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I. Introductiou and Purpose 

2 A. Identificatiou of Witness 

3 Q. What is your name and business address? 

4 A. My name is Scott A. Vogt, Commonwealth Edison Company ("CornEd"), Three Lincoln 

5 Centre, Oakbrook Terrace, Illinois 60181-4260. 

6 Q. Are you the same Scott A. Vogt who submitted direct testimony on behalf of 

7 CornEd? 

8 A. Yes. 

9 B. Purpose of Testimony 

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

11 A. The purpose of my rebuttal testimony is to respond to certain direct testimony of Illinois 

12 Commerce Commission Staff ("Staff') witnesses Rochelle Phipps and Sheena Kight-

13 Garlisch, Citizen's Utility Board ("CUB") witness Scott Hempling, and Illinois Industrial 

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

IS C. Identification of Exhibits 

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

17 A. There is one exhibit attached to and incorporated in my rebuttal testimony. CornEd 

18 Ex. 15.1 is CornEd's Response to Staff Data Request RMP 3.03. 

19 D. Summary of Conclusions 

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

21 A. In brief, I conclude as follows: 

Page 1 of 13 



Docket No. 11 -0721 
ComEd Ex. 15.0 

22 Staffs proposal to utilize an average capital structure in calculating rates, as set 

23 forth by Rochelle Phipps, is inappropriate and should be rejected. 

24 Staffs proposal to utilize an average cost of debt, as set forth by Ms. Phipps, is 

25 inappropriate and should be rejected. 

26 Staffs proposal to remove long-term debt and equity reflected in the AFUDC 

27 rate, as set forth by Ms. Phipps, is inappropriate and should be rejected. 

28 Staff s proposal to remove Commonwealth Edison of Indiana from the equity 

29 balance due to a perceived increase in cost of capital from a non-utility company, as set 

30 forth by Ms. Phipps, is unsupported by facts and should be rejected. 

31 Staffs proposal to use the cost of short-tern1 debt as presented in the Company's 

32 2010 10-K, as set forth by Ms. Phipps, is acceptable, 

33 Staffs proposal to adjust the cost of ComEd's credit facilities, as set forth by Ms. 

'34 Phipps, is. inappropriate and should be rejected. 

35 ComEd disagrees with Staffs approach to determining the reasonableness and 

36 prudence of capital structure as set forth by Sheena Kight-Garlisch, although as ComEd 

37 witness Dr. Hemphill testifies, ComEd is willing to work with Staff on this issue outside 

38 ofthis docketed proceeding. 

39 Similarly, CUB witness Scott Hempling's approach to determining the 

40 reasonableness and prudence of capital structure is inappropriate. 

41 Any analysis of an equity cap, as proposed by IIEC witness Michael Gorman, 

42 should be deferred and addressed in discussions outside of this proceeding, perhaps 

43 contemporaneously with the discussion with Staff regarding capital structure. ComEd is 

44 willing to work with IIEC on this issue. 
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What parties have proposed adjustments to CornEd's capital structure? 

Staff has suggested adjustments to CornEd's capital structure. In addition, Staff, CUB, 

and IIEC have raised additional issues for discussion that do not currently result in 

adjustments to ComEd's capital structure. 

A. Average Capital Structure 

What is Ms. Phipps' proposal with regard to capital structure? 

Ms. Phipps proposes using an average capital structure instead of a December 31, 2010 

capital structure. Ms. Phipps opines that average capital structures: (1) are not as easily 

manipUlated as capital structures measured on a single date, and (2) allow a more 

accurate measurement of a company's earned rate of return on common equity. Phipps 

Dir., Staff Ex. 7.0, 2:23-37. 

Is Ms. Phipps' recommendation appropriate? 

No. I believe ComEd has appropriately used a capital structure measured on 

December 31,2010 in accordance with Section l6-108.5(c)(2) which requires that the 

formula "[r Jeflect the utility's actual capital structure for the applicable calendar year, 

excluding goodwill, subject to a determination of prudence and reasonableness consistent 

with Commission practice and law." 220 ILCS 5/16-108.5(c)(2). 

Ms. Phipps claims that an average capital structure is not as "easily manipulated" 

as a capital structure measured on a single date. What is your response? 

Fundamentally, the drivers of ComEd's capital structure are too complex and important-

and subject to too many levels of internal review - for ComEd to attempt to "manipulate" 
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simply to achieve a marginally better outcome in a rate proceeding. CornEd's capital 

structure is affected by transactions related to retained earnings, dividends, equity 

infusions, debt issuances and debt maturities which will all be readily available and 

subject to prudence and reasonableness reviews by the Commission and other parties. 

Commission review would be effective to prevent any speculative attempt at 

manipulation, negating the need for the kind of mechanistic "protection" suggested by 

Ms. Phipps. Moreover, use of an average capital structure would not negate the 

company's ability to influence the result, if CornEd were inclined to do so. If CornEd 

were trying to manipulate the capital structure as suggested by Ms. Phipps, it would only. 

need to change the size of any particular transactio.n to achieve the desired end result. 

Ms. Phipps also claims that an average capital structure would produce a more 

accurate measurement of CornEd's earned return on equity for reconciliation 

purposes. Do you agree? 

No. Ms. Phipps' method is not more accurate than the method CornEd has used, it is 

simply a different approach to calculating the earned return on equity. I believe the 

method ComEd has chosen is more appropriate given the governing legislation. 

Why is CornEd's end-of-year capital structure more appropriate than Staff's 

average capital "structure? 

Section 16-108.5(c)(2) requires that the formula rate "[rJeflect the utility's actual capital 

structure for the applicable calendar year .... " An average capital structure does not 

reflect ComEd's actual capital structure as called for by the statute. In contrast, the 

December 31, 2010 capital structure used by CornEd does reflect CornEd's actual capital 
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structure. CornEd's method is also consistent with use of "final data based on its most 

recently filed FERC Form I" as required by Section 16-IOS.5(c)(6), because the FERC 

Form I contains year-end data. 

B. Debt and Eqnity in Capital Structure 

What is Ms. Phipps' proposal regarding debt in CornEd's capital structure? 

Ms. Phipps' proposes using an average daily balance of long-term debt with a 

corresponding cost of debt based on the number of days outstanding for each debt 

issuance. Phipps Dir., Staff Ex. 7.0, 3:44-4:66. 

Is Ms. Phipps' proposal regarding long-term debt appropriate? 

No. As I have explained above, by requiring use of actual capital structure and relevant 

ratemaking data that is based on the FERC Form I, the Public Utilities Act ("Act") 

clearly calls for use of end-of-year (and not average) data .. Consequently, use of an 

average cost of debt is not supported under the Act. Moreover, even if use of an average 

were permissible under the Act, the method of determining the average should be 

consistent when determining equity or debt. Ms. Phipps, however, violates this principle 

by mixing and matching averages: using a daily balance for long-term and short-term 

debt and a monthly balance for equity. The difference in methods will lead to differences 

in the cost of capital calculations. I will further point out that it is impossible to calculate 

a daily average for equity. 

Does Ms. Phipps propose any other adjustments to long-term debt or equity? 
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Yes. Ms. Phipps proposes removing $31,992,000 oflong-term debt and $27,656,000 of 

equity from the capital structure based on her assessment of average monthly amounts of 

debt and equity included in the AFUDC rate. Id. at 4:81-82. 

Do yon agree with Ms. Phipps' recommendation? 

No. Ms. Phipps is directly assigning components of debt and equity supposedly in an 

attempt to prevent "double counting." Id. at 4:79-82. There are two main problems with 

this recommendation. First, because of the fungible nature of fmancing, it is not 

appropriate to use direct assignment in determining capital structure. Thus, capital 

structure is determined using a well-established formula, not a transaction by transaction 

assignment. 

Second, the cost of capital recovered by CornEd is limited by its rate base, and the 

only way for an asset to be "double counted" would be to include it in rate base twice. 

Similarly, double counting in capital structure is not possible unless the debt instrument is 

actually included in ·capital structure twice. Contrary to Ms. Phipps' argument, it is 

impossible to have recovery of the debt and interest at issue twice given that the CWIP 

that accrues AFUDC is not in rate base at all, and the debt and equity supporting the 

CWIP that accrues AFUDC is only included in capital structure once. 

Additionally, if the Commission were to agree with Staff s proposal for direct 

assignment of capital structure to mitigate an ill-founded concern over "double counting," 

then it would need to do so for all financial instruments, not just the ones that Ms. Phipps 

has singled out. Thus, it would also be appropriate to remove an amount of long-term 

debt equal to the net pension asset given that the pension asset funding cost is derived 

from the average cost of debt. Thus, if the approximately $59,600,000 of debt and equity 
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included in both the capital structure calculation and the AFUDC rate are a cause for 

concern in terms of double counting, the $542,360,000 of net pension asset, shown on 

Freuhe Dir., ComEd Ex. 4.1, Sch. FR C-3, line 5, which for ratemaking purposes is 

assumed to be financed entirely with long term debt and is also included in the capital 

structure, is a much larger issue and should be subject to exclusion from the capital 

structure as well. 

Are you suggestiug the capital structure should be adjusted to remove an amount of 

long-term debt equivalent to the net pension asset from the long-term debt balance 

and the total capital balance? 

Not unless the adjustments proposed by Ms. Phipps are accepted by the Commission. No 

principled basis exists for treating the two differently. 

Does Ms. Phipps' suggested change to the capital structure to account for the CWIP 

accruing AFUDC result in any significant change to the revenue requirement? 

No. The resulting capital stmcture would make a de minimus change to the revenue 

requirement. Yet to achieve this de minimus adjustment, ComEd would have to add an 

additional calculation to the formula rate equation. In my opinion, this additional 

complexity is not warranted. 

Does Ms. Phipps propose other adjustments to capital structure? 

Yes, she also proposes to remove approximately $10 million dollars of equity equal to the 

amount of equity on the balance sheet of Commonwealth Edison of Indiana, which is a 

wholly-owned subsidiary of the company. Ms. Phipps claims this adjustment is "in 

accordance with Section 9-230 of the Act in order to remove any incremental increase in 
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cost of capital resulting from CornEd's affiliation with non-utility companies." Phipps 

Dir., Staff Ex. 7.0, 6:110-12. 

Do you agree with this adjustment? 

No. CornEd ofIndiana is a utility that provides transmission service to CornEd's service 

territory in northern Illinois. As CornEd explained to Staff in response to a data request 

from Ms. Phipps, from a "risk" perspective, CornEd's affiliation with CornEd ofIndiana 

cannot be said to incrementally increase CornEd's cost of capital. Ms. Phipps has not 

referenced that response (see CornEd's Response to Staff Data Request RMP 3.03, 

attached as CornEd Ex. 15.1) and further Ms. Phipps' testimony contains no attempt to 

explain how the affiliation between CornEd and CornEd ofIndiana may tend to increase 

CornEd's cost of capital. 

Moreover, CornEd's investment in CornEd of Indiana does not add to the equity 

percentage in CornEd's capital structure, and thus does not increase CornEd's cost of 

capital in that way. Staff appears to presume, based on a footnote in CornEd's FERC 

Form I, that CornEd's investment in ComEd Indiana is supported by 100% equity. No 

basis exists upon which that conclusion can be reached. ComEd' s investment in ComEd 

Indiana goes back decades, to a time when CornEd was a stand-alone vertically-

integrated electric utility. Although I cannot say for certain, it is much more likely that 

ComEd's investment in CornEd Indiana was supported 100% by first mortgage bonds 

than by 100% equity given the small amount of investment involved; ComEd would not 

normally issue equity or request an equity infusion to finance such a small amount. But 

more fundamentally, CornEd Indiana is like any other "capital investment" that CornEd 

makes, and it is not possible to say whether any particular investment is supported by any 
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specified portion of debt or equity - other than the percentage in ComEd's actual capital 

structure from time-to-time. In the absence of any ability to trace the relationship 

between any investment and the source of financing for that investment, the only 

reasonable position to take is that the investment is comprised of the proportions of debt 

and equity reflected in ComEd' s existing capital structure. As such, it cannot be said that 

ComEd's investment in ComEd of Indiana has any adverse effect on ComEd's overall 

cost of capital. 

c. Cost of Short-Term Debt 

Did Staff propose any adjustments to Short-term Debt? 

Yes, Ms. Phipps proposed changing the cost of short-term debt to the weighted average 

cost presented in the Conipany's 2010 10-K. Phipps Dir., Staff Ex. 7.0, 6:119-23. 

Do you agree with this proposal? 

This proposal seems to deviate from the method prescribed in Part 285, Subpart G for 

calculating short term debt cost. ComEd, however, will accept the adjustment and (with 

the Commission's approval) modiiY the formula prospectively to use the short-term debt 

cost as reported in the Exelon Corporation Form 10-K. 

Does Staff propose any other adjustments related to Short-term Debt? 

Yes. Staff proposes to adjust the arrangers' fees for the community and minority owned 

bank credit facilities to 34% of total arrangers fees (Phipps Dir., Staff Ex. 7.0,6:129-32), 

the proportion of the C?mEd facility to total Exelon facilities, based on a presumption 

that ComEd participates in an Exelon wide community and minority-owned bank credit 

facility. 
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No. Ms. Phipps incorrectly presumes that CornEd is a participant in an Exelon-wide 

community and minority-owned bank credit facility. CornEd, PECO, and Exelon 

Generation each have separate community and minority-owned bank credit facilities. 

While there is some overlap in the arranging and administering banks, only CornEd can 

draw on its facility, and CornEd gets no benefit from the PECO and Exelon Generation 

facilities. All of the costs resulting from CornEd's facility including the arrangers' fees 

are borne by CornEd, not any other affiliate. In the absence of a finding that the fees 

were unreasonable or imprudent (and they are not claimed to be), they should be fully 

recoverable on a jurisdictional basis in CornEd's rates. 

D. The Relationship between Capital Structure and Section 16-108.5 

Does Staff witness Kight-Garlisch discuss the prudence and reasonableness of 

CornEd's capital structure in light of Section 16-108.5? 

Yes, although she offers only a partial analysis of these issues. Notably, she does not 

recommend that CornEd's capital structure should be changed for purposes of this case. 

Instead, she asks that the Commission order CornEd to "work with Staff to explore more 

leveraged capital structures for future years and provide a report to the Commission with 

its 2013 formula rate filing." Kight-Garlisch Dir., Staff Ex. 12.0, 8: 139-41. 

Is it reasonable to conclude that CornEd's capital structure could result in a rate of 

returu that is "unreasonably high given the substautial decline iu operatiug risk to 

which CornEd is exposed under Section 16-108.5?" !d. at 7:130-31. 

No. Because Section 16-108.5 is so new, the relationship between ComEd's operating 

risk and formula ratemaking is still unclear. This is evidenced by the large number of 
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issues being litigated in this proceeding and the resulting risk that CornEd may recover 

less than in traditional Article IX rate cases. Indeed, it is possible that further analysis 

will show that the percent of equity currently in CornEd's capital structure is already 

much lower than the industry average. Nonetheless, we believe that CornEd's existing 

capital structure is prudent, reasonable and consistent with Commission practice and law. 

Is CornEd willing to work with Staff to address these issues iu the future? 

Yes. As Dr. Hemphill explains in his rebuttal testimony (CornEd Ex. 11.0), CornEd is 

committed to working with Staff outside ofthis proceeding to understand these concerns. 

What is Scott Hernpliug's proposal regarding capital structure? 

Mr. Hempling raises similar issues as those discussed by Ms. Kight-Garlisch, although in 

a far more abbreviated form. He states that the prudent and reasonable capital structure 

of a utility utilizing the formula rate should have a "lower-than-normal equity ratio" and 

he recommends that the Commission require the utility to 'JustifY any proposal to 

maintain the same capital structure given any reduction in risk associated with the new 

rate-setting regime." Hempling Dir., CUB Ex. 2.0, 33:730 and 33:735-36, respectively. 

What is the basis for Mr. Hernpling's position? 

His basis is two-fold. First, although he states he is "not a financial expert," (id at 

33:733) he believes that the formula rate reduces uncertainty and risk. Jd at 33:731. 

Second, he observes that the formula rate provides a fixed cost of equity. Jd. at 33 :731-

32. He then concludes that both of these items theoretically allow a utility to take on 

more debt without affecting its credit rating. Jd. at 33:732-33. 

Is Mr. Hernpling's position valid? 
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No, for the same reasons discussed in response to Ms. Kight-Garlisch's testimony. 

Should the Commissiou take any action based on Mr. Hempliug's proposal? 

No. Further discussion of this issue should be deferred and included in the discussions 

with Staff described above. 

E. Percent of Equity 

What is Michael Gorman's proposal regardiug capital structure? 

Mr. Gorman asks the Commission to "define limits on when a capital structure IS 

reasonable" by setting a cornmon equity ratio limit of 55%. Gorman Dir., IIEC Ex. 1.0, 

29:671-673,692. 

Does CornEd have a position on this equity cap proposal? 

Yes. CornEd believes that uo action should be taken on that issue in this proceeding 

because CornEd's proposed equity ratio does not approach 55%. CornEd believes that 

further discussion of this issue should be deferred and addressed outside this proceeding, 

perhaps contemporaneously with the discussions with Staff described above, and CornEd 

is committed to working with IIEC toward that goal. 

Mr. Gormau claims that CornEd's formula rate at FERC has a 55% cap ou equity. 

Does that suggest to you that a similar cap should be established for ICC 

ratemaking purposes? 

No, the statute states actual capital structure for the applicable calendar year, excluding 

goodwill, subject to a determination of prudence and reasonableness consistent with 

Commission practice and law. Imposing a fixed cap on equity may prevent ComEd from 

the most appropriate means of financing if conditions were to merit exceeding the cap. 
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