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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 William P. Graf.  My business address is 111 S. Wacker Drive, Chicago, 4 

Illinois 60606. 5 

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

A. I am a Certified Public Accountant and a partner with the public accounting firm of 7 

Deloitte & Touche LLP (“D&T” or the “Firm”).  Among my responsibilities, I currently 8 

serve as the lead partner and the Firm’s Industry Professional Practice Director for the 9 

Power & Utilities industry nationwide.  In this role I serve as the Firm’s lead technical 10 

accounting and auditing partner for the utility industry.  My responsibilities focus on 11 

providing assistance to the Firm’s public utility clients concerning a variety of public 12 

utility accounting, tax and regulatory matters.  These responsibilities include conducting 13 

and reviewing accounting research, preparing and presenting training programs, 14 

coordinating Firm responses to accounting and regulatory rules proposals, assisting in 15 

interpreting and applying specific accounting and regulatory rules, conducting 16 

engagement quality reviews of audits on utility clients’ financial statements, and 17 

participating in a variety of engagements.  I have served as the lead client service partner 18 

on such audit clients as Entergy Corporation, Nicor Inc. and Boardwalk Pipeline Partners, 19 

LP. 20 

B. Purpose of Testimony 21 

Q. What is the purpose of your rebuttal testimony? 22 
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A. I have been asked by Commonwealth Edison Company (“ComEd”) to discuss testimony 23 

from Illinois Commerce Commission Staff (“Staff”) witness Theresa Ebrey about the 24 

application of Generally Accepted Accounting Principles (“GAAP”) contained in FASB 25 

Accounting Standards Codification (“ASC” or “Codification”) 715, Compensation-26 

Retirement Benefits (which includes guidance formerly contained in Statement of 27 

Financial Accounting Standard (“FAS”) 87, Employers’ Accounting for Pensions1) to 28 

pension accounting in general and specifically as it relates to the single-employer plans of 29 

Exelon Corporation (“Exelon”) and the multiemployer plan accounting utilized by 30 

ComEd relative to its participation in the Exelon plans.  I will discuss that a pension asset 31 

can exist when a company participates in an underfunded pension plan and that Ms. 32 

Ebrey is incorrect in her assertion that such asset can only exist when the plan is 33 

overfunded.  34 

C. Identification of Exhibit 35 

Q. What exhibits are attached to and incorporated in your direct testimony? 36 

A. My curriculum vitae is attached as ComEd Ex. 14.1. 37 

D. Background and Experience 38 

Q. Please describe your education and business experience. 39 

A. I graduated from the University of Illinois-Urbana in 1983 with a bachelor’s degree in 40 

accountancy.  From May of 1983 to May of 2002, I worked at Arthur Andersen LLP 41 

(“Andersen”) as an auditor focused on audits of financial statements of public utilities as 42 

                                                 
1  On July 1, 2009, the Codification became the single source of authoritative generally accepted 

accounting in the United States.  The FASB indicated that the Codification did not change GAAP, except 
for one item related to nonpublic entities. 
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well as providing certain forms of regulatory services.  I joined D&T in May of 2002 as a 43 

partner focusing on public utility financial statement audits.  44 

At both Andersen and D&T, I supervised audits of financial statements filed with 45 

the Securities and Exchange Commission (“SEC”), the Federal Energy Regulatory 46 

Commission (“FERC”) and various state commissions.  I consulted on a significant 47 

number of utility rate cases and helped develop testimony for others on a variety of 48 

issues.  Since 2003, I have been a contributing author to an annual accounting, financial 49 

reporting and tax update for the power and utility industry.  Since 2005, I have been a 50 

contributing author to a publication entitled “Accounting for Public Utilities” published 51 

by LexisNexis. 52 

II. Staff Testimony about Accounting for Defined Benefit Pension Plans  53 

Q. Are you are aware that Staff witness Theresa Ebrey claims that ComEd has no 54 

“pension asset” under ASC 715 (FAS 87)?  55 

A. Yes, I have reviewed her direct testimony in this docket and I am aware of her position 56 

that ComEd has no pension asset.   57 

Q. Do you agree with that position?  58 

A. No.  59 

Q. What is wrong with Ms. Ebrey’s position? 60 

A. The amount that ComEd reflects on its financial statements as a pension asset is the 61 

amount under GAAP accounting in accordance with ASC 715 (FAS 87) by which 62 

ComEd’s pension contributions have exceeded ComEd’s allocated share of ASC 715 63 

(FAS 87) pension cost.  In pension plans such as those maintained by Exelon, as long as 64 
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ComEd has funded the pension trust for a portion of the pension obligations in advance 65 

of the recognition of pension costs by ComEd, ComEd will have a pension asset in the 66 

amount that its cumulative contributions exceed the amounts that it has recognized as 67 

pension costs.   68 

As ComEd makes contributions to the pension trust fund, it has prepaid a portion 69 

of the pension benefits to eventually be paid to its employees when they retire.  My 70 

understanding is that Exelon recognizes total pension costs in accordance with ASC 715 71 

(FAS 87) and then allocates a portion of those total costs to ComEd based on an 72 

allocation methodology that has been used consistently and previously accepted by the 73 

Illinois Commerce Commission (“ICC”).  Until these prepaid funds are needed to pay 74 

pension benefits, the funds are invested in various investment vehicles within the pension 75 

trust.  Earnings on the pension trust investments made with any contributions to the 76 

pension trust fund reduce net pension costs and expense under ASC 715 (FAS 87) in 77 

future years.  The pension asset will remain as long as ComEd’s cumulative contributions 78 

exceed the amounts recognized as pension costs and will decline in the future if 79 

recognized annual pension costs exceed contributions for any period. 80 

Q. Can you explain this in greater detail? 81 

A. Yes.  Ms. Ebrey specifically states in her direct testimony: “According to the Statement 82 

of Financial Accounting Standards No. 87, a pension asset is recognized if net periodic 83 

pension cost is less than amounts the employer has contributed to the plan.”  Ebrey Dir., 84 

Staff Ex. 1.0, 7:132-34.  That statement I do agree with.  However, she then goes on to 85 

equate the “funded status” of the plan to the amount that should be recognized as a 86 

pension asset and concludes that since the benefit plans ComEd participates in are in an 87 
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underfunded status in total that no pension asset exists.  Id. at 7:138-8:147.  I do not agree 88 

with that conclusion.  The error of her comparison lies in the fact that the underfunded 89 

status of the benefit plans in total is largely the result of actuarial gains and losses that 90 

have not yet been reflected in pension costs.  GAAP accounting under ASC 715 (FAS 87) 91 

requires that the full pension obligation of single-employer employee benefit plans be 92 

recognized on the balance sheet even though significant portions of those obligations are 93 

often not recognized in pension costs until later periods under the provisions of ASC 715 94 

(FAS 87).  In accordance with GAAP accounting, the difference between the full pension 95 

obligation and amounts that have been recognized in pension costs is reflected on the 96 

balance sheet as an offsetting balance in Accumulated Other Comprehensive Income (a 97 

component of equity) or as a regulatory asset (which is the case for ComEd’s share of 98 

Exelon’s unrecognized pension obligations).  The underfunded status of the Exelon 99 

pension plans does not negate the fact that ComEd’s pension contributions have exceeded 100 

net periodic pension costs, thereby resulting in a pension asset. 101 

Q. Is ComEd’s accounting for the pension asset that you have just described in any 102 

way unusual or atypical?   103 

A. No, it is squarely within the mainstream and represents the required GAAP accounting 104 

practice.  In contrast, without important adjustments (that would nullify her conclusion), 105 

Ms. Ebrey’s recommendation would be atypical and improper.   106 

III. ComEd’s Application of the Required Accounting for Defined Benefit Pension Plans 107 

Q. What is your understanding of ComEd’s compensation arrangements with respect 108 

to defined benefit pension plans? 109 
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A. My understanding is that ComEd employees participate in several defined benefit 110 

pension plans maintained as single-employer plans at the Exelon (parent company) level 111 

of the organization.  112 

Q. What do you understand to be ComEd’s accounting for its participation in the 113 

pension plans?   114 

A. ComEd accounts for its participation in the Exelon plans as multiemployer plan 115 

arrangements consistent with ASC 715-30-55-62 through 55-64.  This is the appropriate 116 

accounting application when a subsidiary (ComEd) is participating in a parent’s single-117 

employer plan.  As such, the funded status of the plans, or ComEd’s portions thereof, is 118 

not reflected on its books and records – nor should it be.  ComEd does reflect its share of 119 

its total periodic pension cost in its results of operations.  In accordance with the 120 

accounting requirements, ComEd’s share is based on a reasonable and consistent 121 

methodology.  As part of the policy established, ComEd is responsible for its share of the 122 

annual cost based upon its relative proportion of total employee active benefit obligations 123 

to the total Exelon entity.  This cost is properly reflected in ComEd’s financial statements 124 

and is disclosed in the notes to the financial statements. 125 

Additionally, ComEd has made contributions to the pension trust.  ComEd’s cash 126 

contributions in excess of its share of pension expenses are properly recorded and 127 

reflected as a prepaid asset (Pension Asset) and appropriately presented on the balance 128 

sheet of ComEd at the respective reporting date. 129 
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IV. Analysis of Considerations Related to the Regulatory Treatment of the Pension 130 
Asset 131 

Q. Do you understand what ComEd has proposed with respect to the treatment of the 132 

Pension Asset in the calculation of its revenue requirement? 133 

A. ComEd has included the Pension Asset in its revenue requirement calculation.  I believe 134 

that calculation to be appropriate and consistent with proper accounting principles. 135 

V. Conclusion 136 

Q. Does that conclude your testimony? 137 

A. Yes it does. 138 




