
ComEd Ex. 56.0 (Remand) 
 
 

STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 
 
COMMONWEALTH EDISON COMPANY 
 
General increase in electric rates 

: 
: 
: 

 
No. 07-0566 
(On Remand) 

 
 

Direct Testimony on Remand of 

KATHRYN M. HOUTSMA, CPA 

Vice President, Regulatory Projects 
Commonwealth Edison Company 

 
 
 
 
 

 



Docket No.  07-0566 (On Remand) 
ComEd Ex. 56.0 (Remand) 

 

i 

TABLE OF CONTENTS 

Section Page 

 
TABLE OF CONTENTS .................................................................................................. i 

I. Introduction ......................................................................................................................... 1 
A. Witness Identification ............................................................................................. 1 
B. Purposes of My Testimony on Remand .................................................................. 1 
C. Summary of ComEd’s Positions and  of the Conclusions of My Testimony ......... 2 
D. Itemized Attachments to My Testimony................................................................. 4 
E. Background and Qualifications............................................................................... 4 

II. The Nature and Scope of This Proceeding ......................................................................... 5 

III. Identification of Other Witnesses ..................................................................................... 11 

IV. There Should Be No Refunds Because ComEd  Did Not Over-Recover Its 
Distribution Costs  During the Potential Refund Calculation Period ............................... 12 
A. 2010 Rate Case Finding of Cost Under-Recovery ................................................ 12 
B. Under-Recovery of Costs of Capital ..................................................................... 13 
C. Higher Actual Net Plant Costs .............................................................................. 15 
D. Conclusion on Cost Under-Recovery and Potential Refunds ............................... 18 

V. If There Were to Be Any Refunds,  There Would Have to Be an Offset for the  
Third Quarter 2008 Additions to Plant in Service ............................................................ 19 

VI. Rate of Interest .................................................................................................................. 22 

VII. No Revenues Have Been Recovered Under the Original Rider AMP.............................. 23 
 
 
 
 
 
 



Docket No.  07-0566 (On Remand) 
ComEd Ex. 56.0 (Remand) 

 

Page 1 of 23 

I. Introduction 1 

A. Witness Identification 2 

Q. Please state your name and business address. 3 

A. My name is Kathryn M. Houtsma.  My business address is Commonwealth Edison 4 

Company, Three Lincoln Centre, Oakbrook Terrace, Illinois  60181. 5 

Q. By whom and in what position are you employed? 6 

A. I am Vice President, Regulatory Projects, of Commonwealth Edison Company 7 

(“ComEd”). 8 

B. Purposes of My Testimony on Remand 9 

Q. What are the purposes of your direct testimony in this proceeding on remand? 10 

A. The purposes of my direct testimony in this proceeding on remand are to: 11 

(1) Summarize the position of ComEd concerning the scope and purpose of this 12 

proceeding on remand, which follows from the decision of the Appellate Court of 13 

Illinois, Second District (the “Second District Opinion”), in the appeals from the 14 

final Order of the Illinois Commerce Commission (the “Commission” or “ICC”) 15 

in ComEd’s 2007 rate case, ICC Docket No. 07-0566 (the “2007 Rate Case”); 16 

(2) Explain the procedural background in which this remand arises; 17 

(3) Identify the other witnesses for ComEd on remand; 18 

(4) Set forth facts regarding ComEd’s distribution costs, revenues, and rates during 19 

the potential refund calculation period (a term I explain below); 20 
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(5) Provide certain data regarding ComEd’s Third Quarter 2008 additions to Plant in 21 

Service, which were not included in rate base in the final Order in the 2007 Rate 22 

Case; 23 

(6) Provide certain data relating to interest rates; and 24 

(7) Confirm that ComEd has collected no revenues under the system modernization 25 

tariff, referred to in the 2007 Rate Case Order as Rider SMP – System 26 

Modernization Projects (“Rider SMP”), the approval of which in the 2007 Rate 27 

Case Order was reversed by the Second District Opinion. 28 

C. Summary of ComEd’s Positions and  29 
of the Conclusions of My Testimony 30 

Q. In summary, what actions should the Commission take on remand? 31 

A. In brief: 32 

(1) The Commission should not order any refunds in this remand.  ComEd did not 33 

over-recover its distribution costs through its distribution rates from customers 34 

during the potential refund calculation period.  In fact, ComEd under-recovered.  35 

Thus, a refund would be improper and unfair. 36 

(2) In the alternative, if the Commission were to disregard ComEd’s actual costs 37 

during the potential refund calculation period, and determine that a refund is 38 

required, then such a refund must be properly calculated.  The rate base approved 39 

in the 2007 Rate Case did not include ComEd’s Third Quarter 2008 additions to 40 

Plant in Service because ComEd conditionally waived their inclusion through a 41 

Stipulation with Staff, as I describe later in my testimony.  The additions, 42 

however, met the known and measureable standard of the Commission’s pro 43 
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forma adjustments rule.  That fact also is confirmed by additional data now 44 

available on remand.  Thus, if the Commission were to disregard ComEd’s actual 45 

costs during the period and order a refund, the refund calculation should 46 

incorporate those plant additions as an offset.  The maximum potential aggregate 47 

refund amount is $29,583,000, reflecting the actual Third Quarter 2008 plant 48 

additions as well as a “roll forward” of the “depreciation reserve” for “Test Year 49 

Plant” to September 30, 2008, as described later in my testimony. 50 

(3) If the Commission were to determine that a refund is required, and should bear 51 

interest, then the Commission-approved interest rate for ComEd’s short-term use 52 

of customer deposits of 0.50% should be used. 53 

(4) ComEd did not collect any revenues under the system modernization tariff, 54 

referred to in the 2007 Rate Order as Rider SMP (this rider was retitled as the 55 

original “Rider AMP – Advanced Metering Program Adjustment” [the original 56 

“Rider AMP”] in ComEd’s 2007 Rate Case compliance filing).  So, there are no 57 

revenues under that rider that could be subject to refund. 58 

Q. What do you mean by the term “potential refund calculation period”? 59 

A. ComEd’s position regarding the start and end dates of the potential refund calculation 60 

period is a legal position that will be addressed, if and as needed, in briefing.  I am not 61 

testifying on the merits of the legal issue of the start and end dates.  My understanding is 62 

that  the scope of any potential refund determination is limited to the context of ComEd’s 63 

distribution costs, revenues, and rates during the  nearly eight month period from 64 

October 1, 2010, the first date after issuance of the Second District Opinion, to May 24, 65 

2011, the date on which the Commission issued its final Order establishing a new 66 
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distribution revenue requirement and new distribution rates in ComEd’s 2010 rate case, 67 

ICC Docket No. 10-0566 (the “2010 Rate Case”). 68 

D. Itemized Attachments to My Testimony 69 

Q. What are the attachments to your direct testimony on remand? 70 

A. I am presenting the following attachments: 71 

• ComEd Exhibit (“Ex.”) 56.1 (Remand), which is a calculation of ComEd’s actual 72 

overall earned return on equity for the years 2008, 2009 and 2010. 73 

• ComEd Ex. 56.2 (Remand), which is a calculation of ComEd’s earned rate of 74 

return on equity for 2010, calculated on a basis that reflects detailed adjustments 75 

typically made in establishing distribution rates. 76 

• ComEd Ex. 56.3 (Remand), which sets forth the components of  ComEd’s net 77 

plant balances as of June 30, 2008, and September 30, 2008, if the depreciation 78 

reserve on Test Year Plant had been rolled forward through those dates. 79 

• ComEd Ex. 56.4 (Remand), which is the calculation of the maximum potential 80 

refund amount. 81 

E. Background and Qualifications 82 

Q. What are your responsibilities at ComEd? 83 

A. As Vice President of Regulatory Projects, my responsibilities include providing financial 84 

expertise and support in various regulatory proceedings, and oversight of the ComEd 85 

transmission pricing function. 86 
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Q. What is your educational and professional background? 87 

A. My education and professional background is described in my direct testimony in this 88 

docket prior to remand.  See ComEd Ex. 7.0. 89 

Q. Did you present testimony in any other ComEd distribution rate cases? 90 

A. Yes, I have testified in all five of ComEd’s distribution rate cases, including the 1999, 91 

2001, and 2005 rate cases, as well as the 2007 and 2010 Rate Cases (ICC Docket Nos. 92 

99-0117, 01-0423, 05-0597, 07-0566, and 10-0467). 93 

II. The Nature and Scope of This Proceeding 94 

Q. What is the nature of the instant proceeding? 95 

A. As I noted earlier, this is a proceeding on remand from the Appellate Court of Illinois, 96 

Second District, to the Commission.  More specifically, on September 30, 2010, the court 97 

issued a decision (the Second District Opinion) that reversed and remanded specific 98 

portions of the Commission’s September 10, 2008, final Order in ComEd’s 2007 rate 99 

case, ICC Docket No. 07-0566 (the 2007 Rate Case). 100 

Q. What was the timeline of events leading and related to this proceeding on remand? 101 

A. The general timeline of events leading to this proceeding on remand is as follows: 102 

• On October 17, 2007, ComEd filed with the Commission proposed tariffs (and 103 

supporting testimony and other materials) providing for a general increase in 104 

electric rates, specifically distribution rates.  The Commission suspended the 105 

proposed tariffs and conducted a rate case proceeding, i.e., the 2007 Rate Case. 106 

• As part of a set of proposed issue resolutions supported by Staff and ComEd 107 

(presented as a proposed Stipulation and supported by testimony), ComEd 108 
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conditionally waived inclusion of the Third Quarter 2008 additions to Plant in 109 

Service in rate base.  The conditions of the waiver included no roll forward of the 110 

depreciation reserve for Test Year Plant and adoption of the remainder of the set 111 

of proposed issue resolutions.  Staff-ComEd Joint Ex. 1. 112 

• On September 10, 2008, the Commission issued its final Order in the 2007 Rate 113 

Case.  Consistent with the Stipulation, the Commission did not roll forward the 114 

depreciation reserve for Test Year Plant through the pro forma additions period 115 

and also did not include in rate base the Third Quarter 2008 Plant Additions. 116 

• Various parties appealed to the Appellate Court of Illinois from specific portions 117 

of the Commission’s final Order in the 2007 Rate Case. 118 

• On September 30, 2010, the Second District issued the Second District Opinion, 119 

which affirmed in part, reversed in part, and remanded in part, as to the portions 120 

challenged on appeal, the Commission’s final Order. 121 

• On May 13, 2011, the Second District issued its “mandate” to the Commission, 122 

which, as I understand it, returned this matter to the Commission for the 123 

proceeding on remand directed by the Second District Opinion. 124 

• Meanwhile, however, on May 24, 2011, the Commission issued its final Order 125 

establishing a new distribution revenue requirement and new distribution rates in 126 

the 2010 Rate Case.  The 2010 Rate Case Order, which involved a 2009 historical 127 

“test year” with adjustments, established a new distribution revenue requirement 128 

for ComEd, one that was higher than that established in, and collected by ComEd 129 

since, the 2007 Rate Case.  Furthermore, the 2010 Rate Case Order was entered 130 
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after, and expressly took into account, the Commission’s interpretation of the 131 

Second District Opinion. 132 

Q. What are the key rulings of the Second District Opinion? 133 

A. In brief, the Second District Opinion: 134 

• reversed and remanded the final Order in the 2007 Rate Case as to the 135 

“depreciation reserve” issue that had been appealed by the Illinois Industrial 136 

Energy Consumers (“IIEC”), the Illinois Attorney General’s Office (the “AG”), 137 

and the Citizens Utility Board (“CUB”) (the latter two parties are also known as 138 

“AG/CUB”), as described below; 139 

• affirmed the Commission’s final Order in the 2007 Rate Case as to the rulings 140 

appealed by ComEd, except for remanding to the Commission to allow ComEd to 141 

seek inclusion of its Third Quarter 2008 plant additions in rate base, given that the 142 

Court’s depreciation reserve ruling effectively undid the Stipulation based upon 143 

which ComEd conditionally had agreed to not request inclusion of those additions 144 

in rate base; and 145 

• reversed the final Order in the 2007 Rate Case approving the original Rider SMP 146 

(the original Rider AMP) issue in response to the appeal by AG/CUB.1 147 

Q. What do you mean by the “depreciation reserve” and “Third Quarter 2008 plant 148 

additions” issues? 149 

                                                 
1  I am not an attorney and I am not offering any legal opinions in this testimony.  I refer to the 

Second District Opinion and legal principles only to provide context for my testimony. 
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A. In brief, rate base consists of gross plant costs, less the Accumulated Reserve for 150 

Depreciation and Amortization (the “depreciation reserve”), and various other 151 

investments and liabilities that may either increase or reduce rate base. 152 

In the 2007 Rate Case, which involved a 2006 historical “test year”, ComEd, in 153 

determining its rate base, proposed to add to its year-end 2006 Plant in Service balances 154 

(“Test Year Plant”) pro forma adjustments reflecting the plant additions reasonably 155 

expected to be placed into service during 2007 and the first three quarters of 2008.  The 156 

proposed pro forma adjustments incorporated the increase in the depreciation reserve for 157 

the annual depreciation on the capital projects that comprised the seven quarters of plant 158 

additions.  Consistent with recent prior Commission rate case Orders, ComEd did not 159 

propose to roll forward the depreciation reserve, through the end of the pro forma 160 

additions period, for Test Year Plant. 161 

The Commission’s final Order approved ComEd’s pro forma adjustments for 162 

additions to Plant in Service only through the Second Quarter of 2008, and rejected 163 

IIEC’s and AG/CUB’s claim that the Commission therefore should reduce rate base by 164 

rolling forward the depreciation reserve through the end of the approved pro forma plant 165 

additions period, for Test Year Plant.2 166 

ComEd’s conditional waiver was discussed by the Second District Opinion, 167 

which stated in part that “unilaterally altering the ComEd/Staff stipulation would be 168 

manifestly unfair to ComEd” (p. 33).  The Second District Opinion (at p. 33) also 169 

                                                 
2  The Commission’s final Order, in excluding the Third Quarter 2008 plant additions from rate 

base, did not make any findings that the additions did not meet the standards for inclusion in rate base.  
Rather, the Order adopted ComEd’s proposed conditional waiver of inclusion of the Third Quarter 2008 
plant additions in rate base, even though, under the Order’s rulings, not all of the conditions were met for 
the waiver. 
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confirms that: “The Commission did not enter findings of fact regarding the third-quarter 170 

2008 additions….”  The Opinion (at p. 34) went on to say: “…we decline to direct the 171 

Commission to take any action on remand other than allowing ComEd to petition for 172 

inclusion [of third quarter 2008 plant additions] in the rate base.” 173 

Thus, the “depreciation reserve” issue, in brief, was whether the Commission, 174 

having approved pro forma plant additions in full through June 30, 2008, also should 175 

have rolled forward the depreciation reserve for Test Year Plant to that same date. 176 

The “Third Quarter 2008 plant additions” issue was whether the Third Quarter 177 

2008 plant additions should be included in rate base, particularly if the depreciation 178 

reserve was to be rolled forward for Test Year Plant. 179 

Q. What was the “Rider SMP” that the Appellate Court considered? 180 

A. In its Order in the 2007 Rate Case, the Commission rejected a rider proposed by ComEd 181 

to enable system modernization projects called Rider SMP – System Modernization 182 

Projects.  It instead approved a more limited and modified Rider SMP, which in the 2007 183 

Rate Case compliance filing was renamed Rider AMP – Advanced Metering Program 184 

Adjustment (the original Rider AMP) in an effort to avoid confusion between the version 185 

ComEd proposed and the version the Commission approved.  AG/CUB contended that 186 

the Commission committed legal error in approving the original Rider SMP (the original 187 

Rider AMP).   188 

A different tariff also called Rider AMP – Advanced Metering Program 189 

Adjustment and a companion rider, Rider AMP-CA – Advanced Metering Program 190 

Customer Applications (“Rider AMP-CA”), approved by the Commission in ICC Docket 191 

No. 09-0263.  Neither that subsequent Rider AMP, nor Rider AMP-CA, was the subject 192 
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of the Second District Opinion.  They are the subject of a different appeal that is still 193 

pending. 194 

Q. What actions should the Commission take on remand? 195 

A. The Second District Opinion contemplates the setting of new distribution rates on remand 196 

(see the language quoted earlier from p. 34 of the opinion “direct[ing] the Commission … 197 

on remand … [to] allow[] ComEd to petition for inclusion [of third quarter 2008 plant 198 

additions] in the rate base.”), but there is no longer any need for the setting of new 199 

distribution rates, given subsequent Commission action.  The Second District Opinion 200 

involved the distribution revenue requirement found just and reasonable by the 201 

Commission’s Order in the 2007 Rate Case.  The Second District Opinion was issued on 202 

September 30, 2010, and the mandate issued on May 13, 2011. 203 

However, the Commission’s Order in the 2007 Rate Case has now been 204 

superseded by the Commission’s May 24, 2011, final Order in ComEd’s 2010 205 

distribution rate case, ICC Docket No. 10-0467 (the 2010 Rate Case).  The new rates 206 

went into effect on June 1, 2011. 207 

The 2010 Rate Case Order, which involved a 2009 test year with adjustments, 208 

established a new distribution revenue requirement for ComEd that is higher than that 209 

established in, and collected by ComEd since, the 2007 Rate Case.  The 2010 Rate Case 210 

Order was entered after, and took into account the Commission’s interpretation of, the 211 

Second District Opinion.  212 

Beyond that, the Second District Opinion does not refer to whether ComEd 213 

should be required to provide any retroactive refunds of any revenues collected under the 214 

2007 Rate Case Order, and, if so, the specifics of any refunds.   215 
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If, however, the Second District Opinion were to be interpreted by the 216 

Commission to require refunds, then the Opinion in effect poses the following issues, 217 

which are relevant to whether a refund would be fair or appropriate, and if the 218 

Commission were to determine that a refund is required, how that refund should be 219 

calculated and implemented: 220 

(1) Whether ComEd over-recovered any revenues that it can and should be required 221 

to refund to customers under applicable principles. 222 

If the Commission concludes that the answer to that question is yes, then it must 223 

also determine: 224 

(2) The correct amounts of any such refund, including, at a minimum, the offset for 225 

ComEd’s Third Quarter 2008 additions to Plant in Service; 226 

(3) The amount of interest that should be paid, if any, on such refund; and 227 

(4) The methodology (timing, mechanics, and rate design) for implementing the 228 

refund.3 229 

III. Identification of Other Witnesses 230 

Q. Please identify the other witnesses presenting direct testimony on remand on behalf 231 

of ComEd. 232 

A. The other witnesses presenting direct testimony on remand on behalf of ComEd are: 233 

• Michael McMahan, P.E., ComEd’s Vice President, Smart Grid / Technology 234 

(ComEd Ex. 57.0 (Remand)), who provides additional evidence (in addition to the 235 

                                                 
3  If Staff or any intervenor takes a position that the scope of this proceeding on remand is 

different from what I have indicated above, whether narrower or broader, then ComEd reserves and does 
not waive the right to respond accordingly and fully, including but not limited to the right to propose offsets 
to any refund proposals, notwithstanding the scope as defined above. 
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evidence provided in the original proceeding in this Docket)  in support of the 236 

prudence, reasonableness, and used and useful status of the Third Quarter 2008 237 

additions to Plant in Service; and 238 

• Charles Tenorio, ComEd’s Principal Rate Analyst, Retail Rates Department 239 

(ComEd Ex. 58.0 (Remand)), who testifies regarding the methodology (timing, 240 

mechanics, and rate design) for implementing any refunds.   241 

IV. There Should Be No Refunds Because ComEd  242 
Did Not Over-Recover Its Distribution Costs  243 
During the Potential Refund Calculation Period 244 

Q. Have you reviewed whether ComEd over-recovered its distribution costs during the 245 

potential refund calculation period, October 1, 2010, to May 24, 2011? 246 

A. Yes, I have. ComEd did not over-recover its distribution costs during that period.  247 

Instead, ComEd under-recovered its distribution costs during that period. 248 

A. 2010 Rate Case Finding of Cost Under-Recovery 249 

Q. What are the bases of your conclusion that ComEd did not over-recover, but rather 250 

under-recovered, its distribution costs during the potential refund calculation 251 

period, October 1, 2010, to May 24, 2011? 252 

A. One of the bases of my conclusion is that on May 24, 2011, following extensive 253 

evidentiary proceedings in the 2010 Rate Case, the Commission issued an Order 254 

approving an annual rate increase of $143 million for ComEd based on a 2009 test year, 255 

with adjustments to reflect known and measurable changes for 2010, including plant 256 

additions and updates to the depreciation reserve through December 2010, changes in 257 

salaries and wage levels in 2010, and a very limited fraction of plant investment for the 258 

first half of 2011.  ComEd could not have been over-recovering its distribution costs 259 
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during the potential refund calculation period (due to the absence of a Test Year Plant 260 

depreciation reserve roll-forward in the rate base approved in ICC Docket No. 07-0566), 261 

because the Commission concluded based on an adjusted 2009 test year that ComEd’s 262 

distribution rates were too low and should be increased.  Additional bases of my 263 

conclusion are discussed below. 264 

B. Under-Recovery of Costs of Capital 265 

Q. Have you reviewed whether ComEd over-recovered its distribution costs in any 266 

period since the rates approved by the 2007 Rate Case Order became effective? 267 

A. Yes. ComEd did not over-recover its distribution costs at any time since the 268 

Commission’s 2007 Rate Order.  ComEd under-recovered its distribution costs during 269 

that entire period. 270 

Q. How do you know that? 271 

A. Return on common equity (“ROE”) is, in effect, the percentage return that ComEd 272 

recovers through rates on equity capital invested in its system.  ComEd has not recovered 273 

its Commission-approved (“ROE”) during any year since the rates set in its 2007 Rate 274 

Case, ICC Docket No. 07-0566, went into effect on September 16, 2008.  In particular, in 275 

each of 2008, 2009, and 2010, ComEd recovered less than the ROE found by the 276 

Commission to be just and reasonable, despite the rate increases approved in the 2007 277 

Rate Cases, as reflected in the following table.4  278 

                                                 
4  The actual earned returns on equity are calculated by dividing ComEd’s actual operating net 

income by the average balance of common equity (adjusted for goodwill) for each period.  Operating 
income represents net income adjusted to remove the effects of certain accounting items that are not 
typically included in rates, the majority of which is related to accounting for future income tax liabilities.  
The calculation for 2010 also excludes a one-time accrual to establish a regulatory asset related to the 
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Year ROE Approved by the 
Commission in Most Recent 
Distribution Rate Case At That Time 

Actual Earned ROE 

2008 10.30% (2007 Rate Case) 5.5% 
2009 10.30% (same) 8.5% 
2010 10.30% (same) 9.5% 

 279 

Q. Do the actual earned returns on equity described above reflect the earnings from 280 

ComEd’s transmission business (which is not considered in distribution rates)? 281 

A. Yes.  However, because ComEd’s transmission costs are recovered through a Federal 282 

Energy Regulatory Commission (“FERC”) approved transmission rate that is updated 283 

annually and provides for an 11.5% return on equity, the effect of including this portion 284 

of the business cannot possibly have contributed to the under-earning.  In other words, if 285 

the transmission results were removed from the calculation, then the result would be an 286 

even lower earned ROE for the distribution business for each year and an even greater 287 

distribution cost under-recovery.   288 

Q. Is there any other evidence that ComEd earned less than its allowed return of 289 

10.3% during the potential refund calculation period? 290 

A. Yes.  A more refined calculation that reflects the detailed ratemaking exclusions and 291 

adjustments that were reflected in the Commission’s Order in ICC Docket No. 07-0566 292 

indicates that ComEd’s actual earned ROE on its distribution portion of the business was 293 

only 8.5% in 2010.5  This is further evidence that ComEd was not over-recovering its 294 

                                                                                                                                                             
recovery of 2008 and 2009 uncollectible costs under ComEd’s Rider UF, as approved by the Commission 
in the first quarter of 2010.  ComEd Ex. 56.1 (Remand) provides a more detailed calculation of the earned 
ROE for each year. 

5  In ICC Docket No. 11-0459, ComEd witness Martin Fruehe provided evidence that ComEd 
earned an 8.5% return on equity in 2010 on the distribution portion of the business.  This calculation 
reflects the detailed ratemaking exclusions and adjustments that were reflected in the Commission’s Order 
in ICC Docket No. 07-0566, and is provided in ComEd Ex. 56.2 (Remand) to my testimony. 
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distribution costs of service as a result of the absence of a Test Year Plant depreciation 295 

reserve roll-forward. 296 

C. Higher Actual Net Plant Costs  297 

Q. The Second District Opinion refers to “net plant”.  What is “net plant”? 298 

A. Net plant is: (1) the gross cost of the plant minus (2) the depreciation reserve amount 299 

associated with that plant. 300 

Q. Did ComEd over-recover its net plant costs during the potential refund calculation 301 

period? 302 

A. No, as I will explain and show below. 303 

Q. What gross and net plant amounts did the Commission’s final Order approve in the 304 

2007 Rate Case? 305 

A. The Commission’s final Order in the 2007 Rate Case approved a gross plant amount of 306 

$13,022,848,000 (reflecting 2006 actual year end balances plus plant additions through 307 

June 30, 2008), and a depreciation reserve amount of ($4,705,150,000) (reflecting 2006 308 

actual year end balances plus adding to the depreciation reserve 12 months of 309 

depreciation expense on the 2007 and 2008 plant additions), and thus, a net plant amount 310 

of $8,317,698,000.  (2007 Rate Cases Order, Appendix, p. 4, lines 1, 2, and 3, col. (d)) 311 

Q. If you modify the gross and net plant amounts approved by the Commission’s final 312 

Order in the 2007 Rate Case to reflect the actual Third Quarter 2008 plant 313 

additions and to roll forward the depreciation reserve through the Third Quarter of 314 

2008, what gross and net plant amounts would result? 315 
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A. That would yield gross plant of $13,161,831,000, a depreciation reserve of 316 

($5,269,208,000), and thus, net plant of $7,892,623,000, if you also use actual data from 317 

2008 for the Third Quarter 2008 plant additions.  See ComEd Ex. 56.3 (Remand).6 318 

Q. What were ComEd’s actual distribution net plant costs as of the end of each of the 319 

Fourth Quarter of 2010 (year-end 2010) and the first two Quarters of 2011 as 320 

compared with the final rate order? 321 

A. ComEd’s actual distribution net plant costs for each of the Fourth Quarter of 2010 and 322 

the first two Quarters of 2011 are as follows as compared with the figures I just 323 

discussed. 324 

Quarter / Order Net Plant Cost 
4Q 2010 Actual $8,709,000,000 
1Q 2011 Actual $8,783,000,000 
2Q 2011 Actual $8,869,000,000 
2007 Rate Case Order $8,317,698,000 
2007 Rate Case Order with 3Q 2008 Capital Additions 
and Depreciation Reserve for Test Year Plant Rolled 
Forward to Same Period 

$7,892,623,000 

 325 

Q. What, if anything, does the fact that the actual net plant costs during the potential 326 

refund calculation period were higher than the net plant costs that you discussed 327 

earlier mean in terms of whether or to what extent there should be any refunds? 328 

A. This also shows that there should be no refunds.  ComEd’s distribution net plant was the 329 

subject of the applicable portion of the Second District Opinion.  ComEd’s actual 330 

distribution net plant costs during the potential refund calculation period were higher than 331 

                                                 
6  The amounts would change slightly, to gross plant of $13,172,900,000, a depreciation reserve of 

($5,269,208,000), and thus, net plant of $7,903,692,000, if you use ComEd’s final revised Third Quarter 
2008 plant additions from the original proceeding in this Docket and a rolled forward depreciation reserve 
based on actual data from 2008. 
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the net plant costs levels used in the calculation of the rates in effect during that period as 332 

set by the 2007 Rate Case Order.  That difference is even greater if you compare actual 333 

costs with the rates set by the 2007 Rate Case Order adjusted to roll forward the 334 

depreciation reserve. When actual costs levels are higher than cost levels in the rates 335 

during the relevant period, there should be no refunds.  There was no cost over-recovery 336 

paid for by customers during that period. 337 

Q. Does the evidentiary record in the original proceeding in this matter include an 338 

accurate rolled forward estimate of the depreciation reserve for Test Year Plant? 339 

A. No.  No party presented an estimate of the depreciation reserve rolled forward as of the 340 

end of the second quarter of 2008.  AG/CUB presented an estimate of the increase in the 341 

depreciation reserve as of the end of the third quarter of 2008, however that estimate 342 

includes an assumption for plant retirements (which reduce the reserve) that is 343 

inconsistent with the plant additions allowed in the final Order.  Plant retirements should 344 

have equal and offsetting impacts on plant and the depreciation reserve, resulting in no 345 

impact on net plant.  Combining AG/CUB’s estimated reserve roll forward with the plant 346 

additions in the final Order would erroneously understate rate base by over $100 million 347 

due to the inconsistent assumptions for retirements.  IIEC witness Gorman also calculated 348 

a high-level estimate of the increase in the depreciation reserve for the period January 1, 349 

2007, through September 30, 2008, by extrapolating from the 2006 depreciation expense, 350 

but that estimate is not precise.  Staff did not propose a rolled forward depreciation 351 

reserve for Test Year Plant for either the Second or the Third Quarter of 2008.  352 

Exhibit 56.3 to my testimony provides the calculation of the depreciation rolled forward 353 

as of the Second and Third Quarters of 2008, using actual data for the periods.  354 
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D. Conclusion on Cost Under-Recovery and Potential Refunds 355 

Q. Would refunds be appropriate and fair based on ComEd’s distribution costs, 356 

revenues, and rates for the potential refund calculation period? 357 

A. No.  ComEd did not over-recover its distribution costs during the potential refund 358 

calculation period, it under-recovered them, as discussed above.  Customers did not, by 359 

virtue of the issues addressed by the Appellate Court, pay ComEd more than the cost of 360 

the utility service they received.  That is the reality whether the analysis focuses on total 361 

distribution costs of service (revenue requirement) and revenues, or distribution net plant 362 

levels, as shown above.  To use some of the terminology from the Second District 363 

Opinion, ComEd’s revenue requirement was not “overstate[d]”; and there was not an 364 

“excess” net plant or rate base reflected in rates, when contrasted with actual costs during 365 

the potential refund calculation period. 366 

To put it another way, if, as IIEC and AG/CUB previously have argued (citing the 367 

Commission’s Order in the 2003 Ameren rate cases,7) there is a “matching principle” in 368 

ratemaking that is intended to ensure that rates reflect costs and revenues that may be 369 

expected for the period during which the rates will be in effect, then ordering refunds 370 

would be wrong viewed from the perspective of what we now have confirmed about 371 

ComEd’s actual distribution costs, revenues, and rates during the potential refund 372 

calculation period. 373 

                                                 
7  E.g., IIEC Initial Brief to the Second District in this matter, p. 10 (citing Central Illinois Public 

Service Company, et al., ICC Docket Nos. 02-0798,03-0008, 03-0009 (cons.), p. 11 (Order, Oct. 22, 
2003)); AG Reply Brief in 2005 Rate Case, p. 7 (same citation). 
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V. If There Were to Be Any Refunds,  374 
There Would Have to Be an Offset for the  375 
Third Quarter 2008 Additions to Plant in Service 376 

Q. In the original proceeding in this Docket, what evidence did ComEd submit in 377 

support of inclusion in rate base of ComEd’s Third Quarter 2008 additions to Plant 378 

in Service? 379 

A. In brief, the evidence submitted by ComEd in support of inclusion in rate base of its 380 

Third Quarter 2008 plant additions included, among other evidence, the following 381 

extensive, detailed, and essentially unrefuted evidence that supported these plant 382 

additions, and that they were prudent, reasonable, and in service or reasonably expected 383 

to be placed in service by the Third Quarter of 2008: 384 

Testimony / Subject Matter Selected Specific Citations (Not 
Exhaustive) 

Direct, Rebuttal, and Surrebuttal 
Testimony of Kathryn Houtsma and 
Stacie Frank (panel) regarding figures for 
Third Quarter 2008 plant additions 
(testimony includes attached 
documentation) 

Houtsma / Frank Reb., ComEd Ex. 25.0 
Corr., pp. 10, 16-17; ComEd Ex. 25.01, 
Rev. Sched. B-2; ComEd Ex. 25.02, work 
papers WPB 2.1 and 2.1b 

Rebuttal and Surrebuttal Testimony of 
Terence Donnelly regarding actual plant 
additions, reliability of ComEd’s 
methodology for determining reasonably 
expected plant additions, prudence, 
reasonableness, and used and useful status 
of plant additions (testimony includes 
attached documentation) 

Donnelly Reb., ComEd Ex. 21.0 Corr., pp. 
23-68; plus approximately 35,000 pages 
of supporting documentation indexed and 
identified in ComEd Ex. 21.2 

Direct Testimony of George Williams 
regarding plant in service, plant additions, 
prudence, reasonableness, and used and 
useful status (testimony includes attached 
documentation) 

Williams Dir., ComEd Ex. 4.0, pp. 38-40 

Direct Testimony of Michael McMahan 
regarding major capital projects and other 
major capital expenditure programs 

McMahan Dir., ComEd Ex. 5.0, pp. 9-38 
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Testimony / Subject Matter Selected Specific Citations (Not 
Exhaustive) 

Rebuttal and Surrebuttal Testimony of 
independent experts Robert Donohue and 
Ron Williams (panel) regarding ComEd’s 
planning, plant additions, and the 
reliability of the projected costs of its 
reasonably expected plant additions 
(testimony includes attached 
documentation) 

Donohue / Williams Reb., ComEd Ex. 
24.0, pp. 9-60 

 385 

Q. Did the evidence submitted by ComEd in support of inclusion in rate base of 386 

ComEd’s Third Quarter 2008 plant additions show that the additions, including 387 

their costs, were known and measurable within the meaning of, and the 388 

Commission’s past applications of, the pro forma adjustments rule? 389 

A. Yes, as I discussed in my testimony in the original proceeding in this Docket, and as then 390 

briefed by ComEd. 391 

Q. Did the Commission’s Order find that ComEd’s Third Quarter 2008 plant additions 392 

were not known and measureable or otherwise were not includable in rate base? 393 

A. No.  As I indicated earlier, the Commission’s final Order adopted ComEd’s proposed 394 

conditional waiver of inclusion of these plant additions in rate base, as part of a proposed 395 

set of individual issue resolutions supported by ComEd and Staff as a package, even 396 

though under the Order’s rulings not all of the conditions were fully met for the 397 

conditional waiver.  The Order did not make findings that the additions were not 398 

includable in rate base.  The Second District Opinion reflects the foregoing. 399 

Q. Does the Second District Opinion expressly allow ComEd to seek the inclusion of its 400 

Third Quarter 2008 plant additions in rate base in this remand? 401 
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A. Yes.  As I noted earlier, the Second District Opinion (at p. 34) states in part: 402 

“Considering that the Commission has not had the opportunity to make findings of fact 403 

regarding the third-quarter 2008 plant additions, we decline to direct the Commission to 404 

take any action on remand other than allowing ComEd to petition for their inclusion in 405 

the rate base.” 406 

Q. With the benefit of the additional information now available, do you have updated 407 

actual figures for ComEd’s Third Quarter 2008 plant additions that went into 408 

service in that quarter? 409 

A. Yes.  ComEd’s final proposed Third Quarter 2008 plant additions figure in the original 410 

proceeding in this Docket were $171,755,000, based on an estimate prepared in early 411 

2008.  Actual plant additions, (as reported in FERC Form 3Q for the Third Quarter of 412 

2008) were $160,686,000.  Additional information confirming the prudence, 413 

reasonableness, and used and useful status of ComEd’s Third Quarter 2008 plant 414 

additions are discussed in the direct testimony on remand of Mr. McMahan. 415 

Q. Please assume that the Commission were to determine that a refund is required and 416 

that it should be based on the difference between (1) what ComEd’s distribution 417 

rates were during the potential refund calculation period and (2) what the rates 418 

would have been if no changes were to be made in calculating rates other than 419 

adding ComEd’s Third Quarter 2008 plant additions and rolling forward the 420 

depreciation reserve for Test Year Plant to the Third Quarter of 2008, and that 421 

difference were to be applied to (3) ComEd’s actual revenues during the potential 422 

refund calculation period.  Do you now have the data needed for that calculation? 423 
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A. Yes.  Including actual third quarter 2008 plant additions in rate base and rolling forward 424 

the depreciation reserve to September 30, 2008 would result in net plant of 425 

$7,892,623,000.  This reduces rate base by $425,075,000 from the amount approved in 426 

the ICC’s final order and a reduction in the annual revenue requirement of $47,885,000.  427 

If this reduction would have been in effect for the time period from October 1, 2010 428 

through May 24, 2011, accrued delivery services revenue would have been $29,583,000 429 

lower.  ComEd Ex. 56.4 (Remand) provides the detailed calculations of these amounts by 430 

applying the reduction in the revenue requirement to each delivery class (based on the 431 

class allocations used to implement rate in compliance with the September 10, 2008 order 432 

in this proceeding and the class allocation with the “would have been rate” if the annual 433 

revenue requirement were reduced by $47,885,000), and then applying the resulting 434 

percentage reduction to the revenue from each class during the potential refund 435 

calculation period.   436 

Q. Given the foregoing, if the Commission were to determine that a refund is required 437 

what would be the maximum potential aggregate refund amount? 438 

A. The maximum potential aggregate refund amount that deals appropriately with the Third 439 

Quarter 2008 plant additions is $29,583,000, before interest.  I note that that figure does 440 

not reflect the increases in depreciation expense and amortization expense that occurred 441 

in that period, which, if taken into account, would result in a lower maximum figure. 442 

VI. Rate of Interest 443 

Q. What rate of interest has the Commission found to be appropriate for ComEd’s 444 

short-term use of customer deposits? 445 
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A. The Commission has established a rate of 0.50% per year for the current period.  446 

Q. If the Commission were to determine that a refund is required, then how should any 447 

interest, if any, be calculated? 448 

A. In that event, the Commission should use the customer deposits interest rate of 0.50%. 449 

Mr. Tenorio’s direct testimony on remand (ComEd Ex. 58.0 (Remand)) addresses 450 

the methodology (timing, mechanics, and rate design) for applying any refunds.   451 

VII. No Revenues Have Been Recovered Under the Original Rider AMP 452 

Q. Did ComEd collect any revenues under the original Rider SMP that was approved 453 

by the Commission’s final Order in the 2007 Rate Case (that became the original 454 

Rider AMP), and that was before the Appellate Court in the appeal giving rise to 455 

this remand? 456 

A. No, ComEd did not collect any revenues under the original Rider SMP (the original 457 

Rider AMP), whether during the potential refund calculation period or otherwise.  The 458 

original Rider SMP did technically go into effect as the original Rider AMP, but its cost 459 

recovery provisions never went into actual operation.  So, there are no revenues under the 460 

original Rider SMP (the original Rider AMP) that could be subject to refund.  461 

Q. Does this complete your direct testimony on remand? 462 

A. Yes. 463 
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