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I. Introduction, Background and Summary 1 

Q. What is your name and business address?  2 

A. My name is Scott A. Vogt, Commonwealth Edison Company (“ComEd”), Three Lincoln 3 

Centre, Oakbrook Terrace, Illinois 60181-4260. 4 

Q. Mr. Vogt, can you please describe your current and recent employment? 5 

A. Just last month I assumed the duties of Director, Financial Planning & Analysis, at 6 

Exelon Corporation, ComEd’s ultimate parent.  Prior to that appointment, I served as 7 

ComEd’s Director of Financial Planning and Analysis for nearly ten years.  I held that 8 

position throughout the development of ComEd’s Smart Grid Advanced Metering 9 

Infrastructure Deployment Plan (“AMI Plan”) and through the date of the filing of the 10 

Verified Petition and Plan with the Illinois Commerce Commission (“Commission” or 11 

“ICC”) that initiated this Docket.  12 

Q. What is the purpose of your testimony? 13 

A. The purpose of my testimony is to respond to the claims made by J. Richard Hornby, a 14 

witness testifying on behalf of the Illinois Attorney General (“AG”), that the discount rate 15 

used in determining that the present value of the total benefits of the AMI Plan exceeds 16 

the present value of the total costs of the AMI Plan should be based on ComEd’s cost of 17 

capital.  I also provide information and address questions about the correct discount rate 18 

expressed by Staff witness Dr. David Brightwell (Staff Ex. 2.0) 19 

Q. What do you conclude? 20 
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A. The correct discount rate used to determine a net present value (“NPV”) should be 21 

determined based on what the NPV is intended to measure.  I agree with Dr. Brightwell 22 

that, in the abstract, “[r]easonable arguments can be made for discount rates that range 23 

between 3% and 11.87%,” or other numbers in that range.1  However, given that the cost-24 

benefit analysis is to be done from the perspective of ComEd’s customers and given the 25 

nature of the benefits being valued, ComEd’s use of a 3.087% discount rate was most 26 

appropriate.  In contrast, use for this purpose of ComEd’s weighted average cost of 27 

capital (“WACC”) would be inappropriate and would significantly understate the net 28 

present benefits, distorting and biasing the results.   29 

Q. Mr. Vogt, what were your duties as ComEd’s Director of Financial Planning and 30 

Analysis? 31 

A. My primary duties included load forecasting, risk management, short-term financial 32 

forecasting, and long-term financial modeling.  I supervised preparation of ComEd’s 33 

budget, long-range plan, and monitoring and analysis of monthly financial performance.  34 

Under my direction, ComEd analyzes the drivers of and variances from its budget and 35 

develops revised projections for the current year.  I also directed preparation of detailed 36 

projections for revenue, expenses, earnings and cash flow to ensure the company has the 37 

proper levels of liquidity and financing available to achieve its operational and financial 38 

targets.  I directed monitoring and projection of numerous financial ratios to insure that 39 

ComEd’s financial position will support an investment grade credit rating, as well as 40 

determination of when debt issuances or other sources of capital are required to support 41 

                                                 
1  Staff Ex. 2.0, 2:36-37.  I do not mean to imply agreement or disagreement with the averaging of 

credit card and mortgage rates, but the overall result I do not quarrel with.   
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the operations of the business.  In connection with that work, I have performed literally 42 

thousands of present value calculations and comparisons.  43 

Q.  Mr. Vogt, would you describe your educational background and business 44 

experience? 45 

A. I have a Bachelor of Science degree in Business Analysis from Indiana University.  I 46 

have been employed by ComEd and Exelon since 1998 in various positions, including 47 

roles as a Financial Analyst, Executive Assistant, Assistant Treasurer, and Director of 48 

Project Evaluation.  In November 2002 I was promoted to my most recent position, 49 

Director of Financial Planning and Analysis for ComEd.  Last month I was appointed to 50 

be Director, Financial Planning & Analysis, at Exelon Corporation.  51 

II. Selection of a Discount Rate 52 

Q. What is the purpose of a discount rate in a net present value analysis? 53 

A. Stripping aside the mathematical detail, the need for a discount rate flows from the fact 54 

that a dollar today is worth more than a dollar tomorrow or any other time in the future.  55 

The popular perception tends to blend that concept with inflation through the use, for 56 

example, of nominal interest rates, but it is true without regard to inflation.  Humans are 57 

risk averse and value the present over the future.  All of these preferences end up being 58 

reflected in the financial markets, and this allows us to measure the equivalence between 59 

a dollar today and a dollar in the future. 60 

Q. How do we measure the equivalence between a dollar today and a dollar in the 61 

future? 62 
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A. We study the returns that can be obtained in exchange for investing money in lieu of 63 

using it now, i.e., how the financial markets value future money versus present money 64 

and vice versa.  While some of those financial markets and instruments can be complex, 65 

the principle is not:  if you have a dollar, you can spend it, or you can loan it in exchange 66 

for a promise of repayment plus interest or you can invest it in exchange for a return of 67 

and on the investment.  The real interest or return compensates you for two things:  the 68 

risk of default (non-payment) and the delay in the use of your money.  This payment for 69 

delay reflects the time value of money in that market.  By looking at how much one can 70 

be “paid” to forgo using money now, we can derive the discount rate, the rate that needs 71 

to be applied to convert future costs and benefits to their “present values.”  As available 72 

returns decline, so do discount rates. 73 

Q. Does that mean that there is one single discount rate? 74 

A. No.  Different firms and groups of people have different abilities to access capital, 75 

different opportunities to earn interest, different risk tolerances, and different risks of 76 

default.  Discount rates will vary depending upon what perspective is to be employed.  77 

We should consider how a discount rate is to be used in calculating that rate.   78 

Allow me to briefly illustrate.  A company investing in, say, asteroid mining at a 79 

rate of return of 20% will value a dollar next year as being worth $.8333 ($1/$1.2) today.  80 

That is because it can invest that $.8333 today to generate a $1 next year.  An individual 81 

whose investments opportunities are more modest will value future dollars more highly 82 
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and have a lower discount rate.  This is the point Dr. Brightwell makes on page 3 of his 83 

testimony.2 84 

Q. Why is it appropriate to use a 3.087% discount rate in the cost-benefit analysis of 85 

the AMI Plan? 86 

A. The cost-benefit analysis of the AMI Plan is performed from the perspective of ComEd’s 87 

customers and of society as a whole, not from the perspective of ComEd.  As Dr. 88 

Brightwell observes, the government can be treated as a proxy for society as a whole for 89 

this purpose.3  In addition, we could examine the rates of interest available to the general 90 

public, but we need to take care to choose comparable income streams.  Credit card 91 

interest, for example, is a very different type of loan with risks and properties (rollovers, 92 

multiple draws, other options) and would not, in my view be appropriate.  Nor would a 93 

stock market return be appropriate, because both of its variability and the difference in 94 

risk (including loss of principle).  A closer analog would be the mortgage rate, which is a 95 

long term obligation with stable returns, which (corrected for inflation) is close to the 96 

3.087% that ComEd used.   97 

Q. Is it appropriate to use ComEd’s WACC as the discount rate in this circumstance? 98 

A. Discounting at WACC would be appropriate if you were measuring the present value of 99 

future costs or payments to ComEd or if the calculation were to relate only to a 100 

comparison of revenue requirement streams.  That is because, from the utility’s 101 

perspective, its time value of money (over any significant term) is the WACC.  However, 102 

                                                 
2 Staff Ex. 2.0, 3:48-57. 
3 Staff Ex. 2.0, 5:88-95. 
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if the discounting is not to be calculated from the perspective of the utility, WACC is the 103 

wrong rate to use. 104 

Q. How do we know the net present value is not to be calculated from ComEd’s 105 

perspective? 106 

A. First, as Dr. Brightwell observes,4 the study is not of whether AMI is a profitable or 107 

optimal investment for ComEd’s earnings, but whether it is cost-beneficial.  Any cost 108 

savings ComEd studied flow through to customers.  Moreover, the benefits customers 109 

receive include both financial benefits that flow directly to customers and societal 110 

benefits, none of which impact ComEd at all (except as a member of society).  Mr. 111 

Hornby’s claim, made later in his testimony, that “it is reasonable to test the results of 112 

discount rates from a utility perspective and a residential customer perspective because 113 

the utility bases its investment decisions on its ability to earn its weighted average cost of 114 

capital …” is likewise simply not consistent with the fact that many of the benefits being 115 

studied either have nothing to do with ComEd’s earnings and flow directly to customers 116 

or relate to energy costs, where ComEd invests nothing and earns no return, but it just a 117 

pass through entity. 118 

Put simply, when ComEd is financing the enhancements that provide the benefits, 119 

and the question of whether or not it is “worth it” is judged from ComEd’s perspective, 120 

then ComEd’s cost of capital should be used.  Here, however, the operational investments 121 

and cost savings accrue directly or are passed through to customers, and any financing 122 

                                                 
4  Staff Ex. 2.0, 6:109-113 (… since these are benefits and costs that accrue to ComEd’s customers 

and … ComEd’s customers are ultimately paying the costs and receiving the benefits, … the appropriate 
discount rate is one that reflects what the customer is willing to give up at present in order to receive 
additional benefits in the future.”) 
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costs are already included in the customer’s cost with a cost of capital equal to ComEd’s 123 

WACC.  The question is: is that set of costs and benefits worth it to the customer and 124 

society and the appropriate discount rate for that question is based on the customer’s or 125 

the societal cost of capital. 126 

Q. Does Mr. Hornby’s observation that the discount rate is not specified in the statute 127 

(AG Ex. 3.0, 6:11-23) support a different view? 128 

A. No.  While the statute does not specify a numeric rate, it does specify the benefits to be 129 

studied, and they are not ultimately utility benefits.  Moreover, based on my financial 130 

training and not as a lawyer, I do not think one can reasonably read the statute’s 131 

description to refer to a utility perspective study, and Mr. Hornby does not explain how it 132 

could be.  The statute’s silence about a value allows for choice of the correct societal 133 

discount rate. 134 

Q. Do Mr. Hornby’s claims concerning the timing of benefits and costs (AG Ex. 3.0, 135 

9:1-23) speak to the choice of a discount rate? 136 

A. No.  The choice of a correct discount rate is always important, but arguing for a higher 137 

rate because costs precede benefits is nothing more than expressing one’s own personal 138 

desire to arrive at a lower apparent value.  The fact that costs precede benefits in time5 is 139 

                                                 
5 I note that Mr. Hornby’s claim that it is “years before customers see any material benefits from” 

the AMI Plan is patently false.  Customers see benefits rapidly, and they grow each year.  When those 
benefits grow to exceed the total costs is a question of the “payoff period,” which is a very different issue 
and addressed by other witnesses.  Additionally, given that the statute provides that the formula rate 
reconciliation will include interest on the reconciliation, that the majority of benefits will flow through the 
energy supply and reconciliation riders on a virtual real-time basis, and that operational benefits will pass-
through with the same lag as operational costs, I would not expect any material uncompensated lag to exist. 
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typical of any investment project and is no argument to choose a higher rate than if it 140 

were the other way around.  It is illustrative of bias, not accuracy.   141 

Q. Mr. Hornby claims that the ISSGC report calls for use of different discount rates, 142 

which he suggests should be between 5 and 10%.  (AG Ex. 3.0, 11:-23).  How do you 143 

respond? 144 

A. I am unsure of the basis of Mr. Hornby’s claim to be able to interpret the ISSGC report, 145 

as he was never involved in that process, but the inferences he draws are illogical and 146 

unjustified.  First, the portions of the ISSGC report he cites would be relevant to a 147 

circumstance where there were no EIMA and no statutorily defined cost-benefit study.  148 

That is not the case here.  Moreover, ISSGC discussion of the different discount rate 149 

perspectives does not adopt or support use of the specific rates from the 2008 document 150 

he points to.   151 

Q. Finally, Mr. Hornby argues that customer discount rates should be 10% or more 152 

(AG Ex. 3.0, 13:1-7).  Is his argument valid? 153 

A. No.  His claim is based on two pieces of data: ComEd’s WACC and a late charge rate.  154 

As to the first, customer’s costs of money and their investment options are not measured 155 

by ComEd’s return on equity.  WACC is ComEd’s cost of money.  ComEd’s late charge 156 

rate makes even less sense, as it is set at a rate to encourage customers to pay their bills 157 

on a timely basis – not to reflect the cost of money to customers, or even to ComEd.  158 

Even for those customers that do pay ComEd late, it has nothing to do with their 159 

perceived investment opportunities.  What pointing to a late payment rate does illustrate, 160 
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however, is the lengths to which Mr. Hornby will go to argue for an increase in the 161 

discount rate. 162 

Q. Does this conclude your direct testimony? 163 

A. Yes. 164 


