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I. INTRODUCTION AND SUMMARY 1 

Q. What is your name and prior participation in this Docket? 2 

A. Christine M. Brinkman.  I am the Director, Rates and Revenue Policy of Commonwealth 3 

Edison Company (“ComEd”).  I previously submitted pre-filed direct and rebuttal 4 

testimony (ComEd Exs. 2.0 REV, 13.0) in this Docket.  My background, professional 5 

qualifications, duties, and responsibilities are unchanged from those testimonies.   6 

Q. What, in summary, are the major subjects and conclusions of your surrebuttal 7 

testimony? 8 

A. Section II addresses efforts to change the established rate formula in this Docket.  As 9 

with ComEd’s rebuttal testimony, Dr. Hemphill addresses the role of the formula, I 10 

address the mathematics of the formula, and Mr. Fruehe addresses the numeric inputs to 11 

the particular calculations. 12 

In Section III, I identify the adjustments and disallowances proposed by Staff and 13 

Intervenors that continue to violate the established rate formula and explain why those 14 

adjustments and disallowances should be rejected.   15 

In Section V, I respond to the rebuttal testimony of Messrs. Johnson and Effron 16 

concerning billing determinants.  In particular, I highlight how their rebuttal testimony 17 

retreats from any claim that the facts before the Commission in this case justify the 18 

abandonment of historical weather normalized billing determinants.   19 

Finally, in Section VI, I briefly confirm ComEd’s acceptance of Staff’s proposed 20 

resolution of Staff’s BSC investigation.   21 



Docket No. 13-0318 
ComEd Ex. 17.0 

 Page 2 of 27 

II. COMED’S RATE YEAR 2014 RATES SHOULD BE SET BY THE 22 
ESTABLISHED RATE FORMULA 23 

Q. How should ComEd’s 2014 rates and revenue requirements be calculated? 24 

A. ComEd’s 2014 rates, its overall 2014 Rate Year Net Revenue Requirement, and the 25 

revenue requirements, reconciliation adjustment, and ROE collar that contribute to them 26 

should be calculated in this Docket (the “Formula Rate Update” or “FRU” docket) using 27 

the approved rate formula and data updated as per that formula and EIMA.1  Until and 28 

unless that formula is changed due to, for example, the outcome of a pending appeal of 29 

Docket No. 11-0721 or 12-0321, the formula applicable to ComEd’s 2014 rates is the 30 

formula reflecting changes called for by PA 98-0015 that was filed with the Commission 31 

on May 30, 2013, and approved by the Commission in its Order dated June 5, 2013 in 32 

Docket No. 13-0386.  ComEd has used that formula in calculating its rates and revenue 33 

requirements.  34 

Q. Mr. Bridal’s rebuttal testimony argues that schedules derived from test year 35 

ratemaking can be used to analyze proposed disallowances and adjustments despite 36 

ComEd’s claim that they are more subject to error.  Can you provide examples of 37 

disallowances or adjustments proposed by Staff outside of the formula template 38 

(e.g., using Part 285 schedules) that lead to errors? 39 

A. Yes.  In Staff’s direct testimony in the current proceeding, in the calculation of the 40 

revenue requirement there were two such errors.  First, Staff recommended an adjustment 41 

to ComEd’s cost of long term debt from 5.34% to 5.39% (see Staff Ex. 6.0, page 5).  In 42 

the formula rate template, this adjustment would be made on Sch FR D-1, Line 12.  By 43 

                                                 
1  Capitalized terms such as the Initial Rate Year Revenue Requirement and Reconciliation 

Revenue Requirement are defined in the formula and first explained in Dr. Hemphill’s direct testimony, 
ComEd Ex. 1.0 REV, 5:86 – 6:107.  They have the same consistent meaning in my testimony.  
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not using the formula rate template, a downstream effect of this change was missed.  In 44 

particular, this change also results is an adjustment to the return on ComEd’s pension 45 

asset on FR C-3, Line 6 which is multiplied by the “Jurisdictional Pension Asset Net of 46 

ADIT” to derive at the pension funding cost.  This resulted in an understatement to 47 

expense of $551,000. 48 

Staff also recommended a $71,000 adjustment to depreciation expense related to 49 

disallowed incentive costs (Ex. 1.0, Schedule 1.17).  In the formula rate template, this 50 

adjustment would be made to App 8, Line 8, Column C.  A downstream change as a 51 

result of this adjustment is a change to total depreciation expense which is further applied 52 

to the accumulated reserve in the forecast of rate year depreciation expense on App 1, 53 

Line 40, Column C.  The downstream change as a result of Staff’s proposed depreciation 54 

expense reduction is a $71,000 increase to rate base (due the change in the accumulated 55 

reserve) which was missed in the test year ratemaking schedules. 56 

These examples illustrate the risk Dr. Hemphill testifies to as a matter of 57 

principle.  If the formula rate template was used, these errors would have been avoided as 58 

the schedules and appendices are linked and the changes would have “flown through” to 59 

the proper schedule and appendices.   60 

Q. Mr. Gorman suggests that ComEd is advocating a departure from that formula in 61 

this FRU proceeding (CCI Ex. 2.0, 3:46-58).  Is he correct? 62 

A. No.  Mr. Gorman appears to confuse what ComEd proposes in this Docket with our 63 

pending appeals.  ComEd has made clear that it is not waiving its appeals, including from 64 

Docket No. 11-0721 where the formula was first established.  In those appeals, among 65 

other things, ComEd contests the use of General and Intangible Plant allocators different 66 
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from and inconsistent with those used by the Federal Energy Regulatory Commission 67 

(“FERC”).  We believe those inconsistencies to be improper; the Commission, however, 68 

has disagreed.  We preserve that issue in case a reviewing court should agree with 69 

ComEd; we do not suggest that the Commission should otherwise revisit it here or that 70 

the Commission should change the approved rate formula in this Docket.   71 

Mr. Gorman’s misconception is also evidenced in the rate formula templates that 72 

ComEd has filed in this case.  None of them, from direct through the present, proposes 73 

replacing the allocators ordered by the Commission.  As Mr. Fruehe confirms,2 ComEd 74 

does advocate in this FRU proceeding using values for those allocators set by an updated 75 

Facilities Study, but that is a change to a formula input, not in the formula.   76 

III. PROPOSED ADJUSTMENTS THAT VIOLATE THE 77 
ESTABLISHED RATE FORMULA MUST BE REJECTED 78 

A. Improper Use of an Average Rate Base in the ROE Collar 79 

Q. Does any witness continue to propose using another definition of this calculation 80 

that is contrary to the Commission approved formula? 81 

A. Yes.  Mr. Effron (AG Ex. 4.0, 7:141-173) continues to propose using an average rate 82 

base, which he misleadingly refers to as the “actual” rate base, in the ROE collar 83 

calculation. 84 

Q. Your rebuttal testimony, among others, explained why this proposal was meritless.  85 

(ComEd Ex. 13.0, 6:105-8:149).  Does Mr. Effron’s rebuttal testimony make a case 86 

for adopting the proposal?   87 

                                                 
2  ComEd Ex. 18.0, 4:72:87 
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A. No.  Mr. Effron’s proposal violates the established rate formula.  It continues to ignore 88 

the actual FERC Form 1 rate base data known at the time of reconciliation.  And, it 89 

remains a mismatched calculation applying year-end capital structure ratios to an average 90 

rate base, resulting in an artificially inflated ROE. 91 

Q. Does any other witness propose this adjustment? 92 

A. No.  Further, Staff witness Bridal’s rebuttal testimony (Staff Ex. 7.0, 6:114 – 7:135) 93 

addresses the collar calculation without proposing any departure from year end rate base. 94 

Q. Mr. Effron notes that AG Counsel has advised him that “on September 5, 2013, a 95 

complaint was filed with the Commission seeking resolution of certain issues that 96 

the company has labeled “inconsistent with the approved formula”, including the 97 

use of an average rate base in the ROE collar calculation”.  Is this relevant to your 98 

testimony? 99 

A. No.  I understand that the AG has filed a complaint like Mr. Effron describes.  If this 100 

raises a legal issue, ComEd will discuss it in briefs.  But the fact that this it is repeated in 101 

the AG’s Complaint adds nothing to Mr. Effron’s proposal, nor does it make that 102 

proposal any more consistent with the established formula. 103 

B. Improper Effective Reconciliation Interest Rate 104 

Q. Why is the use of a gross up for taxes on the weighted average cost of capital 105 

(“WACC”) applied to the reconciliation balance appropriate? 106 

A. As I stated in my rebuttal testimony (ComEd Ex.13.0, 9:173-81), the revenue that ComEd 107 

receives for the interest on the reconciliation balance is subject to income taxes and, 108 

without a gross up for income taxes on the interest calculation, ComEd could not recover 109 
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or refund its carrying costs related to the reconciliation.  The reconciliation balance is 110 

simply a mathematical value not known until the reconciliation occurs.  It is an asset or 111 

liability just like any other asset or liability on ComEd’s financial statements which is 112 

financed by all of the financing elements included in the WACC. Thus, to recover the 113 

costs of that financing it is necessary to recognize the added tax costs associated with the 114 

equity component of the capital financing that portion of rate base.  That is what the gross 115 

up for income taxes does. 116 

Q. Does any witness continue to propose an interest calculation for the reconciliation 117 

adjustment that is contrary to the Commission approved formula? 118 

A. Yes.  Mr. Brosch (AG Ex. 3.0, 9:195 – 12:248) and Mr. Gorman (CCI Ex. 2.0, 4:81 – 119 

6:109) continue to advocate the use of a WACC without consideration of the associated 120 

income tax costs, which the approved rate formula expressly recognizes.  Further, in 121 

rebuttal testimony, Staff witness Mr. Bridal (Staff Ex 7.0, 38:828 - 41:896) has also taken 122 

a similar position. 123 

Q. Mr. Brosch opposes recognizing the tax costs ComEd incurs by suggesting that 124 

ComEd receives a tax benefit that offsets a portion of the tax to be paid on the 125 

reconciliation balance (AG Ex. 3.0, 10:216 – 11:238).  Does ComEd receive such a 126 

tax benefit or offset? 127 

A. No.  It appears that Mr. Brosch is inferring that ComEd financed the reconciliation asset 128 

with debt that had an interest rate equal to the WACC and therefore has interest expense 129 

which would be an expense deductible for purposes of calculating current year income 130 

tax.  Therefore, he reasons that since debt is accompanied by interest expense that 131 
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reduces taxable income, that reduction offsets any income tax that ComEd would pay on 132 

the reconciliation revenues themselves.  Both the premise and the logic are flawed. 133 

ComEd’s capital structure is not bifurcated to allocate certain capital to finance 134 

specific items.  The reconciliation balance is an asset or liability just like any other asset 135 

or liability on ComEd’s financial statements which is financed by all of the financing 136 

elements included in the WACC.   137 

Of course, debt is included in ComEd’s overall capital structure and its costs 138 

contribute to the WACC.  The “tax benefit” associated with the debt component is 139 

already recognized and addressed in the calculation that defines the “gross up” for tax 140 

costs.  Mr. Brosch’s “adjustment” deducts an added tax “benefit” related to the cost of 141 

equity that does not exist.  142 

Q. Mr. Brosch also suggests that the WACC return on rate base is different from the 143 

interest amount allowed on the reconciliation balance.  Is he correct? 144 

A. No.  There is no difference between the cost of financing the reconciliation balance and 145 

the cost of financing rate base.  Moreover, PA 98-0015 states that ComEd is to recover 146 

(or refund) interest at WACC.  As I have said, and no one disputes, ComEd cannot 147 

receive (or refund) WACC without the gross up that the established formula includes.  It 148 

is exactly analogous to the return on rate base gross up I just mentioned.   149 

Q. How do you address the fact that EIMA does not expressly state “including a tax 150 

gross up?” 151 

A. Like other costs and revenues, EIMA specifies that a WACC rate is to be applied to the 152 

reconciliation asset, and does not mention a gross up.  However, that does not mean that 153 

WACC should not be grossed up for taxes any more than it means other costs are not 154 
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grossed up for taxes.  Indeed, with the cost of equity in particular, ComEd and every 155 

other utility have consistently grossed up that equity cost for income taxes.  No party has 156 

ever objected to that, and the Commission has never disallowed that, no doubt because 157 

they all recognize a utility cannot earn the authorized return without it.  The gross up of 158 

the WACC interest on the reconciliation balance is no different. 159 

Q. Mr. Bridal claims that the gross-up of the WACC for the effect of income taxes is 160 

not necessary based on the way the reconciliation is calculated (Staff Ex 7.0 38:828-161 

43).  Is he correct? 162 

A. No.  Mr. Bridal states “by definition, the reconciliation amount is the difference between 163 

two revenue requirements.  Each of those revenue requirements was already grossed–up 164 

for taxes, thus, the resulting reconciliation amount itself is already grossed-up for taxes.”  165 

(Staff Ex. 7.0, 39:846-49).  Mr. Bridal is correct that the reconciliation amount is the 166 

difference between two revenue requirements that include a gross up for taxes.  However, 167 

the WACC interest also needs to be grossed up to compensate ComEd for the time value 168 

of money lost between the year the costs were incurred (2012) and when the revenues 169 

will be received (2014).  Just as the return on rate base must be grossed up, as Mr. Bridal 170 

points out, so must the WACC interest in order for ComEd to fully recover its costs of 171 

financing the reconciliation asset.   172 

The reconciliation represents an over- or under-recovery of costs in a given year, 173 

which is reflected as additional revenues or a reduction of revenue to ComEd.  Without 174 

the income tax gross up on the equity portion of the WACC, these additional revenues are 175 

not grossed up for the impact of income taxes and thus ComEd will not recover or refund 176 

its full carrying costs related to the reconciliation. 177 
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Q. Mr. Bridal also states that it is inconsistent Commission practice to gross up the 178 

interest rate applied to a reconciliation amount (Staff Ex 7.0, 39:853-58).  How do 179 

you respond? 180 

A. I believe Mr. Bridal is mixing under the label “reconciliations” very different things.  181 

EIMA ratemaking is aimed at providing accurate recovery of rate year revenue 182 

requirements.  I am not aware of a similar situation where there is a reconciliation of 183 

ComEd’s full distribution revenue requirement as in the case of the EIMA formula rate 184 

template.  In addition, I am not aware that those reconciliations are based on ComEd 185 

recovering interest set at its WACC.  A better example in ComEd’s case is the cash 186 

working capital calculation in ComEd’s purchased electricity adjustment rider.  There the 187 

cost of capital is grossed up for taxes to account for the full cost of financing the lag (or 188 

lead) related to procuring electricity supply for ComEd customers.  The reconciliation 189 

balance is similar in that it is a lag (or lead) on recovery of ComEd’s net revenue 190 

requirement for an individual rate year and the full cost of its financing should be 191 

recovered (or refunded).  192 

C. Reconciliation Deferred Taxes 193 

Q. Do any witnesses continue to suggest that deferred income taxes should be 194 

accounted for contrary to the Commission approved formula? 195 

A. Yes.  Mr. Brosch (AG Ex 3.0, 12:250 – 22:481), Mr. Effron (AG Ex. 4.0, 8:175 – 11:239) 196 

and Mr. Gorman (CCI Ex. 2.0, 6:110 – 7:146) all continue to advocate that the ADIT 197 

related to the reconciliation balance be netted against the reconciliation balance before 198 

calculating the interest expense. 199 

Q. Is this proposed adjustment appropriate? 200 
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A. No.  Aside from the fact that this proposal would require an impermissible change to the 201 

formula in this case, as I discussed in my rebuttal testimony (ComEd Ex. 13.0, 9:182 – 202 

13:259), ComEd has not received non-investor supplied funds related to the 203 

reconciliation balance, and ComEd has received no tax benefit as a result of the ADIT 204 

entry booked on its financial statements.  Further, in Docket No. 11-0721, Mr. Brosch 205 

proposed the same adjustment and the Commission ruled that no adjustment was 206 

warranted.  I note that Staff disagrees with the AG and CCI’s proposed adjustment.  207 

Kahle Reb., Staff Ex. 8.0, 9:171 – 10:203. 208 

Q. Are there positions related to this item with which it appears that all parties agree? 209 

A. Yes.  My understanding is that all parties agree on the following: 210 

 ComEd has a reconciliation balance reflected in its FERC Form 1 of 211 

approximately $132 million at December 31, 2012; 212 

 ComEd has recorded an ADIT liability related to this reconciliation balance of 213 

approximately $54 million in its general ledger in accordance with Generally 214 

Accepted Accounting Principles (“GAAP”); and 215 

 ComEd has not yet received any cash from customers related to the $132 216 

million reconciliation balance. 217 

Q. So where is the disagreement on this issue? 218 

A. It appears that ComEd differs from AG and CCI on two key issues: 219 

 Whether ComEd has received a cash benefit (in the form of reduced income 220 

taxes) in the reconciliation year related to the reconciliation balance or not; and 221 
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 Whether the regulatory asset and related ADIT on the reconciliation should be 222 

treated similarly to the regulatory assets included in ComEd’s rate base and 223 

their related ADIT, such as deferred storm costs. 224 

Q. On pages 19-20 of his rebuttal testimony (AG Ex. 3.0), Mr. Brosch argues that to 225 

accurately represent the cash flows that ComEd foregoes in the reconciliation 226 

process, “[i]t is the net amount” – the reconciliation balance less the ADIT – “that 227 

must be reflected in the calculation of the reconciliation balance owed by 228 

ratepayers.”  AG Ex. 3.0, 19:417 – 20:426.  Can you please explain how this 229 

proposal differs from ComEd’s formula? 230 

A. Yes.  This can best be explained by an example.  Assume that ComEd’s reconciliation 231 

balance in 2012 is $100 million and ComEd’s tax rate is 40%.  The ADIT on the 232 

reconciliation balance – the taxes that ComEd would pay in 2013 if it received the $100 233 

million in 2013 – would be $40 million.  Thus, the cash flow that Mr. Brosch argues that 234 

ComEd is deprived of for 2013 is $60 million.  At an assumed 10% interest rate, this $60 235 

million becomes $66 million in 2014 when it will be collected.  ComEd’s method of 236 

calculation allows this recovery to be had, as shown in the first column below: 237 
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 238 

Mr. Brosch’s argument is that ComEd should receive interest only on the $60 239 

million. However under his proposed methodology, ComEd would recover less than its 240 

foregone cash flows.  Continuing with the example, if the Commission subtracts ADIT 241 

from the reconciliation balance for calculation of the interest, in 2014 the reconciliation 242 

balance of $100 million plus 10% interest on only $60 million of that balance would be 243 

$106 million, less 40% taxes results in $64 million as shown in the second column above.  244 

This does not accurately represent ComEd’s foregone cash flows plus interest at the 245 

allowed rate, WACC.  Thus if the Commission adopts the AG and CCI proposals, 246 

ComEd will not recover its full cost of financing the under recovery of the $132 million 247 

in 2012. 248 

Q. Does ComEd receive a cash benefit related to the ADIT on the reconciliation 249 

balance? 250 

A. No.  As discussed in my rebuttal testimony (ComEd Ex. 13.0, 11:223-31), this ADIT or 251 

timing difference has not reduced ComEd’s income tax liability payable in 2012, and 252 

thus has not provided ComEd with a cash benefit. 253 

ComEd Formula AG/CCI Proposal

1 2012 Reconciliation Balance 100                         100                               (a)
2 Less: ADIT @ 40% Tax Rate N/A (40)                               (b)
3 Reconciliation Amount to Apply Interest To 100                        60                                (a) - (b) = (c)
4 Interest @ 10% 10                           6                                   (c) * 10% = (d)

5 2012 Reconciliation Balance 100                         100                               (a)
6 Interest 10                           6                                   (d)
7 Total Reconciliation + Interest 110                        106                              (a) + (d) = (e)
8 Taxes Payable on 2014 Tax Return @ 40% (44)                          (42)                               (e) * 40% = (f)
9 Total Net Amount Recovered 66                           64                                (e) - (f)

Net Amount  to 
Recover = $66M

Net Amount   
Recovered = $66M
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Q. Mr. Brosch states that the regulatory asset related to deferred storm costs is similar 254 

to the regulatory asset on the reconciliation and thus ComEd should treat the ADIT 255 

related to both regulatory assets in the same way (AG Ex. 3.0, 20:441 – 22:481)?  Is 256 

he correct? 257 

A. No.  Mr. Brosch is correct that ComEd includes its regulatory asset related to deferred 258 

storm costs in rate base and nets that balance with the ADIT liability associated with that 259 

regulatory asset.  However, this regulatory asset is different from the regulatory asset 260 

related to the reconciliation.  The regulatory assets related to storm costs (or another 261 

similar regulatory asset such as severance costs) were established by recording a 262 

reduction to expense on ComEd’s financial statements.  Further a deduction is taken 263 

immediately on the tax return in the same year the expense was reduced for financial 264 

statement purposes.  This means that ComEd has received a cash benefit, as it has not yet 265 

paid taxes on this deferred expense, that it passes on to ratepayers via netting the ADIT 266 

liability against the regulatory asset balance in rate base.  ComEd then recognizes the 267 

expense on its financial statements as it amortizes the regulatory asset (over a prescribed 268 

number of years specific to that regulatory asset), at which time the revenue is also 269 

recognized on the tax return and income taxes are paid.  These regulatory assets and their 270 

resulting ADIT liabilities mimic that of the plant and depreciation example used in my 271 

rebuttal testimony (ComEd Ex. 13.0, 11:232 – 12:245).   272 

The regulatory asset (or liability) on the reconciliation balance is established by 273 

increasing (or decreasing) book revenues in the reconciliation year.  For tax purposes an 274 

ADIT liability as a result of a timing difference on revenues is different from one 275 

established as a result of a timing difference on expense.  The regulatory asset on the 276 

reconciliation balance is related to a change in revenues not expense, which results in 277 
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different tax treatment.  As I discuss in my rebuttal testimony (ComEd Ex. 13.0, 10:202 – 278 

11:215), for income tax purposes the revenue recorded on ComEd’s ledger is not 279 

recognized until collected in 2014, creating a book vs. tax timing difference and an ADIT 280 

liability consistent with GAAP, however ComEd receives no cash benefit related to this 281 

ADIT liability. 282 

D. Cash Working Capital Calculations for the Initial and 283 
Reconciliation Revenue Requirements 284 

Q. Mr. Kahle continues to advocate that there be two different CWC calculations, one 285 

related to the reconciliation year and one related to the filing year.  Has your 286 

position on this issue changed as a result of his rebuttal testimony? 287 

A. No.  As discussed in my rebuttal testimony (ComEd Ex. 13.0, 8:160 – 10:198), I believe 288 

the use of two separate cash working capital calculations is unnecessary considering the 289 

complexity of the calculation, the impact to the approved formula structure, and the 290 

immateriality of the adjustment that Mr. Kahle is proposing.  In addition, this proposal 291 

only impacts the filing year, which will be reconciled for any over- or under-collection in 292 

the following year.  Finally, as also noted in my rebuttal testimony (ComEd Ex. 13.0, 293 

13:273 – 14:286) in Docket No. 12-0321, Staff witness Ms. Jones both supported the use 294 

of a single CWC calculation and confirmed that a single calculation was called for by the 295 

formula rate template.  296 

Q. Does ComEd agree with Mr. Kahle that a tariff change would be required if his 297 

proposed adjustment for cash working capital associated with the projected plant 298 

additions is accepted by the Commission? 299 
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A. No.  While ComEd does not agree with Mr. Kahle’s cash working capital adjustment for 300 

the filing year, if the Commission accepts this adjustment, it would only be necessary to 301 

revise Sch B-1 and App 3 of the formula rate template and not the tariff.  The only 302 

formula rate template schedules specifically presented in the tariff are Sch FR A-1 and 303 

FR A-1 REC.  Since Mr. Kahle’s proposed adjustment does not change Sch FR A-1 or 304 

Sch FR A-1 REC, the tariff itself would not have to be revised. 305 

Q. Could you describe the necessary revisions to ComEd’s established formula rate 306 

template if the Commission accepts Mr. Kahle’s proposed adjustment? 307 

A. Yes. The necessary revisions to Sch FR B-1 and App 3 are very similar to Mr. Kahle’s 308 

recommended revisions but differ slightly. They are as follows: 309 

 Sch B-1 – Add line 34a to include the variance in cash working capital from the 310 

reconciliation year to the filing year.  311 

 App 3 – Add lines 41 through 81 in order to calculate the cash working capital 312 

for the forecast and the variance between the reconciliation and the forecast (the 313 

result would link to Sch B-1 line 34a) 314 

 WP 3 – Add the support for the additional lines 41 through 813.  315 

A revised Sch FR B-1 and App 3 to reflect Mr. Kahle’s proposed adjustment are included 316 

in attachment ComEd Ex. 17.01 to my testimony. 317 

Q. Why do you suggest that a new line 34a be added to Sch B-1, rather than adding 318 

another line below line 28 as Mr. Kahle suggests? 319 

                                                 
3  While not part of ComEd’s formula rate template, WP 3 is identified here for completeness. 
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A. By adding a line 34a, the total delivery service rate base calculation remains on line 36, 320 

which is linked to Sch FR A-1.  Thus the references on Sch FR A-1 do not change and no 321 

change to the tariff would be necessary. 322 

IV. COST ADJUSTMENTS AND DISALLOWANCES 323 

Q. Which proposals to disallow or reduce by “adjustment” ComEd’s costs do you 324 

respond to? 325 

A. I discuss the following proposals: 326 

 Mr. Bridal’s proposal for an adjustment to pension expense related to 327 

disallowed incentive compensation (Staff Ex. 7.0, 12:241 – 15:311) 328 

 Mr. Brosch’s proposal for an adjustment to the revenue requirement for income 329 

taxes and operating expenses associated with the Employee Stock Purchase Plan 330 

(“ESPP”) (AG Ex. 3.0, 22:485 – 28:620)  331 

 Mr. Effron’s proposal for an adjustment to rate base related to deferred income 332 

taxes on vacation pay (AG Ex. 4.0, 1:14 – 4:81) 333 

A. Pension Cost Related to Disallowed Incentive Compensation  334 

Q. Does Mr. Bridal’s rebuttal testimony change your position concerning the propriety 335 

of reducing pension costs related to disallowed incentive compensation? 336 

A. No.  ComEd continues to maintain that pension costs are a separate and distinct cost 337 

related to benefits provided to employees.  It is not a derivative adjustment associated 338 

with the previous disallowance of incentive compensation costs. 339 

Q. Mr. Bridal includes a calculation of a proposed disallowance in his rebuttal 340 

testimony (Staff Ex. 7.0, Sch. 7.10).  Is this calculation sound? 341 



Docket No. 13-0318 
ComEd Ex. 17.0 

 Page 17 of 27 

A. No.  I do not agree with Mr. Bridal’s calculation as his methodology is flawed for two 342 

primary reasons.  First, Mr. Bridal expands his original proposal to include the impacts of 343 

voluntarily excluded AIP in his proposed adjustment to pension costs.  A voluntary 344 

exclusion is just that, voluntary.  ComEd has voluntarily removed certain executive 345 

incentive costs but did not voluntarily offer to reduce pension expense.  Thus in a 346 

calculation of the impacts of disallowed incentive impacts on pension costs, the impacts 347 

of voluntary adjustments should not be considered. 348 

Second, assuming the amount Mr. Bridal used to define disallowed AIP was 349 

correct – which it was not – Mr. Bridal assumes that AIP impacts the pensionable pay of 350 

all management employees in both the annuity plan as well as the cash balance plan.  351 

While his assumption is accurate for participants in the cash balance plan, it is not correct 352 

for the annuity plan.  As I discuss in my rebuttal testimony (ComEd Ex. 13.0, 17:364-353 

377) under the annuity plan, the pensionable pay used to determine a participant’s 354 

pension benefit is calculated using each individual employee’s highest average annual 355 

pay (“HAAP”), which is an average of the base compensation plus certain incentive pay 356 

during the four consecutive years in which an employee received his or her highest pay 357 

rates.  Because some of the participants in the annuity plan will work for many future 358 

years, their four consecutive years of highest pay is yet to come.  ComEd’s actuaries use 359 

a projection of future pay for those employees, and that projection assumes that AIP is 360 

paid out at a target level of 100%, which is below the 102.9% cap and therefore is fully 361 

recoverable.  This means that for these employees, even if there is disallowed AIP in the 362 

current year, there would be no impact of disallowed AIP on the pension costs related to 363 

those employees.  Further, assuming a participant is close to retirement, an estimate of 364 

the impacts of disallowed AIP may be made but it will be just that, an estimate.  The 365 
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correct amount will not actually be “known and measureable” for those participants until 366 

they retire and their four highest consecutive years of compensation are known.   367 

Q. What would be the effect if Mr. Bridal’s methodology were accepted and pension 368 

costs for management employees in the annuity plan were adjusted for disallowed 369 

AIP? 370 

A. ComEd would potentially recover less than its actuarially-determined pension costs based 371 

on a guess about whether disallowed AIP affected pension costs.  Actuaries rely on 372 

assumptions all the time in determining pension costs, and reality can differ from these 373 

assumptions.  But actuaries adjust their expectations and incorporate the related gains and 374 

losses in subsequent cost estimates.   375 

For instance, if I use an estimate of a market return in a pension valuation and in 376 

the next valuation I am able to determine the actual return, the valuation accounts for any 377 

difference in the calculation of actuarial gains and losses.  It “trues up.”  Mr. Bridal’s 378 

methodology, however, reduces pension cost for disallowed AIP permanently.  If that 379 

AIP never affects the pension benefit of an employee, no mechanism is available that 380 

would allow ComEd to recover the pension costs disallowed in a previous year.  The 381 

costs are permanently under-recovered based on an assumption made by Mr. Bridal that 382 

cannot be known.  Mr. Bridal’s method oversimplifies a complex calculation and in so 383 

doing results in an unjust outcome.  384 

Q. Mr. Bridal states that ComEd “had the opportunity to provide alternative 385 

calculations… but chose not to,” and as a result the Commission should accept his 386 

adjustment regardless of its limitations (Staff Ex. 7.0, 13:271 -- 14:286).  How do you 387 

respond?  388 
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A. Mr. Bridal first introduced the potential for an adjustment related to pension costs in his 389 

direct testimony (Staff Ex. 1.0, 29:629 – 31:661), filed on July 19, 2013 almost three 390 

months after ComEd’s initial filing.  However, at no point prior to filing his direct 391 

testimony did Mr. Bridal ask ComEd through discovery to provide this calculation.  392 

When ComEd received Mr. Bridal’s direct testimony, we reviewed his request and 393 

determined that even if this was a derivative impact of disallowed AIP, the calculation 394 

would be complex and would need to be completed by ComEd’s actuaries.  It could not 395 

be completed prior to the filing of ComEd’s rebuttal testimony.  Mr. Bridal’s implication 396 

that the necessary result can be simply pulled from ComEd’s “accounting systems” is 397 

incorrect.    398 

Q. If the Commission were to order an adjustment in the pending case related to the 399 

impacts of disallowed AIP, should it adopt Mr. Bridal’s methodology? 400 

A. No.  This adjustment should be rejected because pension costs are separate and distinct 401 

from incentive costs as well as for the reasons I describe above.  However, if the 402 

Commission determines that an adjustment should be made, ComEd will request an 403 

analysis from its actuaries of  the effect of unrecoverable 2012 AIP on 2013 pension costs 404 

and will submit that analysis with its next formula update filing.  Further, ComEd will 405 

discuss this methodology with Staff to help aid in the understanding of how AIP impacts 406 

pension costs.  If the Commission determines that an adjustment should be made, that 407 

adjustment should be based on a reasonably accurate calculation of the impact of only 408 

disallowed AIP that does not deprive ComEd of properly recoverable costs based on 409 

rough assumptions.  Mr. Bridal’s methodology does not meet that standard. 410 



Docket No. 13-0318 
ComEd Ex. 17.0 

 Page 20 of 27 

B. Employee Stock Purchase Plan 411 

Q. Mr. Brosch continues to advocate for an adjustment to ComEd’s Administrative 412 

and General (“A&G”) expenses related to ComEd’s ESPP.  Do you agree with this 413 

adjustment? 414 

A. No.  As discussed in my rebuttal testimony (ComEd Ex. 13.0, 20:432 – 21:452), 415 

ComEd’s ESPP is not an incentive program, it is a fringe benefit to ComEd’s employees.  416 

Every ComEd employee is eligible to participate in the program as long as the employee 417 

customarily works at least twenty hours per week, has completed three months of 418 

continuous employment, and is not an independent contractor.  Employees are able to 419 

purchase stock at a discount, they are not awarded stock, thus no adjustment for costs 420 

related to this program is warranted.  Further, Staff witness Mr. Bridal agrees that no 421 

adjustment is necessary.  Staff Ex. 7.0, 37:804 – 38:818. 422 

Q. Mr. Brosch continues to advocate for an adjustment related to the impacts of 423 

income tax expense related to ComEd’s ESPP.  Do you agree with this adjustment? 424 

A. No.  As stated in my rebuttal testimony, amendments relating to prior years that involve 425 

expenses realized in 2012 (tax impacts or otherwise) are properly included in this 426 

proceeding (ComEd Ex. 13.0, 25:538-40).  These specific costs have not been reflected in 427 

prior revenue requirements and ComEd has not yet recovered them.  Further, tax impacts 428 

related to ComEd’s ESPP program, a fringe benefit program, are properly included in the 429 

revenue requirement in this proceeding.  Staff witness Mr. Bridal agrees with ComEd’s 430 

position.  Staff Ex. 7.0, 38:819-27. 431 
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Q. Mr. Brosch claims that there is an inequitable income tax benefit situation as it 432 

relates to dividends paid on Exelon common stock held in employee benefit accounts 433 

(AG Ex. 3.0, 28:600 – 29:620).  Does such an inequitable income tax benefit exist?  434 

A. No.  As Mr. Brosch cites from ComEd’s response to AG 6.03 “only the corporation 435 

paying the dividend is entitled to a deduction.”  Exelon pays the dividend, therefore 436 

Exelon gets the deduction.   437 

C. There Should Be No Additional Adjustment for ADIT 438 
Relating to Vacation Pay 439 

Q. Do any witnesses offer rebuttal testimony regarding ADIT relating to vacation pay? 440 

A. Yes.  Mr. Effron continues to propose an adjustment related to ADIT on the deferred 441 

debit related to vacation pay.  In addition, Staff witness Mr. Kahle (Staff Ex. 8.0, 11:204-442 

14) offers rebuttal testimony agreeing with ComEd’s position. 443 

Q. Mr. Effron states that you mischaracterized this issue as it relates to the discussion 444 

in Docket No. 12-0321.  How do you respond? 445 

A. This appears to be an issue of semantics.  Mr. Effron does not agree that ComEd should 446 

include the deferred debit in rate base.  However, he argues that it should be netted 447 

against the operating reserves (AG Ex. 2.0, 4:89 – 5:96, Ex 4.0, 4:73-78).  This results in 448 

the same net adjustment to rate base.  Mr. Effron further states that this is not just a 449 

matter of presentation but that a different ADIT amount would be calculated if ComEd 450 

includes the deferred debit in a different line in its formula.  As I explain in my direct and 451 

rebuttal testimony, ComEd has reflected the appropriate ADIT in its revenue requirement 452 

based on what it has recorded in the FERC Form 1 at December 31, 2012.  The deferred 453 

income tax treatment is based on the full vacation liability balance, and the capitalized 454 
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portion is a deferred tax asset because ComEd has paid tax on this amount in the current 455 

period based on ComEd’s tax method of accounting.  Any other calculation of the ADIT 456 

on this item is simply incorrect.   457 

Q. Does ComEd agree with Mr. Effron’s adjustment related to ADIT regarding 458 

vacation pay? 459 

A. No.  And as noted above it appears that Staff witness Mr. Kahle does not either. 460 

V. ACTUAL, HISTORICAL WEATHER-NORMALIZED BILLING 461 
DETERMINANTS SHOULD BE USED TO SET RATES 462 

Q. After reviewing all the testimony, what are the points concerning billing 463 

determinants that the Commission can take from the record? 464 

A. There are four: 465 

 First, when billing determinants are inflated, utilities cannot recover the revenue 466 

requirement approved by the Commission.  This is not corrected with 467 

reconciliation, which only assures that an actual revenue requirement is used, 468 

not that the charges are capable of recovering it.   469 

 Second, as stated in my direct testimony, I assume (for purposes of this 470 

testimony, and without waiving ComEd’s legal position) that the Commission 471 

has the authority to adjust ComEd’s historical weather normalized billing 472 

determinants as required to establish appropriate charges and just and 473 

reasonable rates.  However, any adjustment must be supported by evidence in 474 

the current proceeding.  It is not appropriate to presume that just because an 475 

adjustment was made to customer counts in a prior case that the same 476 

adjustment should be made here. 477 
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 The plant additions in question are not “New Business,” as Mr. Johnson says, 478 

nor are they like pro forma plant additions debated in pre-EIMA days.  They are 479 

a projection used only to set an Initial Rate Year Revenue Requirement, which 480 

is purely an interim value.  There is no projection in any part of the 481 

reconciliation revenue requirement; by that time the actual data are available 482 

and are used.  Moreover, because of the reconciliation, the projection of plant 483 

additions has no effect on the ultimate revenue requirement ComEd is entitled 484 

to recover for any rate year.   485 

 Inflated billing determinants have a real and permanent effect on ComEd’s 486 

revenues.  In contrast, the “projected” plant additions (which are not projected 487 

at all by the time final rates are set) have no permanent impact on rates.  There 488 

is no basis to permanently deprive ComEd of the ability to recover its costs 489 

because of a projection that, at most, has only a temporary effect on rates.   490 

Neither Mr. Johnson nor Mr. Effron respond to those points.   491 

Q. What is Mr. Johnson’s response to your rebuttal testimony about the need to use 492 

historical customer counts? 493 

A. Mr. Johnson argues that since the Commission used non-historical customer counts in the 494 

prior two cases, the issue is somehow closed.  He denies that a showing must be made in 495 

this case in order to replace historical with non-historical data, pointing to decisions in 496 

past cases.   497 

Q. Is Mr. Johnson correct that the Commission’s prior Orders require that non-498 

historical billing determinants be used this year as well? 499 
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A. No.  As I pointed out in my direct testimony, those prior Orders were premised on the 500 

evidence before the Commission in those individual cases; they were not permanent 501 

pronouncements.  ComEd has shown that use of the non-historical billing determinants in 502 

this case would be unjust and unreasonable, thereby proving in this case that historical 503 

billing determinants must be used.  Mr. Johnson’s exclusive reference to past years’ 504 

Commission decisions proves nothing about the facts related to this year.   505 

Q. What is Mr. Johnson’s response to your rebuttal testimony about the unfairness of 506 

mixing projected customer counts with historical kWh data? 507 

A. Mr. Johnson states (Staff Ex. 11.0, 4:86-88) that his “testimony simply identified past 508 

Commission rulings concerning sales determinants and concluded that the Company had 509 

not provided any new evidence ....”  He is incorrect about the data ComEd presented.   In 510 

this case, ComEd provided the Commission with additional evidence, including evidence 511 

showing that kWh per customer is declining, that kWh per customer is influenced by 512 

external factors just as are customer counts, and that the customer counts are only weakly 513 

related to total plant additions.  We also explained why it is unfair to increase billing 514 

determinants applicable to all customers based upon a concern about the use of new 515 

customers.   516 

Mr. Johnson’s premise is also fundamentally incorrect.  The Commission decided 517 

to use a mix of historical and forecast data in Docket No. 12-0321 based on the record in 518 

that case.  Right or wrong, that certainly does not mean Mr. Johnson can assume those 519 

same factors apply here, especially since I have shown that they do not.     520 

Q. What is Mr. Effron’s first response to your position? 521 
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A. Mr. Effron confuses Initial Rate Year and Reconciliation Rate Year Revenue 522 

Requirements.  As explained from the start, this case concerns both the initial revenue 523 

requirement for rate year 2014 – an interim revenue requirement that will be reconciled in 524 

2016 rates – and the final actual reconciliation requirement for 2012.  The actual 2012 525 

revenue requirement has nothing to do with any projected plant, for 2013 or otherwise.  526 

And, as I said, the use of actual 2012 billing determinants matches exactly with the actual 527 

2012 costs being used with that reconciliation.  Mr. Effron’s attempt to point to the 2014 528 

initial revenue requirement is misdirection.  That 2014 Initial Revenue Requirement, like 529 

all other Initial Rate Year Revenue Requirements, is an interim value that will ultimately 530 

be reconciled using actual 2014 data and replaced by a revenue requirement using actual 531 

2014 costs.  Assuming ComEd’s position is accepted, that actual 2014 cost-based revenue 532 

requirement will be reconciled using actual 2014 billing determinants, just as it should 533 

be.   534 

Q. How do you respond to Mr. Effron’s discussion of the interest rate and its effect on 535 

the reconciliation (AG Ex. 4.0, 8:175 – 11:231)? 536 

A. He is making my point.  Because the Initial Rate Year Revenue Requirement is 537 

reconciled with interest, the only revenue requirement that should matter is the 538 

Reconciliation Revenue Requirement.  The whole issue of projected plant relates to as 539 

Initial Rate Year Revenue Requirement that has no permanent significance.  However, 540 

revenues collected are affected by billing determinants and are not reconciled, and thus 541 

do have permanent significance.  So, when – as Mr. Effron suggests – we base 2014 542 

charges that must recover the 2012 reconciliation revenue requirement on non-historical 543 

billing determinants (or, as in the past, on a particularly biased mix of historical and 544 
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projected data) we ensure that the 2012 costs are never fully recovered.  That is unjust 545 

and unreasonable.   546 

Q. Finally, how do you respond to Mr. Effron’s claims about increasing kWh use per 547 

customer? 548 

A. My statement – that Mr. Effron did “not provide any information to support the alleged 549 

increasing use per residential customer, and that statement is not consistent with the 550 

facts”4 – is correct.  Mr. Effron did not support his claim in his testimony, and ComEd is 551 

not required to send data requests to inquire of Mr. Effron about the possibility that he 552 

may have data he did not include.  Moreover, Mr. Effron’s claim that per kWh use is 553 

growing overall is wrong.  Mr. Effron’s extrapolation uses only four months of data and 554 

one year-over-year comparison.  Comparing usage over entire years, and over a number 555 

of years, it is evident that the use per residential customer is declining as shown in 556 

ComEd Ex. 17.02 (this document was previously provided as one of my workpapers). 557 

VI. STAFF REPORT ON BSC INVESTIGATION 558 

Q. Ms. Hathhorn proposed language to be included in the Final Order concerning 559 

additional reporting regarding BSC costs to be filed in ComEd’s direct case in 560 

future formula rate update cases (Staff Ex. 10.0, 3:62 – 4:87).  Do you agree with the 561 

language in this proposal? 562 

A. Yes. 563 

Q. Ms. Hathhorn proposed language to be included in the Final Order concerning 564 

management model documentation that should be submitted to the Manager of the 565 

                                                 
4  See ComEd Ex. 13.0, 35:761-62. 
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Commission’s Accounting Department no later than March 1, 2014 (Staff Ex. 10.0, 566 

4:92 – 5:106).  Do you agree with the language in this proposal? 567 

A. Yes. 568 

Q. Finally, Ms. Hathhorn proposed language to be included in the Final Order 569 

concerning notification to Staff regarding potential future BSC FERC Form 60 570 

extensions (Staff Ex. 10.0, 6:148-56).  Do you agree with the language in this 571 

proposal? 572 

A. Yes.   573 

VII. CONCLUSION 574 

Q. Does this complete your surrebuttal testimony? 575 

A. Yes. 576 


