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Rebuttal Testimony of Michael P. Gorman 

1 Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 
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2 A My name is Michael P. Gorman and my business address is 16690 Swingley Ridge 

3 Road, Suite 140, Chesterfield, Missouri 63017. 

4 Q ARE YOU THE SAME MICHAEL P. GORMAN WHO PREVIOUSLY FILED 

5 TESTIMONY IN THIS PROCEEDING? 

6 A Yes, I am. I presented direct testimony in this proceeding on behalf of the Illinois 

7 Industrial Energy Consumers ("flEC") (flEC Ex. 1.0). 

8 Q 

9 A 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

I will respond to the testimony and arguments of several Commonwealth Edison 

10 Company ("Com Ed" or "Company") witnesses in the Company's rebuttal testimony. 

11 Specifically, I will respond to the following ComEd witnesses: 

12 1. Ms. Kathryn Houtsma (ComEd Ex. 12.0) 
13 2. Mr. Martin Fruehe (ComEd Ex. 13.0) 
14 3. Mr. Scott Vogt (Com Ed Ex. 15.0) 
15 4. Mr. John Hengtgen (Com Ed Ex. 16.0) 
16 5. Dr. Ross C. Hemphill (ComEd Ex. 11.0) 

17 RESPONSE TO COMED WITNESS KATHRYN HOUTSMA 

18 Q DOES MS. HOUTSMA TAKE ISSUE WITH ANY RECOMMENDATIONS YOU 

19 MADE IN YOUR DIRECT TESTIMONY? 

20 A Yes. At page 32 of her rebuttal testimony, Ms. Houtsma took issue with my 

21 recommendation to use an average year rate base rather than a year-end rate base 

22 in ComEd's proposed formula rate. She believes that neither I nor any other 
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witnesses supporting the use of an average year rate base offered arguments and 

reasonings that have merit. 

PLEASE DESCRIBE MS. HOUTSMA'S RATIONALE FOR HER PROPOSED USE 

OF A YEAR-END RATE BASE RATHER THAN AN AVERAGE YEAR RATE BASE. 

Ms. Houtsma makes several arguments, including the following: 

1. At pages 32-33 of her rebuttal testimony, she states that no party 
recommended the use of an average year rate base for establishment of 
ComEd's initial revenue requirement. From this, she concludes that use of 
an average year rate base in determining a reconciliation adjustment is 
inconsistent with the statute. 

2. At pages 32-33 of her rebuttal testimony, she also suggests that the cost 
of service must be developed based on data from FERC Form 1, but 
seems to have the erroneous impression that FERC Form 1 does not 
include both year-end and beginning-of-year rate base component 
amounts. 

3. At page 33 of her rebuttal testimony, she argues that the statute did not 
mention the use of an average year rate base for the rate year. She 
concludes that if the statute intended for an average year rate base to be 
used it would have explicitly stated so. In support, she observes the 
statute does explicitly require the use of an average calendar year 
Treasury bond yield in calculating the formula return on equity. She 
argues because the statute contains no such express provision for the 
calculation of average year rate base, it is precluded. 

4. Despite ComEd's frequent assertions that test year concepts have no 
relevance to the formula rates, at pages 33-34 of her rebuttal testimony, 
she argues that the use of a year-end rate base is consistent with how 
ComEd has ernployed a historical rate base with pro forma plant additions 
in its more recent rate cases. 

5. Finally, she states that the formula rate statute is clear that the 
reconciliation adjustment should be calculated consistently with ComEd's 
initial revenue requirement determination. 
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DO YOU BELIEVE THAT MS. HOUTSMA'S ARGUMENTS IN SUPPORT OF A 

YEAR-END RATE BASE HAVE MERIT? 

No. Each of her arguments is based on an erroneous premise. Most obviously, her 

argument that no party recommended use of an average year rate base in 

establishment of the initial revenue requirement is in error. I did make this 

recommendation. I recommended the use of an average year rate base for all 

60 components of the formula rate, not simply for the reconciliation component. (I1EC 

61 Ex. 1.0 at 24-25). Ms. Houtsma's erroneous assertion that no party recommended 

62 the use of an average year rate base to establish the initial formula rate revenue 

63 requirement provides no record basis for the use of a year-end rate base to set rates 

64 for the initial rate period. Further, the purpose for using an average year rate base 

65 rather than a year-end rate base is because an average year rate base more 

66 accurately measures ComEd's rate year cost of service which is a clear objective of 

67 the formula rate. 

68 Second, her apparent belief that FERC Form 1 data would not contain the 

69 information necessary to calculate an average year rate base also is in error. Indeed, 

70 FERC Form 1 data for balance sheet components, the data source necessary to 

71 construct the average year rate base, includes a column for both end-of-year and 

72 beginning-of-year amounts. Hence, an average year rate base can be calculated 

73 from any particular year's FERC Form 1, complying with the directives that a 

74 participating utility's ratemaking cost data be based on its most recently filed FERC 

75 Form 1. It also comports with the requirement for transparent information that reflects 

76 the utility's actual costs to be recovered during the applicable rate period. 

77 The Section 16-108.5 language does not specify the use of either an average 

78 year or end-of-year rate base. However, the statute does clearly state the need to 
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reflect the Company's actual prudent and reasonable costs of service for the formula 

rate period. (220 ILCS 5/16-108.5(c)). The use of an average year rate base is far 

more accurate measurement of ComEd's actual prudent and reasonable invested 

capital cost during the rate year than is an end-of-year rate base. 

Ms. Houtsma's attempt to find support in her claim that ComEd's rates have 

historically been set using an end-of-year rate base rests on her adoption of historical 

test year concepts as appropriate analogies. In the testimony of its various 

86 witnesses, ComEd has declared that "test year rules have little or no remaining 

87 application in the annual formula ratemaking world," since the revenue requirement 

88 and rates are "fully reconciled to actual reasonable and prudently incurred costs." 

89 (Hemphill Rebuttal, ComEd Ex. 11.0 at 6). At the same time, ComEd selectively uses 

90 those same concepts to argue in support of its positions. In any case, Ms. Houtsma's 

91 use of a test year analogy here does not support her proposal with respect to a 

92 formula rate. 

93 I agree that, in ComEd's past historical test year rate filings, a historical test 

94 year with pro forma plant additions was largely based on end-of-year rate base 

95 measurements. However, that rate-setting construct did not purport to include future 

96 reconciliations based on actual costs. Because formula rates are not set for a 

97 possibly lengthy future period, but instead are to be reconciled with ComEd's actual 

98 costs, Ms. Houtsma's historical test year argument does not support her importation 

99 of a year-end rate base convention. The formula rate statute requires rates to be just 

100 and reasonable. Therefore, a more accurate measurement of ComEd's actual cost of 

101 service during the initial rate period and subsequent rate years is needed. In this 

102 context, the reasonableness of proposed costs can depend on concepts used in test 

103 year analyses, including whether projected costs used for setting rates are 
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speculative (and therefore unjust or unreasonable) or are more in the nature of known 

and measurable costs. 

The remaining argument in Ms. Houtsma's testimony is that the formula rate 

statute requires that the reconciliation adjustment be calculated in the same way the 

initial revenue requirement is determined. However, this proceeding and the utility's 

initial revenue requirement and formula rates are clearly exceptional, in that they 

appear to be the subjects of distinct provisions in the statute. Contrary to 

Ms. Houtsma's assertion, there is no mandate that the unique process for revenue 

requirement and rate determinations in the first formula rate proceeding be replicated 

in subsequent proceedings. Only the revenue requirements (dollar figures) must be 

reconciled. More important, however, is the fact that a year-end rate base is not 

expressly required even for the initial proceeding. In addition, Ms. Houtsma has 

identified no language in the statute that bars the use of an average year rate base. 

Since the revenue requirement and rates are being determined for a rate 

period, not a single date, the more accurate average year rate base should be used. 

I believe this is more consistent with just and reasonable ratemaking. 

for these reasons, use of an average year rate base is far superior to use of 

an end-of-year rate base in measuring ComEd's actual cost of service in the formula 

rate period. 

WHY IS USE OF AN AVERAGE YEAR RATE BASE MORE ACCURATE THAN 

USE OF AN END-Of-YEAR RATE BASE IN MEASURING COMED'S ACTUAL 

COST OF SERVICE IN THE RATE PERIOD? 

An average year rate base represents the amount of invested capital ComEd uses to 

provide service over the span of the initial rate period and future rate years. If the 

BRUBAKER & ASSOCIATES, INC. 
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128 amount of ComEd's invested capital is increasing over that period (as the investment 

129 portion of the formula rate statute requires), ComEd's rate base will increase from the 

130 beginning-of-year to the end-of-year period. Hence, the actual amount of its invested 

131 capital will change throughout the year, and the use of an average year rate base will 

132 better reflect the actual amount of ComEd's invested capital cost during the rate 

133 period. In contrast, the use of an end-of-year rate base amount will simply measure 

134 what is most likely the highest amount of invested capital ComEd will have used to 

135 provide service at any point during the rate period or rate year. The use of an 

136 end-of-year rate base thus will almost certainly overstate ComEd's actual capital 

137 costs in 11 out of 12 months of the calendar year and overstate ComEd's actual cost 

138 of service for that calendar year. 

139 For these reasons, use of an average year rate base is far superior to use of 

, 140 an end-of-year rate base in measuring ComEd's actual invested capital cost 

141 Interest Rate on True-Up Adjustment 

142 Q DID MS. HOUTSMA TAKE ISSUE WITH ANY WITNESSES' PROPOSAL FOR THE 

143 INTEREST RATE ON RECONCILIATION UNDER-RECOVERIES? 

144 A Yes. At pages 35-37 of her rebuttal testimony, Ms, Houtsma disagreed with 

145 AG/AARP witness Brosch's proposed use of short-term debt rates, and Staff witness 

146 Ebrey's proposed use of customer deposit rates for revenue reconciliation 

147 adjustments, As to the proposed use of ComEd's short-term debt rate, she states 

148 that the Company's use of short-term debt is dedicated to construction work in 

149 progress or in part may be used to set rates. Therefore, the proposed use of short-

150 term debt for reconciliation funding will double count the use of short-term debt 
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Further, she argues that customer deposits are deducted from rate base and thus are 

not a capital source available to fund the reconciliation balance. Therefore, she 

reasons, these interest rates are not appropriate for determining the carrying costs on 

CornEd's revenue reconciliation amounts. 

IS MS. HOUTSMA'S REASONING SOUND? 

No. Ms. Houtsma's arguments are incomplete. Similar arguments could be made 

157 against her proposed use of the rate of return on rate base or primarily long-term 

158 capital to fund the reconciliation balance. She fails to point out that it is highly unlikely 

159 (indeed, it would be imprudent) that CornEd would issue additional common stock, or 

160 would issue long-term debt in order to fund the temporary reconciliation amounts, 

161 which will be collected from customers over a period not to exceed three years. 

, 162 Hence, her arguments are contradictory to her own implicit position that there should 

163 be a clear trace of the funding source to the reconciliation balance, 

164 Q DO YOU RECOMMEND A TYPE OF FUNDING TO USE AS A SURROGATE FOR 

165 AN INTEREST RATE ON RECONCILIATION BALANCES? 

166 A Yes, I believe Staffs and Mr. Brosch's recommendations to use short-term borrowing 

167 instruments as a surrogate for interest rates on reconciliation balances are 

168 reasonable, In the event the Company under-recovers its revenue requirement, the 

169 reduced revenue cash flow will result in either less cash deposited in interest-bearing 

170 accounts, or an increase to its short-term debt borrowing amounts, Alternatively, 

171 other temporary cash sources such as customer deposits could be used to fund this 

172 temporary cash shortfall amount It simply would be imprudent for CornEd to issue 

173 long-term common equity, or long-term bonds, to finance reconciliation balances that 
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174 will have recovery periods of less than three years. The use of long-term capital 

175 could result in periods where the capital funding is still outstanding when the 

176 reconciliation outstanding balance was fully recovered. For these reasons, the most 

177 reasonable and logical proxy for a reconciliation balance is the Company's short-term 

178 capital sources such as short-term debt or customer deposit interest rates. 

179 Ms. Houtsma's concern about the use of some short-term debt and customer 

180 deposits to finance rate base also has limited implications on an appropriate interest 

181 rate for temporary reconciliation balances. Short-term debt and customer deposits 

182 will vary throughout the year, but the formula rate only considers the balance at the 

183 beginning and end-of-year periods. Therefore, the precision necessary to properly 

184 track the amount of short-term debt and/or customer balance available to support rate 

185 base and/or reconciliation balances cannot be traced with the detail Ms. Houtsma 

, 186 seeks, Further, because reconciliations can be credits or charges, the benefit or cost 

187 to Com Ed will be symmetrical over time, and therefore will not result, on average, in a 

188 detriment or a benefit to ComEd or its customers during the period the formula rate is 

189 in effect. Because any detriments will be offset with benefits, for use of short-term 

190 carrying charge rates, neither ComEd nor its customers should be harmed, 

191 I recommend that the Commission use carrying charge rates on reconciliation 

192 of adjustments which do not supplement or create a detriment to the Company's 

193 earnings during the reconciliation collection or credit period. Therefore, I believe 

194 either Mr. Brosch's or Ms, Ebrey's proposed carrying charge rates for reconciliation 

195 balances are reasonable. 

BRUBAKER & ASSOCIATES, INC. 
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196 Earnings Collar 

197 Q DOES MS. HOUTSMA COMMENT ON YOUR PROPOSAL TO SEPARATE THE 

198 EARNINGS COLLAR FROM THE RECONCILIATION SCHEDULE A-1 AND PUT IT 

199 DIRECTLY ON SCHEDULE FR A-1? 

200 A Yes. At pages 37-38 of her rebuttal testimony, she opposes my recommendation. 

201 She states that there is no benefit to making this separation. 

202 I disagree. I believe that the earnings collar calculation and the earnings 

203 reconciliation determination should be tracked and presented separately, so they are 

204 clearly identifiable, distinct adjustments to the cost of service used in setting rates. To 

205 the extent the earnings collar and earnings reconciliation adjustments are producing 

206 meaningful changes to customers' cost of service, they should be explicitly and 

207 transparently presented to customers in the development of the overall revenue 

208 requirement used to set rates. Burying the earnings collar in the earnings 

209 reconciliation adjustment does not accomplish this objective. These are separate 

210 adjustments and should be shown separately. Unless the Commission accepts 

211 IIEC's recommendation for a simpler tariff, the role of each calculation should be 

212 presented explicitly in the development of the overall revenue requirement used to 

213 develop the formula rates, in order to provide a transparent development of the rates 

214 customers must pay. ComEd's proposal obscures whether and how each calculation 

215 affects rates in a particular rate period and does not provide transparency for 

216 customers or the Commission. 

217 Ms. Houtsma's proposal to simply combine them in a single line item, makes 

218 their impacts on overall cost of service and rates less transparent. I continue to 
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recommend the revenue reconciliation and earnings collar revenue requirement be 

listed separately on Schedule FR A-1. 

RESPONSE TO COMEO WITNESS MARTIN G. FRUEHE 

DOES MR. FRUEHE TAKE ISSUE WITH ANY PORTION OF YOUR TESTIMONY? 

Yes. At pages 7-8 of his rebuttal testimony, Mr. Fruehe asserts that my proposal to 

include a roll-forward of the accumulated deferred income taxes ("AD IT") should not 

be incorporated in the development of the forecasted revenue requirement. He 

believes that my proposal is not necessary because there may be other changes 

associated with ADIT that (if taken into consideration) may offset this cost component. 

He also asserts that the actual amount of ADIT will ultimately be included in rates in 

the reconciliation adjustments. 

DO YOU BELIEVE THAT MR. FRUEHE'S ARGUMENTS AGAINST THE 

ROLL-FORWARD OF ADIT PROJECTIONS FOR PLANT ADDITIONS ARE 

REASONABLE? 

No. First, his observation that any deviation from actual costs caused by failing to 

take account of the change in rate base, used to provide service, attributable to ADIT 

will be addressed in reconciliation adjustments is meaningless. Every variance from 

actual costs, whether inadvertent or deliberate, should ultimately be addressed in 

reconciliation - including those cost changes that ComEd elected to take account of 

in its revenue requirement calculation, instead of waiting for reconciliation. 

More important, Mr. Fruehe does not take issue with the fact that ADIT will 

change along with accumulated depreciation. (ComEd Ex. 13.0 at 6:116-119). His 

BRUBAKER & ASSOCIATES, INC. 
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241 only concern is that other issues should be taken into consideration. However, 

242 Mr. Fruehe has not identified the other cost items that he believes should be captured 

243 in the formula rate. 

244 Formula rates should be structured in a way to best approximate the 

245 Company's actual cost of service during the rate period. Since there is no dispute 

246 that ADIT will increase, along with an increase in depreciation expense and the 

247 associated buildup of accumulated depreciation, the ADIT balance should be 

248 recognized and included in the forecasted rate base. This Commission has 

249 characterized accumulated depreciation and ADIT projections as companion 

250 adjustments. If, in Mr. Fruehe's opinion, other issues are material and should also be 

251 considered, then Mr. Fruehe should identify those other considerations and describe 

252 why they are appropriate and the impact of his proposed additional adjustments to 

, 253 the formula rates. 

254 Simply observing that there may be other changes is not an adequate means 

255 of producing the best estimate of ComEd's rate year cost of service, ADIT is the third 

256 largest component of ComEd's rate base, making an accurate rate base projection 

257 nearly impossible if this item is not taken into account. Mr. Fruehe has not identified 

258 any specific item, or group of items, that he believes are of similar significance and 

259 should also be included in the calculation, Generally, it seems appropriate to try to 

260 obtain the most accurate cost of service projection that is practicable, thus minimizing 

261 the burdens of over-recovery for ratepayers or under-recovery for ComEd pending 

262 completion of a reconciliation process. Therefore, Mr. Fruehe's position should be 

263 rejected, and the Commission should direct ComEd to include the companion AD IT 

264 buildup for the period over which accumulated depreciation changes are projected. 
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CornEd does not appear to complain of such variances from likely actual costs 

when under-recovery for ComEd is not at issue. Here, for example, Mr. Fruehe 

essentially argues to ignore the roll-forward of AD IT because it would be picked up in 

the reconciliation process. On the other hand, Ms. Houtsma suggests that the 

269 reconciliation process should not incorporate calculations that "would result in 

270 increased regulatory lag." (ComEd Ex. 12.0 at 4). In fact, the items ComEd includes 

271 in the revenue requirement would likely cause it to over-recover from ratepayers, 

272 pending reconciliation. The Commission should try to consistently achieve revenue 

273 requirement projections that are as close as practicable to the actual revenue 

274 requirement that will need to be reconciled. For the reasons discussed above, I 

275 believe Mr. Fruehe's recommendation not to include forecasted ADIT related to plant 

276 additions should be disregarded. 

277 RESPONSE TO COMED WITNESS SCOTT VOGT 

278 Q DID MR. VOGT TAKE ISSUE WITH ANY PORTIONS OF YOUR TESTIMONY? 

279 A Yes. At pages 12-13 of his rebuttal testimony, he responded to my recommendation 

280 to modify the formula rate to include a common equity ratio target cap for the capital 

281 structure used to develop the rate of return in the capital structure. He did not dispute 

282 that ComEd's current FERC Open Access Transmission Tariff includes such a 

283 common equity ratio cap in that formula rate. However, he recommends that the 

284 determination of a common equity ratio cap should be evaluated in a subsequent 

285 proceeding. 
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While I agree with Mr. Vogt and with Staff witness Kight-Garlisch that the impact on 

ComEd's business risk and credit standing should be considered in establishing an 

appropriate common equity ratio target used for formula rates, a common equity ratio 

cap of 55% is reasonable at this time. To the extent that an appropriate common 

equity ratio target changes over time, ComEd should have the obligation to 

demonstrate to the Commission an appropriate revised cap for formula rate purposes. 

However, at this time, I believe a common equity ratio cap of 55% is reasonable, 

unless and until a subsequent Commission proceeding is held to determine a more 

appropriate cap, as recommended by Staff. 

Therefore, the Commission should implement a separate proceeding for 

determining an appropriate capital structure for ComEd's formula rate. In the interim, 

the Commission should include a common equity ratio cap of 55% as I proposed in 

my direct testimony. With this adjustment to the formula rate, ComEd's actual capital 

structure will be set based on its actual FERC Form 1 capital components, because 

its measured capital common equity ratio in this case is less than 55%. Nevertheless, 

modifying the formula rate to include an equity ratio cap will ensure that rates are not 

set using an excessive common equity ratio in the future. 

I believe a 55% common equity ratio is appropriate at this time simply 

because it is the cap used by ComEd in setting its FERC Open Access Transmission 

Tariff rates. However, as Staff recommends, and ComEd apparently agrees, the 

appropriate common equity ratio cap to be included in the formula rate should be 

studied in a subsequent proceeding. 
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309 RESPONSE TO COMED WITNESS JOHN HENGTGEN 

310 Cash Working Capital ("CWC") 

311 Q DOES MR. HENGTGEN TAKE ISSUE WITH YOUR DIRECT TESTIMONY AS IT 

312 RELATED TO CWC? 

313 A Yes. At pages 7 and 10-11 of his rebuttal testimony, Mr. Hengtgen takes issue with 

314 my testimony regarding: (1) collection lag; and (2) the appropriate leads and lags for 

315 the Energy Assistance Charges/Renewable Energy Charges ("EAC/REC") and the 

316 Gross Receipts Tax/Municipal Utility Taxes ("GRT/MUT"). 

317 Q PLEASE SUMMARIZE MR. HENGTGEN'S ARGUMENTS REGARDING THE 

318 COLLECTION LAG. 

319 A Mr. Hengtgen recognizes that the aged accounts receivable analysis he utilized does 

320 include uncollectibles though uncollectible amounts are not properly included in a 

321 collection lag analysis. However, Mr. Hengtgen claims ComEd cannot determine with 

322 certainty which specific customer accounts will become uncollectible. Mr. Hengtgen 

323 further states that all customers do not pay within the 21-day period allowed in the 

324 tariff for timely bill payments. Mr. Hengtgen also asserts that I have provided no 

325 compelling reason to require additional study and that my proposal therefore should 

326 be rejected. 

327 Q DO YOU AGREE WITH MR. HENGTGEN'S ARGUMENTS? 

328 A No. Mr. Hengtgen's proposed CWC collection lag of 34.23 days is excessive. 

329 Mr. Hengtgen admits that his aged accounts receivable analysis includes billed 

330 revenues that will not be collected (uncollectibles). (Hengtgen Rebuttal at 6). 
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Uncollectible amounts should not be included in the computation of the collection lag 

because they represent billed revenue that will never be collected, and, therefore, 

distort (Le., expand) the collection lag estimate. Including uncollectibles in the 

collection lag calculation distorts the lag estimate because one is recognizing billed 

revenues in the calculation, which will never be collected by ComEdo To the extent 

these billed revenues may never be collected, the collection lag calculation produces 

an erroneous collection lag estimate, which is longer than ComEd's collection period 

from customers who pay their bills. 

Mr. Hengtgen attempts to downplay this deficiency by stating that ComEd 

cannot identify with certainty which customer accounts will become uncollectible. 

Mr. Hengtgen misses the point. It is not necessary to identify with certainty the 

342 specific customer accounts that will become uncollectible. Rather, the amount of 

,343 uncollectibles can be approximated for use in a CWC study, If an estimate of the 

344 uncollectibles is not explicitly made, the collection lag used in the study will be 

345 intentionally overstated, Indeed, ignoring uncollectibles is the equivalent of assuming 

346 a zero amount of uncollectible accounts. This is not a reasonable assumption, 

347 Mr. Hengtgen attempts to address the argument that customers have 

348 approximately 21 days to remit payment to ComEd, by stating that the reality is 

349 customers do not always pay their bills within 21 days. I do not disagree. However, 

350 ComEd's proposed collection lag of 34.23 days suggests that on average, all ComEd 

351 customers pay their bills late, This also is not rational. Some customers pay before 

352 21 days and other customers pay after 21 days, To suggest, as Mr. Hengtgen's 

353 34.23-day collection lag implies, that all customers pay approximately 13 days after 

354 the tariff mandated 21-day payment period is simply not a reasonable estimate, 
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PLEASE SUMMARIZE YOUR POSITION AS IT RELATES TO COMED'S 

COLLECTION LAG. 

I have not proposed a specific recalculation of CornEd's proposed collection lag in 

358 this case. However, I believe given Mr. Hengtgen'sacknowledgement of the flaw in 

359 his methodology and the absence of an adequate explanation of why ComEd's 

360 proposed collection lag is more than 13 days beyond the tariff prescribed 21-day 

361 payment period, that ComEd's calculated collection lag is excessive and unreliable. 

362 In light of the fact that this methodological flaw has been raised repeatedly in prior 

363 proceedings, the Commission should, at the very least, order further investigation into 

364 ComEd's approach to determining its collection lag. 

365 In the interim, the Commission should adopt the position advocated by 

366 AG/AARP witness Mike Brosch. Mr. Brosch proposes an adjustment to ComEd's 

,367 collection lag to address the issue of uncollectibles. I would support Mr. Brosch's 

368 adjustment until a more comprehensive calculation can be performed by ComEd, 

369 Q DOES MR. HENGTGEN AGREE WITH YOUR ARGUMENTS REGARDING THE 

370 COLLECTION LAG PROPERLY ASSOCIATED WITH COMED'S PAYMENTS OF 

371 EAC/REC AND GRTlMUT CHARGES? 

372 A Yes and no, Mr. Hengtgen acknowledges that the charges are, in fact, due after the 

373 revenues have been collected from Com Ed ratepayers. However, because under a 

374 ComEd practice the utility has historically remitted these charges based on billed 

375 revenues instead of collected revenues, ComEd is unwilling to correct its calculation 

376 in measuring future payments, Mr. Hengtgen argues that restating the lag based on 

377 collected revenues does not reflect ComEd's true CWC requirement as ComEd has 

378 arranged to remit these charges on billed revenues, ComEd is essentially asking its 
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ratepayers to pay more in rates because ComEd has elected to remit these charges 

on a schedule of its choosing, instead of on the timetable required by the relevant 

ordinances. By choosing to pay these taxes earlier than required, ComEd is 

voluntarily relinquishing use of customer funds to pay these charges. By paying 

these charges prematurely, Com Ed has increased its CWC needs and unnecessarily 

increased its cost of service. Making early payments is not reasonable if it raises 

ComEd's cost of service and rates to retail customers. 

MR. HENGTGEN ARGUES THAT IF COMED CHANGES THE METHODOLOGY 

FROM CALCULATING THE CHARGES FROM BILLED REVENUES TO 

REVENUES COLLECTED, MUNICIPALITIES WOULD MISS SOME MONTHLY 

PAYMENTS. DO YOU AGREE WITH THIS ARGUMENT? 

No. The change to actual revenues collected versus billed revenues would not 

necessitate a missed payment or skipped payment to the municipalities. The change 

would have little impact on the amounts sent to the municipalities. 

WHY DO YOU BELIEVE A CHANGE FROM BILLED REVENUES TO ACTUAL 

REVENUES COLLECTED WOULD NOT NECESSITATE A MISSED PAYMENT OR 

SKIPPED PAYMENT TO THE MUNICIPALITIES? 

I do not believe a change from billed revenues to actual revenues collected would 

397 necessitate a missed or skipped payment because the difference between the two 

398 methodologies would not allow ComEd to miss or skip a payment. If a municipal was 

399 projected to have $1.2 million of billed revenues for a calendar year, the monthly total 

400 on an average basis would be $100,000. This $100,000 total would also represent 

401 the average amount collected on a monthly basis through the year. Based on this 
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simple example, a switch from billed revenues to collected revenues would not 

necessitate a missed or skipped payment to a municipality. 

HAS THE COMMISSION PREVIOUSLY ADOPTED YOUR POSITION ON THE 

EAC/REC AND GRT/MUT ITEMS? 

Yes, it is my understanding that the Commission adopted the position I am 

recommending in ComEd's last rate case. Attached to ComE d's last rate case Order 

(ICC Docket No. 10-0467) in Appendix A, at page 10 of 13, EAC/REC and GRTlMUT 

revenue lags are listed as zero. (See also, pages 25-27 of the Final Order in North 

Shore Gas Company, et aI., 11-0280 and 11-0281 (Cons.)). 

PLEASE SUMMARIZE YOUR TESTIMONY ON CWC. 

I recommend that the Commission order ComEd to restudy or adopt a new 

methodology for calculating its collection lag. The most accurate method for 

calculating a collection lag is to perform a customer sample. Although this 

methodology requires many more calculations of individual customer bills, it provides 

the most accurate calculation of actual customer paying habits. I recommend that the 

Commission require ComEd to modify its collection lag calculation in the most timely 

period as practical. Utilizing ComEd's proposed collection lag requires its ratepayers 

to pay more for electric service. 

I also recommend that the Commission reaffirm its position on EAC/REC and 

GRT/MUT charges and assign a zero revenue lag to these charges. 
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RESPONSE TO COMED WITNESS DR. ROSS C. HEMPHILL 

AT PAGE 13 OF HIS REBUTTAL TESTIMONY, DR. HEMPHILL ADDRESSES 

424 ARGUMENTS YOU SUPPOSEDLY MADE IN YOUR DIRECT TESTIMONY 

425 REGARDING CHARITABLE CONTRIBUTIONS. HOW DO YOU RESPOND? 

426 A Dr. Hemphill is mistaken in his testimony. I did not address charitable contributions in 

427 my direct testimony. 

428 Q AT PAGE 16 OF HIS REBUTTAL TESTIMONY, DR. HEMPHILL ARGUES THAT 

429 YOUR SUGGESTION TO MAKE RATE DSPP LESS DETAILED IS NOT VALID. 

430 HOW DO YOU RESPOND? 

431 A To the extent he suggests that I am proposing a less detailed calculation, 

432 Dr. Hemphill simply does not properly understand my testimony. I am not proposing 

, 433 to eliminate any detail supporting the development of the DSPP rate. Rather, I am 

434 simply arguing that the details necessary to produce the rate should be part of the 

435 standard filing requirements and workpapers associated with formula rate filings, but 

436 not included in the tariff, As such, the details needed to properly calculate the rate 

437 will be considered by the Commission and available to all stakeholders, The formula 

438 rate itself (in a more understandable form) will be available to all customers of ComEd 

439 that use the rates, who mayor may not be parties to the rate case and may not have 

440 the technical expertise to understand the significant calculations and arcane 

441 terminology ComEd proposes to use in developing the rates customers will pay. 
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ARE YOU PROPOSING TO ELIMINATE ANY OF THE DETAILS USED TO 

ESTABLISH RATE DSPP? 

No. I do propose to make the tariff more straightforward so non-technical people can 

better understand the DSPP rate terms and conditions. The mechanics used to 

establish the rate however should be included in filing requirements and workpapers 

the Commission requires be prepared and timely made available by ComEdo This is 

an approach the Commission has used successfully in its review of rate proposals for 

many years. I am unaware of any utility proposing or asserting a need for this level of 

detail in any previous Commission proceeding where that utility sought approval of 

tariffs under the jurisdiction of the ICC. Even in formula rate proceedings, the 

Commission has statutory duties to perform, and any effort to replace the 

Commission with a tariff of such detail that it constrains or replaces the Commission's 

determinations would, in my lay person's opinion, be potentially inconsistent with the 

role mandated for the Commission in the formula rate legislation. 

The Company has provided no evidence to support the inclusion of over 

150 pages of Rate DSPP's detailed calculations in its tariff. To include the 

Company's proposed level of formula rate detail in its tariffs (detail that traditionally 

has been included in workpapers) could allow ComEd to escape reasonable future 

challenges to its formula rates. For example, ComEd's level of detail in its tariff could 

hinder the Commission's ability to recommend adjustments based on qualitative 

assessments of ComEd's proposals. For the modest revisions of its calculation 

inputs Com Ed proposes in its rebuttal testimony, the utility has accompanied them 

with revisions to a half-dozen distinct portions of the tariff itself. There should be no 

need for the Commission to rewrite a complex tariff every time it makes a 

determination on the prudence, justness, or reasonableness of a specific input or 
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provision, in the context of circumstances established by the evidence in a particular 

case. Such extreme detail could put the Commission and other parties in the position 

of defending against arguments that try to immunize from proper and reasonable 

examination elements of the tariffs detailed spreadsheets, simply because they are 

incorporated in the tariff. 

AT PAGE 17 OF HIS REBUTTAL TESTIMONY, DR. HEMPHILL ARGUES THAT 

THE SPECIFICITY IN RATE DSPP DOES NOT IMPAIR THE COMMISSION'S 

ABILITY TO REVIEW COMED'S COSTS. HOW DO YOU RESPOND? 

Dr. Hemphill misses the point. He states that nothing in ComEd's proposal to "stay 

476 faithful to the concept of establishing standard formulae populated by defined 

477 transparent data impairs the Commission's ability to review the reasonableness or 

, 478 prudence of ComEd's actual costs specified in the tariff." (emphasis added) The 

479 Company's proposal to include such extreme formula detail in the tariff, and to stay 

480 faithful to that formula, before the Commission and all parties understand and gain 

481 some actual experience with how the formula rate actually works is not appropriate, 

482 and it could impair the Commission's ability to implement its determinations 

483 respecting the reasonableness of the rate formula details, or even specific FERC 

484 Form 1 item amounts, included in the tariff or rate development. 

485 Dr. Hemphill's statement that ComEd plans to stay faithful to what it claims 

486 are standard formulae, should cause the Commission concern. Once the extreme 

487 formulae details are in the tariff, future challenges to the formulae or to specific line 

488 items referenced in the tariff may needlessly become more difficult. For instance, 

489 once the Commission approves ComEd's formula rate tariff, it will have arguably 

490 approved all the formula details contained in the tariff, Attempts to change any 

BRUBAKER & ASSOCIATES,INC. 



491 

492 

493 

494 

495 

IIEC Exhibit 2.0 
Michael P. Gorman 

Page 22 

formula detail whose flaws later become clear to parties could be resisted as 

inconsistent with the tariff and with arguments that those flaws should have been 

addressed in the initial formula rate proceeding. For example, a specific calculation 

based on FERC Form 1 data designated as a tariff line item produces a result that is 

unreasonable on the record in a later case. Ratepayers will have to overcome 

496 ComEd arguments (already made in its testimony in this case) that revenue 

497 requirement determinations in future reconciliation proceedings must be made in 

498 exactly the same manner as the initial determination. The Commission will be faced 

499 with the task of revising all the lines of tariff spreadsheets that are affected by a 

500 changed determination required to satisfy the statute's just and reasonable 

501 standards. 

502 As I stated in my direct testimony, because this is the first implementation of 

, 503 the formula rate provisions, there is at least a possibility that the conduct of this 

504 proceeding (even if it is a flawed first effort to implement new requirements) could be 

505 perceived or argued to establish a pattern or informal procedure that must be 

506 repeated in future cases, Excessively detailed measures incorporated in a tariff 

507 increase that danger and could be significantly more difficult to change, even when 

508 their imperfections later become clear or are required by the evidence, 
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AT PAGE 18 OF HIS REBUTTAL TESTIMONY, DR. HEMPHILL IS ALSO 

CRITICAL OF YOUR SUGGESTION THAT THE COMMISSION ESTABLISH A 

PROCEEDING IN WHICH PART 285 AND PART 286 DATA COULD BE FILED OR 

MADE A PART OF A REPORTING PROCESS TO THE COMMISSION. HOW DO 

YOU RESPOND? 

First, Dr. Hemphill is critical of my recommendation that ComEd be required to file 

515 data required by Part 285 and 286 of the Commission's rules. He states in his 

516 rebuttal that the formula rate statute addresses the data to be provided by utilities in 

517 advance, and specifically addresses data of the type called for in Part 285. I would 

518 like to point out, however, in his rebuttal testimony at page 16, Dr. Hemphill stated the 

519 Company is following the outline set out in Parts 285 and 286 of the Commission's 

520 rules in providing the relevant and necessary data for the instant filing. However, he 

, 521 further states that ComEd's election to do so does not set any precedent for future 

522 filings or proceedings, attempting to reserve to itself the option of not providing such 

523 information in a timely manner in future cases, 

524 As I stated in my direct testimony, the Company apparently makes no 

525 guarantees as to the type of data it will provide in future proceedings or when it will 

526 provide the data, I continue to recommend that ComEd be required to provide Part 

527 285 and 286 type data in connection with future formula rate proceedings, in addition 

528 to any items referenced in the tariff and the FERC Form 1 data required by statute, 

529 The Commission should assure that it and parties to formula rate cases have all the 

530 information needed for timely completion of their review, especially given the short 

531 period the statute requires for comments and decision. 
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DR. HEMPHILL ARGUES THAT THE NOTION COMED WILL BE SITTING ON 

533 COMPLETED SCHEDULES TO WHICH THE COMMISSION SHOULD GIVE 

534 INTERVENORS IMMEDIATE ACCESS IS UNFOUNDED. HOW DO YOU 

535 RESPOND? 

536 A My direct testimony emphasized that cost data should be available to intervenors as 

537 soon as possible. Dr. Hemphill's characterization of my testimony as suggesting 

538 ComEd be required to provide completed schedules prior to a formula rate filing, or to 

539 provide FERC Form 1 data before it is filed with FERC, is incorrect. 

540 Q AT PAGE 19 OF HIS REBUTTAL TESTIMONY, DR. HEMPHILL DISAGREES 

541 THAT RATE DSPP IS TOO SOPHISTICATED FOR RETAIL CUSTOMERS. HOW 

542 DO YOU RESPOND? 

543 A Dr. Hemphill claims that ComEd's proposal addresses this concern fully. I disagree. 

544 The simple fact of the matter is Rate DSPP includes over 150 pages of detailed 

545 formula rate calculations. This is simply overwhelming even for a customer who is 

546 familiar and knowledgeable of ComEd's current tariffs. For example, the current 

547 distribution tariff (Rate RDS) is only 37 pages and far more straightforward. To 

548 expect retail customers to comprehend Rate DSPP's over 150 pages of formulae, 

549 spreadsheets, terms and conditions in a single tariff is naive at best. 

550 Q AT PAGE 32 OF HIS REBUTTAL TESTIMONY, DR. HEMPHILL ARGUES THAT 

551 ADVANCE LIMITS ON COSTS ARE NOT CONSISTENT WITH THE ANNUAL 

552 FORMULA RATE STRUCTURE OF RATE DSPP. HOW DO YOU RESPOND? 

553 A The Commission and intervenors have expectations that ComEd will include 

554 reasonable levels of costs for certain expense items. An expense limit or ceiling is 
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necessary to gauge whether or not ComEd's activities and costs are reasonable for 

inclusion in a formula rate without a closer examination (through full Commission 

review) of these expenses. Such a limit will provide notice to all parties of the cost 

levels that could trigger more formal proceedings to allow the Commission and 

intervenors to further scrutinize the Company's proposal. 

As I understand it, the intervenors will have approximately a 45-day period in 

order to review ComEd's filing and to recommend suspension due to cost disputes or 

improper application of the formula. This is an extremely short period of time that 

already puts intervenors at a disadvantage to be able to adequately review ComEd's 

proposed rates. To the extent data is not available to support ComEd's filings before 

the 45-day period commences, intervenors will have an even shorter time period in 

order to adequately review and comment on ComEd's rate filing. Therefore, data 

must be provided as soon as possible, even before the 45-day time limit begins if the 

data is available. All of this ensures that all stakeholders in this process are treated 

fairly, and improves the likelihood that ComEd's rates will be just and reasonable. 

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 

Yes. 
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