regulations applicable to all other 782 

employees it may do so at the expense of its shareholders.  However, it is not 783 

reasonable to place this additional burden on ratepayers. 784 

Additionally, settlement costs for retired executives under the SERP do 785 

not relate to the cost of providing service prospectively and consequently do 786 

benefit ratepayers and should also be removed.   787 

Jurisdictional operating expense is reduced by $2.424 million to remove 788 

the SERP and SERP settlements expense.  789 

 790 

C-11.3, Normalize Cost for Defined Benefit Pension Plan 791 

Q. Has the Company supplied historical information on its total pension cost? 792 

A. Yes.  The 2009 pension expense experienced by ComEd (and its requested 793 

expense based on a 2010 actuarial report) is much higher in previous years.  In 794 

response to BAP 2.02, the Company provided Exelon’s and ComEd’s total net 795 

periodic pension costs inclusive of amounts that were capitalized and expensed 796 

for each year 2004-2009, which is summarized below: 797 
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 798 

As shown in the above table, Exelon’s and ComEd’s total pension costs in 2009 799 

are significantly higher than in any prior year, and are significantly higher than 3, 800 

4 and 5 year averages of cost through 2008.  As noted above, ComEd’s request in 801 

the current case is based on a 2010 amount that is even higher than the 802 

abnormally high pension cost it recorded in 2009. 803 

 804 
 805 
Q. Is the Company’s requested pension expense representative of normal 806 

operating or economic conditions? 807 

A. No.  The Company’s requested pension expense is abnormally high.  Defined 808 

benefit pension plan costs are much higher than normal in 2009 and 2010 because 809 

of the poor investment returns that occurred in the wake of the worldwide 810 

financial crisis that began in 2008. 811 

 812 

 813 

 814 

Pension Net Periodic Benefit Cost
2009 Exceeds Amount By 2009 Exceeds Amount By

Year Exelon (a) Dollars Percent ComEd (a) Dollars Percent
2004 168,127,174$      100,715,170$ 60% 65,577,609$    37,594,475$     57%
2005 56,266,808$        212,575,536$ 378% 22,438,997$    80,733,087$     360%
2006 75,896,572$        192,945,772$ 254% 27,043,365$    76,128,719$     282%
2007 119,600,157$      149,242,187$ 125% 41,387,814$    61,784,270$     149%
2008 112,988,327$      155,854,017$ 138% 37,646,490$    65,525,594$     174%
2009 268,842,344$      103,172,084$  

Averages
2004-2008 106,575,808$      162,266,536$ 152% 38,818,855$    64,353,229$     166%
2005-2008 91,187,966$        177,654,378$ 195% 32,129,167$    71,042,918$     221%
2006-2008 102,828,352$      166,013,992$ 161% 35,359,223$    67,812,861$     192%
(a) Source: BAP 2.02 Attachment 1
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Q. Is the level of pension expense requested by ComEd for inclusion in 815 

determining the revenue requirement just and reasonable? 816 

A. Based on my review, the level of pension expense in ComEd’s proposed revenue 817 

requirement is not just and reasonable.  Rather, it is abnormally high.  Moreover, 818 

it is not reflective of the pension expense that has typically been recorded in prior 819 

years.  It would be unreasonable to saddle ratepayers with huge cost increases 820 

attributable to the worldwide financial crisis and a form of retirement benefits, 821 

defined benefit pensions, which resulted in substantially increased expenses for 822 

ComEd during a period of deep economic recession and high unemployment.   823 

 824 

Q. Could the adoption of ComEd’s abnormally high pension costs for 825 

ratemaking purposes provide a disincentive for making just and reasonable 826 

reforms to the Company’s pension plans? 827 

A. I believe that it could.  Factors such as worker mobility, the ERISA and other 828 

compliance and reporting requirements, and the increased costs of defined benefit 829 

pension plans have hastened their decline, and there is a discernible trend away 830 

from such plans.  Providing what essentially would amount to a guarantee of the 831 

abnormally high pension expense recovery could deter the Company from making 832 

reforms to its pension plans that would reduce cost, as many companies are doing.  833 

 834 

 835 

 836 
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Q. Please explain the adjustment shown on AG/CUB Exhibit 3.1, Schedule C-837 

11.3. 838 

A.  This adjustment normalizes the cost of the defined benefit pension plan using a 839 

three-year average 2006 through 2008.2  As shown on AG/CUB Exhibit 3.1, 840 

Schedule C-11.3, ComEd’s 2009 pension expense for the qualified pension plans 841 

of $59.828 million is reduced by $26.870 million to bring it into line with the 842 

historical average.  For 2009, the defined benefit cost represented approximately 843 

95.96 percent of ComEd’s total qualified pension plan cost.  The jurisdictional 844 

factor used by ComEd for pension is 88.6 percent, based on ComEd’s 845 

jurisdictional salaries and wages allocator.  I recommend that ComEd’s 846 

jurisdictional defined benefit plan pension expense is reduced by $22.845 million.  847 

 848 

C-12, Rate Case Expense 849 

Q. What components of expense is the Company requesting in this case for prior 850 

and current rate case expense? 851 

A.  As shown on Company Schedule C-2.12, the Company is requesting $8.5 million 852 

amortized over three years for an annual amount of $2.833 million per year for 853 

current rate case expense.   854 

                                                 
2 It should be noted that the three-year average was somewhat higher than the five-year 

(2004-2008) and four-year (2005-2008) averages shown on AG/CUB Exhibit 3.1, Schedule C-
11.3. 
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  As shown in response to DLH 3.01, ComEd has also included $2.438 855 

million of annual expense for amortization of rate case cost from Docket 05-0597, 856 

an amortization which expired on December 31, 2009.   857 

  As shown in the response to DLH 3.04, ComEd has also included 858 

$515,900 in test year expense for amortization during 2009 of Original Cost Audit 859 

Costs.  That amortization runs from September 15, 2008 through September 11, 860 

2011, and thus should be re-amortized per an adjustment in the current ComEd 861 

rate case.   862 

  As shown in the response to DLH 3.06, ComEd has also included 863 

$726,281 in test year expense for amortization during 2009 of Rehearing Costs on 864 

ICC Docket 05-0597.  That amortization runs from September 15, 2008 through 865 

September 11, 2011, and thus should be re-amortized per an adjustment in the 866 

current ComEd rate case.   867 

  As shown in the response to DLH 3.10, ComEd has also included $3.434 868 

million in test year operating expense for amortization of Rate Case Costs on ICC 869 

Docket 07-0566.  That amortization runs from September 15, 2008 through 870 

September 11, 2011, and thus should be re-amortized per an adjustment in the 871 

current ComEd rate case.   872 

I address these five expense components in my discussion of Rate Case 873 

Expense.3   874 

                                                 

3 An adjustment has not yet been quantified relating to ComEd’s requested $8.5 million 
over three years for current rate case expense.  AG/CUB Exhibit 3.1, Schedule C-12.5 has been 
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C-12.1, 2005 Rate Case Expense Amortization Expiring December 31, 2009 875 

Q. Please explain AG/CUB Exhibit 3.1, Schedule C-12.1. 876 

A. As shown on AG/CUB Exhibit 3.1, Schedule C-12.1, I have removed the $2.438 877 

million of expense for amortization of rate case cost from Docket 05-0597, an 878 

amortization which expired on December 31, 2009.  Since this is not an ongoing 879 

expense, it should be removed. 880 

 881 

C-12.2, Original Cost Audit Cost Amortization 882 

Q. Please explain AG/CUB Exhibit 3.1, Schedule C-12.2. 883 

A. As shown on AG/CUB Exhibit 3.1, Schedule C-12.2, this adjustment removes the 884 

$515,900 that ComEd included in test year operating expense for amortization of 885 

Original Cost Audit Costs, and replaces it with a normalized (or re-amortized) 886 

amount, based on the unamortized balance as of May 31, 2011 (the approximate 887 

date of new rates established in the current ComEd rate case) of $150,000 and a 888 

three-year period.  The three year period is the same period being used for the 889 

normalization of expense for the current ComEd rate case, as discussed below.  890 

This results in an annual allowance of $50,000.  ComEd’s proposed amortization 891 

expense is reduced by $466,000. 892 

 893 

                                                                                                                                                 
reserved for purposes of presenting an adjustment for ComEd’s requested expense for the current 
rate case. 
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C-12.3, Docket 05-0597 Rehearing Cost Amortization 894 

Q. Please explain AG/CUB Exhibit 3.1, Schedule C-12.3. 895 

A. As shown on AG/CUB Exhibit 3.1, Schedule C-12.3, this adjustment removes the 896 

$726,281 that ComEd included in test year operating expense for amortization of 897 

Original Cost Audit Costs, and replaces it with a normalized (or re-amortized) 898 

amount, based on the unamortized balance as of May 31, 2011 (the approximate 899 

date of new rates established in the current ComEd rate case) of $212,000 and a 900 

three-year period.  The three year period is the same period being used for the 901 

normalization of expense for the current ComEd rate case, as discussed below.  902 

This results in an annual allowance of $71,000.  ComEd’s proposed amortization 903 

expense is reduced by $655,000. 904 

   905 

C-12.4, Docket 07-0566 Rate Case Cost Amortization 906 

Q. Please explain AG/CUB Exhibit 3.1, Schedule C-12.4. 907 

A. As shown on AG/CUB Exhibit 3.1, Schedule C-12.4, this adjustment removes the 908 

$3.434 million that ComEd included in test year operating expense for 909 

amortization of Rate Case Costs on ICC Docket 07-0566, and replaces it with a 910 

normalized (or re-amortized) amount, based on the unamortized balance as of 911 

May 31, 2011 (the approximate date of new rates established in the current 912 

ComEd rate case) of $1.156 million and a three-year period.  The three year 913 

period is the same period being used for the normalization of expense for the 914 

current ComEd rate case, as discussed below.  This results in an annual allowance 915 
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of $ $385,000.  ComEd’s proposed amortization expense is reduced by $3.049 916 

million. 917 

 918 

C-12.5, Rate Case Expense – Current Rate Case 919 

Q. Would you please describe the Company’s treatment of rate case expense for 920 

the current rate case? 921 

A. The Company’s filing reflects its estimated base rate case cost for the current case 922 

estimated at approximately $8.5 million.  ComEd proposes to amortize this over a 923 

three-year period and is requesting a total annual amortization expense for the 924 

current rate case of $2.833 million. 925 

 926 

Q. How does the total amount ComEd is requesting for current rate case cost 927 

compare with the amount allowed by the Commission for ComEd’s last rate 928 

case? 929 

A. As shown on ComEd Schedule C-10.1, the amount requested by ComEd for the 930 

current rate case of $8.5 million is about 19% lower than the amount of $10.5 931 

million allowed by the Commission in ComEd’s prior rate case, Docket No. 07-932 

0566.   933 

 934 

Q. How has the Illinois legislature expressed concern over utility rate case 935 

expense, particularly attorney and expert consultant expense? 936 
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A. The Illinois legislature has expressed such concern by adding Section 9-229 of the 937 

Public Utilities Act, which states as follows: 938 

Consideration of attorney and expert compensation as an expense.  939 
The Commission shall specifically assess the justness and 940 
reasonableness of any amount expended by a public utility to 941 
compensate attorneys or technical experts to prepare and litigate a 942 
general rate case filing.  This issue shall be expressly addressed in 943 
the Commission’s final order. 944 

 945 
 946 
Q. Has the Company provided an explanation of how it believes its requested 947 

rate case expense is a just and reasonable expense? 948 

A. Yes.  ComEd provided an explanation in response to ICC Staff data request DLH 949 

1.04. ComEd’s Second Supplemental response to DLH 1.04 indicates that through 950 

August 31, 2010, ComEd had incurred $3.325 million.  This is incomplete as a 951 

response, and does not include vendor service descriptions, rates when charges 952 

are hourly, work descriptions, etc.  Based on the portion of that response, ComEd 953 

is running over-budget on a number of items involving consultants and expert 954 

witnesses.  For example, the incurred costs for Analysis Group have exceeded the 955 

contract/budget by over 44.6 percent; and costs for Navigant Consulting have 956 

exceeded the contract/budget by almost 44 percent. This raises concerns about a 957 

“blank check” approach at ComEd to controlling rate case expenses.  958 

Additionally, the invoices that ComEd has provided are so heavily redacted that 959 

hours and hourly rates are not even shown, much less descriptions of the services.  960 

Such lack of supporting detail does not appear to adequately justify why 961 

ratepayers should be held responsible for $8.5 million of legal fees and expense 962 

for the current ComEd rate case.   963 
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 964 

Q. What components of cost is ComEd is requesting for current rate case cost? 965 

A. A listing of general services is shown on ComEd’s Schedule C-10, and includes 966 

the following: ** 967 

 968 

 969 

Q. Is $8.5 million of rate case cost in the current ComEd rate case reasonable? 970 

Consultants 
Administrative and support functions 270,000$  
Alternative Regulation Consultants 250,000  
Capital Project Review 425,000  
Discovery Contractor 50,000  
Distribution Plant Field Study 250,000  
DST Consultant 25,000  
Graphic Design 100,000  
Prepare Data Room 250,000  
Rate Case Support 150,000  

Subtotal - Consultants 1,770,000$  

Expert Witnesses - Direct Case
Cash Working Capital Study/witness 80,000$  
Cost of Capital Witness 200,000  
Economic Development/Jobs Creation and Retention 225,000  
ECOSS Witness 175,000  
EE (Recovery of lost sales) 100,000  
Financial Witness 60,000  

Subtotal - Expert Witnesses 840,000$  

Post-Direct Testimony Witnesses (2)
Post-Direct Testimony Witness Costs 890,000$  
Subtotal - Post-Direct Testimony Witnesses 890,000$  

Total Consultants and Witnesses 3,500,000$  

External Legal 5,000,000$  

Total Estimated Rate Case Costs 8,500,000$  
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A. I don’t believe so. Given the poor economy, the high unemployment rate, and the 971 

sense that many of ComEd’s customers are desperately struggling just to make 972 

ends meet, one might expect that the Company would show a higher degree of 973 

sensitivity to holding down rate case costs.  Additionally, the Company’s failure 974 

to disclose hours charged and hourly rates for attorneys and consultants or to 975 

provide invoices containing descriptions of the services that ComEd requests to 976 

recover from ratepayers and rate case expense would suggest a failure by ComEd 977 

to meet its burden of proofing the reasonableness of rate case cost under Section 978 

9-229 of the Public Utilities Act.  In summary, the Company has not justified why 979 

it should require $8.5 million to prepare and present a rate case.  The Commission 980 

should require more from ComEd before saddling ratepayers with an $8.5 million 981 

cost.   982 

 983 

Q. Is the Company at risk for under-recovering rate case cost, once such cost 984 

has been approved by the Commission? 985 

A. It does not appear so.  Because the Commission has found in prior cases that 986 

approved rate case cost can be capitalized and amortized, unamortized amounts 987 

remaining from prior rate cases can be re-amortized in subsequent rate cases.4  988 

                                                 
4 See, e.g., the Commission’s 9/24/2008 decision in Docket No. 07-0585 et al (Ameren 

Illinois Utilities, or AIU), which states at page 113 that:  “… the Commission typically allows a 
utility to capitalize those costs and amortize them over some reasonable period of time. … To the 
extent AIU was authorized to recover rate case expenses in its last case and there remain 
unamortized balances of such authorized costs, AIU will be allowed to reflect such costs in rates 
in this proceeding.” 
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This procedure virtually guarantees that the utility will recover at least approved 989 

amount of rate case cost.   990 

 991 

Q. Are ratepayers at risk for over-paying for a utility’s rate case expense? 992 

A. Yes.  If a period for amortization is selected that is too short, ratepayers are at risk 993 

for overpaying a utility’s rate case cost.  For example, ComEd’s amortization of 994 

the $2.438 million of annual expense for amortization of rate case cost from 995 

Docket 05-0597, expired on December 31, 2009, yet ratepayers continued to pay 996 

rates in 2010 which had been based upon the inclusion of that cost, thus 997 

essentially providing ComEd with an extra year of recovery of $2.438 million in 998 

2010.  If rates established in a utility rate case are in effect for longer than the 999 

amortization period that had been applied for utility rate case expense, the utility 1000 

continues to recover that cost from ratepayers for an amortization that it is no 1001 

longer incurring.  If a three-year amortization period were used, and rates were in 1002 

effect for four years, ComEd would effectively recover 133 percent of this cost.   1003 

 1004 

Q. How can the risk to ratepayers of over-paying for an Illinois utility’s 1005 

“recoverable” rate case cost be mitigated? 1006 

A. One way of mitigating the risk to ratepayers of over-paying for a utility’s rate case 1007 

cost is to assure that a reasonable and appropriate amortization period is used.  1008 

Under an amortization approach, special care must be taken to assure that the 1009 

amortization period is not too short, as that can lead to ratepayers significantly 1010 
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over-paying for an amortization of rate case expense after such amortization has 1011 

expired.   1012 

Another, perhaps better, way of mitigating this risk to ratepayers would be 1013 

to convert, prospectively, from an “amortization” approach to a normalization 1014 

approach for utility rate case cost. 1015 

 1016 

Q. Please explain why you recommend that the Commission consider 1017 

prospectively treating the allowance for rate case expense as a normalized 1018 

amount of O&M expense, rather than an amortization. 1019 

A. Prospectively, beginning with the cost for ComEd’s current rate case, I 1020 

recommend that the Commission commence treating the annual allowance for rate 1021 

case expense as a normalized amount, rather than an amortization, for several 1022 

reasons, including the following. Although the amortization treatment afforded 1023 

rate case expense previously effectively treats the rate case expense as an asset 1024 

that is deferred and amortized, rate case costs should be treated as a normalized 1025 

O&M expense and should not be afforded regulatory asset treatment. The 1026 

ratemaking treatment of such costs should provide for a normalized expense 1027 

allowance (similar to other O&M expenses) for reasonable rate case expenses, 1028 

rather than the establishment of a regulatory asset that is amortized prospectively.  1029 

The purpose of the rate case allowance should be to include in rates a 1030 

representative and normal annual level of reasonably and prudently incurred 1031 

regulatory expense, rather than to provide the utility with guaranteed dollar-for-1032 

dollar cost recovery. Consistent with such normalization treatment of this 1033 
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expense, ComEd should not establish an asset for deferral of the current rate case 1034 

cost and should not record amortization.  Under a normalization approach, any 1035 

remaining amortization of prior case balances would be replaced by a new 1036 

representative, normalized rate case expense in ComEd’s next rate case. 1037 

 1038 

Q. Doesn’t the normalization approach deny the utility an opportunity to 1039 

recover reasonable and prudently incurred cost? 1040 

A. No.  Normalization treatment provides the utility an opportunity to recover a 1041 

normalized level of reasonable and prudently incurred cost, but does not single 1042 

out one item of O&M cost – rate case expense – for a special guaranteed recovery 1043 

(and potential for over-recovery) that is different from other O&M expenses.  1044 

Normalization treatment merely treats rate case cost similarly to other test year 1045 

O&M costs which are reflected in rates based on “normal” levels found to be 1046 

reasonable in a test year.  O&M expenses are not normally singled out for specific 1047 

deferral and recovery, and normalization treatment is deemed reasonable for 1048 

ratemaking purposes.  Exact dollar-for-dollar recovery of other O&M expenses 1049 

that are found to be reasonable and prudently incurred in a test year is not 1050 

guaranteed; however, it is generally considered that a utility, if managed 1051 

prudently, has been provided with an opportunity to recover such reasonable and 1052 

prudently incurred expenses.  A utility’s rate case cost should be no different.  As 1053 

explained above, rate case cost can, and I recommend should, be treated on a 1054 

normalized basis, similar to other O&M expenses that are reasonable and 1055 

prudently incurred in a test year and are not singled-out for guaranteed recovery.   1056 
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 1057 

Q. What are some of the primary deficiencies with an amortization approach to 1058 

utility recovery of rate case cost? 1059 

A. The amortization approach can provide an incentive to a utility to file a rate case 1060 

with high projected rate case costs because of the virtually guaranteed recovery of 1061 

such costs once they are approved.  Moreover, the amortization approach carries 1062 

risks to ratepayers of substantially overpaying when the period between rate cases 1063 

is longer than the period assumed in calculating the amortization.  It is generally 1064 

up to utility management to decide when to file for a base rate increase, and the 1065 

amortization approach virtually guarantees the recovery of a utility’s rate case 1066 

cost and provides an opportunity for over-recovery.  Consequently, the 1067 

amortization approach to rate case cost recovery tends to advantage utilities at the 1068 

expense of their ratepayers.   1069 

 1070 

Q. In view of the Commission’s prior decisions to treat a utility’s rate case 1071 

expense as a cost that is capitalized and amortized, do you expect to be 1072 

providing a recommendation that adjusts ComEd’s requested cost for the 1073 

current rate case, using an amortization approach? 1074 

A. Yes.  As I explain in more detail below, I have reserved AG/CUB Exhibit 3.1, 1075 

Schedule C-12.5 for presenting an adjustment to ComEd’s requested rate case 1076 

expense.   1077 
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Q. Should a three-year amortization period necessarily apply for all components 1078 

of ComEd’s current rate case cost, including costs for consultants to address 1079 

issues that were not in ComEd’s last rate case? 1080 

A. Not necessarily.  A three-year amortization period should be used for only some 1081 

of the components of rate case cost which ComEd has requested be amortized 1082 

over three years, and a longer period should be used for other components, which 1083 

are not incurred in each rate case. 1084 

 1085 

Q. Why should a longer than three-year amortization period be used for 1086 

components that ComEd does not incur in every rate case?  1087 

A. A longer amortization period should be used because there is a risk to ratepayers 1088 

of overpayment if ComEd’s proposed three-year period were to be adopted and 1089 

because such costs have not been demonstrated to be incurred in each ComEd rate 1090 

case or on average, every three years.  ComEd has filed its current rate case 1091 

approximately three years after its last one (Docket No. 07-0566).  The history of 1092 

ComEd’s rate cases support the use of a three-year (if not longer) period only for 1093 

cost elements which recur in each ComEd rate case.5   1094 

 1095 

Q. How did the Commission address the rate case cost amortization period in 1096 

Docket No. 07-0585 et al?  1097 

                                                 
5 See ICC Dockets number 01-0423, ICC Final Order March 28, 2008 at 22; 05-0597, 

ICC Final Order June 26, 2006 at 50; 07-0566, ICC Final Order Sept. 10, 2008 at 52;  
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A. At page 113 of its decision in Docket No. 07-0585 et al, the Commission 1098 

addressed the rate case cost amortization period as follows: 1099 

The Commission rejects AIU’s proposed two-year amortization 1100 
period for rate case expenses.  From a historical perspective, this is 1101 
simply too short of a period.  While it is true that in the recent past 1102 
AIU’s gas electric rate cases have been relatively frequent, there 1103 
have been periods lasting almost a decade or more in which the 1104 
utilities did not request a rate case.  The Commission is not certain 1105 
when the trend of relative frequent rate cases will change, but it fully 1106 
expects it to happen.  Contrary to AIU’s suggestions, the regulatory 1107 
environment is not so changed that it warrants a two-year rate case 1108 
amortization period.  The Commission agrees with Staff that there is 1109 
a risk to the ratepayers of overpayment if AIU’s proposal were 1110 
adopted.  The Commission therefore adopts Staff’s proposal to 1111 
utilize a five-year amortization period for gas rate case expenses and 1112 
a three-year amortization period for electric rate case expenses. 1113 

 1114 

Given ComEd’s rate case filing history before the current case (in 2001, 2005, 1115 

2007 and 2010 an amortization of three years should be applied only for those 1116 

elements of rate case cost which are anticipated to recur in each rate case.  For 1117 

cost components that do not recur in every rate case, a longer amortization period 1118 

should apply.  For example, ComEd did not file a lead-lag study with its last rate 1119 

case.  Additionally, in ComEd’s current rate case, AG/CUB witness Brosch 1120 

explains why the lead-lag study that ComEd did file in its current rate case is 1121 

fatally flawed and hence, unreliable.  It does not appear appropriate therefore to 1122 

reflect amortization of such cost over the same three-year period as other costs 1123 

that recur in every rate case. 1124 

 1125 
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Q. Are you aware of other Illinois utilities that utilize different periods for 1126 

amortizing components of their rate case cost, based on the relative 1127 

infrequency of incurring costs for certain components? 1128 

A. Yes.  Illinois-American Water Company used different amortization periods for 1129 

various components of its claimed rate case cost in Docket No. 09-0319, in 1130 

recognition that some types of studies are not needed in each rate case.   1131 

 1132 

Q. What other concerns do you have regarding ComEd’s proposed expense for 1133 

the current rate case? 1134 

A. Additional concerns exist regarding the extra cost associated with costs for 1135 

witnesses whose testimony has been stricken.6 1136 

 1137 

Q.  Have you quantified an adjustment for ComEd’s requested current rate case 1138 

expense? 1139 

A. No.  I have, however, reserved AG/CUB Exhibit 3.1, Schedule C-12.5 for this 1140 

purpose and would expect to present such an adjustment in a subsequent round of 1141 

filings, such as in rebuttal.  However, as noted above, I am in the process of 1142 

analyzing the components of ComEd’s current rate case expense, and there are 1143 

several items that cause me concern.   Both CUB and the AG have sent follow-up 1144 

data requests to address pending issues which the Company has failed to address 1145 

in prior responses.  For example, the Company redacted the descriptions of the 1146 

                                                 

6 See, e.g., ComEd’s responses to DLH 15.02 and DLH 15.03. 
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services provided by its attorneys and some of its consultants in response to Staff 1147 

data request DLH 1.04 and AG data request 3.34.   Upon request to review 1148 

unredacted documents in ComEd’s data room, we were informed that we would 1149 

only have access to redacted documents, absent a motion to compel.  In addition, 1150 

ComEd’s responses to data requests and its Schedule C-10 raise questions about 1151 

how many witnesses and consultants are being used for issues that traditionally 1152 

are addressed by one expert witness; the costs associated with ComEd and Exelon 1153 

employees in connection with this docket; and the role of various consultants 1154 

whose invoices were produced in response to DLH 1.04.  I am still analyzing 1155 

responses to data requests, and cannot make an informed adjustment until I have 1156 

received the unredacted invoices.  I reserve the right to supplement my 1157 

recommendation on this issue. 1158 

 1159 

C-13, Miscellaneous Expense Disallowances 1160 

Q. Please explain your recommended Miscellaneous Expense Disallowances. 1161 

A. ComEd’s test year expenses should be reduced by $1.859 million as shown on 1162 

AB/CUB Exhibit 1.3, Schedule C-13, for expenses that are not necessary to the 1163 

provision of utility service. 1164 

  Expense should be reduced by $511,000 ($467,000 on a jurisdictional 1165 

basis) to remove the cost of tickets and facility charges for sporting events. As 1166 

described in the response to CUB 2.32:  1167 
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ComEd has season tickets and or suites for various Chicago sporting 1168 
events.  The costs of these tickets/venues are initially charged to FERC 1169 
Account 426.5, Other deductions.  To the extent that an operating 1170 
department or affiliate utilizes the sporting facility the costs of the tickets 1171 
and catering charges for that event are manually charged to the requesting 1172 
department or affiliate. In the year 2009, $511K of ticket expense and 1173 
catering costs were charged back to ComEd operating departments 1174 
and are included in ComEd’s revenue requirement.  These charges 1175 
were manually billed based on a per event charge calculated by dividing 1176 
the total payment to the venue by the number of scheduled events and 1177 
adding an estimated average cost of catering based on the number of seats 1178 
available for the event.  Supporting invoice detail on an individual event 1179 
basis is not available.      1180 

ComEd skyboxes provide a forum for building customer, business and 1181 
government relations, promoting economic development, and rewarding 1182 
and recognizing employees. 1183 

 (Emphasis supplied.) 1184 

 1185 
 This expense is not necessary for the provision of utility service, and ComEd 1186 

cannot provide supporting detail.  This cost should therefore be excluded. 1187 

 1188 

Q.  Please explain the exclusion of perquisites and other awards in AG/CUB 1189 

Exhibit 1.3, Schedule C-13.  1190 

A.  ComEd’s response to BAP 7.06 Attachment 1 listed $3.495 million of expenses 1191 

included in the Company’s jurisdictional operating expenses on its Schedule C-1.  1192 

The majority of this expense should be excluded. 1193 

Other stock awards and executive perquisites in the amount of $566,000 1194 

($501,000 jurisdictional) that were not already removed by ComEd should be 1195 

removed.  These stock awards and other perquisites include amounts allocated 1196 

from affiliates and are beyond the amounts provided for in the annual incentive 1197 

plans.   1198 
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In the 2009 test year, ComEd’s response to BAP 7.06 shows that it 1199 

incurred costs of $1.425 million for retention awards.7  ComEd’s response to AG 1200 

6.15 includes a copy of the Retention Policy and provides comparable amounts 1201 

for the previous three years.  The $1.425 million in 2009 exceeded the total for 1202 

the previous three years, which amounted to $1.317 million.  This abnormally 1203 

high level of cost for retention bonuses occurred in 2009, a year with a severe 1204 

recession and high unemployment. The purpose of the Exelon Retention Policy is 1205 

retention of key talent to ensure mission critical positions are appropriately staffed 1206 

in order to achieve the Company’s vision. The Retention Policy also provides, 1207 

among other things, that: “Management retains the right, at all times and in its 1208 

sole discretion, to modify or revoke this Policy [of paying Retention bonuses] at 1209 

any time, for any reason.”  While it may be reasonable to include some normal 1210 

amount of expense for retaining key employees in mission critical positions, the 1211 

2009 amount is excessive in comparison to previous years.  Also, one must 1212 

question how the other compensation would not be adequate to retain personnel 1213 

especially during a period of high unemployment.  Consequently, I recommend 1214 

using a normalized amount for the retention bonuses, based on a four-year 1215 

average.  This provides for a normalized annual allowance of $688,000.  1216 

ComEd’s proposed amount of $1.425 million is reduced by $737,000.  The 2009 1217 

jurisdictional operating expense should be reduced by $519,000. 1218 

                                                 

7 $1.393 million expensed and $32,000 charged to capital and other accounts. 
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I am also recommending that expense be reduced by $419,000 (or 1219 

$372,000 on a jurisdictional basis) to reflect 50/50 sharing of the cost of 1220 

performance based awards cost in the 2009 test year.  As described in the 1221 

response to AG 6.15d, the $837,000 of performance based awards in column B of 1222 

BAP 7.06 Attachment 1 are made up of recognition awards that are explained in 1223 

the attachment labeled as AG 6.15 Attachment 3.  The Exelon “Reward and 1224 

Recognition Policy” is designed to reward significant employee contributions to 1225 

Exelon’s success.  The policy document indicates that the programs are 1226 

benchmarked and aligned with best practices.  Similar to the Retention Policy, the  1227 

Reward and Recognition Policy also provides, among other things, that: 1228 

“Management retains the right, at all times, and in its sole discretion, to modify or 1229 

revoke this policy at any time, for any reason.”  The awards under this policy 1230 

include cash awards ranging from $1,000 to $5,000; non-cash gift certificate 1231 

awards ranging from $25 to $500; other non-cash spot awards below $25 per 1232 

award, such as cafeteria meal vouchers, $5 Subway Restaurant card, $5 Gas 1233 

Station cards, movie tickets, etc.; and merchandise awards having a value of $100 1234 

or less.8  Given the nature of this program, I recommend 50/50 sharing of the cost 1235 

of such “performance based” awards cost in the 2009 test year. 1236 

 1237 

                                                 

8 See, e.g., AG 6.15, Attachment 3 (apparently mis-labeled as Attachment 1 in that 
response). A copy of ComEd’s response to AG 6.15 including attachments is attached to my 
testimony in AG/CUB Exhibit 3.2. 
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C-20, Depreciation on Disallowed Incentive Compensation 1238 

Q.  Please explain AG/CUB Exhibit 1.3, Schedule C-20.  1239 

A.  AG/CUB Exhibit 1.3, Schedule C-20 removes $179,000 of depreciation expense 1240 

related to disallowed incentive compensation that ComEd failed to remove from 1241 

its books. 1242 

C-22, Lease Abandonment Amortization 1243 

Q. Please explain AG/CUB Exhibit 1.3, Schedule C-22. 1244 

A. As shown on AG/CUB Exhibit 1.3, Schedule C-22, this adjustment removes the 1245 

$1.085 million that ComEd included in test year operating expense for 1246 

amortization of Lease Abandonment Costs, and replaces it with a normalized (or 1247 

re-amortized) amount, based on the unamortized balance as of May 31, 2011 (the 1248 

approximate date of new rates established in the current ComEd rate case) and a 1249 

three-year period.  The three year period is the same period being used for the 1250 

normalization of expense for the current ComEd rate case, as discussed below.  1251 

This results in an annual allowance of $115,000.  ComEd’s proposed amortization 1252 

expense is reduced by $970,000.  This adjustment also appears on AG/CUB 1253 

Exhibit 1.3, Schedule C-22. 1254 

 1255 

Q. Does that conclude your direct testimony? 1256 

A. Yes, it does.   1257 


