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or specific calculations, such as Customer Deposits, Materials & Supplies and 325 

326 CWC. It may be worthwhile in the interest of accuracy to substitute the most 

327 currently available 13 month averages or separately calculated CWC amounts 

328 within the average rate base amounts being used in reconciliation. These more 

329 complex calculations could be ordered by the Commission to be included in a 

330 compliance filing from CornEd once the more substantive issues involving the 

331 reconciliation process are resolved. 

332 Q. Are you responsible for development and presentation of the Rate Base to be 

333 used in calculating the initial formula rate case revenue requirement in this 

334 Docket? 

335 A. No. AG/AARP witness Mr. Effron is addressing the Rate Base issues on behalf of 

336 the Attorney General and AARP, except for Cash Working Capital and for the 

337 minor rate base impacts of several of my proposed expense adj ustments, which are 

338 discussed later in this testimony. 

339 

340 III. RECONCILIATION INTEREST CHARGES. 

341 Q. Please describe the Company's proposal with regard to the application of 

342 interest charges to the revenue requirement reconciliation balance. 

343 A. CornEd proposes to apply a "Monthly Interest Rate" of 0.684% to the revenue 

344 

345 

346 

requirement "Variance - Reconciliation Before Interest" amount calculated on 

CornEd Ex. 4.1 at Sch. FR A-4. This percentage represents 1112 of the calculated 

Weighted Average Cost of Capital that is calculated at Sch. FR D-I and appears at 

proposed herein for derivation of the DS Rate Base on an average basis within Sch. FR A·I·REC 
would properly flow through to the ROE Collar computation. 
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Q. 

A. 

Q. 

A. 

line 23. Thus, CornEd is proposing that the revenue requirement difference arising 

from the reconciliation process, whether positive or negative, be allowed to earn the 

Company's calculated overall cost of capital, rather than simple interest as provided 

for in the Act. 

Does new Section 16-108.5 of the Act specify the interest rate to be applied to 

the revenue requirement reconciliation balances until such amounts are 

charged or credited to ratepayers? 

No. Section I 08.5(d)(I) of the Act states, "Any over-collection or under-coll~ction 

indicated by such reconciliation shall be reflected as a credit against, or recovered as 

an additional charge to, respectively, with interest, the charges for the applicable 

rate year." However, it does not specify the appropriate interest rate to be l:Ised for 

this purpose. 

Should the revenue requirement variances calculated for reconciliation 

purposes be allowed interest at CornEd's overall cost of capital? 

No. The amounts in question represent short term assets or liabilities that are to be 

either charged or credited to ratepayers within the annual rate adjustment 

mechanism. These balances therefore do not require permanent financing by 

CornEd, and should not be expected to require new Exelon common stock issuances 

or parent company equity infusions for financing. There is no basis to assume that 

incremental equity financing will occur in connection with the annual revenue 

reconciliations. Therefore, CornEd's proposed interest rate that is based upon its 

overall cost of capital, including a weighted equity return element, should be 

rejected. 
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370 Q. What would be a more appropriate rate of interest for application within 

371 CornEd's proposed formula rate template spreadsheet, at CornEd Ex. 2.1, 

372 Schedule FR A-4, line 4, in the Reconciliation Computation? 

373 A. A short term debt interest rate should be used for this purpose, recognizing 

374 CornEd's ability to access credit markets at favorable cost rates to finance short 

375 term asset investments. For example, the cost of short term debt calculated for 201 0 

376 at CornEd Ex. 4.1, App 12 is only 1.43%. An alternative cost rate for consideration 

377 is the interest rate CornEd currently pays on customer deposit balances, which is 

378 presently zero percent?1 

379 Q. Would utilization of a short term debt cost rate to calculate interest to be 

380 applied to revenue requirement reconciliation balances be beneficial to CornEd 

381 ratepayers? 

382 A. Yes. Short term debt cost rates have recently remained at historically low levels and 

383 tend to be generally lower than the costs of more permanent debt capital most ofthe 

384 time. With the large anticipated future infrastructure investments CornEd will make 

385 pursuant to new Section 16-108.5 and because inflation impacts upon annual 

386 operating expenses are not projected beyond test year end in setting formula rates, it 

387 is reasonable to expect future reconciliations to often yield balances chargeable to 

388 ratepayers. Under these circumstances, a relatively lower interest rate would be 

389 beneficial to ratepayers. 

390 Q. Is there another accounting measure that could appropriately be employed to 

391 determine the interest cost applicable to revenue requirement reconciliation 

392 variances? 

" Rate determined by the Commission in Docket No. 11-0793, approved December 21, 2011. 
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Yes. The Commission could deem the revenue requirement variances under 

formula ratemaking to be regulatory assets that represent a deferral of operating 

expenses to be recoverable (or returnable) in future rate periods. Since operating 

expenses are income tax deductible when incurred by the taxpayer, the deferred 

income tax balances associated with such expense deferrals could be used to reduce 

the balance upon which interest is accrued. Application of interest to only the net of 

income tax balance associated with such deferrals is consistent with the economic 

reality that income tax savings would be realized from CornEd's delayed recovery 

of tax deductible expenses, which should then serve to reduce the overall interest 

burden upon ratepayers by about 40 percent. 

Would it be reasonable to deem the revenue requirement reconciliation 

balances to be deferred operating expenses for this purpose? 

Yes. The formula-based revenue requirement subject to later reconciliation includes 

the forecasted amount of all jurisdictional additions to net Plant in Service within 

Rate Base, but does not provide for projections of inflation in the utility's operating 

expenses. Aside from differences between actual and forecasted net Plant in 

Service amounts, the majority of the revenue requirement upon true-up to actual 

costs is likely to be caused by changes in operating expenses where no cost inflation 

proj ections are included. 

Wbat changes to CornEd Ex. 2.1, Scb. FR A-4, tbe formula rate spreads beet 

template "Reconciliation Computation", are required in order to apply your 

recommendations? 

First, the "Variance" appearing at line 3 should be reduced by associated 

incremental deferred income taxes using the Company's composite Effective 
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Income Tax Rate, which is derived on Sch. FR C-4, at line 8. The calculation and 

subtraction of related Accumulated Deferred Income Taxes could be inserted as new 

lines 4 and 5 on Sch. FR A-4. Then, the "Monthly Interest Rate" on line 4 (to be 

renumbered line 6) could be modified to tie to CornEd's calculated current cost of 

short term debt as determined at App 12 of the template. 

COMED PROPOSED CHANGES TO ICC RATEMAKING POLICIES. 

Has the Company proposed any significant revisions to the ratemaking policies 

previously established by the Commission in formulating and popUlating its 

formula ratemaking calculations at ComEd Ex. 2.1 and ComEd Ex. 4.1? 

Yes. According to its response to Data Request AG 1.06, the Company has 

accepted and applied some of the ratemaking decisions from the Commission's 

Final Order in ICC Docket No. 10-0467, but has not employed established ICC 

precedent in several other areas in preparing its proposed formula rate filing. The 

areas where ICC policies are being challenged include changes to jurisdictional 

allocations for General and Intangible Plant and real estate taxes, inclusion of 

expenses for restricted stock awards to employees, inclusion of expenses for 

Perquisites and Awards to employees, and other items as more fully described in 

this response. I have included as AG/AARP Exhibit 1.5 a copy of the Company's 

response to Data Request AG 1.06. 

Is it reasonable for the Company and for other parties to propose revisions to 

the Commission's established ratemaking policies at this time? 
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