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I. INTRODUCTION AND PURPOSE 1 

A. Identification of Witness 2 

Q. What is your name and business address?  3 

A. Joseph R. Trpik, Jr., Commonwealth Edison Company (“ComEd”), One Financial Place, 4 

440 South LaSalle Street, Suite 3300, Chicago, Illinois 60605. 5 

Q. Are you the same Joseph R. Trpik, Jr. who submitted direct testimony on rehearing 6 

on behalf of ComEd? 7 

A. Yes.  My direct testimony on rehearing is ComEd Ex. 31.0. 8 

B. Purpose of Testimony 9 

Q. What are the purposes of your rebuttal testimony on rehearing? 10 

A. The purposes of my testimony are fourfold: 11 

(1)  I respond to the Staff of the Illinois Commerce Commission (“Commission”) Staff’s 12 

(“Staff”) and intervenors’ mischaracterizations of the reconciliation adjustment as 13 

comprised of something other than the same rate base investments allowed to earn 14 

ComEd’s weighted average cost of capital (“WACC”), including Citizens Utility Board 15 

(“CUB”) witness Smith’s and Illinois Industrial Energy Consumers (“IIEC”) witness 16 

Gorman’s unsupported claims that the hybrid interest rate of 3.42% adopted in the 17 

Commission’s order dated May 29, 2012 (“May 29 Order”) in this docket is correct. 18 

(2)  I address Mr. Smith’s and AG/AARP witness Brosch’s erroneous claims that the 19 

Commission’s May 29 Order still permits ComEd to recover all of its reasonable and 20 

prudent costs, and Mr. Gorman’s related claim that I ignored the components of the 21 

formula rate that stabilize earnings; each of these arguments ignores that the May 29 22 
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Order denies any recovery of ComEd’s pension funding costs, as well as adopts an 23 

interest rate far below ComEd’s WACC and an average rate base, which taken together 24 

will slash ComEd’s revenues by hundreds of millions of dollars. 25 

(3)  In response to Mr. Brosch’s claim that ComEd has neither identified nor quantified 26 

its inability to fund the investments described in the Energy Infrastructure Modernization 27 

Act (“EIMA”), I reiterate the specific revenue shortfalls I identified and quantified in my 28 

direct testimony on rehearing and highlight ComEd’s responses to the AG/AARP’s data 29 

requests that further support these amounts. 30 

(4)  Finally, I respond to the unsupported claims of Messrs. Smith, Brosch and Gorman 31 

that ComEd’s ability to fund investments described in EIMA is independent of and 32 

unrelated to the dramatic revenue shortfalls created by the May 29 Order, which ignore 33 

the need to prudently maintain ComEd’s capital structure and liquidity following the 34 

issuance of the May 29 Order and its significant reduction in ComEd’s revenues and 35 

earnings. 36 

II. AN INTEREST RATE ON THE RECONCILIATION BALANCE THAT IS 37 
LOWER THAN WACC PENALIZES THE UTILITY AND CUSTOMERS FOR 38 
UNDER AND OVER RECOVERIES. 39 

Q. Staff witness Pregozen and intervenor witnesses Smith, Brosch and Gorman 40 

continue to argue that an interest rate other than WACC be applied to the 41 

reconciliation adjustment balance.  What is your response? 42 

A. As an initial matter, I note that Staff witness Pregozen admits that Staff’s position in the 43 

initial phase of this proceeding “was based on the mistaken understanding that the 44 

reconciliation adjustment operated similarly to a rider with a true-up mechanism.”  45 
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Pregozen Reh. Dir., Staff Ex. 25.0, 2:39-3:41.  On rehearing, Staff has now changed 46 

course because it has since concluded that because “the reconciliation adjustment is equal 47 

to the difference between the preliminary revenue requirement and the final revenue 48 

requirement, both of which are subject to Commission determinations of prudence and 49 

reasonableness, then the size of the reconciliation adjustment is a function of the same 50 

risk of prudence and reasonableness.”  Id., 3:42-47.  Because the May 29 Order was 51 

based on this same misunderstanding, Mr. Pregozen does not testify in support of the 52 

May 29 Order’s hybrid interest rate of 3.42%.  However, he instead advances yet another 53 

mistaken interest rate theory which results in an interest rate substantially less than 54 

ComEd’s WACC.  ComEd witness Mr. Hadaway explains in detail why Staff’s latest 55 

theory is also mistaken.  See Hadaway Reh. Reb., ComEd Ex. 37.0, 3-5. 56 

Although Mr. Pregozen has now attempted to distance Staff’s position from that 57 

reflected in the Commission’s May 29 Order, which is generally supported by Messrs. 58 

Smith, Brosch and Gorman, both Mr. Pregozen’s interest rate proposal and the May 29 59 

Order’s hybrid interest rate continue to rest on a common fallacy – each attempts to treat 60 

the reconciliation balance as something entirely separate from the overall investment on 61 

which ComEd will undoubtedly earn its WACC.  This is incorrect.   62 

Q. Can you please explain this common fallacy in more detail?  63 

A. Yes.  At a high level, the reconciliation balance reflects both the inability to perfectly 64 

predict the future and the fact, discussed in more detail by Dr. Hemphill (ComEd Ex. 65 

34.0), that the projected revenue requirement is calculated based on data for year prior to 66 

the rate year.  More specifically and practically, the reconciliation balance is a 67 

mathematical result of the formula rate, which addresses this predictive limitation with a 68 
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specific rate-setting methodology – the revenue requirement used to set charges for a rate 69 

year (for example, 2015) is based on actual data from two years earlier (in this example, 70 

2013), adjusted to include a projection of capital additions and depreciation for the year 71 

before the rate year (in this example, 2014).1  In a perfect world with perfect forecasting 72 

ability, the formula rate would not need to rely on this proxy approach, reconciliation 73 

balances could be avoided, and the entirety of ComEd’s investment would earn ComEd’s 74 

WACC.  The fact that we do not, as Dr. Hemphill puts it, have a time machine is no 75 

excuse to understate the cost or, by mischaracterizing the interest issue, lower the amount 76 

of capital costs that ComEd recovers. 77 

While Staff and intervenors accept the inevitability of reconciliation balances, 78 

their proposals in effect penalize the portion of investment reflected in the reconciliation 79 

balances.  In other words, although the investment reflected in the reconciliation balance 80 

is part of and of the same nature as the investment that is earning ComEd’s WACC, Staff 81 

and intervenors attempt to isolate and penalize the portion of investment reflected in the 82 

reconciliation balance – solely because it is a separate amount (recorded separately only 83 

because it is the result of a mathematical computation) – through the application of a 84 

substantially lower interest rate that harms customers (in the event of over-recovery) and 85 

ComEd (in the event of under-recovery).  Nothing in Section 16-108.5 permits such a 86 

penalty.  To the contrary, my understanding of EIMA is to make the utility whole for a 87 

given year by providing for the recovery of the utility’s actual costs of delivery service 88 

that were prudently incurred and reasonable in amount. 89 

                                                 
1 However, even if this projection turned out to be perfect, capital investments would still be subject to a 

one year lag in cost recovery because the rates do not include the capital additions for the rate year (here, 2015), 
while operating expenses retain a two-year lag.   
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Q. Mr. Gorman, commenting on Ms. Houtsma’s direct testimony, noted that there was 90 

merit to her argument that because ComEd’s short-term debt balance is already 91 

included in its cost of capital, there is no short-term debt available to carry a 92 

reconciliation balance.  In turn, he recommended that the “Commission should 93 

modify its practice of establishing the amount of short-term debt included in the 94 

rate formula capital structure to support rate base, by excluding both short-term 95 

debt supporting construction work in progress (“CWIP”) and short-term debt in 96 

the rate year supporting a reconciliation balance.” (Gorman Reh. Dir., IIEC Ex. 97 

3.0RH, 18:423-19:442).  Mr. Smith also makes a similar suggestion.  (Smith Reh. 98 

Dir., CUB Ex. 5.0, 14:334-44).  How do you respond? 99 

A. In addition to the responses of ComEd witnesses Hemphill and Hadaway (ComEd Exs. 100 

34.0, 37.0), I note three key errors with these proposals.  First, as I explained earlier, 101 

there is no reason to subject the investments reflected in the reconciliation adjustment to 102 

an interest rate other than WACC.  Second, the Commission in its May 29 Order 103 

approved ComEd’s capital structure as prudent and reasonable, and directed ComEd, 104 

Staff and IIEC to discuss capital structure issues and report on these discussions in 105 

ComEd’s 2013 formula rate filing.  May 29 Order at 134.  Accordingly, Messrs. 106 

Gorman’s and Smith’s proposals in rehearing in this docket are premature and attempt to 107 

circumvent the process set forth in the May 29 Order.  108 

And finally, as I explained earlier, ComEd finances its cash needs on a total 109 

company basis, maintaining a capital structure that is prudent and cost effective.  The 110 

cash requirements that are a result of the reconciliation will be included with all of the 111 

rest of the cash requirements of ComEd and an appropriate mix of short-term debt, long-112 
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term debt and equity will be utilized to fund all of ComEd’s cash flow needs.  This mix 113 

of financing alternatives is reflected in ComEd’s annual update filings under the formula 114 

rate process, and therefore any changes in the mix of financing sources will be reflected 115 

in the company’s weighted average cost of capital.  Intervenors’ proposals ignore this 116 

process, including whether there would in fact be any short-term debt available at a given 117 

point in time to finance the reconciliation adjustments.  We cannot separate the 118 

reconciliation adjustment and finance it as if it were not only some discrete asset, which it 119 

is not from a financial perspective, and a discrete asset distinct from the whole body of 120 

assets in rate base, which it also is not. 121 

Second, even if it were possible and sensible to look at a reconciliation adjustment 122 

as a distinct asset, there is no reason to believe that ComEd’s actual capital structure will 123 

contain at any given time sufficient short-term debt to “finance” the dollar reconciliation 124 

adjustments that may be “open” at any time.  The amount of short-term debt ComEd 125 

carries varies greatly from month to month, and can reach zero.  ComEd also does not 126 

have unlimited capacity in either the short- or long-term debt markets.  Given these 127 

limits, it is not efficient or practical to isolate individual cash requirements and attempt to 128 

finance them on their own or to default to a single financing alternative for all cash 129 

requirements.   130 

Third, to finance an asset, you have to know what it is when you finance it.  We 131 

will not know the amount of the reconciliation adjustment associated with any given rate 132 

year until the reconciliation proceeding for that rate year is complete.   133 
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For all these reasons, ComEd’s conclusion that continuing to finance all of our 134 

assets and operations holistically, with a mix of financing sources and a reasonable and 135 

prudent capital structure suited to our business is the correct approach. 136 

Q. CUB witness Smith and AG/AARP witness Brosch claim that the Commission’s 137 

hybrid interest rate of 3.42% is appropriate and not miscalculated (Smith Reh. Dir., 138 

CUB Ex. 5.0, 15:354-65; Brosch Reh. Dir., AG/AARP Ex. 5.0, 17:404-17).  What is 139 

your response? 140 

A. Messrs. Smith and Brosch ignore that the Commission’s hybrid interest rate is 141 

miscalculated under the terms of its own formula.  The weighted costs of short-term debt 142 

and long-term debt excluding the weighted cost of common equity would result in an 143 

interest rate of 6.36%, not 3.42%.  See Commonwealth Edison Co., ICC Docket No. 11-144 

0721, Final Order (“May 29 Order”), App. A, p. 10.  This is demonstrated in the 145 

following chart (as of 12/31/10): 146 

 Balance in 
000’s 

Weight Cost Weighted Cost 

Short-Term Debt $48,373 1.0% 0.72% 0.01%

Long-Term Debt $4,880,640 99.0% 6.42% 6.36%

Total $4,929,013 100.0%  6.36%

In brief, this chart shows that short-term debt is approximately 1% and long-term debt is 147 

roughly 99% of total debt under the May 29 Order’s capital structure.  Using the interest 148 

costs of 0.72% for short-term debt and 6.42% for long-term debt and weighing them for 149 

their respective proportions in total debt under the May 29 Order results in a cost of debt 150 

of 6.36% ((1% x 0.72%) + (99% x 6.42%) = 6.36%).   151 
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However, even if the math error were corrected, a hybrid rate of 6.36% still falls 152 

far short of ComEd’s approved cost of capital of 8.16% and therefore does not allow 153 

ComEd to recover its financing costs.  ComEd finances its cash needs on a total company 154 

basis, not for each individual investment or cash requirement, balancing the appropriate 155 

amount of short-term debt, long-term debt and equity to achieve a prudent capital 156 

structure.  Similarly, the capital structure was evaluated and approved by the Commission 157 

on a total company basis.  The May 29 Order did not provide approved capital structures 158 

for the various investments and assets that make up the rate base of ComEd, but one 159 

overall capital structure. 160 

The detrimental impact of the hybrid rate is further highlighted in the following 161 

equation (as of 12/31/10): 162 

 % of Capital 
Structure 

Cost Weighted Cost 

Short-Term Debt 0.53% 0.72% 0.00% 

Long-Term Debt 53.30% 6.42% 3.42% 

Total 53.83%  3.42% 

As this chart shows, the hybrid rate only provides recovery of the cost of approximately 163 

54% of the capital employed.  The remaining 46% has no cost recovery.  This is not what 164 

the May 29 Order describes, nor is there any logic in this.  As I explained earlier, there is 165 

no justification for penalizing a portion of ComEd’s investment merely because it is 166 

reflected in a reconciliation adjustment. 167 

ComEd witness Mr. Hadaway further responds to the proposals of Messrs. Smith 168 

and Brosch regarding their comments on the hybrid interest rate proposal.  See Hadaway 169 

Reh. Reb., ComEd Ex. 37.0, 8:152 – 9:176. 170 
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Q. How do you respond to CUB witness Smith’s and AG/AARP witness Brosch’s 171 

proposed tax adjustments and the tax impact consideration (Smith Reh. Dir., CUB 172 

Ex. 5.0, 23:559-34:866; Brosch Reh. Dir., AG/AARP Ex. 5.0, 19:457-24:559)? 173 

A. My testimony does not address these issues; they are addressed in the rebuttal testimony 174 

on rehearing of ComEd witness Ms. Houtsma (ComEd Ex. 35.0).   175 

III. THE MAY 29 ORDER DOES NOT PERMIT COMED TO RECOVER ALL OF 176 
ITS PRUDENT AND REASONABLE COSTS OF DELIVERY SERVICE, WHICH 177 
WILL RESULT IN DRAMATIC SHORTFALLS IN ANTICIPATED REVENUES 178 
DURING THE EIMA INVESTMENT PERIOD. 179 

Q. How do you respond to claims by Mr. Brosch and Mr. Gorman that ComEd will not 180 

be denied full and timely cost recovery under the formula rate approved in the May 181 

29 Order (Brosch Reh. Dir., AG/AARP Ex. 5.0, 10:220-22, 25:594-26:600; Gorman 182 

Reh. Dir., IIEC Ex. 3.0RH, 10:234-11:261)? 183 

A. These claims conveniently ignore the drastic disallowances already effected by the May 184 

29 Order and the resulting decreases in revenues that I identified in my direct testimony 185 

on rehearing.  Among the most important and obvious examples of the May 29 Order 186 

precluding full and timely cost recovery under the formula rate is its denial of ComEd’s 187 

ability to continue to recover a debt return on its pension asset.  Similarly, adoption of an 188 

interest rate that is far less than WACC deprives ComEd of millions in revenue, which is 189 

-- as discussed by ComEd witness Houtsma (ComEd Ex. 35.0) -- further exacerbated by 190 

the adoption of an average rate base that increases regulatory lag.  Contrary to Mr. 191 

Gorman’s claim that ComEd has not provided evidence that the Commission erred in 192 

implementing EIMA, the evidence submitted by ComEd on rehearing and in the initial 193 

phase of this case provides substantial evidence that the Commission erred.  See, e.g., 194 
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Trpik Reh. Dir., ComEd Ex. 31.0, 5:105-6:113; Houtsma Reh. Dir., ComEd Ex. 32.0, 195 

11:217-222; Hadaway Reh. Dir., ComEd Ex. 33.0, 4:83-5:97, 5:100-06; ComEd 196 

Application for Rehearing at 2, 4-5, 6-13 (pension asset), 13-17 (average vs. end-of-year 197 

rate base), 17-21 (interest rate).  198 

 Moreover, Mr. Gorman’s claim that I have ignored “two components of 199 

the EIMA formula rate [that] ensure[] ComEd timely full recovery of its reasonable and 200 

prudent costs” is simply incorrect.  Gorman Reh. Dir., IIEC Ex. 3.0RH, 11:252-61.  201 

Although Mr. Gorman does not identify the two components to which he refers, a review 202 

of the entirety of his testimony suggests he is referring to the annual reconciliations and 203 

the earnings collar band.  See, e.g., id., 5:112-6:116.  However, these two components do 204 

nothing to restore ComEd’s ability to continue to earn a debt return on its pension asset, 205 

set its interest rate at WACC to ensure ComEd is made whole, or adopt an end-of-year 206 

rate base.  As a result, these components do not curtail the large revenue shortfalls 207 

described in my direct testimony on rehearing and in this testimony.      208 

Q. What is your response to Mr. Brosch’s claim that ComEd has neither identified nor 209 

quantified any inability to fund EIMA investments (Brosch Reh. Dir., AG/AARP 210 

Ex. 5.0, 26:601-13)? 211 

A. My direct testimony on rehearing and the attachment thereto specifically identified and 212 

quantified the revenue shortfalls anticipated as a result of the May 29 Order, and further 213 

identified EIMA projects whose implementation would be deferred due to the decreased 214 

revenues.  Trpik Reh. Dir., ComEd Ex. 31.0, 2:26-36, 3:52-5:95; Trpik Reh. Dir., ComEd 215 

Ex. 31.1, ¶¶ 2-5, 11-15.  Moreover, Mr. Brosch’s client, AG/AARP, served over a dozen 216 

data requests regarding the revenue shortfalls described in my direct testimony on 217 



Docket No.11-0721 
ComEd Ex. 36.0 

 

Page 11 of 16 

rehearing, but it appears the responses, which provide additional support for these 218 

shortfalls, may not have been shared with Mr. Brosch. 219 

Specifically, my direct testimony on rehearing and the attachment thereto 220 

identified and quantified the following estimated revenue shortfalls: 221 

 The overall impact of the May 29 Order on ComEd’s revenue requirement is a 222 

decrease of approximately $220 million in 2011-2012, declining to approximately 223 

$110 million in 2013, and then escalating in 2016 to approximately $225 million.  224 

Trpik Reh. Dir., ComEd Ex. 31.1, ¶ 5. 225 

 The May 29 Order’s rejection of the return on the pension asset, an end-of-year 226 

rate base and capital structure, and a WACC-based interest earned on the 227 

regulatory asset deprives ComEd of approximately $50 million in revenue for 228 

2011, approximately $80 million in revenue per year in 2012 through 2014, and 229 

more than $100 million in 2015 and each subsequent year.  Trpik Reh. Dir., 230 

ComEd Ex. 31.0, 4:82-86. 231 

 For example, ComEd anticipates a $25 million decrease in revenue per year in 232 

2015 and 2016 due to the Commission’s hybrid interest rate alone, and further 233 

estimates that over the next five years the revenue shortfall will be approximately 234 

$65 million.  Trpik Reh. Dir., ComEd Ex. 31.0, 6:128-33. 235 

 Moreover, the May 29 Order’s conclusions regarding cash adjustments to 236 

working capital, operating reserves, incentive compensation, other technical 237 

items, and the resulting reduction of available equity, have the estimated impact 238 

of reducing revenue each year from 2011 to 2015 by $40-70 million, and reducing 239 
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revenue in 2016 by over $100 million.  Trpik Reh. Dir., ComEd Ex. 31.0, 4:86-240 

5:91.  The Commission denied rehearing on all of these subjects. 241 

I also note that: 242 

1. Each of these figures was supported with workpapers in ComEd’s responses to 243 

Data Request Nos. REHEARING AG 11.01 through 11.08, and none of these 244 

figures is challenged in Staff or intervenor testimony. 245 

2. Moreover, my direct testimony on rehearing, the attachment thereto, and 246 

ComEd’s responses to AG data requests on Rehearing provided further detail 247 

identifying the projects that would be impacted by these dramatic revenue 248 

shortfalls.  For example, my affidavit provided as ComEd Ex. 31.1 explained 249 

various ways in which portions of the Advanced Metering Infrastructure (“AMI”) 250 

Deployment Plan would be delayed, which included delayed negotiations with 251 

vendors and awards of contracts, as well as deferred schedules and hiring.  These 252 

delays were further explained in ComEd’s data request responses.  See ComEd 253 

Data Request Responses to REHEARING AG 11.09, 11.10, 11.11, 11.12, 11.13; 254 

see also Trpik Reh. Dir., ComEd Ex. 31.1, ¶¶ 13-14. 255 

Q. Mr. Gorman claims that you and ComEd witness Mr. Hadaway suggested in your 256 

direct testimony on rehearing that the reconciliation balance reflects a delay in 257 

recovery of hundreds of millions of dollars of plant investments, and that this 258 

suggestion is an exaggeration (Gorman Reh. Dir., IIEC Ex. 3.0RH, 12:275-77, 259 

13:300-14:312).  What is your response? 260 
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A. I did not make any statements to that effect in my direct testimony on rehearing, whether 261 

on the page cited by Mr. Gorman or anywhere else, and can only surmise that Mr. 262 

Gorman is confusing or misreading the description of the revenue shortfalls I described 263 

previously, which are different from reconciliation balances.  Moreover, ComEd witness 264 

Mr. Hadaway also provides clarification in his rebuttal testimony on rehearing.  Hadaway 265 

Reh. Reb., ComEd Ex. 37.0, 11-12. 266 

IV. THE REVENUE SHORTFALLS RESULTING FROM THE MAY 29 ORDER 267 
DIRECTLY AND ADVERSELY IMPACT COMED’S ABILITY TO FUND EIMA 268 
INVESTMENTS. 269 

Q. Messrs. Smith and Brosch claim that ComEd still has access to capital, and 270 

therefore can still finance EIMA investment regardless of the millions in revenue 271 

shortfalls previously identified (Smith Reh. Dir., CUB Ex. 5.0, 22:535-45; Brosch 272 

Reh. Dir., AG/AARP Ex. 5.0, 24:571-73).  How do you respond? 273 

A. Messrs. Smith and Brosch attempt to divorce the EIMA investments from the very cost 274 

recovery mechanism that facilitates this unprecedented expansion in infrastructure 275 

investment.  Such arguments, however, are completely contrary to the EIMA structure 276 

and its specific provisions.  The filing and approval of a formula rate is conditioned on a 277 

commitment to make the investments described in EIMA, and the termination of the 278 

formula rate similarly terminates the investment commitments in EIMA.  220 ILCS 5/16-279 

108.5(c).  As a result, it is disingenuous for Messrs. Smith and Brosch to claim that a 280 

formula rate that reduces ComEd’s revenue requirement by hundreds of millions over the 281 

EIMA investment period should have no effect on the EIMA investments.    282 
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Q. Mr. Smith argues that ComEd’s inability to invest according to its originally 283 

proposed schedule is a product of ComEd’s own earnings goals rather than the 284 

formula rate approved by the Commission’s May 29 Order (Smith Reh. Dir., CUB 285 

Ex. 5.0, 22:535-23:558), and Mr. Brosch claims that Exelon’s most recent Securities 286 

and Exchange Commission Form 10-Q further demonstrates that ComEd has access 287 

to the capital markets to fund the EIMA investments (Brosch Reh. Dir., AG/AARP 288 

Ex. 5.0, 24:562-25:587).  Is he correct? 289 

A. No.  As an initial matter, Mr. Smith’s claim that ComEd “can and will manage the 290 

amount of actual investment based on earnings objectives” (Smith Reh. Dir., CUB Ex. 291 

5.0, 22:535-36) is false.  Putting aside for the moment that Mr. Smith’s and others’ 292 

proposals to fund EIMA investment with increased debt are irresponsible and ill-293 

conceived, Mr. Smith’s claim ignores the EIMA investment framework and the specific 294 

investment plan and reporting requirements prescribed by EIMA.  For example, Section 295 

16-108.5(b) of the Public Utilities Act required ComEd to file a comprehensive 10-year 296 

infrastructure investment plan in early January of this year, and further contains annual 297 

update and reporting obligations.  Moreover, ComEd’s AMI Deployment Plan was the 298 

subject of a recently concluded Commission docket, which approved the Plan.   299 

With respect to the SEC Form 10-Q, it reports that, for the period ended March 300 

31, 2012, Exelon and its subsidiaries, including ComEd, reported that “[t]he Registrants 301 

believe their cash flow from operating activities, access to credit markets and their credit 302 

facilities provide sufficient liquidity.”  See AG/AARP Ex. 5.3RH at 172.  The report 303 

further indicated that “[i]f ComEd lost its investment grade credit rating as of March 31, 304 

2012, it would have been required to provide incremental collateral of $218 million, 305 
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which is well within its current available credit facility capacity of $697 million, which 306 

takes into account commercial paper borrowings as of March 31, 2012.”  Id.  In other 307 

words, this report was made prior to the issuance of the May 29 Order, and, as the 10-Q 308 

acknowledged, “[i]f the ICC provides significant changes to ComEd’s filed revenue 309 

requirement request, it could have a material impact on ComEd’s future results of 310 

operations and cash flows.”  See ComEd Ex. 36.1 at 44. 311 

Unfortunately, the Commission’s May 29 Order did result in significant changes 312 

to ComEd’s filed revenue requirement.  As I explained in my affidavit, in direct response 313 

to and as a result of the May 29 Order, ComEd has taken various steps with respect to the 314 

AMI Deployment Plan, including the deferral of certain contract negotiations and 315 

execution of contracts, as well as delayed purchases and hiring.  These steps were taken 316 

to prudently maintain ComEd’s capital structure and liquidity, given the significant 317 

reduction in revenue and cash flows resulting from the negative regulatory outcome in 318 

the May 29 Order.   319 

The suggestions by Messrs. Brosch and Smith that ComEd can and should 320 

proceed with the AMI project on the original deployment schedule by accessing the debt 321 

markets is careless and ignores key financial considerations of managing any business, 322 

including a distribution utility.  While it is nearly always possible, at some cost, to obtain 323 

capital through the debt markets, such a recommendation by intervenors ignores that 324 

ComEd’s capital structure has already been approved as prudent and reasonable.  Indeed, 325 

ComEd’s capital structure already reflects more leverage than is appropriate and more 326 

than virtually every other similarly-situated utility company in the United States.   327 
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Yet, the intervenors’ answer to the drastic revenue shortfalls resulting from the 328 

May 29 Order is to fund the $2.6 billion historic investment by taking on even more debt.  329 

As I explained in the affidavit attached to my direct testimony on rehearing (ComEd Ex. 330 

31.1), this recommendation is careless and reckless.  A financial advisor would never 331 

recommend that an individual whose income has been substantially curtailed should open 332 

new credit cards to fund the shortfall, much less tell that person to undertake an 333 

unprecedented 10-year period where spending will be far beyond what would normally 334 

be spent in a given year.  But, that is exactly what intervenors propose that ComEd do – 335 

in the absence of the anticipated revenues under a formula rate that reflects the features of 336 

Section 16-108.5, intervenors recommend that ComEd take on more debt to fund new 337 

investment.   338 

The correct answer, however, both in personal and corporate finances, is to adjust 339 

spending, not to take on additional debt.  340 

Q. Does this conclude your rebuttal testimony on rehearing? 341 

A. Yes. 342 


