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I. Introduction and Purpose 1 

A. Identification of Witness 2 

Q. What is your name?  3 

A. Kathryn M. Houtsma. 4 

Q. Are you the same Kathryn M. Houtsma who submitted direct testimony on behalf of 5 

Commonwealth Edison Company (“ComEd”)? 6 

A. Yes.  My direct testimony is ComEd Exhibit (“Ex.”) 2.0. 7 

B. Purpose of Testimony 8 

Q. What is the purpose of your rebuttal testimony? 9 

A. I respond to Staff of the Illinois Commerce Commission (“Staff”) witness Burma Jones’ 10 

calculation of the Return on Equity (“ROE”) collar adjustment for 2011, which reflects a 11 

$10,351,000 reduction from the amount of the ROE collar adjustment identified in 12 

ComEd Ex. 10.2. 13 

C. Summary of Conclusions 14 

Q. What are the conclusions of your rebuttal testimony? 15 

A. While Staff witness Ms. Jones’ ROE collar adjustment incorporates the disallowances 16 

reflected in the Illinois Commerce Commission’s (“Commission”) May 29, 2012, Order 17 

in Docket No. 11-0721 and further disallowances to operating expense that Staff 18 

recommends, she neglects to make a corresponding adjustment to remove the accrued 19 

revenues that will no longer be recovered due to the disallowances.  Indeed, Staff’s 20 

reduction of $10,351,000 in the collar calculation is entirely driven by disallowances of 21 
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costs from the 2011 revenue requirement.  As a result, Staff’s calculation duplicates the 22 

impact of the disallowed costs by including revenues that will never be collected.   23 

As I explained in direct testimony (ComEd Ex. 2.0) and discuss further below, the 24 

collar should not be applied in a manner that allows ComEd to recoup revenue 25 

requirement disallowances that are implemented through the reconciliation, nor should it 26 

result in disallowances that are duplicative of amounts disallowed through the 27 

reconciliation.  This is because revenue requirement changes are separately considered in 28 

the reconciliation calculation.  ComEd’s proposed collar calculation does not provide for 29 

recovery of the merger costs and other costs that Staff proposes to disallow.  Therefore, 30 

while a disallowance of those costs would impact the reconciliation revenue requirement 31 

as well as the filing year revenue requirement (which includes projected costs), it should 32 

not impact the collar calculation.  33 

D. Identification of Exhibit 34 

Q. What exhibit is attached to and incorporated in your rebuttal testimony? 35 

A. I have attached to my rebuttal testimony ComEd Ex. 12.1, which corrects Staff’s ROE 36 

collar adjustment. 37 

II. Response to Staff 38 

Q. What is the purpose of the collar calculation? 39 

A. The purpose of the collar calculation is to ensure that the earned ROE for the calendar 40 

year is within 50 basis points of the ROE prescribed for that year in the Energy 41 

Infrastructure Modernization Act (“EIMA”).  Generally, the reason that an ROE for a 42 

given year will vary from the statutorily prescribed rate is because 1) the actual costs for 43 
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the year are different from the costs included in the revenue requirement in effect for that 44 

year, and/or 2) actual sales volumes vary from those used to establish the billing 45 

determinants that underlie rates in effect in the calendar year.  However, because the 46 

reconciliation fully accounts for any differences between the actual costs and the costs 47 

reflected in the revenue requirement for the calendar year, the collar need only address 48 

the actual sales volumes variations.  If the collar adjustment were to account for 49 

differences in costs in addition to the reconciliation’s accounting for such differences, the 50 

result would be a double counting.    51 

Q. Why is an adjustment to revenues necessary for calendar year 2011? 52 

A. As described in my direct testimony, in calendar year 2011 ComEd was required under 53 

Generally Accepted Accounting Principles (“GAAP”) to recognize an accounting accrual 54 

for the estimated revenue impact of the reconciliation of 2011 costs that are the subject of 55 

this proceeding.  Houtsma Dir., ComEd Ex. 2.0, 9:185-88.  Accordingly, ComEd 56 

recorded an estimate of $29,005,000 for reconciliation and collar revenues that would be 57 

recovered in 2013 following completion of this docket, which was based on ComEd’s 58 

best estimate as of year-end 2011.  While this accrual addressed the costs that ComEd 59 

believed would be recoverable under the reconciliation, ComEd also had to account for 60 

subsequent changes to the estimated revenues that would be recoverable.  For example, 61 

ComEd’s estimated 2011 reconciliation revenues were revised in March 2012 to reflect 62 

the filing in this docket on April 30, 2012.  These reconciliation revenues were again 63 

revised in ComEd’s compliance filing in this docket on June 13, 2012, which updated 64 

various schedules to reflect the effects of the May 29, 2012 Order in ICC Docket No. 11-65 

0721.  See ComEd Ex. 10.2.   66 
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In other words, because the Commission determined in its May 29 Order in ICC 67 

Docket No. 11-0721 that a variety of costs should not be recovered under the formula 68 

rate, ComEd revised the formula to (i) remove those costs from the revenue requirement 69 

and (ii) remove both the costs and the associated reconciliation revenues from the collar 70 

calculation.  The end result was a significantly lower revenue requirement and 71 

reconciliation amount, but the collar results were unchanged because the costs and 72 

associated reconciliation revenues were adjusted consistently.    73 

Q. Did Ms. Jones calculate her ROE collar adjustment in the manner you describe? 74 

A. No.  As an initial matter, my understanding is that Staff’s revenue requirement, 75 

reconciliation, and collar calculations are based on the data presented in ComEd Ex. 10.2.  76 

Assuming this is the case, Staff has removed only the costs that it proposes to disallow 77 

from the collar calculation, but has not made a corresponding adjustment to also remove 78 

the accrued true-up revenues that ComEd recorded based upon the estimated recovery of 79 

those costs.  These revenues must also be removed from the collar calculation because 80 

those revenues will not be recovered under Staff’s proposals and hence should not be 81 

considered in determining whether ComEd’s earned ROE was within the collar.   82 

Q. What is the consequence if revenues in the collar calculation are not aligned with the 83 

underlying costs? 84 

A. Failure to align revenues with the costs will produce an erroneous calculation as to 85 

whether the utility’s earned ROE was within the collar.  In this case, if revenues are not 86 

aligned with the costs, collar recovery will be inappropriately reduced because it will still 87 

reflect revenues that will not be recovered and therefore will not result in any earnings.  88 

Using the $7.2 million of merger costs as an example, ComEd’s proposed collar 89 
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calculation on ComEd Ex. 10.2, Sch. FR A-3 includes the $7.2 million in merger costs on 90 

line 16 as well as $7.2 million in estimated accrued revenue to recover those costs on line 91 

15.  As a result the net income amount for 2011 is zero, and the impact on the collar 92 

calculation is zero.  Staff, by contrast, eliminates the cost (because of its proposed 93 

disallowance), but illogically retains the corresponding revenues in the collar calculation.  94 

In the absence of a revenue adjustment, Staff would improperly disallow $7.2 million of 95 

cost recovery that is correctly valued as zero in ComEd’s collar calculation.   96 

Q. How should the collar calculation be adjusted to reflect Staff’s position? 97 

A. ComEd Ex. 12.1 provides a revised collar calculation adjusted to reflect (i) the costs Staff 98 

proposes to disallow in this docket and (ii) the removal of the associated reconciliation 99 

revenues (that would not be recoverable under Staff’s proposal).  While in general I do 100 

not agree with the statement in Ms. Jones’ testimony that the formula approved by the 101 

Commission in Docket No. 11-0721 does not provide a spot for adjustments or 102 

disallowances (and Mr. Fruehe explains where and how the adjustments should be made 103 

to the revenue requirement), I do agree that it is not obvious how such adjustments should 104 

be made to revenues to adjust the estimated reconciliation revenues in the collar 105 

calculation.  This is likely a reflection of the fact that the initial filing in Docket No. 11-106 

0721 did not include a populated version of the collar calculation, and hence there was no 107 

opportunity to see how adjustments to the revenue requirement impact Sch. FR A-3.  108 

ComEd Ex. 12.1 includes a revised WP-22, modified to provide a clearer road map of 109 

which line items should be changed to adjust the accrued revenues included in the collar 110 

calculation to reflect the impact of disallowances.  The companion effect of those 111 

disallowances to reduce expenses will automatically flow through the formula because 112 
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Sch. FR A-3, line 16, provides that delivery services operating expenses should derive 113 

from Sch. FR A-1 REC, which would incorporate those disallowances.   114 

Q. What is the correct amount of the collar adjustment assuming Staff’s proposed 115 

revenue requirement disallowances are accepted by the Commission, and the 116 

reconciliation revenue impact is correctly considered in the collar calculation? 117 

A. While ComEd does not believe the revenue requirement disallowances proposed by Staff 118 

should be adopted by the Commission for the reasons outlined by Mr. Fruehe (see 119 

ComEd Ex. 13.0), if they were to be accepted, the collar adjustment should be 120 

$16,424,0001 (rather than the $5,338,000 proposed by Ms. Jones) as shown on ComEd 121 

Ex. 12.1, Sch. FR A-1 line 35.  If any further adjustments to the revenue requirement, 122 

either up or down, are made by the Commission, then corresponding adjustments to the 123 

reconciliation revenues should be made to WP-22 to avoid an inaccurate collar 124 

calculation.  125 

Q. Does this conclude your rebuttal testimony? 126 

A. Yes. 127 

                                                      
1 This amount is before reflecting correction to the tax gross-up calculation that is the subject of a pending request in 
ICC Docket No. 12-0455 at the time of this filing. 


