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I. INTRODUCTION 

Please state your name and business address. 

Docket No. 11-0721 
CUB Ex3.0 

Ralph C. Smith, 15728 Farmington Road, Livonia, Michigan 48154. 

Are you the same Ralph C. Smith who provided direct testimony on behalf of 

the Citizens Utilities Board ("CUB") in this proceeding? 

Yes. 

What is the purpose of your rebuttal testimony? 

I respond to some of the positions put forth in the rebuttal testimony of the 

Commonwealth Edison Company ("CornEd" or "Company"). 

Does the fact that you may not respond on a particular issue in your rebuttal 

indicate that you agree with ComEd? 

No, not at all. The lack of a response to CornEd's rebuttal on a particular area 

should not be construed to mean agreement with CornEd's position. 

Have you attached to your rebuttal testimony any Exhibits? 

Yes. Attached to my rebuttal testimony is CUB Exhibit 3.1, which contains 

selected responses to discovery that are discussed in my testimony. 

How is the remainder of your rebuttal testimony organized? 
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My testimony presents rebuttal to CornEd on particular issues, each of which has 

its own heading. 

II. REBUTTAL TO COMPANY 

Adjust Cash Working Capital for Operating Expense-Lead/Lag Study to 
conform with the Commission's Order in Docket No 10-0467 for 
Revenue-Based Taxes and Intercompany Payment Lag 

In your direct testimony, you addressed the Commission's decision that 

ComEd adjust its allowance for cash working capital. What were the 

adjustments required? 

The Commission required the following adjustments for CornEd's allowance for 

cash working capital in its last rate case, Docket No. 10-0467: 

1) Energy Assistance ChargeslRenewable Energy pass-through tax 

("EACIRECn): use 0 revenue lag days and 35.21 expense lead days as 

opposed to CornEd's proposed 42.11 revenue lag days and 26.11 expense 

lead days; 

2) Gross Receipts/Municipal Utility pass-through tax (nGRT/MUTn): use 0 

revenue lag days and 44.21 expense lead days as opposed to CornEd's 

proposed 42.11 revenue lag days and 26.11 expense lead days; and 

3) Intercompany expenses: use 45.35 expense lead days as opposed to 

CornEd's proposed 30.35 expense lead days. 

Page 2 of 51 



45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

Q. 

A .. 

Docket No. 11-0721 
CUB Ex3.0 

CornEd continues to oppose making these adjustments,l and as a result, CornEd 

fails to reflect the Commission's ordered adjustments for EACIREC revenue lag 

days and expense lead days, GRTIMUT revenue lag days, and expense lead days 

for intercompany expenses in its formula rate filing. For example, the 

Commission previously determined that there is a net period of time in which 

CornEd has, or should have, the use of money collected from rate payers for 

EAC/REC and GRT/MUT. CornEd's Formula Rate Plan filing does not conform 

with the treatment found to be appropriate for these items in Docket No.1 0-0467. 

CornEd also did not reflect the Commission ordered adjustments for 

Intercompany expenses. Adjustments must therefore be made to CornEd's 

proposed cash working capital to correct for these differences, as recommended in 

my direct testimony. Other witnesses, including Staff witness Kahle, AG/AARP 

witness Brosch and IIEC witness Gorman have made similar recommendations. 

Has CornEd acknowledged that the use of 51.25 lag days is not consistent 

with the Order in Docket No. 10-0467? 

Yes. CornEd's own witness agreed that this was NOT consistent with the final 

order (Ex. 16.0 at 14). He also agrees that according to the state statutes and the 

municipal ordinances the EAC/REC amounts are due by the 20th of the month 

following the month in which the charges are collected and the GRT/MUT 

1 See, e.g., CornEd Ex. 16.0. 
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amounts are due on the last day of the month following the month during which 

the tax is collected or is required to be collected.2 

Why should the approach you used for the EACIREC lag continue to be used 

for CornEd's Formula Rate Plan? 

The approach to the EACIREC lag consistent with the Commission's 

determination in Docket No.1 0-0467 and should continue to be used because it 

properly coordinates the Cash Working Capital impact with the collection and 

payment due dates. The Commission's Order in Docket No.1 0-0467, at page 48 

stated that for the EAC/REC tax, the utility shall remit all moneys received as 

payment to the Illinois Department of Revenue by the 20th day of the month 

following the month of collection. The Commission concluded that the CWC 

calculation should reflect zero revenue lag days and 35.21 expense lead days for 

EACIREC pass-through taxes. It is reasonable to use the same zero revenue lag 

and expense lead days consistent with these Commission findings. 

Is the approach you used for the Gross Receipts/Municipal Utility pass 

through tax is lag also consistent with the Commission's determination in 

Docket No. 10-0467? 

Yes. The Commission's Order in Docket No. 10-0467, at page 48 stated that 

under the GRTIMUT tax, this ordinance requires CornEd to file a monthly tax 

return to accompany the remittance of such taxes, due by the last day of the month 

2 See, e.g., CornEd Ex. 16.0 at page 14. 
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following the month during which such tax is collected. The Commission 

concluded that the CWC calculation for GRT/MUT pass-through taxes should 

reflect zero revenue lag days. The approach I reflected for these pass-through 

taxes is both reasonable and is consistent with the Commission's Order in Docket 

No. 10-0467, but CornEd's approach is not. 

Do the adjustments to cash working capital that you have described above 

adequately address all ofthe concerns about CornEd's proposed calculatiou 

of cash working capital for the Formula Rate Plan? 

No. There are a number of additional concerns regarding CornEd's proposed 

calculation of cash working capital for the Formula Rate Plan, which I addressed 

in my Direct Testimony. I respond to CornEd's rebuttal and address two of these 

areas below. 

Other Cash Working Capital Adjustments 

What other concerns exist about CornEd's proposed Cash Working Capital 

request? 

A number of other concerns exist with respect to CornEd's proposed Cash 

Working Capital allowance, including the following items which were identified 

in my Direct Testimony: 

1) The revenue collection lag is excessive (too long) and has apparently 

resulted from the arbitrary calculation method employed by CornEd which 
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fails to account for and fully remove amounts carried in Accounts 

Receivable that become uncollectible. 

2) CornEd's calculation applied the same lag for Base Payroll and 

Withholdings to the test year incentive pay,3 which understates the 

payment lag. The incentive pay is earned throughout the year but is paid 

out by mid-February of the following year for annual incentive 

compensation, and the current year's portion of long-term incentive 

compensation is paid by a date in February of the following year.4 

Consequently, the payment lag for incentive compensation should be 

approximately 227.5 days for incentive compensation: 

Description Days 
Number of days in year 365.00 
Mid-point 182.50 
Days through mid-February offollowing year 45.00 
Estimated lead that applies to accrued incentive 
compensation 227.50 

Thus, using a revised lead time of approximately 227.5 days for the 

incentive compensation expense would be one way to correct for this. 

Rather than applying such a lag in the lead-lag study, I address this item 

below, in conjunction with CUB Adjustment B-9, by using the average 

2010 test year jurisdictional balance sheet amount for accrued incentive 

compensation for this source of non-investor supplied capital that offsets 

rate base, net of the related ADIT. 

3 See, e.g., CornEd's responses to AG 6.06(a) and (f) Corrected. 

4 See, e.g., CornEd's response to AG 5.04. 
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3) CornEd's calculation included a net Cash Working Capital requirement 

amount for pension and OPEB costs. According to CornEd's response to 

Data Request AG 1.27: 

Since these amounts are already included in rate base or 
earning a return ... zero lag days are used. No separate 
measurement of the cash flows was done and no other 
analyses, workpapers, projections or correspondence exist 
supportive of the zero lead days. 

CornEd thus, applied a zero expense lead for this, but effectively also 

applied its proposed revenue lag of 51.25 days, creating a working capital 

requirement of approximately $15.836 million which should be removed: 

Description ($OOOs) 
Accrued Pension and OPEB Expense: $ 112,785.00 
Effective CWC Factor 0.140411 

Cash Working Capital Requested by CornEd for 
Accrued Pensions and OPEB $ 15,836.00 

CornEd Proposed: 
Expense Lag, in Days 51.25 
Revenue Lag, in Days 0 
Net Lag 51.25 
Effective CWC Factor (Net Lag 1365 days) 0.140411 

4) CornEd has applied its expense lead days applicable to "Other O&M 

expense" of the CWC calculation to an Accounts Payable balance 

associated with CWlP at line 26. Both Accounts Payable and CWlP are 

balance sheet accounts. It does not make sense to apply an expense lead 

to a balance sheet account, Accounts Payable, as CornEd has done. 

CornEd has quantified an Accounts Payable balance believed to be 

associated with the non-investor provided funding of CWlP that is 

included in rate base. I recommend that this Accounts Payable balance 
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related to CWIP be directly included in the CWC calculation since it is the 

best indicator of how much of the Company's CWIP balance has not been 

funded in cash, but rather is being funded by CornEd's vendors. The 

Accounts Payable balance associated with CWIP should be deducted 

directly in the determination of the Cash Working Capital requirement 

because that represents the amount of non-investor supplied funds that are 

associated with CWIP. 

Has CornEd corrected for these concerns in its rebuttal filing? 

Not sufficiently. On page 32 of CornEd Ex. 16.0, Mr. Hengtgen presents a revised 

calculation of Cash Working Capital that shows that now CornEd is claiming 

$39.805 million, which is a reduction of$9.126 million from the amount CornEd 

had originally claimed in CornEd Ex. 8.1 TB. It is clear that Mr. Hengtgen has not 

adequately adjusted for at least these two significant aspects: (1) the excessive 

revenue collection lag and (2) he also has not reflected a balance sheet-based 

amount for Accounts Payable related to CWIP. Both of these are significant 

issues. My rebuttal responds only to these two areas. Lack of discussion on other 

details of CornEd's revised Cash Working Capital calculation should not be 

construed as agreement with CornEd. 

Revenue Collection Lag 

Is the difference in the proposed revenue lag still at issue? 
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Yes, it is. To support its proposed collection lag of 32.34 days, CornEd cites the 

collection lags that were used by other Illinois utilities.5 However, those should 

not be used as a frame of reference because they could suffer from the same 

deficiencies that CornEd's collection lag does, i.e., of overestimating the 

collection lag by failing to remove the impact of uncollectible accounts. CornEd 

has not demonstrated that the collection lags of those other utilities were subjected 

to a similar level of challenge, analysis and regulatory scrutiny. 

Has additional information become available in response to rebuttal 

discovery that reflects a recalculation of the revenue lag to correct for the 

distortive impact of uncollectibles? 

Yes. CornEd's response to AG 10.13 provided Mr. Hengtgen's calculation of the 

revenue collection lag assuming retention of CornEd's aging midpoint and grace 

period assumptions, but adjusting for the uncollectible factors in the form of 

CornEd Ex. 16.2. Those results show a more reasonable collection lag of27.17 

days and a revised total revenue lag of 46.08 days. The difference between the 

27.17 day collection lag shown in the response to AG data request 10.13 and 

CornEd's proposed collection lag of 32.34 days is a reduction in the collection lag 

of 5.17 days. The use of those results would be one way of addressing the 

concerns with CornEd's excessive collection lag in the current case. 

5 See, e.g., CornEd Ex. 16.0 at lines 185-191. 
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Have you presented another way of adjusting CornEd's proposed revenue lag 

to address the excessive collection lag related to uncollectibles? 

Yes, another way was described in my Direct Testimony. CornEd proposed a 

revenue lag of 51.25 days, including a collection lag of 32.34 days that appears to 

be excessively long due to uncollectibles. The excessive collection lag has 

resulted from CornEd's failure to fully remove uncollectibles from the Accounts 

Receivable balances in computing the revenue collection lag. CornEd collects 

cash only from customers who pay their bills. No cash is collected from 

customers who do not pay their bills. Thus, the revenue collection lag should be 

computed only on the collectible portion of Accounts Receivable that becomes 

actual cash payments. On its balance sheet, Accounts Receivable is a current 

asset; however, that account has an offset, or contra account, which is the 

Accumulated Provision for Uncollectible Accounts Receivable. CornEd failed to 

deduct that Accumulated Provision for Uncollectible Accounts from its Accounts 

Receivable in its calculation of the revenue collection lag. That failure 

significantly overstates the collection lag. This can be corrected by adjusting the 

collection lag to exclude uncollectible balances. As explained in my direct 

testimony, the distribution service revenue collection lag (and revenue lag) should 

be reduced by approximately 4.5 days to fully remove the impact of Uncollectible 

accounts that CornEd carried in its Accounts Receivable balance. The 

Commission should adopt an adjustment for the CornEd collection lag in the 

current proceeding because it is necessary to properly compute the amount of cash 

working capital. The principle involved, as noted above, is simple: CornEd 
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collects cash only from customers who pay their bills. No cash is collected from 

customers who do not pay their bills. Thus, the revenue collection lag should be 

computed only on the portion of Accounts Receivable that becomes actual cash 

payments. As explained in my Direct testimony, CornEd computed its collection 

lag using Accounts Receivable that did not have the related Accumulated 

Provision for Uncollectible Accounts fully removed. As a result, CornEd's 

collection lag is significantly overstated. A reduction of approximately 4.5 days 

is necessary. Alternatively, the use of the 27.17 day collection lag, and the 46.08 

total revenue lag shown in CornEd's response to AG 10.13 would be another way 

of correcting for the excessive collection lag due to uncollectibles in the current 

case. 

Accounts Payable related to CWIP 

Another significant area of contention in the Cash Working Capital 

calculation is the amount to be reflected for Accounts Payable related to 

CWIP. CornEd Ex. 16.0 addresses this at lines 576-609. Mr. Hengtgen 

recommends a reduction of only $235,000 by applying an expense lag to 

Accounts Payable, which is a balance sheet account. Is that appropriate? 

No. Accounts Payable is a balance sheet account. As described in my Direct 

Testimony and the Direct Testimony of AG/AARP witness Brosch, applying an 

expense account lag to a balance sheet account, as Mr. Hengtgen proposes, does 

not make sense. In my direct testimony, the amount of jurisdictional Accounts 

Payable related to CWIP at December 31, 2010 shown by CornEd was used as the 

offset. In response to rebuttal discovery, additional information has become 
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available for monthly 2010 balances, and should be considered. Because the 

Accounts Payable balances related to CWIP fluctuate from month to month, using 

an average 2010 balance may better reflect this source of funds than using a year-

end amount. 

Please discuss that additional information. 

In response to AG data request 10.17,6 CornEd provided the monthly amounts of 

Accounts Payable related to CornEd's Distribution CWIP amounts that were not 

accruing Allowance for Funds Used During Construction ("AFUDC)). At any 

given point in time, CornEd has Accounts Payable that relate to its CWIP 

balances. Thus, CornEd's CWIP balances are financed in part by investors and in 

part by non-investor sources of capital, such as the Accounts Payable. This 

source of non-investor supplied capital should be reflected in the determination of 

rate base. For CornEd it is reflected as an offset to the Cash Working Capital 

requirement. For 2010, those amounts average $4.060 million as shown below: 

6 A copy ofthat response is included in CUB Ex. 3.1. 
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Payable related to Balance 
of Distribution CWIP Not 

Month of2010 Earning AFUDC ($000) 

January $ (2,403) 

February $ (2,114) 

March $ (2,916) 

April $ (3,075) 

May $ (3,864) 

June $ (10,448) 

July $ (6,868) 

August $ (4,542) 

September $ (4,128) 

October $ (3,258) 

November $ (3,705) 

December $ (1,399) 

Average $ (4,060) 

Source: AG 10.17 
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The average 2010 Accounts Payable related to jurisdictional distribution CWIP of 

$4.060 million should be used as the Cash Working Capital offset. The 

jurisdictional amounts for the average 2010 Accounts Payable related to CWIP 

should be used directly to reduce Cash Working Capital. 

Reserves for Accrued Vacation and Accrued Incentive Pay, Net of 
Related ADIT 

Has CornEd agreed that the jurisdictional rate base should be reduced for 

the reserves for Accrued Vacatiou and Accrued Incentive Pay? 

No. In CornEd Ex. 13.0, Mr. Fruehe continues to advocate that the ADIT-debit 

balances for the income tax effects of these items be added to rate base, but the 

operating reserves for Accrued Vacation and Accrued Incentive Pay that produced 

those ADIT-debit balances be ignored for rate base purposes. That CornEd 
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position on these two related items is patently inconsistent. Either the reserves 

should be deducted from rate base or the related ADIT -debit balances should be 

removed. Out of these two alternatives for the consistent rate base treatment of 

the reserve and the related ADIT impacts, the preferable approach is to reflect the 

reserves as a reduction to rate base. This is preferable because they represent a 

source of non-investor supplied capital that would not otherwise be adequately 

recognized for ratemaking purposes, and to leave the related ADIT -debit balances 

in rate base for consistency. 

Please explain why the jurisdictional rate base proposed by CornEd should 

be adjnsted for the Reserves for Accrued Vacation and Accrued Incentive 

Pay, Net of Related ADIT. 

This was addressed in my Direct Testimony and also by AG/AARP witness 

Effron. Basically, deducting the related accrued liability balances from rate base, 

net of the related ADIT is an appropriate, reasonable and straight-forward way of 

reflecting these sources of non-investor supplied capital. Additionally, if the 

related ADIT debit balances are included in rate base, then the accrued liabilities 

giving rise to those deferred taxes should be included in the operating reserves 

deducted from rate base. 
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Allocate Jurisdictional ADIT on Bad Debt Reserve Consistent with 
Jurisdictional Allocation of Bad Debt Expense 

Do you agree with CornEd's proposal to jurisdictionally allocate ADIT on the 

Bad Debt Reserve differently from the jurisdictional allocation of Bad Debt 

Expense? 

No. As explained in my Direct Testimony and also by AG/AARP witness 

Effron7, this item of ADIT is related to and should follow the jurisdictional 

allocation of bad debt expenses. The ADIT on the Bad Debt Reserve should be 

jurisdictionally allocated in the same proportion to bad debt expense. 

Remove Capitalized Restricted Stock from CWIPIAccumulated 
Depreciation and remove Restricted Stock Expense from Operating 
Expenses 

Has CornEd contested in its rebuttal the removal of cost for Restricted Stock 

that you and other witnesses, such as AG/AARP witness Brosch and Staff 

witness Ebrey have recommended? 

Yes. CornEd contests the removal of cost for Restricted Stock because it is one of 

three components of key manager compensation, is not dependent upon Exelon or 

CornEd goals, and is not "pay at risk" like the Annual Incentive Plan ("AlP") or 

Executive Long-Term Incentive Plan ("LTIP").8 

7 See, e.g., AG/AARP Ex. 2.0 at page 4. 

8 See, e.g., CornEd Ex. 13.0 at 378-406. 
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Why is the cost of restricted stock being removed from ComEd's proposed 

rate base and operating expense? 

Restricted stock costs are related to the performance of the parent company's 

stock and the dividends paid on such stock. Improving the performance of the 

parent company - in this case, Exelon - does not offer the benefit to CornEd 

customers required to include these costs in CornEd's rates. As such, the costs 

should be borne by shareholders, not ratepayers. 

At page 21, lines 444-451 of CornEd Ex. 16.0, Mr. Fruehe states that the 

excerpt you cited from Exelon's 2010 Form 10-K described the Exelon Stock 

Awards program which is different from the restricted stock program that is 

applicable to ComEd key managers. Does the fact that you cited a 

description for an executive stock program rather than the ComEd key 

manager restricted stock program cause your recommended adjustment to 

be invalid? 

No. Restricted stock functions similarly whether it is issued for executives or 

managers. Compensation in the form of stock, including restricted stock, is 

generally issued to align the interests of the recipients with those of stockholders, 

and to facilitate the objective of maximizing shareholder value. It is a 

shareholder-oriented form of compensation, and should thus be borne by 

shareholders. 
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Is the restricted stock for the CornEd key managers tied to any service 

improvement goals? 

No. The restricted stock program is not tied to the attainment of any particular 

goals. There are no specific performance goals associated with the restricted 

stock program.9 The lack of any specific performance goals related to the 

restricted stock and the form of the compensation (i.e., stock) enforces the 

conclusion that this is shareholder-oriented compensation, and the cost should be 

borne by shareholders. 

Why were the costs of restricted stock removed from CornEd's proposed cost 

of service in CornEd's last rate case, Docket No. 10-0467? 

Such costs were removed from the cost of service in CornEd's last case, Docket 

No. 10-0467. The final Order in Docket No. 10-0467 at page 65 stated that 100% 

of the cost of the Exelon 2009 Key Manager Restricted Stock Award Program is 

disallowed. These costs were disallowed in Docket No.1 0-0467 because the 

Commission recognized that the purpose of the plan is to further the financial and 

operational success of Exelon, and stated that "incentiviz[ing] management" is 

not a ratepayer benefit such that the cost may be recovered from ratepayers. The 

Commission disallowed 100% of this cost. (See ICC Docket No. 10-0467 Final 

Order at 65) 

What is your recommendation? 

9 See, e.g., CornEd's response to AG 10.09, a copy of which is included in CUB Ex. 3.1. 
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All of the costs related to restricted stock expense should be removed from 

CornEd's rate base and from operating expense. 

Adjustmentfor AlP Over 100 Percent of Target 

Has CornEd attempted to charge ratepayers for Annual Incentive Plan (AlP) 

costs in excess of 100 percent of target, contrary to Commission precedent? 

Yes. In prior filings, the Commission approved adjustments that brought the test 

year AIP costs to 100 percent of the target level. For the Formula Rate Plan, 

however, CornEd wants to charge ratepayers for AlP in excess of 100 percent of 

target.lO This CornEd proposal should be rejected. Mr. Fruehe, speaking for 

CornEd, admits that it is true that in prior rate filings the Commission approved 

adjustments that brought the test year AIP costs to 100 percent of the target 

level. ll In terms of the Formula Rate Plan, the 100 percent of target is not a 

normalization adjustment, it functions as a cap or maximumarnount that can be 

charged to ratepayers. If CornEd chose instead to file annual rate cases, the 

Commission precedent requires that the AlP be limited to no more than 100 

percent of target. The establishment of the Formula Rate Plan should not result in 

ratepayers being charged for higher percentages of AIP than would have been 

allowed had CornEd instead filed annual rate cases. For purposes of the Formula 

Rate Plan, CornEd's AIP expense should therefore be capped at a maximum of 

10 See, e.g., CornEd Ex. 13.0, at pages 24-26. 

11 See, e.g., CornEd Ex. 13.0 at 512-513. 
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100 percent of target. All costs for AlP above 100 percent of target should be 

removed from jurisdictional rate base and expenses and borne by shareholders. 

Is limiting incentive compensation to a maximum of 100 percent of the plan 

target reasonable and consistent with Commission practice? 

Yes, it is. As admitted in CornEd's response to Staff data request TEE 6.05, 

CornEd's own prior practice was to request recovery of incentive compensation at 

target levels. The Act at Section 16-108.5(c)(4)(A) provides, subject to a 

determination of prudence and reasonableness consistent with Commission 

practice and law, for the following: 

[R]ecovery of incentive compensation expense that is based 
on the achievement of operational metrics, including 
metrics related to budget controls, outage duration and 
frequency, safety, customer service, efficiency and 
productivity, and environmental compliance. Incentive 
compensation that is based on net income or an affiliate's 
earnings per share shall not be recoverable under the 
performance-based formula rate. 

The Commission practice, likewise, appears to be to limit the ratemaking piC{ N 
inclusion of utility incentive compensation to a maximum of 100 percent o~ ~ 

target amounts. The Formula Rate Plan does not provide a reason for CharginJ ( fC/ IG 
ratepayers for additional incentive compensation amounts that are not reasonable 

and are not consistent with Commission practice. It is not reasonable to charge 

ratepayers for incentive compensation that exceeds 100 percent of the target. 

Moreover, CornEd's Exhibit 4.9, at page 18, stated that compensation above 

target is not recoverable in rates. That CornEd statement appears to accurately 

reflect and be consistent with Commission practice. 
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As noted above, if CornEd was filing annual rate cases, each year under 

Commission policy, the incentive compensation would be limited to a maximum 

of 100 percent oftarget It is not reasonable to allow recovery of incentive 

compensation at more than 100 percent of target under the Formula Rate Plan 

when, consistent with Commission policy, such compensation would be limited to 

a maximum of 100 percent of target in such rate case filings. Consequently, 

amounts over 100 percent of target for incentive compensation are not reasonable 

for the Formula Rate Plan and are not consistent with Commission rate case 

practice for such cost. Such cost should not be borne by ratepayers under the 

Formula Rate Plan. 

In summary, the incentive compensation must be reasonable and 

consistent with Commission practice .. As noted above, the establishment of the 

Formula Rate Plan should not result in ratepayers being charged for higher 

percentages of AIP than would have been allowed had CornEd instead filed 

annual rate cases. 

At page 26 of ComEd Ex. 13.0, Mr. Fruehe also wants the AlP net income 

limiter of 102.9 percent to be ignored as a reasonable limitation on AlP 

charges that should be borne by ratepayers. Do you agree? 

No. Nothing in Section 16-108.5(c)(4)(A) justifies charging ratepayers for 

additional incentive compensation increases that result from unilateral decisions 

by Company management to significantly increase the otherwise applicable Net 

Income Limiter features of the incentive compensation plan that would have 
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limited the 2010 payouts. As explained in the response to AG 4.10(e), the net 

income limiter is supposed to provide a form of ratepayer protection by capping 

overall AlP payouts: 

"[T]he purpose of the Net Income Limiter is to ensure that 
the payouts above target are aligned with CornEd's 
financial performance, which has the effect of capping 
overall AlP payouts, which protects both shareholders and 
ratepayers." 

Allowing AlP expense in the Formula Rate Plan to increase based on 

management's, or the board's, discretionary lifting of the net income limiter 

removes or negates that ratepayer protection. The net income limiter that is 

established for the AlP can be adjusted by the CornEd board, but any increases in 

AlP payouts resulting from such discretionary increases should be borne by 

shareholders, not by ratepayers. It is unreasonable for ratepayers to pay additional 

expense for incentive compensation based on CEO discretion to increase the 

limitation otherwise provided by the net income limiter. That defeats the 

ratepayer protection that the net income limiter is supposed to provide. The 

additional expense that resulted from this CEO Discretionary Feature to raise the 

otherwise applicable 2010 net income limiter provision should therefore be 

allocated solely to shareholders, and should not be borne by CornEd ratepayers. 

At ComEd Ex. 13.0, page 26, lines 555-557, in discussing the raising ofthe net 

income limiter from 102.9 percent to 112.9 percent, Mr. Fruehe states: "This 

adjustment did not result in any award payout greater in amount than ifthe 

net income limiter had not been in place." Would holding the that net 
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income limiter at 102.9 percent (as opposed to using the 112.9 percent) result 

in reduced AlP cost to ComEd? 

Yes. In response to TEE 11.01, CornEd provided estimated 2010 AlP results on a 

jurisdictional basis as if the net income limited had not been increased from 102.9 

percent to 112.9 percent. At 102.9 percent the adjusted total expense is $23.837 

million versus the $26.101 million amount that CornEd included in the revenue 

requirement. That is a reduction to jurisdictional operating expenses of $2.265 

million. Additionally, the capitalized amount CornEd included in rate base 

decreases from the $17.652 million requested by CornEd to $16.088 million at 

102.9 percent. That is a reduction of$1.564 million. A copy of the response to 

TEE 11.01 including the attachment showing CornEd's calculations is included in 

CUB Ex. 3.1. The discretionary raising of the net income limiter has resulted in 

increased costs being charged to electric distribution operations. 

Exelon Business Services Affiliated Incentive Compensation Expense 
Tied to Earnings Per Share Goal Charged to ComEd 

Has ComEd agreed that the Act at Section 16-108.5(c)(4)(A) specifically 

excludes recovery of incentive compensation that is based upon net income or 

earnings per share of an affiliate, and thus, the portion of BSC AlP should be 

disallowed? 

Apparently not. CornEd Ex. 13.0 at 503-507 provides no justification for CornEd 

ignoring the plain language of the Act, and only states that: "The legal 

interpretation of this issue will be addressed in CornEd's briefs." 
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What does Section 16-10S.S(c)(4)(A) state with respect to whether incentive 

compensation that is based on net income or an affiliate's earnings per share 

shall be recoverable? 

Section 16-108.5(c)(4)(A) clearly provides that "[iJncentive compensation that is 

based on net income or an affiliate's earnings per share shall not be recoverable 

under the performance-based formula rate." 

Please explain why an adjustment is necessary to remove the Annual 

Incentive Compensation based on earnings that was charged to CornEd from 

the affIliate, Exelon Business Services. 

Incentive compensation expense that was charged to CornEd by the affiliate, 

Exelon Business Services (BSC), that is tied to earnings-per-share goals should be 

excluded from operating expenses. CornEd's response to AG 6.08(e) admits that: 

For BSC, 75% of the AIP is tied to the EPS goal and 25% 
is tied to meeting the BSC total cost goal, which is 
established based on business planning guidance for the 
year. 

The portion of BSC incentive compensation charges to CornEd that is based on 

the earnings-per-share goal should be removed from CornEd's operating 

expenses, consistent with the clear guidance of Section 16-108.5(c)(4)(A). The 

incentive compensation expense that was charged to CornEd by the affiliate, 

Exelon Business Services (BSC) that is tied to earnings-per-share goals must be 

excluded from CornEd's operating expenses for purposes of determining the 

formula rate. 
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Has CornEd continued to advocate charging ratepayers for employee gift 

cards and other perquisites, even though these items were adjusted in the 

Commission's findings and final Order in CornEd's last rate case, ICC 

Docket No. 10-0467? 

Yes. CornEd advocates charging ratepayers for employee gift cards, and other 

perquisites including other stock awards.u 

Was an adjustment made for such items in that case? 

Yes. The Commission's final Order in Docket No. 10-0467, at page 103,-removed 

such costs, stating as follows: 

Therefore, the AG/CUB proposals to amortize these 
expenses [retention awards lover four years, and to 
decrease the amount for perquisites and awards by half, is 
adopted. 

Is there a need for a similar adjustment in CornEd's Formula Rate Plan 

fIling to remove the capitalized costs and the related expense? 

Yes. Capitalized Other Stock Awards and Perquisites of $40,000, Retention 

Awards Cost of $427,000, and 50% of Performance Awards to Shareholders of 

$25,000, totaling capitalized miscellaneous disallowances of $492,000 should be 

removed from rate base. The related expense should also be removed from 

CornEd's proposed operating expense, as described in my direct testimony. 

l2 CornEd Ex. 13.0 at page 31. 
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Are the 2010 retention awards a reasonable expense for CornEd for inclusion 

in the 2010 Formula Rate Plan results? 

No. The 2010 expense for retention awards is related to an isolated event that 

originated in 2007, as explained in CornEd's response to AG data request 7.09(b): 

Awards typically are paid upon vesting, three to four years 
after the agreements are made. The significant increase for 
2010 was an isolated event for the payment of a significant 
group of awards that originated in 2007 in light of the 
organizational and regulatory transition in 2007 which 
increased retention concerns, and were expensed and paid 
in 2010. Awards are now typically granted annually during 
an Exelon-wide process to review high performing high 
potential talent with critical skills that are transferrable to 
other utilities and industries. 

Consequently, it is not reasonable to include that expense in the development of 

CornEd's inception rates under the Formula Rate Plan. 

Please explain why the adjustment for retention awards is necessary. 

CornEd's response to AG 4;08 shows that in 2010, it recorded $4.28 million for 

retention awards. 13 CornEd's response to AG 4.08 also provides comparable 

amounts for the previous three years. The $4.28 million in 2010 significantly 

exceeded the combined total for the previous three years, which amounted to 

$2.621 million. This abnormally high level of cost for retention bonuses occurred 

in 2010, a year with a severe recession and high unemployment. The purpose of 

the Exelon Retention Policy is retention of key talent to ensure mission critical 

positions are appropriately staffed in order to achieve the Company's vision. 

13 $1.793 million expensed and $427,000 charged to capital and other accounts for 
jurisdictional allocation. 
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Page 1 of the Exelon Retention Policy also provides, among other things, that: 

"Management retains the right, at all times and in its sole discretion, to modify or 

revoke this Policy [of paying Retention bonuses] at any time, for any reason."14 

While it may be reasonable to include a reasonable amount of expense for 

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

excessive in comparison to previous years. Also, one must question how the 

other normal forms of employee compensation (such as wages and benefits) 

would not be adequate to retain personnel, especially during a period of high 

unemployment. In my direct testimony I referred to this adjustment as a 

normalization; however, that terminology could be misunderstood in the context 

of an adjustment to limit expenses included in the Formula Rate Plan revenue 

requirement to reasonable amounts. The adjustment is necessary to limit the 2010 

allowed amount to a reasonable level. Consequently, I recommend limiting the 

2010 allowance for retention bonuses to a reasonable amount, based on a four-

year average. This provides for a reasonable annual allowance of $1. 725 million. 

CornEd's proposed expense amount of $4.28 million is reduced by $2.01 million 

($1.793 jurisdictional) is reduced by $545,000 ($427,000 jurisdictional) 

Three Years of Illinois Distribution Tax Credits Recorded in 2010 

What issues remain concerning the three years of Illinois Distribution Tax 

Credits Recorded in 2010? 

14 See, e.g., AG 6.15, Attachment 1, from Docket No. 10-0647, CornEd's last rate case. 
A copy of CornEd's response to AG 6.15 including attachments is attached to my testimony in 
AG Exhibit 1.3. 
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Based on CornEd's rebuttal testimony, two issues appear to remain: (1) the 

amortization period, and (2) the need to reflect continued amortization of the 2010 

recorded amounts in the 2011 and subsequent year reconciliations which occur 

during the years in which the remaining amortization occurs. 15 CornEd proposes 

a five-year amortization and proposes that the 2011 reconciliation will not reflect 

the continuing amortization of the Illinois Distribution Tax Credits.16 

Why should the Illinois Distribution Tax Credits be amortized over three 

years? 

In 2010, CornEd recorded three years of Illinois Distribution Tax Credits. I 

recommend that the three years of Illinois Distribution Tax Credits be amortized17 

over three years, whereas CornEd proposes a five-year amortization for such 

credits. Section 16-108.5 (c)(4)(f) specifically provides for: 

amortization over a 5-year period of the full amount of each 
charge or credit that exceeds $3,700,000 for a participating 
utility that is a combination utility or $10,000,000 for a 
participating utility that serves more than 3 million retail 
customers in the applicable calendar year and that relates to 
a workforce reduction program's severance costs, changes 
in accounting rules, changes in law, compliance with any 
Commission-initiated audit, or a single storm or other 
similar expense, provided that any unamortized balance 
shall be reflected in rate base. 

15 See CornEd Ex. 13.0 at pages 37-38. 

16 rd. 

17 My Direct Testimony referred to this as a normalization; however, this is more 
accurately termed an amortization in the context of the CornEd Formula Rate Plan. 
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587 Section 16-108(c)(4)(f), does not specifically address Illinois Distribution Tax 

588 Credits, something ComEd has admitted: "Mr. Smith is correct in that Sec. 16-

589 108(c)(4)(f) does not specifically state that a one-time recognition, for accounting 

590 purposes, of an IEDT credit related to credits yet to be received should be 

591 amortized over five years. "18 

592 Additionally, Mr. Fruehe claims that, given the amount and the one-time 

593 natnre, a five-year amortization meets the "spirit of the statute"19 However, the 

594 language of the statute is very specific and should therefore be used as the 

595 guidance for which items are required to be amortized over a five-year period. 

596 The three years of Illinois Distribution Tax Credits that CornEd recorded in 2010 

597 do not relate to either (l) workforce reduction program's severance costs, (2) 

598 changes in accounting rules, (3) changes in law, (4) compliance with any 

599 Commission-initiated audit, or (5) a single storm or other similar expense. Section 

600 16-108.5(c)(4)(f) therefore does not apply to the IEDT and does not mandate a 

601 five-year amorlization for three years ofIEDT credit. Since the IEDT amounts 

602 recorded by CornEd in 2010 are for three years ofIEDT credit (i.e. IEDT credit 

603 for years 2008, 2009, and 2010), this should be amortized over three years, not 

604 over 5 years. 

605 Since there is no requirement under the PUA for a specific amortization 

606 period for this item, it makes more sense to amortize the three years ofIEDT that 

607 CornEd recorded in 2010 over three years, to match the normalization result with 

18 See, CornEd Ex. 13.0, lines 793-795. 

19 CornEd Ex 13.0 at 37 
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the number of years of IEDT periods. Amortization of three years of credits over 

five years does not make sense and is not required by the statute. The three year 

amortization ofthe three years of tax credits is a better match and produces a 

more reasonable annual amortization amount. Consequently, the three year 

amortization should be required. 

Do you agree with CornEd's proposal that the 2011 reconciliation will not 

reflect the continuing amortization ofthe Illinois Distribution Tax Credits? 

No. The amortization of the Illinois Distribution Tax Credits recorded by CornEd 

in 2010 continue in the Formula Rate Plan reconciliation until such amounts have 

been fully amortized. The reconciliation should reflect that the amortization will 

continue in each year of the amortization period. CornEd's proposal to ignore the 

amortization of these credits in the 2011 reconciliation20 would result in 

ratepayers only receiving one-third of the benefit (ifmy recommended three-year 

amortization period is used) or only one-fifth of the benefit (if CornEd's proposed 

five-year amortization period is used). The continuing amortization of the three 

years of Illinois Distribution Tax Credits that were recorded by CornEd in 2010 

must continue through each year in the Formula Rate Plan revenue requirement 

reconciliation until the amortization has been fully completed. In order to ensure 

that CornEd does not deprive ratepayers of the remaining annual amortization 

related to the Illinois Distribution Tax Credits, the Commission should order 

CornEd to incorporate such amortization into the aunual reconciliation of revenue 

20 See, e.g., CornEd Ex. 16.0, lines 798-804. 
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requirements for each and every year of such amortization until the amortization 

has been fully completed. 

Under my recommendation to use a three-year amortization, one-third of 

the credits have been recognized in 2010, another third should be recognized as 

amortization that offsets other jurisdictional distribution costs in 2011, and the 

final third should be recognized as amortization that offsets other jurisdictional 

distribution costs in 2012. 

Regardless ofthe specific amortization period (three or five-years) that is 

applied, the amortizations of the Illinois Distribution Tax Credits must be 

recognized in the Formula Rate Plan reconciliations for 2011 and 2012, the 

Commission should order CornEd to do so. 

Estimated ADIT Impact from Tax Over Book Depreciation on 2011 
Distribution Plant Additions Related to 2011 Bonus Tax Depreciation 

What is CornEd's position on whether the 2011 bonus federal income tax 

depreciation related to its 2011 distribution plant additions should be 

reflected for Formula Rate Plan purposes? 

CornEd's position on this is addressed in CornEd Ex. 13.0 pages 5-8. CornEd 

disagrees with the recommendation made in my Direct Testimony and the 

testimony of AG/ AARP witness Effron, that this significant impact be recognized 

now in order to help minimize the amount of2011 over-collection that would 

likely result if this large impact is ignored currently and only reflected in the 2011 

reconciliation. CornEd proposes to include 2011 plant additions and ignore the 

related substantial amounts of ADIT resulting from the 2011 bonus federal 
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income tax depreciation. ComEdproposes to only recognize that ADIT in the 

reconciliation phase. 

Does CornEd acknowledge that the 2011 bonns tax depreciation relates to 

CornEd's 2011 distribution plant additions and is a significant impact? 

It appears so. As Mr. Fruehe acknowledges on page 5: 

In 2011, the federal government allowed income tax deductions of 
100% of capital investments in 20 II, rather than deducting the 
investments over the normal period of time, 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. 

What is the likely impact of ignoring the ADIT from 2011 bonus tax 

depreciation currently and only recognizing this in the 2011 reconciliation? 

Not recognizing the ADIT from 2011 bonus tax depreciation on 2011 distribution 

plant additions is likely to result in substantially overstating the revenue 

requirement because the impact of the 2011 bonus tax depreciation is so large. 

Is the issue of failing to recognize large ADIT impacts related to CornEd's 

distribution plant projections an issue that is limited to 2011? 

No. Additional bonus tax depreciation, at a 50 percent rate, will also be available 

in 2012. Consequently, deliberately mis-projecting Formula Rate Plan rate base 

by ignoring ADIT related to distribution plant additions is not an issue that is 

confmed only to 2011. It is likely to also be an issue for 2012 and any other years 

in which substantial amounts of bonus tax depreciation are involved. 

Consequently, the accuracy of the Formula Rate Plan rate base would be 
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improved by reflecting the ADIT impacts related to the estimated distribution 

plant additions in each year. 

Why should an adjustment to jurisdictional rate base for ADIT related to 

Tax Over Book Depreciation on 2011 Distribution Plant Additions. 

CornEd's filing reflects a projection of2011 Plant additions and Accumulated 

686 Depreciation but does not reflect a projection of related 2011 ADIT for the 

687 difference between book and tax depreciation. Because the tax law provides for 

688 the opportunity for 100 percent bonus tax depreciation on qualifying assets, this is 

689 a significant omission and if not adjusted will overstate rate base for the inception 

690 rates for the CornEd Formula Rate Plan. Consequently, I recommend that an 

691 estimated amount of the 2011 ADIT for the difference between book and tax 

692 depreciation be reflected as an offset to jurisdictional rate base. CornEd should 

693 provide its most accurate estimate of this. Because we are now into 2012, 

694 presumably CornEd will have a reasonably accurate, although not final, estimate 

695 of this impact. Because this impact is likely to be so significant on CornEd's 

696 jurisdictional distribution service rate base, reflecting a best estimate of this 

697 impact at this time, in establishing Formula Rate Plan inception rates, should help 

698 minimize the differences in the reconciliation phase for 2011. 

699 

700 Q. Does this issue also relate to the carrying charge on Formula Rate Plan 

701 deferrals? 
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Yes. If the impact of 2011 bonus depreciation on 2011 plant additions is only 

recognized in the reconciliation phase due to CornEd's request to omit that 

significant impact which should now be known and measureable, this reinforces 

why it is appropriate to apply a different carrying cost rate on over- and under-

collections. CornEd by its discretionary omissions oflarge and known impacts, 

such as the impact of 20 11 bonus tax depreciation on its distribution plant 

additions, as well as by its projections of plan year distribution plant additions, 

can significantly influence whether an over- or under-collection results. Since 

CornEd can influence whether there is an over- or under-collection and the 

amount of it, the carrying costs applicable to the over- and under-collections 

represent one way of discouraging deliberate over-collections from ratepayers. 

Carrying Costfor Under- or Over-Collected Balances 

At pages 35-37 of CornEd Ex. 16.0, Ms. Houtsma claims that only the 

weighted average cost of capital should be used as the carrying cost on over-

or under-collections. At page 37, she calls your asymmetrical 

recommendation one-sided and unprincipled. Please respond. 

My recommendation for asymmetrical carrying costs is based on the sound 

regulatory principle of protecting ratepayers from utility over-projections of plant 

growth and utility omissions of offsetting factors, such as tax savings benefits. 

Carrying costs on over-collections by CornEd should be computed at the larger of 

(1) CornEd's overall cost of capital or (2) CornEd's short term debt cost. 

Carrying costs on under-collections by CornEd should be computed at the smaller 
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725 of (1) CornEd's overall cost of capital or (2) CornEd's short term debt cost. This 

726 is necessary and based on the principle of protecting ratepayers from 

727 manipulation of the projected plant addition amounts by CornEd and to protect 

728 ratepayers from intentional over-collections that result from CornEd ignoring 

729 substantial known impacts that should be subject to reasonable estimation, such as 

730 the 2011 bonus tax depreciation. As explained above, if that large ADIT impact 

731 is ignored in this phase, that omission in itself could lead to substantial over-

732 collection of2011 revenue requirement. CornEd will be responsible for 

733 developing the amount of its projected plant additions for each year and could 

734 thus produce over-collections simply by over-projecting such plant additions. 

735 Requiring a higher interest rate for over-collections is thus reasonable and 

736 principled and will thus provide an appropriate and necessary deterrent to CornEd 

737 to discourage the Company from making intentional over-projections of plant 

738 additions and ignoring other significant rate base factors, such as the 2011 bonus 

739 tax depreciation related to its 2011 distribution plant additions. Additionally, 

740 allowing interest on under-collections based on the lesser of the short-term debt 

741 cost rate and CornEd's overall weighted cost of capital, will also encourage the 

742 Company to make accurate projections of plant additions, because its earnings on 

743 under-collected balances resulting from mis-projecting plant additions would be 

744 at the lower of those rates. The carrying cost rates I have recommended will also 

745 provide appropriate compensation to ratepayers from CornEd's use of their money 

746 in the form of Formula Rate Plan over-collections. 

747 
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Other parties such as Staff have advocated the use of the Customer Deposit 

interest rate. Please respond. 

Staff witness Ebrey has pointed out that the Commission-ordered Customer 

Deposit rate is used in several other rider reconciliations.21 I have no objection to 

using the Customer Deposit interest rate on under-collections, instead of CornEd's 

short-term debt rate. If the Customer Deposit rate is to be use for Formula Rate 

Plan reconciliations, I would recommend that carrying costs on over-collections 

by CornEd should then be computed at the larger of (1) CornEd's overall cost of 

capital or (2) CornEd's Customer Deposits interest rate. The need for a higher 

rate on over-collections has been explained above. 

Use Jurisdictional Allocation of General and Intangible Plant Based on 
Same Methodology Used in Docket No.1 0-0467 

Has ComEd continued to propose a jurisdictional allocation of General and 

Intangible (G&I) Plant that is inconsistent with the methodology used, in 

Docket No. 10-01467 and which significantly increases the distribution rate 

base for its Formula Rate Plan? 

Yes. CornEd proposes a substantial increase to distribution rate base (estimated at 

$18.197 million) for a CornEd-proposed modification of the methodology used 

for functionalization that was ordered by the Commission in Docket 10-0467. In 

that docket, CornEd had proposed to switch from a set of generic functional 

allocators to a single generic functional allocator based on Wages and Salaries for 

21 See, e.g., Staff Ex. 1.0 at pages 17-18. 
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certain acconnts. For other G&I acconnts CornEd proposed to replace the direct 

assignment methodology with a generic functional Wages and Salaries allocator. 

As described at page 42 of the final Order in Docket No.1 0-0467, the 

Commission rejected those CornEd proposed changes to the allocation 

methodology. 

At page 24 of CornEd Ex. 12.0, lines 521-522, Ms. Houtsma states that the 

Staff and intervenor net adjustments to accounts other than account 390 and 

394 would increase Plant in rate base. What is the net impact to Plant 

resulting from CornEd's inconsistent jurisdictional allocation approach? 

As shown in the table on page 24 of CornEd Ex. 16.0, the net impact is an 

increase in the jurisdictional allocation of gross plant of $20.274 million, an 

increase of $2.077 million for related accumulated depreciation, and a net 

increase in jurisdictional net plant of$18.197 million. The increased 

jurisdictional allocation for acconnt 390 alone is an increase in gross and net plant 

allocated to the distribution jurisdiction of approximately, $18 million and $15.6 

million, respectively. Similarly, the increase in gross and net plant allocated to 

the distribution jurisdiction for acconnt 394 is approximately, $12 million and $7 

million, respectively. The fact that the jurisdictional allocation of some other 

smaller acconnts did not change as substantially, or that some acconnts (such as 

acconnt 392, 303 and amortization oflease improvements) show a decreased 

jurisdictional rate base impact, should not obscure the fact that CornEd's 

jurisdictional allocation approach for the General and Intangible Plant 
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trctioMh2Mjoa is inconsistent with the allocation applied in 0 et No. 10-0467, 

and that inconsistency results in an increase in jurisdictional rate base of 

approximately $18.197 million. 

How does the Company attempt to justify the changes? 

CornEd witness Houtsma's direct and rebuttal testimony attempts to justifY the 

change by claiming that the wages and salaries allocator is also used by FERC in 

the determination of the transmission rate, resulting in consistency between 

jurisdictions and ensuring that the costs are neither over-recovered nor under-

recovered. Simplification of the allocation is also cited as a reason by CornEd to 

support its attempt to shift costs into the ICC-regulated distribution jurisdiction. 

Why should these CornEd proposed changes to allocation methods be 

rejected for the purpose of determining the Company's distribution revenue 

requirement under the Formula Rate Plan? 

In addition to CUB, the Staff (through witness Rukosuev22) and AG/AARP 

(through witness Brosch23) have also opposed CornEd's jurisdictional shift. 

CornEd's proposed changes are based on similar arguments that were presented 

by CornEd in Docket No. 10-0467, and were rejected by the Commission there. 

Ms. Houtsma admits that CornEd made the same proposals in the 2010 rate 

22 See Staff Ex. 10.0. 

23 See AG/AARP Ex. 1.0. 
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813 case.24 Adequate reasons to justify a different result for this jurisdictional shift 

814 that was rejected in Docket No. 10-0467 are still lacking. CornEd has 

815 acknowledged in response to AG data request 10.01(c) that the FERC and the 

816 Commission each establish their own policies.25 In response to AG data request 

817 10.02, CornEd cites the two FERC Opinion/Orders upon which it relies for its 

818 proposed change, which are FERC decisions dated August 3, 1978 and July 29, 

819 1988.26 Clearly, those old FERC decisions were public knowledge before Docket 

820 No. 10-0467, and do not present any change that has arisen since the 

821 Commission's decision in that case which would justify substantially increasing 

822 the distribution revenue requirement under the Formula Rate Plan. In Docket No. 

823 10-0467, the Commission considered and rejected CornEd's proposed changes to 

824 allocation methods for G&I plant and found that the objective for cost allocation 

825 should be cost causation principles, not achieving consistency with the 

826 determination of transmission rate. The allocation changes proposed by CornEd 

827 are not consistent with the Commission's findings and final Order in CornEd's last 

828 rate case. CornEd's proposed jurisdictional rate base should be reduced by the net 

829 amount of$18.197 million shown on CornEd Ex. 12.0 at page 24 and the related 

830 depreciation expense should be correspondingly reduced 

831 

24 See, e.g., ComEd Ex. 12.0, page 29, lines 642-43: "ComEd made the same proposals in 
the 2010 rate case, but the record was very incomplete." 

25 A copy of ComEd's response to AG 10.01 is included in CUB Exhibit 3.1. 

26 A copy of ComE d's response to AG 10.01 is included in CUB Exhibit 3.1, not 
including the voluminous attachments. 
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Use Jurisdictional Allocation for Property Tax Expense Based on Same 
Methodology Used in Docket No. 10-0467 

What justification does ComEd offer in rebuttal to the CUB and AG/AARP27 

recommendations against increasing the jurisdictional allocation of property 

taxes by using a different method than was applied in Docket No. 10-0467? 

Not much. CornEd Ex. 12.0 at page 31 indicates that CornEd believes that an 

overall Transmission and Distribution Net Plant allocator should be used for the 

allocation of property taxes, in place of the more detailed plant analysis based on 

a study of general communication equipment used in Docket No.1 0-0467. An 

adjustment for property taXes is needed to assure a consistent jurisdictional 

allocation with the method used in Docket No. 10-0467. It is also needed to 

protect ratepayers from an unwarranted change in the jurisdictional allocation 

method that increases expense for distribution in comparison with the method 

used in Docket No. 10-0467. CornEd's response to CUB data request 3.02 

provided the Company's explanation of why it has proposed a different 

jurisdictional allocation methodology that is inconsistent with the method used in 

Docket No.1 0-0467; however, that Company explanation is unconvincing as is 

the discussion on CornEd Ex. 12.0, page 31, and does not justifY a change that 

would substantially shift additional cost into jurisdictional expenses for property 

taxes for the same 2010 year that as used in Docket No. 10-0467. CornEd's 

proposed jurisdictional allocation of property taxes should be reduced consistent 

with the jurisdictional allocation method and findings of Docket No. 10-0467. 

27 See, e.g., AG/AARP Ex. 1.0. 
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Use of Average Calendar Year Rate Basefor Annual Reconciliations 

ComEd opposes the recommendations of CUB, AG/AARP (witnesses Brosch 

and Effron) and IIEC (witness Gorman) to use an average rate base for the 

reconciliation.28 What does the Act prescribe for an annual reconciliation 

filing? 

Section 16-108.5(c)(6) provides for an annual reconciliation between the revenue 

requirement determined pursuant to the formula rate and the revenue requirement 

that would have been determined if actual cost information from the applicable . 

calendar year had been available at the filing date. Specifically, Section 16-

108.5(c)(6) states as follows: 

Provide for an annual reconciliation, with interest as 
described in subsection (d) of this Section, of the revenue 
requirement reflected in rates for each calendar year, 
beginning with the calendar year in which the utility files 
its performance-based formula rate tariff pursuant to 
subsection (c) of this Section, with what the revenue 
requirement would have been had the actual cost 
information for the applicable calendar year been available 
at the filing date. 

How does that language support the use of an average rate base? 

The "applicable calendar year" is a 12 month period, not a single day. The 

reference to "what the revenue requirement would have been had the actual cost 

information for the applicable calendar year been available at the filing date" 

suggests the use of an average rate base methodology for measuring CornEd's 

actual results under the reconciliation. Actual cost information for the "applicable 

28 See CornEd Ex. 12.0 at pages 32-37. 
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calendar year" would include additions and subtractions from the jurisdictional 

rate base as they have occurred throughout the year. Section 16-108.5(c)(6) 

specifically says "applicable calendar year" and a calendar year is a 12-month 

period starting on January 1 and ending on December 31. For rate base, the 

calendar year is this period and should thus reflect actual additions and 

retirements that have occurred during the year. If the legislature had intended a 

year-end rate base, presumably the specification would have been for a "calendar 

year-end" and not for the "applicable calendar year." 

The use of a year-end rate base also presents concerns about mis-matching 

with revenue and expense for the applicable calendar year because the use of a 

year-end rate base to measure actual results is a mis-match, with the requirement 

of Section 16-1 08.5( c )(6) that the reconciliation consider "what the revenue 

requirement would have been had the actual cost information for the applicable 

calendar year been available at the filing date." 

Please respond to Ms. Houtsma's claims at ComEd Ex. 12.0 pages 33-34 that 

an historic test year has typically nsed a year-end rate base and her claim 

that accordingly, the nse of a year-end rate base is reasonable and entirely 

consistent with test year practices in Illinois. 

The rates established in a base rate case proceeding would typically be expected 

to be in effect for more than one year. On the other hand, the purpose of the 

reconciliation aspect ofthe Formula Rate Plan is to measure the utility's actual 

earnings during a single 12-month calendar year period. Thus, the attrition related 
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aspect of determining rate base in a base rate proceeding that involves the use of 

year-end, rather than average test year rate base, is not applicable in the context of 

the Formula Rate Plan reconciliation, and in fact, would distort the measurement 

of plan results for that year, by measuring actual calendar year revenue and 

expenses against an end-of-year rate base. 

Additionally, the future test year cases in Illinois typically use an average 

rate base.29 Thus, whether to use an average or a year-end rate base clearly 

depends on the context and the purpose of the measurement. 

For purposes of measuring the utility's earnings for the one-year period 

for purposes of the Formula Rate Plan true-up feature, an average rate base 

concept should be used. This is necessary for proper matching of the 

measurement information (i.e., average calendar year revenue and expense results 

are matched against the applicable average calendar year rate base). It is also 

consistent with the statutory guidance for the "applicable calendar year." The 

statute says "applicable calendar year," not applicable calendar year-end, or single 

day. 

At page 32 of CornEd Ex. 12.0, Ms. Houtsma, claims that a year-end rate 

base is required because ofa reference in 220 ICLS 5/16-10S.5(c)(6)(d)(l) to 

the use of "the actual revenue requirement for the prior rate year (as . 

reflected in the FERC Form 1 that reports the actual costs for the prior rate 

29 Ms. Houtsma admits this at CornEd Ex. 12.0, page 34, 1ines741-743. 
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year)." Does the reference to the FERC Form 1 require a year-end rate 

base? 

No. The FERC Form 1 includes both beginning and end-of-year information for 

balance sheet accounts. Moreover, the fact that the FERC Form 1 does include 

both beginning and end-of-year information for balance sheet accounts that are 

the primary source of rate base amounts in itself suggests that an average rate base 

should be used. 

Should CornEd be ordered to compute the rate base for the true-up phase 

using an average test year rate base concept? 

CornEd's proposed schedules for the true-up phase of the Formula Rate Plan 

measurement should be revised to conform with the concept of using an average 

rate base to measure earnings for the true-up phase. 

Donations 

In your direct testimony, you indicated that at that time you had not an 

opportunity to review issues raised by other parties that are significant in 

impact and worthy of consideration that CUB may want to endorse. Are 

there any such issues that you wish to address at this time? 

Yes. Staff witness Tolsdorf in ICC Staff Ex. 6.0 and Schedule 6.01 presented a 

very detailed and thorough analysis of ComE d's request for donations. Staff has 

recommended a donations allowance of$2.916 million, which is a $3.079 million 

reduction to CornEd's requested amount of$5.995 million. Staffs jurisdictional 
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adjustment for donations is a reduction of $2.732 million. Because of resource 

constraints, although ComEd's request for donations was a concern, CUB was not 

able to complete a detailed analysis of the donations for direct testimony, but 

believes there is substantial merit in the Staff proposed adjustment. 

Consequently, CUB endorses the Staff recommended adjustment for donations. 

Has CornEd agreed with the Staff adjustment for donations? 

No. CornEd's rebuttal to that adjustment is presented at CornEd Ex. 13.0, pages 

31-35. CornEd claims that similar donations were allowed in the past, and that an 

expansive interpretation of public welfare should be applied. At page 33, lines 

705-706, Mr. Fruehe also states that: "Many of these organizations are highly 

dependent upon donations to continue operations and remain accessible to the 

general public." 

Does the fact that organizations depend on donations dictate whether 

ratepayers should be funding the donations? 

No. The issue is whether the cost of the donations should be borne by ratepayers 

964 or by shareholders pursuant to the instructions provided at Section 9-227 of the 

965 Act. Moreover, CornEd's affiliates continue to fund donations even when such 

966 donations receive the standard below-the-line treatment that is the most 

967 commonly applied in public utility regulation across the country. Thus, whether 

968 shareholders are required to bear the cost of donations that do not meet the 

969 requirements of Section 9-227 should not be an indication of the levels of funding 
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that are provided or would continue to be provided. Indeed, CornEd's 

supplemental response to AG data request 4.11 show that CornEd's affiliate 

PECO makes charitable contributions in roughly similar amounts to CornEd 

despite the application of the a regulatory treatment that is employed by the vast 

majority of regulatory jurisdictions of keeping PECO's donations in the below-

the-line account, 426.1, where they are recorded, for ratemaking purposes. That 

evidence on donations provided CornEd's supplemental response to AG 4.11 

which shows substantial donations made each year by PECO indicates that, 

whether or not donations are borne by ratepayers or shareholders is not the 

primary factor dictating the funding level. 

What does Section 9-227 ofthe Act provide? 

220 ILCS 5/9-227, from Ch. III 2/3, par. 9-227, provides as follows: 

983 Sec. 9-227. It shall be proper for the Commission to 
984 consider as an operating expense, for the purpose of 
985 determining whether a rate or other charge or classification 
986 is sufficient, donations made by a public utility for the 
987 public welfare or for charitable scientific, religious or 
988 educational purposes, provided that such donations are 
989 reasonable in amount. In determining the reasonableness of 
990 such donations, the Commission may not establish, by rule, 
991 a presumption that any particular portion of an otherwise 
992 reasonable amount may not be considered as an operating 
993 expense. The Commission shall be prohibited from 
994 disallowing by rule, as an operating expense, any portion of 
995 a reasonable donation for public welfare or charitable 
996 purposes. 

997 The latter two sentences were cited on page 109 of the Commission's Order in 

998 Docket No. 10-0467 as reasons why Section 9-227 of the Act prohibits a blanket 

999 exclusion of utility donations. In its Order in Docket No. 10-0467, the 
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Commission concurred with a proposal by Staff to disallow charitable 

contributions made by CornEd to organizations outside of the Company's 

territory, but rejected other adjustments proposed by Staff and AG/CUB because 

of the constraints of Section 9-227. 

If donations are not for public welfare or charitable scientific, religious or 

educational purposes, or are unreasonable in amount, does Section 9-227 

require that the cost be charged to ratepayers? 

No. 

Staff has applied a strict interpretation of "public welfare". Is strictly 

interpreting that justified? 

Yes, I believe it is. Because the vast majority of regulatory jurisdictions do not 

allow donations to be charged to ratepayers, in comparison, the allowance of such 

donations in Illinois could be viewed as an enhancement of the utility's earned 

return on equity, i.e., an unusual regulatory treatment that benefits only 

shareholders. Since the allowance of donations in Illinois is essentially an equity 

return enhancement that is not available to most similarly situated utilities in other 

jurisdictions, or even to CornEd's own FERC regulated operations, the 

shareholder-only benefit of allowing provides some justification for strictly 

interpreting the requirements of Section 9-227 and only allowing donations which 

strictly meet those statutory requirements. 
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CornEd Ex. 4.2 lists $5.995 million of charitable contributions, which CornEd 

recorded in account 426.1. CornEd's filing at Schedule C-7, page 20, also shows 

$5.995 million of donations in account 426.1. CornEd's response to AG 4.1 I (e) 

indicates that for 2010, there was $3.7 million of CornEd funded donations and 

another $2.3 million of Exelon BSC donations allocated to CornEd. Those 

amounts total of approximately $6 million. CornEd has requested to charge 

Illinois ratepayers for that entire amount, after applying a jurisdictional allocation. 

CornEd Ex. 4.1, App 7, at line 5, shows the $5.995 million for charitable 

contributions being added to 2010 test year operating expenses via an adjustment 

by CornEd to bring the amounts for donations it recorded in account 426.1 

"above-the-line" and have those donations treated as a utility operating expense. 

Has CornEd demonstrated any benefit to ratepayers from the donations? 

No. CornEd has not demonstrated any benefit to ratepayers from either the 

directly incurred donations or from the affiliate charged donations. I 

acknowledge that demonstrating a benefit to ratepayers is not one of the criteria 

enumerated under Section 9-227. However, the lack of any demonstrated benefit 

to ratepayers does support the need for a strict application of the Section 9-227 

criteria and only allowing donations which meet those criteria and are reasonable 

in amount. 
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Would ratemaking disallowances of charitable contributions prevent ComEd 

or Exelon management from continuing to donate to charitable 

organizations? 

It appears not. As noted above, approximately $2.3 million of CornEd's total 

request is for donations allocated to CornEd from the affiliate, Exelon BSC. 

When those affiliate donations are allocated to other affiliated entities, such as the 

affiliated utility company, PECO, the donations are excluded from the cost of 

service. Additionally, it appears that PECO's direct donations are not allowed to 

be included in that affiliated utility's cost of service for ratemaking purposes. The 

supplemental response CornEd provided to AG 4.11 shows charitable 

contributions for the years 2006-2010 for Exelon and a breakout of the amounts 

for Exelon BSC, CornEd, PECO and "All Other." As shown there, Exelon makes 

substantial charitable contributions for entities such as PECO. However, PECO's 

donations are not chargeable to ratepayers. Nor are donations which are allocated 

to the FERC jurisdiction. Consequently, ratemaking disallowances of charitable 

contributions that do not comply with a strict interpretation of Section 9-227 of 

the Public Utilities Act would not appear to prevent CornEd or Exelon 

management from continuing to donate to charitable organizations 

Are donations included as recoverable costs in ComEd's FERC formula rate 

for transmission service? 

No. As indicated in CornEd's response to AG 7.08(c): "CornEd does not seek 

recovery of charitable contributions in its FERC Formula Rate." 
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Are donations included as recoverable costs by ComEd's utility operating 

affiliate, PECO? 

No. As indicated in CornEd's response to AG 7.08(a), "recovery of charitable 

contributions is not included in PECO's rates." 

Should an adjustment for ComEd's proposed 2010 year donations be made 

in conjunction with the determination of the revenue requirement for the 

CornEd Formula Rate Plan? 

Yes, some portion of CornEd's request for donations of $5 .995 million is not 

within the Company's service territory and thus, at least that portion should be 

disallowed, consistent with the Commission's findings in Docket No. 10-0467. 

Additionally, Staffs strict interpretation of the "public welfare" requirement of 

Section 9-227 is reasonable because of the economic conditions and because the 

charging to customers of utility donations pursuant to Section 9-227 effectively 

functions as an enhancement of the utility's earned return in comparison to most 

other jurisdictions where donations are not allowed to be charged to shareholders. 

How are donations recorded under the Uniform System of Accounts? 

Charitable contributions are recorded in account 426.1, which is typically treated 

as a "below-the-line" account and not a utility operating expense. Indeed, CornEd 

had to specifically bring the donations it recorded in account 426.1 "above-the-

line" (i.e., to be included as an operating expense) by making a special ratemaking 

adjustment for this in determining its proposed net operating income. Donations 
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are not necessary for the provision of safe and adequate utility service. 

Additionally, including donations in rates would effectively force utility 

ratepayers to support organizations chosen by utility management, and require 

ratepayers to support organizations whose goals and objectives may conflict with 

those of any specific ratepayer. As stated in CornEd's response to AG 7.08, 

donations are excluded in determining the revenue requirement for CoIDEd's 

affiliate PECO, and CornEd also does not request that charitable contributions be 

included in the cost of service for its transmission rates, which are regulated by 

FERC. 

Please summarize your recommendation concerning charitable 

contributions. 

CornEd's charitable donations that are beyond what should be allowed under a 

strict interpretation of the public welfare and charitable purposes criteria of Public 

Act Section 9-227 can be found to be unreasonable for inclusion in rates. Section 

9-227 allows the Commission to disallow donations which are not for the public 

welfare or for charitable scientific, religious or educational purposes, and 

donations which are not reasonable in amount. The Staff s detailed analysis 

presented in ICC Staff Ex. 6.0 presents a reasonable quantification of charitable 

contributions that are qualified under the Act. I fully agree with Staff witness 

Tolsdorfs conclusion that: 

While the Company can continue to make donations to the 
organizations it deems worthy, the Company's ratepayers 
should only be asked to fund those contributions defmed by 
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the Act and that are reasonable in amount. The shareholders 
should fund the rest. 30 

For all of the above reasons, the portion of CornEd's requested donations amount 

of$5.995 million that is for organizations outside of the Company's service 

territory and which does not meet the public welfare and for charitable purposes 

requirement of Section 9-227 should be removed from operating expenses in this 

case because such expenditures are unreasonable for ratemaking purposes. 

Does that conclude your rebuttal testimony? 

Yes, it does. 

30 See, Staff Exhibit 6.0 at 122-125. 
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