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I. Introduction and Purpose 1 

A. Identification of Witness 2 

Q. What is 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. Are you the same Kathryn M. Houtsma who submitted direct testimony on behalf of 6 

Commonwealth Edison Company (“ComEd”)? 7 

A. Yes. 8 

B. Purpose of Testimony 9 

Q. What is the purpose of your rebuttal testimony? 10 

A. The purpose of my rebuttal testimony is to respond to the direct testimony of Staff 11 

witnesses Theresa Ebrey, Richard Bridal, Steven Knepler, and Phillip Rukosuev, 12 

Attorney General/American Association of Retired Persons (“AG/AARP”) witnesses 13 

Michael Brosch and David Effron, Citizens Utility Board (“CUB”) witness Ralph Smith, 14 

and Illinois Industrial Energy Consumers (“IIEC”) witness Michael Gorman.   15 

C. Identification of Exhibits 16 

Q. What exhibits are attached to and incorporated in your rebuttal testimony? 17 

A. The following is a list of the exhibits attached to my rebuttal testimony and a brief 18 

description of each. 19 

1. ComEd Exhibit (“Ex.”) 12.1 consists of one page and shows 20 

contributions by ComEd to its pension funds, the existence of a pension 21 
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asset beginning in 2003, and the change in the balance of that asset over 22 

time. 23 

2. ComEd Ex. 12.2 consists of two pages that are excerpts from ComEd’s  24 

publicly filed financial statements that document the existence of 25 

ComEd’s pension asset. 26 

3. ComEd Ex. 12.3 consists of one page and calculates the jurisdictional 27 

reduction in pension expense resulting from ComEd’s pension 28 

contributions since 2003. 29 

4. ComEd Ex. 12.4 consists of three pages representing ComEd’s response 30 

to People of the State of Illinois Data Request AG 4.01 which forecasts 31 

depreciation expense using a different method and confirms that the 32 

method chosen by ComEd in this filing is reasonable and appropriate. 33 

5. ComEd Ex. 12.5 consists of two pages calculating depreciation expense 34 

using an alternative methodology based on the FERC Form 1 and the 35 

depreciation rates supported by the most recent depreciation study. 36 

6. ComEd Ex. 12.6 consists of one page and is the response of Mr. Knepler 37 

to ComEd’s Data Request to Staff 3.10 concerning potentially stranded 38 

costs resulting from Staff’s proposed change to the Wages and Salaries 39 

allocator. 40 

7. ComEd Ex. 12.7 consists of one page and is the response of Mr. Brosch 41 

to ComEd’s Data Request to AG/AARP 2.01 concerning potentially 42 

stranded costs resulting from Staff’s proposed change to allocators for 43 

General & Intangible Plant. 44 
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8. ComEd Ex. 12.8 consists of thirty-one pages and is the revised formula 45 

template reflecting revisions that ComEd has agreed to as discussed in 46 

the testimony of ComEd witness Martin Fruehe (ComEd Ex. 13.0) and 47 

further described in ComEd Ex. 12.9. 48 

9. ComEd Ex. 12.9 consists of two pages and is a summary listing of the 49 

changes made in ComEd Ex. 12.8. 50 

These exhibits have been prepared by me or under my supervision.  To the best of 51 

my knowledge and belief, they are accurate 52 

D. Summary of Conclusions 53 

Q. Please summarize the conclusions in your rebuttal testimony. 54 

A. In summary, my conclusions are as follows: 55 

1. Ms. Ebrey’s conclusion that ComEd does not have a pension asset is 56 

incorrect and her proposed disallowance is inconsistent with past practice and the statute 57 

and should be rejected. 58 

2. Mr. Bridal’s recommendations regarding accumulated depreciation and 59 

expense adjustments are incomplete and should be rejected.  An alternative calculation 60 

for the change in depreciation expense is presented that demonstrates alignment with the 61 

latest depreciation study.  Mr. Bridal’s recommendation that a new depreciation study 62 

should be prepared is unnecessary. 63 

3. Mr. Bridal’s recommendations regarding construction work in progress 64 

funds that are not included in the accumulated funds used during construction (“non-65 

AFUDC CWIP”) in rate base should be rejected. 66 
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4. Mr. Knepler’s recommendation regarding the Wages and Salaries 67 

allocator should be rejected. 68 

5. Mr. Rukosuev, Mr. Brosch, and Mr. Smith’s recommendations regarding 69 

general plant and intangible plant functionalization would permanently deprive ComEd 70 

of the opportunity to recover prudent investment and should be rejected. 71 

6. ComEd has justified the methods it used to allocate real estate taxes and 72 

Mr. Brosch and Mr. Smith’s recommendations on this topic should be rejected. 73 

7. Mr. Brosch, Mr. Effron, Mr. Smith, and Mr. Gorman’s recommendations 74 

regarding average rate base would result in increased regulatory lag and should be 75 

rejected. 76 

8. Mr. Brosch, Ms. Ebrey, and Mr. Smith’s recommendations regarding the 77 

reconciliation interest rate would not compensate ComEd for the capital invested during 78 

the reconciliation period and should be rejected. 79 

9. Mr. Brosch’s recommendation to reduce the reconciliation amount upon 80 

which interest is calculated by tax savings deemed to relate to an operating expense 81 

deferral is not reasonable and should be rejected. 82 

10. Mr. Gorman’s recommendation to move the presentation of the earnings 83 

collar from Schedule FR A-1 REC to Schedule FR A-1 is unnecessary and should be 84 

rejected.   85 

II. Pension Funding Adjustment 86 

Q. Do you agree with the adjustment of Staff Witness Theresa Ebrey to remove $34.4 87 

million of pension funding costs from the revenue requirement? 88 
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A. No, I do not agree with Ms. Ebrey’s adjustment.  It is based on an overly-narrow 89 

definition of the term “pension asset” that is incorrect under the financial accounting 90 

standards governing pensions; it is contrary to prior Commission decisions; and it is 91 

contrary to both the statutory language on pension cost recovery established by the 92 

Energy Infrastructure Modernization Act (“The Act”) and the legislative intent of the 93 

Illinois General Assembly.  As a preliminary matter, I also note that ComEd requests 94 

recovery of pension funding costs in the amount of $34.5 million.  Ms. Ebrey’s total 95 

reflects a reduction of $193,000 due to a separate allocation adjustment she proposes.  96 

Q. Why do you believe that Ms. Ebrey’s adjustment is based on an incorrect 97 

interpretation of the financial accounting standards governing pensions? 98 

A. Ms. Ebrey bases her claim that ComEd does not have a pension asset on two paragraphs 99 

of Statement of Financial Accounting Standards (“FAS”) No. 87, which, as ComEd 100 

witness Mr. William Graf of Deloitte & Touche explains has been recodified as 101 

Accounting Standards Codification (“ASC”) 715.  ASC 715 is a lengthy document, and 102 

the excerpt upon which Ms. Ebrey relies represents only a small part of the statement.  103 

Mr. Graf discusses the context of ASC 715 (FAS 87) in greater detail in ComEd Ex. 14.0 104 

and explains why a company can have a pension asset even if its projected benefit 105 

obligation is greater than the value of the plan’s assets.  In short, he explains that ComEd 106 

has properly recorded a pension asset even though the plan in which it participates is not 107 

overfunded, and that the accounting method used by Exelon and ComEd is common 108 

within the utility industry.  109 

As Ms. Ebrey herself notes in her excerpt of ASC 715 (FAS 87), “a pension asset 110 

is recognized if net periodic pension cost is less than amounts the employer has 111 
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contributed to the plan.”  (Ebrey Dir., Staff Ex. 1.0, 7:132-134.)  This has been the case 112 

for ComEd since 2003 on a cumulative basis (see ComEd Ex. 12.1, line 8 consisting of 113 

the attachment to ComEd’s Response to Staff Data Request TEE 3.06 CORRECTED, 114 

labeled as TEE 3.06 CORRECTED_Attach 1).  It was also the case for ComEd in 2010, 115 

when the company incurred and recovered through rates net periodic pension benefit 116 

costs of $132.5 million (see Fruehe Dir., ComEd Ex. 4.10, p. 1, line 11) yet made 117 

contributions totaling $259.0 million (see ComEd Ex. 12.1, Column I, Lines 6-7).  118 

Because ComEd has contributed more to its pension plans than it has recovered through 119 

rates, a pension asset exists even under Ms. Ebrey’s definition.  The contributions that 120 

resulted in a pension asset have significantly lowered annual pension expense, and as the 121 

Commission has correctly recognized in its last three ComEd distribution rate case 122 

orders, ComEd should be able to recover the funding costs of those contributions.  123 

Q. Why has ComEd chosen to fund its pension obligations as it has? 124 

A. ComEd made commitments to its current employees and retirees to provide post-125 

retirement income through its pension plans.  The funded status of those plans worsened 126 

beginning in 2008 due to the stock market decline and the subsequent low interest rate 127 

environment.  Given its commitment to its workers and the corporate bankruptcies of 128 

numerous airlines and automotive companies caused, in part, by underfunded pension 129 

obligations, ComEd believes that it is prudent and responsible to proactively address its 130 

pension shortfall by making contributions in excess of its annual costs.  In addition, as 131 

described below, funding the plans reduces annual pension expense, which directly 132 

benefits customers. 133 
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Q. Ms. Ebrey states that the “alleged basis” of ComEd’s pension funding cost recovery 134 

is an amount of $1.039 billion listed on Schedule FR C-3.  Does that accurately 135 

describe the basis for ComEd’s proposed cost recovery? 136 

A. No, it does not.  Ms. Ebrey identifies the amount in the formula rate schedule that 137 

calculates pension cost recovery, but characterizes it as merely a number on a financial 138 

schedule.  It is more than that.  Indeed, the pension asset appears on ComEd’s 139 

independently audited financial statements filed with the SEC and FERC – specifically 140 

on the ComEd balance sheet in the 2010 Exelon Corporation Form 10-K  and in the 141 

detailed description of the deferred debits on ComEd’s balance sheet in its 2010 FERC 142 

Form 1 on page 233, line 25.  These pages are excerpted in ComEd Ex. 12.2. As 143 

described by Mr. Graf, this pension asset is properly recorded in accordance with 144 

Generally Accepted Accounting Principles.  145 

Q. Is Ms. Ebrey’s disallowance consistent with past Commission ratemaking decisions? 146 

A. No.  Since 2006, the Commission has granted, in at least some form, recovery of the 147 

funding costs of the contributions to ComEd’s pension plans.  In Docket No. 05-0597, 148 

Staff made precisely the same argument that Ms. Ebrey makes in her direct testimony – 149 

that a pension asset exists only if the value of pension trust assets exceeds the pension 150 

obligation.  Notwithstanding this position, the Commission, in its December 20, 2006 151 

Order on Rehearing ultimately allowed a debt return on the pension asset, which is what 152 

ComEd is requesting here and what the new law specifically allows: 153 

Commission Analysis and Conclusion 154 

On rehearing, Staff maintains that the pension asset does not exist because 155 
the pension obligation is fully-funded, meaning the value of the pension 156 
assets equal the pension obligation.  According to Staff, a net pension 157 
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asset exists only if the value of the pension assets exceeds the pension 158 
obligation, which Staff contends is not the case for ComEd…   159 

Having reviewed the record, it appears to the Commission that ComEd has 160 
incurred a cost and that customers have derived some benefit as a result of 161 
the pension contribution.  Accordingly, the Commission is of the opinion 162 
that the issue on rehearing is how best ComEd should be authorized some 163 
cost recovery for this contribution… 164 

Alternative 3 [a debt return on the pension asset net of deferred taxes] also 165 
is consistent with the Commission’s objective of encouraging utilities to 166 
fund pension obligations and, at the same time, allowing recovery of 167 
reasonable costs of providing funding.  Accordingly, the Commission 168 
approves cost recovery of the Pension Asset under Alternative 3 that 169 
ComEd proposed on rehearing.    170 

Commonwealth Edison Co., ICC Docket No. 05-0597, Order on Rehearing at 28 171 

(emphasis added). 172 

The Order on Rehearing on this subject was later affirmed by the Appellate Court 173 

of Illinois.  The Commission subsequently allowed recovery of pension funding costs in 174 

Docket Nos. 07-0566 and 10-0467.  Although the amount of the return on pension assets 175 

has been the subject of debate in each of these proceedings (including the appeal), in no 176 

instance did the Commission deny recovery of all pension funding costs as Ms. Ebrey 177 

proposes here.  I would note that in the current proceeding, the Illinois General Assembly 178 

has answered the question posed in the Order on Rehearing of how best ComEd should 179 

recover these costs by stipulating that the pension asset should earn an investment return 180 

equal to the cost of long-term debt capital. 181 

Q. Do customers receive a benefit from contributions to the pension trust funds? 182 

A. Yes.  Contributions to the pension trusts reduce net periodic pension costs by an amount 183 

equal to the trust’s expected return on assets, which in 2010 was 8.50%.  See ComEd 184 

Ex. 12.3.  Customers see this benefit most directly in the form of lower pension expense 185 
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included in rates.  In total, ComEd has made $1.377 billion in pension contributions from 186 

2003 through year-end 2009, which reduced pension expense in this case by 187 

approximately $61 million.  These savings more than offset the $34.5 million funding 188 

costs in this proceeding.  Id.  Ms. Ebrey’s adjustment is asymmetrical – she accepts this 189 

cost savings benefit to customers, but proposes to deny ComEd recovery of the costs of 190 

the funds that led to the savings based on an incorrect and overly-technical view of when 191 

a “pension asset” exists.  The Act says that the Commission may make determinations 192 

regarding the reasonableness and prudence of all costs, though I would note that Ms. 193 

Ebrey does not contend that ComEd’s contributions to its pension plans were 194 

unreasonable or imprudent.   195 

Q. Ms. Ebrey contends that the existence of ComEd’s pension asset is based solely on 196 

its decisions (and those of its parent company, Exelon) on intercompany accounting 197 

and that the proper ratemaking treatment regarding ComEd’s pension would be to 198 

“push down” ComEd’s portion of the pension liabilities recorded on Exelon’s books.  199 

Do you agree? 200 

A. No, I do not.  First, the existence of ComEd’s pension asset is not the result of 201 

idiosyncratic accounting decisions.  As Mr. Graf testifies, it reflects and is consistent with 202 

well-accepted accounting practices for companies with one pension plan covering several 203 

subsidiaries.  Moreover, as stated earlier, the pension asset appears on ComEd’s 204 

independently audited financial statements as filed with the SEC and FERC.  ComEd and 205 

Exelon have accounted for ComEd’s pension costs consistently since 2004, when ComEd 206 

contributions began to exceed the cumulative amount of periodic pension costs and  the 207 

pension asset was first recognized on ComEd’s balance sheet.  However, these facts 208 
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aside, Ms. Ebrey’s statement ignores that Exelon properly has also recorded regulatory 209 

assets on its books for future recovery of pension costs that offset, in an equal amount, 210 

the pension liabilities not yet “pushed down” to ComEd.  Exelon has recorded these 211 

regulatory assets on the grounds that the Commission has consistently permitted the 212 

recovery through rates of actuarially-determined pension costs, and therefore ComEd 213 

would fully meet its pension obligations either through pre-funding of pension costs or on 214 

an annual basis through recovery of accrued pension expense. 215 

Q. What would the effect be on the revenue requirement if ComEd’s portion of the 216 

additional pension liabilities recorded by Exelon were “pushed down” to ComEd? 217 

A. None.  Ms. Ebrey contends that if these liabilities were “pushed down,” then ComEd’s 218 

pension would be in a net liability position.  As described by Mr. Graf, it is neither 219 

necessary nor appropriate to “push down” these liabilities.  Hypothetically, however, if 220 

Exelon were to “push down” ComEd’s portion of the additional pension liabilities – 221 

which totaled $2.291 billion as of December 31, 2010 – it would also properly push down 222 

$2.291 billion in pension-related regulatory assets.  (See ComEd’s Response to Staff Data 223 

Request TEE 3.07, provided by Ms. Ebrey as Staff Ex. 1.0, Attach C.)  The regulatory 224 

asset recognizes that the liability recorded at Exelon to which Ms. Ebrey refers is the 225 

portion of the liability that has not been recognized in the past through periodic pension 226 

expense, but will be recognized in future years.  The two “pushed down” accounting 227 

entries would offset each other, there would be no impact on ComEd’s balance sheet, and 228 

ComEd would still have made $1.039 billion more in pension contributions than it had 229 

incurred in periodic pension costs.     230 
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Q. Why is Ms. Ebrey’s disallowance contrary to the protocols set forth in the Energy 231 

Infrastructure Modernization Act? 232 

A. The legislation states that ComEd is entitled to earn an “investment return on pension 233 

assets net of deferred tax benefits equal to the utility’s long-term debt cost of capital.”  234 

220 ILCS 5/16-108.5(c)(4)(D).  The Act says that the costs should be based on the 235 

utility’s applicable FERC Form 1, and the costs on Schedule FR C-3 are just that.  As 236 

stated earlier, a pension asset is reported in ComEd’s publicly available FERC Form 1 237 

and in financial statements filed with the SEC, and the Commission has properly allowed 238 

some form of funding recovery on these amounts in its last three ComEd distribution rate 239 

case orders.    240 

The wording of the statute is clear, concise, and straightforward: the legislature 241 

authorized an investment return on a pension asset as reported in the utility’s FERC 242 

Form 1.  In the new statute, the General Assembly qualified appropriate recovery of 243 

numerous other utility costs such as incentive compensation, severance costs, expenses 244 

related to this docket and future rate-setting dockets, and various other expenses over $10 245 

million.  220 ILCS 5/16-108.5(C)(4)(c).  Legislators could have qualified provisions 246 

relating to pension funding cost recovery by allowing a utility an investment return only 247 

when it has an overfunded pension plan.  The General Assembly did not do so.  ComEd 248 

has reflected a pension asset on its audited financial statements since 2004 and has 249 

received some form of cost recovery in each ICC rate order since then.  The new 250 

legislation does not reflect any indication that the General Assembly intended to change 251 

this long-established practice; to the contrary, the language is consistent with what has 252 

been allowed for years. 253 
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Q. What is your recommendation concerning the recovery of pension funding costs? 254 

A. ComEd has made contributions in excess of its annual pension costs recovered through 255 

rates and ComEd should earn a return on those amounts.  ComEd’s pension asset is 256 

appropriately accounted for, is reflected on its audited financial statements, and would be 257 

unchanged even if pension liabilities recorded on the balance sheet of its parent were 258 

“pushed down.”  ComEd’s proposed cost recovery is in accordance with the provisions of 259 

the statute and wholly consistent with Commission ratemaking decisions in ComEd 260 

proceedings dating to 2006.  Accordingly, ComEd’s proposal to recover $34.5 million in 261 

costs related to its pension funding should be approved.   262 

III. Pension Cost Adjustment 263 

Q. What does Ms. Ebrey propose with respect to 2010 pension costs? 264 

A. Ms. Ebrey proposes that if the Commission determines that recovery of pension funding 265 

costs is appropriate, the correct level of 2010 pension expense should be $9.977 million 266 

lower than the amount included in the revenue requirement and detailed in ComEd Ex. 267 

4.10.  Ebrey Dir., Staff Ex. 1.0, 11:216-12:221 268 

Q. What is the basis for the reduction of $9.977 million? 269 

A. That amount is the jurisdictional reduction in pension expense resulting from special 270 

contributions made by ComEd in August and September of 2010 to improve the funded 271 

status of ComEd’s pension plans. 272 

Q. Is it appropriate to adjust 2010 pension costs by this amount? 273 

A. No, Ms. Ebrey’s adjustment reflects a misapplication of pension accounting rules.  As I 274 

mentioned earlier, pension contributions decrease pension cost by an amount equal to the 275 
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contribution amount multiplied by the expected return on assets.  This reduction, 276 

however, is reflected when the plan sponsor next measures pension costs.  Towers 277 

Watson measures ComEd's pension costs every year reflecting census data and known 278 

contributions as of December 31, and finalizes the cost determination for the current year 279 

in March.  Known pension contributions prior to that date are included by the company’s 280 

actuarial measurement of net periodic pension costs, and contributions not certain as of 281 

December 31 are not.  Exelon’s practice, which is appropriate under authoritative 282 

accounting guidance, has been to utilize this actuarial valuation for the year, rather than 283 

to re-measure pension costs throughout the year to incorporate additional contributions 284 

made at a later date.  The August and September 2010 contributions, therefore, were not 285 

taken into account in measuring 2010 pension expense.  However, customers will see the 286 

benefit of these contributions on the 2011 pension expense (as well as future years), when 287 

rates are updated to reflect actual 2011 actual costs, as these contributions were 288 

considered in the March 2011 actuarial study.  This adjustment to 2010 pension expense 289 

would artificially reduce 2010 costs and would result in an under recovery of 2010 290 

pension expense, which would be inconsistent with the Act. 291 

Q. Is Ms. Ebrey’s adjustment consistent with the statutory language related to the 292 

recovery of pension expense? 293 

A. No, it is not.  The statutory language states that the utility is entitled to “recovery of 294 

pension and other post-employment benefits expense, provided that such costs are 295 

supported by an actuarial study.”  220 ILCS 5/16-108.5(c)(4)(B).  ComEd provided 296 

copies of its actuarial reports supporting jurisdictional pension expense of $69.022 297 

million.  See ComEd Ex. 4.10, p.1.  Ms. Ebrey is essentially asking the Commission to 298 
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make a pro forma adjustment to pension expense to incorporate a single downward 299 

adjustment in cost while ignoring any other factors that might have also changed pension 300 

expense.  Her adjustment is not justified on grounds of unreasonableness or imprudence 301 

and is not supported by any actuarial documentation. 302 

IV. Accumulated Depreciation and Depreciation Expense Adjustments 303 

Q. What adjustments to Accumulated Depreciation are proposed by ICC Staff witness 304 

Bridal?  305 

A. Mr. Bridal is proposing several adjustments to the calculation of accumulated 306 

depreciation.  Some of the adjustments are derivative impacts resulting from his proposed 307 

disallowance of projected 2011 plant additions and also from Staff witness Rukosuev’s 308 

proposed disallowance of G&I plant.  Ms. Blaise addresses why the disallowance of 2011 309 

plant additions is inappropriate.  Mr. Bridal also proposes adjustments to the method of 310 

calculating projected depreciation expense to include only an incremental one-half year 311 

depreciation expense associated with the 2011 plant additions and an adjustment to the 312 

calculation of projected accumulated depreciation.  I will address why both of these 313 

proposals are incomplete and should not be adopted without further modification. 314 

Q. What is the intent of ComEd’s proposed depreciation expense calculation shown on 315 

ComEd Schedule FRC-2 lines 7-9? 316 

A. The intent of the calculation is to provide an estimated amount of depreciation and 317 

amortization expense expected in calendar year 2011, which would include an increase 318 

related to the 2011 plant additions (albeit less than one full year’s worth) as well as an 319 

increase for the 2010 plant additions which were placed in service throughout 2010.  This 320 

is consistent with  Section 16-108.5(c)(6) of the Act, which states: 321 
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The utility shall file, together with its tariff, final data based on its most 322 
recently filed FERC Form 1, plus projected plant additions and 323 
correspondingly updated depreciation reserve and expense for the 324 
calendar year in which the tariff and data are filed, that shall populate the 325 
performance-based formula rate and set the initial delivery services rates 326 
under the formula.  327 

220 ILCS 5/16-108.5(c)(6) (emphasis added).   328 

The 2010 depreciation and amortization expense does not reflect a full year’s 329 

worth of depreciation and amortization expense related to the 2010 additions, thus there 330 

is an increase in 2011 related to 2010 plant additions, as well as an increase for a partial 331 

year effect of the 2011 additions.  Accordingly, ComEd estimated 2011 depreciation 332 

expense by starting with 2010 actual depreciation expense, and adding a full year’s 333 

depreciation on the 2011 plant additions as a reasonable proxy for the estimated  increase 334 

in 2011 related to the incremental one-half year depreciation on  the 2010 plant additions 335 

and one-half year depreciation on the 2011  plant additions.   336 

Q. On what basis do you conclude that a full year’s depreciation of the 2011 plant 337 

additions is a reasonable proxy for the increase in 2011 depreciation expense? 338 

A. Exhibit 12.4 provides an alternative methodology of forecasting depreciation expense by 339 

applying a half year convention to both 2010 and 2011 plant additions.  The calculation 340 

results in an estimated increment to 2011 depreciation expense for distribution and G&I 341 

plant, before jurisdictional adjustment,  of $16.612 million, which is very similar to the 342 

$16.565 million  result of ComEd’s proposed methodology based on a full year 2011 343 

plant additions (ComEd Ex. 4.1, App. 8, line 16, Column G).  I would also note further 344 

that the actual depreciation expense for 2011 (with preliminary jurisdictional allocations) 345 

was $414 million, which is $8 million higher than the amount included in ComEd Ex. 346 

4.1, Sch. FR A-1, lines 5 and 6.  I believe that these calculations, coupled with the fact 347 
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that any differences between the estimated amount and actual 2011 depreciation expense 348 

will be reflected in the true-up calculation, support the reasonableness of the estimate on 349 

FR –C2. 350 

Q. Why is Mr. Bridal’s proposal to include one half year depreciation expense 351 

incomplete? 352 

A. Mr. Bridal’s proposal to consider only one half year effect of annualized depreciation on 353 

2011 plant additions does not consider the increase in 2011 depreciation expense related 354 

to the annual effect of the 2010 plant additions.  Without the annual effect of a full year’s 355 

depreciation of 2010 plant additions it understates the overall increase in depreciation 356 

expense expected in 2011 and would only widen the gap between the actual 2011 357 

depreciation expense of $414 million and the estimate included in the initial rate. 358 

Q. Mr. Bridal also proposes changes to the rollforward of the accumulated 359 

depreciation reserve.  Do you have any comments on his proposed changes and 360 

whether they would make the calculation more accurate? 361 

A. Yes.  Notwithstanding the fact that Mr. Bridal did not include an adjustment to annualize 362 

2010 depreciation in his depreciation expense calculation, he does propose to recognize 363 

this amount in his rollforward of the depreciation reserve.  However, his calculations are 364 

inaccurate because his calculated adjustment for accumulated depreciation reserve for 365 

General and Intangible Plant compares his estimate of 2011 depreciation on 2010 G&I 366 

plant ($81,258,000) to ComEd’s estimate for General plant only ($60,849,000), 367 

overlooking the ($38,252,000) amount related to Intangible Plant.  See Bridal Dir., Staff 368 

Ex. 5.0, Sched. 5.04; Fruehe Dir., ComEd Ex. 4.1, Sched. FR C-2, line 4, Column F.  His 369 
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schedule also compares his calculations of depreciation expense on a jurisdictional basis, 370 

to ComEd’s calculations before jurisdictional adjustments.   See Bridal Dir., Staff Ex. 5.0, 371 

Sched. 5.04.  If Mr. Bridal’s estimated 2010 G&I plant depreciation and amortization of 372 

$81,258,000 (jurisdictional) is compared to ComEd’s 2010 G&I plant depreciation and 373 

amortization of $75,705,000 (jurisdictional), which it must be, then Mr. Bridal’s 374 

adjustment would result in an increase to accumulated depreciation (reduction to rate 375 

base) of $5,553,000, rather than the $20,409,000  he proposes.  376 

Q. Mr. Bridal recommends that 1) the Commission direct ComEd to complete a new 377 

depreciation study before the next formula rate filing and that the rates that come 378 

out of that study be used to determine projected depreciation expense and 2) the 379 

composite rates from the depreciation study be used in lieu of the weighted average 380 

rate calculation on Appendix 8.  How do you respond to his suggestion? 381 

A. In response to Mr. Bridal’s concern regarding the use of a five year weighted average 382 

depreciation rate, Ex. 12.5 provides an alternative calculation of a weighted average 383 

depreciation rate using the depreciable bases in the most recent FERC Form 1 and the 384 

depreciation rates supported by the most recent depreciation study.  Ex. 12.5 also applies 385 

those rates to a weighted average of the 2010 and 2011 plant additions to capture the 386 

incremental one-half year of depreciation expense on 2010 plant additions and the one-387 

half year depreciation expense on 2011 plant additions that will occur in 2011. This 388 

approach results in an estimated increment to 2011 depreciation expense of $16.773 389 

million, which is very similar to the $16.565 million produced by the method filed in 390 

Appendix 8 to my direct testimony.  Although I believe the method originally filed in 391 

Appendix 8 is a reasonable approach for estimating the change in depreciation expense, 392 
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ComEd would not oppose the alternative approach presented in Ex 12.5 if Staff or other 393 

parties prefer that method.   394 

Q. Can you please comment on Mr. Bridal’s position that a new depreciation study 395 

should be performed and submitted with the next formula rate filing following the 396 

order in this proceeding? 397 

A. I believe this is unnecessary.  In Docket No. 07-0566, the Commission ordered, at Staff’s 398 

recommendation, that ComEd complete a depreciation study every five years.  ComEd’s 399 

last depreciation study was completed in late 2008, and an updated study is planned for 400 

2013, with rates effective in 2014.  Performing a depreciation study is a major 401 

undertaking, requiring a considerable amount of time and resources.  The alternative 402 

method for estimating depreciation rates that I have outlined above provides a reasonable 403 

alignment with the most recently completed study, and that study will be updated in 404 

2013/2014 consistent with the ICC’s order in Docket 07-0566.    405 

V. Non-AFUDC Construction Work in Progress (CWIP) in Rate Base 406 

Q. Mr. Bridal contends that the inclusion of non-AFUDC CWIP in rate base double 407 

counts the costs because the amounts are included in the projected 2011 plant 408 

additions.  Is this a correct characterization? 409 

A. No.  As stated in Mr. Fruehe’s direct testimony, ComEd is not seeking inclusion as such 410 

of the specific projects shown in Exhibit RWB 4.01.  Fruehe Dir., ComEd Ex. 4.0, 411 

13:262-263.  Rather, the amount of CWIP included in rate base is a proxy for the amount 412 

that will exist in future periods.  This is consistent with how ComEd has accounted for 413 

and the Commission has approved the inclusion of CWIP in rate base in ComEd’s last 414 

three rate cases, ICC Docket Nos. 05-0507, 07-0566 and 10-0467.   Section 9-214 of the 415 
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Public Utilities Act provides that “the Commission may include in the rate base of a 416 

public utility an amount for CWIP for a public utility’s investment which is scheduled to 417 

be placed in service within 12 months of the date of the rate determination.”  220 ILCS 418 

5/9-214.  In this case rates will be determined in May 2012.  While the projects that were 419 

included in the December 31, 2010 balance of non-AFUDC will be in service by that 420 

time, they will be replaced by new investment in non-AFUDC CWIP.  The balance of 421 

$6.225 million included in rate base is based on the assumption that the December 31, 422 

2010 balance is a reasonable representation of the balance of non-AFUDC CWIP that can 423 

be expected to exist at any future point in time.  This treatment is not only consistent with 424 

the PUA, but is identical to that consistently allowed by the ICC in each of ComEd’s last 425 

four delivery service rate orders.  In fact, the question of whether inclusion of non-426 

AFUDC CWIP in rate base somehow was a double count with plant additions was raised 427 

by the CUB/Cook County State’s Attorney’s Office (“CCSAO”)/City of Chicago 428 

(“City”) witness in his pre-filed direct testimony in Docket No. 05-0597.  By the 429 

evidentiary hearing, however, CUB/CCSAO/City, Staff, and ComEd all had agreed that it 430 

was appropriate to include a normalized level of non-AFUDC CWIP in rate base, and the 431 

CUB/CCSAO/City witness, Staff’s witness, and ComEd’s witness each testified in 432 

support of the normalized amount.    433 

VI. Wages and Salaries Allocator  434 

Q. Staff witness Knepler has recommended that the calculation of the Wages and 435 

Salaries allocator (“W&S allocator”) proposed by ComEd be modified to allocate a 436 

portion of common costs to a production function, in addition to transmission and 437 

distribution.  Is this a reasonable proposal? 438 
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A. No.  I believe that his proposal is unnecessary and would serve little purpose except to 439 

push costs from one tariff to another.  It is also improper because the costs he would 440 

move to production are not really production-related costs.  The purpose of the Wages 441 

and Salaries allocator is to allocate various common costs that support all of ComEd’s 442 

business functions between those functions.  At bottom, ComEd is a transmission and 443 

distribution company and is not engaged in production activities.  However, a handful of 444 

ComEd employees (approximately one-half of one percent) are involved in the 445 

administration of ComEd’s energy procurement contracts.  The salaries and wages, as 446 

well as pensions and benefits, associated with these employees are appropriately 447 

recovered through ComEd’s Rider PE, and are carved out of the delivery services 448 

revenue requirement.  Mr. Knepler, through the mechanical application of the Wages and 449 

Salaries allocator, is suggesting that 2.7 million dollars, or approximately one-half of one 450 

percent of a whole host of other common corporate costs should also be assigned to these 451 

employees, and presumably recovered through Rider PE, rather than through the DST 452 

tariff.   453 

Q. What costs are allocated using the Wages and Salaries allocator?  454 

A. A variety of costs, including Administrative and General costs (e.g., human resources, 455 

corporate finance, treasury, injuries and damages expense, information technology, office 456 

supplies), pension asset funding costs, operating reserves (e.g., OPEB liabilities,) certain 457 

components of General and Intangible Plant, and certain components of accumulated 458 

deferred income taxes are allocated using the Wages and Salaries allocator.  The W&S 459 

allocator is used to allocate these costs between functions based on the premise that these 460 

are costs that tend to correlate with employee-related activities rather than, for instance, 461 
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to the relative level of plant investment.  However, the fact that a W&S allocator is used 462 

does not necessarily imply that there is a direct dollar for dollar correlation between each 463 

dollar of salary incurred and each dollar of overhead costs.  Therefore, ComEd’s proposal 464 

does not have the impact of allocating production related costs to delivery services.  I 465 

believe Mr. Knepler’s proposal is overly focused on the mechanical aspect of the 466 

calculation in determining that these are supply-related costs and does not consider the 467 

substantive nature of the costs at issue.   468 

Q. How would these costs be recovered if Mr. Knepler’s proposal were to be adopted? 469 

A. Mr. Knepler does not address where the costs he would disallow should be recovered. 470 

When asked in discovery he responded:  “Mr. Knepler cannot say how stranded costs, if 471 

any, from the change in allocation should be recovered.”  See Ex. 12.6, Staff’s Response 472 

to ComEd Data Request 3.10.  However, there is no assertion that the underlying costs 473 

are imprudent or unreasonable and, as such, the only logical result of Mr. Knepler’s 474 

proposed adjustment would be that these costs would be recoverable under Rider PE, 475 

along with the underlying wages and salaries.  While this is an option, it seems to serve 476 

little purpose other than to duplicate the review of the prudence and reasonableness of 477 

these A&G costs and rate base items in a separate rider proceeding.  If the Commission 478 

adopts Mr. Knepler’s position (which I do not believe it should), it should indicate in this 479 

proceeding that the costs are prudent and reasonable and shall be recovered through Rider 480 

PE so as not to necessitate a duplicative review in that proceeding.   481 

VII. General Plant and Intangible Plant Functionalization 482 

Q. In your Direct testimony (ComEd Ex. 2.0, 29:592 – 30:614), you proposed that the 483 

Formula Rate use the Salaries and Wages allocator method (also known as the 484 
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wages and salaries or “W&S” allocator) to functionalize General Plant Accounts 485 

(389, 390, 391, 392, 393, 394, 395, 396, 398, and 399) and Intangible Plant Accounts 486 

(301, 302, and 303).  Did any Staff or intervenor witnesses propose to modify the 487 

functionalization method for any of those Accounts? 488 

A. Yes, but only as to certain Accounts.  Staff witness Rukosuev, AG/AARP witness 489 

Brosch, and CUB witness Smith each proposed to change the functionalization methods 490 

for seven Accounts, General Plant Accounts 389, 390, 392, 394, 395, and 396, and 491 

Intangible Plant Account 303, to make them match the combinations of methods 492 

approved for those Accounts in ComEd’s most recent distribution rate case, ICC Docket 493 

No. 10-0467, as discussed further below.  See Rukosuev Dir., Staff Ex. 10.0, 10:216 – 494 

11:228; Bridal Dir., Staff Ex. 5.0, Sched. 5.03 (quantifying Mr. Rukosuev’s proposal); 495 

Brosch Dir., AG/AARP Ex. 1.0, 39:868 – 42:941; AG/AARP Ex. 1.3, p. 1; AG/AARP 496 

Ex. 1.10; Smith Dir., CUB Ex. 1.0, 22:493 – 25:552; CUB Ex. 1.2 at Scheds. B-3 and 497 

C-5. 498 

Q. What is the Salaries and Wages allocator method? 499 

A. The Salaries and Wages allocator is based on analysis of the salaries and wages of 500 

personnel providing and supporting transmission service versus personnel providing and 501 

supporting distribution service.  See ComEd Ex. 2.1, Sched. FR A-2, lines 1-9 (Formula 502 

Rate); Fruehe Dir., ComEd Ex. 4.1, Sched. FR A-2, lines 1-9 (calculation based on 2010 503 

FERC Form 1 for proposed initial rates). 504 

Q. What are the methods proposed by the Staff and intervenor witnesses as to the 505 

Accounts at issue? 506 
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A. The Staff and intervenor witnesses propose a combination of methods for the Accounts at 507 

issue, which in part also uses the Salaries and Wages allocator, as listed in the following 508 

table. 509 

Account 
# 

Account ComEd “As 
Filed” 
Method 

Staff, AG/AARP, CUB “Old  
Method” (10-0467) 

389 Land in Fee W&S 15% assigned based on property 
usage study; 85% allocated based on 
W&S 

390 Structures and 
Improvements 

W&S 15% assigned based on property 
usage study; 85% allocated based on 
W&S 

392 Transportation 
Equipment 

W&S Transportation Asset Study 

394 Tools, Shop and 
Garage Equipment 

W&S T&D Gross Plant allocator (ratio of 
gross Transmission Plant to gross 
Distribution Plant) 

395 Lab Equipment W&S T&D Gross Plant allocator 
396 Power Operated 

Equipment 
W&S T&D Gross Plant allocator 

303 Miscellaneous 
Intangible Plant 

W&S Combination of W&S, T&D Gross 
Plant, and direct assignment 

 510 

Q. Did the Staff and intervenor witnesses also propose revenue requirement 511 

adjustments based on their proposed combination of methods? 512 

A. Yes, they each propose the same plant (and associated depreciation expense) adjustments.  513 

They each expressly relied on two pages of ComEd’s supplemental response to Staff data 514 

request PR 1.02, at SUPP_Attach 1, Tabs: P3 and P4.  Brosch Dir., AG/AARP Joint Ex. 515 

1.10 is a copy of that entire data request response and supplemental response.  Their 516 

proposed plant adjustments are as set forth in the following table. 517 
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Account 
# 

Account Decrease in 
Gross Plant 

Decrease in 
Depreciation 
Reserve 

Decrease in 
Net Plant 

389 Land in Fee $580,051 -- $580,051 
390 Structures and 

Improvements 
$18,007,864 $2,388,828 $15,619,036 

392 Transportation 
Equipment* 

($5,164,667) (2,243,644) ($2,921,023) 

394 Tools, Shop and 
Garage Equipment 

$12,042,804 $4,952,013 $7,090,791 

395 Lab Equipment $564,541 $488,967 $75,574 
396 Power Operated 

Equipment 
$422,795 $126,072 $296,723 

303 Miscellaneous 
Intangible Plant* 

($6,179,683) ($4,700,142) ($1,479,541) 

 Amortization of 
Lease 
Improvements* 

-- $1,064,821 ($1,064,821) 

Net  $20,273,705 $2,076,915 $18,196,790 
 *Staff/intervenor proposal leads to an increase in Plant. 518 

It is evident that the Staff and intervenor proposed adjustments are driven by their 519 

proposed changes to Accounts 390 and 394.  Their net adjustments to the remaining 520 

General Plant Accounts and the Intangible Plant Account (and to amortization of lease 521 

improvements) are positive numbers, i.e., they would increase Plant in rate base. 522 

Q. Did the Staff and intervenor witnesses discuss the substance of your direct testimony 523 

in support of ComEd’s proposed use of the Salaries and Wages allocator for these 524 

Accounts? 525 

A. Mr. Rukosuev did so.  The two intervenor witnesses only very briefly alluded to a portion 526 

of my discussion and essentially confined their testimony to the claim that their position 527 

is supported by the Commission’s final Order in Docket No. 10-0467. 528 

Q. Do you agree with Staff witness Mr. Rukosuev’s analysis? 529 
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A. No, I do not.  In my Direct testimony, I explained that three reasons support adoption of 530 

ComEd’s proposal: (1) ComEd’s proposal is aligned with how General Plant and 531 

Intangible costs are functionalized under its FERC-regulated Transmission Formula Rate 532 

and therefore prevents over recovery and under recovery of these costs under the 533 

combination of the tariffs, (2) the proposal streamlines and simplifies the methodology, 534 

and (3) the proposal is cost-based.  Mr. Rukosuev’s testimony does not refute any of 535 

those reasons.  In addition, his (and the intervenors’) claimed affirmative reasons for the 536 

Staff and intervenor proposal are not sound. 537 

Q. How do you respond to Mr. Rukosuev as to the first of your three overall reasons? 538 

A. ComEd’s proposal is aligned with how its General Plant and Intangible Plant costs are 539 

functionalized under ComEd’s FERC-regulated Transmission Formula Rate in a manner 540 

that is just and reasonable for the utility and for customers.  Under both the Transmission 541 

Formula Rate and the proposed Distribution Formula Rate, ComEd’s General Plant and 542 

Intangible Plant costs must be functionalized every year between those that support 543 

transmission service and those that support distribution service.  Exactly the same 544 

Accounts have to be “split” for purposes of both the federal tariff and the state tariff.  By 545 

using the same methodology, ComEd’s proposal ensures that it neither over-recovers nor 546 

under-recovers the costs in those Accounts. 547 

By contrast, if the Staff/Intervenor position is adopted, ComEd will be 548 

permanently deprived of the opportunity to earn a return of or on the $18.2 million of the 549 

plant identified in the table on pages 24-25, even though no one has questioned the plant 550 

as being prudent, reasonable, or used and useful.  This will have an adverse revenue 551 

requirement effect on ComEd of $2.5 million in this case.  This is because the use of an 552 
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allocator by this Commission different from the one used by the FERC will create a 553 

recovery “gap” in which some costs are not assigned to either rate.   AG/AARP witness 554 

Mr. Brosch has agreed that if the ICC does not allow ComEd to use the Salaries and 555 

Wages allocator for the Accounts at issue ComEd will not be allowed to recover all of its 556 

prudent costs of such Plant as long as the Formula Transmission Rate continues to use a 557 

Salaries and Wages allocator for the Accounts other than Account 397.  See AG/AARP’s 558 

Response to ComEd Data Request 2.01, a copy of which is attached hereto as ComEd Ex. 559 

12.7.  That is the case here. 560 

Mr. Rukosuev offers two responses (Rukosuev Dir., Staff Ex. 10.0, 11:239– 561 

12:258), but neither is correct.  First, he states that the proposal needs to be cost-based.  562 

In connection with this first point, he further claims that the ICC can neither investigate 563 

nor modify FERC-jurisdictional transmission rates.  ComEd’s proposal is cost-based, 564 

however, and he cannot show otherwise, as I discuss further below.  Moreover, the ICC 565 

has available all of its investigative tools under the Public Utilities Act and its rules, 566 

including its general investigative powers plus the ability to conduct discovery, on this 567 

subject.  Moreover, a copy of ComEd’s Transmission Formula Rate update is provided to 568 

the ICC Staff annually as part of the process.  The calculation of the Salaries and Wages 569 

allocator is straightforward and is plainly presented in that filing. ComEd holds an annual 570 

meeting with stakeholders to discuss any changes that occurred during the course of the 571 

year and to answer questions.  The ICC Staff generally participates in those meetings. 572 

The ICC could file a complaint at FERC if it had valid grounds to do so.  It has not. 573 

Second, Mr. Rukosuev claims that ComEd has not demonstrated that its proposal 574 

is consistent with how the costs in question are functionalized under the Transmission 575 
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Formula Rate.  That claim is erroneous and puzzling.  The annual filings with FERC use 576 

the same method as ComEd proposes to use here.  The FERC transmission rate does not 577 

exclude salaries and wages reported as production from the total because there were no 578 

such amounts at the time the formula was established, which results in a minor gap, but 579 

otherwise there are no “overlaps or gaps,” because it is the same method.  The use of the 580 

same method applied to the same Accounts obviously is consistent.   581 

Q. How do you respond to Mr. Rukosuev as to the second of your three overall 582 

reasons? 583 

A. ComEd’s proposal is straightforward and streamlined, and it is cost-based.  Mr. 584 

Rukosuev’s counter-arguments (Rukosuev Dir. Staff Ex. 10.0, 12:260-15:328) lack 585 

substance and are off the mark. 586 

As I noted earlier, the Staff and intervenor adjustments are driven by their 587 

positions on General Plant Accounts 390 and 394, so those are the key Accounts to 588 

consider.  With respect to General Plant Accounts 389 (Land in Fee) and 390 (Structures 589 

and Improvements), ComEd formerly used a property usage analysis to functionalize 590 

15% of the amounts in each Account and used the Salaries and Wages allocator for the 591 

other 85% in each Account.  As I explained in my direct testimony, the property usage 592 

analysis was very time consuming, subjective, and subject to change over time as 593 

departments relocated within ComEd facilities.  Therefore, use of a Salaries and Wages 594 

allocator to functionalize 100% of these accounts when it already was used for 85% was 595 

a reasonable alternative that did not sacrifice accuracy.  With respect to General Plant 596 

Account 394 (Tools, Shop and Garage Equipment), I explained that the change from 597 

using a different general allocator, the T&D Gross Plant allocator (the ratio of gross 598 
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Transmission Plant to gross Distribution Plant) to the Salaries and Wages allocator was 599 

reasonable because it is reasonable to believe that use of tools and equipment will 600 

correlate with a labor-based allocator as with T&D gross plant amounts. 601 

Q. How do you respond to Mr. Rukosuev as to the third of your three overall reasons? 602 

A. Mr. Rukosuev claims that I did not show that ComEd’s proposal as to these Accounts 603 

was reasonable, or at least not why it was more reasonable than the former methodology. 604 

However, the discussion in my direct testimony and above shows that ComEd’s proposal 605 

is at least as reasonable and that it has additional benefits with respect to aligning cost 606 

recovery.  The Staff and intervenor witnesses present no actual facts to the contrary. 607 

Mr. Rukosuev also discusses at length the preference for direct assignment when 608 

it is feasible and sufficient data is available, including past ComEd testimony on that 609 

subject.  However, the change as to General Plant Account 394, which represents $7.1 610 

million, or about 40% of the $18.2 million total adjustment, does not involve a change 611 

from direct assignment.  It is a change from one general allocator to another, with no 612 

evidence from Staff or intervenors that the former allocator is superior.  As to General 613 

Plant Account 390, only 15% formerly was directly assigned, while 85% was 614 

functionalized using a Salaries and Wages allocator.  I have given specific reasons, none 615 

of which has been refuted, for the reasonableness of not continuing to perform and use 616 

the property usage analysis for that 15%.  The changes as to other Accounts reduce net 617 

plant, as I noted earlier, so the emphasis on direct assignment’s superiority is not really 618 

relevant here except as to 15% of Account 390. 619 

Mr. Rukosuev did not present any actual facts showing that use of the Salaries 620 

and Wages allocator for all of the Accounts (except 397) is not sufficiently related to cost 621 
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causation.  That methodology is used to functionalize the General Plant and Intangible 622 

Plant Accounts (other than Account 397) at the federal level under ComEd’s FERC-623 

approved Transmission Formula Rate, where rates also are intended to be cost-based.  624 

Moreover, Staff and intervenors accept the use of the general labor allocator to 625 

functionalize Accounts 391, 393, 398, and 399, and portions of Accounts 301, 303, 389, 626 

and 390, as was approved by the ICC in Docket No. 10-0467. 627 

Mr. Rukosuev notes that I did not provide as much detail on General Plant 628 

Accounts 392, 395, and 396, and Intangible Plant Account 303, but the fact is that the net 629 

effect of the ComEd proposal as to those Accounts is to reduce net plant by $4,028,267 630 

as shown in the earlier table.  Moreover, only two of those Accounts (392 and 303) were 631 

formerly directly assigned, and ComEd’s proposal reduces net plant by $2,921,023 and 632 

$1,479,541 for those Accounts, respectively.  The other two Accounts involve changes 633 

from the T&D gross plant allocator to the general labor allocator. 634 

Mr. Rukosuev notes that ComEd has made different proposals as to some of these 635 

Accounts in its distribution rate cases over the last 13 years (Rukosuev Dir., Staff 636 

Ex. 10.0, 13:301-14:309), but that does not alter the facts as presented in this Docket.  637 

Moreover, ComEd could similarly point to a host of instances where Staff and 638 

intervenors have similarly changed their positions on this topic over the years.  None of 639 

that is to the point here, however, and all of it predates the Transmission Formula Rate.    640 

Q. Is the Order in Docket No. 10-0467 a sound reason to reject ComEd’s proposal? 641 

A. No, because the Commission had few of the facts before it.  ComEd made the same 642 

proposal in the 2010 rate case, but the record was very incomplete.  Neither Staff nor 643 

intervenors opposed the proposal when they filed direct testimony on revenue 644 
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requirement issues.  Staff first did so three weeks later, in direct testimony on rate design 645 

issues, and did not present the full quantification of its adjustment until Rebuttal 646 

testimony on revenue requirement issues.  (Intervenors did not testify on the subject.)  647 

After I responded in surrebuttal, Staff successfully moved to strike the relevant portions 648 

of my surrebuttal.  So, the ICC did not have before it both sides of the issue.  The ICC 649 

should decide the issue based on the additional facts now before it. 650 

Moreover, the same Order that Staff and intervenors cite also stated in part: 651 

“Charges for delivery services shall be cost based and shall allow the electric utility to 652 

recover the costs of providing delivery services through its charges to its delivery 653 

services customers that use the facilities and services associated with such costs.”  654 

Commonwealth Edison Co., ICC Docket No. 10-0467, Final Order (May 24, 2011) at 4 655 

(quoting 220 ILCS 5/16-108(c) of the Public Utilities Act).  Delivery services literally is 656 

transmission and distribution service, although in distribution rate cases the term often is 657 

used to mean just distribution precisely because of the recognition of FERC's jurisdiction.  658 

The rates that ComEd’s retail customers pay for transmission service are determined 659 

using the FERC-based formula rate.  It is unquestioned that only ComEd’s proposal 660 

prevents over recovery and under recovery of the delivery services costs at issue when 661 

the federal and Illinois delivery services tariffs are considered together. 662 

Q. Mr. Rukosuev says that customers should not be “penalized by a reallocation of 663 

G&I plant account balances to delivery services.”  Rukosuev Dir., Staff Ex. 10, 664 

14:325-15:326.  Is any over recovery of delivery services proposed by ComEd? 665 

A. No, just the opposite.  If Staff and Intervenors’ position is adopted here, ComEd will not 666 

recover all of its costs.  Allowing ComEd to recover its costs, when its proposal is cost-667 
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based, rather than trapping the costs in question between the federal and Illinois tariffs, is 668 

just and reasonable, and it is not a penalty. 669 

VIII. Property Tax Allocations  670 

Q. Mr. Brosch and Mr. Smith also state that ComEd has not justified why the manner 671 

in which real estate taxes are allocated should be changed, and that absent any 672 

justification the allocation of property taxes should be allocated in the same manner 673 

as they were previously.  Why should the allocation of property taxes be changed? 674 

A. As described in my direct testimony, this method is consistent with the method used in 675 

ComEd’s transmission formula rate and results in full cost recovery.  Applying two 676 

different allocation methodologies would result in either an under or over recovery of 677 

costs.  Furthermore, the real estate tax allocation method applied in Docket No. 10-0467 678 

did not necessarily produce a more accurate jurisdictional allocation than what ComEd 679 

has proposed in this instant proceeding.  In Docket No. 10-0467, the property taxes on 680 

Rights of Way and Substation property, which represented 72% of the 2009 real estate 681 

taxes, were allocated to Transmission and Delivery Service using an allocator based on a 682 

study of General Communication Equipment (Account 397) locations.  The study 683 

resulted in an allocation of Communications Equipment of 44.6% to Transmission and 684 

55.4% to Delivery service.  This study was valid for the functional allocation of the costs 685 

of communication equipment but ComEd now believes that it is not appropriate for 686 

property taxes related to Rights of Way and Substation property.  ComEd believes the 687 

overall Transmission and Distribution Net Plant allocator is a more reasonable measure 688 

for allocating real estate taxes as it portrays the overall relationship between the overall 689 

investments made in transmission and distribution. 690 
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IX. Reconciliation Issues - Average Rate Base 691 

Q.  Intervenor witnesses Mr. Smith for CUB, Messrs. Effron and Brosch for 692 

AG/AARP, and Mr. Gorman for IIEC propose that the revenue requirement 693 

calculation for the reconciliation on Schedule FR-A-1 REC should utilize an 694 

average, rather than year-end, rate base.  Do their arguments have merit? 695 

A. No.  Their arguments can be summarized as follows: 1) A year-end rate base is 696 

inconsistent with the intent of the statute and will result in an over-earning; 2) rate base  697 

will be growing over time and therefore an average rate base will be lower than year-end 698 

rate base; and 3) year-end rate base is inconsistent with test year principles and should be 699 

used only to mitigate regulatory lag, and because regulatory lag has been eliminated by 700 

the formula rate process, a year-end rate base is not necessary.  None of these positions 701 

have merit. 702 

Q. Why is use of a year-end rate base appropriate? 703 

A. First, use of a year- end rate base is consistent with the statute.  220 ILCS 5/16-108.5 704 

(c)(6)(d)(1) sets forth the requirements for the reconciliation provisions.  This section 705 

provides that  706 

The filing shall also include a reconciliation of the revenue requirement 707 
that was in effect for the prior rate year (as set by the cost inputs for the 708 
prior rate year) with the actual revenue requirement for the prior rate year 709 
(as reflected in the FERC Form 1 that reports the actual costs for the prior 710 
rate year).    711 

The statute is clear that the reconciliation shall be calculated consistently with the 712 

initially established revenue requirement to which it is reconciled, and which no party 713 

suggests should be calculated on an average basis.  This provision is also clear that the 714 

reconciliation shall rely on the FERC Form 1 data for the current year, and not, as 715 



Docket No. 11-0721 
ComEd Ex. 12.0 

Page 33 of 39 

intervenors suggest, an average calculated using FERC Form 1 data from the prior 716 

calendar year and the current calendar year.    717 

Q. Does the statute elsewhere expressly prescribe the use of average data? 718 

A. Yes.  The determination of cost of equity is required to be calculated using “the average 719 

for the applicable calendar year of the monthly average yields of 30-year U.S. Treasury 720 

bonds.”  220 ILCS 5/16-108.5(c)(3)(A) of the Public Utilities Act.  Furthermore, during 721 

the earlier transition period when bundled rates were subject to a rate cap, the version of 722 

Section 16-111(e) then in effect expressly prescribed the use of an average rate base in 723 

the determination of an earned ROE for purposes of administering an earnings sharing 724 

provision.  On the matter of how to calculate rate base, however, the statute makes no 725 

mention of the use of average data in the determination of rate base for the reconciliation.  726 

Q. Is the use of a year-end rate base consistent with traditional ratemaking principles? 727 

A. Yes.  The ICC’s test year rules allow for the use of either an historical test year or a 728 

future test year.  A historical test year is any consecutive 12 month period, beginning no 729 

more than 24 months prior to the date of the utility’s filing, for which actual data are 730 

available at the time of filing new tariffs.  Historical test years can also include pro forma 731 

adjustments for cost elements that are reasonably certain to occur within 12 months of the 732 

filing date.  Future test years are any consecutive 12 month period of forecasted data 733 

beginning no earlier than the date new tariffs are filed and ending no later than 24 months 734 

after the date new tariffs are filed.  735 

In my experience, historical test years with pro forma adjustments have typically 736 

utilized a year-end rate base, which is logical and reasonable because all of the costs will 737 
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have been incurred by the time that new rates reflecting those costs take effect.  This has 738 

been the norm for all of ComEd’s delivery services rate cases.  On the other hand, 739 

although ComEd has not filed a future test year delivery services case, my understanding 740 

is that future test year cases in Illinois typically utilize an average rate base (e.g., this has 741 

been the case in the 2009 and 2011 Peoples and North Shore gas rate cases and the 2004 742 

and 2008 Nicor rate cases).  This is reasonable because the rates reflecting the future test 743 

year costs become effective at or around the beginning of that test year, before much, if 744 

any of the new investment for the future test year has been made.   745 

While the annual period in the formula rate construct serves a very different 746 

function than a test year, as pointed out by Dr. Hemphill (ComEd Ex. 11.0), the timeline 747 

associated with the formula rate process is more akin to timeline associated with a 748 

historical test year, rather than a future test year.  For example, initial rates in this 749 

proceeding will take effect in June 2012, reflecting actual costs for 2010 and certain 750 

estimated costs for 2011.  Although a true-up will occur to reflect all of the actual costs 751 

for 2011, it will not be reflected in rates until 2013.  In no instance will costs be reflected 752 

in rates before the cost has actually been incurred.  Accordingly, use of a year-end rate 753 

base is reasonable and entirely consistent with test year practices in Illinois.  754 

Q. AARP/AG witness Brosch contends that use of a year-end rate base is appropriate 755 

to reduce regulatory lag, but that regulatory lag has been eliminated due to the 756 

implementation of a formula rate with annual updates.  Do you agree that 757 

regulatory lag has been eliminated? 758 

A. No.  Although a formula rate with annual updates does serve to reduce regulatory lag, it 759 

does not eliminate it.  Regulatory lag would be eliminated only if rates collected during 760 
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each calendar year reflect cost levels in effect for that same year.   As described above, 761 

notwithstanding the fact that the rate is updated annually, costs will continue to be 762 

collected in arrears, and actual costs for any given period will not be fully reflected in 763 

rates until up to two years after they are incurred. 764 

Q. How do you respond to Mr. Brosch’s concern that rates are expected to increase in 765 

future years and that use of a year-end rate base will cause ComEd to over earn the 766 

intended return on equity?   767 

A. These concerns are unfounded.  It should not be unexpected that ComEd’s commitment 768 

to invest $2.6 billion will increase ComEd’s revenue requirement.  The legislature clearly 769 

recognized this when it provided for several consumer safeguards in the statute.  For 770 

instance, the statute provides that the formula rate should be terminated if residential 771 

customer rates increase overall by more than an average of 2.5% over the initial three 772 

year period.  Also, the statute subjects ComEd to financial penalties if numerous 773 

performance metrics, some of which have beneficial customer rate impacts, are not met.  774 

Intervenor attempts to reintroduce a source of regulatory lag by using a backward-looking 775 

average rate base should be rejected.  776 

X. Reconciliation Issues – Interest Rate on True-Up Value    777 

Q. Various parties recommend alternatives to the proposed use of a weighted average 778 

cost of capital to apply to the unrecovered/refunded reconciliation amount.  Would 779 

those recommendations adequately compensate ComEd for the cost of capital 780 

during the reconciliation period? 781 

A. No, they would not.  Mr. Brosch recommends the use of a short-term debt interest rate on 782 

the grounds that the deferred receipt of revenues is short-term in nature.  However, this is 783 
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not the case.  Short-term debt is generally debt that matures in less than one year. The 784 

receipt of true-up revenues for a given calendar year will not be complete until 785 

approximately three years after the start of that calendar year.  As described earlier, the 786 

true-up of actual 2011 costs will be filed in May 2012, and reflected in rates during 787 

calendar year 2013, which means that the true-up process for 2011 will not be complete 788 

until December 2013.  Further, any short-term debt that is issued and outstanding during 789 

this period will already be accounted for in the capital structure used to support rate base, 790 

or carved out as supporting CWIP.  Therefore, it would double-count short-term debt to 791 

assume that the revenue shortfall was financed completely with short-term debt, unless 792 

that associated amount of short-term debt were to be carved out of the capital structure 793 

used to support rate base.  Similarly, Staff witness Ms. Ebrey contends that the 794 

Commission-ordered customer deposits rate should be applied because that is the rate 795 

used in several rider reconciliations.  Ebrey Dir., Staff Ex. 1.0, 17:330-18:337.  However, 796 

there is no evidence that ComEd is able to finance any revenue shortfall at the customer 797 

deposit interest rate (currently 0%) other than through the availability of customer deposit 798 

balances, and the customer deposits available to ComEd are already assumed to be 799 

financing rate base and are a reduction to rate base.  If Staff’s proposal of a customer 800 

deposit interest rate were to be adopted then the rate base reduction for customer deposits 801 

should be reduced by the unrecovered true-up amount for the applicable year.  802 

Q. CUB witness Mr. Smith proposes to use the larger of the weighted average cost of 803 

capital or the short-term debt rate on over collections, and the smaller of those items 804 

in the event of under-collections. Is the asymmetrical treatment reasonable? 805 
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A. No, it is not.  Mr. Smith’s asymmetrical approach is one-sided and unprincipled.  The use 806 

of short-term debt rates for under collections is unreasonable for the reasons I have 807 

previously described. Use of the weighted average cost of capital is reasonable for the 808 

over collections as it will fully compensate customers for the cost of capital reflected in 809 

rates for the over collection, and it is equally reasonable for the under collections because 810 

it will compensate ComEd for the capital that was employed during the period of under 811 

collection. 812 

XI. Reconciliation Issues – After Tax Recommendation  813 

Q. Mr. Brosch recommends that the Commission direct that ComEd record a 814 

regulatory asset deemed to be a deferral of operating expenses, and that the 815 

deferred tax liability associated with that regulatory asset be applied as an offset to 816 

the basis on which reconciliation interest is calculated.  Is this proposal reasonable? 817 

A.  No.  The simple recording of a deferred income tax liability for accounting purposes 818 

does not provide a source of cash to ComEd to fund the revenue shortfall.  Cash would 819 

only be provided if the deferred tax expense had simultaneously been recovered through 820 

rates, which would not be the case here.  Further, I would note that the fact that the 821 

operating expenses which he suggests be deemed to be deferred are tax deductible when 822 

incurred  is taken into consideration in the determination of the reconciliation amount, 823 

and therefore no further adjustment to the revenue requirement shortfall is appropriate.   824 

XII. Reconciliation Issues – Earnings Collar 825 

Q. Mr. Gorman proposes to move the impact of the earnings collar from Schedule FR 826 

A-1 REC to Schedule FR A-1 because he does not believe it is part of the 827 

reconciliation determination.  Is this change reasonable? 828 
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A. No.  While I understand his proposal to be a change in presentation, rather than a change 829 

in the value of the earnings collar, I believe that the earnings collar impact is 830 

appropriately presented in Schedule FR A-1 REC.  Houtsma Reb., ComEd Ex. 12.8, Sch. 831 

FR A-1 REC.  This is because the reconciliation in Schedule FR A-1 REC considers the 832 

actual results for the applicable calendar year, and the purpose of the collar is to 833 

determine how those actual results compare to the earnings collar thresholds.  To the 834 

extent there is a collar adjustment, the results are plainly visible on Schedule FR A-1 835 

REC, and they are appropriately carried forward to Schedule FR A-1 as part of the 836 

reconciliation value.  Pulling the collar adjustment out of the reconciliation amount and 837 

performing a separate interest calculation would unnecessarily complicate the formula 838 

with no added benefit.  839 

XIII. Revisions to the Formula Rate Template 840 

Q. Have you made any changes to the Formula Rate template?  841 

A. Yes.  The following changes have been made in response to issues or questions that have 842 

come up in discovery or otherwise:   843 

 Schedule A-3 has been revised to include the effect of permanent tax 844 

differences and investment tax credits and credit facility costs in the collar calculation, 845 

and a footnote was added to describe the intent of line 13.  The intent of line 13 is to 846 

remove the effect of any reserve for revenue refunds relating to the Appellate Court order 847 

so that the reserves or refunds, if any, do not impact the collar calculation and do not flow 848 

back through the formula rate.  Similarly, any differences between estimated accruals for 849 

the annual reconciliation and the actual amount of the reconciliation should be removed 850 

so as to not artificially influence the collar calculation. 851 
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 Schedule D-1 has been modified to include a reference in footnote 1 to a 852 

workpaper that will support the determination of the performance metric penalty, if any, 853 

on line 11. 854 

 Appendix 2 has been modified to remove the adjustment to customer deposits 855 

in rate base for interest, and Appendix 7 has been revised to include the interest as an 856 

operating expense, for reasons described by Martin Fruehe (ComEd Ex. 13.0).      857 

 Appendix 3 has been modified to include new line items for vacation pay and 858 

incentive pay in the cash working capital analysis, as described by Mr. Hengtgen 859 

(ComEd Ex. 16.0). 860 

 Appendix 7 has been modified to clarify that net-charge offs will be used in 861 

the calculation of uncollectible costs, consistent with the ICC order in Docket 10-0467.   862 

 Appendix 12 has been modified to use the SEC Form 10-k as the source for 863 

the cost of short-term debt, as discussed further by Martin Fruehe (ComEd Ex. 13.0). 864 

Additionally a variety of minor, non-substantive changes have been made and are 865 

summarized on Ex. 12.9.  All of these changes will also be made to Rate DSPP upon 866 

approval by the Commission.   867 

Q. Does this conclude your rebuttal testimony? 868 

A. Yes. 869 


