
STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

COMMONWEALTH EDISON COMPANY 

Tariffs and charges submitted pursuant to 
Section 16-108.5 ofthe Public Utilities Act 

Rebuttal Testimony of 

MARTIN G. FRUEHE 

No. 11-0721 

Manager, Revenue Policy Department 

Commonwealth Edison Company 

CornEd Ex. 13.0 



TABLE OF CONTENTS 

Docket No. 11-0721 
CornEd Ex. 13.0 

I. Introduction and Purpose .................................................................................. : ................. 1 

A. Identification of Witness ......................................................................................... 1 

B. Purpose of Testimony ................................................................... , ......................... 1 

C. Identification of Exhibits ........................................................................................ 1 

D. Summary ofConc1usions ...................................... , ................................................. 2 

II. Delivery Service Revenue Requirement.. ........................................................................... 4 

III. Rate Base ............................................................................................................................ 5 

A. Total Rate Base ....................................................................................................... 5 

B. Accumulated Deferred Income Taxes .................................................................... 5 

1. 2011 Plant Additions ................................................................................... 5 

2. . Employee Litigation .................................................................................... 8 

3. Reserve for Bad Debt... ............................................................................... 9 

4. Supplemental Employee Retirement Plan ................................................ 11 

5. Other Accumulated Deferred Income Taxes ............................................ 11 

C. Operating Reserves and Accrued Liabilities ......................................................... 12 

1. Accrued Vacation Pay ............................................................................... 12 

2. Accrued Incentive Pay .............................................................................. 13 

D. Deferred Credits .................................................................................................... 14 

E. Interest on Customer Deposits .............................................................................. 16 

F. Original Cost Finding ........................................................................................... 16 

IV. Operating Expenses .......................................................................................................... 18 

A. Total Operating Expenses ..................................................................................... 18 

B. Restricted Stock Compensation ............................................................................ 18 

C. Incentive Compensation ........................................................................................ 22 

1. BSC Annual Incentive Plan Cost Allocation ............................................ 22 

2. CornEd AlP Costs Above Target .............................................................. 24 

D. Perquisites and Awards ......................................................................................... 29 

E. Charitable Contributions ....................................................................................... 31 

F. Advertising Expense ............................................................................................. 35 

G. Illinois Electric Distribution Tax Credit Amortization Period ............................. 37 

H. Uncollectible Expense .......................................................................................... 38 

Page i 



Docket No. 11-0721 
CornEd Ex. 13.0 

I. Other Adjustments to Operating Expenses ........................................................... 40 

V. Miscellaneous Revenues ................................................................................................... 42 

A. Late Payment Fees ................................................................................................ 42 

B. Revenues from Plant Held for Future Use ............................................................ 44 

VI. Other Issues ....................................................................................................................... 44 

A. Billing Determinants ............................................................................................. 44 

VII. Conclusion ........................................................................................................................ 46 

Page ii 



1 I. 

2 

3 Q. 

4 A. 

5 

6 Q. 

7 

8 A. 

9 

10 Q. 

11 A. 

12 

13 

14 

15 

16 

17 Q. 

18 A. 

19 

20 

21 

Introduction and Purpose 

A. Identification of Witness 

What is your name and business address? 
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My name is Martin G. Fruehe. My business address is Commonwealth Edison Company 

("CornEd"), Three Lincoln Centre, Oakbrook Terrace, Illinois 60181. 

Are you the same Martin G. Fruehe who submitted direct testimony on behalf of 

CornEd? 

Yes. 

B. Purpose of Testimony 

What is the purpose of your rebuttal testimony? 

The purpose of my rebuttal testimony is to respond to the direct testimony of Illinois 

Commerce Commission Staff ("Staff") witnesses Michael Ostrander, Theresa Ebrey, 

Scott Tolsdorf, Richard Bridal and Steven Knepler, AG/AARP witnesses David Effron 

and Michael Brosch, Citizen's Utility Board ("CUB") witness Ralph Smith, and Illinois 

Industrial Energy Consumers ("UEC") witness Michael Gorman. 

C. Identification of Exhibits 

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

The exhibits attached to my rebuttal testimony are: 

1. ComEd Exhibit ("Ex.") 13.1 consists of a complete replacement of the 

schedules and appendices provided in CornEd Ex. 4.1 in support of 

ComEd's updated revenue requirement. 
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2. CornEd Ex. 13.2 consists of the revised workpapers ComEd provided in 

ComEd Ex. 4.2 that now support the schedules and appendices presented 

in ComEd Ex. 13.1. In addition to the work papers included in ComEd Ex. 

4.2, ComEd has added two additional workpapers (WP 22 and WP 23). 

3. ComEd Ex. 13.3 contains the Part 285 schedules that have been revised 

from ComEd Ex. 4.5 

4. ComEd Ex. 13.4 contains the revised workpapers that support the Part 

285 schedules included in ComEd Ex. 13.3. 

5. ComEd Ex. 13.5 includes documentation supporting ComEd's charitable 

contributions. 

6. ComEd Ex. 13.6 contains a comparison of previously authorized 

charitable contributions to those Staff recommends disallowing from 

ComEd's revenue requirement. 

7. ComEd Ex. 13.7 consists of a spreadsheet that shows that ComEd's Rider 

EDA plan year 2 total spend was well below the amount needed to reach a 

Total Resource Cost of 1.0. 

8. ComEd Ex. 13.8 contains responses to various data requests referred to in 

my rebuttal testimony. 

D. Summary of Conclnsions 

What are the conclusions in yonr rebuttal testimony? 

In summary, I present ComEd's updated revenue requirement, rate base and operating 

expenses, and in addition conclude the following: 
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Mr. Effron's and Mr. Smith's suggested changes regarding accumulated 

deferred income taxes ("ADIT") should be rejected, with the exceptions of their proposal 

regarding ComEd's Supplemental Employee Retirement Plan ("SERP"), which should be 

accepted, and their adjustment for ADIT related to employee litigation, which should be 

revised. 

2. Mr. Effron's and Mr. Smith's suggested changes regarding operating 

reserves and accrued liabilities should be rejected. 

3. Mr. Effron's suggested changes regarding deferred debits concerning 

revenue from the lease of fiber optic cables should be accepted, as should additional 

related changes. 

4. Mr. Brosch's and Mr. Ostrander's suggested changes regarding interest on 

customer deposits should be accepted. 

5. ComEd has revised its original cost finding request. Mr. Bridal's proposal 

for an adjusted original cost finding should be rejected. 

6. Mr. Brosch's, Mr. Smith's, and Ms. Ebrey's recommendations regarding 

incentive compensation should be rejected. 

7. Mr. Brosch's, Mr. Smith's, and Ms. Ebrey's recommendations regarding 

perquisites and awards should be rejected. 

8. Mr. Tolsdorfs recommendations regarding charitable contributions should 

be rejected. 

9. Mr. Tolsdorfs recommendations regarding advertising expense should be 

rejected. 
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10. Mr. Smith's recommendations regarding the Illinois Electric Distribution 

Tax Credit ("IEDT") should be rejected. 

1 I. CornEd does not object to Mr. Knepler's recommendation regarding 

uncollectible costs as it relates to distribution uncollectible costs, provided the 

Commission determines such a change is consistent with the rates approved in Docket 

No. 10-0467. Additional adjustments regarding the 2011 reconciliation are required if 

this recommendation is adopted. Additionally, as Dr. Hemphill testifies in CornEd Ex. 

11.0, Mr. Knepler's proposal as it relates to supply uncollectibles should be addressed 

outside of this proceeding. 

12. CornEd has made several other adjustments to operating expenses, 

described hereafter. 

13. Mr.Brosch's recommendation regarding late payment fees should be 

rejected. 

14. CornEd has made adjustments to its revenues related to plant held for 

future use. 

15. Mr. Effron's recommendation regarding billing determinants should be 

rejected. 

Delivery Service Revenue Requirement 

Have you updated CornEd's proposed revenue requirement for the first application 

of the delivery service formula rate? 

Yes. As shown in CornEd Ex. 13.1, Sch. FR A-I, CornEd's updated revenue requirement 

is $2,027,035,000. This amount incorporates adjustments required by Public Act 97-

0646 and the adjustments discussed later in my rebuttal testimony. 
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Rate Base 

A. Total Rate Base 

Have you updated ComEd's total rate base? 

Docket No. 11-0721 
CornEd Ex. 13.0 

Yes. Several adjustments to ComEd's rate base are discussed later in my rebuttal 

testimony, in addition to the adjustment to Cash Working Capital described in the rebuttal 

testimony of John Hengtgen (ComEd Ex. 16.0). After making these adjustments, 

ComEd's updated rate base is $6,625,375,000. 

B. Accumulated Deferred Income Taxes 

1. 2011 Plant Additions 

Have any parties suggested a change to the formula rate to include au estimate for 

the change in ADIT associated with the projected 2011 plant additions? 

Yes. In his direct testimony, AG/AARP witness David Effron recommends that an 

estimated amount of ADIT associated with the 2011 projected plant additions be included 

as an off-set to rate base. 

Why does he make this recommendation? 

In 2011, the federal government allowed income tax deductions of 100% of capital 

investments made in 2011, rather than deducting the investments over the normal period 

of time, which vary for different types of investments, but is typically 21 years for 

distribution equipment. This "bonus depreciation" resulted in a larger than normal 

amount of ADIT recorded in 2011 than in years without bonus depreciation. Mr. Effron 

appears to base his recommendation on the premise that including an estimated amount 

of ADIT related to the 2011 projected plant additions will not increase the difference 

between the "test year" rate base and the "2012 actual rate base." I interpret his terms for 
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rate base to refer to the 2010 rate base plus 2011 projected plant additions as filed by 

ComEd and the 2011 actual rate base which will be the rate base used in ComEd's 

reconciliation filing. 

Is his premise correct? 

Not entirely. While it is true that including an estimated amount of ADIT related to the 

2011 projected plant additions will ultimately result in a rate base calculation that, all else 

held equal, will be closer to the 2011 actual rate base, other issues should be taken into 

consideration. 

What other issues should be considered? 

Literally dozens of line items that change on an annual basis comprise the calculation of 

jurisdictional ADIT. Some changes result in an increase to rate base and others result in 

a decrease. Mr. Effron has chosen to focus only on one component. 

How would adjustiug for every ADIT change affect the formula rate calculation? 

It is not possible to say with certainty at this time, but attempting to update the formula 

rate calculation for every ADIT change would add a significant, unnecessary amount of 

complexity . 

Why do you refer to the ADIT update as being uuuecessary? 

Because the change in ADIT will be captured in the reconciliation. Even Mr. Effron 

makes note of this in his direct testimony: "When the Company reconciles the revenue 

requirement for 2012 developed in this case to the actual 2012 revenue requirement in its 

2013 filing, there is no question that the rate base used in the actual revenue requirement 

calculation will reflect the actual balances of ADIT in 2012. Therefore, the ADIT generated 
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by tbe 2011 plant additions will nltimately be inclnded in the calculation ofthe 2012 delivery 

services rate base." Effron Dir., AG/AARP Ex. 2.0 Rev., 14:302-06. 

Are there any other issnes with Mr. Effron's proposal to include the ADIT 

associated with the 2011 plant additions in this proceeding? 

Yes. If the actual revenue requirement for 2012 (filed as tbe 2012 reconciliation in 2013) 

is higher, and not lower, than the weighted average of the revenue requirements in effect in 

2012, Mr. Effron's proposal to lower the rate base in this proceeding to reflect the ADlT 

change in 2011 would only serve to widen the difference between the revenue requirement 

established in the proceeding and tbe expected revenue requirement, and would result in a 

greater reconciliation amount. This does not appear to be Mr. Effron's desired outcome. 

Does Mr. Effron conclude that the adjustment to include the projected plant 

addition-related ADIT be included in each year's filing? 

It does not appear so. Mr. Effron's testimony focuses on 2011 because of the bonus 

depreciation issue. Specifically, he states: "In the circumstances of this filing, I believe 

that it would beappropriate to include the effect of the ADIT generated by the 2011 plant 

additions in the calculation of the delivery services rate base .... " Effron Dir., AG/AARP 

Ex. 2.0 Rev., 14:297-99. He makes no mention of making the adjustment a permanent one. 

IIEC witness Michael 'Gorman also proposes that CornEd's rate base include the 

ADIP associated with projected plant additions. What is your understanding of his 

recommendation? 
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Mr. Gorman argues that CornEd has overstated the rate base impact by not including the 

ADIT associated with the projected plant additions. Gorman Dir., IIEC Ex. 1.0,25:585-

26:587. 

Do you agree with Mr. Gormau's position? 

No, for the same reason I do not agree with Mr. Effron. 

What do you recommend? 

I recommend that the formula rate not be changed to include the projected plant addition-

related ADIT. As I discussed above, the changes associated with all accumulated 

deferred income taxes, not just the plant additions, will be reflected in the reconciliation 

filing. Also, revising the fonnula rate to estimate all changes affecting ADIT adds 

unnecessary complexity. Finally, Section 16.l08.5(c)(6) does not require that ADIT be 

updated along with the projected plant additions and the corresponding depreciation 

reserve. 

2. Employee Litigation 

Mr. Effron has recommended that the ADIT balance associated with Employee 

Litigation be removed from the revenue requirement as the corresponding liability 

has not been deducted from rate base. Effron Dir., AG/AARP Ex. 2.0 REV., 4:68-

73. Do you agree with this recommendation? 

Not entirely, but for different reasons. Mr. Effron's testimony makes reference to, and 

relies upon, CornEd's Data Request Response to AG 2.06 and CornEd's Data Request 

Response to AG 2.06 CORRECTED. Subsequently, CornEd served its Data Request 

Response to AG 5.07, which explained that the ADIT related to Employee Litigation had 
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been mislabeled. The actual underlying accounts making up this ADIT are Renewable 

Energy Credits and 401(k) matching. Of the total ADIT of $5.254 million, $3.184 

million is related to the Renewable Energy Credits and $2.070 million is related to the 

40 I (k) match. The Renewable Energy Credits are charged to purchase power expense 

and are not included in delivery service rates; thus I am not recommending inclusion of 

the associated ADIT in rate base. The 401(k) match tax deduction has not been 

recognized at year end and thus should be included in rate base. I have adjusted 

ComEd's ADIT balance accordingly. 

Mr. Smith also recommends this same adjustment. Does he present auy additional 

reasons that it be removed? 

The only rationale that Mr. Smith provides is that inclusion of this ADIT was not 

consistent with the ratemaking treatment applied in ComEd's last rate case. Smith Dir., 

CUB Ex. 1.0 (PUBLIC), 27:602-05. He provides no rationale as to why it is appropriate. 

Was this issue specifically addressed in CornEd's prior rate case? 

No, and as such, Mr. Smith's recommendation should not be considered. 

3. Reserve for Bad Debt 

Mr. Effron also recommends a change to allocate the ADIT associated with the bad 

debt reserve by applying the Revenue allocator rather than applying 100% of the 

ADIT related asset to delivery service. Effron Dir., AG/AARP Ex. 2.0 REV., 4:68-

73. Do you agree with bis recommendation? 

No. His position is in direct contrast with the position AG/CUB proposed, and the 

Commission ultimately adopted, in ICC Docket No. 10-0467 regarding the allocation of 
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late payment charges. In that docket, AG/CUB witness Michael Brosch argued that if 

CornEd could not show how the late payment charges were reflected in other 

jurisdictions (e.g., transmission or supply related charges), the balance had to be assigned 

to delivery services. 

Does CornEd allocate the ADIT related asset associated with the Bad Debt reserve 

to its transmission revenne requirement or to its charges computed under Rider 

PE - Purchased Electricity? 

No. 

If CornEd does not include this ADIT related asset in its delivery service rate base, 

will it ultimately recover the costs elsewhere? 

No. CornEd does not include recovery of this ADIT related asset m either its 

transmission revenue requirement or in Rider PE. 

If the Commission agrees with Staff that all delivery service uncollectible costs be 

removed from the delivery service revenue requirement and recovered through 

Rider UF, does this change your positiou on this issue? 

No. There are still uncollectible costs related to delivery service charges as well as 

supply charges. The change to recover all uncollectible costs through Rider UF does not 

change that fact that CornEd will under-recover this ADIT related asset if approximately 

two thirds of it remains unallocated. 

Mr. Smith makes the same recommendation. Does he add any different arguments? 

No. 
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Mr. Effron and CUB witness Ralph Smith both recommend that the ADIT 

associated with ComEd's SERP be included in the calculation of the return on the 

pension asset rather than in rate base. Do you agree with their recommendation? 

Yes. Because the costs of the SERP are included in the pension asset, the ADIT should 

be as well. CornEd has reflected this change in CornEd Ex. 13.1, Sch. FR C-3 and 

App.4. 

5. Other Accumulated Deferred Income Taxes 

Mr. Smith proposes adjustments to the ADIT related to accrned incentive 

compensation, accrued vacation pay and FIN 47. Are these adjustments 

appropriate? 

No. I will address the ADIT related to accrued incentive compensation and accrued 

vacation pay first. Mr. Smith argues that since the operating reserves for these items 

have not been subtracted from rate base, the ADIT should not be included either, but later 

in his testimony he reduces rate base for these operating reserves net of his own 

calculation of ADIT. This adjustment is wrong for two reasons: first, as I discuss below, 

both accrued vacation pay and incentive compensation are components of cash working 

capital and have been appropriately accounted for in Mr. Hengtgen's calculations 

(CornEd Ex 16.1) .. Second, Mr. Smith's calculation of the ADIT associated with the 

operating reserves is not appropriate as the 2010 actual amounts are already provided in 

CornEd Ex. 4.2 work paper 4, lines 6 and II. 

Why does Mr. Smith recommend removing the ADIT associated with FIN 47 aud is 

his adjustment appropriate? 

Page II of 46 



242 A. 

243 

244 

245 

246 

247 Q. 

248 

249 A. 

250 

251 

252 

253 

254 Q. 

255 

256 

257 A. 

258 

259 

260 Q. 

261 

262 

263 

Docket No. 11-0721 
CornEd Ex. 13.0 

Again, the only rationale Mr. Smith provides is that this adjustment is not consistent with 

the rate making treatment in CornEd's last rate case. The ADIT for FIN 47 relates to 

plant removal costs. The operating reserve associated with plant removal costs recovered 

through depreciation expense is included as a reduction to rate base (CornEd Ex. 13.1, 

App 5, line 25) thus the related ADIT is properly included in rate base. 

Are there any other changes to ADIT that CornEd has requested in this case that 

are not consistent with the rate making treatment in CornEd's last rate case? 

Yes. CornEd included the ADIT associated with accrued holiday pay. This particular 

ADIT is a liability and reduces CornEd's rate base. Mr. Smith has one-sidedly ignored 

this entry. 

C. Operating Reserves and Accrued Liahilities 

1. Accrued Vacation Pay 

Mr. Effron recommends that the current liability associated with accrued vacation 

pay be included in operating reserves as a reduction to rate base. Is this 

appropriate? 

No, for two reasons. First, because this liability is short term in nature, it is not a source 

of funds that is financing rate base. Second, these funds have not yet been collected from 

customers, thus rate base should not reflect this amount. 

Mr. Effron states that, in his opinion, the Cash Working Capital study, iu regards to 

vacation pay and incentive pay, was uot performed correctly. Specifically, he states, 

"If the original response to AG Data Request 2.06 had been correct, and the actual 

lag in payment of vacation and incentive pay had been considered in the calculation 
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of cash working capital, there would he no need to include those items in operating 

reserves." Effron Dir., AG/AARP Ex. 2.0 Rev., 9:181-84. How do you respond? 

As discussed in the rebuttal testimony of Mr. Hengtgen, CornEd revised its cash working 

capital study to separately account for vacation pay. As further discussed by Mr. 

Hengtgen, CornEd has appropriately applied the expense lead and there is no difference 

in cash working capital as a result. Hengtgen Reb., CornEd Ex. 16.0, 29:623-34. Based 

upon this further analysis of this issue, the inclusion of the current liability related to 

vacation pay in rate base is not appropriate. 

2. Accrued Incentive Pay 

Mr. Effron also recommends that the current liability for accrued incentive pay be 

included as a rednction to rate base. Is this appropriate? 

No. For the same reasons that Mr. Effron's suggestion related to accrued vacation pay is 

not appropriate, this adjustment is also not appropriate. 

Has Mr. Hengtgen also revised the Casb Working Capital study with respect to the 

treatment of accrued iucentive pay? 

Yes. As discussed in his rebuttal testimony, ComEd has revised its cash working capital 

study to reflect a longer lead time associated with incentive pay, thus including in rate 

base the short term liability associated with accrued incentive pay is not appropriate. 

Hengtgen Reb., ComEd Ex. 16.0,28:606-16. 

Are there any other reasons that the current liability for accrued incentive pay 

should be not be included in operating reserves deducted from rate base? 
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Yes. CornEd accrues this liability over the year prior to the actual payment of the Annual 

Incentive Plan ("AlP"). The payment is made in February, and at that time the liability 

for the prior year decreases to $0. Similar to my discussion of the accrued liability 

associated with vacation pay, this item cannot finance rate base and should not be 

included in operating reserves. 

Mr. Smith also recommends that the accrued liability for incentive pay and vacation 

pay be included in operating reserves deducted from rate base. Does he provide any 

reasons in addition to Mr. Effron's? 

No. Mr. Smith also argues that these issues were not appropriately accounted for in 

CornEd's cash working capital study. For the reasons I have provided above, Mr. 

Smith's recommendation should also be rejected. 

D. Deferred Credits 

Please explain Mr. Effron's proposal to include the deferred credit associated with 

the lease of fiber optic equipment. 

CornEd has received a lump sum payment for lease of a portion of its fiber optic cable 

network. For accounting purposes, CornEd recognizes the income over the period of the 

lease. The amount that has not yet been recognized as income is recorded as a deferred 

credit on CornEd's balance sheet. As of December, 2010 the balance of the deferred 

credit was $7.0 million. Mr. Effron suggests that the jurisdictional amount of this 

deferred credit be included as a reduction to CornEd's rate base. 

Do you agree with Mr. Effron's suggestion that the deferred credit should be 

inclnded as a reduction to rate base? 
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Yes. Since CornEd has received an advance payment for the lease of this equipment, and 

the equipment is included in rate base, I agree it is appropriate to reduce rate base by the 

jurisdictional amount associated with the underlying equipment included in rate base. 

Which allocation method does Mr. Effron snggest be nsed to determine the 

jurisdictional amonnt of the deferred credit to be inclnded in rate base? 

Mr. Effron has suggested that the Net Plant allocator be used, as in CornEd Ex. 4.1, Sch. 

FR A-2, because it was also used to allocate the revenue associated with the lease of fiber 

optic equipment. 

Is this the appropriate allocation method? 

No. Upon further review of this matter, CornEd determined that because the underlying 

asset, fiber optic cable, is allocated to the delivery service rate base using the 

Communications Equipment allocator, the deferred credit should also be allocated in the 

same manner. Thus the appropriate reduction should be $3,761,000 ($7,001,000 x 

53.72%). This change has been reflected in CornEd Ex. 13.2, WP 5, p. 5. 

Are any other adjustments reqnired? 

Yes. In CornEd Ex. 4.1, Sch. FR A-2, the revenues associated with the lease of fiber 

optic equipment were allocated using the Net Plant allocator. Upon review, I believe the 

revenues associated with the lease of this equipment should be allocated using the same 

method that was applied to the fiber optic cable in rate base, by use of the 

Communications Equipment allocator. This results in a revised allocation of $912,000 to 

delivery service. This amount is shown on CornEd Ex. 13.1, App. 10, line 33. 
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Have any parties recommended a change to the method of accounting for the 

interest on customer deposits within CornEd's proposed formula rate template? 

Yes. AG/ AARP witness Michael Brosch and ICC Staff witness Michael Ostrander have 

recommended that interest on customer deposits be included in operating expenses rather 

than as a reduction to the balance of customer deposits included in rate base. 

Do you agree with this adjustment? 

This change is acceptable to CornEd and it has been reflected on CornEd Ex. 13.1, App. 

7, line 19. 

F. Original Cost Finding 

Has ComEd revised its request for an original cost finding? 

Yes. In my direct testimony, CornEd Ex. 4.0, CornEd requested an original cost finding 

of $14,357,154,000. Upon further review, CornEd determined that the correct number is 

$14,426,332,000. 

What is the reason for the change? 

In CornEd's initial request, CornEd reduced its original cost for capital costs recovered 

outside of base rates. For example, costs associated with CornEd's AMI pilot, supply 

administration software, Purchase of Receivables/Combined Billing software, and Rider 

EDA switches. This was inconsistent with prior Commission practices and CornEd has 

eliminated that reduction from its calculation. 

Please explain how the adjusted original cost number is calculated. 
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Beginning with CornEd's unadjusted rate base of $14,434,670,000 (CornEd Ex. 13.3, 

Sch. B-1 Rev., col. B, line 4), CornEd subtracted capitalized incentive and 

perquisites/award costs disallowed in prior ICC orders of $8,297,000 and $41,000, 

respectively. 

ICC Staff witness Richard Bridal recommends that other adjustments be made to 

reduce CornEd's original cost finding. Are his adjustments appropriate? 

No. Mr. Bridal's recommended reductions include certain capitalized incentive 

compensation costs, certain capitalized perquisites and awards costs, removal of specific 

non-AFUDC CWIP, as well as reductions for reallocation of G&! plant and other costs 

reallocated due to Staffs proposal to adjust the Wages and Salaries allocator. Each of 

these proposed adjustments, and why each is improper, is addressed either later in my 

testimony or in the rebuttal testimony of CornEd witness Kathryn Houtsma (CornEd Ex. 

12.0). 

Are all of the costs Mr. Bridal recommends removing from CornEd's original cost 

finding request 2010 costs? 

All except one. CornEd has requested inclusion of its 20 I 0 balance of non-AFUDC 

CWIP ($6.23 million) as an adjustment to its 2010 rate base. Mr. Bridal argues that 

$5.75 million of this amount is already included in CornEd's projected plant additions 

and should be removed from the calculation of CornEd's adjusted rate base. Bridal Dir., 

Staff Ex. 5.0, Sched. 5.02. This amount was not included in CornEd's unadjusted 2010 

rate base and thus it should not be a consideration in CornEd's original cost finding 

request for 2010. 
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Yes. Based upon the adjustments I discuss below, CornEd's revised operating expense 

total is $1,422,421,000. 

B. Restricted Stock Compensation 

Please describe how CornEd's key managers are compensated. 

Key manager compensation consists of three components, (1) base salary, (2) annual 

incentive or pay-at-risk (AlP) and (3) deferred compensation (restricted stock). 

Please describe the operations of the Restricted Stock Program. 

The Key Manager restricted stock program is a deferred compensation program under 

which Key Managers receive a portion of their compensation pro-rated over a three-year 

period in the form of shares of Exelon stock. The awards are set each year and are not 

tied to a performance indicator like the AlP award, but rather may be adjusted slightly to 

recognize above average performances in limited circumstances. 

What is CornEd's ohjective with respect to the restricted stock program? 

As CornEd stated in the Data Request Response to AG 1.15, "the primary objective ofthe 

program is to attract and retain key employees." Receipt of the restricted stock is not 

dependent upon Exelon or CornEd achieving over-arching program goals. Rather 

CornEd's goal is to retain key personnel who are critical to our success in serving 

customers reliably and efficiently. 
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Shonld the restricted stock program be viewed in the same manner as ComEd's 

incentive compensation programs? 

No. The restricted stock program is more in the nature of a deferred compensation 

program. It is not "pay at risk" that can vary from year to year dependent upon the 

attainment of over-arching goals as is the case with the AlP or Executive Long-Term 

Incentive Plan ("L TIP"). 

Is this program in-line with indnstry practices? 

Yes. As described in CornEd Ex. 4.9, page 21: "This long-term incentive (LTI) 

program is an important component of Exelon's total compensation package for 

key managers, which is benchmarked and aligned with the best practices of high-

performing energy services companies and general industry firms." 

Is restricted stock compensation dependent npon CornEd or Exelon achieving a 

particnlar level of net income or earnings per share? 

No. The restricted stock awards are made regardless of net income or earnings per share 

achievement. 

Have any parties recommended a revision to the amonnt of restricted stock 

compensation ComEd has inclnded in its revenne reqnirement? 

Yes. AG/AARP witness Michael Brosch, CUB witness Ralph Smith and ICC Staff 

witness Theresa Ebrey all have taken a position that restricted stock payment amounts 

should not be included in CornEd's revenue requirement. 

What is yonr nnderstanding of Mr. Brosch's position? 
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Mr. Brosch argues that because the award is paid in stock, it is fundamentally driven by 

financial considerations rather than service quality. He also mentions that CornEd has 

not been forthcoming in describing the goals associated with the restricted stock program, 

and thus he can't determine if the costs of the program meet the criteria of the Act. 

Do you agree with Mr. Brosch's position that because the award is paid in stock that 

it is fundamentally driven by financial considerations rather than service quality? 

No. While obtaining targeted financial results is an important goal of key management, 

quality of service is a key to CornEd's success. Retaining key managers that understand 

this is critical to achieving and maintaining a high level of customer service. A high turn-

over rate at the key management level is not conducive to consistency in meeting 

customer service goals. 

Should the form of compensation matter? 

No, as long as it meets the goal of retaining key individuals. 

Has CornEd not provided the goals associated with the restricted stock program? 

As I have explained above, the goal of the program is retention of key individuals. The 

discovery objection to which Mr. Brosch refers is for the individual goals for each key 

management employee. The restricted stock payment, however, is not entirely dependent 

upon achieving these individual goals. 

What is your understanding of Mr. Smith's position on the recovery of restricted 

stock costs? 

Mr. Smith posits: "The cost of the Restricted Stock incentive compensation program is 

incurred to improve the ComEd and Exelon financial performance for the benefit of 
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shareholders. The objectives of maximizing shareholder value on the one hand, and 

minimizing costs to ratepayers on the other, are generally opposed to each other." Smith 

Dir., CUB Ex. 2.0 (PUBLIC), 46:1036-40. 

Is Mr. Smith correct that the cost of the restricted stock program is incurred to 

improve ComEd and Exelon financial performance for the benefit of shareholders? 

No. Mr. Smith takes an over-simplified, one-sided view of the program. As I discussed 

previously, the goal of the program is to attract and retain key employees. Retention of 

these key employees helps assure the overall success of CornEd, which largely depends 

upon our ability to provide a high level of service to customers. 

In his discussion of the restricted stock program in his direct testimony (id. at 

44:985-451033), Mr. Smith provides an excerpt from the 2010 Exelon 10-k that 

describes the Exelon Stock Awards program. Is this an accurate description of the 

restricted stock program? 

No. The excerpt that Mr. Smith has included as part of his testimony is a description of 

the Exelon Stock Awards program that is applicable to certain senior executives of 

Exelon Corporation, not the restricted stock awards program that is applicable to CornEd 

key managers. 

What is your understanding of Ms. Ebrey's position regarding the restricted stock 

compensation program? 

Ms. Ebrey states the company has made no showing of how the program benefits 

customers, is paid in the form of Exelon stock, and is incentive compensation that is 

based upon net income or an affiliate's earnings per share. 
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No. As I already noted, the retention of key individuals does benefit customers, the form 

of the deferred compensation is irrelevant, and the awarding of restricted stock 

compensation is not dependent upon net income or an affiliate's earnings per share. 

C. Incentive Compeusation 

1. BSC Annual Incentive Plan Cost Allocation 

Have any parties challenged the inclusion of the Exelon Business Services Company 

"BSC" AlP costs in ComEd's revenue requirement? 

Yes. Both Mr. Brosch and Mr. Smith have recommended that certain costs associated 

with the BSC AlP be removed from CornEd's revenue requirement. 

Did CornEd remove from the revenue requirement any costs associated with the 

BSC AlP? 

Yes. CornEd voluntarily removed $1.8 million ofBSC AlP costs in connection with its 

exclusion of certain executive compensation costs reflected on CornEd Ex. 13.1 App. 7, 

line 20. See CornEd Ex. 4.6, WPC-lc. 

Why are BSC costs included in ComEd's revenue requirement? 

BSC provides many essential business services to CornEd, such as finance, IT, supply 

management, human resources and legal services. The costs of these services are 

governed by a General Services Agreement ("GSA") and by Service Level Agreements 

("SLAs"). Costs for services are either directly assigned where practicable or allocated 

based upon the Modified Massachusetts Formula ("MMF"). 

Has the Commission allowed recovery of BSC costs in the past? 
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Yes. In CornEd's two prior rate dockets (ICC Docket Nos. 07-0566 and 10-0467) no 

parties challenged, and the Commission allowed, the overall level of BSC costs CornEd 

requested in its revenue requirement. 

Why does CornEd disagree with the proposals to disallow from recovery of BSC 

charges that portion of such charges related to incentive compensation? 

BSC should be viewed in the same tight as any other vendor and its total costs for the 

services it provides should be based on the overall reasonableness of those charges, 

without regard to the individual components. For example, costs from an outside vendor 

for tree trimming services or consulting work would not be disaggregated and scrutinized 

for the inclusion of incentive compensation or any other cost the Commission or a party 

might find objectionable. Rather, the charges would be viewed as a whole. 

Has CornEd provided any evidence that the overall cost of BSC services is 

reasonable? 

First, I would point out that no party to this proceeding has challenged in any way the 

overall reasonableness of BSC's charges to CornEd. Moreover, in ICC Docket No. 07-

0566, Booz Allen, on behalf of CornEd provided a detailed analysis and review of BSC 

services and costs. The analysis found that, based on the application of a number of tests 

and analytics, BSC services were provided at a level consistent with, or better than, levels 

at which CornEd could procure those services elsewhere. No party challenged any of 

those determinations. 

That analysis was performed in 2007. Does CornEd have any reason to believe the 

analysis is not equally valid today? 
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No. The essential nature of the relationship between CornEd and BSC has not changed 

since that analysis was completed and presented to the Commission. 

Mr. Brosch, Ms. Ebrey and Mr. Smith all discuss that the Act specifically excludes 

recovery of incentive compensation that is based npon net income or earnings per 

share of an affiliate, and thus a portion of BSC AlP should be disallowed. Do yon 

agree with this assessment? 

No. The legal interpretation of this issue will be addressed in CornEd's briefs. 

2. CornEd AlP Costs Above Target 

CUB witness Ralph Smith recommends that the amount of AlP recovered through 

rates shonld be limited to 100% of target, as this is consistent with prior 

Commission practice. Is this a reasonable adjustment? 

No. It is true that in prior rate filings, CornEd proposed, and the Commission approved, 

adjustments that brought the test year AlP costs to 100% of target level. However, those 

filings were based upon historic test years and included other "normalization" 

adjustments in addition to the AlP adjustment to target. Those adjustments either 

increased or decreased the amount of AlP in the test year to bring it to a level which 

could reasonably be expected during the several years it could be expected the rates 

would be in effect. For example, in ICC Docket No. 05-0597, CornEd reduced its test 

year AlP cost to a target level, but in ICC Docket No. 07-0566, CornEd increased its test 

year AlP cost to target. This filing is different in that, with limited exceptions for initial 

rate case expenses and unusual one-time expenses greater than $10 million, rates will 

reflect actual costs incurred during the year. Although variations, both positive and 

negative, are likely to occur from year to year, because the formula rate is updated 
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annually, normalization adjustments are not required. Mr. Smith's suggestion that this is 

somehow inconsistent with prior Commission practice is irrelevant and essentially 

incorrect because of the formula rate framework in which rates are now being set. 

Mr. Smith also argues that any amounts of AlP above 100% of target are not 

reasonable and prudent. Is this accnrate? 

No. The target is set so as to challenge employees to perform at a high level. If results 

are better than the target level, then the AlP award is higher. If employees do not meet 

the target level of perfonnance, then the AlP award is lower. In ComEd's view, that 

provides a proper balance between achievement and award. 

Did CornEd actually perform at a level above target performance? 

Yes. As shown in the attachment to ComEd's Data Request Response to AG 1.13, 

labeled as AG 1.13 Attach I (attached hereto in ComEd Ex. 13.8), in 2010 ComEd 

achieved a level of performance of 112.1 %. 

Do customers benefit from performance levels achieved above target? 

Yes. For example, if above target levels of CAIDI and SAIFI are achieved, customers 

benefit from shorter and fewer outages. Also, as another example, if ComEd's cost 

control goals (e.g., operating expenses) are exceeded, customers benefit in the form of 

lower rates as these savings are passed directly through to customers via the formula rates 

reconciliation mechanism. 

Has the Commission determined that the key performance indicators in CornEd's 

AlP are reasonable and that payments related to their achievement benefit 

customers? 
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Yes. In ICC Docket No. 10-0467, the Commission determined that CornEd's AlP 

metrics do benefit customers and that payments based thereon are recoverable in rates. 

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

65. 

Mr. Smith also argues that AlP above 100% should be disallowed because the 

plan's net income limiter was raised from 102.9% to 112.9%. Is this a valid reason 

to disallow the incremental amount above 100%? 

No. As stated in CornEd's Data Request Responses to AG 1.13 and AG 4.10, the limiter 

can be adjusted with CornEd board approval and at the CEO's discretion. This 

adjustment did not result in any award payout greater in amount than if the net income 

limiter had not been in place. The limiter is an internal, corporate limitation that can be 

lifted with proper corporate approval. 

Mr. Smith states: "Moreover, CornEd's Exhibit 4.9, at page 18, states that 

compensation above target is not recoverable in rates. That statement appears to 

accurately reflect and be consistent with Commission practice." Smith Dir., CUB 

Ex. 2.0 (PUBLIC), 54:1230-32. How do you respond? 

First, I will note that page 18 of CornEd Ex. 4.9 is specifically related to CornEd's 

Executive L TIP program - a topic I discuss below - and not the AlP. That issue aside, 

the document Mr. Smith refers to was created at a time when CornEd filed traditional 

(fixed or stated) rate cases, and the resulting revenue requirement and customer rates 

were in effect for several years. As I discussed above, Commission practice was to allow 

a target level (or 100%) of AlP costs deemed reasonable and prudent as rates were fixed 
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for a period oftime and did not vary from year to year. The specific statement Mr. Smith 

highlights was to note that, since rates were fixed at target level of performance, any 

award above 100% would not be recoverable under that form of rate making. The 

opposite is also trne, that given the fixed nature of the rates at that time, rates would 

reflect 100% of target even if CornEd's actual achievement and subsequent AlP award 

was below 100% of target. That is the nature of fixed, stated rates that do not change on 

a year-over-year basis. Now that a formula rate will be applied each year, the actual 

costs, whether they are above or below target, will flow through rates subject to the 

Commission's determination of prudence and reasonableness. 

Did CornEd's Executive LTIP achieve a level of performance that would have 

warranted an LTIP payment to executives in 2010? 

Yes, as shown in the attachment to CornEd's Data Request Response to AG 1.14, labeled 

as AG 1.14 Attach I. 

Was any Executive LTIP awarded to CornEd's executives in 2010? 

Based upon management's discretion, no Executive LTIP was awarded in 2010. 

Were any CornEd Executive LTIP costs included in the revenue requirement in this 

case? 

The only amounts reflected in CornEd's revenue requirement were accruals for amounts 

awarded in 2008 and 2009, adjusted to remove any amounts associated with net income 

and CornEd's voluntary exclusion of certain executive compensation. No amount for 

2010 awards was included. 
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Does Mr. Smith also recommend that CornEd's executive LTIP costs be adjusted 

upward to reflect a target level of achievement? 

No. Somewhat inconsistently, Mr. Smith does not address this matter in his testimony. 

However, it should be noted that in ICC Docket No. 10-0467, CornEd included a target 

level of Executive L TIP in its revenue requirement. 

Is Mr. Smith suggesting that AlP and LTIP costs be capped at 100% bnt not 

adjusted to target levels if CornEd does not achieve them? 

It appears so. In CUB's Data Request Response to CornEd - CUB 2.01, CUB states "the 

maximum amount of AlP allowed for ratemaking purposes should be capped at 100 

percent." Also, in response to CornEd - CUB 2.02, CUB states: "The maximum amount 

of incentive compensation allowed for ratemaking purposes should be capped at 100 

percent; regardless of performance, no amount above 100 percent of non-income based 

incentive compensation targets should be allowed." Finally, in CornEd - CUB 2.03, 

when asked if Executive LTIP levels should always be recovered in rates at a level of 

100% of target, CUB responded: "No, see the responses to CUB 2.01 and 2.02 for 

explanations." 

Are you suggestiug that CornEd should adjust its Executive LTIP costs to a target 

level each year? 

No. As I previously explained, over time, these costs, like CornEd's AlP costs, will 

naturally even out and no adjustment is necessary. I point this out only to show the one-

sided approach adopted by Mr. Smith to "normalize" downward but not upward. 
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Have any parties recommended changes to the amount of perquisites and awards 

that CornEd has included in its revenue reqnirement? 

Yes. AG/AARP witness Michael Brosch, CUB witness Ralph Smith, and ICC Staff 

witness Theresa Ebrey have all recommended that CornEd reduce the amount of 

perquisites and awards included in the revenue requirement. 

What adjustments are they recommendiug? 

Each party recommends that the same adjustments that were applied in the Commission's 

Final Order in ICC Docket No. 10-0467 be applied in this case. These adjustments 

include a four-year normalization of retention awards, a 50% reduction to performance 

based awards, and complete removal of other stock awards. 

What is your understanding of the basis for these adjustments? 

Ms. Ebrey argues that CornEd failed to provide evidence that could persuade the 

Commission to make a different determination in this case. Mr. Brosch claims that 

CornEd provided no evidence that shareholders do not benefit from these costs. He also 

argues that the 2010 test year amount of retention awards is abnormally high and should 

be normalized over a four-year period. In regards to retention awards, Mr. Smith argues 

that "[ w ]hile it may be reasonable to include some normal amount of expense for 

retaining key employees in mission critical positions, the 2010 amount is excessive in 

comparison to previous years." Smith Dir., CUB Ex. 2.0 (PUBLIC), 42:927-29. He 

provides little explanation for his performance awards reductions other than to state 

"[g]iven the nature of this program, I recommend 50/50 sharing of the cost of such 

'performance based' awards cost in the 2010 test year." Id at 43:955-57. Regarding 
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Other Stock Awards, Mr. Smith states: "These stock awards and other perquisites 

include amounts allocated from affiliates and are beyond amounts provided for in the 

annual incentive plans." Id at 40:894-96. 

How do you respond to the recommendations to normalize the 2010 amonnt of 

retention awards based on a fonr-year average? 

As I explained in my rebuttal of Mr. Smith's recommendation to reduce the 2010 AlP to 

100%, this adjustment is unnecessary. Each year may include a higher or lower amount 

of a particular cost, and as long as that amount is deemed prudent and reasonable by the 

Commission, the costs of these awards will tend to even out over time. 

If this adjnstment is accepted by the Commission, do you have any suggestions for 

incorporation into the formula rate template? 

Yes. App. 7 of CornEd Ex. 13.1 should be revised to include such normalization by 

removing the costs from operating expenses as is done in lines 1-20 (an additional line 

will have to be added in this section) and a calculation will have to be added below line 

65 to calculate the four-year average of the retention awards. Finally, an additional line 

will have to be added on CornEd Ex. 13.1, Sch. FR C-J (between lines 2 and 3) to add 

this amount to operating expenses. 

Please explain ComEd's performance based awards and how customers benefit 

from these awards. 

These awards are provided to employees for performing above expectations and 

providing excellent customer services. For example, awards are given for achieving 

certain meter reading goals (which result in improved customer service through more 

Page 30 of 46 



655 

656 

657 

658 

659 Q. 

660 A. 

661 

662 Q. 

663 A. 

664 

665 

666 

667 Q. 

668 

669 A. 

670 

671 

672 Q. 

673 

674 A. 

675 

Docket No. 11-0721 
CornEd Ex. 13.0 

accurate billing). Other examples include the Excellence in Customer Satisfaction Award 

and inclusion in the CornEd 101 Club, an award given to employees who go above and 

beyond what is typically expected to serve customers or improve the delivery service 

system. The awards range from gift cards of relatively nominal amounts to cash awards. 

Is it reasonable to limit recovery of these costs to 50%? 

I see no principled basis for such sharing, as customers ultimately benefit from a higher 

level of service. 

Please explain what the "other stock awards" represent. 

Other stock awards are typically off-cycle awards provided to certain executives as either 

a job offer's sign-on incentive or as a retention award. These types of awards keep 

CornEd competitive in attracting talented individuals. 

E. Charitable Contributions 

Have any parties recommended a reductiou to the amount of charitable 

contribntions included in CornEd's revenue requirement? 

Yes. ICC Staff witness Scott Tolsdorf recommended a reduction of charitable 

contributions for contributions that are made to (1) the University of Wisconsin and (2) 

organizations that he believes do not provide for the public welfare. 

What do you uuderstaud to be Mr. Tolsdorf's objectiou to iucluding the donation 

made to the University of Wisconsin? 

Mr. Tolsdorfnotes that CornEd contributed $116,000 to the University of Wisconsin but 

only $12,000 to the University of Illinois and states that "[rJatepayers should not be 
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funding an out-of-state university over an in-state university." Tolsdorf Dir., Staff Ex. 

6.0,3:49-50. 

How do you respond? 

Both universities are highly regarded institutions and provide exceptional educations for 

a regional base of students. The Public Utilities Act ("PUA") allows for the recovery of 

charitable contributions made for educational purposes but does not limit recovery to 

only Illinois institutions. Simply because a higher amount was donated to the University 

of Wisconsin than to the University of Illinois in a particular year does not make it 

unrecoverable. 

What is Mr. Tolsdorf's rationale as to why certain donations do not meet the 

charitable definition as defined by the PUA? 

Mr. Tolsdorf makes two separate adjustments regarding this issue, both on grounds that 

the organizations do not meet his limited view of "public welfare." In his view, this 

disqualifies any type of cultural organization or community and economic development 

organization. 

Why is Mr. Tolsdorf's definition of public welfare incorrect? 

Mr. Tolsdorf relies upon Webster's dictionary and a free on-line dictionary, usmg 

definitions of "public assistance," not public welfare. ld. at 4:82-5. 

Do you have an alternate definition? 

In his rebuttal testimony, CornEd Ex. 11.0, Dr. Hemphill has provided an alternative 

definition of public welfare. 

Page 32 of 46 



697 Q. 

698 

699 A. 

700 

701 

702 

703 Q. 

704 

705 A. 

706 

707 

708 

709 

710 

711 

712 

713 

714 

715 

716 

DocketNo. 1l-0721 
CornEd Ex. 13.0 

Can yon explain how the cultural organizations excluded by Mr. Tolsdorf provide a 

service to the public that could be described as public welfare? 

Yes. Unquestionably, furtherance of cultural endeavors (arts, music, literature) is an 

indispensable element of almost any reasonable definition of public welfare. CornEd Ex. 

13.5 provides a list of each of the cultural organizations and how each provides a benefit 

to the public. 

Do these donations support organizations that provide benefits to customers and the 

commnnity at large? 

Yes. Many of these organizations are highly dependent upon donations to continue 

operations and remain accessible to the general public. For example, the Lincoln Park 

Zoo does not charge admission, one of the few large zoos anywhere to offer free entry. 

Not only does this benefit the public at large, but it allows access to an institution that 

otherwise could be inaccessible to people with low income. Other examples of charitable 

donations which help keep them accessible to the public include the Chicago Botanic 

Gardens, the Museum of Science and Industry, the National Museum of Mexican Art, 

Chicago Children's Theatre, and the Illinois Holocaust Museum and Education Center. 

All of these cultural organizations, along with those not mentioned in my rebuttal 

testimony but included among the organizations that received charitable donations from 

CornEd, provide a valuable service to the community, a service that might otherwise not 

be available to the same extent. 
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What is the basis for Mr. Tolsdorf's suggested disallowance of charitable 

coutributions to organizations categorized as community and ecouomic development 

orgauizations? 

Again, Mr. Tolsdorf relies on his overly narrow definition of public welfare to support 

these disallowances. 

How do these organizations benefit the communities they serve? 

A list of these organizations and a description of the services they provide IS also 

included in CornEd Ex. 13.5 attached to my rebuttal testimony. 

Mr. Tolsdorf states that coutributions to such commuuity and economic 

development orgauizations have been disallowed iu prior Commission orders. Is his 

assessmeut completely accurate? 

No. Most of the donations to community and economic development organizations for 

which CornEd is seeking recovery have been deemed reasonable and prudent by the 

Commission in prior dockets. For example, in ICC Docket No. 07-0566, the 

Commission allowed 100% recovery of the donations made to such organizations, 

stating: "The Commission agrees with Staff witness Ostrander that the Company 

substantiated the contributions were for the public welfare and are, therefore, allowable 

under Section 9-227 of the Act." Commonwealth Edison Co., Docket No. 07-0566, 

(Final Order, Sept. 10, 2008) at 53 (emphasis added). Additionally, the Commission 

allowed recovery of all CornEd's donations to community and economic development, as 

well as the arts and cultural organizations in Docket No. 10-0467. 
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Yon mentioned that most of the donations to commnnity and economic development 

organizations for which ComEd is seeking recovery have heen deemed reasonable 

and prndent by the Commission in prior ComEd dockets. Can yon provide a list of 

snch organizations? 

Yes. Attached to my rebuttal testimony as CornEd Ex. 13.6 is a list of all the community 

and economic development organizations, as well as the cultural institutions, donations to 

which Mr. Tolsdorf recommends disallowing from the revenue requirement. This list 

specifically notes each organization to which CornEd made a charitable donation in either 

of the two prior rate case test years. Of the 106 donations that Mr. Tolsdorfrecommends 

disallowing, 79 had been allowed in at least one of CornEd's two prior rate cases. The 

remaining 27 are new donations for 2010, but the organizations are of the same nature as 

the 79 to which donations had been allowed. 

F. Advertising Expense 

Have any parties recommended a disallowance of CornEd's advertising expense? 

Yes. ICC Staff witness Scott Tolsdorf recommends a disallowance of $2.65 million of 

advertising expense that he considers promotional. Tolsdorf Dir., Staff Ex. 6.0, Sched. 

6.02. 

Do yon agree with Mr. Tolsdorf that the advertising is promotional? 

No. Each of the subject advertisements provides the reader with a message regarding 

either energy efficiency or directs the reader to www.ComEd.com for money saving 

ideas. While the advertisements are creatively designed to catch the reader's eye, they 

ultimately provide messages intended to promote more efficient use of energy. 

Page 35 of 46 



760 Q. 

761 

762 

763 A. 

764 

765 

766 

767 Q. 

768 A. 

769 

770 

771 

772 

773 

774 

775 Q. 

776 A. 

777 

778 

779 

780 

781 

Docket No. 11-0721 
CornEd Ex. 13.0 

Mr. Tolsdorf criticizes an advertisement in which he claims that the ComEd logo is 

"prominently displayed and is in a much larger font than the energy conservation 

message itself." [d. at 7:143-44. Does this disqualify it as energy efficiency related? 

No. Most of the advertisements display the CornEd logo in small font in the bottom right 

hand corner. As discussed before, the idea behind the large headline along with the 

smaller font used for the energy efficiency message, is to catch the reader's eye and draw 

him or her into the message. 

Does Mr. Tolsdorf raise any other issues in regards to advertising? 

After expressing his opinion that the advertisements in question are promotional in 

nature, Mr. Tolsdorf claims that CornEd is trying to "circumvent the Total Resource Cost 

test associated with energy efficiency and demand response programs established in 

accordance with Section 8-103 of the Act" and "[r]ecovery ofthese incremental advertising 

costs through base rates avoids the cap set forth under Rider EDA and could cause the energy 

efficiency programs to appear to be more cost effective than they actually are." Jd. at 7:154-

57 and 8: 173-76, respectively. 

Is this claim valid? 

No. Section 9-225 of the PUA allows for recovery of advertising that is related to safety, 

customer information and energy efficiency, and CornEd believes these costs are 

accordingly recoverable. But assuming these advertising expenses were included in 

Rider EDA calculations for Plan Year 2 (PY2) (June 2009-May 2010) the Total Resource 

Cost ("TRC") calculation for PY2 would not have been significantly affected. As shown 

in CornEd Ex. 13.07 attached to my rebuttal testimony, CornEd's PY2 could have 
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absorbed another $178 million in costs and still have passed the TRC test. Mr. Tolsdorfs 

claim that CornEd is trying to circumvent the TRC test is simply not true. 

C. Illinois Electric Distribution Tax Credit Amortization Period 

In his direct testimony, CUB witness Ralph Smith proposes that the period over 

which the IEDT Credit recognized by CornEd in 2010 be shortened from five years 

to three years. Do you agree with this adj ustment? 

I believe the amortization method used in the formula rate, five years, is appropriate and 

no revision is needed. It is consistent with other, one-time costs or credits that are or may 

be included in the formula rate. 

Mr. Smith states that this credit is not specifically identified under Sec. 16-

108(c)(4)(t), thus a five-year amortizatiou is not required. Is this accurate? 

Mr. Smith is correct in that Sec. 16-108(c)(4)(f) does not specifically state that a one-time 

recognition, for accounting purposes, of an !EDT credit related to credits yet to be 

received should be amortized over five years. But given that the credit is well in excess 

of $10 million and is a one-time unusual adjustment, I believe it meets the spirit of the 

legislation and should be amortized over five years. 

If the Commissiou agrees with Mr. Smith, will the three-year amortizatiou be 

reflected in CornEd's 2011 reconciliation? 

No. As I discussed in my direct testimony (CornEd Ex. 4.0, 17:348-54), because the 

!EDT credit (like the 2010 storm expense) was incurred in 2010, not 20lJ, the 

reconciliation will not reflect the amortization of the credit (or storm expense). 2011 
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actual costs will be reconciled to the weighted average of the revenue requirements in 

effect in 2011, making this issue moot. 

H. Uncollectible Expense 

Have any parties suggested alternative approaches to recovery of uncollectible 

accounts expeuses? 

Yes. ICC Staff witness Steven Knepler has proposed that all uncollectible costs be 

recovered through incremental uncollectible cost factors, which are described in Rider 

UF - Uncollectible Costs ("Rider UP"), rather th~n having a base portion of uncollectible 

costs recovered through the application of base distribution rates and supply related base 

uncollectible cost factors. As part of his proposal, no uncollectible costs should be 

included in the delivery services revenue requirement. 

Are you addressing the entirety of Mr. Knepler's proposal in your rebuttal 

testimony? 

No. I am only addressing the portion of Mr. Knepler's proposal that addresses the 

recovery of delivery service uncollectibles. Dr. Hemphill addresses the supply related 

aspect in his rebuttal testimony (CornEd Ex. 11.0). 

Why is Mr. Knepler making this proposal? 

Mr. Knepler points out in his direct testimony, "the recovery of actual uncollectible costs 

could be subject to two annual reconciliation proceedings" (Knepler Dir., Staff Ex. 2.0, 

5:93-4) and this could result in an under or over recovery of actual delivery service 

related uncollectible costs. 
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Do you agree with Mr. Knep1er that all uucollectible costs should be removed from 

the delivery service revenue requirement? 

CornEd does not object to Staff's proposal as it relates to delivery service uncollectible 

costs provided tbe Commission determines such a change is consistent with the rates 

approved in Docket No. 10-0467, but an additional adjustment involving the 2011 

reconciliation calculation is required. Additionally, as Dr. Hemphill testifies in CornEd 

Ex. 11.0, Mr. Knepler's proposal as it relates to supply uncollectibles should be 

addressed outside of this proceeding. 

Please explain the additional adjustment required to the reconciliation. 

The 2011 reconciliation calculation reconciles CornEd's actual 2011 incurred costs to the 

weighted average of the costs included in the two revenue requirements in effect in 2011. 

Both of the revenue requirements in effect in 2011 included an amount for delivery 

service uncollectible costs. The revenue requirement from ICC Docket No. 07-0566, in 

effect in 2011 from January through May included $14.4 million of uncollectible costs 

and the revenue requirement from ICC Docket No. 10-0467, in effect in 2011 from June 

through December, included $32.0 million. The weighted average, by month, of these 

amounts is $24.6 million. In order to provide an "apples to apples" reconciliation, if the 

base distribution uncollectible costs are $0 for 2011, the uncollectible costs in the 

weighted average of the revenue requirements in effect in 2011 must also be removed. 

Otherwise, the reconciliation will be out of sync. A reasonable way to accomplish this 

would be to revise footnote 1 on CornEd Ex. 4.1, Sch. FR A-4 to state that the calculation 

of the prior year forecast is performed on a workpaper. The workpaper's calculation 
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would calculate the prior year forecast in accordance with Section 16-108.5(d)(l) of the 

act and remove the uncollectible costs included in the prior year forecast amount. 

Do any other adjustments need to be made to the formula rate template to account 

for the StafFs proposal to include no uncollectible costs in the delivery service 

revenue requirement? 

Yes. The collar calculation (CornEd Ex. 4.1, Sch. FR A-3) also needs to be revised to 

reflect this change. In particular, delivery service revenue on Sch. FR A-3 will need to be 

adjusted to remove uncollectible accounts cost recovery in delivery service base rate 

revenues if uncollectible accounts costs are excluded from the revenue requirement. This 

could be accomplished by either adding a line to Sch. FR A-3 between lines 10 and II to 

remove uncollectible costs included in delivery service revenue or calculate delivery 

service revenue on a separate workpaper to account for this adjustment. 

Do you have any other comments regarding the proposed adjustment? 

Finally, I would note that the inclusion of a zero value for uncollectible costs should not 

be construed to imply that these costs are non-jurisdictional costs. Derivative impacts of 

uncollectible costs, for example ADIT impacts, should continue to be collected through 

the delivery services tariff. 

I. Other Adjustments to Operating Expenses 

Has CornEd made any changes to its operating expenses? 

Yes. CornEd has made several adjustments to its administrative and general (A&G) 

expenses and customer expenses. 

What are the adjustments to A&G expenses? 
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In discovery, CornEd noted that it will make the following adjustments to A&G 

expenses: 

1. Legal costs associated with IRS dispute 

2. Procurement Regulatory Costs 

3. Sporting Event Activities 

4. Rider EDA Legal Costs 

5. Remove R&D Expense 

Total A&G Reduction 

Please describe the rationale for the adjustments to A&G. 

($692,000) 

($91,000) 

($56,000) 

($24,000) 

($14,000) 

($877,000) 

The legal costs associated with the IRS dispute were related to generation and the 

Commission disallowed them in ICC Docket No. 10-0467. In that same docket, the 

Commission disallowed recovery of sporting activity expense. The regulatory 

procurement costs are recovered through Rider PE and should not have been included in 

the delivery service revenue requirement. The Rider EDA legal costs are recovered 

through Rider EDA and should have been excluded from the revenue requirement. There 

was also a corresponding credit in Account 923 that should also have been removed. The 

netting of these two adjustments resulted in a $24,000 reduction to the revenue 

requirement due to how the allocators are applied in the formula rate. Finally, the R&D 

expenses were found to be related to transmission and removed from the delivery service 

revenue requirement. 

What are the adjustments to customer expenses? 

CornEd has agreed to the following adjustments to its customer costs: 
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$866,000 

($580,000) 

$286,000 

CornEd agrees with Staff and AG/AARP that the interest on customer deposits should be 

included as an operating expense rather than an addition to rate base. CornEd removed 

the costs associated with its photovoltaic pilot in ICC Docket No.1 0-0467 and does not 

object to doing so in this docket. 

Miscellaneous Revenues 

A. Late Payment Fees 

Have any parties suggested a chauge to how CornEd has applied late payment fees 

as a reduction to its revenue requirement? 

Yes. AG/AARP witness Michael Brosch has suggested that 100% of CornEd's late 

payment charges could be allocated to the delivery service revenue requirement. 

Is a portion of the late payment fees allocated to transmission? 

Yes. CornEd allocated $2.6 million to transmission. The remaining $33.5 million was 

allocated to distribution. This is in conformance with the Commission's order in ICC 

Docket No. 10-0467. 

Why does Mr. Brosch suggest this adjustment? 

Mr. Brosch provides no justification as to why the correct ratemaking treatment of late 

payment charges is to assign them 100% to distribution if a portion has been assigned to 

transmission. His only rationale for the revision to the Commission accepted 
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methodology is to offset the possible increase in costs assigned to delivery services if the 

Commission were to agree with CornEd in regards to its general and intangible plant and 

property tax allocations. This is not a principled basis for making an adjustment as it 

lacks an independent justification. 

Are the late payment fees somehow related to general and intangible plant or 

property taxes? 

No. The Commission should view these as separate and distinct issues. 

Is Mr. Brosch's suggestion the same as his position regarding the allocation oflate 

payment charges in ICC Docket No. 10-0467? 

No. Allocation of late payment charges was an issue of significant debate during that 

docket. At no time, in neither testimony nor briefs, did Mr. Brosch suggest that somehow 

the allocation of late payment charges to transmission was inappropriate. Mr. Brosch's 

rebuttal testimony in that docket (AG/CUB Ex. 7.0, 33:734-53) states: 

Q. Have you reviewed and confirmed Mr. Fruehe' s claim that 
"CornEd' s 20 I 0 Transmission formula rate filing includes $2M 
of jurisdictional late payment charges applied to the transmission 
revenue requirelnent"? 

A. Yes. In Attachment 7 of the Company's FERC filing, the 
Transmission function is credited with $2,009,000 of Late Payment 
Revenues. The same $9,115,000 amount is attributed to the ICC 
jurisdiction, leaving a $13,987,000 amount in an "Other" column, 
again with the statement, "Non-jurisdictional late payment fees 
have not been characterized by function." From this information, I 
can confirm that CornEd has attributed $2,009,000 in Late 
Payment Charges to the FERC jurisdiction. 

Q. Have you revised the AG/CUB adjustment at Schedule C-14 to 
recognize the FERC revenue credited amount of Late Payment 
Fees? 
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A. Yes. At Line 2 in column D of Schedule C-14, I have revised the 
AG/CUB adjustment to treat the $2 million of FERC revenue 
credits of Late Payment Fees as non-jurisdictional[.] 

Q. Subject to this revision, do you continue to recommend that all 
Late Payment Fees on Electricity be recognized in setting rates in 
either the ICC Delivery service or in FERC Transmission rate 
cases? 

A. Yes. These revenues are collected from CornEd customers 
pursuant to tariffs and should be treated as jurisdictional revenues 
in determining the Company's net DST revenue requirement. 

B. Revenues from Plant Held for Fnture Use 

In its calculation of Other Revenues, does CornEd iuclude revenues it receives from 

the lease or rent of property held for future use? 

No. Because CornEd has not included Plant Held for Future use in its rate base, no 

revenues associated with such plant should be included in Other Revenues. 

Did you have auy chauges in regards to the revenues identified as lease or reut of 

property held for future use? 

Yes. Upon further review of these revenues, it was determined that some of the 

properties were actually in service in 2010 and included in CornEd's rate base and that 

rental revenue of $432,000 should have been included as delivery service jurisdictional. 

This revision is shown on CornEd Ex. 13.1, App. 10 and CornEd Ex. 13.4, WPC-23 Rev., 

p. 4, col. C, line 2. 

Other Issues 

A. Billing Determinants 

For the purpose of calculating base delivery service charges under the formula rate, 

what is CornEd's proposal for application of billing determinants? 
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CornEd has proposed to use its historical, weather normal billing determinants. This is in 

accordance with Section 16-108.5(c)(4)(h)ofthe Act. 

Have any parties recommended a change to the applicable billing determinants? 

Yes. AG/AARP witness David Effron recommends that the billing determinants be 

adjusted for 2011 growth in the number of customers. 

Why does Mr. Effron propose this adjustment? 

Mr. Effron states that this adjustment is consistent with CornEd's new business revenue 

credit which was applied in prior cases to recognize the growth in customers and kWh 

sales associated with the new business plant additions that are included in rate base. 

Is Mr. Effron proposing to include the change in 2011 customer growth and kWh 

sales? 

No. Mr. Effron appears to "cherry pick" the determinant that, as of October 2011, had 

increased over 2010 - customer count. He refers to the growth in kWh sales as 

"uncertain" as kWh sales had shown a decrease in 2011. Effron Dir., AG/AARP Ex. 2.0 

Rev., 16:370. 

Does Mr. Effron indicate that his adjustment for growth in customers be included in 

each future filing? 

Mr. Effron seems only to focus on the current filing and does not provide a 

recommendation for future filings. 

Is this adjustment necessary? 

Page 45 of 46 



986 A. 

987 

988 

989 

990 

991 

Docket No. 11-0721 
CornEd Ex. 13.0 

No. It is inconsistent with the Act, and also inconsistent with proper ratemaking 

practices. In prior cases, CornEd had filed based upon an historical test year, and certain 

forward-looking adjustments (related to operating costs and rate base) were made to 

recognize the fact that these rates would be in effect for a period of time longer than a 

year. This is not the case now, as rates (including both the revenue requirement and 

billing determinants) will be updated annually. 

992 VII. Conclusion 

993 Q. Does this couclude your rebuttal testimony? 

994 A. Yes, it does. 
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