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INTRODUCTION AND SUMMARY 

A. Identification of Witness 

What is your name and business address? 
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Joseph R. Trpik, Jr., Commonwealth Edison Company ("CornEd"), One Financial Place, 

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

By whom are you employed and in what capacity? 

I am a Senior Vice President of CornEd and its Treasurer and Chief Financial Officer. 

B. Subject of Direct Testimony 

For what purpose is this direct testimony submitted to the Commission? 

I submit this testimony in the event that the Illinois Commerce Commission 

("Commission" or "ICC") elects to open an investigation into CornEd's Advanced 

Metering Infrastructure ("AMI") meter deployment schedule in response to the filing of 

CornEd's 2013 AMI Annual Implementation Progress Report ("AIPR" or "Report"). 

What does your direct testimony address? 

My testimony explains why the revenues that CornEd is now receiving, and will receive 

under the decisions currently interpreting ElMA, 1 cannot fund a program of AMI meter 

deployment that begins in 2013. I do not argue those rate decisions; I only report their 

results. If deferrals had not been made in response, CornEd would have faced capital 

expenditures of about $75 million in 2013 and $125 million in 2014 that could no longer 

I EIMA refers to the changes and additions made to the Illinois Public Utilities Act ("PUA") by 
Public Acts 97-0616 and 97-0646. Additional clarifications are also the subject of Senate Bill 9, which 
passed the Illinois General Assembly on March 21, andis currently pending before the Governor. 
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be adequately supported by CornEd's revenues- revenues which were reduced by about 

.. $10.0 .million ... per.year .. onaverage. It is not possible for CornEd to expedite AMI 

deployment without plugging that gap through significant borrowing, which would not be 

prudent or reasonable. 

C. Background and Qualifications 

Mr. Trpik, what are your duties as CornEd's Senior Vice President, Chief Financial 

Qfficer aud Treasurer? 

As Senior Vice President, CFO and Treasurer of CornEd, I am responsible for all 

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

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

at CornEd and other companies affiliated with Exelon Corporation. 

What is your educational background? 

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

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

Florida. 

D. Identification of Exhibits 

Are there any exhibits attached to your direct testimony? 

CornEd Ex. 3.01 is a copy of a Moody's Credit Opinion report concerning CornEd dated 

March 5, 2012. CornEd Ex. 3.02 is a copy ofa Fitch Ratings report dated September 25, 

2012. CornEd Ex. 3.03 is a copy ofa Moody's Credit Opinion report concerning CornEd 

dated March 5, 2013. 
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FINANCIAL LIMITATIONS ON AMI DEPLOYMENT 

A. The Circumstances as of April 2013 
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43 Q. Is CornEd financially able to accelerate the deployment of AMI meter to 2013 or 

44 2014 under current rates and revenues? 

45 A. No. Accelerating the deployment of AMI meters would require significant increases in 

46 capital expenditures with concomitant cash flows demands in both this year and next. 

47 However, there is no added capital available to meet those demands. The incremental 

48 cost of acceleration is illustrated in the table below, which sums up the same data as 

49 underlie the analyses in Section II and Appendix B of CornEd's 2013 AMI Annual 

50 Implementation Progress Report. 

Capital 2013 2014 
Current Budget 3.8 36.7 
Staff Alternative 41.6 81.8 

Variance 37.8 45.1 
Staff Alternative - Adjusted 39.3 76.9 

Variance 35.50 40.20 

51 As shown, were CornEd to pursue acceleration of AMI deployment as proposed in the 

52 best of the acceleration alternatives, called "Staff Alternative - Adjusted," it would need 

53 more than $75 million in additional capital over a little more than the next year and a 

54 half. CornEd is already facing capital shortfalls; it is unrealistic to expect CornEd to 

55 invest between $75 and $90 million more over the next 20 months. 

56 Q. Why is CornEd capital constrained when in 2012 it planned on deploying meters 

57 that year? 
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The answer is simple: CornEd's revenues and financial capability are now very different 

than CornEd .expected ... CornEd's April 2012 AMI plan was based on the belief that 

CornEd's revenues would support the planned investments. CornEd's capability to 

sustain increased investment was almost entirely a function of CornEd's view of EIMA 

and our expectation of how rates would be set under it. Now, we know that our actual 

rates and revenues are very different. Under those rates and revenues CornEd cannot pay 

for such an aggressive AMI deployment. The required funds are not there under current 

rates, nor are they within CornEd's prudent reach. 

Does your testimony make any assumptious about the validity of the Commission's 

past rate orders? 

No. I am not rearguing the rationales for any of the disallowances the Commission 

ordered in Docket Nos. 11-0721 and 12-0321. 2 Whether they are correct is an issue for 

the Courts, the General Assembly, and the Governor. I am simply reporting the financial 

consequences of those decisions, i.e., the revenues that resulted and what investments 

those revenues can support. My conclusion is based on comparing the revenues that 

CornEd is actually receiving (and that it will continue to receive absent change) with the 

expenses and capital expenditures that CornEd budgeted for in 2012. 

What would the financial effect have been if CornEd had kept spending as planned 

in 2012 given current rates and revenues? 

2 Commonwealth Edison Co., ICC Docket No. 11-0721, Final Order (May 29, 2012) and Order on 
Rehearing (Oct. 3, 2012); Commonwealth Edison Co., ICC Docket No. 12-0321, Final Order (Dec. 19, 
2012) and Amendatory Order (Feb. 14,2012) (the "Rate Case Orders"). 

Page 4 of 10 



77 A. 

78 

.79 

80 

81 

82 

83 Q. 

84 

85 A. 

86 

87 

88 

89 

90 

91 

92 

93 

94 

95 Q. 

96 

97 A. 

98 

Docket No. 13-XXXX 
CornEd Ex. 3.0 

Without the significant cutbacks and deferrals from the budgets developed in early 2012 

.. lNhenEIMA was enacted, CornEd could not have prudently operated. We could not have 

come close to balancing our income and expenses. In fact, without the cutbacks and 

deferrals CornEd executed, AMI meter deployment would have left CornEd short by over 

$250M between 2012 and 2014 - roughly the same amount as the revenue shortfall over 

that same period. 

Do these financial limitations mean that CornEd will not fulfill its obligations nnder 

the Energy Infrastructure Modernization Act ("EIMA")? 

No. CornEd is committed to meeting its obligations under EIMA, including those related 

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

new investments for as long as CornEd is a participating utility. The Revised AMI Plan 

approved by the Commission's Order on Rehearing in Docket No. 12-0298 meets the 

legal requirements of an AMI Plan, as the Commission found. It also responds to our 

financial condition both by deferring the heaviest AMI meter investments to later years 

when more of the other EIMA investment is complete and providing time for the 

Commission, courts, and General Assembly to address issue of adequate funding for AMI 

deployment. 

B. Capital Bndgeting and Limitations Explained 

How, in plain language, do capital and cash flow limitations affect utility 

investments? 

Essentially any utility investment - including in AMI meters - results in an immediate 

expenditure of funds that is only recovered, if it is fully recovered, over a long period of 
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time. In common parlance, the purchase is financed by utility capitaL Of course, that 

.capital has a cost .and .that .. cost .of capital is also recovered only over a long period of 

time, as the capital expenditure itself is being recovered. Thus, from a financial 

perspective, an investment both immediately impacts cash flow, using available cash, and 

commits resources now in exchange for a long-term and, to varying degrees, risky 

prospect of recovery. Being expensive investments with extended depreciation and 

payback periods, AMI systems and meters strongly implicate those concerns. 

How do companies like CornEd prudently manage their capital investment 

capabilities? 

All companies' capital resources are limited, just as are CornEd's. In order to manage 

those limited resources and respect other managerial goals and limitations, companies 

establish capital budgets and limits on capital expenditures. Typically, as with CornEd, 

those budgets and limitations are established by the company's Board of Directors on a 

firm-wide basis and enforced by strong financial controls. 

CornEd's financial team works with Operations on at least an annual basis to 

establish those budgets and limitations based on factors including: CornEd's expected 

revenues and cash flow; its costs of and access to capital; its operating and other risks; 

and its overall financial strength. Capital expenditures are then prioritized, largely by 

Operations, based on risk characteristics, costs and benefits, and operational metrics of 

particular types of investments. 

C. CornEd Cannot Prudentlv Borrow to Cover the Shortfall 

Why is it not appropriate for CornEd to simply borrow the capital required? 
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The ability to access the capital markets is not the appropriate measure of whether 

CornEd's finances warranuaking..on additional debt to fund added investments that are 

not supported by added revenues. Moreover, this is an inappropriate time for CornEd to 

assume additional debt to finance long-term capital investment, especially in projects 

without an established path to full cost recovery. Currently, CornEd's revenues do not 

recover its prudent and reasonable costs, including its costs of capital, i.e., the actual 

payments it makes considering that no expense or investment was found imprudent by 

the Commission. CornEd faces, rather, a continuing revenue shortfall of about $100 million 

per year in 2014 and beyond. CornEd should not take on further leverage under those 

circumstances, regardless of whether it remains able to do so. 

How does the incomplete and uncertain cost recovery impact CornEd's capital 

budget? 

Incomplete and uncertain cost recovery is a significant concern for CornEd, one that is 

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

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

harm CornEd's financial health if the costs of that investment are not recovered. CornEd 

understood EIMA addressed this concern by providing a predictable regulatory 

framework for the timely and full recovery of CornEd's prudent and reasonable costs. 

But, as I said, that promise has not been realized. CornEd is not recovering its actual 

costs. Because of rulings in the Rate Case Orders, the money actually being paid to 

CornEd for utility service does not recover even the allowed revenue requirement. 
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142 Further, the basis on which the Rate Case Orders prevent CornEd from fully 

. .J 43 .. recovering .its ... costs .creates added uncertainty about future cost recovery, an uncertainty 

144 which the market shares. As I have testified before, I see this concern manifested, for 

145 example, in credit rating agency reports that specifically address the regulatory 

146 environment as a risk. Moody's noted this as early as March 2012, concluding that: 

147 We continue to view the state's regulatory framework for electric 
148 utilities as having the potential to be unpredictable and unreliable. 
149 Therefore, the regulatory framework (Factor I in Moody's 
150 Methodology) for CornEd continues to be scored below investment 
151 grade or at Ba. Our future assessment of this Factor will be influenced 
152 by the manner in which the new regulatory framework is implemented 
153 and whether it is accepted as a workable regulatory model by key 
154 constituents. 

155 CornEd Ex. 3.01. 
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The concern Moody' express continues. More recently, credit agency Fitch 

Ratings wrote: 

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

CornEd Ex. 3.02 

While the Commission ultimately restored cost recovery for pension 

contributions, the two other concerns identified by Fitch remain. Indeed, Moody's just a 

few weeks ago acknowledged the improvement due to the change in pension cost 

recovery, but concluded that the regulatory environment remains "unpredictable" and that 

the "[ c ]continuing complications with the implementation of the formula-rate-plan has 

reinforced previous concerns" in that respect. CornEd Ex. 3.03 (abbreviations omitted). 
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What is the appropriate financial response to CornEd's uncertain and constrained 

"financial resources? 

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

hand, and costs and investment expenditures on the other. The prudent financial response 

to incomplete and uncertain cost· recovery is not to borrow and spend more money, 

regardless of whether CornEd has the ability to access the capital markets. 

How do these revenue and cost recovery risks and challenges affect CornEd's ability 

to accelerate AMI investment? 

They demonstrate why accelerating discretionary infrastructure spending, particularly 

through incremental debt financing, is not appropriate. The negative financial impacts of 

the Rate Case Orders constrain prudent investment regardless of CornEd's raw ability to 

access capital markets or to do so without suffering an immediate ratings downgrade. It 

is my professional opinion, and the view of CornEd management, that it would be 

financially imprudent and unsound to proceed accelerate AMI meter under current rates 

and revenues, even if the minimum funds required could be borrowed. 

CONDITIONS UNDER WHICH ACCELERATION IS POSSIBLE 

Are there are any circumstances under AMI meter investment and deployment 

could be accelerated prudently? 

Yes. The revenue shortfall would be addressed, at least prospectively, ifthe Commission 

reversed its decisions that impair CornEd's ability to recover its reasonable and prudent 

costs of service or in the event that the Illinois appellate courts instruct the Commission 
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to do so. 3 The Illinois General Assembly also passed on March 21, 2013, Senate Bill 9, 

.whichjs now beforethe.Governor .. Jf-itbecomes effective, Senate Bill 9 would remedy 

much, but not all, of the capital shortfall and provide significant additional cash flow. If 

Senate Bill 9 does become effective before June 15, it will not completely address the 

inability of CornEd's revenues to cover all of its costs, but the substantial additional cash 

flow it would rapidly provide could be applied to accelerate AMI meter deployment in 

accordance with the "Staff Alternative - Adjusted" schedule. 

CONCLUSION 

Does this conclnde yonr direct testimony? 

Yes. 

J I am not an attorney and express no opinion on the question of how Commission reconsideration 
or appellate rulings can be put into effect. 
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