ComEd Ex. 4.0 (2™ Corrected)

STATE OF ILLINOIS

ILLINOIS COMMERCE COMMISSION

COMMONWEALTH EDISON COMPANY
No. 07-
Proposed general increase in electric rates

2" Corrected Direct Testimony of
GEORGE A. WILLIAMS

Senior Vice President,
Operations



Docket No. 07-
ComEd Ex. 4.0 (2" Corrected)

TABLE OF CONTENTS

Section Page
I.  Executive Summary and Introduction .............ccecceevieniiiiiiniiieiieniecie e 1
A.  Summary of Testimony by S€CtiON........ccceevuieriieriiieiieeie et 2
B. Background and Qualifications.............cccueeuieniieniiieniieniieiieie e 4
II.  Overview of ComEd’s Delivery System, Services, and Goals............ccoceuvererennnen. 5
A. ComEd’s Delivery System and ServiCes ..........cecceereerieeniienieniieerieeveeninens 5
B. ComEd’s Distribution Spending............cccceeeveeriieriienienieenieeieesieeieesve e 10
C. Rates Must Reflect ComEd's Increased Costs ........coceeveevierienienieniiineenienne 22
D. System Modernization Projects ...........ccocceevieriiiiieniiieiienie e 24
III. RAE BASE .ttt st 30
A. Description of Assets in Rate Base ........ccccoceviieniieiiieiieiiieiecceceeeee 30
B.  Changes In Plant Since 2005 ........ccooiiriiiiiiieiieieeieeee e 33
C.  Pro Forma Adjustments to Plant Balances For
Assets Added Prior To The Final Order .........cccoovviiiiiiiiiiiiiiiiiceeieeee 37
D. ComkEd's Rate Base Assets Are Used and Useful ........ccccoceeveriniininicncnne. 41
E.  Distribution Plant.........ccccooiiiiiiiniiiiniieeceeeeeceeee e 43
1. Distribution Plant OVEIVIEW ..........ccceevieriinieiieniiieiienieeeeeeseee 43
2. Distribution Plant Additions Since 2005 ........ccccoovevienirienienennene 44
3. INVENLOTY ..eeiiiiiiiiiie et e 56
F.  General Plant......c..cooiiiiiiiiiiieiieieeeee e 56
1. General Plant OVeTrVIEW ......c.c.cvueeiierieniieienienieeieseeieee st 56
2. General Plant Additions Since 2005 ........cccoeveviereiienieneeienienee 57

Page i



Docket No. 07-
ComEd Ex. 4.0 (2" Corrected)

G.  Intangible Plant ...........cccciiiiiiiiiiiiieee s 58

1. Intangible Plant OVErview ...........cccecveeiienieeieeiieeeeesee e 58

2. Intangible Plant Additions Since 2005 ........cccceecvevienenienienenieneene 59

H. Materials and SUPPIES......c.oooiieiiiiiiiieiiee et 61

IV.  Operating EXPENSES .....c.ceecuieriiiiiieiiieiiieiteeite et esite et esttesteeteesaeesaesnaessseessnesnseens 62
A. Distribution Operations and Maintenance EXpenses ...........cccceeeevverieniennnene 63

B. Administrative and General EXpenses.........cccooveeiieriienieeiiieniieeieeieeeie e 67

V. Production Assets and EXPEnses.........cceevuieriieriiieniieniieiieeie et 68

Page ii



10

11

12

13

14

15

16

17

18

19

20

Docket No. 07-
ComEd Ex. 4.0 (2" Corrected)

Please state your name and business address.
My name is George A. Williams. My business address is 2 Lincoln Centre, 10" Floor,

Oakbrook Terrace, Illinois 60181.

By whom and in what position are you employed?
I am Senior Vice President of Operations for Commonwealth Edison Company

(“ComEd”).

Executive Summary and Introduction

What are the purposes of your testimony?

The purposes of my testimony are to discuss why the cost of providing distribution
service has risen, despite careful cost controls, and to explain the importance to
customers of the additional activities and costs that ComEd is requesting be reflected in
its rates.

In ComEd’s last rate case', the Illinois Commerce Commission (“Commission”)
approved rates using an adjusted 2004 test year, but those rates do not reflect our current
costs. Through the end of the adjusted test year, ComEd has or will have invested
$1,698.7 million in distribution infrastructure that is not yet included in its rate base.
ComEd’s operating expenses (before income taxes) have increased by $199 million to
$1,357.5 million since its last rate case. Those investments and increased expenditures

were required so that ComEd could:

e continue to serve the needs of its existing customers;

" Commonwealth Edison Co., Docket No. 05-0597 (the “2005 Rate Case”).
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e expand the distribution system, especially in rapidly growing areas, as customers

have demanded;

e deploy innovative new technologies, including technologies that increase the

reliability and resiliency of the distribution system; and

e address the wide variety of other changing needs and rising costs of operating a

distribution system.

ComkEd is being called upon to do more, to invest more and to meet greater
customer demands every day. We continue to invest in our distribution infrastructure and
technologies to increase our level of service. Customers have benefited from our efforts.
If distribution system investment is to continue, if future system improvements are to be
made, if new and innovative technologies are to be rolled out, and if ever-increasing
customer demands are to be met, our rates must fairly reflect our increasing costs of

serving customers.

A. Summary of Testimony by Section

Can you summarize, by section, your testimony?

In Section II, I provide an overview of ComEd’s delivery system, explaining the
functions ComEd performs and the distribution and customer-related assets and expenses
required to perform them. I describe the operational needs ComEd has faced since 2004
and ComEd’s vision for a more technologically advanced and an even more capable and

reliable delivery system, including its proposed system modernization program rider.
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In Section III, I address in particular ComEd’s rate base — the assets it uses to
provide delivery services.” I identify the types of Distribution Plant, General Plant, and
Intangible Plant included in ComEd’s rate base. Together with Mr. McMahan, whose
testimony (ComEd Ex. 5.0) discusses our largest distribution investments and projects,’ I
confirm that the equipment, facilities, and other assets in ComEd’s rate base are serving
ComEd’s retail customers and are the right types of assets to provide that service. I
explain how ComEd determines if and when investment in new plant is reasonable and
necessary, and the rigorous operational controls we apply when making investments to
ensure that our acquisitions are prudent and reasonable in cost.

At the end of Section III, I present ComEd’s proposed pro forma adjustments to
its rate base and explain that they represent known and presently measurable changes to
our cost of providing service. Additional support for these adjustments and evidence
concerning non-operational issues is found in the direct panel testimony of Mses.
Houtsma and Frank (ComEd Ex. 7.0).

In Section IV, I address ComEd’s Distribution Operating and Maintenance
(“O&M”) Expenses. I explain how ComEd determines what expenses to incur and how
we know that these expenses support the provision of utility service and are reasonable
and prudently incurred. I also address certain operational issues concerning

Administrative & General (“A&G”) expenses incurred by ComEd that support our

2 When I refer to ComEd’s “rate base,” I mean ComEd’s Illinois Commerce Commission rate
base and not the rate base used by the Federal Energy Regulatory Commission (“FERC”). Likewise, when
I refer to “revenue requirement” in my testimony, I mean the distribution revenue requirement, unless I
clearly say otherwise.

* Mr. McMahan’s direct testimony (ComEd Ex. 5.0) discusses ComEd’s largest new investments
in rate base, including those identified on Schedule F-4, attached to his testimony as ComEd Ex. 5.1.
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provision of utility service. I address A&G and distribution O&M expenses incurred for
services acquired directly from third-party vendors including Exelon Business Services
Company (“EBSC”). Other witnesses will address costs for other types of EBSC services
and functions, as well as the value of the EBSC relationship. I establish that the
operating expenses included in ComEd’s revenue requirement are costs of providing
electric utility service to ComEd’s retail customers in Illinois, are prudently incurred
costs, and are reasonable. I also discuss ComEd’s proposed incremental storm repair
expense rider.

In Section V, I address Production Assets and Expenses. ComEd has no
production assets. ComEd does not include any of its costs to purchase electricity or for
related capacity or transmission services in its delivery expenses or capitalized in its rate
base. These costs are recovered through separate charges applicable to those customers

who purchase supply from ComEd.

B. Background and Qualifications

Mr. Williams, what are your current duties and responsibilities with ComEd?

As Senior Vice President of Operations for ComEd, I have senior executive responsibility
for the overall function and strategic direction of ComEd’s delivery system, including
distribution system operations, facility construction and maintenance, work management,
planning, overseeing storm recovery, and assuring the reliability of service to our

customers.

What was your earlier professional experience?
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Prior to assuming my current position, I served from 2002 to 2006 as a Vice President of
Entergy Nuclear South, with executive responsibility at various times for plant
management, technical services, information services, materials, purchasing, training, and
safety and reliability. From 1999 through 2002, I served as a General Manager for
utilities in the PPL and Progress Energy family of companies with responsibility for plant
management, quality control, and safety. From 1984 through 1999 I was employed by
PECO Energy Company in a variety of positions with increasing responsibility in

operations and corporate planning and analysis.

What is your educational background?
I received a Bachelor of Science degree in electrical engineering from Widener
University in 1984, and a Masters of Business Administration from St. Joseph’s

University in 1994. My resume is attached as ComEd Exhibit 4.1.

Overview of ComEd’s Delivery System, Services, and Goals

A. ComEd’s Delivery System and Services

You testified that since the end of the test year in ComEd’s last rate case, ComEd has or
will invested $1,698.7 million in its distribution system and that the operating expenses
of that system have risen by $199 million. Can you describe in more detail ComEd’s
distribution business?

Yes. ComkEd is in the energy delivery business, which includes the distribution and
transmission of electricity in northern Illinois, and the provision of customer services to
our retail customers. Our distribution function provides delivery of electricity from
generators and the federally regulated transmission system directly to retail customers.

We provide that service regardless of who supplies the customer’s power and energy.
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In order to appreciate the magnitude of our operations, it is helpful to focus on the
size of our service territory and scope and diversity of our customer base. ComEd serves
11,411 square miles of territory — an area roughly the size of the states of Massachusetts,
Delaware, and Rhode Island combined. The map below shows ComEd’s retail service
territory in light blue. About 8 million people live in this territory. As of September
2007, ComEd serves approximately 3.4 million residential customers (typically, a

household is one customer), and 3.8 million customers in all.
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ComEd’s territory is varied. It includes both rural areas, with a relatively low
load and population density, and densely populated urban areas with high concentrations
of load. It includes a large number of suburbs, including many that are transitioning

rapidly, with resulting changes in load and distribution needs. ComEd’s territory also
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includes the entire City of Chicago, which alone covers about 225 square miles and has a

population of about 3 million.

Can you explain in more detail specifically what the energy delivery business involves
and how it compares to the distribution function?
Yes. The energy delivery business is sometimes referred to as a “wires” business. That
is because the delivery of electricity requires the use of two categories of wires — those
that are part of the transmission system and those that comprise the distribution system.
In general, the transmission system refers to the network of high capacity lines, bulk
power substations, and other related facilities that carry electricity from generation
sources throughout the region to the areas where load is located. The costs of this system
and the tariffs governing its use are regulated by the Federal Energy Regulatory
Commission (“FERC”). The distribution system is the network of lines, substations, and
other facilities that brings electricity to homes and businesses and transforms it to
voltages and quantities suitable for use by individual customers. Generally, the costs of
the distribution service and the terms and conditions under which it is provided are
regulated by this Commission. The test used to separate transmission and distribution
facilities and functions has been established by FERC and is commonly referred to as the
“Seven-Factor Test.” This process of “functionalization” is discussed in more detail in
the direct testimony of Mr. Michael McMahan (ComEd Ex. 5.0).

Delivery services also include other miscellaneous services including
transmission ancillary services, and the provision of customer services required for retail
customers’ utility service, most notably standard metering and billing services. Although

accountants track assets and expenses related to these customer functions differently, they
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are, from the perspective of the retail customer, part of the retail delivery services that
ComEd provides. Retail customer services, such as billing and call center services, in
particular, are part of distribution service we provide our customers. Ms. Sally Clair will

discuss these customer services in more detail in her testimony. (ComEd Ex. 6.0).

Please describe how ComEd provides delivery services to its retail customers.

ComEd provides distribution and related customer services by operating and maintaining
an efficient and reliable distribution system. The system must be capable of meeting our
customers’ demands for electricity whether they buy their electricity through ComEd or
from another supplier. Our customer service operation must be sufficient to support our
customers’ retail service needs. ComEd’s investments in assets to provide those services
are included in ComEd’s rate base. The costs of those investments, as well as the
expenses ComEd incurs during the test year in providing these services, are recovered
through ComEd’s Illinois rates.

ComEd provides transmission services through PJM Interconnection, LLC
(“PJM”), which operates all of the transmission facilities owned by ComEd as well as
those of other utilities in PJM. In general, ComEd acquires from PJM or PIM-
administered markets, directly or through contracts with suppliers, the transmission and
ancillary services its customers need. The cost of these services is determined by PIM

transmission tariffs and agreements. Only the costs that ComEd incurs in acquiring
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transmission and related services for retail customers are included in their Illinois retail

rates.* Tt is simply another of ComEd’s costs of providing retail service.

Can you give some examples of the resources ComEd deploys to provide delivery
services to all of these customers in such a large and diverse service territory?
Yes. Our system is very complex and I could describe many details that illustrate the
tremendous scope of our business. However, a few facts provide a good picture of the
significance of our operations. For example, ComEd:
¢ Employs over 5,000 workers;
e Operates and maintains 43,900 circuit-miles of overhead conductors and 46,300
miles of underground cable;
e Operates and maintains 265 terminals, each performing a separate electrical
function, at 217 major substations supplied by high voltage lines;
e Operates and maintains 777 terminals, each performing a separate electrical
function, at 513 local substations powered by lower voltage lines;
e Uses 587,000 distribution class transformers outside of these substations to
provide electricity at the voltages customers need;
e Uses 1,364,000 distribution poles;
e Fields, under normal circumstances, approximately 1,000 field service crews; and
e In addition to its normal field crews, keeps more than 1,500 trained personnel

available almost immediately to address emergencies.

* Although ComEd also owns transmission assets, those assets are operated by PJM and used to
allow PJM, not ComEd, to provide transmission service. The costs ComEd incurs as a result of owning
those assets are, in turn paid by PJM in accordance with tariffs approved by FERC. Those costs are not
included in the revenue requirement.
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Does ComEd also purchase and resell electricity for customers?

Yes. ComEd’s obligations as an energy delivery business also include the purchase and
resale of electricity, largely through a procurement process formulated and regulated by the
State. ComEd neither owns nor operates any generating facilities or, for that matter, any
other assets used in the production of electricity. Thus, in order to supply electricity to its
customers, ComEd must acquire energy and capacity on the wholesale market, either from
suppliers or directly from PJM-administered markets. ComEd buys and resells energy on a
pass-through basis only and makes no profit from it. While ComEd’s costs of purchasing
electricity are large, those costs are not part of ComEd’s delivery costs. Likewise, the
revenues from selling electricity are not an available source of funds to support our delivery
business. For that reason, my testimony is primarily about the energy delivery business

and the investments and operating costs necessary to conduct that business.

B. ComkEd’s Distribution Spending

Mr. Williams, in addition to the size and scope of ComEd’s delivery business, are there
specific factors that have caused ComEd’s spending for delivery services to increase from
2004 to 2006?

Yes. I will summarize some of the key factors in this section of my testimony. Because |
have senior executive responsibility for overall operational spending, I have a broad
perspective on this issue. I understand what it costs to meet the needs of ComEd’s
customers. | am familiar with the developments that have required increased investments
in our system and I have close, first hand experience with our operating expenses and the

reasons that they have increased.
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Before you describe the factors that have caused expenditures to rise, could you provide a
high-level overview of ComEd’s spending on its distribution operation — both O&M and
capital expenditures — during calendar year 2006?

Yes. The total costs of our distribution business are reflected in ComEd’s Illinois-
jurisdictional (distribution and customer) revenue requirement of $2,048.8 million, which
is addressed in detail in the direct testimony on Mses. Houtsma and Frank (ComEd Ex.
7.0).5 In addition, to operate its distribution function, ComEd incurred additional costs
for such activities as investing in distribution-related General Plant and Intangible Plant,
paying necessary A&G costs, and meeting our tax obligations. Although the costs of
these activities are accounted for separately, they are properly recovered through

ComkEd’s distribution rates.

Can you summarize why the cost to ComEd of providing distribution service grew from
2004 to 2006?

On a very broad level, there are three key reasons:

e QOur customers’ needs have grown and we are doing more in response. We are called

on to provide greater delivery capacity, especially in rapidly developing areas.

e We continue to invest heavily in infrastructure improvement and in new
technologies and services. These investments benefit our customers, but they do

cost money.

> In the remainder of my testimony, when I refer to the distribution revenue requirement, I mean
the revenue requirement of our retail distribution business which includes both distribution and customer
functions.
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e The prices ComEd must pay for key goods and services has increased. The costs
of electric distribution are rising, nation-wide, faster than inflation. And, the cost
of certain key assets — such as transformers, wire, and cable — have experienced

cost increases worldwide that far outstrip inflation.

Are there specific changes in ComEd’s operations, activities, and costs that have
contributed to the increase in expenditures that you wish to highlight?

Yes. There are five key changes in our operations that increased our costs:

1. Expansion of the Distribution System, especially in rapidly growing areas.
System expansion is driven by an overall increase in the number of ComEd
customers and in their total load. But, in large part, it is also driven by a
geographic shift in the location of ComEd’s customers and their load and changes
in the concentration of that load. When much of our system was designed,
ComEd was a utility with only two main load centers — Chicago and Rockford.
Except for a handful of very large individual customers, load density away from
those arecas was low. But, regional land use, housing patterns, electric use
intensity, and industrial concentration have all changed. ComEd’s overall
customer electricity demand has been growing at approximately 1.7% annually.
However, in some areas of our service territory, demand is growing at 15% or
more annually. The counties of Lake, McHenry, Kane, Will, Kendall, and Boone
are among the most rapidly growing in the nation. All six are in the top 100 in
growth of the more than 3,000 counties nationwide. This growth is depicted

graphically in the diagram below.
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As a result of this growth and the move of load to the collar and far collar
counties, ComEd has had to install and expand additional distribution facilities,
transform the nature of distribution networks from rural to higher density, and
expand its service functions in these areas. For example, of the major capital
investment projects included on ComEd’s Schedule F-4, discussed in detail in the
testimony of Mr. McMahan (ComEd Ex. 5.0), the new Transmission Distribution
Centers (“TDC”, a type of major substation) in Minooka and Lake Bluff are
examples of investments driven by the spread of higher-density load to previously

rural areas.

2. Major Increases in the Cost of Key Items, Including Transformers. ComEd —
and other similar utilities around the nation — have experienced cost increases that
far outpace inflation and are driven by multiple factors outside of ComEd’s
control. Those factors include raw material (e.g., copper) costs; electric

equipment as a result of growing global demand (especially from China, India,
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and other areas of Asia), and weather, especially the impacts of Hurricane Katrina
and the Florida hurricanes. One example of the effect of the increased cost of raw
materials and equipment is the cost of substation transformers, which has more
than doubled just since 2004, as depicted in the chart below. These rapid price
increases extend beyond transformers. The cost of underground cable, overhead

wire, and poles has increased by between 40% and 60% over the same period.

2'f3;x'n‘;'§§:e Substation Transformer 2':X'”Zroe;;e
om ComEd Material Cost rom
$1,200,000 —+
$1,000,000 -+ e $1,038,000
-‘é $800,000 + L7
3 e
m ’
§$600,000 T $5(37,000 $457,854 i s
8 $400,000 + TrmmTTTTes ’ $350,000
$170,453
$200,000 —+ $128,500
Avg Cost
$0 T T T T T } 9375KVA
2002 2003 2004 2005 2006 2007 = = = =Avg Cost
Year 40MVA

Investment in New Distribution Technologies and Systems. Our deployment of
new technologies and systems includes both our “hard” distribution operations
investments and initiatives in other areas.

For example, ComEd continues its commitment to distribution system
automation, which can increase reliability and reduce restoration time. In 2006,
ComEd completed installation of Supervisory Control And Data Acquisition
(“SCADA”) remote monitoring and control capability at all of our substations.

SCADA is a highly integrated system of remote field devices that permits central
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dispatchers to remotely monitor the system, record its status and condition, and
operate certain devices on the system. It allows ComEd to more quickly
determine where and when problems on the distribution system occur, and to
either remotely reconfigure the system to restore service or to dispatch the
appropriate response teams. It can also allow ComEd to de-energize a portion of
the system remotely for public safety. ComEd is one of the few utilities in the
country that has all of its substations remotely monitored and controlled.

SCADA is far from the end of the distribution automation process now
available with modern technology. ComEd has also embarked on a multi-year
program to install distribution automation on its systems. Distribution automation
is accomplished by adding “smart” switches and related equipment that can detect
an outage, automatically isolate a fault and reconfigure the system, all without
human intervention. For example, if a car hits a pole at one end of a circuit, 1,000
customers can be interrupted. The distribution automation equipment can detect
where the problem is, isolate it and quickly restore service to a portion of the
customers out of service. This reduces the number of customers impacted by an
outage, cuts outage durations, and allows restoration crews to more quickly find
the trouble location. Due to the sheer size of ComEd’s system, automation will be
a major undertaking that will take years to complete. To date, ComEd has
installed over 800 automated switches on its 34 kV facilities and over 300 such

switches on its 12 kV facilities.

Implementation of New Support Technologies and Systems. ComEd has

modernized its operations support computer systems. We completed the
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installation of a new dispatch system that enables better monitoring and
performance assessment of the distribution system. Customer outage calls
automatically update the dispatcher system display. ComEd is also investing in a
“mobile dispatch” system to allow distribution system operators to dispatch crews
using an electronic notification system. This system will not only support the
most timely scheduling and dispatching of field personnel, it will also allow
customer outage information to be immediately available to our crews in the field.
Over time, this system will pay dividends by increasing the ability of crews to
respond to emergencies and other developing needs and will contribute further to
enhancing system restoration. ComEd’s plan is to have mobile data available for

all crews by the end of 2009.

5. Inflation. Like all other businesses, ComEd is subject to inflation. Costs have
risen between the 2004 test year used in ComEd’s 2005 Rate Case and the 2006
test year on which its proposed tariffs are based. For example, the Electric
Producer Distribution segment of the Producer Price Index, a broad measure of
industry unit costs, increased about 123% from the beginning of 2005 through the
end of 2006, and it continues to rise. The need for revenues to reflect up to date
costs is critical in the face of such rapid increases. Even if there were no other

change in our costs, the inflation-driven increase in our costs would be significant.

Do the activities on which ComEd spends money to provide distribution services fall into
categories that can help the Commission understand the costs you have described?
Yes. ComkEd distribution activities (including both O&M and capital) fall into three

broad categories — meeting direct customer needs, repairing and maintaining the system,
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and improving system performance for the future. The types of work involved and their
relative magnitude over the illustrative period from 2005 through the end of 2007 are
depicted in the chart below. Of course, not every expense or investment can be
individually categorized this way, but thinking of ComEd’s total expenses and investment
in terms of these three categories can help the Commission better understand our

activities.

ComkEd Distribution
2005 Actual — 2007 Plan

Improve System Outage Performance

Enhance Outage Response
(hMohile Data, SCADA, etc)

All Other
Expenditures 0% -
Improve
Systern
15% Ferfarmance
Address
Local Qutage /,
Perfarmance
Reduce Risk
of Large
Scale Outage
Repair and Maintain the System
7%
Al Other Cruqstogner Customer Needs
1% and Custamer Expenditures fueofs
Target Feeders — @
% All Other
\ Emergent Expenditures
N 10% & Corrective Gaovernmental
Wegetation Maintenance Mandated
L Relocation 9%
10
22%
Proactive 9%
Caorrective
Maintenance
Starm Capacity Customer
Restoration Expansion Requests
Freventive

Maintenance

Can you provide addition detail concerning these three basic functions?

Yes. They break down as follows:

e Meeting Direct Customer Needs includes work dedicated to expanding and

modifying the system as required to meet customers’ needs, responding to (and,
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where appropriate, anticipating and planning for) load growth, and performing
required relocation work. This function consumes approximately 40% of
ComkEd’s overall distribution spend, or on average approximately $1,340 million
over the period described.® The purpose of this work is to make sure that
customers can continue to use the system as it exists, and the need to undertake

this work is almost exclusively dictated by the decisions of others.

Repairing and Maintaining the System includes replacement of failed or failing
equipment, proactive and preventive maintenance, vegetation management, and
service restoration after storms. These types of work consume approximately
53% of ComEd’s distribution spending, or approximately $1,790 million over the
same period. The purpose of this work is to maintain system performance at the

status quo level.

Improving System Performance includes implementation of new technologies,
new and updated control and communications equipment and systems, and
adoption of new designs, standards, and work management protocols that can
further improve system performance. Some of these efforts directly affect
commonly reported outage “statistics,” such as SAIFI (System Average
Interruption Frequency Index) and CAIDI (Customer Average Interruption
Duration Index). But, at least as important to overall reliability are improvements

to the system’s ability to withstand extraordinary events. Although these

% The total revenue requirement cannot readily be broken down into separate dollar
values for each of these functions. For example, it is not meaningful to try to quantitatively
separate the effect of the growing customer needs that led to the construction of a new substation
from the increasing unit prices that drove up its cost. Both factors contribute jointly.
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improvements make the system more reliable, they will not in most cases reduce
SAIFT or CAIDI (because in most baseline years the contingencies they address
did not occur). For example, all the investment to make service to the central
business district more redundant in the event of a major substation failure will
only affect SAIFI or CAIDI in the rare event that there is such a failure. Similarly,
security and fire protection measures will only appear to affect reliability
“statistics” if, after a major fire or attempted attack on the system, the actual
performance of the system is compared to what its performance would have been
absent the improvement.

The remaining 7% of the funds spent on distribution activities, or about
$239 million over this period, are available to be devoted to all these efforts to
improve system performance. Moreover, ComEd’s ability to spend on these
activities is affected by unanticipated needs in the first two categories of work that
emerge during the year. Because performing work in those categories is essential
if customers are to be served at all, when funds available to ComEd do not cover

its budget, investments to improve future performance cannot be made.

Does ComEd also incur costs to implement and operate energy efficiency and demand
response programs?

Yes. ComEd has been a leader in establishing effective utility demand response
programs. ComEd was one of the very first utilities to offer voluntary load reduction
programs based on the actual marginal cost of energy. While these programs may reduce
the consumption of electricity, they involve costs to administer which are typically borne

by the delivery company, in whole or substantial part.
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What are the principal retail demand response programs offered by ComEd?

In 2006, ComEd had a variety of load response programs in place to help manage
demand, especially during the peak summer season. They included programs targeting
both residential and non-residential customers. ComEd’s load response portfolio
provides customers with financial rewards that vary by program and by the customers’
unique characteristics and abilities to reduce their energy usage. For example, on the
commercial side, ComEd currently operates one of the largest demand management
programs in the country with over 1,000 MW of load response potential. Internet
accessibility to energy data is available to C&I customers for a fee. For our residential
customers, the Residential Real Time Pricing Program is the first actively marketed
residential hourly price based service that provides interval data recording meters and
electricity market prices to residential customers within the ComEd electric service
territory.  Also, some 56,000 customers currently participate in the “Nature First”
residential air conditioning cycling program alone. Collectively, ComEd’s demand
response programs provide a potential of 1,295 megawatts (MW) of demand response.
This is equivalent to the demand of more than 150,000 households, and accounts for

more than five percent of ComEd’s peak load.

Are these demand response programs part of ComEd’s delivery services offering?

Yes. A ComEd customer’s opportunity to participate in these programs is independent of
whether ComEd or a competitive Retail Electric Supplier supplies the customer’s energy.
The customer need only be served by ComEd’s delivery system. Beside the kilowatt
hours (kWhs) saved by reducing energy usage, customers in the commercial and

industrial programs (CLR7 & VLR7) receive payments that are a complete pass-through
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of the market value of their demand reduction. This means that participants reap the
entire benefit of their participation, as ComEd does not retain any of the money paid

through the programs.

What are ComEd’s main energy efficiency programs?

First, ComEd invests in numerous examples of customer education and awareness
programs to promote the use of energy efficiency options. This includes many tools
offered to customers via the Web such as “Ask the Energy Doctor,” tools for do-it-
yourself Home Energy Audits, and opportunities for customers to purchase discounted
energy-saving products. ComEd also regularly participates in various community events
to share energy efficiency tips with customers. ComEd also sponsors and invests in
programs such as the distribution of compact fluorescent lights (“CFLs”), which are
designed to increase the penetration of proven, cost-effective energy efficiency
technologies. ComkEd is also committed to promoting real-time pricing that reflects the
true costs of energy and delivery. We expect to have more than 8,000 customers enrolled
in this program by the end of 2007. In addition to serving a demand-response function,
our real time pricing programs provide the correct incentives to further encourage

customers to use energy efficiently.

Are these energy efficiency programs also part of ComEd’s delivery services offering?
Yes. They are offered without regard to the choice of supplier and their purpose is to

reduce the use of electricity on the system regardless of its source.
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C. Rates Must Reflect ComEd’s Increased Costs

You have described the reasons for ComEd’s increased expenditures. Can you also
provide an operational perspective on why it is important for the Commission to approve
new rates in this proceeding?

Yes. Quite simply, ComEd seeks very badly needed cost recovery. As explained in the
direct testimonies of Mr. Mitchell (ComEd Ex. 1.0), Mses. Houtsma and Frank (ComEd
Ex. 7.0), and Mr. McDonald (ComEd Ex. 9.0), the increased revenues will allow us to
continue to meet our retail customers’ needs, to repair and maintain the existing
distribution system, and to enhance and protect that system with new and innovative

technologies.

Based on your extensive experience with ComEd’s distribution system, what will
approval of new rates providing adequate funding mean for ComEd’s customers over the
next few years?

It will mean a great deal. With rates that provide adequate funding, customers can expect
to continue to receive safe and reliable service and to see continued and expanded efforts
in the areas that I have discussed. They can expect to see increased use of distribution
automation which minimizes outages. They can expect to see increased use of highly
innovative designs and processes such as the award-winning “DC-in-a-Box” design
pioneered by ComEd, which I will discuss in more detail later. Customers can expect to
see a continued commitment to proactive, preventive maintenance activities, such as
increasingly aggressive cable replacement programs in residential areas and mainline
feeders to try to address in advance what is becoming one of the leading causes of

customer interruptions for electric utilities, including ComEd. ComEd is also
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investigating the use of loop recloser schemes and investing in aerial spacer cable to
enhance reliability in areas where tree contact has been a recurring problem.

Based on a pilot program completed in 2006 that had its roots in the international
utility community, ComEd is implementing a Material Condition Improvement Plan
(MCIP), which will enable ComEd to better target system improvements and to explain
the current and future condition of its distribution system given differing investment
assumptions. MCIP’s objectives are to better identify near-term reliability improvement
opportunities, ensure that near-term actions and initiatives support long-term material
condition improvement, and to mitigate and manage increases in long-term asset
replacement costs.

Finally, customers can expect to see increased use of technologies and systems
that allow for more effective demand management both by utilities and customers. Some

examples of what we expect to accomplish include:

e (ComkEd is planning to install over 10,000 direct load control switches on
residential central air conditioners as part of its “Nature First” demand

management program by the third quarter of 2008.

e ComkEd is now testing the use of Internet accessible programmable thermostats
for residential customers.  These thermostats can cycle customers’ air

conditioners when activated by a paging signal controlled by ComEd.

e We are also working with a third party program administrator to implement the
“Load Guard” automated price response service, an optional “set and forget”
residential price responsive service for Residential Real Time Pricing participants

who are enrolled in the Nature First Program.
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D. Svstem Modernization Projects

What is ComEd’s System Modernization Projects (“SMP”’) proposal?
ComEd proposes a system modernization adjustment rider that would allow it to recover
the incremental costs of Commission-approved System Modernization Projects — costs
that are not included in ComEd’s base rates proposed in this proceeding — pending their
inclusion in base rates in a subsequent rate case. These are real costs of investments that
can benefit customers, renew ComEd’s distribution infrastructure, or advance the
technological condition of the system, but are costs that would otherwise go unrecovered
between rate cases. The SMP proposal would allow ComEd’s budgeted capital
investment for these projects to be singled out, reviewed, and approved by the
Commission. The SMP rider, i.e., the tariff embodying this process, would be approved
in this general rate proceeding. The appropriately calculated costs of the approved SMP
projects would be recoverable through the SMP rider until such time as the remaining
costs of these projects, calculated to reflect the costs already recovered through the rider,
can be included in ComEd’s proposed base rates in a subsequent general rate proceeding.
The draft SMP rider is attached to Mr. Alongi’s and Ms. Jones’ direct testimony
(ComEd Ex. 12.0) and Mr. Crumrine’s direct testimony (ComEd Ex. 11.0) discusses the
specifics of the rider and its function. The proposed recovery through the revenue
requirement provided for in the rider is discussed in the Direct Panel Testimony of
Mses. Houtsma and Frank. Finally, Ms. Clair (ComEd Ex. 6.0) and I will discuss further

the operational rationale for the SMP proposal.

What types of projects does ComEd currently anticipate to propose for SMP rider

treatment?
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ComEd currently anticipates that it is likely to propose SMP rider treatment for the
projects including: advanced metering infrastructure (“AMI”) implementation (discussed
in Ms. Clair’s Direct Testimony, ComEd Ex. 6.0), automatic reclosers, advanced cable
spacers, underground cable replacement, a new communications system (the “900 MHz

system”), and various mobile dispatch systems.

Please describe the automatic recloser project and the investments it would require?

The automatic recloser project would implement systems that make it possible,
automatically and without the need for manual intervention or switching, to isolate a fault
by reconfiguring distribution system elements. Automatic reclosers and switches can
reconfigure circuits into smaller “sections”, which would reduce the number of customers
affected by a single outage. The automatic reclosers are essentially self-contained
devices with the necessary “intelligence” to sense certain kinds of faults in a line,
interrupt the line, and re-energize the line by reclosing automatically if the fault clears.
Implementation of the program would target circuits with high impact on the SAIFL. To
install the switches and reclosers and the systems that work with them will require
millions of dollars of new capital investment. The exact amount will, of course, depend

upon the speed and scope of the installation.

Please describe the aerial spacer cable project and the investments it would require?

The aerial spacer cable project involves installation of advanced messenger-supported
covered conductors, called Hendrix spacer cables. An aerial spacer cable consists of a
“messenger” cable supporting covered conductors in a closely spaced triangular

configuration. It is designed to be installed in narrow rights-of-way or areas that are
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505 heavily wooded, have high tree canopies or trimming limitations and restrictions, and
506 have recurring outages caused by tree contact. The spacer cable provides increased
507 resistance to outages caused by wildlife and tree contact, especially when installed in
508 areas with a history of such outages. The spacer cable can tolerate momentary tree
509 contact and the covered conductors deter faults, so that fewer outages occur. The
510 messenger is also able to deflect branches from the covered conductors and can act as a
511 shield wire for lightning protection. A spacer cable installation below a standard utility
512 installation is illustrated in the picture below.

513 — — e

514 ComEd hopes to invest about $4 million on the installation of aerial spacer
515 cable, depending on the need, in selected areas to limit outages caused by tree contact.

516 Q. Please describe the 900 MHz communication system project and the investments it would
517 require?
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The 900 MHz communication system is a more advanced radio-based communication
system that provides a migration path away from radio equipment that is no longer
supported by vendors and where there are inadequate spare parts. This system uses new
technology that is maintainable, more powerful, and operates at higher speed, allowing
for greater data flow. The system is also more secure, and is an open platform for future
intelligent grid applications. Implementing this technology would require replacement of

much of ComEd’s radio telecommunications equipment.

Please describe the underground cable replacement project and the investments it would
require?

ComEd is evaluating the use of dielectric injection treatment of Underground Residential
Distribution (URD) cables to improve our underground cable performance. Cable
failures are one of the leading causes of customer interruptions for all electric utilities.
During the 1960s, solid dielectric cable was used to address the dramatic expansion of
electrical service to residential areas because of its strength, ease of installation, and
lower cost. However, these cables have some design and manufacturing deficiencies that
contribute to premature failures, such as insulation degradation due to moisture,
manufacturing imperfections and neutral corrosion. ComEd has established a multi-year
URD cable replacement program which targets segments of concentric cable, rated 15 kV
and below, that have experienced multiple faults. As for the cables that are not scheduled
for replacement, ComEd is evaluating the use of dielectric injection treatment. The
injection treatment improves cable reliability as the fluid diffuses into the insulation,
absorbing moisture and filling micro-voids to slow “water treeing degradation,” which

are small tree-shaped voids caused by defects in the cable insulation.

Page 27 of 68



541

542

543

544

545

546

547

548

549

550

551

552

553

554

555

556

557

558

559

560

561

Docket No. 07-
ComEd Ex. 4.0 (2" Corrected)

Please describe the mobile dispatch project and the investments it would require?

As I testified earlier, mobile dispatch technology enhances ComEd’s ability to rapidly
schedule and dispatch field personnel and immediately make accessible to those
personnel customer outage information. To implement the mobile dispatch system,
ComEd will need to continue to integrate computer software and install “ruggedized”
laptops within ComEd field vehicles, and then implement on that distributed platform
software that coordinates the communication and dispatch function and allows real-time
access to data on a distributed basis. The mobile dispatch solution will use the latest
wireless communications and mobile workforce management software to more efficiently
dispatch crews and link field forces, field equipment, and computer applications. Current
processes for dispatching crews and managing field operations are largely manual and

rely on voice communications.

Are these the only projects that ComEd may propose as SMP projects?
No, but including the AMI project discussed in Ms. Clair’s testimony, they are projects
that ComEd is currently actively considering for this purpose. They are also good

illustrations of the kind of projects that are likely to be proposed.

Are any of the costs that could be included in the SMP rider included in ComEd’s
proposed base rates in this general rate proceeding?

No, the SMP rider and SMP proposal in general applies to investments made no earlier
than the fourth quarter of 2008. Such investments are not part of the rate base proposed

in this proceeding.

Page 28 of 68



562

563

564

565

566

567

568

569

570

571

572

573

574

575

576

577

578

579

580

581

582

583

584

Docket No. 07-
ComEd Ex. 4.0 (2" Corrected)

Does ComEd’s existing capital budget process already provide for funding and
implementing of all identified capital projects that could advance the technological
condition of ComEd’s distribution system?

No. ComkEd, like any business, has priorities and capital spending constraints. In
deciding where to invest its capital, ComEd must consider the nature and urgency of the
need for a project, the potential benefits and costs, and any relevant operation
considerations (e.g., limited availability of materials). That is why ComEd has an annual
capital budgeting process, which I discuss in more detail later in my testimony.

As capital investment needs change under actual operating conditions, ComEd
must reprioritize its spending both in light of its service obligations and the overall
availability of capital to fund investments. As I discussed earlier, it is useful to think of
ComEd’s capital spending as falling in three categories: (1) improving the distribution
system; (2) repairing and maintaining the system; and (3) meeting specific customer
needs. ComEd’s spending in the second and third categories is generally essential to
provide safe, adequate, and reliable service currently or in the relatively near term, while
projects that fall in the first category generally are aimed at improving future service to
customers. For that reason, ComEd’s spending on system improvements in any given
year must give way to ensuring current system performance and providing current service
to customers.

ComEd recognizes, however, that future system improvements are important to
our customers and the Commission. For that reason, ComEd is offering the SMP
proposal to the Commission and other stakeholders as a balanced method to provide for

appropriate cost recovery of the applicable system improvement projects and thus to help
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prevent capital spending on such improvements from being displaced by the cash needs
of other, higher priority capital projects that are not anticipated during the capital

budgeting process.

Would capital projects that were not afforded SMP rider treatment be removed from
ComEd’s capital budget?

No, not necessarily. Those projects that are necessary to undertake for system
improvement would be treated as they are now under ComEd’s annual capital budgeting
process. To the extent that ComEd has sufficient funds in any year, absent recovery
through the SMP rider, to undertake those projects in a prudent manner, ComEd would
continue to invest in these projects and ask for appropriate rate base treatment in its next

general rate proceeding.

Rate Base

A. Description of Assets in Rate Base

Mr. Williams, at the beginning of your testimony, you stated that ComEd has made or
will make $1,698.7 million of new investments that have not yet been included in its rate
base. Can you explain why these investments were made and how customers benefit
from them?

Yes. I will address those questions in this section of my testimony. This is another area
in which I have senior executive responsibility. I am responsible for all of ComEd’s
distribution and related assets. Further, I have reviewed the testimony and attachments of

other ComEd witnesses in this proceeding regarding rate base assets.
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Before discussing the increase in ComEd’s investments, can you describe, in total,
ComEd’s proposed rate base?

Yes. ComEd’s total proposed rate base is $7,071.2 million, which includes the following
categories of assets: 1) Distribution Plant in Service, 2) General Plant, 3) Intangible Plant,
4) Accumulated Reserve for Depreciation and Amortization, as well as various other
specific additions and subtractions. ComEd’s rate base includes all of its Distribution
Plant and that portion of ComEd’s total General Plant and Intangible Plant that is used to
meet ComEd’s obligation to offer and provide distribution services to Illinois retail
customers.

Mr. McMahan’s direct testimony (ComEd Ex. 5.0) provides additional detail
concerning certain major Plant assets included in the rate base. Ms. Clair’s direct
testimony (ComEd Ex. 6.0) provides additional detail concerning customer operations
related assets in rate base. Mses. Houtsma and Frank, in their panel direct testimony
(ComEd Ex. 7.0), quantify the plant components included in rate base and provide
additional detail concerning General Plant and Intangible Plant assets, including those for

administrative and corporate purposes as opposed to operational purposes.

Can you briefly describe the types of assets typically included in each of the three
categories you have described?

The precise definitions of these Accounts are matters of accounting, but from an
operational perspective, I can. In general, Distribution Plant in Service includes
equipment and facilities that deliver electricity, such as transformers, lines, and
switchgear. General Plant includes facilities, equipment, and other assets that support the

delivery of electricity, such as office equipment, communications equipment, trucks and
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other vehicles, and tools. Intangible Plant is similar to General Plant, except that the
assets included are not tangible like a tool or truck, but are intangible property such as a
computer program or a patent or license. ComEd’s proposed rate base is also adjusted in
certain other respects; I discuss the pro forma adjustment for investments made after

December 31, 2006 below and other witnesses discuss the balance of the adjustments.

Are any types of assets specifically excluded from the rate base?

Yes. First, ComEd has a number of assets that are functionalized as Transmission. The
engineering rules under which assets are functionalized are discussed in further detail in
the direct testimony of Mr. Michael McMahan (ComEd Ex. 5.0). ComEd has excluded
from the proposed rate base all of those assets that have been functionalized as
Transmission. ComEd’s rate base also includes no Production assets because ComEd has

no such assets.

To what extent has the Commission already considered ComEd’s investment in plant
used to support distribution service?

Much of ComEd’s plant investment was put into service prior to the adjusted 2004 test
year used in ComEd’s last rate case (Docket No. 05-0597). Indeed, in many cases, our
plant was put into service years ago and has been included in rate base throughout several
rate cases. For example, in each of ComEd’s most recent (Docket Nos. 05-0597 and
94-0065) and delivery services (Docket Nos. 01-0423 and 99-0117) rate cases, ComEd’s
plant was evaluated to determine the appropriate addition to rate base. As a result of the

Final Orders in those cases, no plant asset was written off because of imprudence,
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excessive cost, or for any other reason. To the extent not retired, those assets remain in
rate base at their original cost, as approved by the Commission in those proceedings.

In addition, several types of assets are subject to advance review by the
Commission prior to their being constructed. For example, prior to construction of new
transmission lines operating at 138 kV and above, many of which are functionalized as
distribution, and certain other major distribution facilities, the Commission reviews the
project in advance and approves it by issuing a Certificate of Public Convenience and
Necessity (“CPCN”). The process of obtaining those CPCNs requires ComEd to
demonstrate to the Commission that the facilities are necessary to provide adequate and

reliable service and are the most cost-effective means of meeting those service needs.

B. Changes In Plant Since 2005

Turning now to the increase in ComEd’s investments since the 2005 Rate Case, can you
describe in more detail the reasons for that increase?
Yes. ComEd’s gross plant included in rate base has grown $1,698.7 million over that
approved by the Order on Rehearing in the 2005 Rate Case. Net of accumulated
depreciation, ComEd’s plant in rate base has grown by $1,695.2 million to $8,621.7
million.

I can also describe the increases in investments by looking at total investment in
2005 through the projected end of 2007, by basic purpose. The activities accounting for
the largest share of the investment in plant assets from 2005 through 2007 are depicted on
the chart below, which breaks down the plant investments by basic purpose. As this chart

shows, these investments primarily focused on meeting customer needs and repairing and
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replacing equipment.” Please note that these percentages differ from those I discuss in

Section II.B, which include expenses. These figures include only capital investments.

ComEd Capital Investments - Distribution Delivery
2005 Actual to 2007 Plan ($2.2B)

Customer Needs
57%
($1.25B)

Improve System
Outage Performance
— 10%
($213M)

Repair and Maintain
the System
33%
($731M)

-~

Of the about $2.2 billion in investment that will have occurred from the beginning

of 2005 through the end of 2007, approximately 57% was required to meet directly
customer needs. By directly meeting customer needs, I mean investing to upgrade the
system to increase capacity to serve load when and where it develops. Much of this
investment is needed to serve the new load expansion in the collar county areas discussed
earlier in my testimony. For example, there are several recent large capacity projects and

system expansions related to regional growth:

Construction of the new $13.6 million Minooka TDC to serve increasing load in

the rapidly growing Channahon/Minooka region south of Chicago. This is one of

7 This chart depicts capital investments in these years (i.e., not from the 2004 test year to the 2006

test year). This chart also depicts gross investment unadjusted for, among other things, depreciation.
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the major projects discussed in further detail in Mr. McMahan’s direct testimony

(ComEd Ex. 5.0).

e Construction of the new $9.6 million Lake Bluff TDC to meet growing demands
in the far northern suburbs of Chicago. This project is also discussed in further

detail in Mr. McMahan’s direct testimony (ComEd Ex. 5.0).

e Construction of the new $5.4 million Round Lake Beach TDC to meet growing

demands in far north central Lake County.

e Construction of the new $9.9 million Plano TDC (which entered service in 2007)

in order to serve residential growth in Kane and Kendall Counties.

Plant additions have also been required where public improvement or construction
projects have required ComEd to replace, modify, or relocate facilities.

As shown by the diagram above, 33% of the capital investments in this period are
attributable to heightened preventive maintenance inspections and corrective maintenance
prioritization. ComEd also has added General Plant and Intangible Plant assets required
to support its delivery and retail customer service functions.

In 2006, ComEd pushed to put more emphasis on system improvement,
particularly risk reduction programs. These include enhanced substation maintenance
programs, security projects, and fire protection improvements. We are also continuing to
take action to improve overall reliability. And, as I said, we completed installation of
SCADA, continued work on sectionalizing lines, and embarked on initial work for
distribution system automation. The capital costs associated with SCADA were

approximately $16.4 million in 2005 and 2006. Examples of other types of investment
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include fire protection at substations, including wrapping cable, installing penetration
seals, improved fire detection devices, moving battery cables, and installing fire
suppression equipment ($10.8 million), substation security ($10.2 million), and system

automation ($1.5 million).

How have the increased distribution costs that you mentioned earlier affected rate base?

As I highlighted earlier, ComEd has experienced greatly increased costs for important
components of its distribution system. Although the most striking example of this is in
the costs of substation transformers that I discussed earlier, the increases are not limited
to transformers. Similar increases have occurred for other high-demand components,
including underground cable, overhead wire, and poles. The increase in the costs of these

components, together with data relating to their use, is presented in the charts below.

1.5Xincrease Underground Cable 1.6X increase
from 2004 ComEd Material Cost from 2002
$3,000 — 3,000
2,556
$2,500 - 2,500
(7))
= $2,000 2000 =
g =
g $1,500 - - 1,500 *
8 $1,000 + + 1,000
$500 - I 500 Cable
$0 | | | | 0 ,\C/ﬁ(l):tper
2002 2003 2004 2005 2006 - - - -Cable
Year Purchased
in Miles
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s Overhead Wiro S
ComEd Material Cost
$3,000 $2,8007 2,000
-+ 1,800
$2,500 —+ ~ 1,600
2 $2,000 — - 1,400
£ 1,200 4
» $1,500 —+ - 1,000 ;
S
= $1000 L $1,350 +800
a ; - 600
$500 -+ 400
T 20 — Wire Cost
$O 1 1 1 1 0 per Mile
2002 2003 2004 2005 2006 _
- = = =Wire
Year Purchased
in Miles
718
1.4Xincrease Poles 1.3Xincrease
from 2004 ComEd Material Cost from 2002
$350 - — 16,000
$300 - + 14,000
L $250 - + 12,000
o + 10,000 2
£$200 - ’ o
5$150 - 78000 2
= 7,395 + 6,000
o $100 - L 4,000
$50 - + 2,000
$0 0 Avg Pole
2002 2003 2004 2005 2006 Cost
Year - = = .Poles
Purchas
719
720 C. Pro Forma Adjustments to Plant Balances
721 For Assets Added Prior To The Final Order
722 Q. You referred to “pro forma adjustments” in the summary at the beginning of your
723 testimony. What do you mean by this term?
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In the context of ComEd’s rate base, I use the term “pro forma adjustment” broadly to
refer to an adjustment to the historical test year rate base balance for additional
investments that meet two tests. First, the investment must be one that we have made
since the end of the test year, or that we know with reasonable certainty we will shortly
make, so that it will be reflected in rate base before the date on which the Commission
enters its Order in this proceeding. Second, the amount of the additional investment must
be determinable. Mses. Houtsma and Frank also discuss these and other types of pro

forma adjustments in their panel direct testimony (ComEd Ex. 7.0).

Is ComEd proposing any pro forma adjustment to its rate base that reflects plant additions
beyond the end of calendar year 20067

Yes. ComkEd is proposing an adjustment in the aggregate amount of $1,073.6 million
including investments in Distribution, General Plant, and Intangible Plant additions that
ComkEd either (a) has made since the end of the test year (2006) and are already in
service, or (b) reasonably expects to make and place in service by the end of the third
quarter of 2008. ComkEd is requesting inclusion in rate base of all costs in connection
with such assets, including any trailing costs (e.g., costs of clean-up). This adjustment is
net of retirements that reflect assets that are no longer in use serving retail customers as
of the end of the pro forma period. These plant additions are described in Schedule B-1
and WPB-2.1a and WPB-2.1b attached to the panel direct testimony of Mses. Houtsma

and Frank in ComEd Exhibits 7.1 and 7.2.

What are the types of plant investments included in ComEd’s proposed pro forma

adjustment?

Page 38 of 68



746

747

748

749

750

751

752

753

754

755

756

757

758

759

760

A.

Docket No. 07-
ComEd Ex. 4.0 (2" Corrected)

The proposed pro forma adjustment reflects investments in a variety of areas, such as
new commercial and residential business (e.g., underground service), corrective
maintenance (e.g., pole and cable replacement), system performance (e.g., improvements
to circuits with the highest outage statistics), and other specific projects to expand system
capacity (e.g., installation of certain transformers, buses, and feeders). For example, we
need to complete substation expansions in 2007 to continue to serve many of the same
growing areas that I discussed earlier in my testimony as the chart below shows.

Substation Additions and Capacity Upgrades for 2007
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What can the Commission conclude about the costs of the investments included in this
pro forma adjustment?

With respect to each of the assets that are already in service, the cost at which ComEd
acquired and installed the asset was reasonable and prudent. These projects were subject
to the same planning, cost, and management controls as were other recent projects

included in ComEd’s rate base. They, like projects placed into service before January 1,
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2007, are being used by ComEd to serve our customers. With respect to each of the
projects that will be placed into service by September 30, 2008, the Commission can have
a similar assurance. Those projects, too, are subject to ComEd planning, cost, and
management controls and the pro forma cost at which they are proposed to be added to
rate base reflects a prudent process of acquiring and installing the assets at a reasonable

cost.

Are the plant additions identified in WPB-2.1a and WPB-2.1b reasonably expected to be
in service, and used and useful, by September 30, 2008?

Yes. The plant additions identified in WPB-2.1a and WPB-2.1b reflect assets that
already are in service, or that are reasonably expected to be in service by that date. The
projects not yet in service were subject to and passed ComEd’s own operational and
financial review process. The current status of the projects and their required completion

dates both support this conclusion.

Mr. Williams, given the foregoing, is it necessary to include adjustments to any other
accounts in order to properly reflect the proposed pro forma adjustments, other than those
that follow mathematically from the change in Distribution Plant?

No. The pro forma rate base adjustment is matched by appropriate adjustments in
depreciation and retirements, as discussed in more detail by Mses. Houtsma and Frank in
their panel direct testimony (ComEd Ex. 7.0). Moreover, as I said earlier, the proposed
adjustments are conservative and will understate the actual additions to rate base; further

reductions would be inappropriate.
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D. ComEd’s Rate Base Assets Are Used and Useful

Mr. Williams, have you reached a conclusion as to whether the assets included in
ComkEd’s proposed rate base are — or, with respect to assets that will be placed in service
prior to September 30, 2008, will be — used and useful?

Yes, [ have. The assets currently in service that are included in ComEd’s proposed rate
base are currently used by ComEd in the provision of electric services to its customers.
The assets included by reason of the pro forma adjustment are reasonably expected to be
used by ComEd in the provision of electric services to its customers by September 30,
2008, as described above. They are — or in the case of the assets subject to the pro forma
adjustment will be — used by ComEd in providing service to our customers and, from an
operational perspective, are appropriate assets to accomplish that task.

ComEd has detailed capacity planning processes to evaluate whether its
distribution infrastructure can sustain the load it serves, or whether it needs to be
augmented or redesigned. Load forecasts are prepared annually using the most recent
peak loads adjusted for design weather conditions plus both known planned load
additions and a factor for unknown but expected load additions based on trended
historical load growth. If forecast loads exceed equipment limits, the first option is to
transfer or cascade load to elements that have adequate capacity. When that isn't
possible, facilities are installed to handle the forecasted loads. The use of the most recent
weather adjusted peak loads incorporates the effect of recent customer load additions and
capacity reinforcements completed since the previous annual peak. As part of the annual
load forecast process, the previous forecast is compared to the most recent weather

adjusted peak load. The forecast variance is used to adjust trended load growth and to
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identify and adjust the forecast to reflect potential changes in system configuration during
the peak. Mr. McMahan (ComEd Ex. 5.0) discusses in greater detail the processes

ComEd uses to determine whether major capital investments are necessary.

Mr. Williams, have you reached a conclusion as to whether the assets added to ComEd’s
proposed rate base since the cutoff for inclusion in the rate base in the 2005 Rate Case
were acquired and placed into service at a reasonable and prudent cost?

Yes, I have. The assets added to ComEd’s proposed rate base since the rate base
approved by the Commission in the 2005 Rate Case were acquired by ComEd and placed
into service prudently and at reasonable cost. Investments made by ComEd have been
subject to rigorous operational and financial review, are designed and implemented in
accordance with good utility practice, and are constructed when needed. I conclude that,
in investing during this period, ComEd acted reasonably given the information available
to ComEd management and used standards, procedures, and controls that were
appropriate and reasonable. The costs of the investments we have made also are within

the reasonable range.

On what do you base your opinions?

I base my opinion on my personal knowledge of the condition, management, and
operation of the distribution system, as well as operating and management data and
reports provided to me in the course of performing my executive functions. I have also
relied on reports and data provided to me in connection with the development of my
testimony that are of a type that I would rely on in performing my duties as a senior

operational executive. I have also reviewed and relied on certain direct testimony of
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other ComEd witnesses including Mr. McMahan (ComEd Ex. 5.0) and Mses. Houtsma
and Frank (ComEd Ex. 7.0). In addition, ComEd’s major investments and blanket
investment projects undertaken since the last rate case have been reviewed by
independent engineering consultants with experience in system design and operation,
electric utility decision-making, and project execution at utilities across the country. I
have reviewed their reports and analyses. I also base my opinion on my knowledge of
the rigorous review, challenge, and approval processes that major capital investments and
blanket projects must go through prior to approval. The next four sections of my
testimony (Sections ILE, ILF, II.G, and II.H) address details concerning categories of

assets in ComEd’s rate base.

E. Distribution Plant

1. Distribution Plant Overview

What kinds of assets are included in ComEd’s Distribution Plant?

As 1 briefly mentioned earlier, the assets that make up Distribution Plant are used to
move electric power and energy to customer locations from the transmission facilities to
which they connect. Many diverse elements make up ComEd’s Distribution Plant,
including distribution substation equipment, overhead and underground conductors,
poles, manholes, land, distribution transformers, services, and lights. As Mr. McMahan
explains, the assets reflected in our requested rate base are properly functionalized as

distribution in accordance with the FERC “seven-factor” test.

Is ComEd’s Distribution Plant, specifically the assets recorded in Accounts 360-373,

used and useful in the provision of electric services to ComEd’s retail customers?
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Yes. ComEd’s Distribution Plant is being used to provide electric utility service to our
retail customers, and is used and useful in satisfying ComEd’s obligation to offer and
provide such service. The Distribution Plant that is the subject of ComEd’s pro forma
adjustment for post-2006 plant additions is either currently being used to provide that
service or will be so used before the final Order is issued in this proceeding. Additional
detail regarding specific large capital investments is provided in the direct testimony of
Mr. McMahan (ComEd Ex. 5.0). All of that plant is necessary to provide adequate,

efficient, and reliable service to customers.

Does ComEd propose that all Distribution Plant reflected in its accounts be included in
ComEd’s rate base?

No. A small portion of these assets is being used to provide wholesale service regulated
by FERC. The revenue requirement reflects a revenue credit for revenues from resale

municipalities. See ComEd Ex. 7.1, Schedule C-1

2. Distribution Plant Additions Since 2005

Can you provide descriptive examples of the additions made to Distribution Plant since
the end of 20047

Yes, for example, ComEd has added the following new assets since 2004:

6 new substations in 2005 and 2006; an additional 12 new substations will be

added in 2007;

e &2 new substation transformers in 2005 and 2006; an additional 20 will be added

in 2007;

e 27,912 wholly-owned new wood poles purchased in 2005-2006;
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e approximately 3,246 miles of overhead conductors;
e approximately 4,967 miles of underground cables; and

e 32,577 primary distribution transformers.®

Are these additions to Distribution Plant prudent and reasonable in cost?

Yes. The additions to Distribution Plant since the 2005 Rate Case rate base was
established were prudently acquired at a reasonable cost for ComEd to meet its obligation
to offer and provide electric utility services to its customers. Additional detail regarding
certain especially large investments is provided in the direct testimony of Mr. McMahan

(ComEd Ex. 5.0).

What have been the principal reasons behind ComEd’s recent plant additions?

Overall, the installation of new distribution facilities is generally determined by the need
to add capacity or the need to maintain or improve the reliability of ComEd’s distribution
system. The specific reasons that ComEd has made additional investments in its

distribution system include:

e Provide Additional Capacity. The need for additional facilities to relieve
equipment that is or will become overloaded or that is not the optimum means of
serving the load. This may include the need to upgrade low capacity or low
voltage systems and replace them with higher capacity or higher voltage systems,
based on load and load density levels. An example would be our new Lake Bluff

substation, which is discussed in more detail in the testimony of Mr. McMahan
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(ComEd Ex. 5.0). The Lake Bluff TDC has allowed us to increase capacity to

serve increasing load, while maintaining and improving service reliability.

Serve New Customers. The need for additional facilities to provide new service

or expanded service to existing customers.

Meet Governmental Requirements. The need to install, remove, or rearrange
facilities in order to accommodate public improvement projects or other

governmental, environmental, and regulatory requirements.

Maintain Reliability. The need for additional facilities to establish or maintain
acceptable service reliability. This includes the need to upgrade, repair, or replace
obsolete or unreliable facilities. It also includes the need to replace equipment
that has deteriorated, or has a declining performance trend, to a point that it no
longer reliably performs the function it was designed for, or results in

maintenance costs that are trending toward unacceptable levels.

Promote Fire Protection, Safety, and Security. ComEd has implemented a
variety of programs to decrease the risk of fire and improve our ability to detect,
respond to, and withstand fires, particularly at our substation facilities. For
example, we now use state of the art addressable fire alarm control panels that
provide far superior functionality and allow responding emergency personnel to
quickly identify the individual devices that are in alarm. ComEd has also begun

installing linear heat detection into cable spaces, tunnels, and other harsh

¥ These illustrative plant additions fairly depict the types and magnitudes of additions
made since the last case. While some were included in the 2005 pro forma addition to rate base, a
similar pro forma adjustment will increase the year end 2006 balances in this filing.
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environments. This type of detection provides superior coverage over traditional
spot detectors and is not as susceptible to false alarms due to, e.g., high humidity.
Fire protection alone accounts for more than $10.8 million in incremental capital
additions in 2006. The chart below summarizes the significant programs, current

as of September 21, 2007, on which ComEd worked during the 2006 test year:

| Fire Mitigation |
Cable Wrapping Move Battery Cables

2006 - 28 sites complete

2006 — 20 sites complete

2007 — 86 sites / 69 complete 2007 — 32 sites / 30
complete
Penetration Seals Fire Suppression
2006 - 48 Sites complete 2006 - 8 Sites complete

2007 — 69 sites / 63 complete 2007 - 11 sites / 2 complete

Site Fire Plans

Fire Detection 2006 - 64 Sites complete

2006 - 20 Sites complete 2007 - 91 sites / 55 complete

2007 — 13 sites / 13 complete Local Fire Dept. training
starting in March

ComkEd has also improved substation security but, for obvious reasons, it
would be imprudent of me to discuss the operational details of that effort.
However, the work involved installing increased security systems to protect
substations from a number of threats, ranging from low-level vandalism to
terrorist activity, and to ensure that no substation poses a danger to people or
animals. Those efforts have accounted for an additional $10.2 million in capital
additions in 2006 alone, all of which is for facilities that are currently in

operation.

Implement Innovative Technologies. ComEd is committed to implementing
new distribution technologies where they can provide cost-effective benefits to

our customers or make the operation of our system more efficient and reliable.
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Can you provide examples of new technologies that ComEd is investing in to support its
distribution system?

Yes. One example of an innovative technological development is the “DC-in-a-Box.”
(“DC” refers to Distribution Center, a medium-sized distribution system substation). The
DC-in-a-Box combines a 10 MVA pad-mounted transformer (power for about 2,000
homes) with high-power circuit breaker technology, resulting in a compact electrical
substation without many of the typical siting, operating, and maintenance issues of a
traditional DC substation. The new design has a number of advantages. It is small,
completely self-contained and electrically isolated, minimizing land use and the need for
barbed wire fences such as those surrounding the other facilities shown behind the DC-
in-a-Box in the picture below. It also generally costs less to put into service and can be

designed and installed more rapidly.

DC-in-a-Box
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A second example is the use of transformer monitoring and intelligent transformer
cooling control. We are using integrated monitoring of transformer temperature, ambient
temperature, and transformer loading while performing a continuous dynamic cooling
and loading calculation. This enables us to better assure that operating conditions meet
transformer design limits and to anticipate high temperature conditions before they
happen. It results in extended transformer life and the ability to load the transformer to
its full dynamic limits.

ComEd is also investing in technologies that will improve its overhead and
underground distribution performance. For instance, ComEd has initiated targeted
installations of the aerial spacer cable that I discussed earlier in the connection with
ComEd’s proposed SMP proposal. Other advanced technology programs I discuss

elsewhere in my testimony include:
e Use of innovative techniques to improve URD cable performance and reliability.
e Installation of distribution automation on lower voltage feeders.

e Additional mobile dispatch technologies.

How does ComEd make the determination when such investments are required?

ComEd’s overall objective is to build a safe and secure delivery system that is capable of
efficiently meeting its customers’ demand for electric service during both normal and
peak conditions with an acceptable level of reliability. The determination of when
additional investment is required is typically based on the operational capabilities and
limitations of the system, the cost of the investment, and, where applicable, the benefits

of the new investment over the systems or facilities being replaced.
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All of the determinations about whether and what new distribution facilities are
needed are made in accordance with written planning criteria, which ComEd has shared
with Staff, by trained and qualified engineers, managers, and staff at ComEd, and, if
required, by consulting experts. ComEd uses the written planning criteria to help
determine where and when to undertake distribution projects by identifying the need for
Plant additions and assessing the need to replace or upgrade equipment that is already in
service. These plans include forecasting the load, voltage, and other important operating
characteristics of distribution facilities, as well as assessing the appropriate means of
operating and expanding the system. To these ends, ComEd planners consider past load
growth rates, new development plans, planned customer expansion, and weather
adjustments. They also analyze the system under normal operating conditions, projected
peak conditions, and a variety of planning contingencies to predict possible overload
situations that could lead to equipment failures and potential power outages.

Moreover, when reliability of equipment begins to deteriorate or maintenance
costs become too high, equipment is evaluated by a process that considers safety issues,
reliability, impact on customers, environmental impact, life cycle cost, spare parts

availability, reparability, and other relevant measures of operating performance.

How does ComEd select the investments that should be made to meet those needs?

Following determination of need, ComEd generally reviews possible alternatives and
selects the one that fills its technical needs at a reasonable cost. To evaluate and select
from among available options, ComEd uses rigorous technical and economic analyses,

which are consistent with ComEd and industry standards.
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Is ComEd also developing new programs to enhance its planning efforts?

Yes. We are beginning a very exciting new initiative to help us determine how to better
make both near and long-term investments, and one that I briefly mentioned earlier, is the
implementation of our Material Condition Improvement Plan (“MCIP”) in 2007. Many
ComEd delivery system assets were installed post-World War II and in the 1960s and
1970s with a life expectancy of 40 to 50 years. In other words, a significant number of
ComEd’s distribution assets are now reaching the end of their design life and economic
useful life. MCIP will better enable ComEd to develop a short- and long-term strategy to
maintain reliability and reduce the probability and consequences of catastrophic events,
will provide us with a more effective, repeatable model to assess the current and future
condition of the delivery system and components, and will institute a better process to
understand, predict, and manage cash flow requirements.

By evaluating the health of the delivery system and its components through the
development of System and Component Health Indices (“HI”), developing a long-term
investment strategy based upon that evaluation, and then applying a condition-based risk
management approach to achieve targeted reliability, ComEd will have a holistic standard
and repeatable approach to understand the delivery system’s material condition.
Importantly, MCIP will begin by leveraging existing data to develop the first series of
HIs, and in future years allow ComEd to reconcile data gaps.

The first phase of MCIP will be completed in 2007, including developing the
component health indices for major asset classes (Substation Transformers, Substation
Breakers and Reclosers, Network Transformers and Protectors, Distribution

Transformers, Switches, Overhead Distribution Lines, Overhead Transmission Lines,
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Underground Transmission Cables, Underground Distribution Cables, and Substation
Batteries). We will then determine the relationship between the indices and failure rates,
which will allow us to predict future failures and to develop a 5- to 20-year asset
investment plan. Additionally, the first phase will include developing the System Health
Index Plan for six systems (Substations, 34 kV Distribution, 4 kV and 12 kV
Distribution, Overhead Transmission, Underground Transmission — High Pressure and
Underground Transmission — Low Pressure). We will also apply a risk management
framework supportive of our long-range strategy to provide direction for near-term
reliability improvement plans. The second phase of MCIP is planned to be complete in

2008 and will build on the accomplishments of the first phase.

How does ComEd ensure that its technical and economic requirements are being met?

ComEd requires that large capital investments follow extensive approval procedures to
ensure technical justification and economic optimization. These procedures, which are
consistent with ComEd and industry standards, require that projects conform to good
utility practice and ComEd standards developed based on best practices. While all
investments are managed to keep costs down, major investments are subject to a vigorous
and formal “challenge” process that ensures there has been fully informed decision-
making, particularly with respect to refining scope and eliminating unnecessary costs.
Capital projects generally do not proceed until all challenges have been addressed. For
instance, a proposed Distribution Plant capital project typically will be subjected to one
or more challenges at each of three levels — conceptual, engineering, and construction.
During the challenge process, project sponsors generally have to identify the proposed

project’s scope, present a business case for the project (including an analysis of
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alternatives considered), define lead times required, estimate costs and cash flows, and
project an in-service date. Based upon the amount of investment being considered,

various management approvals are also required.

What are those approvals?

ComEd has capital management policy and process instructions that provide for securing
of approvals, valuation, reporting, control and record keeping. In addition, ComEd has in
place a control process requiring final authorization and challenge prior to project
funding and ongoing monitoring of budget and performance metrics for all approved
projects. The policy requires ComEd Vice President approval for certain expenditures
over $500,000, ComEd Chief Operating Officer or Chief Financial Officer approval for
expenditures between $5 million and $15 million, ComEd Chief Executive Officer or
President approval of expenditures between $15 million and $25 million, and ComEd

Board of Directors approval of expenditures exceeding $25 million.

Have the procedures for identifying investments changed since the last rate case?

No.

In determining whether an investment or expenditure is needed or a business process
needs to be modified, what sort of approach does ComEd take?

ComEd uses a self-critical approach with respect to all types of capital investments, not
just Distribution Plant. By that I mean that we consciously strive to identify possible
weaknesses in the case for an investment. We encourage our employees to be tougher
critics of our own work than might be otherwise expected as a means to ferret out and

address problems promptly and appropriately. This approach helps ComEd avoid
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complacency and promotes continuous improvement and a work atmosphere that expects
excellence. Our culture of constructive self-criticism is one way in which ComEd

prudently manages its business.

How does ComEd proceed once it has determined that a specific investment in new or
expanded distribution facilities is required and a reasonable course?

ComEd generally employs extensive project management and administrative practices on
capital projects to ensure efficient and environmentally sound implementation. Such
management and practices are in accordance with ComEd and industry norms. In
particular, ComEd has developed and follows specific standards and processes for
managing projects, which vary depending on the size of the project and other factors.
These standards and processes include the ongoing management of project scope,
schedule, and budget. They include regular cost and progress reporting to senior
management, contractor management, and reviews of project accomplishment
milestones. In addition, senior managers are actively involved in ensuring rigorous
analysis of schedule and cost, among other things. This level of senior management
oversight is consistent with industry norms to ensure control of costs and efficient use of

resources.

How is installation of new or expanded distribution facilities accomplished?

The installation of new or expanded distribution facilities is accomplished by ComEd or
contracted labor and is performed using construction methods and equipment that are
standardized within ComEd and, where practical and desirable, conform to best practices

throughout the industry.
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Does ComEd have business processes in place to protect against overpayment for
distribution facilities?

Yes. Other equipment and materials used in the installation of new or expanded
distribution facilities are obtained using procedures developed by the EBSC Supply
Department, including competitive bidding, performance contracts, and supplier
alliances. The EBSC supply chain management process employs a proven sourcing
process that leverages its purchasing volume (it purchases for all Exelon Corporation
affiliates, including PECO) and, where appropriate, uses competitive bidding to ensure
that quality and cost efficiencies are realized. Suppliers are awarded contracts based on
several factors, including cost, quality, adherence to technical specifications, and
acceptable delivery schedules. In addition, process controls are in place to ensure that
invoices and disbursements through accounts payable are consistent with contract

pricing.

What other approaches does ComEd use to control the costs of work performed by
contractors?

ComEd uses a Contractor of Choice system when it is appropriate to use outside support
in addition to ComEd’s own labor force. A Contractor of Choice is a fully qualified
contractor who has demonstrated an ability to complete projects in a safe, timely and
cost-effective manner. Contractors are chosen for the program through either a
competitive or an evaluative process. Contractors of Choice have a wide range of
expertise, are knowledgeable about ComEd’s design and construction processes, and are
adapted to ComEd’s safety culture. By focusing work with a selected set of experienced,

safe, and cost-effective contractors, ComEd can best achieve continuous improvement in
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safety performance, cost effectiveness, efficiency, and reliability, and can reduce the need
for redundant training. The program also adds to the flexibility, efficiency, and speed of

awarding appropriate contracts.

3. Inventory

Does ComEd maintain an inventory of Distribution Plant materials, including required
spares?

Yes. ComEd maintains an inventory of distribution equipment to meet its construction
and equipment replacement needs, including an emergency reserve. The level of
inventory included in the 2006 test year is reasonable and necessary to provide reliable
and timely service to ComEd’s customers, based on the following factors. Inventory
levels are based on a combination of historical usage (for seasonality identification), and
current demand (to determine total need). Stocking levels are then set, reviewed, and
adjusted on a regular schedule. Inventories managed under this process have consistently

met our operational needs without requiring us to carry excessive levels of inventory.

F. General Plant

1. General Plant Overview

What is General Plant and how are General Plant assets used in providing electric utility
service to ComEd’s retail customers?

General Plant assets are used by ComEd to provide delivery services to its bundled and
unbundled retail customers. There are several types of General Plant. They include
office buildings and the land on which such buildings are situated, office furniture and

equipment, transportation equipment, laboratory equipment, and communications
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systems including components of SCADA systems. In addition, General Plant includes
the tools and equipment used by ComEd’s employees in conducting ComEd’s business.
General Plant assets are used to support ComEd’s distribution functions and to
provide an adequate work place for its employees. The investment in ComEd’s General
Plant is included in the accounts specified by FERC and the Commission, which are
numbered 389-399. The specific assignment of General Plant to the rate base is

discussed in the panel direct testimony of Mses. Houtsma and Frank (ComEd Ex. 7.0).

Have you determined whether the General Plant included in rate base is used and useful,
prudent, and reasonable in cost?

Yes, I have. The General Plant investment made as of the end of the test year and
included in ComEd’s rate base is used and useful in meeting ComEd’s obligation to offer
and provide electric utility services at an acceptable level of reliability to its retail
customers, is needed for that purpose, was prudently acquired, and was put in service at a
reasonable cost. In the case of General Plant assets included in the pro forma adjustment
for assets to be placed into service in the future, the assets are reasonably expected to be
used and useful, are needed, will be prudently acquired and will be placed in service at a

reasonable cost.

2. General Plant Additions Since 2005

What is ComEd’s process for determining the need for General Plant additions to support
the provision of distribution services since the 2005 Rate Case?
ComEd periodically reviews its General Plant investment requirements based on service

needs, work loads, productivity and technology improvements, and best industry
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practices, for new or improved ways to provide reliable electric service, including prompt
and informative customer service, at a reasonable cost. This evaluation looks at all types
of such assets, including durable goods, real estate, and intangibles. For example, offices
may be closed or consolidated, or new offices opened. Similar evaluations take place
with respect to personal property. For instance, transportation equipment, including
trucks and passenger vehicles, is replaced and upgraded on appropriate cycles. ComEd,
for example, is now replacing appropriate vehicles with hybrid-powered models.
Computer and other office furniture requirements are also reviewed by department

management and replaced or added based on work load and serviceability.

Once ComEd has determined that a General Plant need exists, how does it proceed?

ComEd proceeds generally in a fashion similar to its approach for Distribution Plant
needs described above. For instance, possible alternatives are rigorously assessed on
technical and economic grounds so that ComEd can identify a reasonable means to meet
the need. In addition, the assessment is subject to diligent approval procedures, including
multiple challenge stages. ComEd again employs active project management and
administrative practices — including a variety of cost and budgetary controls — to ensure

proper, efficient implementation.

G. Intangible Plant

1. Intangible Plant Overview

What is Intangible Plant and how are Intangible Plant assets used in providing electric

utility service to ComEd’s retail customers?
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Intangible Plant assets are used by ComEd to provide delivery services to its bundled and
unbundled retail customers. Intangible Plant includes costs of capitalized software for
computer systems that generally support or relate to multiple business functions. Indeed,
in ComEd’s case, virtually all of its Intangible Plant consists of major information
systems used for electric system operation, restoration, work management, and retail
customer service and billing. Such plant includes, for example, ComEd’s retail billing
systems and the assets related to its Call Center. These Intangible Plant assets are used to
support ComEd’s delivery service functions. The investment in ComEd’s Intangible
Plant is included in the accounts specified by FERC and the Commission, numbered 301-
303. The specific assignment of Intangible Plant to the rate base is discussed in the panel

direct testimony of Mses. Houtsma and Frank (ComEd Ex. 7.0).

Have you determined whether the Intangible Plant is used and useful, prudent, and
reasonable?

Yes, I have. The Intangible Plant assets included in ComEd’s rate base are used and
useful in meeting ComEd’s obligation to offer and provide electric utility services at an
acceptable level of reliability to its retail customers. Those assets were prudently

acquired and placed in service at a reasonable cost.

2. Intangible Plant Additions Since 2005

What has been ComEd’s process for determining the need for Intangible Plant additions
needed to support the provision of utility services?
As with General Plant, ComEd periodically reviews its Intangible Plant investment

requirements based on service needs, work loads, productivity and technology

Page 59 of 68



1186

1187

1188

1189

1190

1191

1192

1193

1194

1195

1196

1197

1198

1199

1200

1201

1202

1203

1204

1205

1206

Docket No. 07-
ComEd Ex. 4.0 (2" Corrected)

improvements, and industry best practices, for new or improved ways to provide reliable
electric service, including prompt and informative customer service, at a reasonable cost.
Since most Intangible Plant consists of information systems, this evaluation is
concentrated in the Information Technology (“IT”) area. IT requirements are reviewed
both by ComEd operating department management and by the IT area, and are replaced
or supplemented based on required functionality, reliability, compatibility, and

serviceability.

Once ComEd has determined that an Intangible Plant need exists, how does it proceed?

ComEd proceeds generally in a fashion similar to its approach for Distribution and
General Plant needs. Possible alternative Intangible Plant investments are rigorously
assessed on technical and economic grounds so that ComEd can identify a reasonable
means to meet the need. In addition, the assessment is subject to diligent approval
procedures, including multiple challenge stages. ComEd again employs active project
management and administrative practices — including a variety of cost and budgetary

controls — to ensure proper, efficient implementation.

In what areas has ComEd made the greatest additions to its Intangible Plant since the
2005 Rate Case?

ComEd has placed into service two major information systems initiatives, the new
PassPort system and the data management, billing, and customer data systems required
for post-transition retail service. Those projects are discussed in more detail in the direct

testimony of Mr. McMahan and Ms. Clair (ComEd Exs. 5.0 and 6.0).
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H. Materials and Supplies

Has ComEd included Materials and Supplies in rate base?

Yes. ComEd uses various materials and supplies to support its capital projects and to
replace equipment necessary for its provision of tariffed services. (Materials and
Supplies include stock or inventory available for use in future distribution system
construction, operations or maintenance activities). The Materials and Supplies balance

included in rate base is $37.4 million.

Have you determined whether the Materials and Supplies are used and useful, and the
costs thereof are prudently incurred and reasonable?

Yes, I have. The Materials and Supplies included in ComEd’s rate base are used and
useful in meeting ComEd’s obligation to offer and provide electric services at an
acceptable level of reliability to its retail customers, were prudently acquired, and were
acquired at a reasonable cost. ComEd purchases materials and supplies based on a
combination of historical usage (for seasonality identification) and current demand (to
establish current needs). This process effectively secures materials and supplies in
reasonable quantities to meet our needs. In addition, a quarterly review is used to
identify and document slow moving, surplus, or obsolete items. We then determine the

most appropriate method for their disposition.
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Operating Expenses

Mr. Williams, are you familiar with ComEd’s proposed operating expenses in this
proceeding?

Yes, I am. Functions under my direct management are responsible for many of the
operating expenses incurred by ComEd, as well as for the evaluation of such expenses.
Further, I have reviewed the testimony and attachments of other ComEd witnesses in this

proceeding to familiarize myself with other expenses.

What are the major components of ComEd’s operating expenses that you and ComEd’s
other operations witnesses, Mr. McMahan and Ms. Clair, will discuss?

Major components of operating expenses include Distribution Operations and
Maintenance expenses, Administrative and General expenses, Customer Service and
Information expenses, and Customer Accounts expenses. ComEd’s distribution and
customer-related operating expenses and associated A&G expense total $807.6 million.
This includes operating expenses incurred during the test year, pro forma adjustments to
those amounts, and the normalization of storm damage repair expenses. I discuss the first
two of these components below. Ms. Sally Clair discusses Customer Service,

Information, and Account expenses in her direct testimony (ComEd Ex. 6.0).

What are the other major components of ComEd’s operating expenses?

ComkEd’s operating expenses also include depreciation expense, taxes, regulatory debits,
the investment tax credit deduction, and other adjustments to these expenses addressed in
the panel direct testimony of Mses. Houtsma and Frank (ComEd Ex. 7.0). With these

categories included, they total $1,357.5 million.
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Has ComEd functionalized operating expenses in a manner similar to the one used for
rate base items that you previously discussed?

Yes. As with rate base items, operating expenses have been functionalized to determine
the expenses to be included as part of ComEd’s operating expenses. Because this
proceeding concerns only Illinois rates, ComEd has excluded from the proposed expenses
those that have been functionalized as Transmission and that are included in operating

expenses reviewed by FERC.

Mr. Williams, have you reached a conclusion as to whether the overall level of operating
expenses ComEd seeks to recover are reasonable and reflect prudent distribution
operating activities?

Yes. I believe that ComEd’s overall jurisdictional operating expenses, as reflected in the
panel testimony of Mses. Houtsma and Frank (ComEd Ex. 7.1, Schedule C-1), were
incurred in order to provide the tariffed distribution services, were prudently incurred,

and are reasonable in amount.

A. Distribution Operations and Maintenance Expenses

What are ComEd’s Distribution O&M expenses, and how do these expenses to support
the provision of tariffed services?

ComEd is seeking to recover $309.3 million in Distribution Operations and Maintenance
expenses. Distribution O&M are expenses incurred by ComEd to operate and maintain
its Distribution Plant. These expenses aid in maintaining the distribution system and
provide distribution service on a daily basis in a reliable and safe condition. Operations

and Maintenance includes various types of expenses, such as salaries and wages expense
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and storm damage repair expense, and all are used to provide tariffed services or to

enable ComEd to provide tariffed services.

Does ComEd have in place measures to control its Distribution Operations and
Maintenance expenses?

Yes. ComEd uses a variety of accepted measures to manage and control all of its
Operations and Maintenance expenses. In many cases, the same activities that generate
capital investment also generate Distribution Operations and Maintenance expenses, and
the same rigorous controls are applicable to the work regardless of the classification of
the specific cost. Where outside contractors are used, the procurement process
emphasizes cost control, along with consistent quality and timely completion. In
addition, optimization and efficiency programs have been put in place with the explicit
aim of providing reliable service at the lowest cost. ComEd’s budgeting and work
management systems tie expenses to projects and activities. This permits a greater level

of informed monitoring, management, and control of expenses.

Has ComEd proposed any pro forma adjustments to Operations and Maintenance
expenses?

Yes. ComkEd has proposed pro forma adjustments to the test year salary and wages in
line with projected increased salary and wage expenses. ComEd also has proposed pro
forma adjustments to reflect elimination of certain employee benefit payments. Details
on these adjustments are shown on ComEd Ex. 7.1, Schedule C-2, attached to the panel

direct testimony of Mses. Houtsma and Frank.
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Mr. Williams, has ComEd proposed any “normalizing” adjustments to the Operations and
Maintenance expenses from the test year?

Yes. Certain expenses incurred by ComEd vary significantly from year to year.
Normalizing adjustments are made in an attempt to minimize potential negative impacts
on customers due to the unpredictability of these expenses. Storm restoration costs are
particularly subject to variability and unpredictability, given their relationship to extreme
weather. ComEd has proposed to normalize storm restoration costs. Details on these
adjustments are discussed and supported in the panel direct testimony of Mses. Houtsma
and Frank (ComEd Ex. 7.0), and are shown on Schedules C-2.2 and WPC-2.2, attached

thereto.

What do you mean when you say that storm restoration costs have been normalized?

ComEd has proposed using the six-year average of storm restoration O&M expenses.
These expenses are incurred outside of normal work operations in response to storm
emergencies. ComEd’s storm restoration O&M expenses (in nominal dollars, i.e., not
adjusted for inflation) are expected to be $54.8 million for 2007, and for 2006 were $38.5
million, for 2005 were $17.9 million, for 2004 were $18.5 million, for 2003 were $22.1
million, and for 2002 were $7.2 million. In real dollars (corrected for the Chicago CPI),
ComEd’s 2006 storm restoration O&M expenses become $38.5 million, for 2005 were
$18.2 million, for 2004 were $19.5 million, for 2003 were $23.7 million, and for 2002
were $7.9 million. As a result, ComEd is proposing storm restoration O&M expenses of

$27.1 million, based on an inflation-adjusted average of our six-year experience..

How does the use of a six year period affect the level of this expense?
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Using a five year period beginning in 2003 would have excluded the lowest annual value,
increasing the average. Conversely, using a longer period that incorporates data from
2000 and 2001 would also increase the storm restoration O&M expenses included in the
revenue requirement. Using data from before 2000 would not be appropriate because of
the extensive changes ComEd made in its approach to storm damage repairs, made in
order to “get the lights back on” more swiftly, that it began to implement in 1998 and

1999.

You stated earlier that ComEd is proposing an incremental storm repair expense rider.
What is the nature of the rider?

The rider, called Rider SEA, uses the $27.1 million average storm restoration O&M
expenses and then issues credits or charges to customers if actual storm repair O&M
expenses respectively fall below or exceed that baseline. The incremental storm repair
expense rider is discussed in more detail in the Direct Testimony of Paul Crumrine
(ComEd Ex. 11.0). The draft rider is attached to the direct panel testimony of Mr. Alongi
and Ms. Jones (ComEd Ex. 12.0). The Direct Testimony of Ms. Houtsma and Ms. Frank
(ComEd Ex. 7.0) also discusses the storm repair expense normalization for purposes of

the calculation of the revenue requirement and the proposed rider.

Why is an incremental storm repair expense rider warranted?
In sum, storm repair O&M expenses are material in the sense that involve very large
costs. They are highly volatile from year to year. They are also unpredictable and

uncontrollable.
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Mr. Williams, have you reached a conclusion as to whether the expenses included in
ComEd’s Operations and Maintenance expenses are needed, reasonable, and prudently
incurred?

Yes. Based on my experience, knowledge of the activities, and the information described
earlier in my testimony, I conclude that ComEd’s Operations and Maintenance expenses

are needed to provide the tariffed services, reasonable, and prudently incurred.

B. Administrative and General Expenses

What are ComEd’s Administrative and General expenses, and how are these expenses
used to support the provision of tariffed services?

ComEd seeks to recover $341.3 million in Administrative and General expenses.
Administrative and General expenses include expenses such as salaries, pensions and
benefits, office supplies and services, and accounting fees, as well as costs for services
that ComEd receives from EBSC and other outside service providers. These types of

expenses are necessary and useful in providing tariffed service to customers.

Mr. Williams, have you reached a conclusion as to whether the Administrative and
General expenses included in the revenue requirement are necessary in providing electric
utility service, reasonable, and prudently incurred?

Yes. The functions that Mses. Houtsma and Frank testify are reflected in ComEd’s
Administrative and General expenses are necessary for ComEd to provide delivery
services. In addition, based on my experience, my knowledge of the types of activities
included in A&G and their importance to providing distribution service, and the

information described earlier in my testimony, I conclude that, from an operational
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perspective, ComEd’s use of these A&G services is prudently managed by ComEd and

that the cost of these services to ComEd is reasonable.

Production Assets and Expenses

Does ComEd own any assets used to produce electricity or to support the production of
electricity?
No. ComEd does not own assets used in the production of electricity and no part of

ComEd’s rate base includes production related assets.

Are ComEd’s costs to acquire electricity included in its distribution expenses?

No. ComEd’s costs to purchase electricity and other related services such as capacity and
certain transmission and transmission ancillary services are not included in its delivery
expenses or capitalized in its rate base. These costs are recovered through a separate
tariff, like Rider CPP — Competitive Procurement Process, or its successor. The only
other supply costs ComEd incurs are the very minor costs to administer the supply
acquisition process. To the extent that they are not recovered through the supply charge
itself, they are currently recovered in the Supply Administration Charge (“SAC”), which

is discussed by Mr. McDonald (ComEd Ex. 9.0).

Does this conclude your direct testimony?

Yes.
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