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I. Introduction and Purposes 1 

A. Identification of Witness 2 

Q. What is your name?  3 

A. Joseph R. Trpik, Jr. 4 

Q. Are you the same Joseph R. Trpik, Jr. who submitted direct testimony on behalf of 5 

ComEd? 6 

A. Yes.  My direct testimony is ComEd Ex. 4.0. 7 

B. Purposes of Testimony 8 

Q. What are the purposes of your rebuttal testimony? 9 

A. The purposes of my rebuttal testimony are to: 10 

 (1) Respond to the direct testimony of Messrs. Brosch, Smith and Tolsdorf regarding 11 

their proposals to disallow the $7.2 million in merger expense incurred by and allocated 12 

to ComEd as a result of the merger between Exelon Corporation (“Exelon”) and 13 

Constellation Energy (“Constellation”).  Specifically, I describe in detail these costs, 14 

which comprise transitional expenses that are related to the provision of delivery service, 15 

and explain why they are prudent and reasonable;    16 

 (2) Respond to Staff witness Mr. McNally regarding his discussion of ComEd’s capital 17 

structure and risk profile; and 18 

 (3) Respond to Staff witness Mr. Bridal regarding his discussion of the impact of the 19 

actions ComEd has taken in response to the impact of the Order issued in ICC Docket 20 
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No. 11-0721 on ComEd’s Advanced Metering Infrastructure (“AMI”) Deployment Plan 21 

and its 2012 projected plant additions. 22 

 C. Summary of Conclusions 23 

Q. What are the conclusions of your rebuttal testimony? 24 

A. I conclude that the $7.2 million in merger expenses incurred by and allocated to ComEd 25 

in association with the Exelon-Constellation merger are upfront, transitional costs that, 26 

along with regular expenditures in subsequent years, were required for ComEd to achieve 27 

for its customers a total of approximately $165 million in future operations and 28 

maintenance (“O&M”) and Capital savings net of costs ($219 million gross) between 29 

2012 and 2015.  I also conclude that ComEd will realize these substantial net savings 30 

even though it was not allocated any of the upfront transactional costs incurred by Exelon 31 

in 2011 and 2012 to close the merger.  Accordingly, it is my opinion that the $7.2 million 32 

in merger expenses were prudently incurred.  I am of the further opinion that these costs 33 

are reasonable in amount. 34 

  With respect to Mr. McNally’s discussion, I conclude that it is premature and 35 

seems to ignore the Commission’s Order in Docket No. 11-0721, which directs Staff and 36 

intervenors to discuss capital structure issues and report on such issues prior to ComEd’s 37 

May 1, 2013 reconciliation filing. 38 

  With respect to Mr. Bridal’s testimony, I conclude that the reductions in 2012 39 

capital additions resulting from the Commission’s Order are currently estimated at $32 40 

million.  Details of the impact of these reductions are reflected in ComEd Ex. 13.02 at 41 

WP-19. 42 



Docket No. 12-0321 
ComEd Ex. 14.0 

 

Page 3 of 14 

D. Identification of Exhibits 43 

Q. What exhibits are attached to and incorporated in your rebuttal testimony? 44 

A. ComEd Ex. 14.1 is the attachment labeled as AG 6.02_Attach 2 of ComEd’s Data 45 

Request Response to AG 6.02. 46 

 ComEd Ex. 14.2 is the attachment labeled as AG 6.01_Attach 14 of ComEd’s Data 47 

Request Response to AG 6.01. 48 

ComEd Ex. 14.3 is the attachment labeled as RWB 9.16_Attach 1 Corrected to ComEd’s 49 

Corrected Response to Staff Data Request RWB 9.16.  50 

II. Overview of  Merger Process 51 

Q.  Please provide a brief overview of the Exelon-Constellation merger process. 52 

A. In March 2012, Exelon merged with Constellation.  The combined company created the 53 

largest competitive integrated energy provider in the United States. In order to 54 

functionally and operationally integrate the companies, effectively combine them into 55 

one company, and to identify and realize appropriate savings opportunities associated 56 

with business consolidation and process and resource realignment, the companies 57 

developed a merger integration process.   58 

Q. Please explain initiatives undertaken to integrate the businesses of Exelon and 59 

Constellation. 60 

A. An integration team made up of officers, senior managers and employees of both 61 

companies analyzed current processes, systems, and structures, to develop plans for 62 

integration to be implemented after the merger closes.   63 
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Two types of teams executed the planned integration process – the core team and 64 

the business area team.  The core team was responsible for identifying, evaluating and 65 

supporting the integration process with respect to enterprise-wide issues.   The business-66 

area teams, including teams dedicated to utility issues, were principally responsible for: 67 

design of the new combined organization, integration of the operating processes, 68 

identification of potential savings, and readiness for what we called “Day 1,” the first day 69 

of post-merger operations.  These teams are focused on the specific requirements of the 70 

corporate functions and business units.  71 

Q. What work was performed by the team responsible for utilities operations 72 

integration? 73 

A. The utility operations team undertook several focused assessments, which ultimately 74 

benefit the customers of the utilities including ComEd.  They included:  baselining of 75 

operational practices, assessment of performance levels, identification of opportunities 76 

for operating improvement, and development of a plan to both transfer effective practices 77 

throughout the business, and enhance operating performance metrics through 78 

standardization, simplification, and process redesign. 79 

III. Transitional Merger Costs Allocated To ComEd  80 

Q. Staff and intervenors claim that ComEd’s merger expense should be excluded from 81 

ComEd’s 2012 revenue requirement because the merger expenses incurred are 82 

unrelated to ComEd’s operations, implying that the 2011 merger costs reflect 83 

transaction costs of the merger.  Is that accurate? 84 
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A. No.  Transaction costs of the merger (e.g., regulatory and compliance costs, credit 85 

facilities costs, consent fees, and attorneys and bankers fees) were held at the Exelon 86 

Corporate level and were not charged to ComEd.  In fact, as ComEd witness Mr. Jirovec 87 

states in his testimony, out of five categories of costs, only transitional costs – a small 88 

fraction of the total Exelon merger-related expenses incurred in 2011 – were allocated to 89 

ComEd.  See Jirovec Reb., ComEd Ex. 15.0, 8:160-62. 90 

Q. Can you explain these transitional costs in more detail? 91 

A. Yes.  The 2011 merger transitional costs included for recovery in this docket are 92 

comprised of approximately $400,000 of ComEd internal employee costs, $3.7 million of 93 

Exelon Business Services (“BSC”) costs, and $3.1 million of external vendor costs.  94 

These costs were incurred to reduce O&M-related costs associated with ComEd’s 95 

provision of delivery service.  The $3.7 million in BSC costs are primarily payroll-related 96 

expenses associated with employees conducting various pre-merger integration activities 97 

necessary to ensure that the combined companies would operate successfully upon 98 

completion of the merger (i.e., on “Day 1”) and deliver the anticipated benefits.  These 99 

activities included the evaluation and development of combined company processes, 100 

policies, procedures, organizational structures, compensation and benefits plans, 101 

information technology systems, internal and external communications plans, 102 

coordination of a combined calendar for key meetings, events and deliverables, the 103 

identification of risks, and development of risk mitigation plans.  The approximately $3.1 104 

million in external vendor costs are primarily for consultants and experts supporting 105 

merger integration planning, coordination and execution efforts.  Below is a list of the 106 
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work performed in connection with the internal employee and external vendor costs as 107 

well as the identity of the vendors as stated in ComEd Ex. 14.2.  All of the efforts 108 

discussed below were necessary to realize future savings through reductions in BSC costs 109 

and ComEd specific supply savings. 110 

 Exelon Internal Labor and Related Costs 111 

 Finance and Accounting - Preparation for Day 1 financial close readiness such 112 
as aligning month-end close processes (e.g., the financial book close and latest 113 
estimate consolidation), as well as combining financial reporting for the first 114 
quarter 2012 quarter-end close. 115 

 Information Technology - Systems preparation for Day 1 financial close 116 
readiness (e.g., building interfaces or data load processes in order to combine 117 
Exelon and Constellation results for internal and external financial reporting). 118 

 Supply - Planning for integration of Exelon and Constellation Supply 119 
organizations post merger. 120 

 Legal, Accounts Payable and Payroll - Planning for integration of Exelon and 121 
Constellation legal, accounts payable, and payroll organizations post merger.  122 

 Communications - Planning for integration of Exelon and Constellation teams 123 
post merger. 124 

 Human Resources, Executive Support and Other - Preparation for Day 1 125 
readiness and integration planning.  126 

External Vendor Costs 127 

 Booz & Company - Served as an “integration architect” during pre-close 128 
integration planning, providing advice and counsel to Integration leadership 129 
regarding program governance, structure, strategy, and activities including 130 
establishing merger synergy savings targets.   Continues to provide guidance to 131 
the Exelon Integration Office to ensure merger value is achieved and shared by 132 
the respective operating companies. 133 

 Scott Madden - Served in the Integration Management Office to provide project 134 
management of the integration plan and core team activities through tracking 135 
activity and progress as well as leading steering committee/executive reviews and 136 
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updates.  Provided guidance to identify pre-merger synergy initiative 137 
identification and disposition. 138 

 AT Kearney - Provided "clean room" costs for Supply merger integration work 139 
to allow permissible pre-merger information sharing between Exelon and 140 
Constellation. 141 

 Ernst & Young LLP - Provided advisory services related to audit integration and 142 
merger risk assessment. 143 

 Price Waterhouse Coopers LLP - Provided Day 1 financial close readiness 144 
support for Accounting and Tax. 145 

 Deloitte Consulting LLP - Provided State and federal tax modeling support to 146 
the Exelon Tax organization. 147 

 Hypermedia Solutions - Provided support related to Exelon's branding post 148 
merger. 149 

 Accenture - Provided support related to the post-merger consolidation of Payroll 150 
interfaces. 151 

 Other – Included various merger integration support activities, including Day 1 152 
preparedness.   153 

ComEd Ex. 14.1 provides a description of the merger integration costs by FERC account.  154 

Q. How was the $7.2 million in transition costs allocated to ComEd? 155 

A. The 2011 transition costs incurred to support the integration planning effort prepared 156 

Exelon and ComEd for the close of the merger and for the subsequent realization of the 157 

merger synergies.  As Mr. Jirovec explains in his testimony, the total incurred transition 158 

costs have been captured as BSC costs and either direct charged or allocated to ComEd 159 

consistent with the MMF allocation framework in place to assign and allocate costs to 160 

ComEd and Exelon’s other regulated and competitive businesses.  ComEd customers, 161 

therefore, have shared in the incurrence of the transition costs and will receive a portion 162 
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of the synergy benefits resulting from the incurrence of these costs, in the form of lower 163 

utility O&M and capital costs. 164 

IV. Recoverability of Merger Costs In Other Proceedings  165 

Q. Were the expenses described and disallowed in the two cases cited by Mr. Smith 166 

similar to the costs involved here?   167 

A. No.  In both decisions, the merger costs that were disallowed were deemed to be 168 

transactional.  See Illinois-American Water Co. v. Ill. Commerce Comm’n, 322 Ill. App. 169 

3d 365, 370 (3rd Dist. 2001); AGL Resources Inc., Nicor Inc., and Nicor Gas Co., ICC 170 

Docket No. 11-0046, Final Order (Dec. 7, 2011) at 33.  As I explained earlier in my 171 

testimony, transactional costs related to the Exelon/Constellation merger were not passed 172 

along to ComEd and are not included in the costs ComEd seeks to recover.  Further, the 173 

Illinois-American decision found that the recovery of operational costs – those costs 174 

directly associated with a utility’s provision of service – associated with a merger was 175 

reasonable.  Illinois-American, 322 Ill. App. 3d at 369.  As shown above, and discussed 176 

more thoroughly in Mr. Jirovec’s testimony, the above-listed transition costs relate to 177 

ComEd’s delivery of service and will result in savings that will be reaped by ComEd 178 

customers.   179 

Q. Are there any other proceedings where merger costs were sought that are more 180 

factually similar to the instant case?  181 

A. Yes.  Although I cannot (and do not) testify to the interpretation of Commission 182 

decisions, I can say that the merger costs allowed for recovery in a recent Ameren order 183 

were similar in nature and quality to those for which ComEd seeks recovery here.  There, 184 
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the purpose of the initiatives was for Ameren to integrate operations and practices of the 185 

merging utilities in order to enhance operational performance, improve efficiency, and 186 

increase the cost effectiveness of Ameren’s utility service.  Ameren Illinois Co., ICC 187 

Docket No. 11-0279, Mazurek Dir., Ameren Ex. 12.0E, 2:36-39.  Ameren projected costs 188 

that it would have to incur to perform its initiatives over the time period from 2011-2015.  189 

Id., 7:141-44.  The costs were identified as O&M expenditures and were further broken 190 

down into categories, such as technology costs, relocation costs, internal and external 191 

labor costs, training, and software maintenance.  Id., 4:85-88.  Additionally, Ameren had 192 

projected savings to customers that would result from performing the initiatives and 193 

identified specific benefits to its customers, such as improved customer services, asset 194 

planning, and inventory management processes.  Id., 6:115-25. 195 

Q. Are ComEd’s merger costs similar to Ameren’s merger costs?  196 

A. Yes.  Like Ameren’s merger costs, ComEd’s merger costs are O&M expenditures that 197 

were incurred to perform merger integration initiatives.  ComEd, like Ameren, also is 198 

providing a list breaking down the costs into categories, such as maintenance of 199 

equipment and employment of services to support its integration initiatives.  ComEd also 200 

showed that its merger costs were incurred to support initiatives that would result in 201 

savings to its customers.   202 

Q. Staff and intervenors claim that ComEd’s merger expense should be disallowed 203 

because the cost savings that ComEd asserts will result from the merger and that 204 

will be passed along to ComEd customers will accrue in the future.  Do you agree? 205 
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A. No.  While it is true that the benefits to ComEd customers will accrue in the future, that is 206 

not a basis for disallowance of ComEd’s merger expense. Generally, all merger-related 207 

benefits accrue in the future – they are not all realized immediately.  First, as explained in 208 

the testimony of Mr. Jirovec, the cost savings that will be realized by ComEd as a result 209 

of the merger are being tracked through a detailed synergy identification and tracking 210 

process and also have been incorporated into the post-merger budgets and long-range 211 

plans of Exelon and ComEd.  See Jirovec Reb., ComEd Ex. 15.0, 17:372-18:374.  212 

ComEd is expected to realize total gross O&M and Capital synergies of  $34 million in 213 

2012, $54 million in 2013, $65 million in 2014 and $66 million in 2015 for a total of 214 

$219 million in future gross savings (and over $165 million in future savings net of 215 

costs.)  See id. at 5:97-98.  Second, it is a general rate making principle that costs 216 

associated with a savings program can be recovered by utilities even where benefits are 217 

expected to accrue in the future.   218 

Q.  Can you provide an example of the application of that principle? 219 

A. Yes, Part 285.3215 of the Commission’s Rules of Practice reflects this principle.  It 220 

allows recovery of costs related to “… any cost savings program that is anticipated to 221 

result in annual jurisdictional savings in excess of the lesser of $1,000,000 or .1% of 222 

operations and maintenance expenses in the year preceding the initiation of the program 223 

and whose initial costs are sought to be recovered in the test year.”  83 Ill. Admin. Code § 224 

285.3215 (a).  225 

In ComEd’s 2005 Rate Case, ComEd was allowed to recover $21 million of 226 

severance expense related to the Exelon Way, a defined cost savings initiative designed 227 
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to achieve long-term sustainable savings.  See Commonwealth Edison Co., ICC Docket 228 

No. 05-0597, Final Order (July 26, 2006) (“2005 Order”) at 90.  In that docket, the costs 229 

were recovered pursuant to Part 285.3215.   230 

  ComEd demonstrated that the Exelon Way program was expected to produce at 231 

least $70 million per year in savings for the next three years.  2005 Order at 90.  The 232 

Commission therefore found that costs related to Exelon Way were reasonable and 233 

recoverable.  In ComEd’s next rate case, the Commission again affirmed a regulatory 234 

asset amortizing the Exelon Way severance expense over 7 ½ years.  Commonwealth 235 

Edison Co., ICC Docket No. 07-0566, Final Order (Sept. 10, 2008) at 66.  It again 236 

affirmed that severance expense relating to cost cutting initiatives were recoverable under 237 

Part 285.3215 in its order in the 2010 ComEd Rate Case, when it approved the recovery 238 

and the amortization over a 3 year period of $12.8 million in severance costs.  239 

Commonwealth Edison Co., ICC Docket No. 10-0467, Final Order (May 24, 2011) at 240 

105.  As discussed in Mr. Jirovec’s testimony, ample evidence has been provided here 241 

that ComEd expects to realize substantial savings well in excess of costs and that these 242 

expected savings have been identified and measured.  See Jirovec Reb., ComEd Ex. 15.0, 243 

12:257-346; 17:365-20:441.   244 

V. Response to Mr. McNally 245 

Q.  How do you respond to Mr. McNally’s discussion of ComEd’s risk profile as it 246 

 relates to its capital structure? 247 

A. Mr. McNally’s comments do not relate to any issue in this docket.  The Commission in 248 

its May 29 Order approved ComEd’s capital structure as prudent and reasonable, and 249 
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directed ComEd, Staff and Illinois Industrial Energy Consumers (“IIEC”) to discuss 250 

capital structure issues and report on these discussions in ComEd’s 2013 formula rate 251 

filing.  Commonwealth Edison Co., ICC Docket No. 11-0721, Final Order (May 29, 252 

2012) at 134.  Accordingly, Mr. McNally’s comments are not appropriate here, and 253 

should be provided instead in the discussions among Staff, ComEd and IIEC.   254 

In addition, Mr. McNally discusses ratings agencies opinions that were issued 255 

prior to the Commission’s May 29 Order in ICC Docket No. 11-0721.  Indeed, that order 256 

underscores that ComEd is still subject to risk, uncertainty and regulatory lag.  As I 257 

testified in that docket, ComEd is not recovering its prudently incurred costs as a result of 258 

the 11-0721 order, which is one of the key regulatory risks the formula rate was intended 259 

to mitigate.  Clearly the formula rate has not achieved one of its primary purposes – 260 

lowering the uncertainty of cost recovery – and therefore there is little difference between 261 

a traditional regulatory framework and the formula rate with regard to regulatory risk of 262 

uncertainty.   263 

VI. Response to Mr. BridalError! Bookmark not defined. 264 

Q. How do you respond to Mr. Bridal’s discussion of the impact of the actions ComEd 265 

has taken in response to the impact of the Order issued in ICC Docket No. 11-0721 266 

on ComEd’s AMI deployment plan and its 2012 projected plant additions? 267 

A. As discussed in my direct testimony and affidavit in ICC Docket No. 11-0721 on 268 

Rehearing, as a result of the Commission’s Order in Docket No. 11-0721, ComEd’s 269 

capital investment plans have been negatively affected.  The reductions in 2012 capital 270 
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additions are currently estimated at $32 million.  The impacts of the reductions in capital 271 

additions are reflected in ComEd Ex. 13.02 at WP-19.   272 

Q. Can you identify the specific investment tracking numbers (“ITNs”) with capital 273 

investments previously planned to be placed in service in 2012 that are affected by 274 

the Company’s reduction in 2012 capital additions due to the Commission’s order in 275 

Docket No. 11-0721? 276 

A. Yes.  Three ITNs originally projected to have capital investments placed in service in 277 

2012 were affected by the Company’s response to the Commission’s order in Docket No. 278 

11-0721.  The affected ITNs are 47260 - AMI Expansion Meters & Management – 279 

Capital (now $18,408,323), 47262 - AMI Expansion IT – Capital (now $850,000), and 280 

47264 - AMI Expansion Communications – Capital (now $0.00).  The total reduction to 281 

these three ITNs is $32,428,170.  As indicated in ComEd’s Data Request Response to 282 

REHEARING AG 11.12, “[w]ith respect to non-AMI investments, no impact to the 283 

planned 2012 work scope is anticipated in terms of delay or cancellation as a result of the 284 

Final Order in ICC No. 11-0721.”   285 

VII. Sponsorship of Credit Facility Fee Agreement LettersError! Bookmark not defined. 286 

Q.   Are you familiar with the fee agreement letters negotiated in connection to ComEd’s 287 

community and minority-owned bank credit facility and identified as ComEd Ex. 288 

13.07 in the testimony of Martin Fruehe? 289 

A. Yes. 290 
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Q. Are the fee agreement letters true and correct executed copies signed by you on 291 

behalf of ComEd? 292 

A. Yes.  293 

Q. Does this conclude your rebuttal testimony? 294 

A. Yes. 295 


