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AFFIDAVIT OF JOSEPH R. TRPIK, JR., CPA 

STATE OF ILLINOIS ) 
    ) ss. 
COUNTY OF COOK  ) 

I, Joseph R. Trpik, Jr., CPA, being first duly sworn, declare under oath as follows: 

1. My name is Joseph R. Trpik.  I am currently employed by Commonwealth Edison 

Company (“ComEd”) as Senior Vice President, Chief Financial Officer, and Treasurer.  As 

Senior Vice President, CFO, and Treasurer of ComEd, I am responsible for all financial 

activities, including financial reporting and analysis, budgeting, business planning, financings, 

and risk management.  Since 2001, I have held a variety of positions at ComEd and other 

companies affiliated with Exelon Corporation (“Exelon”).   

2. For reasons I will describe more specifically in the following paragraphs, 

ComEd’s original Smart Grid Advanced Metering Deployment (“AMI”) schedule cannot be 

sustained given the financing challenges created by the Commission’s May 29, 2012 Order in 

ComEd’s first formula rate case proceeding, ICC Docket No. 11-0721 (the “11-0721 Order”).  

The gap between our actual costs and revenues allowed has led ComEd to conclude that it would 

not be a viable financial strategy for ComEd to proceed with the discretionary infrastructure 

projects under the statute, including the AMI project as it had initially planned.  ComEd is 
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committed to meeting its obligations under the Energy Infrastructure Modernization Act 

(“EIMA”), including those related to installation of Smart Grid AMI, and to be accountable for 

operational results of new investments but cannot practicably do so unless and until it obtains 

relief from the Commission, including the grant of ComEd’s Application for Rehearing in this 

docket.  

3. ComEd plans its level of investment each year based upon its forecasted revenues 

and earnings.  When ComEd’s revenues and cash flows fall short of its actual cost of service, it 

has no choice but to cut its levels of new investment.  The unexpected and significant reduction 

in future revenues and cash flow resulting from the 11-0721 Order have adversely impacted the 

investments that ComEd can make in EIMA programs including, but not limited to, AMI.   

4. ComEd plans to invest significant sums over the next several years in order to 

maintain and improve current infrastructure and implement EIMA-related programs.  These 

expected investments would increase safety and reliability, specifically through the 

modernization of the distribution system and reduction of customer outages due to storms.  

ComEd is also required to ensure continued customer benefits through the development of 

service-enhancing technology, low-income support programs and energy innovation programs.  

EIMA programs amount to $2.6 billion of investment over the next ten years.  The investment in 

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

5. However, ComEd’s revenue and earnings projections were negatively affected by 

the 11-0721 Order, threatening its expected investments.  The overall impact of the 11-0721 

Order on ComEd’s revenue requirement was extreme and results in a decrease of approximately 

$220 million in 2011-2012, declining to approximately $110 million in 2013, and then escalating 
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in 2016 to approximately $225 million.  That Order negatively affected ComEd’s projections in 

three principal ways and the Commission has now granted rehearing concerning these three 

issues in ICC Docket No. 11-0721.  First, prior to receiving the 11-0721 Order, it was ComEd’s 

full expectation that it would earn a return equal to its long-term debt rate on the capital it has 

invested in its pension plan, and which is referred to as a “pension asset”, in excess of annually 

incurred costs.  This would have accounted for approximately $70 million in revenue in 2011, 

approximately $60 million in revenue in 2012, and approximately $50-$60 million in revenue 

each year from 2013 through 2016.  ComEd’s investment plans were based on the premise that 

ComEd would collect that revenue.     

6. Second, before receiving the 11-0721 Order, ComEd expected that its revenue 

would be based on an end-of-year, not average, rate base.  Use of the average rate required by 

the 11-0721 Order does not reflect ComEd’s actual rate base and will result in a significant 

decrease in revenue. 

7. Third, prior to the 11-0721 Order, ComEd also expected that it would earn 

interest on the reconciliation adjustment, or “true up” balances, under EIMA while they are 

outstanding.  These balances, which will be determined each year, reflect the difference between 

the actual costs ComEd incurred in a given year and the amounts that it billed through rates in 

that year.  Because these “true up” rate adjustments are billed 24 months after ComEd’s costs are 

incurred on average, ComEd must finance its “true up” balances for that period.   

8. The so-called “hybrid” interest rate of 3.42% adopted by the Commission is lower 

than ComEd’s cost of capital used to finance the investments and does not allow ComEd to 

recover the full cost of financing the “true up” balances.  Under EIMA, the interest on the “true 
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up” amount must allow ComEd to recover its cost of financing.  ComEd sources its capital from 

equity and debt, and it raises money for its collective funding needs and not on an investment-

by-investment basis.  Equity can come from either internally generated funds or from equity 

infusions from ComEd’s parent company, Exelon.  EIMA sets ComEd’s cost of equity, or return 

on equity (“ROE”), as equal to the 30-year U.S. Treasury bond rate plus 580 basis points.  

ComEd also issues debt on a regular basis to maintain a healthy capital structure that is also 

consistent with our utility peer companies.  ComEd’s total debt outstanding comprises long-term 

and short-term debt issued at various points in time, so its true cost of debt is equal to a weighted 

average of debt outstanding.  Therefore, ComEd’s true cost of funding any investment, be it the 

reconciliation adjustment or some other portion of ComEd’s total financing needs, is equal to its 

pre-tax weighted average cost of capital (“WACC”).  ComEd’s 2010 WACC, reflected in ICC 

Docket No. 11-0721, was 8.16%. 

9. While each reconciliation adjustment does need to be financed for considerably 

longer than the one-year period that defines the maturity of the longest “short-term” debt, the 

need to use WACC for this adjustment applies irrespective of investment term.  ComEd’s 

WACC already reflects the short- and long-term debt term in ComEd’s capital structure, and 

assigning only debt to support this portion of its investment double counts that debt and 

effectively treats ComEd’s capital structure as being other than our actual capital structure.  

Because of this, only an interest rate equal to ComEd’s WACC allows ComEd to recover its true 

cost of financing, and the hybrid rate adopted by the Commission does not permit ComEd to 

recover its costs of financing. 

10. As stated, the return on pension asset, an end-of year rate base and capital 

structure and a WACC-based interest earned on the regulatory asset would have accounted for 
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approximately $50 million in revenue for 2011, approximately $80 million in revenue per year in 

2012 through 2014, and more than $100 million in 2015 and in each subsequent year.  In 

addition to this, other items addressed in the 11-0721 Order have a significant financial impact to 

ComEd.  Such items include cash adjustments to working capital, operating reserves, incentive 

compensation, other technical items, and the resulting reduction of available equity, which would 

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

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

including investments related to EIMA, with earnings that included these amounts. 

11. The 11-0721 Order’s severe, adverse financial impacts will also potentially make 

it more difficult for ComEd to raise funds through equity and increase the cost of its debt.  I 

project that our actual ROE would decrease by as much as 2.8%, meaning we are recovering 

significantly less than our actual cost of equity.  Furthermore, I project that our credit metrics as 

assessed by the credit rating agencies will decrease, which could ultimately result in higher debt 

borrowing costs and an overall higher cost of capital.  These negative financial impacts will be 

felt by ComEd, its investors, and its customers throughout the entire EIMA formula rate period.   

12. The massive reduction in revenues available to fund new investment and the 

negative financial impacts caused by the 11-0721 Order will not allow ComEd to proceed with 

the investment plan put into place before issuance of that Order, including in particular 

discretionary investments such as AMI.  In general, ComEd will need to pull back on planned 

investments because of the reduction in expected revenue.  AMI is not the only project adversely 

impacted.   
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13. In particular, the 11-0721 Order negatively impacted our planning with respect to 

AMI in two separate, but related, ways.  First, the revenue and earnings impacts that I described 

above cautioned against ComEd proceeding on the current schedule with such a large long-term 

investment.  Second, although the revenue and earnings losses were not immediate, the 11-0721 

Order creates a great deal of uncertainty about our ability to recover our costs, not only those that 

were directly impacted by the 11-0721 Order but others that we will be incurring under EIMA, 

including AMI costs.  The Commission’s grant of rehearing in ICC Docket No. 11-0721 on the 

three rate-making issues I discussed above, while a welcome development, does not remove the 

concrete adverse impacts of the 11-0721 Order or even the uncertainty created by that Order. 

14. In direct response to, and as a result of the 11-0721 Order, ComEd took the 

following steps with respect to the AMI deployment plan: 

 Other than the process designs that supported the original September 2012 

meter installation start date, the schedule for all other business process designs 

has been extended.  Among other things, the award of the contract for this 

work has been delayed; 

 Completing the contract negotiations with meter vendors and placing the 

initial meter orders to support the September 2012 installation date did not 

occur in June, as had been scheduled; 

 Because it is likely that meter installation will not begin in September, a 

number of associated support activities, such as purchasing vehicles for the 

installers, have been delayed; 

 The schedule project start date for the replacement of the Meter Data 

Management system has been delayed by six months, until January 2013.  
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Replacement of this system is necessary to support the installation of smart 

meters beyond the first approximately 400,000; and 

 Hiring of additional project team members has been extended out in time due 

to the reduction in the 2012 scope of work, as described above. 

These steps – which were necessary in the wake of the Formula Rate Order – will make it 

extremely difficult and impractical, for ComEd to meet its AMI deployment objectives for 2012.  

If the 11-0721 Order is revised on rehearing to reflect ComEd’s expectations concerning the 

formula rate – which were based upon its legal interpretation of the EIMA – ComEd is ready to 

move quickly to place its AMI investments back on track.  The delays made necessary by the 11-

0721 Order and resulting uncertainty will unfortunately still require a modified deployment 

schedule, but ComEd is confident that EIMA’s statutory goals can be realized.  If, on the other 

hand, the 11-0721 Order is left unchanged after rehearing, ComEd will require substantial 

modifications to the AMI deployment plan at the very least, and may be forced to reconsider its 

participation in the AMI program altogether.  ComEd cannot invest billions of dollars in new 

infrastructure when it is denied the revenue streams that are needed to fund such investment.     

15. In my professional opinion, and in the views of ComEd’s management, it would 

not have been a viable financial strategy for ComEd to have proceeded with the AMI project on 

the original deployment schedule in light of the projected immediate and long-term revenue and 

financial impacts of the 11-0721 Order.  The near-term availability of capital through access to 

the debt markets, while nearly always possible at some cost, provides no answer to the problem.  

Although ComEd has been ordered to work with Staff and possibly other parties to analyze 

ComEd’s capital structure, ComEd’s capital structure already reflects more leverage than is 

appropriate and more than virtually every other similarly-situated utility company in the United  




