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I. Introduction 1 

A. Witness Identification 2 

Q. Please state your name and business address. 3 

A. My name is Kathryn M. Houtsma.  My business address is Commonwealth Edison 4 

Company, Three Lincoln Centre, Oakbrook Terrace, Illinois  60181. 5 

Q. By whom and in what position are you employed? 6 

A. I am the Vice President, Regulatory Projects, of Commonwealth Edison Company 7 

(“ComEd”). 8 

B. Purpose of Testimony 9 

Q. What is the purpose of your direct testimony? 10 

A. I describe the components of this first annual update filing under ComEd’s proposed 11 

performance-based formula rate, Rate DSPP – Delivery Service Pricing and Performance 12 

(“Rate DSPP”).  In summary, this filing includes a (i) reconciliation of the actual 2011 13 

revenue requirement with the weighted average revenue requirements established in the 14 

ComEd rate case orders in effect during 2011, and (ii) updated cost information used to 15 

populate Rate DSPP for new delivery service charges that will become effective 16 

beginning with the January 2013 monthly billing period.  17 

The direct testimony of ComEd witness Martin Fruehe (ComEd Ex. 3.0) presents 18 

and supports the specific data for 2011, and where appropriate, projected data for 2012 19 

that “populate” the revenue requirement formula in Rate DSPP and from which the 20 

revenue requirement for 2013 is derived.  Further support for the delivery service revenue 21 

requirement’s components is provided in the direct testimony of Joseph Trpik (ComEd 22 
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Ex. 4.0), John Hengtgen (ComEd Ex. 5.0), Michelle Blaise (ComEd Ex. 6.0), Ronald 23 

Donovan (ComEd Ex. 7.0 Revised), and Michael Born (ComEd Ex. 8.0), as identified in 24 

the direct testimony of Ross Hemphill (ComEd Ex. 1.0). 25 

C. Summary of Conclusions 26 

Q. Please summarize the conclusions of your direct testimony. 27 

A. ComEd’s computation of the $19,924,000 2011 reconciliation, including the 28 

incorporation of the resulting earned return on common equity collar adjustment and 29 

interest, is correctly calculated and reasonable, and should be incorporated into the 30 

revenue requirement as proposed by Mr. Fruehe (ComEd Ex. 3.0) and reflected in 31 

delivery service charges to be effective in January 2013.     32 

D. Background and Qualifications 33 

Q. What are your responsibilities at ComEd? 34 

A. As Vice President, Regulatory Projects, my responsibilities include providing financial 35 

expertise and support in various regulatory proceedings, including at the Illinois 36 

Commerce Commission (“ICC” or “Commission”). 37 

Q. What were your prior positions with ComEd and its affiliates? 38 

A. I began my employment with ComEd in 1979, and have held a variety of staff and 39 

managerial positions in the financial, accounting, and regulatory areas for ComEd and 40 

certain of its affiliates.  Those positions include Director of Revenue Requirements and 41 

Director of Regulatory Affairs (both with ComEd), Director of Investor Relations 42 

(Unicom Corporation, ComEd’s former parent company), Manager of Financial 43 

Reporting, Vice President of External Reporting (Exelon Corporation, ComEd’s ultimate 44 
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parent company), Vice President and Controller (ComEd), and Vice President – Finance 45 

(Exelon Energy Delivery Company, LLC, ComEd’s immediate parent company). 46 

Q. What is your educational background? 47 

A. I was awarded a Bachelors of Business Administration in Accounting from St. Mary’s 48 

College in 1979 and a Masters of Management from Northwestern University’s Kellogg 49 

Graduate School of Management, with a concentration in Finance, in 1983.  In 1979, I 50 

became a Certified Public Accountant in the State of Illinois. 51 

II. Overview of Update Filing 52 

Q. Can you please summarize the structure of ComEd’s filing in this docket? 53 

A. Yes.  This filing is made pursuant to the Energy Infrastructure Modernization Act 54 

(“EIMA”) and associated provisions in ComEd’s proposed Rate DSPP, which is awaiting 55 

Commission approval in ICC Docket No. 11-0721.  Two separate components are 56 

embodied in the revenue requirement formula in Rate DSPP.  The first component is a 57 

calculation of the revenue requirement to be reflected in delivery service charges 58 

beginning with the January 2013 monthly billing period based on historical data for 2011, 59 

the calendar year immediately prior to the year in which the update is filed, plus an 60 

adjustment for the projected capital additions and change in accumulated depreciation 61 

and depreciation expense for 2012.  The second component is a reconciliation calculation 62 

that compares the actual revenue requirement for 2011 to the revenue requirement that 63 

was reflected in delivery service charges applied during 2011, and which also determines 64 

whether an adjustment is required if the earned return on common equity fell outside of 65 

the parameters of the earnings collar established by EIMA.  If the reconciliation shows 66 
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that the actual revenue requirement for 2011 was more or less than the revenue 67 

requirement reflected in delivery service charges for that period, the differential is added 68 

to or subtracted from the calculation resulting from the next year’s filing.1  The formula 69 

itself is an Excel spreadsheet, in which the tabs are Schedules (“Schs”) and supporting 70 

Appendices (“Apps”).2  For convenience, my direct testimony first addresses the 71 

reconciliation (Section III infra) and then the proposed revenue requirement to be 72 

effective in 2013 (Section IV infra). 73 

Q. Because Rate DSPP has not yet been approved by the Commission in Docket No. 74 

11-0721 (“2011 Formula Rate Proceeding”), what assumptions is ComEd making 75 

about Rate DSPP in this docket? 76 

A. My direct testimony is based on the assumption that the Commission approves Rate 77 

DSPP as proposed in and attached to my surrebuttal testimony in ComEd’s 2011 Formula 78 

Rate Proceeding.  Additionally, this filing assumes that ComEd’s Motion to Make 79 

Housekeeping and Technical Corrections to Certain Cross References in Proposed 80 

Formula Rate filed on April 27, 2012 is granted.  See  Docket No. 11-0721, ComEd Exs. 81 

21.0 and 21.1.  As further described and qualified by Dr. Hemphill (ComEd Ex. 1.0), to 82 

the extent the Commission’s final Order in ComEd’s 2011 Formula Rate Proceeding 83 

approves changes to the formula relative to ComEd’s surrebuttal position, ComEd will 84 

                                                 
1 Thus, for example, proposed rates to be effective in June 2012 (filed in 2011) are based on 2010 

costs plus 2011 projected plant additions, depreciation reserve and depreciation expenses for 2011.  
Proposed rates for 2013 (filed in 2012) will include: (1) 2011 costs plus 2012 projected plant additions and 
depreciation reserve and depreciation expenses for 2012 plus (2) adjustments reflecting a reconciliation 
including the collar impact between the revenue requirement in effect in 2011 and actual 2011 costs. 

2 The Schs and Apps referred to herein are contained in ComEd Ex. 3.1. 
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update its calculations to reflect the impact of those changes on the reconciliation and 85 

updated revenue requirement submitted in this filing. 86 

Q. Are the sources of the data in ComEd’s updated formula rate spreadsheets 87 

standardized and transparent? 88 

A. Yes.  Each of the spreadsheet tabs plainly identifies the sources of its data points, which 89 

are either derived from data in ComEd’s Federal Energy Regulatory Commission 90 

(“FERC”) Form 1 for the year 2011, or are reconciled to the FERC Form 1 by the 91 

application of clearly identified and supported data.  To the extent that the ILCC Form 21 92 

has adopted reporting requirements that differ from FERC, those differences are reflected 93 

as well.  In certain instances the data are drawn from ComEd’s General Ledger, in which 94 

case a clearly labeled supporting workpaper is provided.  The rate of return component 95 

uses certain data from the United States (“US”) Department of the Treasury. 96 

FERC Form 1 reports are publicly available on FERC’s web site and are certified 97 

by a ComEd officer.  Financial statement data are independently audited.  The Treasury 98 

Department data are also publicly available.  ComEd’s General Ledger data are the 99 

source of the FERC Form 1 data as well as the utility’s quarterly and annual reports with 100 

the Securities and Exchange Commission, which are also publicly available.  101 

Q. What documentation has ComEd provided in support of its filing?  102 

A. ComEd has included the kind of documentation and data that is ordinarily submitted in 103 

connection with rate cases.   104 
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III. Reconciliation of 2011 Revenue Requirements 105 

A. Overview of Reconciliation Framework 106 

Q. What is the purpose of the reconciliation component of each update filing? 107 

A. In general, the reconciliation component of each annual update filing reconciles or “trues 108 

up” the previously approved revenue requirement – which incorporated projections of 109 

investment, depreciation, and expense – with a new revenue requirement for the same 110 

period calculated with the now-available actual data. Rate DSPP specifies that any 111 

differential will result in a corresponding credit or charge, with interest, to be included in 112 

the delivery service charges applicable beginning with the January monthly billing period 113 

of the following year.  The annual update filing will reconcile the revenue requirement 114 

reflected in rates for the prior year with what the revenue requirement would have been 115 

had the actual cost information been available, i.e., with what would have been the result 116 

calculated under Rate DSPP using actual costs for the year being reconciled. 117 

Each year’s revenue requirement for the reconciliation year is set forth on Sch FR 118 

A-1-REC of Rate DSPP. 119 

Q. What is different about this first reconciliation filing? 120 

A. For this first reconciliation, Section 16-108.5 of the Public Utilities Act (“PUA” or 121 

“Act”) provides that it must incorporate a reconciliation between (a) the revenue 122 

requirements approved under the ComEd rate orders in effect during 2011,3 weighted as 123 

appropriate, and (b) the actual revenue requirement for 2011, as determined from the 124 

2011 data, but calculated – for this purpose only – using a cost of equity calculated as the 125 

                                                 
3  I.e., Orders in ICC Docket Nos. 07-0566 (Sept. 10, 2008), and 10-0467 (May 24, 2011) 

(ComEd’s 2007 and 2010 Rate Cases, respectively). 
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sum of 590 basis points plus the average for 2011 of the monthly average yields of 30-126 

year US Treasury bonds.  The reconciliation for calendar year 2012 will also reflect a 127 

weighted average of the revenue requirement in effect during 2012 (i.e., ComEd’s 2010 128 

Rate Case and 2011 Formula Rate Proceeding).   129 

Q. Does the reconciliation filing incorporate any other computations? 130 

A. Yes.  Section 16-108.5(c)(5) of the Act sets forth a return on equity collar (“ROE collar”) 131 

to be implemented in the event that the utility actually earns a rate of return more than 50 132 

basis points higher or lower than the rate determined utilizing the specific methodology 133 

set forth in Section 16-108.5(c)(3) of the Act and described briefly previously.  This 134 

calculation is set forth in Sch FR A-3 of Rate DSPP.       135 

B. Calculation of the 2011 Reconciliation 136 

Q. Can you describe the calculation of the 2011 reconciliation revenue requirement as 137 

reflected on Sch FR A-1-REC? 138 

A. Sch FR A-1-REC is fairly straightforward, and in large part determines the actual revenue 139 

requirement for the most recent historical calendar year using the same schedules and 140 

inputs in the formula that are utilized to calculate the revenue requirement to be 141 

established prospectively, except that Sch FR A-1-REC does not include the projected 142 

plant additions, accumulated depreciation, and depreciation expense for the year 2012.  143 

This assures that all ratemaking adjustments, including disallowances, if any, for costs 144 

that may ultimately be ordered by the Commission are reflected not only in the 145 

prospective revenue requirement, but also in the reconciliation.  In other words, the 146 
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reconciliation does not allow ComEd to recover costs that are not recoverable through the 147 

revenue requirement.  148 

Q. What is the actual 2011 revenue requirement calculated on Sch FR A-1-REC, and 149 

how does it compare to the weighted average of the revenue requirements in effect 150 

for 2011? 151 

A.  The actual revenue requirement for 2011 was $2,036,463,000.  Sch FR A-4.  The 152 

individual cost components comprising that revenue requirement are supported by the 153 

direct testimony of Mr. Fruehe.  As shown on Sch FR A-4, this compares to a weighted 154 

average revenue requirement in effect during 2011 of $2,032,819,000, resulting in a 155 

reconciliation value of $3,644,000, before interest and before considering the ROE collar 156 

impact.   157 

Q. How was the weighted average revenue requirement in effect during 2011 158 

calculated? 159 

A. The weighted average revenue requirement in effect during 2011 was calculated by 160 

applying a 5/12 weighting to the revenue requirement of $1,961,065,000 approved in 161 

ComEd’s 2007 Rate Case and in effect from January through May 2011, and a 7/12 162 

weighting to the revenue requirement of $2,084,072,000, approved in ComEd’s 2010 163 

Rate Case and in effect from June through December 2011, resulting in a weighted 164 

average of $2,032,819,000.  165 

Q. With respect to the ROE collar adjustment reflected on Sch FR A-3 and 166 

incorporated into Sch FR A-1, can you please describe this adjustment? 167 



Docket No. 12-0321 
ComEd Ex. 2.0 Revised 

Page 9 of 13 

A. Yes.  Sch FR A-3 provides that if the actual earned return on common equity (after 168 

reflecting prudence and reasonableness disallowances) for a reconciliation year is more 169 

than 50 basis points (“bps”) higher than the ROE calculated under the formula for that 170 

year (after reflecting penalties imposed for failure to meet metrics and performance 171 

goals), then a credit in the amount of the excess will be given to customers in the next 172 

formula rate filing.  Similarly, if the actual earned ROE (after reflecting prudence and 173 

reasonableness disallowances) is more than 50 bps lower than the formula ROE (after 174 

reflecting penalties imposed for failure to meet metrics and performance goals), a charge 175 

will be added to the next formula rate to recover the deficiency.  Sch FR A-3 contains the 176 

methodology to calculate the earned ROE for the prior calendar year (2011 in this case).  177 

This calculation utilizes the actual delivery service revenues for the year and the 178 

operating expenses, rate base, and capital structure determined consistent with the other 179 

schedules in the tariff for that year, and accordingly reflects any ratemaking adjustments 180 

and Commission disallowances.  The result from Sch FR A-3 is incorporated as part of 181 

the total revenue requirement calculation in Sch FR A-1.  182 

Q. Do revenues for 2011 include an accrual for the reconciliation revenues to be 183 

recovered in future years? 184 

A. Yes.  Because costs incurred in 2011 are recoverable through future rates (to the extent 185 

rates in effect in 2011 were not sufficient to provide for recovery of those costs), an 186 

accounting accrual was recorded for the additional revenue estimated to be collected in 187 

2013 related to 2011 costs under the reconciliation.  Inclusion of the accrued revenues 188 

associated with the reconciliation avoids a circular outcome in the collar calculation and 189 



Docket No. 12-0321 
ComEd Ex. 2.0 Revised 

Page 10 of 13 

ensures that differences in the revenue requirement are captured in the reconciliation and 190 

not in the collar calculation.  To the extent the amount of the reconciliation requested or 191 

ultimately approved by the Commission is different from the estimated amount accrued 192 

during the reconciliation year, an adjustment must be reflected on line 13 of Sch FR A-3 193 

to keep the costs and revenues in alignment.  The end result is that the collar calculation 194 

will be reflective of differences in revenue levels between those that resulted from 195 

application of historical weather-normalized billing determinants used to determine rates 196 

in effect during the historical calendar year for which costs are measured and the actual 197 

revenues for that calendar year.   198 

Q. Did the application of the ROE collar to 2011 result in an adjustment? 199 

A. Yes.  The ROE collar calculation shown on Sch FR A-3 reflects that ComEd’s actual 200 

earned return in 2011 was 8.94%.  The allowed ROE as calculated per the PUA was 201 

9.81%, and, for purposes of calculating the ROE collar, the minimum allowed ROE was 202 

9.31%.  Therefore, ComEd’s actual earned return for 2011 was $9,878,000, or 0.37% 203 

below the ROE collar’s minimum ROE.  An ROE collar adjustment of $15,689,000 204 

(reflecting tax gross-up) is necessary to restore the actual earned ROE up to the 9.31% 205 

collar minimum. 206 

Q. Does the reconciliation calculation reflect interest? 207 

A. Yes.  Consistent with Section 16-108.5 of the Act and Rate DSPP, Sch FR A-4 reflects 208 

how interest is calculated and applied to the reconciliation amount, which is computed 209 

using ComEd’s weighted average cost of capital.  Interest is accrued for one-half year for 210 

the reconciliation year, (in this case 2011), for a full year in the year following the  211 
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reconciliation year, (in this case 2012), and for one-half year in the second year following 212 

the reconciliation year.  This sequence assumes that the costs leading to the under-213 

recovery were incurred gradually throughout the 2011 reconciliation year; remained 214 

outstanding for the entirety of the following year (2012); and will be recovered gradually 215 

throughout the second year following the reconciliation year (2013). 216 

Q. Taking into account the ROE collar adjustment, what is the Net Revenue 217 

Requirement – Reconciliation amount for 2011? 218 

A. The adjustment to the Revenue Requirement for the reconciliation and collar is 219 

$19,924,000, which is comprised of $15,689,000 for the ROE collar adjustment and 220 

$4,235,000 for the reconciliation value, including interest.    221 

Q. How will this charge be applied to delivery services customers’ bills? 222 

A. As described in Section IV infra, this charge is incorporated into Sch FR A-1, which sets 223 

the revenue requirement to be in effect in 2013, for application on customers’ bills 224 

beginning with the January 2013 monthly bill period.  225 

IV. Proposed Revenue Requirement for the Period Beginning January 2013 226 

Q. In general, how did ComEd establish the proposed revenue requirement to be 227 

reflected in delivery service charges beginning in January 2013? 228 

A. The calculation of the revenue requirement to be reflected in delivery service charges 229 

beginning with the January 2013 monthly billing period is based on historical data for the 230 

2011 calendar year, plus an adjustment for the projected capital additions and change in 231 

accumulated depreciation and depreciation expense for 2012.  Moreover, because the 232 
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reconciliation shows that the actual revenue requirement for 2011 was more than the 233 

revenue requirements reflected in delivery service charges for that period, the differential, 234 

including interest and any ROE collar adjustment, is added to the calculation presented in 235 

this filing. 236 

Q. Can you please describe in more detail the calculation of the proposed revenue 237 

requirement for 2013? 238 

A. Yes.  Sch FR A-1 of Rate DSPP provides the summary level calculation of the revenue 239 

requirement that will go into effect beginning with the January 2013 monthly billing 240 

period and extending through the December 2013 monthly billing period.  The 241 

calculation utilizes the well-established formula:  Revenue Requirement = (Rate of 242 

Return x Rate Base) + Operating Expenses, using the components from supporting 243 

documentation, and is based on 2011 historical data plus projected plant additions, 244 

depreciation reserve and depreciation expense for 2012.   245 

The Revenue Requirement is also adjusted, where applicable, for the amount 246 

resulting from the reconciliation of the prior year to actual.  Sch FR A-1-REC, which I 247 

described in Section III, performs the calculation of the revenue requirement for the 248 

reconciliation.  Notably, Sch FR A-1-REC is identical to Sch FR A-1, except that it does 249 

not include the projected data.  Sch FR A-3 calculates the adjustment, if any, for the ROE 250 

collar, which is an input to Sch FR A-1 and added to, or subtracted from, the revenue 251 

requirement.  Further, Sch FR A-4 calculates the amount to be added to the revenue 252 

requirement to reflect the results of the reconciliation calculation.  The calculation 253 

includes the differential between the revenue requirement for 2011 determined using the 254 
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formula rate and 2011 actual costs to the revenue requirements in rate orders approved by 255 

the ICC and in effect in 2011, on a weighted average basis.  The differential amount is 256 

added to or subtracted from the revenue requirement for the current period, along with an 257 

interest charge.  Sch FR A-4 also computes the interest on the underage on the 258 

outstanding monthly balances. 259 

V. Conclusion 260 

Q. Does this complete your direct testimony? 261 

A. Yes.  262 


