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STATE OF ILLINOIS
ILLINOIS COMMERCE COMMISSION

Commonwealth Edison Company

. marketing and associated assets and entry into

related agreements pursuant to
Section 16-111(g) of the Illinois Public
Utilities Act.

)

v )

Notice of transfer of generating, wholesale )
)

)

)

DIRECT.TESTIMONY OF ROBERT K. MCDONALD

Q.  Please state your name and busmess address.
Robert K. McDonaId Umcom Corporation ("Unicom™), 10 South Dearbom 37th Floor
Chicago, Illmms 60603.
What is your position with Uﬁicom? ,
Vice President.
What are your duties in that position?
My major duties are to facilitate and coordinate the development of Unicom's o&crall
corporate strategy as well as to investigate growth opportunities for the corporation,
including mergers, acquisitions and other strategic combingtions. I am also responsible
for assisting in the development of new market institutions as needed. Finally, ] am the
Unicom project manager for the integration of PECO and Unicom.
Q. Please provide your educational and employment background. -

T hold a Bachelor of Scienpe and a Masters of Science Degree in Electrical Engineeﬁng

from the University of Illinois in Champaign and a Masters of Business Administration

from the University of Chicago. Ibegan work for Unicom's electric utility subsidiary,
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CommonWealth Edison Company ("ComEd"), in 1978. During my employment with
ComEd, Iheld various positions in System Planning, Generation Planning, Division '
Engineering, Strategic A.nalysis', Treasury, Transmission Planning, and ﬁ'na]]y Strategic
Planning. I became Strategic Plaﬁning {/ice President in May, 1998. I was elected as a
corporate officer in December, 1999. |

What is the purpo§e of your testimony?

The purpose of my testimony is to discuss ComEd's decision to transfer its nuclear
gqnerating assets tc; an affiliated generating company (';Exelon Genco"). 1 will introduce
ComEd, generally, as it cunently is structur¢d, and I will discuss the pendiﬂg mefgcr
involving Unicdﬁ aﬁd PECO Energy Company ("PECQO"). 1 will explaip why ComEd
has decided to transfer its. generating assets to Exelon Genco (the “Transfer”), which
specific assets are being transferred, and what the Transfer means for post-merger

operations. In this regard, I will discuss various related contracts and contractual

provisions. I will also discuss why the Transfer will ﬁot render ComEd unable to provide

its tariffed services in a safe and reliable manner. I also will present ComEd's plans for

complying with Section 16-128 of the Illinois Public Utilities Act ("Act") relating to

employees at the affected plants. Lastly, I respond to two questions posed by the

Commission in connection with the Company’s original, March 16, 2000 Notice

regarding the transfer of the plants.

Overview

Please describe Unicom.
Unicom, which is based in Chicago, Illinois and has been incorporated since 1994, is a

public company dedicated to meeting the energy needs of residential, commercial,

CH: 1105153 v 2
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indlistrial and wholesale customers. Unicom and its subsidiaries have approximately

16,000 employees, $7 billion in annual revenues, and 182,000 shareholders. Um';:om is

“the parent holding company to ComEd, its principal subsidiary. Uniéom is also parent to

a number of unregulated subsidiaries which are engaged in a variety of energy services

.and activities.

Please describe ComEd.
ComEd is engaged in the production, transmission, distribution and sale of electricity to

wholesale and retail customers. ComEd has been providing electricity to customers in

" Northern Illinois since 1887, when it was founded as Chicago Edison Company. ComEd

prc;vides servicé to more than 3.4 million customers (nearly 300,000 are commercial and

industrial customers, and the rest residential) across northern Illinois, or 70 percent of the

+ state's population, covering approximately one-fifth of the state of Illinois (including the

city of Chicago). ComEd owns and operates the nation's largest nuclear fleet, with over
9,550 MW of generating capacity. In addition to selling energy from these plants to
ComEd's customers, ComEd actively.paﬁicipates in selling energy int§ the wholesale
market. |

Pleése describe PECO.

PECO is an electric and gas utility serving 1.5 million electric customers and more than
4.00,000 natural:gas customers in the Philadelphia area. PECO has .a substantial nuclear
fleet, and also owns and operates coal, natural gas, oil, landfill gas and hydro generating
plan;s. PECO panicipates actively in the deregulated‘marketplace, trading wholesale

powcr 24 hours a day in 47 states and Canada, purchasing and operating nuclear
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generation and establishing unregulated ventures in retail energy sales,
telecommunications and utility infrastructure management.

Please describe the pending Unicom-PECO merger.

‘Unicom and PECO have entered into a definitive agreement providing for a merger of

equals. Unicom will merge with a new holding company affiliate of PECO to form

"Exelon," a new holding company. Exelon will be the parent of, among othérs, ComEd

. and PECO. On November 22, 1999, ComEd notified the Commission of the merger '

pursuant to Section 16-111(g) of the Act. Applications related to the mefger are pending

before the Federal Energy Regulatory Commission, the Nuclear Regulatory Commission

and the Pennsylvania Publi'c'Se.rvice Commission. Exelon will also register with the
Securities and Exchaﬁge Commis.sion as a holding goﬁlpany subject to regulation under
the Pﬁblic Utility Holding Company Act of 1935,

How does the decision to merge relatelto the decision to sepa;rate the nuclear assets and
wholesale business from ComEd? |

From Unicom's perspective, the mefger is part.of our continuiﬁg effort to restructure
ComEd's operations and our unregulated ventures to adapt to a new competiﬁ've
environment. We believe that intr'insi(';ally different markets will develop for generatibn,
energy serv.ice's_, and transmissi'on and distribution. To succéed in these markets, Unicom
must develop separate organizations with distinct focuses, assets and ski_11§ and find
opportunitieé for growth. The Generation organization will focus on maximizing the
generation and sales of low-cost energy into the wholééale market. The Transmission

and Distribution orgmﬁzatiori will focus on providing all required energy over a reliable

CH: 1105153 vl . 4




91 delivery system to its retail customers. The Unregulated Ventures organization will focus

92 on providing a bortfolio of uti}ity-related products and services.
93 The combinatidn with PECOIallows Unicom to address all of these concems. The
94 merger will allow Unicom to separate Comf,d‘s generation function from the
95 transmission and distribution operations and to isdlate some of the risks inherit in the
9% generation business. It will focus greater management attention on improving the
97 operation of the transmission and. distribution systems. Finally, the reorganization will
98 : structure operations to ensure the continued ﬁnancialvviability of ComEd. As wehave
99 previously éxplained to tﬁe Commissiori, ComEd will emerge from. the reorganiiation
100 stronger, from both managérial and financial perspectiﬁ:s. |
101 Q.  How will the generation and wholesale marketing functions be separated from the
102 transmission and distribution bpemtions? _
.1 03 A The separation of the generation and wholé'sale marketing functions from the
104 transmission and disfribution functions is a central component of the overall
165 restructuring. Ail generating resources will be coﬁtrolled, and all wholesale marketing
106 will be conducfed, by Exelon Genco. ComEd and PECO wil] operate their réspective
107  wires businessés and will not p]éy arole ih_wholesale marketing. (Of course, Cqud
108 will in the future access the wholesale market as a purchaser.) ComEd will retain cértain
109 existing wholesale contracts with municipal customers. .

110 Q. - Please describe Exelon Genco.
111 A Exelon Genco will be a wholly-owned subsidiary of Exelon that will contain the

112 ~ generation resources and wholesale marketing businesses of ComEd and PECO.

CH: 1105153 vi | >
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Please describe the ComEd generation resources and wholesale marketing businesses that
Exelon Genco will assume.
ComEd's current net generating capability is approximately 9,550 megawatts (MW),

supplied by five operating nuclear generating stations. (ComEd has a sixth nuclear

station, Zion, which has been retired.) In December 1999, ComEd compléted the sale of

9,772 MW of fossil plénts to Edison Mission Energy ("EME"). The Commission

previously approved that sale in Docket No. 99-0282. In connection with the EME sale,

ComEd entered into certain PPAs with EME. The EME PPAs entitle ComEd to purchase

capacity and energy from EME on specified terms through December 31, 2004.
Prior to the EME sale, ComEd sold fossil plants to affiliates of Dominion Resources, Inc.

("Dominion") and Southern Company ("Southemn"). ComEd had also entered into PPAs

with Dominion and Southemn. Addiﬁonally, -going forward, ComEd has PPAs with

several independent power producers ("IPPs") located in and around its service territory.

- T will refer to the PPAs Wifh EME, Dominion, Southern and the IP.Ps, which are

identified on Schedule 2.1(¢) of the Contribution Agreement, as the "Fossil Agreements."

ComEd's wholesale marketing business was founded in 1994 to market ComEd's
generation 'capacity.and acquire energy when needed for retail operations. Since that
time, wholesale marketing has been instruméntal in acquiring energy to meet
successively higher record demands in ComEd's service territory. It h.as lowered
ComkEd's erral] energy supply cost by 6ptimizing the use of wholesale purchasés
relative to ComEd's generation capacity. It has also effectively marketed ComkEd's

generation, selling over 17 million MWH last year.

CH: 1105153 v) 6
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Please discuss PECO's generating vresc.»urces and wholesale ﬁarketing business.

PECO has 9,56i MW of generating capzibility,i which, as I mentioned, consists of nuclear,
coal, natural gés, oil, landfili gas and hydro gc?nerating p.lants. PECO also has an interest
in AmerGen, a partn_ership with British Enefgy; which was formed in 1997 to acquire
additional nuclear generating assets. Both PECO and British Energy have strong |
operating cultL;res for safety and reliability. AmerGen has acquired (with this
Commission's approval) the Clinton Power Station in southern Illinois.

At the heart of PECO's who.lesalc power business is Power Team -- a five-year
old unit that is a leading, reliable supplier of electricity to other utilities, cooperatives and
marketers all across the ’é_bntinental Unitved States and Can_ada. quer Tcﬁm’s energy |
sales have grown in each of the past five yéars, and for the first time, wholesale deliveries
exceeded- PECb's r.etail sales in 1998. Power Team also has agreements to market full
output of plants under cpnstructidn or planned in_ Texas, Georgia and ijahoma.

What assets will ComEd transfer to Exelon Genco?

The specific assets ComEd iniends to transfer to Exglon Genco are identified and
described in the Contribution Agreefn'ent, Whicﬁ is attached to the Notice as Appendix A.
In general, ComEd intends to transfer and/or assign (as ébplicable) to Exelon Genco: (i).
all six of its nuclear I;Iants', including the land on which they éit and the equipment used
in theif op_eration; (ii) the Company's rights undcf the_ Fossil Agre‘ements; (iii) various
fuel supply agreements and other leases and contraéts' related to the 'generation business;
(iv) all real and personal property and assets related to and used in the conduct of
ComEd's wholesale marketing business (e.g., cgmputers, trading floor equipﬁent); and

(v) the capitél stock of Concomber.

CH: 1105153 vl | 7
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ComEd will also transfer to E-xel'on'. Genco all assets, including investments, held
in Cmed's decommissibning trusts. ComEd will .retain the obligation to collect
unfunded deconimissioning cost charges from ratepayers, and to forward such funds; to
Exelon Genco. | |
Who will have the obligation to decommis_sion the plants?

Exelon Genco will have the obligation to decommission the plants.

o

Will ComEd transfer any transmission or distribution assets to Exelon Genco?

ComEd will not transfer to Exelon Genco any transmission or distribution assets, with the

~ exception of a synchronous condenser at the Zion station and certain land on which

various facilities .sit. ComEd will havé the right to control and operate that synchronous
condenser. ComEd will continue to own and 0peraté its other transmission aﬁd
distribution assets subject to any currenf or future obligatidhs to any independent system
operator or regional transmission organization. | |

Will the Transfer adversely affect the reiiability of the ComEd nuclear plants?

No. The Transfer will not negatively affect the opera.ting performance of the nuclear
units. The nuclear units will be undef the.same direct management after the Transfer as
they were immediately before the Transfer. Moreover, PECO itself brings an admirable
operating record to the table. PECO is recognized as a leading nuclear operator across
the industry and has managed fwo other plants under service contracts. PECO's
substéntial nuclear fleet has set new nuclear performance stahdards in safety, capacity
facto‘ré, refueling efficiency aﬁd low operating and maip'tenance costs, while producing

more than 33 billion kilowatt-hours of nuclear electricity in 1998. Between them,

" CH: 1105153 v ‘ 8
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Unicom and PECO intend to establish in Exelon Genco the single best nuclear opérating

team in the generation business.

Q. How will ComEd obtain its power supply after the Transfer?

A ceritral feature of the Transfer is the PPA, a power sﬁpply agreemeni under which
Exelon Genco will supply all of ComEd's requirements from the date of the Transfer
thrdugh December 31, 2004 (the "Initial Term"), and, in 2005 and 2006, all of ComEd's
Tequirements up to the available capacity of the transferred nuclear units. Thé PPA will

ensure ComEd a reliable source of supply. while at the same time, as I will exolain,

- : ©omE L

protecting ComEd from the risk of suboptimal performance of the nuclear units, erergy | = " <

——n

price volatility and many c'>f the financial effects of loéd' loss associated with the transition
to a competitive retail market. |

Under ﬂle PPA, Exélon Genco will be C.omEd's sole external source of supply
during .the Initial Term of the PPA (i.e., through 2004). (CoxﬁEd may still, from time to
time, employ small generators (known as "distributed generation") thrdughoui its system
fof rel-iﬁbility pﬁrposes, and will still make purchases required under PURPA.) During
the Initial Term, Exelon Genco will supply all capacity. and energy required by ComEd to
serve its load, satisfy applicable reliability requirements, provide anciilary services and
satisfy any and all other obligations that ComEd may have. T'orusatisfy ComEd's
fequirements, Exelon Genco will rely on the same sources of supply that would otherwise
be available to ComEd‘absent the Transfcf: the nuclear units, the Fossil Agreements and
other m‘arket. sources.
Subsequent to the Initial Term, in 2005 and 2006, Exelon Genco will serve ComEd's

requirements up to the available capacity of the transferred nuclear units.

CH: 1105153 vl ' o 9




203 Q. How will capacity and energy be priced?

204 A ComEd will not pay a sepé.rate capacity charge; ComEd will pay only an encrgy charge.

205 The PPA sets forth a schedule of energy prices, on- and off-peak, by month ‘fof the Initial
206 Term. Prices for the yearsv 2005 and 2006 wil.l be set at then prevailing market rates, and
207 will be filed with )thé FERC for the FERC’s approval. )

208 Q. How were the monthly prices developed?

209 A .. The monthly prices were developed using data that reﬁect ComEd's cost of service

210 associated with the nuclear units, prices under the Fossil Agréemeﬁts, .and projections of
211 - market prices. The nuc;lear plant costs reflect both a projected, substantial write-down of |
‘2 12 ' in;resnnent_ in the nuclear plants at closing of the Unicom-PECO mefger and the benefit |
213 of the improvement of the nuclear units' operating performance in recent periods. | |

214 - 'Spe;:iﬁcally., the prices'aésume tﬁat the the nuclear plants will operate at an aggregate
215 capacity factor of 85%, which coinpares with thevhistorical capacity factor of 69% for the
él6 | period 1989 through 1999. In other words, Exelon Genco is giving ComEd the benefit of
217 an inérease in the units' overall capacity factor to a level mﬁch higher than that at which
218 they have historica.ll‘y operated, as well as reflecting the benefit of the reduétion in book
219 investment,

220 Q. Why were prices developed in this manner?

221 A.. - There are three principal reasons. First, the price of energy provided to ComEd during

222 the Initial Term is intended to approximate the cost to ComEd of these same sources were
223 the Transfer never to occur. We are not attempting to effect any increase in cost to
224 _ ComEd by moving the nuclear assets and other resources to Exelon Genco. Moreover,

© CH: 1105153 v1 : 10
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- the prices will be fixed for the term of the agreement to protect ComEd from any

inéreases in cost, whether due to operating costs, additional investment or market priccsv.

Second, the 1m'tial Term pricing also allows ComEd's power sﬁppiy costs to rise
and fall with its load.} ComEd will no longer h_éve any fixed power supply costs that it
has to cover regm&leés ‘of load levels. Rather, ComEd will vonly be required to pay for
that energy which it needs. If Cmed's load falls', 1ts costs also fall, 'in proportion to the ’
reduction in load. This feature affofds ComEd's ROE significant protection from risks
associated with the level of switching to other ‘_suppliers. |

Finally, the Initial Term pricing I;rotects ComEd from any risk that nuclear plant
performance deteriorates -during the term of the agreement. Naturally, ComEd does not
expect that the same team that has rescued the nuclear units from the prior performance
patterns and establlshed an ad:nlrable operatmg record would allow the units to return to
their prior performance pattems. Nonetheless, under the PPA, ComEd will no longer
bear that risk; it will become Exeloﬁ Génco's risk. ComEd will pay prices based on high
operating performance levels regardless of actual performance. | This not only protects
ComEd from the risk, but also provide.‘s\Exelon Genco with a significant incentive. to
keep the plants running well. Any operating performance slippage wi]l accrue to the sole
detriment of Exelon Genco.
Does the Transfer alter or change any risk relating to availability of supply during the

2001-2004 period?

_ No the Transfer does not alter any risk relatmg to the safety and rellablllty of service

prov:dcd by ComEd during that period. As I have discussed previously, ComEd will

obtain its source of supply from Exelon Genco under the PPA. Exelon Genco, which will

CH: 1105153 vl o 11
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combine the ComEd and Power Team wholesale marketing talent and operations, will
serve ComEd from the same resources that ComEd has today: the ComEd nuclear units,
the various Fossil Plant Agreements and market sources. Accordiﬁgly, the Transfer will
not limit or reduce the resources availablé to serve ComEd.

Moreover, in no respéct will the management of C_omEd"s power sup'ply be
inferior to the management of ComEd's resource pprtfolio today. The addition of the

Power Team expertise to the management of ComEd's supply needs should enhance

_ComEd's reliability. Power Team brings to the table a highly successful wholesale

marketing operation, with a proven track record.

Further, the PPA provides for the same type of load and resource planning that »
ComEd engages in today. Under the PPA, each year CorﬁEd and Exelon Genco will
engage in a planning process for the following year, which will result in an annual load
plan. This process Will enable Exelon Genco to brocure whatever additional resources
that may b; necessary to satisfy ComEd's needs the follo'wihg year. I wish to eméhaisize

that the PPA expressly provides that the annual load plan is'designed to ]Srovide a

~ reasonable basis on which to estimate ComEd’s service requirements, and will not relieve

Exelon Genco from it§ obhgaﬁons to provide ComEd the actual full requirements needed
to meet ComEd’s service obligations to retail and retained load.

After the PPA expirés, ComEd would obtain its then-requi;ed supply from market
sources, which could i.nclude Exelon denco.
Do you expect that market sources will be adequate at that time?
Yes. In fact, we expect that the power supply market at thaf time will include m?my moré. :

supply options than it does tbday. A substantial amount of new capacity has been

CH: 1105153 v1 12
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proposed in IIIinc_ﬁis alone. Whilé not al] of the proposed facilities may be built, ComEd
anficipates that a significant number will and that there will be no difficulty procuring
replacement supply upon expiration of the PPA. I also note that two other Illinois electric
utilities, Illinois Power Company and Central Illinois Public Service Company,
transferred their electric gen;erating assets fo a generating company affiliate and entered
into supply contracts with those affiliates that expire on December 31, 2004.

Has ComEd prepared a load and resource plén?

Yes. The Company has prepared a load and resource plan for the 2000-04 study period

‘that assumes 100% load retention. The plan accbmpanies.the Notice as Appendix K

(confidential). The plail shows that in some years, at 100% load retention, currently
contracted Genco resources would produce a reserve margin below a 15% reserve

margin, computed in accordance with the MAIN methodology. To the extent that Genco

requires additional resources to serve the ComEd load, Genco would arrange to purchase -

“additional resources to ensure reliable service. The attached plan also indicates the level

of planned resources that other entities plan to install in the ComEd control area, which,

in the éggregate, greatly exceeds the amount by which currently contracted Genco

" resources would fall below a 15% reserve margin at 100% load retention. In addition to

the new control area resources referenced in the plan, there will be other resources

outside of the ComEd control area that could be imported in the event, and to the extent,

" necessary. ComEd also has the ability to utilize additional load management measures.

I note also that the transfer of ComEd’s physical generating assets and contractual
generation resources to Genco does not change the plan in any respect from what would

be the case Were the transfer not to occur. The plan would be exactly the same if ComEd

CH: 1105153 v . 13
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the tran

maintain ownership of the nuclear piants and other'éapacity rights. Accordingly,

sfer does not adversely affect ComEd’s ability to provide reliable service in any

4 respect.

Q. Will this reorganizatibn have an impact on the efficiency of Northern Illinois' wholesale

market?

A, By divi

ding ComEd into a Generation and Distribution organization, we hope to

stimulate the development of a more efficient energy market in Northern Illinois. . As the |

Exelon

Genco and ComEd grow as two separate organizations, they may independently

transact in an open wholesale market and help to foster institutions that increase market

liquidity and efficiency.
Q. Will the Transfer interfere with transmission or distribution operations?
A No. ComEd will continue to own and operate its transmission and distribution systems.

The Transfer will not affect, in any respect or to any degree, ComEd's participation in the

Midwest Independent System Operator.

The Transfer will not interfere with or disrupt the Company's continuing efforts to

improve the performance of its distribution system. To the éontrary, the Transfer will

separate the distribution and generation functions, and will facilitate heightened

| management focus on distribution system operations.

The Transfer also will not adversely affect the Company's ability to invest in

distribution system enhancements. As the Company's accompanying ROE analyses

demonstrate, the Transfer will have no adverse effect on ROE. Accordinvgly, the

Company's plans to improire its distribution system 'will be unaffected by the Transfer.

CH: 1105153 vl

14




316 Q. What two sets of questions did the Commission pose to the parties in Docket No. 00-
317 0244? |

318 - A The two sets of questions were:

319 1) Will Commonwealth Edison have the ability to provide a reliable source of

- 320 B electricity to its retail customers who opt to take service under the power purchase
321 | | option (“PPO”) required by Section 16-110(b) if the transactiohs_ described in the
322 Section 16-111(g)(vi) notice are completed? Will there i)e areliable sourc_:é of
323 ' electricity if there is no material change in the Neutral Fact Finder'(“NFF”)-
324 determined market value for customers who shift to thé PPO between now and
325 | Summef 2000, as well as for customers who shift to the PPO in future summers
326 (again, assuming no material change in the NFF-determined market value of
327 o - power and energy)?
328 ' 2) The Notice contemplates fhe transfer by Commonwealth Edison of a number of
329 ' nuclear power plants (“hard assets”) that it currently owns. These assets
330 ' constitute a signiﬁcanf cofnponent of ComEd’s balance éheét in terms of :

331 ‘creditworthiness and as perceived by the financial industry. What will be the

332 ‘ nature of the assets that ComEd receivés in return for the transfer of these hard

' 333 assets? Will any perceived difference in the creditworthiness of ComEd before
334 , _ and after the contemplated transfer give rise to increased costs of debt, or any
335 other impact on the financial perception of ComEd that could give rise to a
336 claimed need for higher rates for electricity or delivery services? What financial
337 ~ guarantees will be given by third parties as further security for the assets received
338 A by ComEd in return for the .nuclear powér plants? |

CH: 1105153vl ' 5o .
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Q. - Will the Transfer impair ComEd’s ability to provide reliable electric service to customers

exercising their PPO option this summer and in subsequent years?

A. No, it will pot. The question raised by the Commission refers to the possibility of

customers switching to the IPPO shonly bgfore or during summer months. To the extent
that such switching may occuf, ComEQd’s ability to serve the switching, load will not be
lessened to any degree by the tfahs‘fer of ComEd's remaining generating asset.s and
resources fo Exelon Genco. The ability to serve PPO load is a planning and supply issue.
'i‘héplanning process and ComEd’s ability to serve PPO load -- either this year or in
subsequent years -- will be utterly unaffected by thé transfer of generating éssets to
Exelop Genco. Currently, ComEd plans for.its load on an annual basis. This year, prior
to tﬁe Transfer, ComEd plans to serve that load using a mix d_f resources, which include
its nuclear ger'lerating. plants, cap‘acity under con&act and other market sources. After the
Tr.;msfer, ComEd will still plan for its load on an annual basis. .ComEd‘will plan to serve
this load through the rhandatqry transition period through Exelon Genco, which will use
the same mix of resources (the nuclear plants, éonﬁrg.ct capacity and other markét sources) -

to serve ComEd that CorﬁEd itself would have used.

Q. Will Exelon Genco be required to supply ComEd with the capacity needed to serve PPO

load during the mandzitory transition period?

Al Yes, under the PPA, Exelon Genco will be required to supply ComEd’s full load

requirements during the mandatory transition period. While Exelon Genco and' ComEd
will cooperate to plan for ComEd’s needs, Exelon Genco’s obligation will not be limited
to ComEd’s planned or anticipated load. Exelon Genco must provide capacity and

_energy adequate to cover ComEd’s actual load requirements.
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Will the use of the NFF to determine the price under the PPO ‘affect ComEd’s ability to

serve PPO load?

-

No, the ability to serve PPO load is not dependent on the particular mechanism used to

~ set the PPO price. Again, this is a planning and supply issue. It is not a pricing issue.

What cost of service issues have been posed by the Commission?

~ The Commission has asked, essentially, whether the Transfer will adversely affect the

Company’s cost of capital to an extent that increases the Company’s cost of service.

Will the transfer of nuclear assets negatively affect the Company’s cost of capital? A

‘N'o,i the Transfer will not adversely affect cither the cost of debt or the cost of equity.
While, as the Connniésion notes, the Transfer will reduce the level of “hérd assets” on the
Company’s books, it is far more signiﬁéant from alender’s cfedit-assessment perspective

that the Transfer will greatly reduce ComEd’s generation-related default risk. Further,

- the Transfer is not expected to significantly affect ComEd’s required return on equity.

Please discuss the effect of the Transfer on the Company’s debt ratings.

Debt ratings are issued by indépeﬁ_dent rating agencies. The primary risk that debt rﬁtihg
agencies address is the risk of defaplt. In the past, the rating agencies used a single set of
criteria for all investor-owned electric utilities (“electric IOUs™), because virtually all
electric IOUs were vertically integrated, and there was no significant difference in the
default risk profiles of the generation, transmission and distribution functions. All three
were subject to rate of return regulatioh, and electric IOtIs were guaranteed an
opportunity to earn a reasonable rate of return. Today, however, competition has been
introduced in the generation business line, at both the wholesale and, in states such as

Ilinois, the retail levels. The risks associated with competition are likely to make the
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default risk of a debt investment in a generation business greater than the default risk

associated with a debt investment in a wires business (transmission and distribution).
Accordingly, as electric utilities are separating their generation and wires businesses into

different companies, the rating agencies use criteria specific to the type of business(es) in

-which the company engages.

Have the ratings agencies themselves indicated that they consider thc default risk of a
debt investment m a wires business to be lower than the default risk of a debt investment
ina generatiﬁg busine.ss?' |

Yes, they have. The rating agencics have indicated that the financial parameters
considered appropriate for measuring the debt default risk of a vertically integrated
electric utility company are not nécessarily suitaBle for assessing the debt default risk of a

wires company. In particular, the agencies’ general assessment is that companies electing

. to focus on generation will need higher cash flow coverages and stronger capitalization

ratios (i.e., more equity) to maintain the same debt rating as the generation market

becomes more competitive. As a result, the general view is that transmission and

distribution companies are likely to experience relatively higher credit ratings for similar

. levels of debt-protection.

What is the significance of the rating agencies’ view for ComEQd’s post-Transfer credit

ratings?

Of course, we cannot‘ predict exactly what action each of the rating agencies will take
with respect to ComEd after the Transfer. However, the most significant factor in
assessing ComEd’s dAebt creditworthiness will be the degree to which it has protected

itself from the debt default risk associated with the marketing of generation. As I
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408 explained above, and as the Company explained in the Notice, a prinéipal purpose of the
409 Transfer is do just that -- isolate ComEd to the gréate_st extent possible from financial

410 : risks associated witﬁ the ownérship, operation and marketing of géneration. )

411 | Q. Do you agree that the nuclear assets constitute “a-significant cdmpbnent of ComEd’s

412  balance sheet in terms of its creditworthiness and as perceived by the financial industry”?

413 A 1 agree that historically an electric IOU’s balance sheéet has played a significant role in

414 ‘ credit risk assessment. The rating agencies have moved away from relianqe on balance
415 sheet measures, however, for a variety of>reaso‘ns. The i)ﬁncipal reason involves lack of
416 uniformity in asset valuation practices and depreciation policies, particuhrly as energy
417 | companies become global in scope. The agencies focus instead on levels of debt, cash
418 | and cash flow. :_

419 Q. Will the Transfer adversely affect the Company’s cost of equity for either bundled

420 elecjric service or delivery service?
421 A No, there is no reason 16 believe that the Company’s 'required return on equity will be
422 . any higher after the Transfer than before. MoreoVer, I would note ﬁat, during the
423 mandatory transition period, the Company’s ability to seek an incfease in rates for
424 , bu_ndled electric service (generation apd delivery services) is governed by Section 16-
425 111(d) of thé Illinois Pubiic Utilities Act. Mr. Berdelle has éubmitted analyses
426 : deﬁonstrating that ComEd would not qualify for an incrcaée.ifx bundled e]ectriq fates
427 under that test.

428 Q. TﬁeCommission expreséed an interest in what assets ComEd is receiving in exchange for
429 - the nuclear assets. W.hat consideration is ComEd receiving in return for the assets being

430 ' 'transferred? '
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431 A, The principal consideration ComEd receives is ComEd stock that will be held by Exelon

432 . at the time of the Transfer. As described in the Notice, the Transfer will occur by ComEd
433 first transferring the assets to a subsidiary of ComEd. ComEd will then exéhangc its

434 stock in the subsidiary with Exelon for ComEd common stock held by Exelon. ComEd
435 - will then retire that stock. |

436 Q. Does the nature of the assets being received by ComEd as considcration require that an)'(
437 additional financial guarantees be given 'as security?

438 A.  No, it does not.
439 Q. Does this conclude your testimony?

440 A, Yes.
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