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I. INTRODUCTION AND SUMMARY 1 

A. Identification of Witness 2 

Q. What is your name and business address?  3 

A. Joseph R. Trpik, Jr., Commonwealth Edison Company (“ComEd”), One Financial Place, 4 

440 South LaSalle Street, Suite 3300, Chicago, Illinois 60605. 5 

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

A. I am a Senior Vice President of ComEd and its Treasurer and Chief Financial Officer. 7 

B. Summary of Testimony 8 

Q. What issue does your rebuttal testimony address? 9 

A. I respond to the direct testimony on rehearing of Staff witness Alan Pregozen concerning 10 

“whether ComEd has the ability to raise the capital needed to meet the AMI deployment 11 

schedule the Commission approved in its June 22, 2012 Order in this proceeding.”1  12 

ComEd believes the rehearing should focus on the characteristics of the Revised Smart 13 

Grid Advanced Metering Infrastructure (“AMI”) Deployment Plan (“Revised AMI 14 

Plan”), not on ComEd’s finances, as Dr. Hemphill explains.  But, regardless, whether 15 

ComEd is able to access the capital markets is not the measure of whether ComEd’s 16 

finances warrant deferring AMI investment.  Currently, ComEd cannot recover its 17 

prudent and reasonable costs, including its costs of capital, and will experience, in the 18 

aggregate, a continuing revenue shortfall of about $100 million per year in 2014 and beyond.  19 

                                                 
1  Pregozen Reh. Dir., Staff Ex. 3.0, 2:24-26. 
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ComEd should not take on further leverage under those circumstances, regardless of 20 

whether it remains able to do so.   21 

C. Qualifications and Professional Background 22 

Q. Mr. Trpik, what are your duties as ComEd’s Senior Vice President, Chief Financial 23 

Officer and Treasurer? 24 

A. As Senior Vice President, CFO and Treasurer of ComEd, I am responsible for all 25 

financing activities, including financial reporting and analysis, budgeting, business 26 

planning, financings and risk management.  Since 2001, I have held a variety of positions 27 

at ComEd and other companies affiliated with Exelon Corporation. 28 

Q. What is your educational background? 29 

A. I was awarded Bachelors of Science Degrees in Accounting and Finance from Florida 30 

State University in 1991.  I am a certified public accountant in the States of Illinois and 31 

Florida. 32 

D. Identification of Exhibits 33 

Q. Are there any exhibits attached to your rebuttal testimony? 34 

A. ComEd Ex. 21.01 is a copy of a Moody’s Credit Opinion report concerning ComEd dated 35 

March 5, 2012.  ComEd Ex.21.02 is a copy of a Fitch Ratings report dated September 25, 36 

2012. 37 

II. FINANCIAL LIMITATIONS ON AMI DEPLOYMENT 38 

Q. On what basis does Mr. Pregozen conclude that the case for reducing capital 39 

expenditures in 2014 is not compelling? 40 
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A. Mr. Pregozen’s conclusion is based on his analysis of ComEd’s estimated Funds from 41 

Operations (“FFO” / debt ratios and rating agency targets for the ratio.  The FFO/Debt 42 

ratio represents the comparison between funds from operations and ComEd’s outstanding 43 

debt.  Although Mr. Pregozen recognizes that declining earnings, for example, weaken a 44 

company all else being equal, his conclusion rests entirely on his analysis of the 45 

FFO/Debt ratio, which is just one part of the credit story.  And, credit is, of course, just 46 

one part of financial strength. 47 

Q. Can Mr. Pregozen correctly conclude that the case for reducing capital expenditures 48 

is not compelling based upon ComEd’s estimated FFO/Debt ratios? 49 

A. No.  Whether or not ComEd has near-term availability of capital through access to the 50 

debt markets is simply not the question.  Estimated FFO/Debt ratios are just one part of 51 

what determines a prudent and sensible capitalization and just one of many factors that a 52 

utility must consider when deciding whether to secure and invest additional capital.  In 53 

this case, ComEd faces financial challenges as a direct result of the May 29 final Order 54 

and the recent Order on Rehearing in ICC Docket No. 11-0721 (“11-0721 Orders”) that 55 

include an inability to fully recover its costs, including capital costs calculated at the rate 56 

defined in the Energy Infrastructure Modernization Act (“EIMA”),2 and a annual revenue 57 

shortfall growing from nearly $100 million in 2014 to over $130 million in 2016.  58 

Q. How does the incomplete and uncertain cost recovery impact ComEd under EIMA? 59 

                                                 
2  Illinois Public Act (“PA”) 097-0616, as amended and supplemented by PA 097-0646, referred to 

hereinafter as “EIMA.” 
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A. Incomplete and uncertain cost recovery is a significant concern for ComEd that is 60 

heightened in the EIMA context.  EIMA programs amount to an estimated $2.6 billion of 61 

incremental investment over the next ten years, and increased capital spending would 62 

harm ComEd’s financial health if the costs of that investment are not recovered.  ComEd 63 

understood EIMA was to address this concern by providing a more timely and 64 

predictable regulatory framework for recovery of ComEd’s prudent and reasonable costs, 65 

but, as I said, ComEd is not recovering its actual costs.   66 

Further, the basis on which the 11-072 Orders denied cost recovery creates added 67 

uncertainty about the future, an uncertainty which others in the market share.  I see this 68 

concern manifested, for example, in credit rating agency reports that specifically address 69 

the regulatory environment as a risk.  This was noted as early as March, 2012, by 70 

Moody’s, which concluded:   71 

We continue to view the state’s regulatory framework for electric utilities 72 
as having the potential to be unpredictable and unreliable.  Therefore, the 73 
regulatory framework (Factor 1 in Moody’s Methodology) for ComEd 74 
continues to be scored below investment grade or at Ba.  Our future 75 
assessment of this Factor will be influenced by the manner in which the 76 
new regulatory framework is implemented and whether it is accepted as a 77 
workable regulatory model by key constituents. 78 

That concern continues.  More recently, credit agency Fitch Ratings wrote: 79 

The positions taken by the [Commission] in ComEd’s initial Formula Rate 80 
Plan (FRP) filing heightened regulatory risk for utilities in Illinois.  In 81 
ordering a $168.6 million rate reduction, the ICC disallowed a return on 82 
ComEd’s’ pension asset and relied on an average rate base and capital 83 
structure, all of which appears to be inconsistent with the FRP legislation.   84 

While the Commission ultimately restored cost recovery for pension contributions, the 85 

two other concerns identified by Fitch remain.  As I testified earlier, these and other 86 

issues continue to create a $100 million dollar annual shortfall in future years. 87 
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Q. How do these revenue and cost recovery risks and challenges affect ComEd’s future 88 

AMI investments? 89 

A. They require me to question the appropriateness of proceeding with the discretionary 90 

infrastructure spending, particularly through incremental debt financing.  The negative 91 

financial impacts of the 11-0721 Orders constrain prudent investment regardless of 92 

ComEd’s FFO/Debt ratio or its ability, more broadly, to access capital markets without 93 

suffering a downgrade.  It is my professional opinion, and the view of ComEd 94 

management, that it would be financially inadvisable for ComEd to proceed with the 95 

deployment schedule envisioned by the original AMI Plan in light of the immediate and 96 

long-term impacts of the 11-0721 Orders and the uncertainty of future cost recovery.   97 

Q. What is the appropriate financial response to these constraints? 98 

A. The proper financial response is to try to restore balance between revenues, on the one 99 

hand, and costs and investment expenditures and revenues on the other.  The prudent 100 

financial response to incomplete and uncertain cost recovery is not to borrow and spend 101 

more money, regardless of whether ComEd has the ability to access the capital markets.   102 

Q. Does this mean ComEd will not fulfill its obligations under EIMA? 103 

A. No.  ComEd is committed to meeting its obligations under EIMA, including those related 104 

to installation of AMI meters, and remains accountable for the operational results of those 105 

new investments.  However, given the significant financial impact of the 11-0721 Orders, 106 

ComEd cannot proceed with the investment in EIMA as originally planned.  The Revised 107 

AMI Plan responds to our financial condition while at the same time, as other witnesses 108 

testify, meeting all of the requirements of an AMI Plan. 109 
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III. CONCLUSION 110 

Q. Does this conclude your rebuttal testimony? 111 

A. Yes. 112 


