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I. INTRODUCTION 1 

A. Witness Identification 2 

Q. Please state your name and business address. 3 

A. My name is Kevin Garrido.  My business address is Commonwealth Edison Company 4 

(“ComEd”), Three Lincoln Center, Oakbrook Terrace, IL 60181-4260. 5 

Q. Are you the same Kevin Garrido who submitted testimony in this docket? 6 

A. Yes, I am.  7 

B. Summary of Testimony and Conclusions 8 

Q. What, in summary, does your rebuttal testimony address and conclude? 9 

A. My rebuttal testimony has two purposes.  First, I address cost estimates for the Grand 10 

Prairie Gateway (“GPG”) Transmission Project (the “Project”) used by Staff witness 11 

Richard J. Zuraski, Staff Exhibit (“Ex.”) 1.0.  I explain the difference between the total 12 

capital cost estimate of $277 million provided by ComEd witness Kaup (ComEd Ex. 6.0) 13 

and the $251 million incremental capital cost estimate that I presented in my direct 14 

testimony (ComEd Ex. 8.0).  Both are accurate; they simply quantify different things.  15 

For the purpose of a benefit-cost comparison (if such a comparison were appropriate), the 16 

incremental cost of $251 million should be used, as Mr. Zuraski did.   17 

Mr. Zuraski, however, increased that incremental cost by converting the 18 

investment cost into the form of “present values of the revenue requirements” (“PVRR”).  19 

While using PVRRs instead of investment costs is appropriate for some purposes, it is not 20 

appropriate for Mr. Zuraski’s purpose because it includes not only the cost of the Project, 21 

but other costs, principally taxes.  The use of a PVRR thus unfairly increased the 22 
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apparent Project cost.  Moreover, Mr. Zuraski inaccurately calculated the PVRR, further 23 

increasing Project costs.  I recalculate the PVRR using correct costs and depreciation 24 

rates and terms, and also adjust it to remove costs paid not for the Project, but to the 25 

government.  To the extent that the Illinois Commerce Commission (“Commission”) uses 26 

PVRRs rather than capital costs, the corrected and adjusted PVRRs that I calculate should 27 

be used.   28 

II. QUANTIFICATION OF PROJECT COSTS 29 

Q. Why did you and Mr. Kaup present two different sets of cost estimates for the 30 

Project? 31 

A. The two sets of estimates look at costs from two different perspectives.  I presented the 32 

incremental cost of the Project, the amount by which the Project would increase ComEd’s 33 

costs and require additional financing.  Mr. Kaup presented the total Project capital cost, 34 

including overhead costs that are not incremental.  Especially for a Project as significant 35 

as this one, total costs will include costs of activities and functions that ComEd would 36 

conduct regardless.  For example, even if there were no Project, ComEd’s employees 37 

would still work full time, its engineers would devote time to the next project planned, 38 

and other “overhead” costs (i.e. insurance, office space) would continue to be incurred.  If 39 

the Project were not built, they would be expended on other projects.  They are not 40 

incremental costs borne by customers, and they do not create any additional need for 41 

financing.  That is why my direct testimony
1
 presented the $251 million estimate.  But, 42 

                                                 
1
 Garrido Dir., ComEd Ex. 8.0, 3:57-4:65. 
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they are both accurate and fully consistent with each other; which one should be used is a 43 

function of the purpose for which the cost estimate is being employed.   44 

Q. Did you need to use the incremental cost estimate in order for you to be able to 45 

conclude that ComEd could finance the Project without adverse consequences? 46 

A. No.  The incremental cost is the relevant cost when additional financing is concerned, but 47 

that fact makes no difference to my opinion.  The non-incremental costs account for less 48 

than 10% of the total cost.  Even if they had been incremental, ComEd would still have 49 

been able to finance the construction of the Project without experiencing any significant 50 

adverse financial consequences for ComEd or its customers. 51 

Q. What Project costs did Staff witness Mr. Zuraski use in his analysis? 52 

A. Mr. Zuraski used my estimates, which excludes non-incremental overhead costs that 53 

ComEd will incur regardless of whether the Project goes forward as the basis of the costs 54 

he attributes to the Project.  Assuming a cost-benefit test were called for, this would be 55 

the correct cost number to use.  What you study is how the Project changes benefits and 56 

costs, not sunk costs or sunk benefits.  However, Mr. Zuraski then both incorrectly 57 

grosses up those costs and converts them to a PVRR.  I do not agree with the use of a 58 

PVRR calculation and Mr. Zuraski calculates that PVRR incorrectly. 59 

III. PRESENT VALUE OF PROJECT REVENUE REQUIREMENTS 60 

Q. What is the difference between the total cost of an investment and the total change 61 

in the revenue requirements that result?   62 

A. An investment will affect a utility for years, including by changing the utility’s 63 

depreciation expense, its rate base, and its tax liabilities.  If one were focusing on bill 64 
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impacts, it is possible to use a PVRR value to estimate how that investment will affect the 65 

future stream of payments that customers make.  But, because it measures the total 66 

revenue requirement, the PVRR measures not just the stream of payments that recover 67 

the projects costs, but also other non-project costs, such as taxes.  Thus, it cannot be used 68 

for a comparison of a project’s costs to its benefits.  The overall societal cost of an 69 

investment is its actual cost, and that is not the PVRR.   70 

Q. Does Mr. Zuraski inflate the Project’s cost by using PVRRs? 71 

A. Yes.  Mr. Zuraski does not use the Project’s capital costs in his benefit-cost analysis.  In 72 

particular, he states (Staff Ex. 1.0, 25:512-19) that he is using PVRRs “to estimate how 73 

the capital cost, along with a rate of return and income taxes on that return, is expected to 74 

be recovered from retail consumers over the years for which the Project will be providing 75 

benefits.”  Based on this improper methodology, which increases the cost of the Project, 76 

he calculated the Project’s cost as depicted in Table 1 below: 77 

Table 1: Staff’s PVRRs Costs ($000,000s) 

Years Investment 
Discount 

 Rate 
NPV 

15 

$251 0.00% $443 

$251 3.53% $352 

$251 7.73% $277 

40 

$251 0.00% $1,182 

$251 3.53% $651 

$251 7.73% $391 

 78 

Q. What is wrong with his approach? 79 

A. It includes in the Projects costs payments that do not recover costs of the Project, notably 80 

for taxes, but rather are transfer payments or costs of other government programs.  His 81 
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cost-benefit analysis, moreover, neither credits the Project for these costs nor considers 82 

the associated benefits resulting from those payments to the government (e.g., the 83 

benefits the government provides with the tax payments).  This artificially inflates the 84 

cost of the Project versus its benefits.   85 

Q. Is that the only error in Mr. Zuraski’s calculation? 86 

A. No.  Mr. Zuraski also included an assumption that the Project would result in added 87 

maintenance costs.  While the line certainly will have maintenance costs, a finance or 88 

economic witness cannot predict what affect the Project will have on ComEd’s overall 89 

maintenance expenses – which are what customers pay – nor presume that the Project 90 

will increase them.  Here, moreover, the direct testimony of Mr. Leeming (ComEd Ex. 91 

2.0, 13:274-275) states the Project will actually facilitate transmission system 92 

maintenance, so presuming it will increase maintenance costs is unwarranted.   93 

Q. Is there anything else wrong with Mr. Zuraski’s cost calculation? 94 

A. Yes.  Although he aims to estimate the impact on ComEd retail customers, he includes in 95 

his PVRR calculation the share of costs that will be borne by wholesale customers and 96 

customers outside of Illinois. 97 

Q. If the Commission elects to use PVRR costs nonetheless, did you calculate corrected 98 

PVRRs? 99 

A. Yes, I calculated two sets of PVRRs.  First, I calculated an unadjusted PVRR using 100 

ComEd’s actual marginal tax and depreciation rates and transmission capital costs (as 101 

most recently on file with FERC) but without any artificial increase in O&M cost.  Like 102 

Mr. Zuraski, I calculated those PVRRs both over 15 years and over a longer period, but 103 
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instead of 40 years (a period that seems somewhat arbitrary), I used the full 46-year 104 

depreciable life of transmission assets.  In addition, I correctly reflected the fact that only 105 

92.99% of the Project’s costs are allocated to the ComEd zone and, of that share, 3.31% 106 

are not allocated to retail customers.  Those PVRRs and how they compare to the 107 

incremental investment cost of $251 million is shown in Table 2 below. 108 

Table 2: PVRRs Including Tax Costs 

Years Investment 
Discount 

 Rate 
NPV 

15 

$251,000,000 0.00% $373,215,981 

$251,000,000 3.53% $294,527,723 

$251,000,000 7.73% $230,280,370 

46 

$251,000,000 0.00% $700,966,041 

$251,000,000 3.53% $423,281,344 

$251,000,000 7.73% $278,546,427 

 109 

Second, I calculated a set of adjusted PVRRs that are tax-aware (i.e., they 110 

consider the impact of investments on ADIT and ComEd’s own costs and earnings), but 111 

exclude from the revenue requirements for each year the net cash tax payments.  Those 112 

tax payments are not retained by ComEd as a return of and on the Project investment, but 113 

fund government programs and operations, the benefits of which are also excluded from 114 

the calculation.  PVRRs that are calculated without these tax costs, and how they 115 

compare to the incremental investment cost of $251 million, is shown in Table 3 below.   116 
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Table 3: Project Cost PVRRs Without Tax Costs 

Years Investment 
Discount 

 Rate 
NPV 

15 

$251,000,000 0.00% $332,071,973  

$251,000,000 3.53% $261,092,478  

$251,000,000 7.73% $203,352,144  

46 

$251,000,000 0.00% $540,683,721  

$251,000,000 3.53% $343,939,030  

$251,000,000 7.73% $234,778,562  

 117 

Assuming a reasonable discount rate (not zero), this shows that the PVRR’s are closer to 118 

– and for a 7.73% discount rate are less than – the basic investment cost.  If the 119 

Commission determines that they use PVRRs as a measure of the Project’s costs is 120 

appropriate, it should use these values. 121 

Q. Are there any other comments you have on Mr. Zuraski’s discounted revenue 122 

requirement analysis? 123 

A. Yes, just one.  Regardless of whether the basic capital costs or adjusted PVRRs are used 124 

in calculating a cost-benefit ratio, one should not use a discount rate of zero.  While 125 

calculations can be made using a zero rate mathematically, and I include those 126 

calculations for comparison purposes, zero is not a realistic discount rate.  127 

IV. CONCLUSION 128 

Q. Does this conclude your rebuttal testimony? 129 

A. Yes.  130 


