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Witness Identification 1 

Q. Please state your name and business address. 2 

A. My name is Richard W. Bridal II.  My business address is 527 East Capitol 3 

Avenue, Springfield, Illinois 62701. 4 

Q. Have you previously testified in this proceeding? 5 

A. Yes.  My direct testimony is ICC Staff Exhibit 1.0.  My rebuttal testimony is ICC 6 

Staff Exhibit 2.0. 7 

Q. What is the purpose of your surrebuttal testimony in this proceeding? 8 

A. The purpose of my surrebuttal testimony is to respond to the rebuttal testimony of 9 

Commonwealth Edison Company (“ComEd” or “Company”) witness Ms. 10 

Brinkman regarding the proposed gross-up of the weighted average cost of 11 

capital (“WACC”) interest rate for the effect of income taxes. 12 

 Schedule Identification 13 

Q. Are you sponsoring any schedules as part of ICC Staff Exhibit 3.0? 14 

A. No. 15 

Q. Have you included any attachments as part of your surrebuttal testimony? 16 

A. No. 17 

Calculation of Interest on ComEd’s Reconciliation Balance 18 

Q. Ms. Brinkman states that there are three different calculations of WACC on 19 

Sch FR D-1 of ComEd’s formula rate.  (ComEd Ex. 3.0, 5:112-113.)  Do you 20 

agree? 21 

A. No.  There is only one calculation of WACC on Sch FR D-1.  The WACC 22 
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applicable to the 2012 reconciliation being performed in Docket No. 13-0318 is 23 

6.94%, as set forth on ComEd Ex. 1.03, Sch FR D-1, line 21.  Amounts set forth 24 

on lines 23 and 25 are not WACC; rather, they are the result of applying a 25 

calculation to the WACC.  For example, line 23 reduces WACC by the purported 26 

“Tax Effect of Debt” to determine “After Tax Cost of Capital,” whereas line 25 27 

takes that calculation one step further by increasing “After Tax Cost of Capital” by 28 

the Gross Revenue Conversion Factor to determine a “Total Revenue Effect of 29 

Return.”  Neither the “After Tax Cost of Capital” nor the “Total Revenue Effect of 30 

Return” are defined as the WACC.   31 

It should be noted that neither of these supplemental calculations even existed 32 

on ComEd’s Sch FR D-1 prior to the Company’s tariffs submitted May 30, 2013. 33 

Q. Ms. Brinkman states that the percentage found on line 25 of Sch FR D-1, 34 

the “Total Revenue Effect of Return,” is effectively the same calculation of 35 

WACC return that is generated on Sch. FR A-1 and FR A-1 REC when 36 

calculating the return on rate base in the initial and reconciliation revenue 37 

requirements.  (ComEd Ex. 3.0, 6:117-123.)  How do you respond to this 38 

statement? 39 

A. ComEd’s schedules and Ms. Brinkman’s statement erroneously equate two 40 

different regulatory concepts: the authorized return on rate base and the interest 41 

rate on a reconciliation balance.  While both numbers are WACC-based for 42 

formula rate purposes, each represent a totally different construct.  The 43 

authorized return on rate base represents the return provided to utility debt 44 

holders and shareholders.  Interest on the reconciliation balance represents 45 
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compensation for the time value of money on amounts that could have been 46 

collected (or refunded) two years earlier if only the approved filing year revenue 47 

requirement exactly equaled the reconciliation year revenue requirement.  This 48 

difference is more clearly observed in utilities not participating in formula rates 49 

that have riders.  The return on rate base for such utilities is the WACC; but, the 50 

interest on reconciliation balances under their riders is typically based, by 51 

administrative rule, on the customer deposit rate.   52 

Q. Ms. Brinkman states, “Traditionally, that weighted average cost of capital is 53 

grossed up for taxes, such that the utility earns its weighted average cost 54 

of capital.”  (ComEd Ex. 3.0, 7:149-150.)  Please respond. 55 

A. WACC is traditionally grossed up for taxes to provide for a return on rate base.  56 

However, as I previously testified in this proceeding (Staff Ex. 1.0, 4-5; Staff Ex. 57 

2.0, 2-3), I am not aware of any circumstance where the Commission has 58 

explicitly grossed-up for taxes an interest rate prescribed by law or rule to apply 59 

to a reconciliation balance, or to any other amount for that matter, regardless of 60 

how that interest rate is determined. 61 

Q. Ms. Brinkman states that if the interest rate on the reconciliation balance is 62 

not grossed up for income taxes “ComEd would not recover its actual 63 

carrying costs… related to the reconciliation at a WACC rate.” (ComEd Ex. 64 

3.0, 7:139-142, emphasis added) Please comment. 65 

A. Ms. Brinkman’s statement is inaccurate. The formula rate law provides for 66 

interest on the entire reconciliation balance even though a part of such balance is 67 

for income taxes that ComEd has not yet paid.  (Staff Ex. 1.0, 4.)  Because 68 



         Docket No. 13-0553 
         ICC Staff Exhibit 3.0 

 4 

income taxes are not owed until revenues are collected, ComEd will not have to 69 

pay the income taxes associated with the reconciliation balance until such 70 

reconciliation amount is collected from ratepayers.  (ComEd Ex. 3.0, 8,12.)  71 

Thus, Ms. Brinkman’s statement is inaccurate because the carrying costs 72 

associated with the income tax portion of the reconciliation balance are a cost 73 

that would not have been actually incurred. 74 

Q. Ms. Brinkman maintains that the closest example to the formula rate 75 

reconciliation is the adjustment in ComEd’s purchase energy rider, as 76 

discussed in her direct testimony, ComEd Ex. 1.0 16:331-17:354.  (ComEd 77 

Ex. 3.0, 8:173-175, 9:189-190.)  How do you respond to these statements? 78 

A. The testimony to which Ms. Brinkman is referring is in regards to ComEd’s 79 

purchased electricity rider, Rider PE.  In the referenced testimony, Ms. Brinkman 80 

stated that Rider PE includes a cash working capital (“CWC”) calculation in which 81 

“the cost of capital is grossed up for taxes to account for the full cost of financing 82 

the lag (or lead) related to procuring electricity supply for ComEd customers.”  83 

(ComEd Ex. 1.0 CORR, 17.)  This gross up is related to CWC, a rate base 84 

component.  I have already acknowledged that WACC is traditionally grossed up 85 

for taxes to provide for a return on rate base.  However, interest is the issue here 86 

– not a return on rate base.  I do not agree that Rider PE’s CWC function is of 87 

any similarity to the calculation of interest on the formula rate reconciliation 88 

balance. 89 

Q. Ms. Brinkman describes the manner in which she perceives QIPS to 90 

operate.  (ComEd Ex. 3.0, 9:178-185.)  Does her testimony adequately 91 
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describe the way QIPS functions? 92 

A. No.  First of all, Ms. Brinkman describes the Annual Prospective Operation of 93 

QIPS provided for in Ill. Adm. Code 656.60(b)(1), which provides for estimated 94 

infrastructure improvement.  However, the Quarterly Historical Operation 95 

provided for in Ill. Adm. Code 656.60(b)(2) is based upon actual, not estimated 96 

infrastructure improvement.  Thus, QIPS is not limited to estimated infrastructure 97 

as Mr. Brinkman implies.   98 

Second, Ms. Brinkman implies that the QIPS reconciliation is based on a revenue 99 

difference as opposed to a revenue requirement difference.  However, the QIPS 100 

reconciliation balance is the difference between the actual revenue requirement 101 

and the actual” revenues so that the utility collects no more and no less than its 102 

actual costs.  The formula rate never compares the actual revenues to the actual 103 

revenue requirement; the formula rate reconciliation balance is the difference 104 

between a projected revenue requirement and the actual revenue requirement.  105 

Even so, and similar to the QIPS, ComEd states that its formula rates are 106 

designed to recover actual cost – “no more and no less.”  (Commonwealth 107 

Edison Co., ICC Docket No. 13-0318, ComEd Ex. 1.0 REV, 8.) 108 

Conclusion 109 

Q. Does this question end your prepared surrebuttal testimony? 110 

A. Yes. 111 


