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INTRODUCTION, BACKGROUND AND SUMMARY 

What is your name and business address? 
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Joseph R. Trpik, Jr., Commonwealth Edison Company ("CornEd"), One Financial Place, 

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

Mr. Trpik, by whom are you employed and in what capacity? 

I am employed by CornEd as its Senior Vice President, Chief Financial Officer, and 

Treasurer. 

Mr. Trpik, what are your duties as CornEd's Senior Vice President, Chief Financial 

Officer and Treasurer? 

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

financing activities, including financial reporting and analysis, budgeting, business 

planning, financings and risk management. Since 2001, I have held a variety of positions 

at ComEd and other companies affiliated with Exelon Corporation. 

What is your edncational background? 

I was awarded Bachelors of Science Degrees in Accounting and Finance from Florida 

State University in 1991. I am a certified public accountant in the States of Illinois and 

Florida. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe ComEd's planning for capital investments, to 

explain how the Illinois Commerce Commission's ("Commission") Order issued in this 

Docket (the "Order") makes it extremely difficult and impracticable, for ComEd to fund 
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capital projects in which it had planned to invest, and in particular, to explain why the 

only reconciliation adjustment interest rate that would allow ComEd to recover its actual 

costs of service is a rate that mirrors ComEd' s weighted average cost of capital 

("WACC"). 

I explain how ComEd has made decisions relating to investment in the Energy 

Infrastructure Modernization Act ("EIMA") projects including Smart Grid Advanced 

Metering Infrastructure ("AMI") based on certain statutory assurances such as: (I) the 

ability to continue to recover a debt return on its pension asset; (2) that rate base and 

capital structure are set using final year-end values reflected in the Federal Energy 

Regulatory Commission Form I ("FERC Form I"); and (3) that the interest rate on 

unrecovered amounts be set at the utility's weighted average cost of capital to allow for 

recovery of the reasonable costs and means of financing investments and operating costs. 

The decisions that ComEd has made regarding capital investments in EIMA programs 

including AMI were made in reliance on these assurances, but they have now been 

dramatically upset by the Commission's Order. 

COMED'S FINANCIAL PLANNING FOR CAPITAL INVESTMENTS 

Could you describe CornEd's financial planning process for capital investments? 

Yes. As part of ComEd's financial planning process, ComEd forecasts its financial 

situation on an annual basis. ComEd does this in paIi to determine the amount of capital 

available each year for investment in capital projects. The level of investment that 

ComEd can afford to make each year is directly related to its revenues and subsequent 

earnings. ComEd's capital investment needs cannot be met entirely through internally-
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generated revenues and earnmgs, but must be supplemented by dollars raised in the 

external capital markets. 

Does CornEd raise money in the capital markets on a project-by-project basis, or to 

finance specific revenne deficiencies? 

No. When CornEd goes to the external capital markets it does so to raise amounts needed 

for all projects envisioned in its planning horizon. CornEd does not finance individual 

projects or specific revenue deficiencies. To do so would be neither feasible nor optimal, 

and I am unaware of any utility company that finances in such a manner. 

What capital investment plans had ComEd made with respect to EIMA-related 

programs? 

ComEd planned to invest significant dollars over the next several years in order to 

maintain and improve current infrastructure and to implement ElMA-related programs. 

These incremental investments would be designed to increase safety and reliability, 

specifically through the modernization of the distribution system and the reduction of 

customer outages due to storms. The investments are also required to ensure continued 

customer benefits through the development of service-enhancing technology, low-income 

support programs and energy innovation programs. The ElMA projects provide for $2.6 

billion of investment by CornEd over the next ten years. The investment in Smart Grid 

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

How have ComEd's capital investment plans been affected by the Commission's 

Order in this docket? 
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Because ComEd' s level of investment is directly related to its revenues and earnings, and 

because the Order in this proceeding has resulted in a significant reduction in ComEd's 

revenues and earnings, ComEd's capital investment plans have been negatively affected. 

With respect to AMI implementation, for example, the uncertainty over future cost 

recovery and the actual immediate revenue reduction effects created by the Order resulted 

in ComEd delaying a number of steps that it would have otherwise taken to begin the 

installation of AMI in September 2012. Greater detail relating to the severe financial 

impact that the Commission's Order has on ComEd's ability to fund EIMA programs, 

and specifically AMI, is contained in my Affidavit filed in the AMI Docket (ICC Docket 

No. 12-0298). A copy of my Affidavit is attached hereto as ComEd Ex. 31.J. Although 

AMI implementation has been impacted in particular, it is not the only capital project that 

has been so affected. 

The three aspects of the Order that had the biggest effect on ComEd's planning its 

capital investments were: (J) the ability to continue to recover a debt return on its 

pension asset; (2) that rate base and capital structure be set using final year-end values 

reflected in its FERC Form 1; and (3) that the interest rate on unrecovered amounts be set 

at the utility'S WACC to allow for recovery of the reasonable costs and means of 

financing the reconciliation adjustment. Overall, the return on pension asset, an end-of 

year rate base and capital structure and a W ACC-based interest earned on the regulatory 

asset would have accounted for approximately $50 million in revenue for 2011, 

approximately $80 million in revenue per year in 2012 through 2014, and more than $100 

million in 2015 and in each subsequent year. In addition to this, other items addressed in 

the 11-0721 Order have a significant financial impact to ComEdo Such items include 
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cash adjustments to working capital, operating reserves, incentive compensation, other 

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

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

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

including investments related to EIMA and AMI, with earnings that included these 

amounts. 

The Commission has indicated an interest in additional testimony on the interest 

rate issue, and I address that topic in the remainder of my testimony. 

THE ONLY APPROPRIATE INTEREST RATE 
FOR COMED'S RECONCILIATION ADJUSTMENT 
IS THE WEIGHTED AVERAGE COST OF CAPITAL 

Why is the use of CornEd's W ACC appropriate in counectiou with the 

reconciliation adjustment? 

The reconciliation adjustment is a regulatory asset recorded to reflect the difference 

between revenue recognized and revenue billed. Because the effects of adjustments 

resulting from the reconciliation will be realized during the second year after ComEd's 

costs are incurred, ComEd is essentially financing the difference between its actual costs 

incurred and the amounts collected in delivery service charges for a given year. I 

understand that the language and intent of EIMA was to allow ComEd to recover its 

actual costs, including its cost of financing. Because ComEd's cost of financing is equal 

to its weighted average cost of capital ("W ACC"), only an interest rate based on 

ComEd's WACC allows ComEd to recover its cost of financing. Moreover, the 

reconciliation covers long-term, mid-term and Shol1-term assets. WACC, which is made 

up of a variety of different financing instruments, is expressly tailored to meet ComEd's 
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specific, contemporaneous, capital needs in the mIx in which ComEd incurs them. 

ComEd's 2010 WACC, reflected in ICC Docket No. 11-0721, was 8.16%. 

What generally has been the effect of the Commission's decision on the interest rate 

issne on CornEd? 

The Commission's Order has purported to allow ComEd a reconciliation adjustment 

interest rate based on a "hybrid" long term/short term debt cost of 3.42%. Even if this 

hybrid were a real reflection of ComE d's cost to finance, which it is not, the resulting rate 

has been incorrectly calculated because the Order calculates not the weighted average 

debt cost (i.e., the cost of short- and long-term debt averaged at their proportions to each 

other), but an average of debt costs weighted at debt's contribution to WACC with the 

remaining share of W ACC assumed to have a zero cost. A more accurate calculation 

would produce a rate of 6.36%. 

But even that rate falls substantially short of a compensatory interest rate. As a 

result, the Commission's ruling on this interest rate issue will not make ComEd whole or 

allow full recovery of costs incurred to finance the reconciliation amount over the period 

the formula rate may remain in effect. The impact is great enough such that it would not 

be a viable financial strategy for ComEd to proceed with the EIMA investments. More 

specifically, ComEd's estimate is that under reasonably foreseeable circumstances, use of 

the "hybrid" rate will deprive ComEd of approximately $25 million of revenue each year 

in 2015 and 2016. Furthermore, ComEd's estimate is that under reasonably foreseeable 

circumstances, use of the "hybrid" rate has the potential to deprive ComEd of 

approximately $65 miJlion of revenue over the next five years. 
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The impacts to the reconciliation amonnts reflect the difference between what ComEd 

would be allowed to recognize under the Order and what ComEd would recognize under 

actual financing reality. The corrected method assumes that ComEd realizes a rate equal 

to the W ACC, that ComEd earns a debt rate on the pension asset, and that rate base and 

capital structure is calculated using end-of-year numbers versus annual averages. 

How is the Commission's decision on the interest rate issue affected by its decision 

on use of average rate base instead of end-of-year values? 

Average rate base, as opposed to end-of-year, introduces yet another element of 

systematic and significant lag, and if that decision is reaffirmed by the Commission on 

rehearing, it becomes even more important to adopt W ACC as the interest rate for the 

reconciliation adjustment. 

But the Commission's Order seems to be premised on the understanding that a 

"hybrid" approach has "value" here. How do you respond? 

I am not certain what the Commission intended to convey by that statement. But I do 

know that the hybrid amount does not compensate ComEd for its actual costs of 

financing the deferral amount. This regulatory asset is an asset just like any other that 

ComEd must finance. ComEd does not finance individual assets separately. Rather, 

ComEd's overall capital structure, composed of debt and equity, reflects the cost of 

financing all assets considered as a whole. By entirely ignoring the equity component of 

ComEd's capital structure, the hybrid interest rate of 3.42% adopted by the Commission 
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for the reconciliation adjustment is grossly inadequate to allow ComEd to recover the full 

cost of providing delivery services. 

Does this conclnde your direct testimony? 

Yes. 
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ILLINOIS COMMERCE COMMISSION 

COMMONWEALTH EDISON COMPANY 

Petition for Statutory Approval of a Smart Grid 
Advanced Metering Infrastructure Deployment 
Plan pursuant to Section 16-108.6 ofthe Public 
Utilities Act 

No. 12-0298 

AFFIDAVIT OF JOSEPH R. TRPIK, JR., CPA 

STATE OF ILLINOIS 

COUNTY OF COOK 

) 
) 
) 

ss. 

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

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

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

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

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

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

companies affiliated with Exelon Corporation ("Exelon"). 

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

ComEd's original Smart Grid Advanced Metering Deployment ("AMI") schedule cannot be 

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

ComEd's first formula rate case proceeding, ICC Docket No. 11-0721 (the "11-0721 Order"). 

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

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

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

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

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

r~lief from the Commission, including the grant of ComEd's Application for Rehearing in this 

docket. 

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

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

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

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

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

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

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

expected investments would increase safety and reliability, specifically through the 

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

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

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

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

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

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

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

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

$220 million in 2011-2012, declining to approximately $110 million in 2013, and then escalating 

2 
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in 2016 to approximately $225 million. That Order negatively affected ComEd's projections in 

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

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

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

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

incurred costs. This would have accounted for approximately $70 million in revenue in 20 II, 

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

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

ComEd would collect that revenue. 

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

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

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

decrease in revenue. 

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

interest on the reconciliation adjustment, or "true up" balances, under ElMA while they are 

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

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

that year. Because these "true up" rate adjustments are billed 24 months after ComEd's costs are 

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

8. The so-called "hybrid" interest rate of3.42% adopted by the Commission is lower 

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

recover the full cost of financing the "true up" balances. Under EIMA, the interest on the "true 

3 
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up" amount must allow ComEd to recover its cost of financing. ComEd sources its capital from 

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

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

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

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

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

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

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

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

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

pre-tax weighted average cost of capital ("WACC"). ComEd's 2010 WACC, reflected in ICC 

Docket No. 11-0721, was 8.16%. 

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

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

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

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

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

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

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

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

recover its costs of financing. 

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

structure and a WACC-based interest earned on the regulatory asset would have accounted for 

4 
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approximately $50 million in revenue for 2011, approximately $80 million in revenue per year in 

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

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

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

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

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

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

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

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

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

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

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

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

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

felt by Com Ed, its investors, and its customers throughout the entire ErMA formula rate period. 

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

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

the investment plan put into place before issuance of that Order, including in pal1icular 

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

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

impacted. 

5 
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13. In particular, the 11-0721 Order negatively impacted our planning with respect to 

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

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

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

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

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

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

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

concrete adverse impacts of the 11-0721 Order or even the uncel1ainty created by that Order. 

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

following steps with respect to the AMI deployment plan: 

• Other than the process designs that supported the original September 2012 

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

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

work has been delayed; 

• Completing the contract negotiations with meter vendors and' placing the 

initial meter orders to supp011 the September 2012 installation date did not 

occur in June, as had been scheduled; 

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

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

installers, have been delayed; 

• The schedule project staI1 date for the replacement of the Meter Data 

Management system has been delayed by six months, until January 2013. 

6 
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Replacement of this system is necessary to suppOll the installation of smart 

meters beyond the first approximately 400,000; and 

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

appropriate and more than virtually every other similarly-situated utility company in the United 
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States. Although debt financing is an important and essential tool for CornEd, incremental debt 

financing is not now a viable financial strategy for funding new investment, especially in 

response to a negative regulatory outcome such as the 11-0721 Order and the environment of 

uncertainty in which we are now operating. Recommending that ComEd should access 

additional funds through debt is analogous to recommending to someone whose pay has just 

been cut that he should rely on bank loans and credit card debt to not only make up his lost 

earnings, but that he should assume additional long-term obligations based on that loan. The 

correct answer is to adjust spending, not take on additional debt. Moreover, CornEd does not 

view the resulting unfavorable financial ratios I described above, including return on equity, as 

remotely sufficient to justifY any additional equity contributioIlS. 

I solemnly affirm under penalty of peIjury and upon personal knowledge that the content 

of this Affidavit is true and correct. 

FURTHER AFFIANT SA YETH WOT. 

F
t
' On this ~ day of July 2012, before me, the undersigned notary public, personally appeared 

Joseph R. Trpik, Jr., proved to me through personal knowledge to be the person whose name is 
signed above on this document in my presence. 

Subscribed and sworn to before me 
this ("0. day of July, 2012 

"OFFICIAL SEAL" 
Mamie Takagi 

Notary Public. State Of IIIInola 
My Commission expires 1lIM016 
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