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I. INTRODUCTION 1 

A. Witness Identification 2 

Q. What is your name and business address? 3 

A. My name is Christine M. Brinkman.  My business address is Three Lincoln Centre, 4 

Oakbrook Terrace, Illinois  60181. 5 

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

A. I am employed by Commonwealth Edison Company (“ComEd”) in the position of 7 

Director, Rates & Revenue Policy. 8 

B. Summary of Direct Testimony and Attachments 9 

Q. What are the purposes and subjects of your direct testimony? 10 

A. Formula ratemaking under the Energy Infrastructure Modernization Act (“EIMA”)1 11 

annually updates and reconciles participating utilities’ revenue requirements to actual 12 

costs.  In this update and reconciliation filing, ComEd uses 2012 actual cost data, 2013 13 

projected plant investment, and certain specific adjustments to determine both (1) 14 

ComEd’s 2014 Initial Rate Year Revenue Requirement, and (2) ComEd’s 2012 15 

Reconciliation Revenue Requirement and the resulting reconciliation adjustment to be 16 

reflected in 2014 rates.  My testimony explains how the updated cost and investment 17 

information has been used to determine those revenue requirements and addresses the 18 

effect of what is commonly referred to as the “ROE Collar.”  I also support several of the 19 

inputs to those rate calculations and describe how ComEd conformed its formula rate and 20 

                                                 
1  EIMA refers to the changes and additions made to the Public Utilities Act (“PUA”) in Public 

Acts 97-0616 and 97-0646, as further amended by Public Act 98-0015 (formerly known as Senate Bill 9).   
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inputs to the requirements of Public Act (“PA”) 98-0015, which became law on May 23.  21 

Finally, I address the selection of proper billing determinants, which is critical if ComEd 22 

is to have any reasonable expectation of actually recovering the revenue requirements 23 

that the Commission approves.   24 

C. Qualifications and Professional Background 25 

Q. What are your duties and responsibilities at ComEd? 26 

A. As the Director, Rates & Revenue Policy, I have senior managerial responsibility for the 27 

Retail Rates and Revenue Policy groups, and am responsible for providing financial 28 

expertise and support in state and federal regulatory proceedings concerning those 29 

functions.  I am, therefore, centrally involved in the process by which ComEd’s Illinois-30 

jurisdictional and federal-jurisdictional revenue requirements are calculated and how 31 

ComEd’s Illinois-jurisdictional delivery service revenue requirements are reconciled.   32 

Q. Prior to your current position, what other positions did you hold at ComEd and its 33 

affiliates? 34 

A. Since beginning my career at ComEd in 2003, I have held a variety of staff and 35 

managerial positions in the accounting and finance areas for ComEd and for subsidiaries 36 

of ComEd’s ultimate parent, Exelon Corporation.  Those positions include Senior 37 

Accountant (ComEd and Exelon Delivery Shared Services), Principal Accountant 38 

(ComEd), Manager, Financial Transformation (Exelon Business Services Company 39 

(“BSC”)), and Manager, Accounting (ComEd).  In those roles, I acted as the accounting 40 

and/or finance lead with respect to a number of regulatory initiatives, including the 2010 41 

general rate case and ComEd’s Advanced Metering Infrastructure (“AMI”) Pilot, and was 42 
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responsible for the effort under EIMA to establish, document and execute the accounting 43 

and financial controls framework for the Illinois delivery service performance-based 44 

formula ratemaking process. 45 

Q. What was your professional experience prior to assuming your duties with ComEd? 46 

A. After graduating from college, I began my career in the information technology field 47 

providing business consulting, project management, and computer programming services 48 

with regard to financial applications for a number of clients.  After approximately three 49 

years, I attended graduate school and, thereafter, served in a variety of accounting and 50 

finance roles before joining ComEd in 2003.   51 

Q. What is your educational background? 52 

A. I graduated from Northern Illinois University in DeKalb, Illinois, with a Bachelors of 53 

Science in Operations Management and Information Systems.  I received my Masters of 54 

Science in Accounting from Roosevelt University in Chicago, Illinois.  I am a registered 55 

Certified Public Accountant in the State of Illinois. 56 

Q. Have you submitted testimony to the Illinois Commerce Commission 57 

(“Commission” or “ICC”) in other dockets? 58 

A. I filed testimony with the Commission in connection with ComEd’s submission of tariffs 59 

to initiate an investigation of the design of ComEd’s future delivery rates on a revenue 60 

neutral basis.  That investigation docket and this formula rate update and reconciliation 61 

proceeding fit together.  This proceeding focuses on the determination of the revenue 62 

requirements of ComEd’s delivery business and other revenue issues; that proceeding is 63 

limited to the design of the rates that recover the required revenues.   64 
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II. COMED’S REVENUE REQUIREMENTS 65 

Q. What, from a ratemaking perspective, are the purposes of this proceeding? 66 

A. Dr. Hemphill’s direct testimony (ComEd Ex. 1.0) explains this in detail.  But, to recap, 67 

this proceeding establishes the 2014 Rate Year Net Revenue Requirement, i.e., the 68 

revenue requirement that will be translated into charges applicable during 2014 monthly 69 

billing periods.  Via this proceeding, ComEd submits for Commission approval the 2014 70 

Initial Rate Year Revenue Requirement based, per EIMA, on information contained in 71 

ComEd’s 2012 FERC Form 1 and projected plant additions and associated depreciation 72 

and ADIT adjustments for 2013, as well as the reconciliation of ComEd’s revenue 73 

requirements actually reflected in 2012 rates with what the revenue requirement would 74 

have been had the actual cost information been available.  This reconciliation mechanism 75 

is essential if rates are to reflect actual prudent and reasonable costs of service.  It is what 76 

links the total revenue requirement which a utility ultimately is allowed to reflect in rates 77 

directly to its actual reasonable and prudent costs.  The revenue requirements themselves 78 

are calculated using the well-established formula:  Revenue Requirement = (Rate of 79 

Return x Rate Base) + Operating Expenses.  However, the specifics of that calculation 80 

and the identification of the specific inputs used to conduct it are found in the formula 81 

rate itself and are not a subject of this proceeding. 82 

A. PA 98-0015 and Tariff and Formula Revisions Implementing that Law 83 

Q. Has the calculation of the 2014 Rate Year Net Revenue Requirement been changed 84 

since ComEd first filed this proceeding on April 29, 2013?  85 

A. Yes.  As I noted, PA 98-0015 became law on May 23, 2013, after this case was initially 86 

filed.  That law clarified certain structural components of the formula used to calculate 87 
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revenue requirements under EIMA as well as certain inputs used in those calculations.  88 

ComEd implemented those clarifications in revisions to Rate DSPP and its formula rate, 89 

which it filed with the Commission on May 30, 2013.  This proceeding implements the 90 

requirements of PA 98-0015 insofar as it affects the revenue requirements for rate years 91 

2012 and 2014, two of the rate years affected by PA 98-0015.  92 

Q. How does PA 98-0015 impact the 2014 Rate Year Net Revenue Requirement that 93 

will be determined in this proceeding? 94 

A. The 2014 Rate Year Net Revenue Requirement is calculated in accordance with ComEd’s 95 

formula rate tariff, Rate DSPP – Delivery Service Pricing and Performance (“Rate 96 

DSPP”) and the rate formula templates filed with the Commission thereunder.  Because 97 

by clarifying EIMA, PA 98-0015 changes the way charges are calculated under the 98 

formula rate tariff from how they were previously calculated, ComEd filed revisions to 99 

Rate DSPP and the formula rate templates, as required by the law.  While those revisions 100 

are not themselves part of this case, the 2014 Rate Year Net Revenue Requirement, like 101 

all future revenue requirements under EIMA formula ratemaking, will be calculated in 102 

accordance with that law.  Accordingly, the 2014 Rate Year Net Revenue Requirement at 103 

issue in this case, and the data and calculations supporting that revenue requirement have 104 

been revised to reflect the mandates of PA 98-0015.  I discuss the calculation of that 105 

revenue requirement in Section II.C.   106 

Q. How does PA 98-0015 impact the reconciliation function of this proceeding? 107 

A. The reconciliation adjustment that must be established in this proceeding relates to 2012.  108 

The reconciliation adjustment is the amount by which ComEd’s actual 2012 costs, which 109 
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are now known, differed from the annualized revenue requirements on which 2012 110 

charges were based (that is, a weighted average of the revenue requirements on which 111 

charges were based during 2012).  Because PA 98-0015 changes the structure of the 112 

revenue requirement calculation as well as several data inputs from those previously 113 

ordered by the Commission, the reconciliation adjustment will also change.   114 

In the case of the reconciliation at issue here, that change is manifested 115 

mathematically through the revised 2012 Reconciliation Revenue Requirement, i.e., 116 

ComEd’s actual 2012 costs of service calculated as required by PA 98-0015, the resulting 117 

reconciliation adjustment, the application of interest to the reconciliation adjustment, and 118 

calculation of the collar adjustment.  While the changes called for by PA 98-0015 would 119 

also have affected the 2012 Initial Rate Year Revenue Requirement set in ICC Docket 120 

No. 11-0721, for reconciliation purposes what matters is the final 2012 reconciliation 121 

revenue requirement.  Thus, the reconciliation adjustment set here will properly capture 122 

both the difference in the actual and projected costs and the effect of the change in the 123 

formula and data to be used.   124 

I discuss the reconciliation calculation in Section II.B. 125 

Q. Does PA 98-0015 affect ComEd’s revenue requirements in ways that are not at issue 126 

in this proceeding? 127 

A. Yes.  To reflect the effect of PA 98-0015 on 2011 and 2013 costs and revenue 128 

requirements, ComEd’s May 30 rate filing under Section 16-108.5(k) made changes to 129 

the delivery services charges applicable during the last six monthly billing periods of 130 

2013.  While the 2011 and 2013 rate year costs and revenue requirements are not within 131 
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the scope of this update proceeding, ComEd’s approach to that year is fully consistent 132 

with ComEd’s approach in this proceeding.  In contrast, changes related to the 2012 133 

Reconciliation Revenue Requirement and 2014 Initial Rate Year Revenue Requirement 134 

can be addressed in this proceeding, because those revenue requirements are used to set 135 

the 2014 rates at issue here. Through this combination, all of the revenue requirement 136 

corrections required by PA 98-0015 are given effect without gaps or duplications. 137 

Q. What formula rate calculations and inputs change as a result of PA 98-0015? 138 

A. The principle changes to the revenue requirement input data and calculation process 139 

include: 140 

 The rate formula now uses a year-end capital structure with component balances 141 

based on ComEd’s FERC Form 1 year end balances.  This affects the components 142 

of ComEd’s capital structure and sources of capital, including the manner in 143 

which the cost of borrowing facilities is calculated.   144 

 The rate formula now uses a year-end rate base for reconciliations.  Rate base 145 

components, including plant in service are now uniformly based on year-end 146 

balances reflected in ComEd’s FERC Form 1. 147 

 Interest on the reconciliation adjustment is calculated at a rate using ComEd’s 148 

weighted average cost of capital set by Commission in ComEd’s prior formula 149 

rate case.  Tax effects are accounted for.   150 

In addition, PA 98-0015 clarifies the rate formula’s definition of ComEd’s 151 

pension asset and confirms how the investment return on that pension asset is calculated.   152 

However, that clarification does not itself change the revenue requirements from those 153 
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calculated under the approach the Commission adopted in its October 3, 2012 Order on 154 

Rehearing in Docket No. 11-0721. 155 

These changes are reflected in the revised Rate DSPP and formula rate templates 156 

that were filed with the Commission on May 30.  Mr. Fruehe (ComEd Ex. 3.0) addresses 157 

how those changes affect particular calculations and items at issue in this proceeding in 158 

the course of discussing the calculation of the revenue requirements themselves.  Also, 159 

ComEd Ex. 3.18, attached to Mr. Fruehe’s direct testimony, itemizes, on a line by line 160 

basis, the changes ComEd has made to the formula rate template, including those 161 

required by PA 98-0015.    162 

B. 2012 Reconciliation Revenue Requirement and Reconciliation Adjustment 163 

1. The Reconciliation Calculation Process 164 

Q. Can you describe the calculation of the 2012 Reconciliation Revenue Requirement 165 

as reflected on Sch FR A-1-REC? 166 

A. Sch FR A-1-REC is straightforward, and in large part determines the actual revenue 167 

requirement for the most recent historical calendar year, 2012, using the same schedules 168 

and inputs in the revenue requirement formula that are utilized to calculate the revenue 169 

requirement to be established prospectively, including the clarifications made by by PA 170 

98-0015,except that Sch FR A-1-REC does not include 2013 projected plant additions, 171 

and associated depreciation and ADIT adjustments.  In addition, Sch FR A-1-REC 172 

calculates rate base as ordered in ICC Docket No. 11-0721, except where otherwise 173 

required by PA 98-0015, and includes Construction Work in Progress (“CWIP”) for 174 

projects not accruing Allowance for Funds Used during Construction (“AFUDC”).   175 
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The summary calculations and revenue requirement inputs for the reconciliation 176 

are set forth on Schedule (“Sch”) FR A-1-REC of Rate DSPP.  Sch FR A-1-REC and all 177 

the other schedules and appendices that comprise the revenue requirement formula have 178 

been populated with updated data and are presented by Mr. Fruehe (ComEd Ex. 3.0).  179 

Q. Does the reconciliation component incorporate any other computations? 180 

A. Yes.  ComEd’s return on equity (“ROE”) is a measure of the income ComEd earns in 181 

relation to shareholders’ equity.  Section 16-108.5(c)(5) of the PUA sets upper and lower 182 

boundaries or, in common terms, a “collar” on ComEd’s actual ROE (the “ROE Collar”).  183 

The ROE Collar limits the revenue requirement used to set rates if and when ComEd 184 

actually earns an ROE on its Reconciliation Revenue Requirement delivery service rate 185 

base of more than 50 basis points higher or lower than the rate determined utilizing the 186 

specific methodology set forth in Section 16-108.5(c)(3) of the PUA.  The calculation of 187 

the ROE actually earned is set forth on Sch FR A-3, and the calculation of the resulting 188 

collar adjustment to the net revenue requirement after tax impacts is set forth on Sch FR 189 

A-1.  See ComEd Ex. 3.18, Sch FR A-3. 190 

2. Calculation of the 2012 Reconciliation Revenue 191 
Requirement and the Reconciliation Adjustment 192 

Q. What is the 2012 Reconciliation Revenue Requirement calculated on Sch FR A-1-193 

REC, and how does it compare to the revenue requirement in effect for 2012? 194 

A. The 2012 Reconciliation Revenue Requirement is $2,136,422,000.  See ComEd Ex. 3.18, 195 

FR A-1 REC.  Most of the individual cost components comprising that revenue 196 

requirement are supported by Mr. Fruehe’s direct testimony (ComEd Ex. 3.0).  As shown 197 

on Sch FR A-4, ComEd’s revenue requirement in effect during 2012 was 198 
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$1,985,148,000, resulting in a reconciliation adjustment of $151,274,000, before interest 199 

and before considering the ROE Collar.  See ComEd Ex. 3.18, Sch FR A-4.  200 

Q. How was the revenue requirement in effect during 2012 calculated? 201 

A. The revenue requirement in effect for 2012 is a weighted average of the revenue 202 

requirements approved by the final Commission Orders in ICC Docket Nos. 10-0467 and 203 

11-0721 and the Commission’s Order on Rehearing in ICC Docket No. 11-0721 which 204 

were $2,084,072,000, $1,915,440,000 and $1,950,664,000, respectively.  See 205 

Commonwealth Edison Co., ICC Docket No. 10-0467 (Order May 24, 2011) at 120; 206 

Commonwealth Edison Co., ICC Docket No. 11-0721 (Order May 29, 2012) at 178; 207 

Commonwealth Edison Co., ICC Docket No. 11-0721 (Order on Rehearing October 3, 208 

2012) at 37.  The weights reflect the portion of calendar year 2012, measured in billing 209 

days, during which charges based on those three revenue requirements were in effect.  210 

The year began with charges based on the final Order in ICC Docket No. 10-0467.  211 

Charges based on the final Order in ICC Docket No. 11-0721 went into effect on June 20, 212 

2012, and charges based on the Order on Rehearing in ICC Docket No. 11-0721 went 213 

into effect with the November 2012 monthly billing period.  Therefore, weightings of 214 

171/366, 134/366, and 61/366 (2012 was a leap year with 366 days) were assigned to the 215 

three revenue requirements.  This results in a calculated 2012 revenue requirement in 216 

effect of $1,985,148,000.  Mr. Fruehe’s direct testimony (ComEd Ex. 3.0) explains this 217 

calculation in more detail. 218 

Q. Can you please describe the ROE Collar adjustment? 219 
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A. Yes.  The collar provides that if the actual earned ROE for a reconciliation year (2012, in 220 

this case), after reflecting any prudence and reasonableness disallowances, is more than 221 

50 basis points (“bps”) higher than the allowed ROE included in ComEd’s costs under 222 

the statutory formula rate for that year (after reflecting penalties imposed for failure to 223 

meet metrics and performance goals once those goals and metrics apply), then an 224 

adjustment in the amount of the excess will be made to the net revenue requirement to 225 

credit customers for the over recovery.  Similarly, if the actual ROE earned by ComEd on 226 

its Reconciliation Revenue Requirement delivery service rate base, after reflecting 227 

prudence and reasonableness disallowances, is more than 50 bps lower than the allowed 228 

ROE (after reflecting penalties imposed for failure to meet metrics and performance goals 229 

once those goals and metrics apply), an adjustment in the amount of the shortfall will be 230 

made to the net revenue requirement in the reconciliation proceeding to recover the 231 

deficiency.  For this proceeding, these calculations are made using formulae that reflect 232 

PA 98-0015.   233 

Q. Where is the ROE calculation shown in the revenue requirement formula? 234 

A. Sch FR A-3 contains the methodology to calculate the earned ROE for the reconciliation 235 

year (2012 in this case).  This calculation utilizes the actual delivery service revenues and 236 

other data for the reconciliation year to arrive at the earned ROE, which is compared to 237 

the allowed range of ROE.  Sch FR D-1 contains the methodology to calculate the 238 

allowed ROE.  Finally the allowed range is shown on Sch FR A-1.  The result of the 239 

collar calculation is incorporated as part of the Rate Year Net Revenue Requirement 240 

calculation in Sch FR A-1.  See ComEd Ex. 3.01, Sch FR A-1.  241 
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Q. For purposes of the ROE Collar, do revenues for 2012 include an accrual for the 242 

reconciliation revenues to be recovered in future years? 243 

A. Yes.  Costs incurred in 2012 are included in future rates, to the extent rates in effect in 244 

2012 were based on revenue requirements reflecting costs that were less than ComEd’s 245 

2012 actual costs.  In 2012 a $132 million accounting accrual for unbilled revenues was 246 

recorded and reflected on ComEd’s FERC Form 1 for the estimated variance (shortfall) 247 

of the revenue requirement in effect in 2012 and a revenue requirement based on actual 248 

2012 costs.  This amount is reflected on Sch FR A-3, line 11, and deducted from delivery 249 

service operating revenues for 2012.  See ComEd Ex. 3.01, Sch FR A-3.  A $151 million 250 

accounting accrual for unbilled revenues for the actual variance of the 2012 251 

Reconciliation Revenue Requirement to the weighted average revenue requirement in 252 

effect in 2012 is reflected on Sch FR A-3, line 12, and added to the delivery service 253 

operating revenues for 2012.  See ComEd Ex. 3.01, Sch FR A-3. 254 

Q. Why does ComEd include this accrual? 255 

A. Inclusion of the accrued revenues associated with the reconciliation revenue requirement 256 

adjustment avoids a circular outcome in the collar calculation and ensures that differences 257 

in the revenue requirement are captured in the reconciliation and not in the collar 258 

calculation.  To the extent the amount of the reconciliation calculated or ultimately 259 

approved by the Commission is different from the estimated amount accrued during the 260 

reconciliation year, that adjusted amount must be reflected on line 12 of Sch FR A-3 to 261 

keep the costs and revenues in alignment.  See ComEd Ex. 3.18, Sch FR A-3.   262 

Q. Did the application of the ROE Collar for 2012 result in an adjustment? 263 
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A. Yes.  The ROE calculation shown on Sch FR A-3 reflects that ComEd’s actual earned 264 

ROE in 2012 was 9.35%.  The allowed ROE as calculated per the PUA was 8.72%.  The 265 

ROE Collar ranged from a minimum allowed ROE of 8.22% to a maximum allowed 266 

ROE of 9.22% as shown on Sch FR A-1.  Therefore, ComEd’s actual earned return for 267 

2012 was $3,762,000, or 0.13%, higher than the ROE Collar’s maximum ROE.  An ROE 268 

Collar adjustment of negative $6,395,000 (reflecting tax gross-up) is necessary to restore 269 

the actual earned ROE down to the 9.22% collar maximum. 270 

Q. Does the reconciliation calculation reflect interest? 271 

A. Yes.  Sch FR A-4 reflects how interest is calculated and applied to the reconciliation 272 

adjustment amount.  Interest on the total reconciliation adjustment is, in effect, accrued 273 

for one-half year for the reconciliation year (in this case 2012), for a full year in the year 274 

following the reconciliation year (in this case 2013), and for one-half year in the second 275 

year following the reconciliation year.  This sequence assumes that the costs leading to 276 

the under-recovery were incurred gradually throughout the 2012 reconciliation year; 277 

remained outstanding for the entirety of the following year (2013); and will be recovered 278 

gradually throughout the second year following the reconciliation year (2014).   279 

In accordance with PA 98-0015, the interest applied is based on ComEd’s 280 

weighted average cost of capital (“WACC”) that will be determined for the prior rate 281 

year, i.e., the WACC calculated pursuant to this proceeding on Sch FR D-1.  282 

Q. What is the impact of the 2012 reconciliation adjustment, interest, and ROE Collar 283 

adjustment on the 2014 Rate Year Net Revenue Requirement? 284 
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A. The overall adjustment included in the 2014 Rate Year Net Revenue Requirement for the 285 

reconciliation, with interest, and collar adjustment is a charge of $175,424,000, which is 286 

comprised of a negative $6,395,000 ROE Collar adjustment and $181,819,000 for the 287 

reconciliation adjustment, including interest.  See ComEd Ex. 3.18, Sch FR A-1. 288 

Q. How will this charge be applied to delivery service customers’ bills? 289 

A. As I describe in Section IV, this charge is incorporated into Sch FR A-1, which sets the 290 

2014 Rate Year Net Revenue Requirement that is reflected in rates to be applied on 291 

customers’ bills beginning with the January 2014 monthly billing period.  Mr. Bjerning’s 292 

direct testimony (ComEd Ex. 10.0) presents the updated delivery service charges that 293 

reflect the 2014 Rate Year Net Revenue Requirement.   294 

C. ComEd’s 2014 Rate Year Net Revenue Requirement 295 

Q. In general, how did ComEd establish the 2014 Initial Rate Year Revenue 296 

Requirement? 297 

A. As provided in EIMA, the 2014 Initial Rate Year Revenue Requirement is based on 298 

actual historical cost and rate base data reported for the 2012 calendar year, plus 299 

projected plant additions for 2013 and the associated adjustments to accumulated 300 

depreciation (change in depreciation reserve), depreciation expense, and per the 301 

Commission’s Order in ICC Docket No. 11-0721, ADIT.   302 

Q. On what basis are the rates that will go into effect beginning with the January 2014 303 

monthly billing period determined? 304 

A. The rates that will go into effect beginning with the January 2014 monthly billing period 305 

and extending through the December 2014 monthly billing period, unless modified 306 
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during that period (for example, in response to an appellate court decision), are designed 307 

to recover the 2014 Rate Year Net Revenue Requirement.  Subject to the safeguards 308 

discussed by Mr. Hemphill (ComEd Ex. 1.0), the 2014 Rate Year Net Revenue 309 

Requirement is based upon the 2014 Initial Rate Year Revenue Requirement and the 310 

2012 reconciliation adjustment (as discussed previously), subject to statutory 311 

adjustments.  Sch FR A-1 provides the summary level calculation of the 2014 Rate Year 312 

Net Revenue Requirement to be recovered through those rates.  See ComEd Ex. 3.18, Sch 313 

FR A-1.  314 

Q. Aside from possible additional changes in response to actions by courts (see 315 

Hemphill Dir., ComEd Ex. 1.0; Fruehe Dir., ComEd Ex. 3.18), do ComEd’s 316 

Projected 2013 Plant Additions support a 2014 Initial Rate Year Revenue 317 

Requirement greater than now requested by ComEd? 318 

A. Yes.  As part of ComEd’s routine final verification of our revenue requirement 319 

calculations, we found inadvertent errors in the calculation of ComEd’s projected 2013 320 

plant additions and related balances.  The total net effect of these errors is to understate 321 

the 2014 Initial Rate Year Revenue Requirement by approximately $75,000.  With a 322 

revenue requirement of greater than $2 billion, such a $75,000 understatement has a 323 

negligible rate impact.  Moreover, the understatement of 2013 projected plant additions 324 

has no effect on the 2012 reconciliation adjustment or the reconciliation process.  Those 325 

2013 projected plant additions do not relate in any way to the 2012 Reconciliation 326 

Revenue Requirement.  The reconciliation calculation for 2013 and subsequent Rate 327 

Years ultimately sets rates based on the actual plant in service for the Rate Year being 328 
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reconciled (not any prior projection), so an understated projection has no impact on the 329 

reconciled revenue requirements that ultimately determine the total costs collected from 330 

our customers. 331 

The corrected direct testimonies of ComEd witnesses Fruehe, Blaise, and 332 

Siambekos (ComEd Exs. 3.0, 5.0, and 11.0) reflect the corrected plant and related 333 

balances.  However, because those corrections are both limited to the projected rate base 334 

and have an immaterial effect even there, ComEd has not increased the revenue 335 

requirements it requests in this docket.  If those revenue requirements are recalculated in 336 

the future, ComEd will reflect the data in its updated schedules and revenue 337 

requirements. 338 

Q. Has ComEd updated its Initial 2014 Rate Year Revenue Requirement to reflect this 339 

$75,000 or to reflect added investments (for example, in AMI meters) that are now 340 

expected to be placed in service during 2013 because PA 98-0015 became law? 341 

A. No.  In keeping with past decisions and the concept of the investment projection, ComEd 342 

is not updating its projection of plant additions based on developments that occurred after 343 

the projection was submitted.  The adjustments to the capital structure, interest, and rate 344 

base specified by PA 98-0015 do not require that adjustment be made.  To the extent 345 

actual investments differ from the projection, for whatever reason, the total effect will be 346 

captured as part of the future reconciliation of 2014 revenue requirements.   347 

III. ACCUMULATED DEFERRED INCOME TAXES 348 

A. Definition of ADIT 349 

Q. What is ADIT? 350 
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A. Generally speaking, ADIT reflects the temporary difference between when an expense 351 

(or revenue) is recognized in a company’s financial and accounting records, commonly 352 

referred to as a company’s “books,” versus when the company recognizes that expense 353 

(or revenue) on its tax return.  Deferred income taxes relate to future tax effects and can 354 

be classified as either deferred income tax liabilities or deferred income tax assets, which 355 

I explain in the next paragraph.   356 

A deferred tax liability, i.e. a future tax liability, occurs when ComEd receives the 357 

tax benefit before it recognizes the item on its book income statement, or when ComEd 358 

incurs a tax liability based on a specific tax method of accounting after it recognizes an 359 

item on its book income statement.  For example, a plant asset may depreciate over a 5 360 

year life based on Internal Revenue Service (“IRS”) rules but that same asset may be 361 

depreciated over 10 years for book purposes based on generally accepted accounting 362 

principles (“GAAP”).  This means that on the company’s tax return, the expense or 363 

deduction amount realized is larger than the expense recorded on the company’s books, 364 

thus giving the company a tax benefit (lower taxes in the current period) before it has 365 

recognized the expense on its books.  When this happens, ComEd deducts that amount 366 

from rate base because the funds are not investor supplied.   367 

Conversely, a deferred tax asset, i.e., a future tax benefit, occurs when ComEd 368 

receives the tax benefit after it recognizes the item on its book income statement, or when 369 

ComEd incurs a tax liability before ComEd recognizes the item on its books based on a 370 

specific tax method of accounting.  For example, a company may be required to accrue, 371 

for accounting purposes, a liability for an estimated worker’s compensation claim in one 372 

period, but the deduction on the tax return does not occur until cash is paid for that claim.  373 
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In this example, the company has recorded an expense on its books for which it will not 374 

receive a tax benefit on its tax return until a future period.  Conversely, a company may 375 

have established a tax accounting method that requires it to pay tax on an item in the 376 

current period, before recognizing the item on its income statement.  For example, a 377 

company that leases property may receive prepaid rental income from its lessee.  The 378 

company would reflect the rental revenue on its book income statement over the term of 379 

the lease as the lessee uses the property, but because the cash is in hand, would pay tax on 380 

the revenue in the current period.  When this happens for ComEd, ComEd is allowed to 381 

add the amount to rate base (or offset deferred tax liabilities) because investors are 382 

supplying these additional funds until receipt of the tax benefit, and like any investor 383 

supplied funds, they are entitled to rate base treatment.  Diagram 1 illustrates deferred tax 384 

liabilities and assets.   385 

Diagram 1 386 

 387 



Docket No. 13-0318 
ComEd Ex. 2.0 Rev. 

Page 19 of 41 

Q. What ADIT issues do you address in your testimony? 388 

A. In Section III.B. of my testimony, I identify the ADIT associated with a 2012 tax net 389 

operating loss (“NOL”) and in Section III.C.  I explain the ADIT associated with accrued 390 

vacation pay. 391 

B. Net Operating Loss 392 

Q. What is the NOL in this case? 393 

A. During 2012, ComEd reflected a NOL carryforward.  The NOL carryforward is generated 394 

primarily by the 50% bonus depreciation deduction allowed under the Tax Relief Act of 395 

2010.  Among other things, the Tax Relief Act of 2010 allowed companies to accelerate 396 

depreciation expense treatment on the tax return – hence the phrase bonus depreciation – 397 

which led to lower taxes for those companies in the near term, in the hopes that those 398 

companies would then use their tax savings to stimulate the economy.  Without 50% 399 

bonus depreciation in 2012, ComEd would have reflected taxable income.  Because it 400 

will reduce taxes in a future period, the NOL carryforward is a deferred tax asset.  In 401 

accordance with the GAAP Accounting Standards Codification (“ASC”), specifically 402 

ASC 740, ComEd has reflected a deferred tax asset of $25 million (jurisdictional portion) 403 

for the NOL on Sch B-9, line 20.    404 

The bonus depreciation itself, however, creates a deferred tax liability because 405 

there is a temporary difference related to accelerated depreciation, under the bonus 406 

depreciation rules, as shown on Sch B-9, line 51.2  For book purposes, ComEd is 407 

recording depreciation expense at a slower rate than for tax purposes, thus ComEd is 408 

                                                 
2  ComEd Ex. 3.03, Sch B-9, page 2, Ln 51.   
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receiving a benefit on its tax return now before reflecting the full expense on its books.  409 

The NOL deferred tax asset nets against the bonus depreciation deferred tax liability.  410 

Once the NOL is utilized this deferred tax asset is eliminated.  Although the NOL 411 

carryforward is not expected to be fully utilized on the consolidated 2012 tax return, 412 

ComEd anticipates that the NOL carryforward will be fully utilized against consolidated 413 

2013 taxable income.   414 

Q. How does this impact ComEd’s revenue requirement? 415 

A. The deferred tax asset related to this item is included as a $25 million increase to 416 

ComEd’s rate base, similar to other deferred tax assets.  The ultimate impact of this item 417 

is an increase to the 2014 Rate Year Net Revenue Requirement of approximately $2.4 418 

million.   419 

C. ADIT Associated With Accrued Vacation Pay  420 

1. Issue Identification 421 

Q. What is the issue with respect to ADIT associated with accrued vacation pay? 422 

A. To fully address this I need to explain ComEd’s accounting for vacation pay, which I 423 

address in Section III.C.2. of my testimony.  But briefly, in ICC Docket No. 12-0321, the 424 

issue with regard to ADIT associated with accrued vacation pay was a dispute over 425 

whether an ADIT liability exists with regard to the capitalized portion of accrued 426 

vacation pay recorded to Federal Energy Regulatory Commission (“FERC”) Account 427 

186000 Deferred Debit.  The Citizens Utility Board (“CUB”) and the Attorney 428 

General/AARP (“AG/AARP”) argued that a deferred tax liability should be imputed to 429 

ComEd based on the amount of the capitalized portion of accrued vacation pay recorded 430 



Docket No. 13-0318 
ComEd Ex. 2.0 Rev. 

Page 21 of 41 

to the Deferred Debit account, and ComEd explained that a deferred tax liability should 431 

not be imputed as one does not exist.  The Commission correctly concluded that it would 432 

be improper to impute the deferred tax liability.  Commonwealth Edison Co., ICC Docket 433 

No. 12-0321 (Order December 19, 2012) at 17. 434 

Q. What is ComEd’s position on the issue of ADIT associated with vacation pay in this 435 

case? 436 

A. With the benefit of time to reflect and investigate the issue further, ComEd confirms that 437 

the outcome in ICC Docket No. 12-0321 was correct.  More specifically, it is ComEd’s 438 

position in this case that it would be improper to impute a deferred tax liability with 439 

regard to the capitalized portion of accrued vacation pay recorded in the Deferred Debit 440 

account (as CUB and AG/AARP argued in ICC Docket No. 12-0321) because ComEd 441 

has a deferred tax asset on the full amount of the operating reserve liability – both the 442 

capital and expense portions.   443 

2. Accounting for Vacation Pay 444 

Q. How does ComEd account for accrued vacation pay? 445 

A. ComEd employees, like those at many companies, are awarded vacation pay for their 446 

allotted vacation days each year.  Vacation days are awarded for a given year in January, 447 

but GAAP, specifically ASC 710-10-25-2 Compensated Absences, directs ComEd to 448 

record the known and measurable liability for the vacation pay on its books the preceding 449 

December.  Thus, ComEd records an operating reserve liability at December 31 for 450 

vacation days granted on January 1 of the following year as well as carryover balances 451 

related to the current and prior years, offset by an operating expense (for the expense 452 
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portion) and a deferred debit (for the amount that ComEd anticipates will ultimately be 453 

allocated to capital projects in the future) for the next calendar year.   454 

3. ADIT on Vacation Pay 455 

Q. How does ADIT relate to accrued vacation pay for ComEd? 456 

A. ComEd calculates a deferred tax asset on the full amount of the operating reserve liability 457 

– both the expense and capital portions – because a temporary difference exists between 458 

when this liability is accrued on ComEd’s books and when impacts related to the liability 459 

will ultimately be reflected on the tax return.  This jurisdictional ADIT asset amount is 460 

$17,183,000 for 2012.  See ComEd Ex. 3.18 (WP 5, page 6, line 18). 461 

With respect to the portion of this liability that is expensed, a temporary tax 462 

difference exists because ComEd must recognize the expense for book purposes in the 463 

current period (because it is known and measurable), but does not receive the deduction 464 

on the tax return until the vacation is actually paid to the employee in a future period.  As 465 

I explained above, this results in a deferred tax asset because ComEd receives the tax 466 

benefit after it recognizes the expense on its books (book income is less than taxable 467 

income).  This deferred tax asset is recorded in FERC Account 190000 Accumulated 468 

Deferred Income Taxes.   469 

With respect to the portion of this liability that will be capitalized, a temporary tax 470 

difference exists because ComEd does not realize this amount in income for book 471 

purposes as it is held in the deferred debit balance sheet account, however, based on 472 

ComEd’s tax method of accounting, it adds this capitalized portion back to taxable net 473 
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income and thus pays tax on that amount in the current year (book income is less than 474 

taxable income).   475 

For ratemaking purposes, ComEd is adding this net amount to rate base as 476 

investors have supplied the funds related to these temporary differences until the future 477 

tax benefit is received.  This deferred tax asset ultimately has the effect of increasing rate 478 

base.  This deferred tax asset of $17.183,000, as shown on WP 5, page 6, line 18 (ComEd 479 

Ex. 3.18) increases ComEd’s rate base by the same amount and increases the 2014 Rate 480 

Year Net Revenue Requirement by approximately $2 million.   481 

Q. The Commission noted in ICC Docket No. 12-0321 that it hoped to see the issue 482 

regarding ADIT associated with accrued vacation pay – raised by CUB and 483 

AG/AARP – further developed in future cases.  Can you discuss their proposal in 484 

that case in more detail? 485 

A. Yes.  CUB and AG/AARP proposed netting together the operating reserve liability and 486 

the deferred debit, and then using the difference between these two numbers as the basis 487 

for calculating the deferred tax asset or liability associated with accrued vacation pay.  488 

Specifically, in ICC Docket No. 12-0321, they suggested treating the capitalized portion 489 

of accrued vacation pay as a deferred tax liability and offsetting that against the deferred 490 

tax asset arising from the operating reserve liability.   491 

Q. Is their proposal appropriate? 492 

A. No.  No deferred tax liability is associated with the capitalized portion of vacation pay in 493 

the Deferred Debit account.  As shown above, the deferred income tax treatment is based 494 

on the full vacation liability balance and the capitalized portion is a deferred tax asset 495 
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because ComEd has paid tax on this amount in the current period based on ComEd’s tax 496 

method of accounting.  Calculating a deferred tax liability on the capitalized portion of 497 

vacation pay in the Deferred Debit account would mean imputing a liability that is not 498 

reflected on ComEd’s books at the end of the year and that does not exist.   499 

Further, the straight rate base deduction related to the vacation pay accrual, which 500 

is a current/short-term liability as reflected on ComEd’s financial statements in 501 

accordance with GAAP, is not a traditional adjustment.  It was adopted by the 502 

Commission over objection and remains on appeal.  The impact of that decision is now 503 

magnified by the use of year-end balances.  Imputing yet another adjustment to ADIT 504 

where one does not exist further exacerbates the artificial reduction in rate base.  In the 505 

alternative because this is a Commission-created adjustment unrelated to any specific 506 

directive in EIMA or PA 98-0015, the Commission could redefine it to be something 507 

other than a straight rate base deduction to mitigate the effect.   508 

IV. OTHER TAX ISSUES 509 

A. Involuntary Conversion 510 

Q. What is involuntary conversion? 511 

A. ComEd took a position on its 1999 income tax return to defer approximately $1.6 billion 512 

of gain on the sale of ComEd’s fossil generating assets under the involuntary conversion 513 

provisions of the Internal Revenue Code.  The IRS disallowed this involuntary 514 

conversion position for the 1999-2001 tax years.  ComEd protested the disallowance and, 515 

in the third quarter of 2010, reached a nonbinding, preliminary agreement with the IRS 516 

with respect to this and other issues.  As a result of the preliminary agreement, in 2010 517 

ComEd eliminated any liability for unrecognized tax benefits associated with the settled 518 
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positions and established a current tax payable to the IRS.  In November 2012, the terms 519 

of the settlement were finalized with the IRS, pending final interest calculations.  520 

Q. What is the value of the true up recorded upon the final settlement? 521 

A. It is a benefit of approximately $7 million. 522 

Q. Has ComEd included this amount in its revenue requirement? 523 

A. No.  ComEd has reduced its current tax payable associated with the settled position and 524 

has excluded this amount from the revenue requirements.  I note that this is consistent 525 

with how ComEd has treated the gain on the sale of ComEd’s fossil generating assets in 526 

the past.  This is also consistent with disallowances the Commission has made regarding 527 

expenses related to involuntary conversion issues in the past.  See e.g. Commonwealth 528 

Edison Co., ICC Docket No. 10-0467 (Order May 24, 2011) at 110.   529 

B. Illinois Rate Change Affecting Permanent Tax Reduction 530 

Q. What is the Illinois rate change affecting a permanent tax reduction? 531 

A. The Taxpayer Accountability and Budget Stabilization Act, which became law in Illinois 532 

on January 13, 2011, increased the corporate tax rate in Illinois from 7.3% to 9.5% for tax 533 

years 2011 – 2014, provides for a reduction in the rate from 9.5% to 7.75% for tax years 534 

2015 – 2024, and further reduces the rate from 7.75% to 7.3% for tax years 2025 and 535 

thereafter.  ComEd is required to record its year end deferred tax balances based on the 536 

appropriate income tax rates.  This is in accordance with accounting guidance that 537 

requires deferred taxes be recorded at the rates at which the deferred tax balances are 538 

expected to be ultimately settled. 539 
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Q. How does this impact ComEd’s revenue requirement?  540 

A. In 2012, ComEd recognized a benefit related to this item.  The deferred tax rate is lower 541 

because, as described above, the state corporate income tax rate is scheduled to decline in 542 

2015 and again in 2025, which means that some of the deferred taxes recorded in 2012 543 

will reverse in later years when the state corporate income tax rate is scheduled to be 544 

lower.  This difference in current and deferred tax rates is included in the total 2012 545 

permanent tax benefit of $10.9 million on Schedule FR C-4, line 14 (ComEd Ex. 3.18), 546 

which decreases the 2014 Rate Year Net Revenue Requirement by the same amount.   547 

Q. How does this 2012 adjustment compare to the tax adjustment made for this item in 548 

2011?  549 

A. The 2011 tax benefit is larger because it reflects the impact of a 2011 tax net operating 550 

loss generated primarily by the 100% bonus depreciation deduction allowed under the 551 

Tax Relief Act of 2010 and adoption of the safe harbor method of accounting for electric 552 

transmission and distribution property repairs (“T&D repairs”), which included a catch-553 

up adjustment for multiple years’ worth of T&D repairs.  The 2012 tax benefit is smaller 554 

because it reflects the impact of a 2012 NOL generated by the 50% bonus depreciation 555 

deduction allowed under the Tax Relief Act of 2010 and the current year T&D repairs 556 

deduction.  557 
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V. BILLING DETERMINANTS 558 

A. The Function of Billing Determinants 559 

Q. What are “billing determinants” in the context of utility ratemaking? 560 

A. Calculating a revenue requirement for a utility is the first step in utility ratemaking.  561 

Without a properly determined revenue requirement, there is little hope that a utility’s 562 

rates and charges, or the revenues they produce, will properly support its utility business.  563 

But, developing an accurate revenue requirement is not enough to ensure that a utility’s 564 

rates will allow it to recover its reasonable and prudent costs.  Without also having 565 

information about the volume or number of units of the product or service to be provided 566 

under the rates, there is no way to derive appropriate charges.  This is illustrated by a 567 

simple example:  A farmer selling apples roadside who must take in $1,000 to maintain 568 

her orchard cannot know what price to charge to generate $1,000 dollars in revenue 569 

without knowing how many apples she can expect to sell.  Supplying that information is 570 

the function of billing determinants.   571 

Billing determinants, in ratemaking, represent the number of units of the service – 572 

in this case, electric delivery service – that the utility can be expected to sell.  Thus, if the 573 

farmer expects from experience to sell 1,000 apples, she knows to price them at $1.00 574 

each to generate her $1,000 revenue requirement, as depicted in Diagram 2. 575 
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Diagram 2 576 

 577 

The essential feature of this calculation that makes it suitable for ratemaking is its 578 

symmetry.  That is, the $1.00 charge is derived from the need to recover $1,000 by 579 

selling 1,000 apples, and that charge will in fact recover the required $1,000.  For this 580 

symmetry to work, however, the farmer had to pick the correct billing determinants.   581 

Q. Can functional charges be set with incorrect billing determinants? 582 

A. Charges cannot be set with incorrect billing determinants if the aim is for those charges to 583 

remain linked to the revenue requirement.  As I said, using billing determinants to set 584 

charges works because of the symmetry of the relationship between the resulting charges 585 

and the revenue requirement.  If the wrong billing determinants are used, the revenue 586 

requirement will not be recovered appropriately.   587 
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Again, let me illustrate with the apple farmer.  If the apple farmer assumed that 588 

she would sell 1,025 apples (instead of 1,000), she would have chosen a price of about 589 

$0.97 per apple, instead of a dollar.  While this may seem at first blush like an immaterial 590 

mistake, when the farmer sells only 1,000 apples at these rates, she will under-recover the 591 

orchard’s $1,000 cost, by the price of roughly two dozen apples.  This is illustrated in 592 

Diagram 3.   593 

Diagram 3 594 

 595 

Importantly, it does not matter how accurately the farmer calculated the cost of operating 596 

her orchard.  With the wrong billing determinant, her revenues will not recover her costs.   597 

The same principle applies to ComEd and its rates.  While the math in my apple 598 

farmer example is simple and “utility math” appears more daunting, the same simple 599 

relationships apply.  If a billing determinant is set too high, the resulting charge will 600 

provide for revenue that will be less than the revenue requirement that the rate was 601 
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designed to recover.  Or, in the terms of this case, if ComEd’s 2014 Rate Year billing 602 

determinants are inflated, ComEd will not recover the revenue requirement that the 603 

Commission finds just and reasonable.   604 

Q. What happens if an inflated billing determinant is used in a situation where sales 605 

are falling? 606 

A. That is the most unfair circumstance for our farmer, or for a regulated utility.  If an 607 

inflated billing determinant is used and patronage falls, the shortfall in revenue is 608 

magnified.  This is illustrated in Diagram 4.  609 

Diagram 4 610 

 611 

Q. How do the billing determinant principles you have discussed apply to ComEd? 612 

A. ComEd’s delivery service charges are set to recover ComEd’s costs of providing delivery 613 

services.  The delivery services ComEd sells are measured in three principal ways:  (1) by 614 
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the volume of their use, i.e., the kilowatt-hours (“kWh”) of electricity delivered; (2) by 615 

the maximum rate at which they are used, i.e., in kilowatts (“kW”) of demand, and (3) by 616 

the number of separate customers requiring accounts, meters, and bills.  These are 617 

analogous ways the apple farmer in my example could measure her sales of apples:  618 

(1) by volume (bushel), (2) by weight (pounds), and (3) the number of individual apples 619 

sold.  Instead of a certain number, weight, or volume of apples sold, ComEd uses kWh, 620 

kW, and customer count billing determinants to quantify the use of our delivery services, 621 

including standard billing and metering.  And, just as with the apple farmer, for ComEd’s 622 

rates to be set correctly so as to recover ComEd’s revenue requirement, consistent and 623 

unbiased billing determinants must be chosen and used.  624 

Q. Unlike the apple farmer, ComEd has a reconciliation process.  Will the 625 

reconciliation process correct for these errors? 626 

A. No.  Under EIMA ratemaking, reconciliation occurs at the revenue requirement level.  627 

While errors in determining ComEd’s required revenue can be addressed by that process, 628 

errors in setting charges cannot.  With the farmer, picking incorrect, inflated billing 629 

determinants caused revenues to fall short even though her revenue requirement – the 630 

cost of running the orchard – was determined with precision.  The same is true for 631 

ComEd.  Inflated billing determinants will cause ComEd’s revenues to fall short of what 632 

they need to be. 633 
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B. Determining Billing Determinants in Each Formula Rate Update 634 

Q. How has the Commission addressed billing determinants in the past? 635 

A. The question of billing determinants has been addressed by the Commission in ComEd 636 

ICC Docket Nos. 12-0321 and 11-0721, and the Commission has also ruled on billing 637 

determinants for Ameren Illinois in ICC Docket Nos. 12-0293 and 12-0001.  While 638 

ComEd asserted in both of its prior formula rate dockets that the Commission lacked the 639 

legal authority to use anything other than the unadjusted “historical weather normalized 640 

billing determinants” specified in Section 16-108.5(c)(4)(H), the Commission rejected 641 

that position.  As Dr. Hemphill states in his direct testimony (ComEd Ex. 1.0), ComEd 642 

has appealed that ruling and does not waive its legal argument, but will not relitigate that 643 

issue in this Docket.  Until and unless the courts rule otherwise, my testimony proceeds 644 

from the assumption that the Commission has the authority to adjust ComEd’s historical 645 

weather normalized billing determinants as required to establish appropriate charges and 646 

just and reasonable rates.  I address the facts that should guide the Commission’s exercise 647 

of that authority this year.   648 

Q. How should the Commission determine the billing determinants for the 2014 Rate 649 

Year? 650 

A. The Commission should not make any adjustment to the historical weather normalized 651 

billing determinants in setting 2014 Rate Year delivery service charges.  Making an 652 

adjustment would, based on the evidence here, not be just or reasonable.  Moreover, 653 

making an upward adjustment in the customer count billing determinant will result in an 654 

unjust and unreasonable under-recovery of ComEd’s prudent and reasonable costs.   655 
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In the alternative, if the Commission orders that the historical weather normalized 656 

billing determinants used to establish 2014 rates should again be adjusted, then the 657 

Commission should adjust those billing determinants both for changes in customers’ use 658 

and for changes in the number of customers.  To adjust only one billing determinant is 659 

inconsistent with the Commission’s logic that the incremental plant additions require an 660 

offsetting billing determinant adjustment because both customers’ use and the number of 661 

customers (albeit, as I said, in a minor way) affect those plant additions.   662 

Q. Assuming that the Commission has authority to adjust ComEd’s historical weather 663 

normalized billing determinants, does it follow that the Commission should make 664 

such an adjustment this year, regardless of the facts? 665 

A. No.  The Commission did not hold that it was required to make an adjustment regardless 666 

of whether or how new plant additions and changes in billing determinants were related.  667 

Indeed, the Commission made no adjustments to Ameren Illinois’ historical weather 668 

normalized billing determinants based on the record in those cases.3  Rather, the 669 

Commission has justified adjusting billing determinants based on its view of what is 670 

“reasonable and prudent,” a factual question.  Indeed, when the Commission in its final 671 

Order in ICC Docket No. 12-0321 rejected an alternative adjustment proposed by 672 

ComEd, it did so because it found that that ComEd had provided “insufficient evidence ... 673 

to find that a decline in kwh sales affects the number of customers amongst whom the 674 

                                                 
3  See, e.g., Docket 12-0293, Jones Dir., Ameren Ex. 7.0, 4:74-85; See also, Docket 12-0001, 

Jones Dir., Ameren Ex. 9.0, 3:59-5:88; Johnson Dir., Staff Ex. 9.0, 4:83-84; 22:480-23:501; 25:531-532; 
Staff Init. Br. at 42 (same result in prior Ameren case, as well). 
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revenue requirement should be spread” and thus “to determine that this decline should 675 

offset the increase in billing determinants that reflects New Business.”4 676 

Q. What was the factual basis on which past Commission adjustments were based? 677 

A. The Commission relied on the fact that ComEd, in accordance with EIMA, included in its 678 

Initial Rate Year Revenue Requirements plant additions that were projected as of the date 679 

of the filing (but still preceded entirely the rate year) which included plant additions made 680 

necessary by customer growth.  In its final Order in ICC Docket No. 12-0321, the 681 

Commission approved “an adjustment to billing determinants for customer growth related 682 

to projected plant additions included in the rate base” because “like Docket 11-0721, 683 

ComEd has included estimated distribution plant additions for New Business in the 684 

revenue requirement.”5  The Commission reasoned that since the growing number of 685 

ComEd customers – one type of “New Business” – affected projected plant additions 686 

included in rate base, ComEd’s billing determinants should also reflect the increase in the 687 

number of customers, just as pro forma plant additions in pre-EIMA cases had spawned 688 

new business revenue adjustments.   689 

Q. What, in sum, are the facts that lead to a different conclusion here? 690 

A. In our view, the facts that the Commission should consider in this case are:   691 

(1) ComEd’s 2013 projected plant additions do not increase ComEd’s total costs 692 

or, ultimately, its revenue requirements.  Unlike pro forma adjustments in test 693 

year ratemaking, projected plant additions in EIMA ratemaking shift cost 694 

                                                 
4  Commonwealth Edison Co., ICC Docket No. 12-0321 (Order December 19, 2012) at 29-30. 
5  Id. at 28. 
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recovery forward in time but do not change the actual-cost Reconciliation 695 

Revenue Requirements to which every Rate Year’s Initial Revenue 696 

Requirement is ultimately reconciled.  That is, the 2013 projected plant 697 

additions shift recovery of a portion of ComEd’s costs from 2016 to 2014, but 698 

they do not increase the costs ComEd ultimately recovers.   699 

(2) Plant additions tied to 2013 customer growth do not even materially increase 700 

the 2014 Initial Rate Year Revenue Requirement.  New Business plant 701 

additions make up only a small portion of projected 2013 plant additions, a 702 

very small portion of rate base, and a tiny portion of the revenue requirement.  703 

And, those New Business additions are driven by many factors other than the 704 

number of customers.  Even if every dollar of projected 2013 New Business 705 

plant additions was due to the addition of new customers – which is far from 706 

true – the total effect on ComEd’s revenue requirement would be 0.6% of the 707 

revenue requirement.   708 

(3) Although customer growth has been assumed in the past, we now know that it 709 

is not a given, particularly in our largest customer class.  Adjusting the 710 

historical customer count data is not necessary for accuracy and, in fact, 711 

replaces unadjusted counts – which are actual data and known to be accurate – 712 

with adjusted data based on a forecast of future customer counts that may be 713 

inaccurate. 714 

(4) An adjustment that affects only the temporary pre-reconciliation revenue 715 

requirement and does so by less than one percentage point cannot rationally 716 

support an adjustment to billing determinants that impairs ComEd’s ability to 717 
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recovers its entire revenue requirement forever and without any prospect of 718 

reconciliation.  This is true even without considering the uncertainty over 719 

whether there will even be customer growth this year.   720 

I explain these factual points in the remainder of my direct testimony in this section. 721 

C. 2014 Rate Year Historical Weather Normalized 722 
Billing Determinants Should Not Be Adjusted 723 

Q. Would the fact that ComEd’s 2014 Initial Rate Year Revenue Requirement includes 724 

“projected 2013 plant additions” increase ComEd’s revenues so as to warrant an 725 

offsetting adjustment to the billing determinants? 726 

A. No.  ComEd’s 2014 Initial Rate Year Revenue Requirement is based on 2012 actual costs 727 

and 2013 projected plant additions.  That increases the 2014 Initial Rate Year Revenue 728 

Requirement and therefore charges in 2014, all other things being equal.  But, it has no 729 

effect on ComEd’s actual cost revenue requirement for 2014:  the 2014 Reconciliation 730 

Revenue Requirement to which ComEd’s 2014 Initial Rate Year Revenue Requirement is 731 

reconciled.  That reconciliation revenue requirement includes no forecast plant additions 732 

(for 2013 or otherwise) and, indeed, is based on all plant actually placed in service 733 

through 2014.  No projected plant addition included in the 2014 Initial Rate Year 734 

Revenue Requirement has any effect on ComEd’s final 2014 Reconciliation Revenue 735 

Requirement – which will be set in the 2015 formula rate update and reconciliation case – 736 

or on the total amount that ComEd recovers against its costs.   737 

Q. You mentioned pro forma plant additions.  Are they not analogous to projected 738 

plant additions in the year prior to the rate year – for 2013 in this case? 739 
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A. No.  The idea that 2013 plant additions actually increase ComEd’s total revenues in the 740 

end – as pro forma plant additions did under traditional ratemaking in order to partially 741 

compensate for lag – is simply wrong.  The projected plant additions ComEd must 742 

include in the 2014 Initial Rate Year Revenue Requirement are not like the pro forma 743 

plant additions of test year days.  First, pro forma plant additions, under traditional 744 

ratemaking, did not raise only questions of timing.  A positive pro forma adjustment 745 

increased the test year revenue requirement and resulted in greater revenue requirements 746 

and greater total revenues.  There was no reconciliation of the revenue requirement under 747 

traditional ratemaking to reflect the actual plant placed in service for a given year.   748 

Moreover, those pro forma adjustments involved assets placed in service after the 749 

end of test year – that is, after the end of the year that the costs and investments at issue 750 

were supposed to represent.  They were generally allowed because they made the rates 751 

more appropriate in years after the test year.  Not so here.  Here, we have a 2014 Rate 752 

Year and the rates we are setting will only be in effect in that year.  No adjustment is 753 

being made for plant put into service after 2014.  By definition, all the projected 2013 754 

plant additions are forecast to be in place before the first penny of revenue is collected 755 

under the updated charges in January 2014.  What is more, the projection is used to 756 

moderate the reliance on the reconciliation adjustment, not to capture future increases.  757 

Future increases under EIMA ratemaking are addressed by the next annual formula rate 758 

update, not any projection.  Indeed, the plant additions are only “projected” because the 759 

actual data is not yet available, not because they look out beyond the year for which rates 760 

are being set.   761 
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Q. For the 2014 Rate Year, do New Business Plant Additions have a material impact on 762 

the 2014 Initial Rate Year Revenue Requirement? 763 

A. No.  The impact is very slight.  All 2013 projected plant additions relating to “new 764 

business” constitute only $149.3 million of the $917.8 million of projected plant 765 

additions – or about 16¼% of the total.  See ComEd Ex. 5.02.  In turn, this means that all 766 

new business plant additions constitute only 2¼% of the total rate base of $6,717.4 767 

million on which ComEd’s charges are set.  See ComEd Ex. 3.18, Sch FR B-1 Ln 36.  In 768 

the end, because rate base affects the revenue requirements through the rate of return and 769 

the revenue requirement is heavily driven by operating expenses, New Business plant 770 

additions account for only 0.6% of the 2014 Initial Rate Year Revenue Requirement.   771 

Q. Is the impact of New Business Plant Additions on ComEd’s revenue requirements a 772 

valid way of ascertaining the impact of customer growth on those revenue 773 

requirements? 774 

A. No.  The relationship between New Business and the revenue requirement is very weak, 775 

but the relationship between the revenue requirement and that portion of projected New 776 

Business that is driven by growth in the number of customers is even more tenuous.  777 

“New Business” additions are driven by many factors, including customers relocating, 778 

enlarging their operations, changing their operations, and changing their service needs.  779 

Only a fraction is attributable to changes in the number of customers.   780 

Q. In contrast, what is the impact on ComEd’s revenues for 2014 of adjusting weather 781 

normalized billing determinants for growth in the number of customers? 782 
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A. The downward effect on 2014 revenue is not tenuous.  Billing determinant adjustments 783 

affect the recovery of the entire revenue requirement, not just the projected plant 784 

additions, and inflating ComEd’s billing determinants based on projected customer 785 

growth will impair ComEd’s ability to recover its entire revenue requirement, not just the 786 

small portion related to new investment driven by customer growth.  The effect would be 787 

to reduce significantly ComEd’s ability to recover its just and reasonable revenue 788 

requirement.  And, while the projected 2013 plant additions have no effect on the 789 

ultimate revenue requirement, this revenue loss is the equivalent of a permanent 790 

disallowance without any finding of unjustness or unreasonableness because the 791 

reconciliation reconciles the revenue requirement not revenues.   792 

Q. Finally, is it necessary for the Commission to adjust ComEd’s historical weather 793 

normalized billing determinants to minimize the use of estimates, or to rely on the 794 

latest actual data? 795 

A. No.  The 2012 historical weather normalized billing determinants are the latest actual 796 

data that ComEd has.  Therefore, contrary to the assumption in the question, adjusting for 797 

2013 customer growth requires that added assumptions and projections be made, not 798 

fewer assumptions.  Indeed, the actual customer growth for 2013 will not be known until 799 

several months into 2014, as much of the December 2013 usage will not be billed until 800 

January 2014.  ComEd then needs to analyze the variance between December 2012 and 801 

December 2013 billings   802 



Docket No. 13-0318 
ComEd Ex. 2.0 Rev. 

Page 40 of 41 

D. If the Commission Finds that 2014 Rate Year Billing Determinants 803 
Should be Adjusted, It Would Be Unjust and Unreasonable to Adjust 804 
Only the Number of Customers While Ignoring Their Use of the System 805 

Q. If the Commission decides that it nonetheless wants to adjust the historical weather 806 

normalized billing determinants for the effect of 2013 plant additions, can an 807 

adjustment be rationally made only for the anticipated growth in the number of 808 

customers? 809 

A. No.  Factually, the argument for adjusting the billing determinants because of a belief that 810 

the number of customers will grow and thereby affect ComEd’s 2014 revenues is the 811 

same as the argument for adjusting the billing determinants to account for the fact that 812 

use of the system per customer is shrinking and that shrinkage will affect ComEd’s 2014 813 

revenues.   814 

There is no just basis for treating them disparately, no matter how the adjustments 815 

are viewed.  Viewed from the perspective of the investment, just as ComEd must provide 816 

equipment to serve new customers, ComEd needs to invest less and less to serve groups 817 

of new customer load as use and demand shrinks.  Indeed, declining customer use affects 818 

a broader range of types of plant investment than New Business alone.  Viewed from the 819 

perspective of revenues, the same is true.  If the Commission adjusts billing determinants 820 

to offset the revenues from projected new plant (however small), the Commission must 821 

also recognize that ComEd’s revenues will be affected by decreased sales and demand.  If 822 

adjustments are made to account for revenue impacts, there is no reason to look at only 823 

one side of the story.   824 



Docket No. 13-0318 
ComEd Ex. 2.0 Rev. 

Page 41 of 41 

Q. Past Commission Orders have found that new customer growth and use of delivery 825 

services per customer were not related.  Does that have any impact on your 826 

testimony or the validity of your conclusions? 827 

A. Not at all.  I do not claim that the trends in the number of customers and in the average 828 

use of delivery services by customers rely on each other, or that one causes the other.  829 

They are, however, both real trends that have impacts on ComEd’s billing determinants, 830 

investments, and revenues.  Changes in the quantity of customers’ use of ComEd services 831 

cannot be ignored simply because those changes are unrelated to the number of 832 

customers using the services.   833 

Q. Is there any policy reason why the Commission should also in this case reject 834 

adjustment of the billing determinants only for growth in the number of customers? 835 

A. Yes.  Utility conservation programs, including demand response and energy efficiency 836 

programs, affect the use per customer.  The more effective the programs are, up to the 837 

point where they are no longer cost-effective, the more they tend to reduce use per 838 

customer.  By adjusting billing determinants for growth in the number of customers while 839 

ignoring declines in use of the system by each customer, the Commission would create a 840 

financial disincentive for utilities to support energy efficiency and demand response.   841 

VI. CONCLUSION 842 

Q. Does this complete your direct testimony? 843 

A. Yes.  844 


