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I. INTRODUCTION, BACKGROUND AND SUMMARY 1 

Q. What is your name and business address?  2 

A. Joseph R. Trpik, Jr., Commonwealth Edison Company (“ComEd”), One Financial Place, 3 

440 South LaSalle Street, Suite 3300, Chicago, Illinois 60605. 4 

Q. Mr. Trpik, by whom are you employed and in what capacity? 5 

A. I am employed by ComEd as its Senior Vice President, Chief Financial Officer, and 6 

Treasurer. 7 

Q. Mr. Trpik, what are your duties as ComEd’s Senior Vice President, Chief Financial 8 

Officer and Treasurer? 9 

A. As Senior Vice President, CFO and Treasurer of ComEd, I am responsible for all 10 

financing activities, including financial reporting and analysis, budgeting, business 11 

planning, financings and risk management.  Since 2001, I have held a variety of positions 12 

at ComEd and other companies affiliated with Exelon Corporation. 13 

Q. What is your educational background? 14 

A. I was awarded Bachelors of Science Degrees in Accounting and Finance from Florida 15 

State University in 1991.  I am a certified public accountant in the States of Illinois and 16 

Florida. 17 

Q. What is the purpose of your testimony? 18 

A. The purpose of my testimony is to describe ComEd’s planning for capital investments, to 19 

explain how the Illinois Commerce Commission’s (“Commission”) Order issued in this 20 

Docket (the “Order”) makes it extremely difficult and impracticable, for ComEd to fund 21 
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capital projects in which it had planned to invest, and in particular, to explain why the 22 

only reconciliation adjustment interest rate that would allow ComEd to recover its actual 23 

costs of service is a rate that mirrors ComEd’s weighted average cost of capital 24 

(“WACC”). 25 

I explain how ComEd has made decisions relating to investment in the Energy 26 

Infrastructure Modernization Act (“EIMA”) projects including Smart Grid Advanced 27 

Metering Infrastructure (“AMI”) based on certain statutory assurances such as:  (1) the 28 

ability to continue to recover a debt return on its pension asset; (2) that rate base and 29 

capital structure are set using final year-end values reflected in the Federal Energy 30 

Regulatory Commission Form 1 (“FERC Form 1”); and (3) that the interest rate on 31 

unrecovered amounts be set at the utility’s weighted average cost of capital to allow for 32 

recovery of the reasonable costs and means of financing investments and operating costs. 33 

 The decisions that ComEd has made regarding capital investments in EIMA programs 34 

including AMI were made in reliance on these assurances, but they have now been 35 

dramatically upset by the Commission’s Order. 36 

II. COMED’S FINANCIAL PLANNING FOR CAPITAL INVESTMENTS 37 

Q. Could you describe ComEd’s financial planning process for capital investments? 38 

A. Yes.  As part of ComEd’s financial planning process, ComEd forecasts its financial 39 

situation on an annual basis.  ComEd does this in part to determine the amount of capital 40 

available each year for investment in capital projects.  The level of investment that 41 

ComEd can afford to make each year is directly related to its revenues and subsequent 42 

earnings.  ComEd’s capital investment needs cannot be met entirely through internally-43 
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generated revenues and earnings, but must be supplemented by dollars raised in the 44 

external capital markets. 45 

Q. Does ComEd raise money in the capital markets on a project-by-project basis, or to 46 

finance specific revenue deficiencies? 47 

A. No.  When ComEd goes to the external capital markets it does so to raise amounts needed 48 

for all projects envisioned in its planning horizon.  ComEd does not finance individual 49 

projects or specific revenue deficiencies.  To do so would be neither feasible nor optimal, 50 

and I am unaware of any utility company that finances in such a manner. 51 

Q. What capital investment plans had ComEd made with respect to EIMA-related 52 

programs? 53 

A. ComEd planned to invest significant dollars over the next several years in order to 54 

maintain and improve current infrastructure and to implement EIMA-related programs.  55 

These incremental investments would be designed to increase safety and reliability, 56 

specifically through the modernization of the distribution system and the reduction of 57 

customer outages due to storms.  The investments are also required to ensure continued 58 

customer benefits through the development of service-enhancing technology, low-income 59 

support programs and energy innovation programs.  The EIMA projects provide for $2.6 60 

billion of investment by ComEd over the next ten years.  The investment in Smart Grid 61 

AMI alone was projected to be $900 million over this period. 62 

Q. How have ComEd’s capital investment plans been affected by the Commission’s 63 

Order in this docket? 64 
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A. Because ComEd’s level of investment is directly related to its revenues and earnings, and 65 

because the Order in this proceeding has resulted in a significant reduction in ComEd’s 66 

revenues and earnings, ComEd’s capital investment plans have been negatively affected.  67 

With respect to AMI implementation, for example, the uncertainty over future cost 68 

recovery and the actual immediate revenue reduction effects created by the Order resulted 69 

in ComEd delaying a number of steps that it would have otherwise taken to begin the 70 

installation of AMI in September 2012.  Greater detail relating to the severe financial 71 

impact that the Commission’s Order has on ComEd’s ability to fund EIMA programs, 72 

and specifically AMI, is contained in my Affidavit filed in the AMI Docket (ICC Docket 73 

No. 12-0298).  A copy of my Affidavit is attached hereto as ComEd Ex. 31.1.  Although 74 

AMI implementation has been impacted in particular, it is not the only capital project that 75 

has been so affected. 76 

The three aspects of the Order that had the biggest effect on ComEd’s planning its 77 

capital investments were:  (1) the ability to continue to recover a debt return on its 78 

pension asset; (2) that rate base and capital structure be set using final year-end values 79 

reflected in its FERC Form 1; and (3) that the interest rate on unrecovered amounts be set 80 

at the utility’s WACC to allow for recovery of the reasonable costs and means of 81 

financing the reconciliation adjustment.  Overall, the return on pension asset, an end-of 82 

year rate base and capital structure and a WACC-based interest earned on the regulatory 83 

asset would have accounted for approximately $50 million in revenue for 2011, 84 

approximately $80 million in revenue per year in 2012 through 2014, and more than $100 85 

million in 2015 and in each subsequent year.  In addition to this, other items addressed in 86 

the 11-0721 Order have a significant financial impact to ComEd.  Such items include 87 
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cash adjustments to working capital, operating reserves, incentive compensation, other 88 

technical items, and the resulting reduction of available equity, which would have 89 

accounted for $40-70 million in revenue each year from 2011 to 2015, and over $100 90 

million in revenue in 2016.  ComEd had planned on funding future capital expenditures, 91 

including investments related to EIMA and AMI, with earnings that included these 92 

amounts. 93 

The Commission has indicated an interest in additional testimony on the interest 94 

rate issue, and I address that topic in the remainder of my testimony. 95 

III. THE ONLY APPROPRIATE INTEREST RATE  96 
FOR COMED’S RECONCILIATION ADJUSTMENT  97 
IS THE WEIGHTED AVERAGE COST OF CAPITAL 98 

Q. Why is the use of ComEd’s WACC appropriate in connection with the 99 

reconciliation adjustment? 100 

A. The reconciliation adjustment is a regulatory asset recorded to reflect the difference 101 

between revenue recognized and revenue billed.  Because the effects of adjustments 102 

resulting from the reconciliation will be realized during the second year after ComEd’s 103 

costs are incurred, ComEd is essentially financing the difference between its actual costs 104 

incurred and the amounts collected in delivery service charges for a given year.  I 105 

understand that the language and intent of EIMA was to allow ComEd to recover its 106 

actual costs, including its cost of financing.  Because ComEd’s cost of financing is equal 107 

to its weighted average cost of capital (“WACC”), only an interest rate based on 108 

ComEd’s WACC allows ComEd to recover its cost of financing.  Moreover, the 109 

reconciliation covers long-term, mid-term and short-term assets.  WACC, which is made 110 

up of a variety of different financing instruments, is expressly tailored to meet ComEd’s 111 
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specific, contemporaneous, capital needs in the mix in which ComEd incurs them.  112 

ComEd’s 2010 WACC, reflected in ICC Docket No. 11-0721, was 8.16%. 113 

Q. What generally has been the effect of the Commission’s decision on the interest rate 114 

issue on ComEd? 115 

A. The Commission’s Order has purported to allow ComEd a reconciliation adjustment 116 

interest rate based on a “hybrid” long term/short term debt cost of 3.42%.  Even if this 117 

hybrid were a real reflection of ComEd’s cost to finance, which it is not, the resulting rate 118 

has been incorrectly calculated because the Order calculates not the weighted average 119 

debt cost (i.e., the cost of short- and long-term debt averaged at their proportions to each 120 

other), but an average of debt costs weighted at debt’s contribution to WACC with the 121 

remaining share of WACC assumed to have a zero cost.  A more accurate calculation 122 

would produce a rate of 6.36%. 123 

But even that rate falls substantially short of a compensatory interest rate.  As a 124 

result, the Commission’s ruling on this interest rate issue will not make ComEd whole or 125 

allow full recovery of costs incurred to finance the reconciliation amount over the period 126 

the formula rate may remain in effect.  The impact is great enough such that it would not 127 

be a viable financial strategy for ComEd to proceed with the EIMA investments.  More 128 

specifically, ComEd’s estimate is that under reasonably foreseeable circumstances, use of 129 

the “hybrid” rate will deprive ComEd of approximately $25 million of revenue each year 130 

in 2015 and 2016.  Furthermore, ComEd’s estimate is that under reasonably foreseeable 131 

circumstances, use of the “hybrid” rate has the potential to deprive ComEd of 132 

approximately $65 million of revenue over the next five years.  133 
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Q. Why is that? 134 

A. The impacts to the reconciliation amounts reflect the difference between what ComEd 135 

would be allowed to recognize under the Order and what ComEd would recognize under 136 

actual financing reality.  The corrected method assumes that ComEd realizes a rate equal 137 

to the WACC, that ComEd earns a debt rate on the pension asset, and that rate base and 138 

capital structure is calculated using end-of-year numbers versus annual averages. 139 

Q. How is the Commission’s decision on the interest rate issue affected by its decision 140 

on use of average rate base instead of end-of-year values? 141 

A. Average rate base, as opposed to end-of-year, introduces yet another element of 142 

systematic and significant lag, and if that decision is reaffirmed by the Commission on 143 

rehearing, it becomes even more important to adopt WACC as the interest rate for the 144 

reconciliation adjustment. 145 

Q. But the Commission’s Order seems to be premised on the understanding that a 146 

“hybrid” approach has “value” here.  How do you respond? 147 

A. I am not certain what the Commission intended to convey by that statement.  But I do 148 

know that the hybrid amount does not compensate ComEd for its actual costs of 149 

financing the deferral amount.  This regulatory asset is an asset just like any other that 150 

ComEd must finance.  ComEd does not finance individual assets separately.  Rather, 151 

ComEd’s overall capital structure, composed of debt and equity, reflects the cost of 152 

financing all assets considered as a whole.  By entirely ignoring the equity component of 153 

ComEd’s capital structure, the hybrid interest rate of 3.42% adopted by the Commission 154 
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for the reconciliation adjustment is grossly inadequate to allow ComEd to recover the full 155 

cost of providing delivery services. 156 

Q. Does this conclude your direct testimony? 157 

A. Yes. 158 


