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List of Issues & Major Conclusions 
 

Revenue Requirement Adjustments 
 

 ComEd’s total delivery services revenue requirement (“revenue 
requirement”) is $2.267 billion, reflecting an increase of $326.3 million over 
ComEd’s revenues under current rates. 

 The revised schedules and documentation that support the calculation of 
ComEd’s revenue requirement are provided with this testimony. 

 Various Staff and intervenor proposed adjustments relating to contributions 
to pension funds, the taxation of subsidies for retiree prescription drug 
benefits, and annual accrued pension expense are inappropriate, and in some 
instances inconsistent with prior Illinois Commerce Commission decisions.  
These adjustments should be rejected. 

 Various other adjustments to rate base and operating expenses proposed by 
Staff and intervenor witnesses are inappropriate and should also be rejected, 
including the treatment of accumulated depreciation, customer deposits, 
inventories for materials and supplies, severance expenses, and depreciation 
of intangible plant. 

 



Docket No. 10-0467 
ComEd Ex. 55.0 2nd Revised 

i 

 

Table of Contents 
I.  Introduction and Background ............................................................................................. 1 

A.  Identification of Witnesses ..................................................................................... 1 

B.  Purpose of Testimony ............................................................................................. 1 

C.  Summary of Conclusions ........................................................................................ 2 

D.  Itemized Attachments to Surrebuttal Testimony .................................................... 4 

II.  Updated Revenue Requirement .......................................................................................... 6 

III.  Responses to Other Contested Matters ............................................................................... 7 

A.  Accumulated Provision for Depreciation and Amortization and ADIT ................. 7 

B.  2005 Pension Contribution ................................................................................... 12 

C.  Remainder Pension Asset Related to the 2009 Contribution ................................ 15 

D.  Pension Costs and Supplemental Management Retirement Plans ........................ 21 

E.  Taxation of Medicare Part D Subsidies ................................................................ 23 

F.  Customer Deposits ................................................................................................ 25 

G.  Severance Costs .................................................................................................... 27 

H.  Materials and Supplies Adjustment ...................................................................... 30 

I.  Underground Cable Costs ..................................................................................... 32 

J.  Construction Work in Progress (CWIP) ............................................................... 33 

K.  Photovoltaic Pilot Costs ........................................................................................ 34 

L.  Intangible Plant Amortization Expense ................................................................ 34 

 

 

 
 



Docket No. 10-0467 
ComEd Ex. 55.0 2nd Revised 

Page 1 of 37 

I. Introduction and Background 1 

A. Identification of Witnesses 2 

Q. What is your name and business address? 3 

A. Kathryn M. Houtsma, Commonwealth Edison Company, Three Lincoln Centre, 4 

Oakbrook Terrace, Illinois  60181. 5 

Q. Are you the same Kathryn M. Houtsma who submitted Direct and Rebuttal 6 

Testimony on behalf of Commonwealth Edison Company (“ComEd”)? 7 

A. Yes 8 

B. Purpose of Testimony 9 

Q. What is the purpose of your surrebuttal testimony? 10 

A. The overall purpose of my surrebuttal testimony is to respond to certain positions set 11 

forth in the Rebuttal Testimony of the following Illinois Commerce Commission 12 

(“Commission” or “ICC”) Staff and Intervenor witnesses:  Staff witnesses Teresa Ebrey, 13 

Bonita Pearce, and Scott Tolsdorf; Illinois Attorney General’s Office (“AG”) and 14 

Citizen’s Utility Board (“CUB”) witnesses Michael Brosch, David Effron and Ralph 15 

Smith; and Illinois Industrial Energy Consumers (“IIEC”) witness Michael Gorman. 16 

Q. How is your surrebuttal testimony organized? 17 

A. The surrebuttal testimony is divided into three sections: 18 

(1) Introduction and Background – Sets forth the scope of testimony, summarizes 19 

my conclusions, and identifies the attachments to the testimony; 20 
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(2) Updated Revenue Requirement – Summarizes ComEd’s revenue requirement, 21 

which reflects the benefit of bonus depreciation tax provisions, updated pro forma 22 

plant additions, and other changes related to the advanced metering initiative 23 

program and cash working capital calculations. 24 

(3) Responses to Other Contested Matters – Responds to the positions taken in 25 

Rebuttal Testimony by Staff and intervenors on various matters that remain in 26 

dispute. 27 

C. Summary of Conclusions 28 

Q. Please summarize the conclusions in your rebuttal testimony. 29 

A. In brief, I conclude as follows: 30 

(1) ComEd’s revised revenue requirement is $2.267 billion, which represents an 31 

increase of $326.3 million over revenues in current rates. 32 

(2) ComEd believes the approach applied in direct testimony concerning the 33 

accumulated provision for depreciation and amortization is proper, and nothing in 34 

the Rebuttal Testimony of Staff and intervenors demonstrates that rates are 35 

overstated absent a roll forward of the depreciation reserve. 36 

(3) ComEd and Staff agree that there is a cost related to ComEd’s 2005 contribution 37 

to its pension fund, but Staff witness Ms. Pearce’s proposal for cost recovery is 38 

arbitrary and inconsistent with the Commission’s rulings in prior cases.  The 39 

Commissions should approve ComEd’s proposal for cost recovery of $25.1 40 

million consistent with prior cases. 41 
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(4) ComEd and Staff agree that the 2009 pension contribution was prudently made, 42 

but the proposals for cost recovery made by Staff and intervenors are 43 

disconnected from the principle of cost-based rates.  The Commission should 44 

allow ComEd a return on its pension asset equal to the weighted average cost of 45 

capital. 46 

(5) ComEd and Staff agree that the 2010 increase in pension and OPEB costs is an 47 

appropriate pro forma adjustment to operating income.  However, the proposal of 48 

AG/CUB witness Mr. Smith to normalize pension cost by taking a prior year 49 

average is completely unrealistic and unsupported by facts. 50 

(6) ComEd and Staff agree that the creation of a regulatory asset that is amortized 51 

over three years properly permits ComEd to recover taxes owed on Medicare Part 52 

D subsidies and fairly treats recovery of the tax payments commensurate with the 53 

associated benefit passed on to customers.  The proposal of AB/CUB witness Mr. 54 

Effron to amortize these costs over a ten year period should be rejected. 55 

(7) Only the proportion of customer deposits attributable to delivery services should 56 

be applied to reduce rate base in this proceeding.  It is not proper to reduce rate 57 

base by amounts attributable to other components of the customer bill. 58 

(8) The amortization of severance expense as presented in my Direct Testimony is 59 

appropriate, and the proposals by Staff witness Mr. Tolsdorf and Mr. Effron 60 

constitute improper single-issue ratemaking. 61 

(9)  ComEd’s representation of materials and supplies inventories and is correct and 62 

appropriate and Mr. Tolsdorf’s alternative proposals should be rejected. 63 
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(10) Staff Witness Ms. Ebrey and Mr. Effron propose to disallow recovery of  64 

underground cable assets that even they do not dispute are used and useful, 65 

reasonably incurred, and are providing service to customers today.  These costs 66 

should be allowed in rate base. 67 

(11) Construction work in progress is appropriately included in rate base under the 68 

Public Utilities Act, and accounts payable should not be considered a permanent 69 

source of financing. 70 

(12) ComEd believes Mr. Tolsdorf’s proposal concerning photovoltaic pilot costs is 71 

wrong in principle but does not contest his adjustment in the interest of limiting 72 

the issues in dispute in this proceeding. 73 

(13)  Mr. Effron’s proposed adjustment to intangible plant amortization to reflect post-74 

2009 changes is incomplete and does not consider the impact of annualizing the 75 

amortization of new projects placed in service in late 2009, which more than 76 

offset the expiration of amortization of older projects. 77 

 78 

 79 

 80 

D. Itemized Attachments to Surrebuttal Testimony 81 

Q. What are the attachments to your testimony? 82 

A. The following is a list of the exhibits attached to my surrebuttal testimony and a brief 83 

description of each. 84 
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(1) ComEd Exhibit (“Ex.”) 55.1 consists of 28 pages.  The following revised schedules 85 

support ComEd’s revised revenue requirement: 86 

 Revised Schedule As – Revenue and Financial Summary Schedules: A-1 and 87 

A-4. 88 

 Revised Schedule Bs – Rate Base Schedules: B-1, B-2, B-2.1, B-8, and B-10.  89 

 Revised Schedule Cs – Operating Income Schedules: C-1, C-2, C-2.7, C-5, 90 

and C-5.4. 91 

(2) ComEd Ex. 55.2 consists of 25 pages and contains associated work papers that 92 

support the above referenced schedules.   93 

Unless otherwise noted, the Schedules and work papers in ComEd Ex. 55.1 and 55.2 have 94 

been prepared by me or under my direct supervision.  To the best of my knowledge and 95 

belief, all of these documents are accurate. 96 

(3) ComEd Ex. 55.3 shows the historical growth in ComEd’s net plant balance. 97 

(4) ComEd Ex. 55.4 depicts the annual increases and decreases in ComEd’s pension 98 

asset. 99 

(5) ComEd Ex. 55.5 shows ComEd’s net periodic pension cost, pension expense, and 100 

annual contributions. 101 

(6) ComEd Ex. 55.6 documents month-end materials & supplies accounts payable 102 

balances for December 2008 to December 2009. 103 
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(7) ComEd Ex. 55.7 shows the impact of annualizing the amortization of intangible plant 104 

assets placed in service in late 2009. 105 

 106 

 107 

II. Updated Revenue Requirement 108 

Q. In Rebuttal Testimony, you presented a revised revenue requirement of $2.295 109 

billion, representing an increase of $353.9 million over current rates.  Do you have 110 

any further revisions to the revenue requirement? 111 

A. Yes.  ComEd’s surrebuttal revised revenue requirement is $2.267 billion, representing an 112 

increase of $326.3 million.  The surrebuttal revenue requirement reflects 1) new bonus 113 

tax depreciation provisions contained in the Tax Relief, Unemployment Insurance 114 

Reauthorization, and Job Creation Act of 2010 passed by Congress in December that 115 

accelerates the tax deductions associated with pro forma plant additions; 2) an update of 116 

the pro forma plant additions to reflect actual activity through November 2010; and 3) 117 

certain other updated data and revisions to planned spending on the advanced metering 118 

infrastructure (“AMI”) program as discussed by Mr. Fruehe in ComEd Exhibit (“Ex.”) 119 

56.0. The surrebuttal revised revenue requirement also reflects the acceptance of Staff 120 

witness Bonita Pearce’s recommended collections lag in the calculation of cash working 121 

capital, as further discussed by Mr. Subbakrishna in ComEd Ex. 57.0.   The specific 122 

changes are as follows: 123 
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 124 

III. Responses to Other Contested Matters 125 

A. Accumulated Provision for Depreciation and Amortization and ADIT 126 

Q. Based on the rebuttal testimony filed by intervenors, has ComEd changed its 127 

position concerning the appropriate rate base treatment of accumulated 128 

depreciation and amortization and accumulated deferred income taxes (“ADIT”) 129 

for test year plant? 130 

A. No.  ComEd continues to believe that the approach applied in ComEd’s direct case (and 131 

in previous Commission decisions) is appropriate and that a pro forma adjustment to roll 132 

forward the depreciation reserve and ADIT for test year plant is not warranted.  As noted 133 

in my direct testimony, whether as a legal matter the Commission can be required to or 134 

may, roll forward the depreciation reserve and ADIT liabilities related to embedded plant 135 

likely will be determined on appeal to the Illinois Supreme Court. 136 

Q. Why do you believe that a pro forma adjustment to roll forward the depreciation 137 

reserve and ADIT for test year plant is not warranted? 138 

A. I will leave the legal arguments on this issue to the lawyers.  However, as a factual 139 

matter, as I showed in my rebuttal testimony, and contrary to the arguments made by 140 

intervenors, it is not necessary to roll forward the depreciation reserve to avoid an 141 

overstatement of ComEd’s rates. 142 

($ in Millions)

ComEd Rebuttal Testimony Revenue Requirement $353.9
New Bonus Depreciation Tax Benefit (22.2)
Plant Additions Update (1.6)
Reduction to AMI and Other Updates (2.1)
Reduction to CWC Collections Lag (1.7)
ComEd Surrebuttal Testimony Revenue Requirement $326.3

Revenue 
Requirement 

Impact
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Q. AG/CUB witness Michael Brosch and IIEC witness Michael Gorman dispute your 143 

position that it is not necessary to roll forward the depreciation reserve or 144 

accumulated deferred income taxes to avoid an overstatement of the 2009 test year 145 

revenue requirement proposed by ComEd.  Do they offer anything to change your 146 

position? 147 

A. No.  Mr. Brosch and Mr. Gorman offer various arguments regarding the analyses in 148 

support of my conclusion that rates will not be overstated absent a roll forward of the 149 

depreciation reserve.  However, their arguments are largely based on hypothetical 150 

assumptions that are neither relevant nor correct. 151 

Q. Mr. Brosch dismisses the fact actual earned ROEs (rates of return on common 152 

equity) during the last several years have been well below authorized ROEs because 153 

he says the calculations do not reflect the type of ratemaking adjustments used to 154 

establish the revenue requirement.  He then performs his own analysis to suggest 155 

that ComEd’s earned ROE in 2009 was 9.5%.  Is this a valid analysis? 156 

A. No, his analysis does not represent what actually occurred in 2009.  For instance, among 157 

other things, Mr. Brosch’s analysis ignores costs such as the actual pension and OPEB 158 

(other post-employment benefits) expenses that were incurred by ComEd in 2009 in favor 159 

of a backward looking three year average of such expenses.  He also ignores the 160 

amortization of the Exelon Way severance costs that were included in rates in the last 161 

proceeding.  As a result, Mr. Brosch understates the actual costs incurred in 2009, and 162 

hence overstates the actual earned ROE for the year.  Notwithstanding this distortion, I 163 

would note that the earned ROE of 9.5% that results from his calculation is still below the 164 

authorized ROE of 10.3% allowed by the ICC in Docket No. 07-0566, which established 165 



Docket No. 10-0467 
ComEd Ex. 55.0 2nd Revised 

Page 9 of 37 

rates that were in effect for 2009.  Thus, even Mr. Brosch’s calculations suggest that rates 166 

established in the last proceeding (without a depreciation reserve roll-forward) were not 167 

in excess of just and reasonable rates. 168 

Q. Mr. Brosch continues to suggest that his “high level” comparison of total capital to a 169 

combined transmission and distribution rate base shows that rate base as proposed 170 

by ComEd is “seriously overstated,” and he complains that ComEd did not provide 171 

a “detailed statement of flaws or suggested corrections” to his analysis.  Can you 172 

please comment? 173 

A. As stated in my rebuttal testimony, Mr. Brosch’s analysis is overly simplistic for a 174 

number of reasons.  While it is not clear what level of detail Mr. Brosch is seeking, these 175 

reasons were elaborated upon in ComEd’s response to AG Data Request 14.02, which 176 

explained  177 

“the accounting for the Unicom/PECO merger in the year 2000, and the subsequent 178 
corporate reorganization pursuant to which ComEd’s nuclear assets and liabilities 179 
were transferred to Exelon Generation had significant impacts on ComEd’s capital 180 
structure. Additionally, differences may exist due to historical transactions such as 181 
asset writedowns, timing differences between the measurement date of the capital 182 
structure and rate base, and assets and liabilities that are not included in rate base, 183 
such as regulatory assets and liabilities, construction work in progress and various 184 
accounting accruals.”    185 

Q. Have you quantified the impact of each of these items?   186 

A. No.  Mr. Brosch himself characterizes his analysis as high-level, and my point is simply 187 

to identify reasons that analysis is overly simplistic.   188 

Q. Mr. Gorman asserts that ComEd Ex. 6.3, which presents an exemplar 2011 future 189 

test year revenue requirement, demonstrates that ComEd’s 2009 historical test year 190 
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(without post test year change in accumulated depreciation and ADIT), contradicts  191 

your conclusion that rates will not be overstated.   Is he correct? 192 

A. No.  Mr. Gorman concludes that because rate base is higher in the historical test year than 193 

in the future test year analysis rates must be overstated.  However, the whole point of 194 

ComEd Ex. 6.3 is to demonstrate that when all factors are considered, including changes 195 

in operating expenses (which are higher in 2011 than in the historical test year) as well as 196 

changes in rate base, the overall revenue requirement is approximately the same.  Mr. 197 

Gorman’s analysis is incomplete because it focuses only on rate base, which is just one 198 

component of the revenue requirement. 199 

Q. Mr. Gorman also claims that a future test year would result in lower rates than a 200 

historical test year, even if the revenue requirement was similar, due to changes in 201 

kilowatthour sales that are used to establish the rate.  Is this a valid conclusion?    202 

A. No.  While I agree with Mr. Gorman that a future test year would also consider the 203 

kilowatthour sales levels in that future test year, it is not a foregone conclusion, as he 204 

implies, that kilowatthour sales will always be growing.  As a result of the economy and 205 

energy efficiency measures, ComEd has experienced decreases in load in some recent 206 

years.  Moreover, although the economy is expected to improve in 2011, the continued 207 

housing crisis, and other potentially negative economic factors, make it arbitrary on 208 

Mr. Gorman’s part to assume that kilowatthour sales will necessarily be significantly 209 

greater in 2011.  210 

Q. Is Mr. Gorman’s “hypothetical example” which he uses to conclude that the 211 

historical test year rate would be higher than a future test year rate realistic? 212 
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A. No.  Mr. Gorman’s example relies upon a hypothetical increase in kilowatthour sales of 213 

1% between 2009 and 2011, for which he provides no support.  In reality, kilowatthour 214 

sales have been relatively flat since 2009 overall and 2011 sales are currently expected to 215 

be only one-tenth of one percent higher than 2009.   216 

Q. What would Mr. Gorman’s calculations (Table 2, IIEC Ex. 4.0) show using  217 

ComEd’s currently projected sales growth for 2011? 218 

A. Using ComEd’s retail sales growth projection of 89,064 MWh (megawatthours) for 2011 219 

would result in a rate impact of $26.24 per MWh, which is slightly higher than the 220 

historical test year rate calculated by Mr. Gorman.  This further shows that Mr. Gorman’s 221 

stated concerns, that using a historical test year without a roll forward of accumulated 222 

depreciation and ADIT will result in overstated rates, are unfounded.   223 

Q. Ms. Ebrey concludes that ComEd Ex. 6.3 demonstrates that ComEd’s net plant will 224 

be declining between 2009 and 2011.  Is this an accurate conclusion? 225 

A. No, not when taken in the appropriate context.  ComEd Ex. 6.3 shows that Net Plant in 226 

ComEd’s 2009 historical test year, which includes pro forma plant additions through 227 

June 2011, is $9,474 million, which is greater than the net plant amount of $9,034 million 228 

for the 2011 future test year.  However, because the historical test year amounts include 229 

the 2010 and 2011 pro forma plant additions, this is not an appropriate basis to use to 230 

determine whether a demonstrated trend of significant increases to net plant in service 231 

exists.  If the post-2009 pro forma additions were not included in the 2009 historical test 232 

year analysis, the 2011 net plant would be greater than the 2009 net plant.  233 
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Q. Does ComEd have a demonstrated trend of significant increases to net plant in 234 

service?  235 

A. Yes.  As shown on ComEd Ex. 55.3, ComEd’s net plant in service has increased every 236 

year since 2006, and 2011 net plant is expected to be higher than the 2009 net plant.   237 

B. 2005 Pension Contribution 238 

Q. Has Ms. Pearce’s position on cost recovery related to the 2005 pension contribution 239 

changed in her Rebuttal Testimony? 240 

A. Yes, it has.  Ms. Pearce concludes that it is reasonable for ComEd to recover the cost of 241 

the 2005 pension contribution because it is apparent that ComEd has not fully recovered 242 

the cost of the contribution through rates.  However, Ms. Pearce also suggests that the 243 

cost recovery in the instant proceeding should be less than the original amount authorized 244 

in the Order on Rehearing in Docket No. 05-0597 because some costs must have been 245 

recovered in the time since that Order was entered.   246 

Q. What is the basis for Ms. Pearce’s assertion that some of the costs must have been 247 

recovered in the years subsequent to the Commission’s Order on Rehearing in 248 

Docket No. 05-0597? 249 

A. The Order on Rehearing was premised on the fact that ComEd’s lowest cost method for 250 

financing the contribution would have been to issue debt.  The Commission determined a 251 

hypothetical cost of that debt equal to 4.75% by assuming the company would have 252 

issued a portfolio of bonds maturing in 5, 10, and 30 years.  Ms. Pearce claims that the 253 

principal balance of this debt would amortize down over time, just as the book value of a 254 

real asset would decline over time due to depreciation, and offers her opinion that 255 



Docket No. 10-0467 
ComEd Ex. 55.0 2nd Revised 

Page 13 of 37 

reflecting the entire amount of the contribution will seem more unreasonable in the 256 

future. 257 

Q. Does this contention reflect an accurate understanding of ComEd’s long term debt 258 

financing? 259 

A. No, it does not.  The amortizing debt concept that Ms. Pearce describes has superficial 260 

appeal because it is akin to a home mortgage, where the borrower periodically pays 261 

interest and principal and thus the outstanding balance of debt decreases over time.  The 262 

vast majority of ComEd’s debt, however, does not amortize over time.  Of the 263 

$5.6 billion of ComEd’s long term debt (shown on Schedule D-3), only $40 million (or 264 

0.7%) is amortizing debt.  Most of ComEd’s debt securities are what are known as 265 

“straight coupon” or “bullet” bonds.  The principal of these bonds does not amortize over 266 

time; rather, ComEd pays interest periodically and the principal balance remains 267 

outstanding in its entirety until the maturity date, at which point it is either paid off or 268 

refinanced. 269 

Q. What is the nature of that $40 million of amortizing debt in ComEd’s portfolio? 270 

A. ComEd issued $40 million in sinking fund debentures in 1961.  The principal balance of 271 

this debt amortizes over 50 years.  The debt matures in December 2011, and the amount 272 

outstanding as of the filing date was $2.4 million.  Amortizing debt represents a very 273 

small portion of ComEd’s capital structure, and ComEd has not issued this type of 274 

security in nearly fifty years.   I do not believe that the Commission had this type of debt 275 

in mind when it issued its Order on Rehearing in Docket No. 05-0597. 276 
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Q. Ms. Pearce contends that the value of the pension asset must decrease in some 277 

fashion over time.  Does ComEd’s pension asset last in perpetuity, or is there some 278 

mechanism by which it diminishes? 279 

A. Ms. Pearce is correct in her belief that the pension asset does not exist in perpetuity and 280 

will decrease over time.  Pension accounting standards dictate that a pension asset will 281 

decrease by an amount equal to that year’s pension accruals and will increase by an 282 

amount equal to contributions into the pension trust funds.  ComEd Ex. 55.4 shows how 283 

the balance of ComEd’s pension asset rises and falls over time. 284 

Q. If ComEd’s pension asset decreases in this fashion, shouldn’t pension accruals have 285 

diminished the balance of the 2005 contribution as Ms. Pearce suggests? 286 

A. No, but that does not mean that ComEd’s total pension asset is not diminishing.  287 

ComEd’s pension asset (reflected in the deferred debits shown on ComEd’s balance sheet 288 

and detailed in Schedule B-10 in ComEd Ex. 6.1) was $907.5 million at the end of 2009.  289 

For ratemaking purposes, however, that pension asset was bifurcated as a result of the 290 

Order on Rehearing in Docket No. 05-0597.  The 2005 contribution of $803 million was 291 

carved out and receives a regulatory return equal to the debt return determined in Docket 292 

No. 05-0597.  After that regulatory exclusion, there remains a pension asset of $104.5 293 

million, which (on a jurisdictional basis) is the $92.6 million pension asset on which 294 

ComEd requests a return equal to its weighted average cost of capital.  The reason the 295 

balance of the 2005 pension contribution has not diminished is because for ratemaking 296 

purposes, ComEd has used the pension accruals to reduce the balance of the remainder 297 

pension asset (the $92.6 million jurisdictional pension asset) first and the 2005 pension 298 

contribution last.  299 
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Q. Is the revenue requirement lower because ComEd has applied the accruals first to 300 

the remainder pension asset (i.e., the non-2005 portion), rather than the 2005 301 

pension asset? 302 

A. Yes. By reducing the remainder pension asset by the amount of annual accruals, ComEd 303 

has reduced the balance on the portion of the pension asset that earns the higher return – 304 

8.99% using ComEd’s cost of capital (or 8.24% using Staff’s estimate) vs. the 4.75% cost 305 

of debt specified by the Order on Rehearing in Docket No. 05-0597.  The result is a lower 306 

overall revenue requirement. 307 

Q. What is your recommendation concerning cost recovery of the 2005 pension 308 

contribution? 309 

A. I recommend that the Commission approve ComEd cost recovery equal to $25.1 million, 310 

the theoretical cost of debt financing for the contribution.  This treatment would be 311 

consistent with the Commission’s rulings in Dockets Nos. 05-0597 and 07-0566.  As 312 

outlined in my Rebuttal Testimony, the contribution provides benefits to customers in the 313 

form of a reduction in the amount of pension expense that exceeds the proposed cost. 314 

C. Remainder Pension Asset Related to the 2009 Contribution 315 

Q. What position does Ms. Pearce take in her Rebuttal Testimony concerning the 316 

pension asset remaining after the regulatory exclusion of the 2005 contribution? 317 

A. Ms. Pearce now agrees that the 2009 discretionary pension contribution was prudently 318 

made in response to the precipitous drop in asset values during 2008.  She also 319 

acknowledges that the standard of net ratepayer benefits outlined in her Direct Testimony 320 

is too narrow.  As a result, she agrees that it is appropriate that ComEd receive some cost 321 

recovery for the 2009 pension contribution because the cumulative contributions exceed 322 
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cumulative pension accruals.  However, Ms. Pearce still contends that including 323 

discretionary pension contributions in rate base while permitting recovery of actuarially 324 

determined pension expense improperly impacts rates.  I remain in disagreement with 325 

Ms. Pearce on this point. 326 

Q. How does Ms. Pearce propose that ComEd recover the costs of this contribution? 327 

A. Ms. Pearce recommends removing the pension asset from rate base and granting ComEd 328 

a regulatory return equal to the jurisdictional portion of the reduced pension expense 329 

resulting from the discretionary contribution, which reduces the revenue requirement by 330 

approximately $1.4 million (assuming Staff’s proposed ROE of 10.0%).  Under her 331 

proposal, ComEd’s cost recovery would be capped at the amount of benefit received by 332 

customers through lower pension expense. 333 

Q. Is Ms. Pearce’s proposal reasonable? 334 

A. For the reasons outlined in my Rebuttal Testimony, ComEd believes strongly that 335 

addressing the underfunded status of its pension plans is the responsible thing to do.  I am 336 

pleased that Ms. Pearce’s proposal recognizes that there is a cost to ComEd to 337 

committing that capital to the pension fund, and it is certainly a step in the right direction.  338 

I have two concerns about Ms. Pearce’s proposal.  First, her method for permitting cost 339 

recovery is artificial and is disconnected from the principle of cost-based rates.  Second, 340 

the cap she places on the cost recovery relies upon the net ratepayer benefits test that she 341 

acknowledges in her Rebuttal Testimony is too narrow.  342 

Q. Why do you say that Ms. Pearce’s proposal is artificial?   343 
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A. Ms. Pearce arrives at a proposed cost recovery amount by working backwards from an 344 

estimate of reduced costs to customers.  This approach bears no relationship to the 345 

economic cost to ComEd of committing money to its pension plans.  The appropriate cost 346 

recovery method for pension funding is one tied to the actual cost incurred by ComEd in 347 

committing capital to the pension trust fund.  ComEd has myriad uses for a finite amount 348 

of capital.  Committing those funds to improve the underfunded status of the pension 349 

plans means not investing it in a rate base asset that would earn a return equal to 350 

ComEd’s weighted average cost of capital.  Granting ComEd a return on its pension asset 351 

at a rate less than that it would earn by investing it in other assets – or a return that is 352 

totally unrelated to the cost of capital – creates a perverse incentive for the Company to 353 

ignore the funding needs of the pension plan and allow the plan to slide towards 354 

insolvency.   The Commission should encourage utilities to responsibly address the 355 

funded status of pension plans, something best done by granting a return equal to the 356 

company’s cost of capital. 357 

Q. Why do you disagree with the limitation Ms. Pearce places on recovery of the 358 

funding cost? 359 

A. In her Direct Testimony, Ms. Pearce contended that in order for the pension contribution 360 

to be deemed prudent, the savings to customers must be greater than the cost.  I stated in 361 

my Rebuttal Testimony that it cannot be the case that every cost incurred by a utility must 362 

result in offsetting and specifically quantifiable savings for customers.  ComEd witness 363 

Dr. Tierney in her Rebuttal Testimony discusses at great length why this standard for 364 

prudence is overly narrow.  Yet the limitation Ms. Pearce proposes falls back on precisely 365 

this principle in that it limits the recovery of the cost of the pension asset to the savings 366 
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realized by consumers through lower pension expense.  I believe this is an improper 367 

standard for the reasons discussed by Dr. Tierney.  In my view, it would be improper for 368 

the Commission to limit the return on a prudently made investment to the maximum 369 

benefit passed on to customers. 370 

Q. Ms. Pearce suggests that her proposed method of cost recovery for the 2009 pension 371 

contribution is supported by the Commission’s Order on Rehearing in Docket No. 372 

05-0597.  Do you agree with this contention? 373 

A. No, I do not.  The circumstances between the 2005 contribution and the 2009 374 

contribution are different.  The cost recovery allowed in Docket No. 05-0597 was based 375 

on the imputed cost of the contribution, not on the net benefit to customers.  Ms. Pearce is 376 

correct that in the case of the 2005 contribution the Commission agreed that the 377 

contribution to the pension plan was prudently incurred and that customers did enjoy a 378 

net benefit from the contribution through lower rates.  However, the Commission granted 379 

ComEd a regulatory return equal to the cost of debt for the 2005 contribution not based 380 

on this net benefit to customers but based on its finding that the equity infusion from 381 

ComEd’s parent company was not the lowest cost method of obtaining capital.  Here, the 382 

contribution to the pension fund made by ComEd in 2009 came from internally generated 383 

cash, not an equity infusion from Exelon.  No party in this proceeding has contended that 384 

ComEd’s method of funding the contribution is excessively costly.    385 

Q. AG/CUB Witness Mr. Effron maintains his argument that the 2009 contribution 386 

would not have been necessary if ComEd had contributed greater amounts in prior 387 
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years.  He clarifies a calculation error in his Direct Testimony.  Do Mr. Effron’s 388 

correction and clarification make sense? 389 

A. No, they do not.  Mr. Effron’s claim that ComEd should have been contributing larger 390 

amounts in prior years ignores the facts outlined in my prior testimony and that of Mr. 391 

Trpik and Dr. Tierney that the 2009 contribution was necessitated by the substantial 392 

investment losses experienced by Exelon’s pension funds in 2008 as a result of the 393 

recession.  At the time, there was no need for ComEd to make the larger contributions 394 

Mr. Effron suggests.  As for Mr. Effron’s correction and clarification, I have read it 395 

closely and still see a discrepancy between his claim and the actual costs recorded.  Mr. 396 

Effron references both accrued pension expense and net periodic benefit cost (which 397 

accounts for the capitalized portion of pension costs).  In arriving at his $106 million 398 

figure, Mr. Effron appears to calculate the sum of pension costs before jurisdictional 399 

allocation.  He then calculates the sum of pension contributions prior to jurisdictional 400 

allocation as roughly $15 million.  He claims that the difference between these two 401 

amounts is essentially equal to the $92 million pension asset for which ComEd is 402 

requesting a return.  What he ignores, however, is that the $92 million pension asset 403 

represents a jurisdictional amount.  The comparison Mr. Effron attempts to make is 404 

apples-to-oranges, and the relationship between the figures he cites is coincidental.  In an 405 

attempt to dispel any further confusion, I have provided ComEd Ex. 55.5, which 406 

reproduces the data provided in ComEd Ex. 29.08, adds jurisdictional net periodic benefit 407 

cost, and totals the amounts from 2006-08 and 2007-08.  There is no relationship between 408 

the cost and contribution amounts Mr. Effron cites and the jurisdictional pension asset on 409 

ComEd’s balance sheet for which it is requesting a return in the instant proceeding. 410 
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Q. Mr. Effron agrees with your contention in Rebuttal Testimony that the effect on the 411 

pension asset on ComEd’s balance sheet is the same whether the company made a 412 

series of contributions earlier or a larger contribution later.  However, he claims 413 

that it does not follow that the pension asset should be included in rate base.  Does 414 

Mr. Effron’s argument on this point persuade you? 415 

A. No, it does not.  Mr. Effron claims that if contributions in earlier years had been equal to 416 

accruals in those years, there would have been no increase in the pension asset on the 417 

company’s balance sheet.  This claim is incorrect.  ComEd Ex. 55.4, discussed above in 418 

my response to Ms. Pearce’s testimony on the 2005 pension contribution, shows that the 419 

pension asset decreases annually by an amount equal to pension expense accruals and 420 

increases by an amount equal to pension contributions.  So long as the cumulative 421 

amounts of those accruals and contributions remains the same (and Mr. Effron does not 422 

claim that they would change), when the contributions are made is irrelevant.  An 423 

increase in the pension asset results from cash contributions in excess of accrued pension 424 

expenses.  Had ComEd made greater contributions in earlier years, the balance of the 425 

pension asset shown on ComEd Ex. 55.4 would have been slightly higher in 2006-08, but 426 

the balance at year end 2009 would have been substantially the same as it was shown to 427 

be on Schedule B-10. 428 

Q. What is your recommendation concerning the remainder pension asset resulting 429 

from the 2009 pension contribution? 430 

A. I recommend that the Commission allow ComEd to earn a return on this asset equal to the 431 

company’s weighted average cost of capital.  Granting such treatment provides ComEd 432 

the proper incentive to ensure that its pension plans remain solvent and appropriately 433 
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funded.  Ms. Pearce’s proposed limitation on cost recovery is disconnected from the 434 

principal of cost-based rates.  Mr. Effron’s argument merely introduces confusion 435 

concerning the timing of contribution when even he agrees that the cumulative pension 436 

asset balance would be the same regardless of when the contributions were made. 437 

D. Pension Costs and Supplemental Management Retirement Plans 438 

Q. How has Ms. Pearce’s position concerning recovery of the 2010 increase in pension 439 

and OPEB costs changed in her Rebuttal Testimony? 440 

A. Ms. Pearce agrees that the actuarial support provided by ComEd offers documentation of 441 

fixed and known and measurable costs that is valid for the purposes of the Commission’s 442 

pro forma rule.  She further notes that permitting ComEd’s recovery of these costs 443 

provides the same treatment as was afforded Ameren in its most recent rate case.  444 

Therefore, we are now in agreement on this issue. 445 

Q. AG/CUB Witness Mr. Smith maintains his opposition to recovery of not only the 446 

2010 pension expenses submitted as pro forma adjustments to operating income but 447 

also the 2009 pension expenses.  Does anything in Mr. Smith’s Rebuttal Testimony 448 

lead you to reconsider your position? 449 

A. No.  In fact, there is a dearth of new ideas in Mr. Smith’s Rebuttal Testimony.  It is 450 

largely a reiteration of his Direct Testimony.  He fails to address the inconsistency in his 451 

acceptance of 2010 OPEB costs (which decreased from 2009 levels) while opposing the 452 

measurement of pension costs by the same actuary at the same date using the same 453 

methodology.  He fails to address my argument in Rebuttal Testimony that normalization 454 

adjustments that substitute prior year average data are only appropriate if the test year 455 

expenses are not representative of cost levels expected to be in effect during the period in 456 
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which new rates are in effect, and the prior year averages are expected to be more 457 

representative of future year costs.  Mr. Smith does not provide a single fact in either his 458 

Direct or Rebuttal Testimony to support his completely unrealistic contention that future 459 

pension expenses will be more similar to those in 2006-08. 460 

Q. Mr. Smith quotes extensively from the disclosed risk factors section of Exelon 461 

Corporation Form 10-K concerning the recoverability of ComEd’s pension costs.  462 

What relevance do those sections have to this proceeding? 463 

A. They have no relevance to this proceeding other than providing yet another explanation 464 

about why ComEd’s pension costs have risen above the levels seen in 2006-08.  Simply 465 

because the Exelon Form 10-K describes a scenario under which ComEd might be denied 466 

recovery of properly documented known and measurable costs does not justify denial of 467 

that cost recovery.   468 

Q. Mr. Smith continues to argue for disallowance of recovery of the costs of 469 

supplemental management retirement plans.  Does anything in his Rebuttal 470 

Testimony lead you to reconsider your position? 471 

A. No.  Again, Mr. Smith offers no new information in his rebuttal testimony to advance his 472 

argument.  Mr. Smith fails to provide any evidence that the IRS limit for tax deductibility 473 

of retirement expenses is the proper and reasonable standard for ratemaking purposes.  474 

He also fails to offer any evidence that ComEd’s compensation is excessive.  The reality 475 

is that that level of compensation is market driven, as is the amount of pension benefits. 476 

Also, he fails to recognize that through its voluntary executive exclusions, ComEd has 477 
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ensured that customers do not support the salaries, incentive compensation, perquisites, 478 

and benefits of Exelon’s most senior management employees. 479 

Q. What is your recommendation concerning recovery of actuarially-determined 480 

pension and benefit costs? 481 

A. ComEd and Staff are in agreement that these costs are known and measurable and have 482 

been validated by ComEd’s actuaries.  Mr. Smith laments the unfortunate – but real – 483 

increases in the costs of providing these benefits but fails to offer a single piece of 484 

evidence that that they are not reflective of current and expected future economic 485 

conditions.  The Commission should approve full recovery of the actuarially-determined 486 

pension, OPEB, and supplemental retirement costs for 2010. 487 

E. Taxation of Medicare Part D Subsidies 488 

Q. How has Ms. Pearce’s position concerning the proposed recovery of taxes owed on 489 

the Medicare Part D subsidies changed in her Rebuttal Testimony? 490 

A. Ms. Pearce recognizes that the creation of the proposed regulatory asset will allow 491 

ComEd to recover the taxes owed on the Medicare Part D prescription drug subsidy that 492 

ComEd passed on to ratepayers on a tax-free basis.  She further recognizes that ComEd 493 

reflected the full accrued amount of the subsidy in rates even though the federal 494 

government has been delinquent in remitting the subsidies to ComEd.  She concludes that 495 

it is only fair to treat the tax commensurate with the associated benefit.  Staff and ComEd 496 

are in agreement on this issue.  497 

Q. Does Mr. Effron agree with ComEd and Staff on this matter? 498 
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A. No, he maintains his initial position that the regulatory asset be amortized over a ten year 499 

period.   500 

Q. Is Mr. Effron’s proposed adjustment in accordance with the principle that it is only 501 

fair to treat the tax commensurate with the associated benefit? 502 

A. No, it is not.  Mr. Effron’s position does not account for the fact that ComEd reflects the 503 

entire amount of the subsidy in rates regardless of whether the federal government has 504 

remitted the cash in a timely manner.  He proposes to allow ComEd to recover the 505 

amount of the tax only at the rate at which the government pays ComEd the subsidy.  506 

Although Mr. Effron is correct that ComEd will not pay tax on the Medicare Part D 507 

subsidies until they are received, he is wrong to focus only on the timing of the tax 508 

payment and to ignore the fact, as I have testified, that ComEd passes the full benefit of 509 

the subsidy on to customers even though it does not in fact receive the full subsidy 510 

amounts from the federal government each year.  Permitting the normal three year 511 

amortization period for this regulatory asset will partially -- but by no means entirely -- 512 

offset the negative impact on ComEd caused by the government’s delayed payments.  At 513 

bottom, ComEd is simply asking that the subsidy and the tax be treated on the same basis.  514 

ComEd passes the full benefit of the subsidy on to customers each year as if it will 515 

receive the full amount of the subsidy from the government, and thus ComEd should 516 

recover the full amount of the taxes to be paid on the subsidies as if ComEd will receive 517 

the full amount of the subsidy from the government each year.  For these same reasons, if 518 

the Commission agrees with Mr. Effron that the funds used to pay the tax should only be 519 

collected as the government pays the subsidy and the tax becomes due, then logic and 520 

fairness dictate that rates should likewise be adjusted to reflect only the benefit of the 521 
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cash received for the subsidy.  As I outlined in my Rebuttal Testimony, the cash benefit 522 

ComEd received in 2009 was $2 million, a full $4 million less than the $6 million 523 

accrued benefit used to calculate the revenue requirement in the test year. 524 

Q. What is your recommendation concerning the regulatory asset related to taxes owed 525 

on the Medicare Part D subsidy? 526 

A. I recommend that the Commission authorize creation of the regulatory asset and reflect 527 

amortization over a three year period. 528 

F. Customer Deposits 529 

Q. Mr.  Brosch contends that 100% of ComEd’s customer deposits should be applied to 530 

delivery services rate base and cites the fact that customer deposits are collected 531 

pursuant to Part 280.70 of the Illinois Administrative Code to support his position.  532 

Is this relevant?  533 

A. No, it is not.  Mr. Brosch appears to assume that all of ComEd’s costs are recovered 534 

either through the Federal Energy Regulatory Commission (“FERC”)-approved 535 

transmission tariff or the ICC-approved delivery services tariff.   This is not the case.  536 

The ICC has regulatory jurisdiction over many services and costs that are recovered 537 

through tariffs that are outside the scope of this proceeding.  The purpose of this 538 

proceeding is to establish the rate for delivery services, and only those costs that are 539 

related to delivery services should be considered.  In the context of this proceeding when 540 

I refer to costs such as customer deposits as being non-jurisdictional, I mean that they are 541 

not related to delivery services.  This does not mean that the ICC does not have 542 

regulatory jurisdiction over the collection of customer deposits; rather it means that some 543 

of these deposits are outside the scope of this tariff.   544 
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Q. Why are some customer deposits unrelated to delivery services?  545 

A. The calculation of the deposits required from customers is generally based on the entire 546 

amount of the customers’ expected total bill for service, which includes charges for 547 

energy or supply.  The portion of the deposit that relates to energy charges is unrelated to 548 

delivery services and should not be considered in the determination of the delivery 549 

services revenue requirement.  As shown on Schedule B-13 and WPA-5 (in ComEd Exs. 550 

6.1 and 6.2), approximately 36.5% of ComEd’s revenue in 2009 was related to delivery 551 

services; therefore it is reasonable to assume that approximately 36.5% of the customer 552 

deposits relate to delivery services.  This logic is identical to the allocation of late 553 

payment charges, which also are a function of revenue, and Staff witness Dianna 554 

Hathhorn agrees that it would be inappropriate to attribute all of the late payment charges 555 

to the delivery services revenue requirement.  The same conclusion should apply to 556 

customer deposits. 557 

Q. Do you have any corrections to your rebuttal testimony?   558 

A. Yes.  The statement on lines 803 through 805 of my rebuttal testimony that “the ICC’s 559 

practice has consistently and appropriately been to reflect customer deposits in delivery 560 

services rate base based on jurisdictional amounts” was incorrect.  Customer deposits 561 

have not been a component of rate base in ComEd’s two prior delivery services rate cases 562 

(Docket Nos. 05-0597 and 07-0566).  The testimony should have indicated that the ICC’s 563 

practice has consistently and appropriately been to reflect items that are a function of 564 

revenues, such as uncollectible costs and late payment charges, in delivery services rates 565 

based on a revenue allocator, and that customer deposits should be treated the same way.  566 
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As indicated by Mr. Brosch, this correction was previously provided in ComEd’s 567 

response to AG data request AG 14.05.  568 

Q. Mr. Tolsdorf also concludes that 100% of the customer deposits are attributable to 569 

delivery services because there is not a reduction to rate base in ComEd’s most 570 

recent transmission rate filing.  Is this conclusion correct? 571 

A. No.  As I described above, a large portion of the customer deposits is related to the 572 

supply or energy component of the customer bills.    Whether a particular revenue or cost 573 

component should be considered in the delivery services rate should rest on whether that 574 

component is delivery services related, not whether it is included elsewhere.  In other 575 

words, the delivery services rate is not a residual or catch-all rate for revenue or cost 576 

components that are not assigned or collected elsewhere.  There are numerous differences 577 

between FERC and ICC ratemaking.  The fact that the transmission rate does not include 578 

customer deposits is not determinative of the appropriate treatment in this proceeding.  579 

As indicated above, only 36% of the customer deposits relate to delivery services 580 

revenues, and hence only 36% of the customer deposits should be included in the 581 

delivery services rate. 582 

G. Severance Costs 583 

Q. Mr. Tolsdorf continues to propose a disallowance of 2009 severance costs on the 584 

premise that the severance costs were effectively “recovered” though cost savings.  585 

Does he offer any new arguments that support his position? 586 

A. No.  I will not repeat the flaws in his logic that were presented in my Rebuttal Testimony, 587 

none of which were addressed in Mr. Tolsdorf’s rebuttal testimony.  Mr. Tolsdorf makes 588 

an additional claim in his rebuttal testimony that his proposed treatment is consistent with 589 
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other regulatory assets (Staff Ex. 19.0, 9:201-11:231).  However, this is incorrect.  None 590 

of ComEd’s other regulatory assets are being amortized on a basis that would deem them 591 

to be recovered via cost savings rather than through recovery of the cost through rates.  592 

For instance, Mr. Tolsdorf contends that his treatment is consistent with ComEd’s 593 

proposed regulatory asset for unrecovered meter costs related to the AMI pilot program.  594 

ComEd has reduced the regulatory asset for amounts related to the regulatory asset that 595 

are expected to be recovered though Rider SMP.  This is quite different from 596 

Mr. Tolsdorf’s implied recovery of severance costs, which he deems to be recovered 597 

through cost savings, rather than expressly through rates. Contrary to his assertion, Mr. 598 

Tolsdorf’s position is a departure from prior Commission treatment of recovery of 599 

severance costs and regulatory asset amortization, is also inconsistent with prior ICC 600 

orders, and is invalid for the reasons set forth in my rebuttal testimony.   601 

Q. Is Mr. Tolsdorf’s position consistent with proper ratemaking practices? 602 

A. No, it is not.  Mr. Tolsdorf’s hypothesis that ComEd recovered the severance costs during 603 

the period 2009 through June 2011 through the collection of the salaries and wages of the 604 

terminated individuals included in current rates is inconsistent with longstanding 605 

ratemaking practices in Illinois which prohibit single-issue ratemaking.  Once rates are 606 

established reflecting the hundreds of cost elements a utility experiences in a test year, it 607 

is not an appropriate practice to trace individual cost elements to determine if they are 608 

over- or under-recovered.  Because a change in one item of the revenue requirement in 609 

between rate cases (the reduction in salaries of 108 employees in this instance) may be 610 

offset by other changes in the revenue (e.g., increases in pension and OPEB expenses), it 611 

is improper to consider changes to components of the revenue requirement in isolation.  612 
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Staff recognized this principle last year in Docket No. 08-0312 (Original Cost Audit 613 

proceeding), when it rejected Mr. Effron’s argument that ComEd had double-recovered 614 

costs incurred between rate cases.  In that proceeding, Staff correctly recognized that all 615 

elements of a revenue requirement should be viewed in the aggregate so that changes in 616 

one element are netted against changes in all the other elements.  The Commission also 617 

ultimately rejected Mr. Effron’s tracing argument in the Order in that proceeding.  Mr. 618 

Tolsdorf’s argument that the 2009 severance costs were effectively recovered through the 619 

retention of the cost savings associated with the terminated employees is the same 620 

argument advanced by Mr. Effron in Docket No. 08-0312 and opposed by Staff there.  It 621 

constitutes improper single issue ratemaking and should be rejected.      622 

Q. Has Mr. Effron provided any new arguments to support his position that 623 

amortization of the previously authorized regulatory asset for the Exelon Way 624 

severance costs should have begun in 2003? 625 

A. No.  His hypothetical assumption that if only the amortization had begun in 2003 the 626 

regulatory asset would have been fully recovered by the time new rates in this proceeding 627 

become effective is not realistic.   ComEd could not have recorded a regulatory asset in 628 

2003, or 2004, because it did not have a rate order authorizing recovery of the costs until 629 

2006.  Generally Accepted Accounting Principles require evidence from a regulatory 630 

body that a regulatory asset is recoverable through rates, and a regulatory asset can be 631 

recorded only if it is probable that those specific deferred costs are subject to recovery in 632 

future revenues. 633 
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Q. Mr. Effron also continues to argue that the Exelon Way severance costs were 634 

recovered through the retained salary savings in the years 2003-2006.   Is this an 635 

appropriate assumption? 636 

A. No.  For the reasons I outlined above in response to Mr. Tolsdorf, this constitutes single-637 

issue ratemaking and the Commission should reject it just as it did when the similar 638 

argument was raised in Docket Nos. 05-0597 and 08-0312.   639 

H. Materials and Supplies Adjustment 640 

Q. Do you agree with Mr. Tolsdorf that the accounts payable associated with the 641 

Materials and Supplies Inventory, which he believes should reduce the inventory 642 

balance, do not overlap with the cash working capital component of rate base? 643 

A. No.  As Mr. Tolsdorf acknowledges, the cash working capital calculation attributes an 644 

expense lead to the Materials and Supplies that are included as expense.  However the 645 

reality is that the payment lag occurs when the materials and supplies are first purchased 646 

and placed in inventory.  Thus, attributing a cash benefit for Material & Supplies to both 647 

the amounts in inventory and expense results in overlap. 648 

Q. Do you know how much of an overlap exists? 649 

A. No, this is difficult to determine because payables cannot be tracked by whether they 650 

relate to expense items or otherwise.  Various methods can be used to estimate cash 651 

working capital requirements, including a lead-lag study, which focuses on revenues and 652 

expenses; a balance sheet method, which focuses on receivables and payables; or a so-653 

called 45 day convention employed by FERC, which allows one-eighth of O&M 654 

(operations and maintenance) expense for cash working capital.  Each of these methods 655 

can produce reasonable estimates of cash working capital requirements, but if a method is 656 
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employed it should be done comprehensively.  Mr. Tolsdorf’s piecemeal approach looks 657 

only at one component of the balance sheet method, without considering whether other 658 

payables and receivables should be included in rate base.  For example, at December 31, 659 

2009, ComEd had open accounts receivable relating to damage claims of almost $11 660 

million, which would tend to offset the cash benefit of the Materials and Supplies 661 

accounts payable.  Also, combining a piecemeal accounts receivable working capital 662 

adjustment with a lead-lag methodology will inevitably result in overlap because many of 663 

the rate base elements, such as Materials and Supplies, also flow through operating 664 

expenses as well as rate base. 665 

Q. Do you agree with Mr. Tolsdorf’s calculation of the accounts payable associated 666 

with his proposed thirteen-month average balance? 667 

A. No.  Mr. Tolsdorf calculates the accounts payable based upon the relative amount of 668 

payables outstanding at the beginning and end of the year.  However, as shown in ComEd 669 

Ex. 55.6, the accounts payable at those two periods were not representative of the 670 

payables throughout the year.  While I do not believe it is appropriate to reduce Materials 671 

and Supplies inventory balances for accounts payable, if Mr. Tolsdorf’s proposal to do so 672 

is accepted, then a thirteen month average of accounts payable should also be used. 673 

Q. What is the thirteen month average of accounts payable associated with Materials 674 

and Supplies? 675 

A. As shown on Com Ed Ex. 55.6, the thirteen month average accounts payable balance 676 

associated with Materials and Supplies is $4.9 million.  Because it uses actual monthly 677 
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payable balances, this amount is more accurate than Mr. Tolsdorf’s $12.4 million 678 

estimate based upon beginning and end of year balances.    679 

I. Underground Cable Costs 680 

Q. Staff Witness Ms. Ebrey and AG/CUB Witness Mr. Effron continue to advocate that 681 

the Underground Cable Costs disallowed in the last rate case should be disallowed 682 

once again in this case.  Does any party take issue with the evidence you provided in 683 

rebuttal demonstrating that the costs were reasonable? 684 

A. No.  Neither Ms. Ebrey nor Mr. Effron contend that the costs at issue were unreasonably 685 

incurred or that the underground cable assets are not used and useful and providing 686 

service to customers today.  Their basic position appears to be that the disallowance was 687 

a permanent adjustment in the last case.  However, as I stated in rebuttal testimony, 688 

because Docket No. 08-0312 (the Original Cost Audit Docket) was still pending at the 689 

time the last rate order issued, an original cost finding was not made in that rate order.  690 

Now that the Original Cost Audit Docket has been completed and an order issued, and 691 

given that no party disputes the evidence that the costs for the cable assets were 692 

reasonably incurred and the assets are used and useful, there is no valid reason to deny 693 

recovery now of these costs. 694 

Q.  Is Mr. Effron correct that the fact that ComEd wrote the plant costs off following 695 

the last rate Order implies the disallowance was permanent? 696 

A. No.  It is not unusual for companies to record reserves for losses based on rate Orders, 697 

nor is it unusual for reserves for losses to be reversed in future periods if a subsequent 698 

rate Order allows for recovery of previously disallowed costs.       699 
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J. Construction Work in Progress (CWIP) 700 

Q. AG/CUB witness Mr. Brosch continues to argue that CWIP should not be allowed 701 

in rate base because it is not used and useful and providing benefits to customers.  Is 702 

this a valid argument? 703 

A. No.  First, as I noted in rebuttal testimony, the Public Utilities Act expressly provides for 704 

the inclusion of CWIP in rate base for projects expected to be in service within 12 months 705 

of the rate determination date.  Mr. Brosch does not dispute that the projects at issue meet 706 

this criterion.  Furthermore, because the amount that ComEd is requesting in rate base 707 

represents estimated CWIP as of the end of the pro forma period, it reflects short-term 708 

CWIP that is generally expected to go into service within 30 days.  Thus, these projects 709 

will be used and useful and providing service for the vast majority of the period that rates 710 

are in effect.   711 

Q. Is it reasonable to assume that the CWIP investment will be financed with vendor 712 

financed accounts payable? 713 

A. No.  The “vendor financing” will only finance the investment for a period of weeks at 714 

best, (i.e., until the invoices are paid).  Accounts payable are a very short term interim 715 

source of funds.  Accordingly, accounts payable cannot be considered a long term 716 

permanent source of financing this investment.   717 

Q. Won’t there always be a balance of accounts payable related to short-term CWIP? 718 

A. There will likely always be open accounts payable related to CWIP; however on a going 719 

forward basis, the new accounts payable will be related to new CWIP, which is not 720 

included in rate base in this proceeding.  Therefore it is inappropriate to assume that the 721 
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accounts payable provide a permanent source of rate base financing for the CWIP that 722 

will go into service soon after the rate determination date. 723 

K. Photovoltaic Pilot Costs 724 

Q. Mr. Tolsdorf proposes to disallow $10,251 of costs incurred in 2009 related to the 725 

Photovoltaic Pilot Cost program because the costs will not recur in the future.  Is 726 

this position reasonable? 727 

A. No.  There will inevitably be a variety of discrete one-time costs of this magnitude that 728 

are present in any given year, and a prudently incurred expense should not be disallowed 729 

solely on that basis.  Notwithstanding this observation, in light of the immaterial amount 730 

at issue ComEd will not oppose this adjustment in order to limit the number of contested 731 

issues in the proceeding. 732 

L. Intangible Plant Amortization Expense 733 

Q. Has AG/CUB witness David Effron revised his proposed adjustment to Intangible 734 

Plant Amortization? 735 

A. Yes.   Mr. Effron now proposes a $4.987 million reduction to depreciation expense for 736 

intangible assets (primarily software) that he projects will be fully amortized by 737 

March 31, 2011.  738 

Q. Do you agree with his approach?  739 

A. No.  This approach is an incomplete analysis of changes to 2009 depreciation and 740 

amortization expense.  Although it is true that certain projects that are being amortized in 741 

2009 will become fully amortized by 2011, as I indicated in Rebuttal Testimony there 742 

were also several significant new projects that were placed in service in the 4th quarter of 743 
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2009  that do not have a full year’s amount of depreciation in the 2009 but will in 2010 744 

and 2011.  A full year’s effect of the depreciation on these projects would more than 745 

offset the impact of the lower amortization related to the fall off of the older projects. 746 

Q. What is the estimated impact of annualizing the amortization of the new projects 747 

placed in service in late 2009? 748 

A. As shown on ComEd Ex. 55.7, $42.1 million of new intangible plant was placed in 749 

service in November and December of 2009, principally new software projects.  The 750 

annual amortization of these projects is approximately $10.1 million, however the 751 

amount recorded in the 2009 test year was only $618,000 due to the fact that amortization 752 

commenced late in the year.  Therefore, the increase in amortization of $9.5 million  to 753 

annualize the additional annual impact of the 2009 new projects would more than offset 754 

the $4.987 million for aging projects proposed by Mr. Effron.  Mr. Effron’s adjustment is 755 

incomplete and should at a minimum be disregarded, or in the alternative, modified to 756 

consider the annualized impact of projects added in 2009.      757 
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 799 

 800 

 801 

 802 

 803 

Q. Does that conclude your surrebuttal testimony? 804 

A. Yes. 805 


