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I. INTRODUCTION AND PURPOSE 1 

A. Identification of Witness 2 

Q. What is your name and by whom are you employed? 3 

A. My name is Todd J. Jirovec and I am a Vice President in the Energy, Chemicals, and 4 

Utilities practice of Booz & Company.  My business address is 901 Main Street, Suite 5 

6500, Dallas, Texas, 75202.  6 

 7 

B. Purpose of Testimony 8 

Q. What is the purpose of your rebuttal testimony and what conclusions have you 9 

reached? 10 

A. The purpose of my rebuttal testimony is to address witnesses Brosch and Tolsdorf’s 11 

conclusion that the costs allocated to Commonwealth Edison Company (“ComEd”) 12 

resulting from the merger between Exelon Corporation (“Exelon”) and Constellation 13 

Energy (“Constellation”) should not be included in determining formula rates.  14 

Specifically, this rebuttal testimony responds directly to Mr. Tolsdorf by providing 15 

evidence that future merger savings will inure to the benefit of ComEd customers.  This 16 

evidence is discussed in my rebuttal testimony responding to the five points Mr. Brosch 17 

has provided to support his conclusion that these merger costs should be excluded.  18 

Brosch Dir., AG-AARP Ex. 1.0, 6:122-39.  First, I describe why the 2011 merger 19 

expenses are reasonable and necessary to enable merger related benefits to accrue to 20 

ComEd, and should not be considered narrowly as Exelon “parent company ownership 21 

costs.” Second, I respond to Mr. Brosch’s argument that recovery of merger expenses 22 
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improperly shifts the risk of merger integration from shareholders to ratepayers.  Third, I 23 

discuss why the merger related costs do impact ComEd operations favorably and that 24 

ComEd will receive benefits as merger synergies are realized. Fourth, I demonstrate that 25 

merger related costs included in the formula rate determination are necessary, reasonable 26 

and prudent expenses.  Finally, I respond to Mr. Brosch’s assertion that the merger 27 

savings are speculative, highly uncertain, and nearly impossible to accurately quantify.    28 

 29 

C. Identification of Exhibits 30 

Q. Have you included any attachments to your testimony?  31 

A. ComEd Ex. 15.1 describes my previous regulatory experience.  I have included ComEd 32 

Ex. 15.2 that provides the estimated ComEd savings and costs to achieve from 2012 33 

through 2015 that have been incorporated into the Exelon and ComEd budgets and long 34 

range plans.  I have also included ComEd Ex. 15.3 that provides further description of the 35 

Integration Project structure that has been established to manage the overall integration 36 

and ComEd Ex. 15.4 that describes the overall synergy tracking and reporting process.   37 

  38 

D. Professional Background 39 

Q. Would you briefly summarize your academic and professional background?  40 

A. I graduated from Arizona State University with a B.S. degree in Accounting and 41 

immediately joined Deloitte, Haskins & Sells, where I began my career as an auditor.  42 

Subsequently, I worked for Deloitte & Touche (formed by the merger of Touche Ross 43 

and Deloitte, Haskins & Sells in 1989).  After working five years as a Certified Public 44 
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Accountant, including as a Senior Accountant on a large utility audit, I obtained an 45 

M.B.A. from the Wharton School at the University of Pennsylvania and joined Deloitte 46 

Consulting in 1993 where I began my consulting career specializing in the utility 47 

industry.  From 1998 to 1999, I was Vice President of Franchise Development for Koch 48 

Energy before rejoining Deloitte Consulting and then Booz Allen Hamilton (now Booz & 49 

Company) as a Vice President. 50 

  Over the course of my consulting career, I have performed a variety of 51 

assignments that involved supporting management with the identification of merger 52 

benefits and related costs, due diligence, merger integration planning and regulatory 53 

assistance.  I have also performed studies evaluating issues such as cost 54 

prudence/reasonableness, affiliate interest/code of conduct, and specific policy/issue 55 

support for a number of electric and/or gas utilities.  This work has included governance 56 

development and organizational design for shared services entities, functional process 57 

and cost diagnostics, and cost control and financial planning reviews.  I have also 58 

performed a variety of assignments for utilities related to corporate and business unit 59 

strategy, performance and operations improvement, and cost reduction. 60 

 61 

Q. Do you hold any professional certifications?  62 

A. Yes, I am a Certified Public Accountant in Arizona and a member of the American 63 

Institute of Certified Public Accountants.   64 

 65 

Q. Have you provided testimony in regulatory proceedings prior to this case?  66 
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A. Yes, I have filed rebuttal testimony and testified in Maryland related to the merger 67 

synergies allocable to Baltimore Gas & Electric (“BG&E”) as a result of the merger 68 

between Exelon and Constellation.  I have filed direct testimony in Pennsylvania 69 

discussing the economies lost from a spin-off resulting from a potential merger, prepared 70 

reports filed with the Securities and Exchange Commission, and presented analyses to 71 

other state commission staff including Illinois.  I have filed direct testimony in Texas 72 

evaluating the reasonableness of corporate and shared services costs in a rate proceeding.  73 

I have supported numerous company and expert witnesses in regulatory consulting 74 

assignments for gas and electric utilities addressing merger benefits and costs, cost 75 

allocations and cost reasonableness and have also supported regulatory filings for rate 76 

proceedings, affiliate transactions and specific directed questions from state 77 

commissions.  A detailed list of cases I have participated in or supported is included in 78 

ComEd Ex. 15.1. 79 

 80 

 Q. What roles did you and Booz & Company perform in the Exelon and Constellation 81 

merger? 82 

A. Booz provided services to Exelon and ComEd in this transaction in 1) the pre-83 

announcement due diligence phase, including synergy identification and quantification; 84 

2) the regulatory approval process in Maryland, including supporting expert witnesses, 85 

preparing discovery responses and providing rebuttal testimony; and 3) integration 86 

planning and execution prior and subsequent to the consummation of the merger. I led the 87 

Booz team responsible for development of the synergy analysis as well as the Booz teams 88 

responsible for regulatory and integration planning support. 89 
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II. NET MERGER SAVINGS 90 

Q. What is the level of net merger related savings expected to be realized by ComEd?  91 

A. Based on the analysis performed to date, Exelon and ComEd have identified savings, net 92 

of costs-to-achieve, to ComEd customers through 2015 in the amounts illustrated in the 93 

table below.  In Part III, I discuss the expected source of these savings and in Part VII, I 94 

discuss the institutional controls that have been put in place to ensure that they will be 95 

realized. 96 

 97 

  98 

  Over the period from 2011 to 2015, ComEd is projected to incur $63M of merger 99 

costs, or about 9% of total estimated merger cost-to-achieve, while receiving recurring 100 

cash savings by 2015 of $66M or 15% of total savings.  All of these savings are passed 101 

along to ComEd customers in the form of lower O&M costs, through formula rates or 102 

through avoided returns on invested capital. 103 

  104 

Q. Please describe how the estimated synergies and costs to achieve resulting from the 105 

Exelon and Constellation merger were developed. 106 

A. An initial assessment of the potential merger synergies and costs to achieve was 107 

developed in early 2011 under a process led by Booz with support from a small team of 108 

ComEd O&M and Capital Savings and Costs-to-Achieve
($ Millions)

2011 2012 2013 2014 2015 Total
O&M $0.0 $24.0 $39.0 $46.0 $47.0 $156.0
Capital $0.0 $10.0 $15.0 $19.0 $19.0 $63.0
O&M $7.6 $25.0 $8.0 $2.0 $0.0 $42.6
Capital $0.0 $12.0 $8.0 $0.0 $0.0 $20.0
O&M ($7.6) ($1.0) $31.0 $44.0 $47.0 $113.4
Capital $0.0 ($2.0) $7.0 $19.0 $19.0 $43.0

ComEd Savings

ComEd Costs-To-Achieve 

Net ComEd Savings
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Exelon and Constellation resources.  The process began by examining underlying data 109 

related to the organization of both companies from both publicly available and internally 110 

provided sources.  This information included geographical, organizational and 111 

operational data, such as: total numbers of positions, positions distributed by various 112 

departments and related salaries and benefits. 113 

  Next, information related to specific cost categories, including recent actual and 114 

expected future expenses in these categories, was identified and obtained.  Information 115 

obtained through this process included external spending, forecasts and budgets and 116 

internal operating plans.  General organizational and operational philosophies for each 117 

company were also identified.  As part of this process, the team discussed potential 118 

organizational and operational approaches and identified areas for potential savings.  This 119 

process resulted in the development of a set of area-by-area operating assumptions. 120 

  Finally, from all of the information and analyses identified above, we developed, 121 

reviewed, analyzed and revised savings estimates.  This analysis was used by the joint 122 

Exelon and Constellation integration planning teams, known as the Business Area Teams, 123 

as a reference point to begin identifying specific initiatives to achieve the expected 124 

synergy levels. 125 

 The Business Area Teams analyzed how both Exelon and Constellation   126 

organized their respective functional areas, how business processes were performed, and 127 

how outside contractors were used to perform work.  Based on this analysis, the Business 128 

Area Teams designed the new organizational structure, core processes and anticipated 129 

cost levels.  As part of this design effort, each Business Area Team identified synergy 130 

initiatives designed to reduce the overlap and duplication between the organizations and 131 
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achieve the scale benefits from combining common spend categories.  Subsequent to the 132 

integration planning process, the Business Area Teams continued to identify and refine 133 

synergy estimates, resulting in adjustments to the amount and timing of the initial 134 

opportunities as well as identification of new opportunities. 135 

 136 

III. THE CHARACTERIZATION OF THE 2011 COMED MERGER COSTS AT 137 

ISSUE IN THIS CASE  AS “PARENT COMPANY OWNERSHIP COSTS” IS 138 

INCOMPLETE AND MISLEADING 139 

 140 

Q. What is the nature of the merger costs in this case?    141 

A. In any merger, a wide variety of different kinds of costs must be incurred in order to 142 

consummate the transaction, and allow the expected benefits from the transaction to be 143 

realized.  These are generally referred to as “costs to achieve.”  These costs-to-achieve 144 

include all of the costs associated with planning, integrating and closing a transaction and 145 

generally reflect contracted costs with third parties, commitments to employees and other 146 

incremental expenditures for effecting merger integration.   147 

In this merger, costs-to-achieve are grouped within five broad categories: 1) 148 

Employee-related areas such as retention, separation and relocation; 2) Transaction costs 149 

related to third party advisors, investment bankers, and financing to secure deal approval 150 

from shareholders and regulatory authorities; 3) Information technology costs to integrate 151 

and rationalize systems; 4) Corporate costs such as communications, facilities, and 152 

insurance, and; 5) Transition costs to integrate the two companies and enable the merger 153 

synergies.  The costs-to-achieve are expected to decline rapidly over the first several 154 
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years after close.  A portion of the Transaction and Transition related costs were incurred 155 

prior to consummation of the merger. 156 

 157 

Q. What is the nature of the 2011 merger costs included as part of the ComEd formula 158 

rate determination? 159 

A. As I mentioned, the 2011 ComEd merger costs included as part of the formula rate 160 

determination are grouped within the Transition cost category described above.  This $7.2 161 

million is a very small percentage of overall 2011 merger costs, or costs to achieve.  162 

These Transition costs, both internal and external, were incurred to support the 163 

integration planning effort and are described in more detail in the Rebuttal Testimony of 164 

ComEd witness Joseph Trpik.  As a general matter, the work performed by internal 165 

Business Area Teams during the integration planning process relate to activities such as 166 

preparing the merged company to operate on the first day after the legal close (e.g. ability 167 

to pay employees and vendors), design the new organization structure (e.g., reporting 168 

responsibilities in the merged company), and consolidate IT systems (e.g., ability to close 169 

the financial accounts and records to prepare year end and quarterly reports).  170 

Additionally, the Business Area Teams were tasked with identifying the synergy 171 

initiatives described earlier.  These tasks are required to effect the close and prepare the 172 

new organization to realize the value from the combination, and in particular the 173 

reduction of O&M and Administrative & General costs. 174 

The external costs were for services performed by third parties with specific 175 

subject matter expertise who assisted in areas such as the design of the overall integration 176 

structure and program management effort, the accelerated capture of merger savings, or 177 
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satisfaction of fiduciary or compliance related requirements to operate as a combined 178 

entity.  For example, a third party was used to analyze materials and contractor data 179 

between the two companies to understand the synergy potential from consolidating, post-180 

merger, materials and contractor purchasing.  Legal restrictions prohibit Exelon or 181 

Constellation employees from sharing this information with each other but a third party 182 

can perform this analysis in a “clean room” environment.  Provision of this work through 183 

a third party not only was a legal requirement but also allowed Exelon to more quickly 184 

capture supply chain related savings, a portion of which will benefit ComEd.  Again, Mr. 185 

Trpik’s Rebuttal Testimony describes in more detail the work performed by these third 186 

parties. 187 

 Q. What is your response to Mr. Brosch’s argument that the $7.2 million should be 188 

characterized as parent company ownership costs? 189 

A. Mr. Brosch has mischaracterized the 2011 merger costs as “parent company ownership 190 

costs.”  Brosch Dir., AG-AARP Ex. 1.0, 6:122-25.  The 2011 Transition costs incurred to 191 

support the integration planning effort undertaken prior to consummation of the merger 192 

prepared Exelon and ComEd for the close of the merger and for the subsequent 193 

realization of the merger synergies and the cost reductions flowing from those synergies.   194 

The total incurred Transition costs have been captured as an Exelon Business Services 195 

Company (“BSC”) cost and allocated to ComEd consistent with the allocation framework 196 

in place to assign and allocate costs to ComEd and Exelon’s other regulated and 197 

competitive businesses.  ComEd customers, therefore, have shared in the incurrence of 198 

these costs and will receive a portion of the synergy benefits resulting from the 199 

incurrence of these costs, in the form of lower utility O&M and capital costs.   200 
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Transaction costs incurred to secure the required approvals from the Boards of 201 

Directors and external approvals from the shareholders and regulators, and fees for 202 

transaction structuring and valuation assistance, financial market analysis and fairness 203 

opinions have not been included as a cost-to achieve allocated to ComEd and are not 204 

within the $7.2 million sought to be recovered by ComEd in this case. These Transaction 205 

costs, along with all of the other categories of costs I have described earlier and incurred 206 

through December 2011, while necessary to effect the transaction and enable the 207 

realization of merger benefits, have been absorbed by Exelon shareholders.   208 

 209 

IV. RECOVERY OF MERGER EXPENSES APPROPRIATELY REFLECTS 210 

SHARING OF MERGER INTEGRATION RISKS BETWEEN SHAREHOLDERS 211 

AND RATEPAYERS 212 

Q. Mr. Brosch contends that including merger costs in the formula rate determination 213 

would improperly shift the risks of merger integration from shareholders to 214 

ratepayers.  Is he correct?   215 

A. No.  Recent utility mergers and acquisitions have produced substantial benefits to 216 

customers in the form of operational synergies and cost savings that reduce rates or slow 217 

the rate of growth in rates.  Benefits to customers, however, will not materialize without 218 

costs being incurred and risks being assumed.  As described earlier, costs-to-achieve are 219 

incurred in the ordinary course of business to execute a transaction, comply with the 220 

various requirements of third-party agencies, successfully integrate the businesses and 221 

close a transaction.  In a number of cases, expenditures are incurred solely for the 222 

purposes of fulfilling fiduciary responsibilities, satisfying public agency filing 223 
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requirements or demonstrating the benefits that are conveyed by the transaction.  These 224 

up-front expenditures must be made without assurance that a transaction will, in fact, be 225 

closed.  Other expenditures are incurred to assure that employees are treated equitably 226 

and that the business is ready for transparent operations on day-one after the close.  227 

  In any merger transaction, both customers and shareholders assume the risk that 228 

the merged entity will achieve the strategic, financial, and operational benefits set forth as 229 

the rationale for the proposed combination.  To the extent these objectives are not 230 

attained (e.g., failing to realize cost savings), shareholders suffer from eroded equity 231 

value and / or lower returns and customers do not realize the benefits from merger-related 232 

savings reflected in lower rates.  It is my opinion and an established regulatory principle 233 

that, to compensate for these risks and to reflect the shareholders’ willingness to fund the 234 

costs necessary to realize potential cost savings, the utility should be provided the 235 

opportunity to recover a portion of the costs-to-achieve these savings. 236 

     This principle is borne out in a number of prior transactions where regulatory 237 

decisions have provided for equitable savings sharing after the consideration of related 238 

costs-to-achieve.  In addition, if these out-of-pocket costs were not recognized as a 239 

related element of producing cost savings, Exelon would effectively be required to 240 

support such expenditures without reimbursement.  Thus, to be equitable to all parties, it 241 

is only the net level of savings that is available for sharing with customers.  In this case, 242 

the net level of savings identified for ComEd described earlier are not shared but will 243 

benefit only ComEd customers. 244 

In many of the utility merger transactions with which I am familiar, costs-to-245 

achieve have been considered and recognized in determining the net level of benefits 246 
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available to customers and shareholders.  In other words, costs to achieve have been 247 

recognized and netted against gross merger synergies in determining distributable savings 248 

to customers and shareholders.  Mr. Brosch focuses only on the potential risks to 249 

ComEd’s customers without any discussion of the benefits to those customers.  250 

In sum, risks are not being shifted as Mr. Brosch claims.  Risks to both 251 

shareholders and customers are inherent in any merger transaction.  The critical 252 

consideration is whether sufficient analyses have been performed to identify savings, and 253 

controls have been put in place to provide reasonable assurance that these savings will be 254 

realized - - in order to mitigate, for all stakeholders, those risks.  In my opinion that has 255 

been done here. 256 

V. THE EXELON/CONSTELLATION MERGER WILL RESULT IN MERGER 257 

SAVINGS TO COMED 258 

Q. In what areas does Exelon expect to realize merger related savings?   259 

A. The combination of Exelon and Constellation provides the opportunity to realize savings 260 

in many of the operations of the combined company.  These identified savings will occur 261 

in the corporate center and business units and stem from the avoidance of overlap and 262 

duplication and the realization of economies of scale in operations.  The estimated 263 

savings are directly related to the transaction and would not be expected to occur absent 264 

the combination. 265 

  Specifically, Exelon expects to realize merger-related savings in a variety of 266 

corporate and operating support functions: 267 

 Information Technology:  Effective consolidation of the companies will require the 268 

avoidance of overlapping investments and the integration of technology 269 
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environments, applications, data centers, network infrastructure, and technology 270 

support.   271 

 Corporate Programs:  Both companies conduct a variety of business-support activities 272 

that require the incurrence of annual expenditures in areas such as overheads, 273 

professional services, benefits administration, insurance, facilities, and directors’ fees.  274 

The combination allows the companies to avoid overlap in these expenditures.  275 

 Supply Chain:  Substantial amounts are expended annually in the areas of materials 276 

and supplies and contract services that can be combined and leveraged.  The 277 

companies expect that consolidation of sourcing strategies, integration of supplier 278 

programs and enhancement of contracting and supply processes will yield savings.  279 

 Functional Alignment:  Consolidation of the corporate and operating support 280 

functions is expected to result in a realignment of current resources to reflect the 281 

combined scale of the enterprise. 282 

 283 

Q. Please provide specific examples of how ComEd will benefit from the merger?  284 

A. ComEd customers derive benefits from the attainment of the synergies initiatives (i.e.,  285 

merger created cost savings programs), both directly and indirectly, as certain initiatives 286 

will reduce costs directly incurred by ComEd (e.g., materials and supplies and contracted 287 

services used to provide electric distribution services) while other initiatives will reduce 288 

BSC costs and thus the costs of corporate and administrative activities performed for 289 

ComEd by BSC, and allocated to ComEd using Exelon’s cost-causative allocation 290 

framework.   291 
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              For example, the Exelon Supply organization is collaborating with the three 292 

Exelon utilities (ComEd, PECO, and BG&E) to reduce the price paid for distribution 293 

transformers.  Exelon Supply is working with the utilities to estimate their future demand 294 

for distribution transformers to bundle purchases together.  This enhanced scale provided 295 

by a larger combined utility footprint allows the organization to negotiate lower rates 296 

with suppliers.  These benefits will accrue to ComEd as it purchases distribution 297 

transformers at costs lower than they would be absent the merger. 298 

Exelon has also identified synergy initiatives in BSC whose value is derived from 299 

greater economies of scale and scope enabled by the merger.  For example,  Exelon and 300 

Constellation each maintained centralized financial planning and analysis (FP&A) groups 301 

which coordinated the planning and budgeting processes for the respective enterprises.  302 

As these activities are largely duplicative, post-merger Exelon does not require the same 303 

level of FP&A staff as the combined pre-merger companies.  ComEd benefits from 304 

reduced FP&A support levels because while aggregate costs may be greater than pre-305 

merger Exelon due to the larger size and scope of the combined company those costs are 306 

spread across a much larger portfolio of operating companies, resulting in lower overall 307 

costs to ComEd than would be allocated absent the transaction. 308 

 309 

Q How is the level of savings attributable to ComEd customers determined? 310 

A. The Exelon financial planning process executed subsequent to the merger close 311 

incorporated the synergy initiatives developed during the integration planning effort into 312 

the operating company budgets and long range plans.  For synergy initiatives that were 313 

embedded into BSC budgets, the allocation methodology most closely associated with the 314 
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impacted spend was used to allocate the savings among the operating companies.  For 315 

example, because costs for the HR compensation department in BSC are allocated using 316 

employee headcounts, synergies reducing HR compensation costs were similarly 317 

allocated using employee headcounts.  For synergy initiatives that relate to reduced 318 

materials, supplies and contracted services costs within the three Exelon utilities, the 319 

synergy initiative was allocated using a general allocator reflecting the relative size and 320 

scale of each utility.  Costs-to-achieve the synergy initiatives are assigned and allocated 321 

to ComEd in a similar fashion.  ComEd Ex. 15.2 provides a more detailed view of the 322 

merger synergy and costs to achieve categories attributable to ComEd customers. 323 

 324 

Q. How does the transaction impact BSC billings to ComEd?  325 

A. ComEd is expected to receive lower billings from BSC, beginning in 2012, as a result of 326 

the merger as compared to billings from BSC prior to the merger.  While the merger 327 

creates a larger BSC organization in terms of resources and costs to support the combined 328 

Exelon and Constellation businesses, total BSC billings to ComEd will be lower after 329 

reflecting the synergies from the combination and ComEd’s scale in the merged entity as 330 

compared to its scale in the pre-merger Exelon.  In other words, BSC billings to ComEd 331 

are lower post-merger even though BSC is a larger organization because BSC now 332 

supports a much larger portfolio of businesses resulting in economies of scale and scope 333 

that the merger enables.  This can also be demonstrated by the change in the calculation 334 

of BSC’s Modified Massachusetts Factor (“MMF”) factor for ComEd that has been 335 

provided to the Commission earlier this year and used by Exelon for planning purposes.  336 

In 2011, BSC’s MMF charge factor for ComEd was 29.44% while the 2012 MMF charge 337 
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factor used in the post-merger budget is 19.57%.  Going forward, the MMF charge factor 338 

will be regularly updated as part of Exelon’s planning process. 339 

The table below compares the BSC billings to ComEd pre-merger to BSC billings 340 

to ComEd post-merger based on ComEd’s budget and long range plan, and illustrates that 341 

planned O&M and Capital BSC billings to ComEd are lower than they would have been 342 

absent the merger in each year 2012-2015.   343 

 344 

 345 

 346 

VI. THE 2011 MERGER EXPENSES ARE REASONABLE, NECESSARY AND 347 

PRUDENT 348 

Q. Do you agree with Mr. Brosch’s assertion that merger expenses are not necessary or 349 

reasonable costs?   350 

A.      No.  The 2011 ComEd merger costs incurred resulting from the integration planning 351 

effort undertaken prior to consummation of the transaction prepared Exelon for the close 352 

of the transaction and for the subsequent realization of the merger synergies.  As Mr. 353 

Brosch recognizes, merger integrations of this size are significant and complex 354 

undertakings.  The portfolio of Exelon and Constellation regulated and competitive 355 

businesses required a thoughtful and well planned integration effort to identify the means 356 

by which the two organizations can efficiently and effectively be combined and the 357 

BSC Billings to ComEd
$ Millions

O&M Capital
2012 2013 2014 2015 2012 2013 2014 2015

Pre-Merger LRP (Exelon BSC Billings to ComEd) 270$      275$      294$      306$      132$      103$      93$        90$        
LESS: BSC Synergies to ComEd (19)$       (31)$       (38)$       (38)$       (4)$         (3)$         (6)$         (6)$         
PLUS: Other BSC Costs Allocated to ComEd in Post-Merger LRP 12$        11$        13$        12$        (1)$         (0)$         4$          6$          
Post-Merger LRP (Exelon BSC Billings to ComEd) 263$      254$      269$      280$      127$      100$      90$        89$        

Increase / (Decrease) to Exelon BSC Billings to ComEd (7)$         (21)$       (25)$       (26)$       (5)$         (3)$         (3)$         (1)$         
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benefits from the merger realized. Exelon designed a thorough integration planning 358 

process that utilized dedicated internal resources and external experts.  The 2011 ComEd 359 

merger costs incurred were prudently incurred in order to achieve the expected savings, 360 

and are reasonable in amount.  In my experience successful integration efforts incur 361 

similar type costs utilizing a mix of internal and external resources to accomplish the 362 

successful realization of synergy benefits for ComEd.  363 

 364 

VII. MERGER SAVINGS HAVE BEEN SUBSTANTIATED AND INTEGRATION 365 

PLANS HAVE BEEN DEVELOPED TO REALIZE THE SAVINGS  366 

Q. Is Mr. Brosch’s assertion correct that the merger savings and costs are 367 

unsubstantiated and not in sufficient magnitude to pay for incremental merger costs 368 

being incurred now? 369 

A.  No, he is not correct.  My rebuttal testimony demonstrates that ComEd expects to realize 370 

substantial savings over the planning period well in excess of the costs-to-achieve 371 

incurred in 2011 through 2014.  A detailed synergy identification and tracking process 372 

has been developed substantiating these merger savings, and Exelon and ComEd have 373 

incorporated these savings estimates in post-merger budgets and long range plans 374 

providing management with visibility in to the expected synergies and cost levels from 375 

which to manage attainment of these savings. 376 

 377 

Q. What controls are in place to monitor the realization of merger synergies and cost 378 

reductions?   379 
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A. The savings impact of these synergy initiatives have been incorporated into the initial 380 

post-merger budgets for Exelon and ComEd.  The realization of these initiatives cannot 381 

be directly tracked through the regular accounting and financial systems because they 382 

represent the absence of spend.  Tracking and reporting of synergy initiatives has been 383 

designed to occur outside the accounting and financial systems and will be monitored in 384 

the years following the close of the merger.  385 

  In subsequent planning periods, detailed budgets will be developed at the 386 

functional level reflecting the lower cost levels required to support the combined 387 

operations of Exelon and ComEd.  These budgets will be approved by Exelon and 388 

ComEd management and will be subject to the formal management processes to track 389 

performance against these budgets.  Variances will be analyzed and regular review 390 

meetings will occur to address any changes to the forecast based on business 391 

performance.  392 

  The synergy tracking process will continue to be performed in subsequent periods 393 

and used by management to monitor progress  on synergy attainment.  To provide a view 394 

of the synergies and costs to achieve allocable to ComEd and Exelon’s other regulated 395 

and competitive businesses, Exelon intends to use the MMF factor to estimate allocated 396 

savings accruing to each business. The MMF is a reasonable surrogate for how each 397 

Exelon business will share in the synergies and costs-to-achieve resulting from the 398 

merger.  This approach was also used in the Maryland proceedings to identify the merger 399 

savings allocable to BG&E 400 

  401 
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Q. What structure has been put in place to ensure the realization of the merger 402 

synergies and related cost savings?   403 

A. A formal governance structure has been established to ensure the successful execution of 404 

integration activities, including realization of merger synergies.  The Integration Office 405 

established during the integration planning effort has been maintained and staffed with 406 

individuals responsible for governance and oversight of integration activities, including 407 

synergy capture and tracking.  This office oversees management of Integration Teams 408 

that have been established at the operating company or functional level to execute, 409 

monitor and report on integration activities.  The Integration Office reports to an 410 

Integration Steering Committee, which is comprised of executives who report directly to 411 

the CEO and is tasked with executive oversight of integration activities.  The Integration 412 

Office formally meets with the Steering Committee on at least a monthly basis.  Further 413 

description of the integration structure including roles and responsibilities is provided as 414 

ComEd Ex. 15.3.  415 

As described earlier, the Business Area Teams identified specific synergy 416 

initiatives that will result in the capture and realization of merger value.  Each of these 417 

initiatives identifies the type, level and timing of savings, as well as the individual 418 

accountable for leading the effort to attain the savings.  The value associated with each 419 

initiative has also been incorporated into annual budgets and long range plans as an 420 

additional mechanism to ensure achievement of this value.  Synergy initiative owners 421 

update progress against each initiative and report the results to the Integration Office as 422 

part of a monthly reporting package prepared on integration efforts.  Remediation plans 423 

are developed for initiatives that are under-performing relative to expectations.  The 424 
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Integration Office aggregates these reports and assesses overall integration status across 425 

several dimensions, including realization of synergies against the current plans, key risks 426 

to attainment and associated mitigation plans.  The Integration Office develops an overall 427 

integration status report and reviews it with the Steering Committee on a monthly basis.  428 

Status reporting is also performed with other Company leadership committees and the 429 

Board of Directors as required.  The purpose of this reporting structure is to establish 430 

multiple review layers to assess progress against synergy initiative plans and to ensure 431 

plans are executed and remediation measures are adopted, if necessary.  ComEd Ex. 15.4 432 

describes more fully the monthly tracking and reporting process established.  433 

 434 

 Q. Is there any further evidence that merger synergies will be realized?  435 

A. Yes.  Exelon disclosed in a presentation to investors on June 7th, 2012 that it has forecast 436 

the realization of approximately $170 million of O&M synergies in 2012 subsequent to 437 

the close of the merger on March 12, 2012.  The Integration Teams are executing against 438 

these synergy initiatives and have begun to realize savings in the first few months after 439 

the merger close.  Progress against this forecast is monitored and tracked monthly as 440 

described earlier. 441 

VIII. CONCLUSION 442 

 Q. What are your conclusions as to the attainability of the merger synergies and the 443 

resulting benefits to ComEd? 444 

A. Based on my experience in other mergers and on my direct involvement with the 445 

identification, evaluation and quantification efforts related to estimated cost savings in 446 

this and other transactions, the process utilized for estimating potential merger-related 447 
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cost savings and to realize those savings is consistent with the process utilized by other 448 

companies in previous merger transactions.  Additionally, identifying and tracking 449 

merger savings at the specific initiative level and the integration structure in place to 450 

execute the integration plans and synergy initiatives provides an effective accountability 451 

and control process to realize the expected merger value.  As a result, I believe the level 452 

of merger savings identified by the Company is reasonably attainable provided that 453 

management executes its integration plans in a manner consistent with its intent and how 454 

other utilities have pursued similar opportunities.  Based on my observations, 455 

management is firmly committed to doing just that. 456 

 457 

Q. What is your overall perspective on the 2011 merger costs at issue here? 458 

A. The relevant consideration is whether the incurrence of the 2011 merger costs will 459 

provide future benefits to ComEd.  As this rebuttal testimony demonstrates, substantial 460 

savings well in excess of costs are expected to benefit ComEd over the four year planning 461 

period, and in my opinion and experience that expectation is reasonable and amply 462 

supported by the available evidence.  The Company has adequately identified and 463 

planned for the realization of these synergies by developing a robust integration structure 464 

to oversee the execution of the integration plans, established individual accountability for 465 

synergy realization and developed a detailed tracking and reporting process to evaluate 466 

synergy attainment. 467 

 468 

 Q. Does this conclude your rebuttal testimony? 469 

A. Yes, it does.  470 


