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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 

B. Purpose of Testimony 7 

Q. What is the purpose of your direct testimony? 8 

A. One purpose of my testimony is to discuss the “costs-to-achieve” that resulted from the 9 

Exelon-Constellation merger and that were incurred in 2012.  I describe those costs in 10 

some detail and explain why they were incurred, and why they were necessary to 11 

implement the merger and are reasonable in amount.  Second, I discuss the cost savings 12 

that were achieved in 2012 as a result of incurring these costs-to-achieve.  I describe the 13 

process by which those savings are quantified and tracked so that they can be traced to 14 

the merger as opposed to factors unrelated to the merger.  Finally, I update the longer-15 

term view of costs and savings resulting from the merger that I first presented in my 16 

testimony in ComEd’s last formula rate case, ICC Docket No. 12-0321 (ComEd Exhibits 17 

15.0 and 20.0). 18 

C. Identification of Exhibits 19 

Q. Have you included any attachments to your testimony? 20 

A. Yes.  ComEd Exhibit (“Ex.”) 7.01 describes my previous regulatory experience.  ComEd 21 

Ex. 7.02 provides additional information on current costs-to-achieve projections relative 22 
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to the projections included in the testimony that I provided in ICC Docket No. 12-0321, 23 

ComEd’s 2012 rate case.  ComEd Ex. 7.03 provides detail regarding the merger savings 24 

that have been attained.  ComEd Ex. 7.04 compares ComEd billings (for the period 2012-25 

2015) from Exelon Business Services Company (“BSC”) between (1) the pre-merger 26 

long-range plan developed in 2011, and (2) the most recent long-range plan developed in 27 

the first quarter of 2013.     28 

D. Professional Background 29 

Q. Would you briefly summarize your academic and professional background?  30 

A. I graduated from Arizona State University with a B.S. degree in Accounting and 31 

immediately joined Deloitte, Haskins & Sells, where I began my career as an auditor.  32 

Subsequently, I worked for Deloitte & Touche (formed by the merger of Touche Ross 33 

and Deloitte, Haskins & Sells in 1989).  After working five years as a Certified Public 34 

Accountant, including as a Senior Accountant on a large utility audit, I obtained an 35 

M.B.A. from the Wharton School at the University of Pennsylvania and joined Deloitte 36 

Consulting in 1993, where I began my consulting career specializing in the utility 37 

industry.  From 1998 to 1999, I was Vice President of Franchise Development for Koch 38 

Energy before rejoining Deloitte Consulting and then Booz Allen Hamilton (now Booz & 39 

Company) as a Vice President. 40 

Over the course of my consulting career, I have performed a variety of 41 

assignments that involved supporting management with the identification of merger 42 

benefits and related costs, due diligence, merger integration planning and regulatory 43 

assistance.  I have also performed studies evaluating issues such as cost 44 

prudence/reasonableness, affiliate interest/code of conduct, and specific policy/issue 45 
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support for a number of electric and/or gas utilities.  This work has included governance 46 

development and organizational design for shared services entities, functional process 47 

and cost diagnostics, and cost control and financial planning reviews.  I have also 48 

performed a variety of assignments for utilities related to corporate and business unit 49 

strategy, performance and operations improvement, and cost reduction. 50 

Q. Do you hold any professional certifications?  51 

A. Yes. I am a Certified Public Accountant in Arizona and a member of the American 52 

Institute of Certified Public Accountants. 53 

Q. Have you provided testimony in regulatory proceedings prior to this case?  54 

A. Yes.  In addition to the testimony I filed in ICC Docket No. 12-0321, I have filed rebuttal 55 

testimony and testified in Maryland related to the merger synergies allocable to Baltimore 56 

Gas and Electric (“BGE”) as a result of the merger between Exelon and Constellation.  I 57 

have filed direct testimony in Pennsylvania discussing the economies lost from a spin-off 58 

resulting from a potential merger, prepared a report filed with the Securities and 59 

Exchange Commission on this same topic, and presented analyses to other state 60 

commission staff, including Illinois, in response to questions posed by the Commission 61 

and staff.  I have filed direct and rebuttal testimony in a Texas rate proceeding evaluating 62 

the reasonableness of corporate and shared services costs and the prudence of a 63 

transmission construction project.  I have supported numerous company and expert 64 

witnesses in regulatory consulting assignments for gas and electric utilities addressing 65 

merger benefits and costs, cost allocations and cost reasonableness and have also 66 

supported regulatory filings for rate proceedings, affiliate transactions and responses to 67 
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questions from state commissions.  A detailed list of cases in which I have participated or 68 

provided support is included in ComEd Ex. 7.01. 69 

Q. What roles did you and Booz & Company (“Booz”) perform in the Exelon and 70 

Constellation merger? 71 

A. Booz provided services to Exelon and ComEd in this transaction in (1) the pre-72 

announcement due diligence phase, including synergy identification and quantification; 73 

(2) the regulatory approval process in Maryland, including supporting other expert 74 

witnesses, preparing discovery responses and providing rebuttal testimony; and (3) 75 

integration planning and execution prior and subsequent to the consummation of the 76 

merger.  I led the Booz team responsible for development of the synergy analysis, as well 77 

as the Booz teams responsible for regulatory and integration planning and 78 

implementation support. 79 

Q. What services has Booz performed in connection with this merger since the 80 

transaction closed? 81 

A. Booz continues to support the Exelon Integration Office by assisting in tracking and 82 

reporting activities conducted with the Exelon Integration teams and with the Exelon 83 

Steering Committee overseeing the merger integration efforts.  Included in reporting 84 

activities are the merger synergies and costs-to-achieve realized and planned to be 85 

realized from the merger, merger risks and associated status of mitigation plans, and 86 

updates on other merger commitments.  We also provide decisional and analytical 87 

support as required by the Integration Office as merger integration issues emerge or are 88 

identified.   89 
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II. BACKGROUND REGARDING THE RECOVERY OF COSTS-TO-ACHIEVE 90 

Q. Preliminarily, what do you mean by “costs-to-achieve”?    91 

A. Costs-to-achieve are costs that must be incurred in order to consummate the merger – in 92 

this case the Exelon-Constellation merger – and allow the expected benefits from the 93 

transaction to be realized.  These are costs associated with planning, integrating and 94 

closing a transaction and generally reflect contracted costs with third parties, 95 

commitments to employees and other incremental expenditures for effecting the merger 96 

integration.  97 

In the Exelon-Constellation merger, the merger costs-to-achieve have been 98 

grouped within five broad categories:  (1) “Transition” costs which are defined as the 99 

costs to integrate the companies; (2) employee-related costs such as retention, separation 100 

and relocation; (3) information technology costs to integrate and rationalize systems; (4) 101 

corporate costs such as communications, facilities, and insurance; and (5) “Transaction” 102 

costs related to third party advisors, investment bankers, and financing to secure deal 103 

approval from shareholders and regulatory authorities.  As noted in the testimony I filed 104 

in ComEd’s 2012 rate case, and as summarized in the Commission’s order on page 78, 105 

Transaction costs were not included as part of the 2011 ComEd costs-to-achieve and 106 

were absorbed by Exelon shareholders.  Commonwealth Edison Co., ICC Docket No. 12-107 

0321 (Order December 19, 2012) at 78. 108 

Q. Has ComEd sought recovery of costs-to-achieve prior to this case?  109 

A. Yes.  In ICC Docket No. 12-0321, ComEd proposed to recover costs-to-achieve of $7.2 110 

million that were incurred during 2011. 111 
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Q. What was the nature of the costs-to-achieve in that case? 112 

A. As described in my testimony in ICC Docket No. 12-0321, and in the Commission’s 113 

Order on page 78, these costs were Transition costs incurred in 2011, both internal and 114 

external, to support the integration planning effort in place prior to the merger close in 115 

March of 2012.  Commonwealth Edison Co., ICC Docket No. 12-0321 (Order December 116 

19, 2012) at 78.  More specifically, the internal Transition costs related to activities 117 

performed by Business Area Teams formed by Exelon and Constellation during the 118 

integration planning process, such as designing the new organization structure and 119 

identifying specific synergy initiatives to pursue once the transaction closed.  The 120 

external Transition costs were for services performed by third parties with specific 121 

subject matter expertise who assisted in areas such as the design of the overall integration 122 

structure and accelerated the realization of merger cost savings.  123 

Q. Did ComEd also offer evidence regarding projected merger savings? 124 

A. Yes.  My testimony in ICC Docket No. 12-0321, summarized in the Commission’s order 125 

on pages 78-79, stated that the merger savings attributable to ComEd were projected to 126 

be $156 million through 2015, after accounting for $63 million of the costs incurred to 127 

achieve the savings.  Commonwealth Edison Co., ICC Docket No. 12-0321 (Order 128 

December 19, 2012) at 78-79.  As I discuss in my testimony, the savings now projected 129 

through 2015 exceed those initial projections. 130 

Q. Did the Commission approve recovery of the costs-to-achieve in ComEd’s 2012 rate 131 

case? 132 
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A. Yes.  The Commission concluded that “[t]he record demonstrates that the $7.2 million 133 

represents costs that were incurred in 2011 in order to achieve post-merger operational 134 

cost savings that will be passed on to ComEd’s customers in 2012 and for the indefinite 135 

future” and that they were “prudently incurred and are reasonable in amount.”  136 

Commonwealth Edison Co., ICC Docket No. 12-0321 (Order December 19, 2012) at 78-137 

79. 138 

III. 2012 COSTS-TO-ACHIEVE 139 

Q. Please state the amount of the costs-to-achieve incurred in 2012. 140 

A. The total costs-to-achieve incurred by Exelon in 2012 were $424 million.  Of this 141 

amount, $4 million was directly incurred within ComEd and $42 million was allocated to 142 

ComEd by BSC, primarily using one of the allocators I will describe below.  Of the total 143 

$46 million that is ComEd’s share of the costs, $10 million is capital.  Of the remaining 144 

$36 million of operations and maintenance (“O&M”) costs-to-achieve, $4 million is 145 

allocable to transmission services (and is therefore not part of this proceeding).  See 146 

ComEd Ex. 7.02.  ComEd has amortized recovery of the remaining $32 million of O&M 147 

costs-to-achieve allocable to distribution services over five years, and thus has included 148 

$6.4 million in the revenue requirement in this formula rate update.  Revenue 149 

requirement impacts, including those originating from merger costs-to-achieve (both 150 

capital and O&M), are described in more detail in the Direct Testimony of ComEd 151 

witness Martin G. Fruehe (ComEd Ex. 3.0).  See also ComEd Ex. 3.14. 152 

Q. Does that amount include any Transaction costs?   153 
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A. No it does not.  Once again, no Transaction costs are included in the 2012 ComEd costs-154 

to-achieve for which ComEd is seeking recovery in this case. 155 

Q. How do the 2012 ComEd costs-to-achieve differ from initial estimates? 156 

A. My rebuttal testimony in ICC Docket No. 12-0321 stated that ComEd 2012 costs-to-157 

achieve were estimated to be $37 million, of which $25 million were estimated to be 158 

O&M and $12 million were estimated to be capital.  ICC Docket No. 12-0321, Jirovec 159 

Reb., ComEd Ex. 15.0, 7:97-98.  The $9 million increase in ComEd costs-to-achieve is 160 

primarily due to an $11 million increase in costs for separated employees attributable to 161 

the fact that these employees were compensated at higher levels and had longer average 162 

years of service than initially estimated.  Additionally, in the prior projection, severance 163 

costs were presented on a cash basis rather than accrual basis.  The current information 164 

presents severance costs on an accrual basis, with substantially all of these costs being 165 

recognized during 2012.  Severance cost increases were partially offset by declines in 166 

relocation and retention costs, the deferral of certain systems integration program costs 167 

from 2012 to 2013, and other largely offsetting changes in projected costs.  ComEd Ex. 168 

7.02 provides additional information on current costs-to-achieve projections relative to 169 

the projections included in the testimony that I provided in ICC Docket No. 12-0321. 170 

Q. Was the incurrence of these 2012 costs-to-achieve necessary to implement the 171 

Exelon-Constellation merger and to produce savings expected to result from that 172 

merger? 173 

A. Yes.   174 

Q. What was the basis for the allocation of 2012 costs-to-achieve to ComEd? 175 
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A. Costs-to-achieve are subject to the same cost-causative allocation framework BSC 176 

utilizes generally to allocate service company costs to Exelon operating affiliates.  For 177 

costs that cannot be directly assigned, an allocation factor is selected that best reflects the 178 

business driver of those costs.  Allocation factors include specific factors where 179 

appropriate.  For example, employee headcounts are used to allocate a portion of Human 180 

Resources practice area costs.  Composite factors are utilized when specific allocation 181 

factors are not appropriate.  An example of a composite factor Exelon employs is the 182 

Modified Massachusetts Formula (“MMF”).   183 

Q. Who made the decision to use these particular allocation methods? 184 

A. The allocation methods used to assign costs-to-achieve allocated to Exelon affiliates were 185 

selected by the Exelon Finance organization as part of its recurring financial planning 186 

process and reviewed by BSC functional and business unit leaders, including those at 187 

ComEd.  The methods employed were consistent with Exelon’s cost-causative allocation 188 

framework used to allocate BSC costs to affiliates. 189 

Q. In your experience, are direct assignment and allocation of costs to an operating 190 

utility standard methods with respect to costs-to-achieve? 191 

A. Yes.  Costs-to-achieve are no different from any other cost with respect to the allocation 192 

of those costs to multiple operating companies within a portfolio of businesses.  Many 193 

utilities attempt to directly charge operating companies for the cost of services provided 194 

whenever possible.  For costs not directly charged, utilities generally employ an 195 

allocation process comprised of allocation factors closely related to the nature of the 196 

activity.  In cases where a specific driver or allocation factor cannot be identified, a 197 
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composite factor representing multiple scale-based drivers is often used to allocate costs 198 

among operating companies.  A composite factor, such as the MMF used by Exelon, is a 199 

common and reasonable method by which to allocate costs among operating companies. 200 

Q. Were the direct assignment or allocation methods used to assign 2012 costs-to-201 

achieve to ComEd unusual in any way? 202 

A. No.  The allocation approach utilized by Exelon and ComEd follows the principles found 203 

in most cost allocation frameworks and is consistent with the method utilized by Exelon 204 

for corporate costs. 205 

Q. How will the 2012 ComEd costs-to-achieve be reflected in customer rates? 206 

A. The $32 million in O&M costs-to-achieve included in the revenue requirement is being 207 

capitalized as a regulatory asset and amortized over the five-year period ending 2016.  208 

Accordingly, the cost to customers associated with the $32 million O&M costs-to-209 

achieve incurred during 2012 is one-fifth of $32 million, or approximately $6.4 million, 210 

which is more than offset by the identified synergies as well as by the post-merger 211 

decline in 2012 BSC billings, as will be explained later in this testimony.  Again, Mr. 212 

Fruehe’s Direct Testimony (ComEd Ex. 3.0) describes in more detail the 2012 customer 213 

impacts associated with merger costs-to-achieve. 214 

IV. COST SAVINGS IN 2012 215 

Q. Were cost savings achieved in 2012 as a result of the Exelon-Constellation merger? 216 

A. Yes.  A total of $205 million in cost savings was achieved during 2012, of which 217 

approximately $170 million was O&M cost savings and approximately $35 million was 218 

capital cost savings.  These results were reviewed by the Exelon Integration Steering 219 
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Committee and were consistent with the 2012 cost savings plans stated in the June 7, 220 

2012 Analyst Day presentation.  Of these totals, ComEd estimates that $25 million in 221 

savings benefitted ComEd’s customers. 222 

Q. What methodologies were used to assign or allocate cost savings to ComEd? 223 

A. As described in the testimony I provided in ICC Docket No. 12-0321, synergy initiatives 224 

were developed during and subsequent to merger close to achieve cost savings.  Since 225 

these initiatives result in the absence of costs, they are not directly included in accounting 226 

and financial systems and specifically assigned or allocated to operating affiliates.  227 

Rather, synergy initiative benefits will flow to affiliates in the form of reduced costs.  228 

Exelon has included the benefits from these lower costs into operating company budgets 229 

and long range plans.  230 

It is possible to estimate the impact of cost savings that accrue to each operating 231 

company, including ComEd, by applying the MMF factor to synergy initiatives whose 232 

benefits cannot be directly assigned to any individual affiliate.  This methodology is a 233 

reasonable approach to estimate how each Exelon affiliate will share in the synergies 234 

resulting from the merger and is consistent with the approach described in the testimony 235 

that I provided in ICC Docket No. 12-0321. 236 

Q. How were these total cost savings calculated? 237 

A. Cost savings are tracked at the specific initiative level, outside of the accounting and 238 

financial systems.  During and subsequent to the integration planning process, each 239 

integration team identified specific merger-related initiatives to reduce costs, primarily 240 

from the elimination of the overlap and duplication between common Exelon and 241 
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Constellation activities and the attainment of economies of scale afforded by the merger.  242 

Each synergy initiative has an owner in the business responsible for ensuring that the 243 

identified savings are captured and realized.  Achieved savings can be classified into 244 

categories similar to those described in the testimony that I offered in ICC Docket No. 245 

12-0321: 246 

 Information Technology:  Effective consolidation of the companies will permit the 247 

avoidance of overlapping investments and the integration of technology 248 

environments, applications, data centers, network infrastructure, and technology 249 

support.  These savings reflect avoided non-labor operating and capital costs required 250 

to maintain duplicative systems such as outside contractors, licenses and other 251 

software vendor costs. 252 

 Corporate Programs:  Both Exelon and Constellation conduct a variety of business-253 

support activities that require the incurrence of annual expenditures in areas such as 254 

professional services, benefits administration, insurance, facilities, and directors’ fees.  255 

The combination allows the companies to eliminate duplication of these expenditures.  256 

Savings were calculated based on the nature of costs eliminated.  For example, audit 257 

fee savings were derived by comparing the 2012 audit costs for the merged company 258 

to the sum of the stand-alone Exelon and Constellation 2011 audit costs. 259 

 Supply Chain:  Substantial amounts are expended annually for materials and supplies 260 

and contract services that can be combined and leveraged.  The companies expect that 261 

consolidation of sourcing strategies, integration of supplier programs and 262 

enhancement of contracting and supply processes will yield savings.  Savings were 263 
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calculated at the contract level based on the difference in price per unit negotiated 264 

with the supplier multiplied by the estimated volume. 265 

 Functional Alignment:  Consolidation of the corporate and operating support 266 

functions is expected to result in a realignment of current resources to reflect the 267 

combined scale of the enterprise.  Functional alignment savings were estimated by 268 

multiplying the specific positions eliminated within each operating company by the 269 

estimated fully-loaded labor rates associated with those positions, including overhead 270 

loaders. 271 

ICC Docket No. 12-0321, Jirovec Reb., ComEd Ex. 15.0, 12:268-13:282.   272 

Q. In your opinion, are the savings estimates reasonable and have they been attained? 273 

A. Yes.  Synergy initiative owners are responsible for confirming that the savings associated 274 

with each initiative have been attained.  Additional detail on attained merger savings is 275 

included in the attached ComEd Ex. 7.03.  Additionally, during the long-range planning 276 

process, the costs associated with these synergy initiatives were eliminated from annual 277 

budgets.  The Integration Office is also chartered with monitoring synergy attainment 278 

progress and keeping senior leadership informed.  Based on these controls and my review 279 

of the information produced by the Integration Office and initiative owners, savings 280 

estimates appear reasonable and appear to have been attained. 281 

Q. How was it determined that these cost savings resulted from the merger and not 282 

from other unrelated factors? 283 

A. The Integration Office established criteria for identifying synergy initiatives. Each 284 

initiative must:  (1) result in savings derived from the merger, (2) result in a reduction in 285 
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budgeted spend, and (3) be permanent and sustainable.  The initiative owners are 286 

responsible for ensuring that the savings associated with the initiative were attained in 287 

accordance with these criteria, with the Integration Office monitoring and overseeing this 288 

process.   289 

Additionally, the cost savings associated with these initiatives were eliminated 290 

from budgets, which were approved by Exelon and ComEd leadership.  Budget variances 291 

are monitored and analyzed as part of the recurring monthly financial planning and 292 

analysis process.   293 

Q. Is there any other way to assess whether savings are merger-related and 294 

sustainable? 295 

A. Yes.  It is possible to compare the Exelon BSC long-range plans developed prior to and 296 

subsequent to the merger to understand whether costs are lower than they would have 297 

been absent the merger.  This comparison requires adjusting the post-merger long range 298 

plans for known non-merger cost changes to develop a comparable basis from which to 299 

compare costs before the merger and after the merger.  This analysis is indicative of 300 

overall changes in BSC cost levels and supports the conclusion that merger value is 301 

accruing to ComEd and its customers from the realization of merger savings originating 302 

in BSC.  ComEd Ex. 7.04 compares ComEd billings from BSC between (a) the pre-303 

merger long-range plan developed in 2011, and (b) a combination of 2012 actual costs 304 

and the 2013 to 2015 forecast costs from the most recent long-range plan developed in 305 

the first quarter of 2013.  Specifically, the analysis indicates that the merger will reduce 306 

ComEd billings from BSC by over $100 million during the 2012 to 2015 time period.  307 

ComEd Ex. 7.04.  This analysis shows that BSC billings to ComEd are substantially 308 
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lower than they would have been absent the merger and provides an alternative means 309 

by which to assess whether merger savings are being realized by ComEd in BSC related 310 

areas.  Additional savings are also being realized directly within ComEd and reflected in 311 

lower ComEd costs.  A comprehensive view of ComEd merger cost savings is provided 312 

in the next section of my testimony.  313 

Q. In your experience, do costs-to-achieve approximate or even exceed the cost savings 314 

in the first years following a merger? 315 

A. In my experience, costs-to-achieve typically exceed synergies in the first years following 316 

a merger.  Merger costs-to-achieve are typically incurred prior to and within two or three 317 

years after the close of a merger and enable merger synergies to be realized after the 318 

transaction closes, though savings inevitably lag the “investment” made to achieve them.  319 

For example, the one-time separation costs from the elimination of duplicate positions 320 

result in avoided compensation costs associated with those positions on an annual basis.  321 

While one to two years is typically required for benefits to accumulate and exceed 322 

upfront costs-to-achieve, these benefits are generally recurring and thus cumulatively 323 

deliver benefits far greater than the upfront costs. 324 

V. OVERVIEW OF COSTS-TO-ACHIEVE AND MERGER SAVINGS 325 

Q. You stated that another purpose of your testimony was to provide an update to the 326 

longer-term view of costs-to-achieve and savings that you first presented in your 327 

testimony in ICC Docket No. 12-0321.  What did you mean by that? 328 

A. The information I have presented thus far primarily focuses on 2012 costs-to-achieve and 329 

merger savings.  I have noted that, as far as ComEd is concerned, 2012 costs-to-achieve 330 
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were $46 million, of which $32 million is allocable to distribution services (of which 331 

approximately $6.4 million is included in customer rates in this proceeding), and 2012 332 

merger savings were $25 million.  See ComEd Exs. 7.02, 7.03.  In my testimony and in 333 

ComEd’s Data Request Response to data request AG 7.03 in ICC Docket No. 12-0321, I 334 

stated that Exelon and ComEd projected 2012 cost savings of $206 million and $34 335 

million, respectively, and costs-to-achieve of $392 million and $37 million, respectively.  336 

See ICC Docket No. 12-0321, the attachment to ComEd’s Data Request Response to AG 337 

7.03 labeled as 7.03_Attach 1 (CONFIDENTIAL AND PROPRIETARY); ICC Docket 338 

No. 12-0321, Jirovec Reb., ComEd Ex. 15.0, 5:97-98.  The 2012 numbers I have 339 

presented in my testimony here are generally consistent with those projections, and I have 340 

already explained the reason for the difference in 2012 costs-to-achieve.   341 

Similarly, in my testimony in ICC Docket No. 12-0321 I stated that projections of 342 

costs-to-achieve and merger savings for 2013 through 2015 were as follows:  343 

(Amounts in $ million) 2013 2014 2015 Total 

ComEd Savings O&M $39 $46 $47 $132 

Capital $15 $19 $19 $53 

ComEd Costs-to-Achieve O&M $8 $2 $0 $10 

Capital $8 $0 $0 $8 

Net ComEd Savings O&M $31 $44 $47 $122 

Capital $7 $19 $19 $45 

 344 

ICC Docket No. 12-0321, Jirovec Reb., ComEd Ex. 15.0, 5:97-98. 345 
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As described more fully below, while projections of costs-to-achieve have 346 

increased over 2013-2015 ($10 million), projections of savings have increased by a larger 347 

amount ($51 million).  The ComEd savings projections increase from $185 million over 348 

the 2013 to 2015 timeframe to $236 million over that time period is driven by 349 

approximately $30 million of incremental labor savings allocated from BSC and 350 

approximately $42 million of additional corporate programs savings, primarily associated 351 

with additional benefits savings achieved directly within ComEd and allocated from 352 

BSC.  This is offset by an approximately $11 million decline in estimated IT non-labor 353 

savings accruing to ComEd and a $10 million decline in supply-enabled savings 354 

identified for direct ComEd spend.  For additional information on projected savings, refer 355 

to ComEd Ex. 7.03. 356 

The increase in ComEd costs-to-achieve estimates from a projected $18 million 357 

over the 2013 to 2015 time period to $28 million over that time period is driven by a $12 358 

million increase in projected systems integration costs, offset by a net $2 million decrease 359 

in other costs-to-achieve.  The total 2013 to 2015 system integration cost increase is 360 

primarily due to (a) the deferral of $4 million overall systems integration program costs 361 

from 2012 into 2013, and (b) an increase in estimated costs to integrate Exelon’s 362 

financial systems.  See ComEd Ex. 7.02 for additional detail. 363 

Q. Please explain why the cost savings continue over the projected period while the 364 

cost-to-achieve are zero by 2015. 365 

A. Costs-to-achieve are generally one-time costs required to effectuate the acquisition and 366 

integration of Exelon and Constellation.  Expenditures for the fully merged company will 367 

occur in the normal course of business and will not be classified as “costs-to-achieve.”  368 
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However, as described earlier, the savings achieved from the merger reduce costs on a 369 

recurring basis relative to the level that would have been incurred but for the merger.   370 

Q. Is the Integration Office that you described in your testimony in ICC Docket No. 12-371 

0321 still in existence? 372 

A. Yes, the Integration Office responsible for leading pre-close integration planning was 373 

maintained and staffed with individuals responsible for governance and oversight of 374 

integration activities, including synergy capture and tracking.  The Integration Office 375 

conducted these activities throughout 2012 and is currently still in existence. 376 

Q. Have its functions changed in any way? 377 

A. No, the Integration Office retains its core charter of facilitating, overseeing and reporting 378 

on integration progress, which includes overseeing synergy realization and cost-to-379 

achieve expenditures. 380 

Q. Are you aware of any impediments that might interfere with achievement of the 381 

merger cost savings projected for 2013 and thereafter?  382 

A. No.  One of the priorities of the Integration Office is to proactively identify and mitigate 383 

risks associated with attainment of merger cost savings.  The Integration Office has not 384 

identified any risks to merger cost savings projected for 2013 and thereafter that are not 385 

being addressed through mitigation plans.  One example of how the Integration Office 386 

manages risks to cost savings attainment relates to supply-enabled savings at the utilities, 387 

including ComEd.  The initial estimate from this initiative was based on historical 388 

volumes.  As the analysis was updated to reflect projected volumes, the value of certain 389 

initiatives was reduced as volumes were lower than historical levels.  The Integration 390 
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Office worked with Supply and the Utility leadership to identify the size and scope of the 391 

shortfall and develop additional merger-enabled savings plans to close the gap where 392 

possible.  Due to this combined effort, supply-enabled savings for the utilities are on 393 

track and largely consistent with the earlier estimate. 394 

Q. Does this conclude your direct testimony? 395 

A. Yes, it does.  396 


