
 
ComEd Ex. 12.0 

 

STATE OF ILLINOIS  

ILLINOIS COMMERCE COMMISSION 

COMMONWEALTH EDISON COMPANY 
 
Annual formula rate update and revenue 
requirement reconciliation under 
Section 16-108.5 of the Public Utilities Act 

: 
: 
: 
: 
: 

No. 13-0318 

 

Rebuttal Testimony of 

ROSS C. HEMPHILL, PH.D. 

Vice President, 

Energy Acquisition 

Commonwealth Edison Company 
 

 



Docket No. 13-0318 
ComEd Ex. 12.0 

 Page i 

TABLE OF CONTENTS 

Section  Page 

I.  INTRODUCTION AND SUMMARY ............................................................................... 1 

A.  Witness Identification ............................................................................................. 1 

B.  Summary of ComEd’s Rebuttal Testimony ............................................................ 1 

II.  THE EIMA RATEMAKING STRUCTURE GOVERNS ADJUSTMENTS AND 
DISALLOWANCES PROPOSED IN THIS DOCKET ..................................................... 3 

A.  The Role and Purpose of Annual Update Dockets ................................................. 3 

B.  Disallowances and Adjustments Should be Proposed Using the Approved 
Rate Formula ........................................................................................................... 6 

C.  Response to Other Formula-Related Arguments .................................................... 7 

III.  REPORTING OF EIMA INVESTMENT DATA .............................................................. 9 

IV.  CONCLUSION ................................................................................................................. 10 

 

 
 



Docket No. 13-0318 
ComEd Ex. 12.0 

 Page 1 of 10 

I. INTRODUCTION AND SUMMARY 1 

A. Witness Identification 2 

Q. Will you please identify yourself and describe your prior participation in this 3 

Docket? 4 

A. My name is Ross C. Hemphill.  I served as ComEd’s Vice President of Regulatory Policy 5 

and Strategy, as described in ComEd Ex. 1.0 REV, through August 11, 2013, and 6 

thereafter became Vice President, Energy Acquisition.  I submitted testimony to the 7 

Illinois Commerce Commission (“Commission” or “ICC”) identified as Commonwealth 8 

Edison Company (“ComEd”) Exhibit (“Ex.”) 1.0, which was revised (as ComEd Ex. 1.0 9 

REV) to account for the passage of Public Act (“PA”) 98-0015.   10 

B. Summary of ComEd’s Rebuttal Testimony 11 

Q. What are the principal purposes for, and conclusions of, your rebuttal testimony? 12 

A. Given the direct testimony submitted by other parties in this case, it is important to put 13 

this proceeding into context within the EIMA1 formula ratemaking process.  At the core 14 

of that process is the distinction between the approved rate formula itself and the annually 15 

updated costs and other data that populate it.  I explain why the Commission should in 16 

this Docket reject proposals that are contrary to the established formula.  I also explain 17 

why the Commission should use the established rate formula to analyze the disallowances 18 

proposed by the Illinois Attorney General’s office (“AG”) and, jointly, by the Citizens 19 

Utility Board, the City of Chicago, and the Illinois Industrial Energy Consumers 20 

(collectively, “CCI”).   21 

                                                 
1  “EIMA” refers to the Energy Infrastructure Modernization Act, the changes and additions made 

to the Illinois Public Utilities Act (“PUA”) by PA 97-0616, as amended by PA 97-0646 and PA 98-0015.   
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Next, I briefly rebut erroneous claims by CCI witness Michael Gorman that the 22 

approved reconciliation process “mismatches” data from different years and that the 23 

workings of the EIMA process are somehow unfair.   24 

Lastly, I discuss Staff witness Kahle’s proposal regarding reporting of EIMA 25 

investment data. 26 

Q. Who are the other witnesses presenting rebuttal testimony on behalf of ComEd and 27 

what topics do they address? 28 

A. The following witnesses also provide rebuttal testimony on ComEd’s behalf: 29 

 Christine M. Brinkman, CPA (ComEd Ex. 13.0) responds to specific proposals 30 

made by witnesses for Staff, the AG, and CCI that violate the approved rate 31 

formula, as well as several specific proposed disallowances.  Ms. Brinkman also 32 

explains why the proposal by Staff and AG witnesses to increase a subset of 33 

ComEd’s billing determinants should be rejected based on the facts established in 34 

this proceeding.  Finally, Ms. Brinkman responds to Staff’s recommendations 35 

concerning Exelon Business Services Company (“BSC”) transactions. 36 

 Martin G. Fruehe (ComEd Ex. 14.0) responds to the remaining Staff and 37 

Intervenor proposals (other than those dealing with rate case expenses) to adjust 38 

or disallow portions of: (1) the 2012 Reconciliation Revenue Requirement, (2) the 39 

2014 Initial Rate Year Revenue Requirement, or (3) the 2014 Rate Year Net 40 

Revenue Requirement.2  He also presents and supports the updated calculations of 41 

those revenue requirements, reflecting both ComEd’s positions and the effect of 42 

                                                 
2  Those terms are defined in ComEd’s direct testimony and are used consistently throughout 

ComEd’s submissions to the Commission. 
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any proposals of other parties that ComEd concurs with, accepts, or in the interest 43 

of reducing controversy simply does not contest.   44 

 Anastasia M. Polek-O’Brien (ComEd Ex. 15.0) responds to ICC Staff (“Staff”) 45 

witnesses Richard Bridal and Michael McNally’s proposed disallowances of 46 

certain rate case, appeal, and remand expenses.  She shows why ComEd’s 2012 47 

expenses for Docket Nos. 07-0566 and 10-0467 were just and reasonable, and 48 

responds to Mr. Bridal and Mr. McNally’s proposed disallowances of 2012 rate 49 

case expenses for Docket Nos. 11-0721 and 12-0321. 50 

Q. What are ComEd’s updated revenue requirements supported by those testimonies? 51 

A. Based on the record, ComEd’s 2012 Reconciliation Revenue Requirement is 52 

$2,134,427,000; (2) ComEd’s 2014 Initial Rate Year Revenue Requirement is 53 

$2,189,267,000; and (3) ComEd’s 2014 Rate Year Net Revenue Requirement is 54 

$2,361,814,000.  Rates based on that latter revenue requirement should go into effect 55 

with the January, 2014 billing period.   56 

II. THE EIMA RATEMAKING STRUCTURE GOVERNS ADJUSTMENTS 57 
AND DISALLOWANCES PROPOSED IN THIS DOCKET  58 

A. The Role and Purpose of Annual Update Dockets 59 

Q. What is the role of this proceeding in the EIMA ratemaking process? 60 

A. This is an annual rate update and revenue requirement reconciliation proceeding.  The 61 

annual update and reconciliation cases provide the Commission the opportunity to review 62 

ComEd’s updated costs and other data that are inputs to the rate formula, to consider the 63 

reasonableness and prudence of those cost inputs, and to assess whether the calculations 64 

resulting in the updated rates are correct.  65 
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Q. Is the ratemaking formula established or revised in this proceeding? 66 

A. No.  In EIMA’s own words:3   67 

The Commission shall not ... have the authority in a proceeding under this 68 
subsection (d) to consider or order any changes to the structure or protocols 69 
of the performance-based formula rate approved pursuant to subsection (c) 70 
of this Section. 71 

Q. Has ComEd’s rate formula itself been modified since it was first established? 72 

A. Yes.  The formula for ComEd was originally established in Docket No. 11-0721.  While 73 

the Commission did not substantively alter it thereafter, it was modified pursuant to the 74 

direction of the General Assembly.  Public Act 98-0015, which became effective on May 75 

22, 2013, required that specific corrections be made to the formula and to revenue 76 

requirements established under the prior uncorrected formula.   77 

As required by PA 98-0015, ComEd submitted to the Commission for review and 78 

approval revised formula rate tariff sheets, the resulting complete rate formula template 79 

populated with updated data called for by PA 98-0015, and certain informational 80 

sheets.  On June 5, 2013, after Staff reviewed those materials and submitted to the 81 

Commission a report of its review, the Commission held that ComEd’s “proposed [rate 82 

formula] tariff changes are found to be in compliance with Public Act 83 

98-15.”4  Compliance tariff sheets, informational sheets, and populated formula templates 84 

were filed, effective as of June 6, 2013.  That rate formula remains in effect unchanged.   85 

Q. Does any party or witness argue that the Commission can substantively modify the 86 

rate formula in an annual update proceeding like this one? 87 

                                                 
3  220 ILCS 5/16-108.5(d). 
4  Illinois Commerce Comm’n, ICC Docket No. 13-0386 (Final Order, June 5, 2013). 
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A. No.  Indeed, Staff has expressed its understanding in prior update proceedings that 88 

“changes to the formula rate structure or protocols cannot be considered in an annual 89 

update filing/reconciliation proceeding.”5  But, several proposals by Intervenors and Staff 90 

are nonetheless incompatible with the approved formula and could not be adopted 91 

without changing its substance. 92 

Q. Can you please describe those proposals in more detail? 93 

A. Yes.  Four proposed adjustments or disallowances are contrary to the rate formula. 94 

 Mr. Effron claims that ComEd “should” use an average rate base in ascertaining 95 

its actual return on equity to determine whether and to what extent the ROE 96 

Collar applies.  See Effron Dir., AG Ex. 2.0, 11:228 – 14:312.  But, ComEd’s 97 

calculation is exactly what is called for in the formula, and Mr. Effron’s 98 

“average” rate base is inconsistent with its terms.  99 

 Messrs. Gorman and Brosch claim that ComEd is using an inflated reconciliation 100 

interest rate, although they cannot and do not argue that ComEd’s rate is anything 101 

other than what the approved rate formula authorizes and requires ComEd to 102 

apply.  See Gorman Dir., CCI Ex. 1.0, 3:47 – 4:8; Brosch Dir., AG Ex. 1.0, 103 

13:293 – 18:391. 104 

 Messrs. Brosch, Effron, and Gorman argue that deferred taxes relating to the 105 

reconciliation process should be addressed differently.  See Brosch Dir., AG 106 

Ex. 1.0, 18:395 – 26:587; Effron Dir., AG Ex. 2.0, 14:314 – 18:400; Gorman Dir., 107 

CCI Ex. 1.0, 7:148 – 8:169.  ComEd, however, reflected the deferred taxes as 108 

                                                 
5  E.g., Commonwealth Edison Co., Docket No. 12-0321, Jones Reb., Staff Ex. 6.0, 10:189-96, 

11:217-19. 
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provided in the approved formula, while the proposals of Messrs. Brosch, Effron, 109 

and Gorman are contrary to that formula.     110 

 Mr. Kahle recommends using a separate cash working capital calculation for the 111 

calculation of the initial revenue requirement.  See Staff Ex. 2.0, 7:121 – 9:161.  112 

Again, this recommendation is neither in the formula nor consistent with it.  113 

Ms. Brinkman (ComEd Exs. 13.0), who addresses the details of ComEd’s rate formula, 114 

points out the specific portions of the formula that are inconsistent and incompatible with 115 

those arguments.   116 

Q. How does ComEd respond to those proposals? 117 

A. Because those proposals are inconsistent with the established rate formula, they must be 118 

rejected in this case.  To adopt them nonetheless would be to improperly change the 119 

formula itself.  However, Ms. Brinkman and Mr. Fruehe (ComEd Exs. 13.0 and 14.0, 120 

respectively), in the alternative, also explain their lack of substantive merit. 121 

B. Disallowances and Adjustments Should be Proposed Using the 122 
Approved Rate Formula 123 

Q. How should proposed disallowances and other adjustments to ComEd’s rates be 124 

proposed? 125 

A. Challenges to the updated inputs should be analyzed using the rate formula and depicted 126 

with schedules that conform to that formula.   127 

Q. Why should adjustments be analyzed and depicted using the rate formula? 128 

A. Using the rate formula is the only way to determine the actual impact of a proposed 129 

disallowance.  If an input to one part of the formula calculation changes, other parts of 130 

the calculation often change, too.  A change can also affect calculations for future 131 
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years.  Those effects are easily lost or obscured if the formula is not used.  For example, 132 

an adjustment that decreases an initial revenue requirement often increases future 133 

reconciliation adjustments, revenue requirements, and interest.  Likewise, revenue 134 

requirement calculations must be performed using the formula in order to determine the 135 

interaction with the ROE collar.  Moreover, unless the Commission sees how a proposed 136 

change would affect the formula, it may not be obvious that a proposal – like the four that 137 

I addressed above here – are actually inconsistent with the formula and could only be 138 

implemented if the formula itself is changed. 139 

C. Response to Other Formula-Related Arguments 140 

Q. Mr. Gorman (CCI Ex. 1.0) begins his testimony by observing that “the Commission 141 

determined that reconciliation calculations must match ComEd’s projected costs 142 

and actual costs for the same year ....”  He claims, however, that ComEd’s 143 

“description of its process [and its workpapers] indicates that ComEd has used data 144 

from years that do not follow the Commission’s direction.”  Is he correct? 145 

A. No.  Mr. Gorman’s claim that ComEd’s rate formula reconciles initial and final revenue 146 

requirements for different years is wrong.  In this case, ComEd is comparing the Initial 147 

Revenue Requirement established in advance (or, in his words, “projected”) for 2012 148 

with a revenue requirement for that same year but based on ComEd’s now-known, actual 149 

2012 costs.  There is no mismatch in the years, and this is exactly the reconciliation 150 

approach approved by the Commission in prior ComEd and Ameren rate orders. 151 

Q. Does Mr. Gorman offer any other comments on the formula or its effect on ComEd? 152 

A. Yes.  In the final section of his direct testimony, Mr. Gorman claims that ComEd 153 

calculated the ROE Collar so as to allow ComEd to earn “at the high end” of the 154 
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permitted range, and suggests that the Commission should try to assess whether “the total 155 

formula rate mechanisms are balanced and fair to customers and ComEd.”6  Mr. Gorman 156 

also seems to imply that something is suspect or unfair about carrying charges amounting 157 

to about 1.5% of the revenue requirement, but he does not explain why. 158 

Q. Does ComEd have discretion in the way the collar is calculated? 159 

A. No.  ComEd does not choose how to calculate and apply the ROE Collar.  The inputs that 160 

drive whether the ROE Collar is triggered at all are specified in approved, as well as 161 

those that determine its effect when it applies, are stated in EIMA and spelled out in 162 

ComEd’s approved rate formula.   163 

Q. Did ComEd calculate the collar improperly? 164 

A. No.  As Ms. Brinkman confirms, ComEd calculated the collar in the way EIMA and the 165 

approved formula specifies.  The fact that in a given year ComEd earned “at the high 166 

end” of the permissible earnings range is no argument against either the formula or the 167 

approved method of determining whether and to what extent the collar is triggered.  To 168 

the extent that ComEd’s earnings would otherwise exceed the limits imposed by the PUA 169 

and the approved ROE Collar, any excess is returned to customers.   170 

Q. Does Mr. Gorman raise a valid concern about the size of the reconciliation balance 171 

compared to ComEd’s overall revenue requirement? 172 

A. No.  Each year, the reconciliation adjustment is based on the difference between the 173 

actual, known-cost Reconciliation Revenue Requirement for the rate year being 174 

reconciled and the Initial Revenue Requirement “projected” two years earlier.  That 175 

                                                 
6  Gorman Dir., CCI Ex. 1.0, 11:228, 231-33. 
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difference can be significant, as it was for 2012.  The carrying charges represent the time 176 

value of money (interest) on that sum over the two years before it is collected from or 177 

refunded to customers (depending upon whether the adjustment is positive or negative).  178 

In this case, the reconciliation adjustment is $149,279,000, or 7% of the final 2012 179 

revenue requirement of $2,134,427.7  That nearly $150 million sum represents actual 180 

investment expenditures by ComEd that served customers and for which ComEd did not 181 

recover any return.  There is nothing “unreasonable” about the resulting carrying charges.   182 

III. REPORTING OF EIMA INVESTMENT DATA 183 

Q. Does any witness comment on ComEd’s identification of the capital investments it 184 

placed in service during 2012, and plans to place in service during 2013, under 185 

Section 16-108.5(b) of EIMA? 186 

A. Yes.  Staff witness Daniel Kahle (Staff Ex. 2.0) acknowledges that ComEd has provided 187 

the data relating to incremental EIMA plant additions placed in service in 2012 and 188 

incremental EIMA plant additions projected to be placed in service in 2013 that the 189 

Commission in Docket No. 12-0321 ordered ComEd to provide. 190 

Q. Did Mr. Kahle offer any further recommendations regarding ComEd’s reporting of 191 

these investments? 192 

A. Yes.  He offered two added recommendations (Kahle Dir., Staff Ex. 2.0, 5:73-87): 193 

1. Beginning with the next formula rate update, ComEd should report by category its 194 

cumulative actual investments under Section 16-108.5(b)(1) of EIMA; and  195 

2. Beginning with this Docket, ComEd should “report ... actual and projected 196 

investments accumulated for each year” of the ten EIMA investment years, so as 197 

                                                 
7  ComEd Ex. 14.01, Sch FR A-1, lines 24 & 36. 
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to “allow the Commission to assess the Company’s ability to comply with the 198 

investment requirements for total investments made throughout the life of” 199 

EIMA.   200 

Q. How does ComEd respond to Mr. Kahle’s first recommendation? 201 

A. ComEd accepts the Commission finding Mr. Kahle proposes at page 6, lines 95-100, of 202 

his direct testimony (Staff Ex. 2.0) and the immediately following chart, subject to any 203 

numerical revisions required by the Commission’s final Order.  204 

Q. How does ComEd propose to address Mr. Kahle’s second recommendation? 205 

A. Mr. Kahle confirmed in his response to Data Request 5.01 to Staff (attached as ComEd 206 

Ex. 12.01) that his second recommendation is satisfied by ComEd’s provision in its 207 

annual Infrastructure Investment Plan reports, due by April 1 each year, of an updated 208 

data table like that in the Request.  ComEd commits to continue to provide that data.  209 

IV. CONCLUSION 210 

Q. Please summarize the regulatory actions that the Commission should take. 211 

A. The Commission should reject proposed adjustments and disallowances that are 212 

inconsistent with the approved rate formula.  It should approve the rates and revenue 213 

requirements supported by ComEd’s Revised Direct Testimony subject to any 214 

adjustments agreed to in ComEd’s rebuttal testimony.   215 

Q. Does this complete your rebuttal testimony? 216 

A. Yes, it does. 217 


