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Introdnction and Pnrpose 

A. Identification of Witness 

What is yonr name and bnsiness address? 
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My name is Scott A. Vogt, Commonwealth Edison Company ("CornEd"), Three Lincoln 

Centre, Oakbrook Terrace, Illinois 60181-4260. 

Are yon the same Scott A. Vogt who snbmitted direct and rebuttal testimony on 

behalf of Commonwealth Edison Company ("CornEd")? 

Yes. 

B. Purpose of Testimony 

What is the purpose of your surrebuttal testimony? 

The purpose of my surrebuttal testimony is to respond to certain rebuttal testimony of the 

following witnesses: Illinois Commerce Commission Staff ("Staff") witnesses Rochelle 

Phipps and Sheena Kight-Garlisch, and Illinois Industrial Energy Consumers ("IIEC") 

witness Michael Gorman. 

C. Identification of Exhibits 

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

There are four exhibits attached to and incorporated in my surrebuttal testimony: 

I. CornEd Exhibit 23.1 consists of CornEd's Responses to Staff Data Requests 

RMP 3.03, 9.01, 11.05, 11.06, and 11.07. 

2. CornEd Exhibit 23.2 provides a consolidating balance sheet for CornEd as of 

December 31,2010. 

3. CornEd Exhibit 23.3 consists of CornEd's Data Request Response to IIEC 2.01. 
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4. CornEd Exhibit 23.4 illustrates the Impact of Reconciliation Funding on Cost 

Recovery. 

D. Summary of Conclusions 

Please summarize the conclusions in your surrebuttal testimony. 

In brief, I conclude as follows: 

1. Staffs proposal to utilize an average capital structure, as set forth by Rochelle 

Phipps, remains inappropriate and should be rejected. 

2. Staffs proposal to remove CWIP accruing AFUDC from CornEd's capital 

structure, as set forth by Ms. Phipps, remains inappropriate and should be 

rejected. 

3. Staffs proposal to remove equity associated with CornEd of Indiana from 

CornEd's capital structure, as set forth by Ms. Phipps, remains inappropriate 

and should be rejected. 

4. Any analysis of an equity cap, as proposed by Michael Gorman on behalf of 

IIEC, should be deferred and addressed in discussions outside of this 

proceeding, contemporaneously with the discussion with Staff regarding the 

prudence and reasonableness of CornEd's capital structure. CornEd is willing 

to work with IIEC on this issue. 

5. CornEd disagrees with Staffs request, as set forth by Sheena Kight-Garlisch, 

to order CornEd to work with Staff on determining the reasonableness and 

prudence of CornEd's capital structure when CornEd is willing to do so 

voluntarily outside of this docketed proceeding. CornEd also disagrees with 

Ms. Kight-Garlisch's request that CornEd file a report on this topic. 
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Nonetheless, CornEd remains willing to work with Staff on this issue as set 

forth in my rebuttal testimony (CornEd Ex. 15.0) and the rebuttal testimony of 

CornEd witness Ross Hemphill (CornEd Ex. 11.0). 

6. Staffs proposal to adjust credit facility fees, as set forth by Ms. Phipps, 

remains inappropriate and should be rejected. 

7. Staffs proposal to use the AAA bond rate as a benchmark and the customer 

deposit rate as the interest rate for reconciliation amounts, as set forth by Ms. 

Phipps, is inappropriate and should be rejected. 

Capital Structure 

What parties have proposed adjustments to CornEd's capital structure? 

Staff has reiterated all of its suggested adjustments to CornEd's capital structure. In 

addition, Staff and IIEC have reaffirmed their positions on the additional issues for 

discussion that do not currently result in adjustments to CornEd's capital structure. 

A. Proposal to Use Average Capital Structure 

Is it still your position that use of an average capital structure is not use of an actual 

capital structure as called for by the Public Utilities Act (the "Act")? 

Yes. 

Staff witness Rochelle Phipps raises several arguments iu support of her proposal to 

use average capital structure, the first of which is that CornEd uses averages that 

are not from CornEd's FERC Form 1 in its own capital strncture calculations. How 

do you respond to this? 
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Ms. Phipps' statement is technically correct, but it ignores the fact that CornEd's use of 

averages is consistent with historical practice at the Illinois Commerce Commission 

("Commission" or "ICC"). The Act states that the formula should reflect "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). Moreover, the existing and currently effective ICC 

rules require the use of an average to calculate certain components underlying the capital 

structure and CornEd remains obligated to comply with those requirements. Specifically, 

the ICC has prescribed in Part 285.4020 that utilities who include a cash working capital 

component in rate base include a short-term debt ("STD") component within capital 

structure that is calculated using a monthly average of short-term debt excluding the 

amount of short-term debt included in the calculation of the CWIP accruing AFUDC rate. 

83 Ill. Admin. Code § 285.4020(d)(l). This is the average that CornEd uses in its capital 

structure calculation. Additionally, § 285.4000(b) states: "The balance of short-term 

components of the capital structure shall be calculated from 12 months of aver&ge 

monthly balances. Utilities may elect to base the long-term components of the capital 

structure on either average or end-ofperiod balances." 83 Ill.. Admin. Code § 

285.4000(b) (emphasis added). 

Do you agree with Ms. Phipps' statemeut that the logical extension of CornEd's 

argument regarding using actual figures would result in bank facility costs being 

removed from CornEd's capital structure because they are not in the FERC 

Form I? 
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No. Credit facility costs have been included in the capital structure calculations of at 

least the last two rate cases for CornEd, and are therefore also consistent with 

Commission practice. The addition of credit facility costs to the capital structure as a 

separate element is simply the way in which the Commission has provided for the 

recovery of those costs. Moreover, if the credit facility costs as a separate element were 

excluded from the capital structure as suggested by Ms. Phipps, the costs would simply 

be included in the determination of the cost of STD, similar to how amortization of issue 

costs, debt discounts, and premiums are included in the determination of the cost oflong-

term debt ("LTD"). 

Ms. Phipps reiterates her claim that an average capital structure would produce a 

more accurate measurement of CornEd's earned retnrn on equity for reconciliation 

pnrposes because the numerator and denominator will match, whereas under 

CornEd's proposal the denominator misstates the amount of common equity that 

CornEd has Invested over the period in question. Do you agree? 
. . 

No. I contend that both calculations are accurate calculations, but measure different 

things over the course of a year. Ms. Phipps' approach measures the earnings over the 

average equity balance while the CornEd method measures the earnings over the ending 

equity balance. The question of which is more appropriate is governed by the Act, which 

clearly contemplates using the balance for the applicable calendar year, not an average 

balance. Compare 220 ILCS § SIl6-108.S(c)(2) with former 220 ILCS SIl6-11I(e), 

which clearly measured an earned return utilizing a two year average equity balance. 
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Ms. Phipps continnes to argue that use of an average capital structure would 

minimize the effect of manipulation, even if it will not make it impossible, and that 

this is necessary because the safeguards in place (such as board review) are 

inadequate. How do you respond? 

Ms. Phipps is incorrect. First, CornEd has no intention of improperly manipulating its 

capital structure. Second, CornEd is required by the Public Utilities Act to acquire 

authority from the Commission for the issuance of new debt, to refinance debt, and to 

procure a credit facility. Thus, the Commission has the ability to limit the amount of debt 

issued by CornEd to prevent any manipulation. Moreover, any issuance of debt or equity, 

dividend declaration, or stock buy-back will be clearly denoted in each quarterly financial 

statement issued to the Federal Energy Regulatory Commission and the Securities and 

Exchange Commission. Thus, the transactions will be clearly documented and easily 

discernable for prudence and reasonableness review by Staff, the Commission, and other 

interested stakeholders. 

Do you agree with Ms. Phipps' characterization of $100 million transactions as 

insignificant? 

No. While $100 million represents only two percent of CornEd's total long-term debt 

that is currently outstanding, and slightly more than one percent of total capital deployed 

at CornEd (excluding goodwill), it still requires a significant amount of effort, a team of 

attorneys and investment bankers to issue the securities, and investors willing to put their 

own capital at risk to acquire the bonds being sold by the Company. 
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Ms. Phipps claims that, absent nse of an average capital strnctnre, Commission 

review will be ineffective because assessing the prudence and reasonableuess of the 

timing of debt and equity issuances would be problematic. Does this positiou have 

merit? 

No. As I stated previously, all stakeholders will be able to clearly ascertain the financial 

transactions undertaken by CornEd on a quarterly basis through our publicly filed and 

audited financial statements. 

Will the use of an average capital structure in this case increase or decrease costs to 

ratepayers? 

Use of an average capital structure will increase costs to ratepayers. 

B. Proposal to Remove CWIP Accruiug AFUDC from Capital Structure 

Do you still oppose Ms. Phipps' proposal to remove debt and equity amounts 

included in the AFUDC rate for CWIP from ComEd's capital structure? 

Yes. As stated previously, 83 Ill. Admin. Code § 285.4020(b)(4)(A) and (B) specifically 

prescribe the method for calculating the STD balance to be included in capital structure 

and how to adjust the STD balance for CWIP accruing AFUDC. The Administrative 

Code, however, does not make any reference to the need to exclude debt or equity 

amounts from the cost of debt or cost of capital calculations. 

Ms. Phipps reiterates her "double counting" argument and provides lengthy 

scenarios to illustrate her point. Are these illustrations persuasive? 

No. Ms. Phipps' examples are based on a fundamental misunderstanding of how the 

capital structure is applied. As an initial matter, capital structure is a ratio of debt and 
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equity that always equals 100%. Individual issuances of debt and equity are only 

included in the capital structure computation once. That ratio (i.e., capital structure), in 

turn, is separately applied to (i) rate base and (ii) CWIP accruing AFUDC. In other 

words, the capital structure is applied once to rate base and once to CWIP. Because the 

CWIP accruing AFUDC is not embedded within the rate base, there can be no double 

counting. 

Does CornEd use direct assignment for purposes of adjusting the balance of STD 

bnt not for LTD and common eqnity, as Ms. Pbipps snggests? 

Yes. Ms. Phipps fails to mention, however, that this is in accordance with the Part 

28504020 instructions for calculating STD in the event that a utility elects to seek 

recovery ofSTD costs. 83 Ill. Admin. Code § 28504020(b), (d)(I). 

In the event that the Commission accepts Ms. Phipps' adjustment to remove CWIP 

accrning AFUDC from rate base, she argnes that the Commission should not make 

a corresponding adjustment regarding the removal of pension asset fnnding costs as . 

you suggest. Does she provide any support for her position? 

No. She simply states that the Commission should not make this corresponding 

adjustment because it will increase the cost of capital and ultimately the revenue 

requirement. Phipps Reb., Staff Ex. 18.0, 19:290-304. 

Is this a valid reason to reject your corresponding adjustment? 

No. If the Commission is truly concerned about the potential for double counting debt 

and equity in the capital structure, the adjustment should be made regardless of whether 

the revenue requirement increases or decreases. In addition, § 28504000(b) states: 
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"Measurement. Components of the capital structure must be presented on a consistent 

basis with respect to the capital structure, measurement period, and method (i.e., net 

proceeds or internal rate of return method). If one or more adjustments for known and 

measurable changes affecting capital structure are made, all other known and measurable 

changes that would affect capital structure shall be made as well." 83 Ill. Admin. Code § 

285.4000(b). 

Is the fact that CornEd agreed to exclude the debt and equity financing CWIP 

accruing AFUDC from capital structure in Docket No. 10-0467 dispositive of the 

issue here? 

No. Although CornEd accepted Mr. McNally's calculation in 10-0467, CornEd believes 

that the calculation does not provide a significant enough change to the capital structure 

to warrant inclusion in the formula rate. 

C. Proposal to Remove Equity Associated with CornEd of 
Indiana from Capital Structure 

Do you still oppose Ms. Phip'ps' proposai to remove equity associated with CornEd 

ofIndiana from CornEd's capital structure? 

Yes. 

Ms. Phipps argues that CornEd of Indiana is an unregulated non-utility affiliate of 

CornEd. Is this accurate? 

No. As explained in CornEd's Data Request Responses to RMP 3.03, 9.01, 11.05, 11.06, 

and 11.07, attached hereto as CornEd Exhibit 23.1, CornEd of Indiana is a regulated 

utility providing transmission service that supports CornEd's Illinois distribution system, 
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and has done so since 1926. CornEd of Indiana has been included in CornEd's capital 

structure since CornEd's inception and there is no principled reason to remove it now. 

Ms. Phipps claims that a transfer of ownership of ComEd of Indiana would result 

in a reduction in total assets and shareholders' equity on ComEd's balauce sheet by 

the amount of the investment in ComEd ofIndiana. Is this accurate? 

No. As CornEd's Data Request Response to RMP 11.07 states, there are various ways to 

execute a sale or divestiture of an asset. Ms. Phipps' statement would only be correct if 

CornEd chose to sell CornEd of Indiana for a return of capital; however, her statement 

would not be correct if CornEd sold the assets for cash. If CornEd sold CornEd of 

Indiana for cash at book value, CornEd would debit cash, credit investment in subsidiary, 

debit undistributed subsidiary earnings, and credit retained earnings. These transactions 

would have no effect on CornEd's equity balance. Importantly, the method chosen to 

dispose or sell the CornEd of Indiana assets has no bearing on how CornEd actually 

financed the investment in CornEd of Indiana .. For example, when an individual sells a 

house and a buyer pays cash for the house, it does not mean that the seller financed the 

house with 100% equity or that the buyer financed the house with only cash. There is no 

way to infer from the sale or disposal of assets how the acquisition of the original asset 

was financed by the owner. 

Does ComEd's investment in Com Ed ofIndiana result in a higher equity balance? 

The balance of equity may be higher, but it is not disproportionately higher in relation to 

CornEd's capital structure. Stated another way, Ms. Phipps' assertion that CornEd of 

Indiana is financed with 100% equity is factually incorrect. CornEd finances all assets 
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with a mixture of debt and equity. There is no basis to assume that CornEd financed the 

investment in CornEd of Indiana with 100% equity as that investment is no different than 

any other asset or liability on CornEd's balance sheet. It is simply impossible to tie 

specific financing actions to any single investment decision as the capital structure for the 

company is managed in whole, not in part. ComEd Exhibit 23.2 provides a consolidating 

balance sheet for CornEd as of December 31, 2010. Column C illustrates that ComEd 

has almost $3.2 billion of net assets excluding the assets recovered through delivery 

service rates and goodwill. These assets are financed by $3.2 billion of debt and equity. 

CornEd of Indiana would be included in column Cline 3 of the schedule and represents 

approximately 0.03% of the "Other" net assets. Lines 16 and 17 illustrate that the 

"Other" net assets are financed with a mix of debt and equity relatively consistent to the 

mix of debt and equity financing the Distribution portion of the Company. There is no 

basis to conclude that CornEd ofIndiana would be financed differently than this group as 

a whole. Thus, if the Commission agrees with Ms. Phipps' proposal to remove CornEd 

ofIndiana from CornEd's capital structure, it should do so not at 100% equity, but at the 

proportional amounts of debt and equity that are reflected in CornEd's overall capital 

structure (excluding goodwill). 

Could CornEd ofIndiana conceivably have a greater effect in future proceedings, as 

Ms. Phipps suggests? 

It is conceivable but not probable. Although CornEd of Indiana could require future 

investment, ComEd's overall investment will also be increasing, thus the proportions of 

debt and equity in ComEd of Indiana are likely to be reflective of ComEd's overall 

capital structure at the time in question. 
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Do you still oppose Michael Gorman's proposal to establish a common equity ratio 

cap of55%? 

Yes. Any analysis of an equity cap, as proposed by Michael Gorman, should be deferred 

and addressed in discussions outside of this proceeding, contemporaneously with the 

discussion with Staff regarding capital structure. CornEd is willing to work with nEC on 

this issue. 

Are the mechanics of Mr. Gorman's proposal clear? 

No. Mr. Gorman's direct and rebuttal testimony seem to request a hard cap of 55% 

common equity that could only be changed by "a subsequent Commission proceeding ... 

to determine a more appropriate cap." Gorman Dir., nEC Ex. 1.0, 30:692; Gorman Reb., 

nEC Ex. 2.0, 13:294-95. Although his testimony is unclear whether this subsequent 

proceeding would be a proceeding dedicated to this issue, any future formula rate case 

filing, or something else, his data request response indicates that it could be addressed in 

any fonnuia rate filing. 'See ComEd's Data Request Response to nEC 2.0'1, attached 

hereto as Com Ed Exhibit 23.3. 

Has Mr. Gorman accurately characterized Staff and CornEd's position regarding a 

"subsequent proceeding" to address this issue? 

No. Neither Staff nor CornEd have suggested a subsequent proceeding to address this 

issue specifically. Rather, Staff and CornEd have suggested informal meetings where this 

issue, among others, would be explored, and Staff has requested that the results of those 

meetings be addressed in CornEd's 2013 formula rate filing. Kight-Garlisch Dir., Staff 
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Ex. 12.0, 8:139-41; Kight-Garlisch Reb., Staff Ex. 23.0, 2:37-41; Hemphill Reb., CornEd 

Ex. 11.0, 15:308-310; VogtReb., CornEd Ex. 15.0, 11:228-29. 

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

Does Sheena Kight-Garlisch continue to discuss the prudence and reasonableness of 

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

Yes, although she still does not recommend that CornEd's capital structure be changed 

for purposes of this case. Kight-Garlisch Reb., Staff Ex. 23.0, 2:31-34. 

Does Staff accept CornEd's proposal to work with Staff to address these issues in the 

future? 

No. Ms. Kight-Garlisch rejects CornEd's offer to work with Staff and instead asks that 

the Commission "order [CornEd] to work with Staff and to submit a report to the 

Commission with its 2013 formula rate filing." Kight-Garlisch Reb., Staff Ex. 23.0, 

2:38-40. 

Is Ms. Kight-Garlisch's request necessary and appropriate? 

No. Such an order is not necessary when CornEd is clearly willing to work with Staff 

voluntarily and has committed to do so on the record in this proceeding, as evidenced in 

my rebuttal testimony (CornEd Ex. 15.0) and the rebuttal testimony of Dr. Ross Hemphill 

(CornEd Ex. 11.0). In addition, the presumption of relevance that would accompany the 

filing of such a report is not appropriate here, where it is disputed whether the issues that 

will be addressed will in fact be relevant to future determinations of CornEd's capital 

structure. 
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How do you respond to her argument that it is already clear that Section 16-108.5 of 

the Act has reduced CornEd's risk? 

Ms. Kight-Garlish relies on a Moody's announcement of a possible upgrade of CornEd's 

credit rating. Kight-Garlisch Reb., Staff Ex. 23.0, 2:21-22; Moody's Investor Service, 

"Announcement: Moody's reviews Commonwealth Edison's ratings for possible 

upgrade," January 27, 2012. In doing so she is presuming that Moody's will actually 

upgrade ComEd, but Moody's has only indicated that they are reviewing ComEd for a 

possible upgrade. She also fails to note that Moody's currently rates ComEd's senior 

unsecured debt as Baa3 which is one notch below the S&P and Fitch ratings of BBB for 

the same type of debt, meaning that Moody's views ComEd as a riskier investment than 

S&P and Fitch do, and more risky than most regulated utilities. 

Adjustment to Credit Facility Fees 

Do you still oppose Ms. Phipps' proposal to lower the credit facility fees? 

Yes. 

Ms. Phipps argues that Com Ed did not separately negotiate the credit facility fees, 

thus her adjustment is related to allocation and is appropriate even though it is not 

related to prudence or reasonableness. Does this argument have merit? 

No. The credit facility fees are separately negotiated with the banks in the facility on 

behalf of ComEd, PECO, and Exelon Generation ("ExGen"), are invoiced specifically to 

the relevant entities, and are thus properly directly charged to those entities. ComEd 

provided documents evidencing these facts to Ms. Phipps in discovery. See i.e. Phipps 

Reb., Staff Ex. 18.0, Attachment B, comprised of excerpts from ComEd's response to 

RMP 1.06, specifically CFRC 0002189-96, which are communications between ComEd 
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and the banks at issue that clearly set forth CornEd's fees. Despite this clear evidence, 

Ms. Phipps rejects this direct assignment and instead adds the fees paid to three banks for 

the three facilities (CornEd, PECO, and ExGen), and then assigns CornEd one-third of the 

total. Phipps Reb., Staff Ex. 18.0,23:370-24:381. The problem with this is that these are 

separate facilities with separately negotiated and incurred fees, and the amounts CornEd 

was charged (versus those charged to affiliates) were clearly specified in the agreements 

between CornEd and the banks. The costs at issue were therefore properly directly 

charged to CornEd and should not be allocated through an alternative methodology. 

Adjustment to Interest Rate for Reconciliation Amounts 

Ms. Phipps recommends using a AAA bond rate as a benchmark for the 

appropriate interest rate for reconciliation amounts. Is this appropriate? 

No. CornEd is not a AAA rated company, and thus it is highly unlikely that it could 

obtain financing at a AAA bond rate. There are actually only four AAA rated companies 

in existence today: ADP, Johnson & Johnson, ExxonMobil, and Microsoft. As part of 

the process of meeting with Staff regarding other capital structure issues, CornEd will 

take steps to determine if it can in fact issue AAA bonds. However, in the absence of 

evidence that this is a valid option, and indeed in light of evidence to the contrary, this is 

not an appropriate benchmark for determining the interest rate for reconciliation amounts. 

Stated another way, it would be inappropriate to pretend for the next ten years that 

CornEd can issue debt at the AAA bond rate without any evidentiary support. 

Is Ms. Phipps' proposal to nse the customer deposit interest rate of 0% 

appropriate? 

Page 15 of 17 



330 A. 

331 

332 

333 

334 

335 Q. 

336 

337 A. 

338 

339 

340 

341 

342 

343 

344 

345 Q. 

346 

347 A. 

348 

349 

350 

Docket No. 11-0721 
CornEd Ex. 23.0 

No. The basis for her proposal to use the customer deposit rate is the fact that it is close 

to the AAA bond rate. As discussed above, use of the AAA bond rate is inappropriate at 

this time, and thus use of the customer deposit interest rate is likewise inappropriate. 

CornEd should be allowed to collect the costs associated with financing the reconciliation 

asset. 

If CornEd were to separately finance the reconciliation amount, should that amouut 

then be included in ComEd's capital structure? 

No. CornEd Exhibit 23.4 illustrates that if CornEd were to issue $100 million of bonds 

with an annual interest rate of 2% costing $2 million per year (0.02 X $100 million) and 

include that debt in its capital structure and cost of debt calculations, the Company's 

overall return on rate base would decline by approximately $2 million instead of increase 

by $2 million as expected. This example shows that in order to fully recover the 

financing costs, ComEd would need to either apply the weighted average cost of capital 

as proposed by CornEd or carve the debt out of the capital structure to prevent an almost 

equal degradation in the return on rate base. 

Ms. Phipps argues that reconciliatiou amounts are not subject to the same risks as 

rate base assets. Is she correct? 

No. The reconciliation amount will be recorded as an asset on CornEd's balance sheet. 

In essence it represents a loan to customers for services already provided. There is no 

guarantee that CornEd will collect every dollar of the reconciliation amount. The amount 

will be incorporated into a Commission approved rate and charged to customers and is 
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ultimately subject to the same risks as CornEd's other assets, including varying amounts 

of customer consumption, changes in economics, weather, and customer behavior. 

Does this conclnde your snrrebnttal testimony? 

Yes. 
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