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I. Introduction and Background 1 

A. Identification of Witness 2 

Q. Please state your name and your business address. 3 

A. Martin G. Fruehe, Commonwealth Edison Company (“ComEd”), Three Lincoln Centre, 4 

Oakbrook Terrace, Illinois  60181. 5 

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

A. I am employed by ComEd as Manager, Revenue Policy Department. 7 

B. Purpose of Testimony 8 

Q. What is the purpose of your direct testimony? 9 

A. My direct testimony relates to ComEd’s advanced metering infrastructure pilot program 10 

(“AMI Pilot”) and the tariffs related thereto, i.e., ComEd’s Rider AMP – Advanced 11 

Metering Program Adjustment, Ill. C. C. No. 10, 1st Revised Sheet No. 223, et seq. 12 

(“Rider AMP”), as later modified by ComEd’s General Terms and Conditions, Ill. C. C. 13 

No. 10, Original Sheet No. 203.1 (the “Bridge Tariff”).  ComEd’s AMI Pilot and 14 

Rider AMP originally were authorized by the Order of the Illinois Commerce 15 

Commission (“the Commission” or “ICC”) in Commonwealth Edison Company: Petition 16 

to Approve an Advanced Metering Infrastructure Pilot Program and Associated Tariffs, 17 

ICC Docket No. 09-0263 (Order Oct. 14, 2009) (“AMP Order”). 18 

The AMI Pilot, in brief, has involved the purchase, installation and operation of 19 

approximately 131,000 advanced meters, certain associated customer applications, and 20 

the collection of data consistent with its being a pilot program. 21 
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The purpose of Rider AMP is stated on 1st Revised Sheet No. 223 as follows: 22 

The purpose of this rider is to allow the Company to begin to recover in a 23 
timely fashion (a) a return on and of investment expenditures related to the 24 
Company's investment in an Advanced Metering Program (AMP), and (b) other 25 
expenses and authorized incremental costs related to such AMP as allowed by the 26 
Illinois Commerce Commission (ICC). 27 

Rider AMP accordingly provides for, among other things, (1) the calculation of 28 

“AMP Adjustments” (charges providing for the timely recovery of the above-referenced 29 

return on and of applicable investments and timely recovery of applicable operating 30 

expenses and incremental costs); (2) a reconciliation report regarding the applicable costs 31 

and revenues under Rider AMP in the preceding calendar year, including a company 32 

officer verification, and an internal audit report on ComEd’s compliance with the 33 

provisions of Rider AMP within the preceding calendar year; and (3) an annual 34 

reconciliation process commenced by ComEd’s filing with the Commission the 35 

reconciliation report and supporting testimony. 36 

Rider AMP subsequently was modified in certain respects by a tariff commonly 37 

referred to as the Bridge Tariff, which was approved by the Commission on December 2, 38 

2010, in ICC Docket No. 10-0597, as memorialized in the ICC’s special permission letter 39 

dated December 3, 2010. 40 

Under the Bridge Tariff, among other things, ComEd terminated recovery through 41 

Rider AMP of previously allowed operating expenses of the AMI Pilot beginning with 42 

the January 2011 billing period and was authorized to include those operating expenses in 43 

its then-pending general rate case, Commonwealth Edison Company: Proposed General 44 

Increase in Electric Rates, ICC Docket No. 10-0467, where they fall in the test year or an 45 

appropriate pro forma adjustment period.  The final Order of the Commission in that 46 
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Docket was issued on May 24, 2011, approving rates based on an approved revenue 47 

requirement that includes those operating expenses and that go into effect on June 1, 48 

2011. 49 

Although not required by the Bridge Tariff, ComEd conducted an internal audit of 50 

its compliance in calendar year 2010 with Rider AMP as effectively modified by the 51 

Bridge Tariff, and prepared an internal audit report. 52 

In light of the foregoing, the purposes of my testimony are: (1) to present the 53 

reconciliation report, including the required company officer verification and the internal 54 

audit report (but not including the testimony), which together have been filed as ComEd 55 

Exhibit (“Ex.”) 1.0; and (2) to compare ComEd’s AMI Pilot costs incurred through 2010 56 

with the costs recovered through Rider AMP in 2010.  ComEd also is submitting the 57 

respective direct testimony of Richard O’Toole (ComEd Ex. 3.0) and James Eber 58 

(ComEd Ex. 4.0).  59 

C. Summary of Conclusions 60 

Q. Please summarize the conclusions of your direct testimony. 61 

A. First, ComEd’s reconciliation report (ComEd Ex. 1.0) correctly states the applicable 62 

recoverable costs and revenues under Rider AMP in 2010. 63 

Second, ComEd’s internal audit report, while it does not state a legal opinion, 64 

correctly found ComEd’s processes and controls in 2010 for recovery of AMI Pilot costs 65 

to be consistent with Rider AMP as modified and superseded by the Bridge Tariff. 66 

Third, due primarily to issues of timing, ComEd under-recovered its actual 67 

recoverable AMI Pilot costs by $3.6 million through Rider AMP in 2010. 68 



Docket No. 11-____ 
ComEd Ex. 2.0 

 

Page 4 of 14 

D. Itemized Attachments to Direct Testimony 69 

Q. Are there any attachments to your direct testimony? 70 

A. Yes.  As I stated above, the reconciliation report, including the required company officer 71 

verification and the internal audit report (but not including the testimony), together have 72 

been filed as ComEd Ex. 1.0, and thus they are not attached hereto.  However, I have 73 

attached hereto the reconciliation report work papers, consisting of work papers 74 

supporting the calculations (as ComEd Ex. 2.1) and work papers supporting the Excess 75 

Earnings calculation (showing that ComEd did not exceed the Excess Earnings provision 76 

of Rider AMP (as ComEd Ex. 2.2). 77 

E. Background and Experience 78 

Q. What are your professional responsibilities in your current position with ComEd? 79 

A. In my role as Manager, Revenue Policy Department, I am responsible for the financial 80 

and tactical review and evaluation of potential regulatory alternatives for ComEd.  I also 81 

am responsible for the oversight and coordination of rate case related activities at both the 82 

State and Federal levels. 83 

Q. Have you held previous professional positions with ComEd? 84 

A. Yes.  I have been employed by ComEd since 1992.  I held the position of Account 85 

Representative from 1992 to 1997, in which I serviced the accounts of many of ComEd’s 86 

large commercial, industrial, and governmental customers.  In 1998, I was promoted to 87 

the Strategic Analysis Department as an Economic Analyst, where I was responsible for 88 

supporting the capital budgeting process by evaluating the economic performance of 89 

major discretionary investments, as well as other operational financial analyses.  In 2003, 90 

I was promoted to the Regulatory Services and Strategy Department as a Senior 91 
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Regulatory Analyst. In that position, I was responsible for the strategic and financial 92 

evaluation of post-2006 regulatory strategies, including power procurement and 93 

associated cost recovery. In 2006, I transferred to the Revenue Policy Department, where 94 

I was responsible for assisting in the determination of ComEd’s revenue requirement and 95 

preparation of regulatory filings with both the Commission and the Federal Energy 96 

Regulatory Commission (“FERC”).  In 2007, I was named Manager – Rates in the 97 

Revenue Policy Department.  My title has subsequently changed to Manager, Revenue 98 

Policy Department.  99 

Q. What is your educational background? 100 

A. I hold a Bachelor of Science Degree in Marketing from Northern Illinois University in 101 

1987. In 1997, I received a Masters of Business Administration with a concentration in 102 

Finance from DePaul University’s Kellstadt Graduate School of Business. 103 

II. Summary of Relevant Operations Under 104 
Rider AMP and the Bridge Tariff 105 

Q. Please generally describe the operations relating to AMI Pilot cost recovery under 106 

Rider AMP and the Bridge Tariff in 2010. 107 

A. For the purposes of this reconciliation proceeding, I will limit my discussion to costs 108 

incurred in 2009 and 2010 and recoveries realized in 2010. Rider recovery of the AMI 109 

pilot costs began in February, 2010 and continued through December 2010. The 110 

recoveries were directly related to costs incurred during 2009 and January through 111 

August 2010. Costs related to the AMI pilot fall into three categories – capital 112 

expenditures, O&M and retired plant (meters). The reasonableness of the capital 113 

expenditures and O&M expenses is discussed in the direct testimonies of Mr. O’Toole 114 
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and Mr. Eber (ComEd Exs. 3.0 and 4.0). On a quarterly basis, ComEd calculated the 115 

costs it incurred during each quarter and determined the associated Rider AMP 116 

adjustments for each customer class and applied those adjustments during the next 117 

quarter.  Below I will describe, in more detail, the accounting for each category of the 118 

costs as well as the associated recovery. 119 

Q. In general, how did the Rider work in the applicable period? 120 

A. As shown in the reconciliation report, the Rider under-recovered the 2010 AMI pilot 121 

costs by approximately $3.5 million.  As I will discuss later in my testimony, this is 122 

primarily the result of the recoveries lagging the costs by one quarter year.  123 

Q. Please describe the accounting for, and recovery of, the AMI pilot capital 124 

expenditures. 125 

A. The capital expenditures made as part of the AMI pilot include advanced meters, 126 

computer/systems hardware, and computer software.  The advanced meters were 127 

recorded in FERC Account 370 (Meters), the computer/systems hardware was recorded 128 

in FERC Account 391 (Office Furniture and Equipment), and the computer software was 129 

recorded in FERC Account 303 (Miscellaneous Intangible Plant).  A significant amount 130 

of the capital (mainly computer/systems hardware and software) was initially recorded in 131 

FERC Account 107 (Construction Work In Progress) prior to the associated project’s 132 

completion.  Quarterly cost recovery amounts related to return on investment of capital 133 

expenditures were calculated by multiplying the net plant balance (gross plant less 134 

accumulated depreciation and amortization and accumulated deferred income taxes 135 

(ADIT)) plus any construction work in progress by the rate of return allowed in 136 
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Commonwealth Edison Company: Proposed General Increase in Electric Rates, ICC 137 

Docket No. 07-0566. 138 

Q. What was the rate of return allowed in ICC Docket No. 07-0566? 139 

A. The Commission allowed ComEd an overall, after-tax rate of return of 8.36%.  This 140 

amount, grossed up for income taxes, is 11.42%, which was applied as the pre-tax return 141 

component in the quarterly filings.  For the quarterly cost calculations, the pre-tax return 142 

(11.42%) was multiplied by .25 to calculate a quarterly equivalent.  It should be noted 143 

that the first application period was five months in duration, so ComEd multiplied the 144 

pre-tax rate of return by .4167 during the first period. Also, for the first application 145 

period, the pre-tax return included a gross-up for uncollectibles which increased it to 146 

11.48%. Subsequent calculations of the pre-tax return did not include a gross-up for 147 

uncollectibles as Rider UF, ComEd’s rider that specifically recovers uncollectible costs, 148 

had become effective March 9, 2010.  149 

Q. Did ComEd include any amounts for incentive compensation in its Rider AMP 150 

quarterly recovery amounts?  151 

A. No. These costs are not recoverable through Rider AMP and were removed from the 152 

calculations.  153 

Q. Did Allowance for Funds Used During Construction (“AFUDC”) accrue on projects 154 

while they were included in Rider AMP recovery? 155 

A. No.  Once a project was included in the calculation of the quarterly recovery amounts, 156 

AFUDC was no longer accrued. Any previously accrued AFUDC was removed from 157 

calculation of the quarterly costs. 158 
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Q. How did ComEd determine the depreciation expense associated with the capital 159 

expenditures? 160 

A. Once the capital expenditures were considered placed in service ComEd applied the 161 

depreciation rate applicable to each type of gross plant balance.  For example, AMI 162 

meters are depreciated at 6.67% per year, software is typically depreciated at 20% per 163 

year, and hardware is typically depreciated at 23.29% per year.  For the quarterly 164 

adjustments, ComEd multiplied these amounts by .25 and applied them to the 165 

corresponding amount of gross plant. It should be noted that, similar to the pre-tax rate of 166 

return calculation, for the first application period, ComEd multiplied the depreciation 167 

rates by .4167. 168 

Q. Please describe the accounting for, and recovery of, the AMI pilot O&M expenses. 169 

A. Per the ICC’s decision in the AMP Order, ComEd was allowed to defer its 2009 AMI 170 

workshop costs, customer applications and communications O&M costs associated with 171 

the AMI pilot and recover them over a three-year period. ComEd recorded these O&M 172 

expenses as a regulatory asset and began recovery with the first application period 173 

(February 2010 through June 2010).  Additionally, as ComEd incurred customer 174 

applications and communications O&M expenses during 2010, these O&M costs were 175 

deferred and recovered during the next quarter.  Throughout the remainder of my 176 

testimony, I will refer to such recoverable customer applications and communications 177 

expenses as “O&M”.  178 

Q. Did ComEd recover any O&M expenses related to the AMI meters themselves 179 

through Rider AMP? 180 
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A. No. These costs are not recoverable through Rider AMP and were not included in the 181 

calculations of the quarterly recovery amounts. 182 

Q. Please describe the accounting for, and recovery of, the meters prematurely 183 

removed from service as a result of the AMI pilot. 184 

A. After receiving the Commission’s approval to proceed with the AMI pilot, ComEd 185 

accelerated the depreciation on the remaining net plant balance associated with the meters 186 

which would be prematurely removed from service over an eight-month period (October 187 

2010 through May 2011). This accelerated depreciation was recorded as a regulatory 188 

asset each month as it was incurred. The AMP Order allowed ComEd to recover the 189 

meter related regulatory asset over a 10-year period, which began with the first Rider 190 

AMP application period, February 2010.  191 

Q. Did ComEd reduce the depreciation expense to reflect the retired meters that were 192 

in ComEd’s distribution rate base in 2010? 193 

A. Yes.  In order to avoid double recovery and as required by Rider AMP, ComEd 194 

subtracted the depreciation expense associated with such meters that was included in base 195 

rates from the depreciation expense of the advanced meters.  196 

Q. Please describe the Rider AMP quarterly application periods. 197 

A. Because Rider AMI adjustments did not begin until February 2010, there were three 198 

quarterly application periods in 2010 (February through June, July through September, 199 

and October through December). As mentioned above, these application periods 200 

recovered the costs ComEd incurred during 2009 and through August 2010. For example, 201 

as prescribed by Rider AMP, in January 2010, ComEd filed with the Commission, its 202 
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Rider AMP adjustments applicable during the February through May billing periods. 203 

These adjustments were based on costs incurred during 2009. Subsequently, ComEd filed 204 

Rider AMP adjustments in June and September which recovered costs incurred during 205 

January through May and June through August, respectively.  206 

Q. Please describe the internal audit report. 207 

A. The objective of the internal audit was to assure compliance with the requirements of 208 

Rider AMP and the Bridge Tariff.  The audit focused on assuring that ComEd’s processes 209 

and controls promoted consistency in meeting the following objectives: 210 

1. AMI costs recovered under Rider AMP are not recovered under another 211 

ComEd tariff, 212 

2. Rider AMP adjustments are appropriately applied to customer bills,  213 

3. Revenues collected under Rider AMP were appropriately recorded in the 214 

general ledger, and 215 

4.  AMI relate costs are appropriately identified, recorded in the general 216 

ledger, and included in calculations of the Rider AMP adjustments applied 217 

to customer bills. 218 

Q. What were the audit’s findings? 219 

A. Apart from a couple of minor issues related to spreadsheet controls and documentation 220 

with respect to which ComEd has already developed and implemented responsive action 221 

plans, the audit gave an overall control rating of “Effective”.  222 

Q. Did ComEd properly apply the provisions of Rider AMP and the Bridge Tariff to 223 

recovery of AMI Pilot costs in 2010? 224 
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A. Yes.  Accordingly, the internal audit report (at p. 3) states in part: 225 

While Internal Audit cannot offer a legal opinion as to whether ComEd is 226 
or is not in compliance with the requirements of Rider AMP, Internal Audit can 227 
state, in its opinion, based upon testing performed over Rider AMP cost recovery 228 
processes and controls performed by Revenue Policy, Retail Rates, IT and 229 
Regulatory Accounting, the processes and controls designed to meet the 230 
objectives cited above are consistent with the requirements of Rider AMP and the 231 
bridge tariff (hereafter referred to simply as Rider AMP). 232 

Q. Please describe the reconciliation calculations (ComEd Ex. 2.1). 233 

A. The calculations in ComEd Ex. 2.1 reconcile the costs incurred during the application 234 

period (2010) to the revenues collected during the application period. The specific 235 

requirements of the calculations are spelled out in detail in the reconciliation section of 236 

Rider AMP, but in general, the calculations compare the costs incurred for return “on” 237 

and “of” the AMI pilot’s capital investments, amortization of the retired meter related 238 

regulatory asset, and certain O&M (mainly customer applications, public outreach, 239 

communications and workshop costs), to the actual amounts recovered during the 240 

application period.  In particular, these calculations are summarized on tabs WP 2 APR 241 

and WP 3 ACAR of ComEd Ex. 2.1. 242 

Q. Did ComEd recover fully its actual recoverable 2010 AMI Pilot costs through 243 

Rider AMP in 2010?  244 

A. No, as indicated in WP 1 AR of ComEd Ex. 2.1, ComEd under-recovered its actual 245 

recoverable AMI Pilot costs by $3.6 million through Rider AMP in 2010. 246 

Q. Why did ComEd under recover? 247 

A. ComEd under-recovered its costs for two reasons.  The first concerns the timing of the 248 

recoveries.  Because the recoveries lag the costs by one quarter year, ComEd only 249 
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recovered a portion of its 2010 incurred costs in 2010.  As figure 1 below illustrates, the 250 

costs incurred during September through December of 2010 are not recovered until 2011, 251 

which accounts for approximately $2.6M of the 2010 shortfall.  252 

 253 

Q. If the costs from September through December are included in the 2011 recovery 254 

amounts, will ComEd over recover in 2011? 255 

A. Not likely. The recoveries in 2011 should, all else being equal, be roughly equivalent to 256 

the 2011 cost. For example, thus far, there were five months (January through May) in 257 

which ComEd both incurred and recovered costs. Since the costs incurred were only 258 

capital expenditures, recoveries should closely match costs. Although there could be 259 

some differences due to customer counts, depreciation expense and return on rate base, 260 

these should be relatively minor.  261 

Q. What is the second reason? 262 

A. The second reason is the result of the applying a lower depreciation rate to the customer 263 

applications software for the determination of quarterly recovery amounts then was 264 

Commonwealth Edison Company
2010 Rider AMP Reconciliation

Timing of AMI Pilot Costs Incurred and Associated Rider AMP Recovery Periods

Costs Incurred

Oct-09 Nov-09 Dec-09 Jan-10 Feb-10 Mar-10 Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10

Recovery Periods

Oct-09 Nov-09 Dec-09 Jan-10 Feb-10 Mar-10 Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10

Figure 1
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actually utilized by ComEd’s plant accounting system. The NetQCADep (net 265 

depreciation of customer applications plant) equation in Rider AMP utilizes the 266 

QCAPRate which is the “Annual depreciation rate associated with the Customer 267 

Applications Plant in account, acct”.  In other words it uses the typical depreciation rate 268 

associated with each type of plant account. In this case, the typical depreciation rate for 269 

software was 20% (five year book life) which was applied to calculate the quarterly 270 

recovery amounts.  As the customer applications programs were short-lived (through 271 

May 2011) ComEd accelerated the depreciation over 14 months. This resulted in 272 

approximately $0.9 million of under recovery.  273 

Q. Did ComEd include any O&M costs incurred after August 2010 in reconciliation 274 

calculations? 275 

A. No, as shown on tabs WP 6 AAmortPExp and WP 10 AAmortCAExp in ComEd Ex 2.1, 276 

ComEd did not include O&M costs incurred from September 2010 through December 277 

2010, nor did ComEd include the concurrent amortization expense of the 2009 costs in its 278 

calculations. Per the Bridge Tariff, ComEd sought recovery of these costs in Docket No. 279 

10-0467 (see ComEd Ex. 56.1, Sch. C-2.21), which recovery was approved by the 280 

Commission’s final Order on May 24, 2011.  281 

Q. Did ComEd exceed the cap on customer applications costs as determined by the 282 

Commission in its Final Order in the AMP Order? 283 

A. No. The decision in the final Order limited recovery of Customer Applications costs to 284 

110% of ComEd’s projected $14.8 million, or $16.3 million. During 2009 and 2010 285 

(excluding September through December 2010), ComEd’s Customer Application’s costs, 286 
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totaled $11.9 million. The September 2010 through June 2011 Customer Application 287 

costs (which are included in ComEd’s base rates per the Commission’s final Order in 288 

Docket No. 10-0467) total $1.6 million (see ComEd Ex. 56.1, Sch. C-2.21 in that docket).  289 

Q. Did ComEd exceed the Excess Earnings provision of Rider AMP in 2010? 290 

A. No, as shown in ComEd Ex. 2.2. 291 

Q. Does this complete your Direct Testimony? 292 

A. Yes.   293 


