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List of Issues & Major Conclusions

Rate Case Overview

Despite extensive cost control efforts that have led to over $85 million in
cost reductions, ComEd needs a $396 million rate increase to recover its
delivery services costs. Nearly two-thirds of this need is driven by the need
to invest in its system and by increases in the costs of pensions and other
employee benefits.

The resulting increase in the delivery bill of an average residential customer
will be less than $6 per month. Lower electricity prices in 2011 should
reduce that impact significantly. ComEd also provides customers with a
number of efficiency and related programs that allow them to more than
offset the entire increase. Moreover, ComEd proposes continuing, through
an alternative regulation plan, significant low income customer assistance.

Since the 2007 Rate Order, ComEd has continued to invest in important
infrastructure projects to maintain and improve reliability and to develop and
implement innovative technologies. The total cost of required capital
projects and of operating and maintaining ComEd’s system exceeds $2
billion annually. This spending and investment is not only necessary for
ComEd to maintain the reliability and safety of its service, but is also an
important economic driver with significant ripple effects on the state’s
economy.

The U.S. electric utility industry generally shares the same cost challenges as
ComEd, and has responded by filing for rate increases across the nation.
Most proposed rate increases far exceed that requested by ComEd. Even
after ComEd’s requested increase, its rates will be below the average of the
ten largest U.S. metropolitan areas. Finally, even with the full increase,
ComEd’s rates will have increased far less since the late “90s than the price
of many other important goods and services — and far less than inflation. In
real dollars, ComEd’s total rates have decreased.
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Introduction and Background

A. Identification

What is your name and business address?
My name is Michael Guerra. My business address is 440 S. LaSalle, Suite 3300,

Chicago, Illinois 60605.

By whom and in what position are you employed?
I am employed by Commonwealth Edison Company (“ComEd”) as its Vice President,

Regulatory Policy & Strategy.

B. Purpose of Testimony

What is the main purpose of your direct testimony?
I provide the Illinois Commerce Commission (“ICC” or “Commission”) with an

overview of the rate case and explain why we need a delivery service rate increase. +alse

Publie—Utilities—Aet,—as—a—companion—to—this—rate—ease: Finally, | identify the other

witnesses providing direct testimony for ComEd, and briefly summarize the subjects on

which they testify.

C. Background and Qualifications

What are your duties and responsibilities at ComEd?

I am responsible for developing and coordinating ComEd’s regulatory policies, and for
developing regulatory strategy, policies, and positions in revenue requirement matters. |
have executive responsibility for ComEd’s Regulatory, Revenue Policy, and Rates

organizations.
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What was your professional experience prior to assuming your duties with ComEd?
The vast majority of my professional career has been spent in the energy and utility
industries. Prior to becoming a Vice President of ComEd, | was a partner in the Chicago,
Illinois law firms of Sonnenschein Nath & Rosenthal LLP and Hopkins & Sutter. At
both, | practiced energy and telecommunications law and advised clients on regulatory
matters. Before entering the private practice of law, | served as an Administrative Law

Judge of the Commission.

What is your personal and educational background?

I am a lifelong resident of northern Illinois. Like many ComEd executives, managers,
and workers, | am a graduate of area schools, in my case the Chicago Public Schools. |
also attended Loyola University of Chicago, where | received a Bachelor of Business
Administration degree in Public Accounting. In 1988, | earned a J.D. from the John
Marshall Law School, where | was a member of the school’s Law Review. Like all
ComEd executives, | serve on at least one board of a non-for-profit entity. In my case, |

serve on the Board of Northlight Theatre in Skokie, Illinois.

Overview of ComEd’s Rate Case Filing

Why does ComEd need to increase its distribution rates?

Current rates do not recover our costs. We need rate relief to recover our costs and to
stay on the path of being a top performer in reliability, modernization, and commitment
to the communities we serve. Since our 2007 Rate Case,' we have achieved first quartile

service reliability and record levels of safety. We continually look for ways to improve

! Commonwealth Edison Co., ICC Docket No. 07-0566 (Sept. 10, 2008) (“2007 Rate Case™).
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further. ComEd has deployed modern, technologically advanced distribution systems
such as Mobile Dispatch and, with Commission approval, began the largest pilot of
advanced metering and related customer applications in the nation. We are also a
national leader in energy efficiency and demand management, and strongly support the
communities that we serve and our low income customers. Our capital investment and
operating and maintenance (“O&M”) spending contributes greatly to the regional
economy and is associated with thousands of quality jobs. ComEd is on the right path
and expects to continue on it. But, we need to recover our costs to do so.

Investing in our system and honoring our commitments to employees and retirees
should not be controversial. Moreover, as ComEd CFO Joseph Trpik testifies (ComEd
Ex. 4.0), ComEd has cut costs aggressively. These efforts held total O&M essentially
flat, allowed ComEd to go an additional year without filing a rate case, and reduced our
test year expenses — and our rate request — by approximately $85 million from 2008.
Almost two-thirds of our rate request reflects the costs of necessary capital investments
and of our pensions and benefits:

e Investment in the Distribution System: Electric delivery is a capital intensive

industry. We must invest to replace infrastructure nearing the end of its life, to
maintain reliable service, and to modernize the system to meet customer needs.
The cost of our infrastructure investment alone accounts for $179 million of our
rate request. Thus, nearly half of our requested increase is directly attributable to
ComEd’s investment since the last case in a system that delivers top quartile
reliability to customers.

e Pension / Medical Benefits: A large portion of the remaining cost increase is

driven by increases in our pension and retiree medical costs. ComEd faces the
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same struggle with these costs as do other companies and the State of Illinois
itself. ComEd took action, including funding more of its pension trust, to limit
those costs. But, they continue to increase and the decline in the investment
markets added to our costs. Another $55 million of our requested increase is

needed to meet these obligations to employees and retirees.

Have any other factors made it more difficult for ComEd to recover its costs without
a rate increase?

Yes. Historically, growing load increased utility revenues. This helped offset growing
costs and delayed the need to reset rates. In the last few years, however, ComEd’s load
has decreased due to the poor economy and also to our commitment to energy efficiency.
When its load declines, ComEd not only receives no added revenues but our ability to
recover ComEd’s previously approved revenue requirement is undermined. This hastens
the need for a rate adjustment. The drop in load from that on which our current rates are
based increases our revenue deficiency by another $40 million. Taken together,
investment, pension, and OPEB costs, and the load decline account for $275 million, or

about 70% of the rate increase.

Why is it important that ComEd continue on its current path?

ComEd’s current path is good for customers and the communities we serve. Continued
investment is important for many reasons. Without it, we would not long maintain our
quality and reliability of service. Indeed, we need continued investment just to keep the
system working. As Messrs. Donnelly and McMahan (ComEd Exs. 8.0 and 9.0) explain,
equipment of all types must be maintained, replaced, and upgraded to meet customer

needs. Reliability directly improves the lives of our customers. Fewer outages mean less
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cost, less inconvenience, and fewer lifestyle interruptions for our customers. It also
makes northern Illinois a more attractive place to live and locate and grow businesses.

Investment also modernizes our system to meet the evolving needs of our
customers. Twenty years ago, the largest customer on our system was a steel mill.
Today, ComEd’s largest customer is a recently built data center. In fact over the last
decade, nearly 40 data centers have been built in ComEd’s service territory. This new
breed of business demands high levels of reliability and power quality that only new
technologies can deliver efficiently. These data centers create revenues and stimulate the
economy. A strong and smart distribution system is a foundation of tomorrow’s
economy. New technologies that are becoming a part of our everyday personal and work
lives require it.

ComEd also believes it is essential that it continue on the path of delivering value
to our customers. We believe that we must continue to explore how a smart grid can save
customers money and offer them new options. We believe it is critical to maintain our
nationally recognized energy efficiency portfolio, our low income programs, and our
contributions to our communities.

ComEd’s investment is also a major contributor to the economic stability and,
hopefully, growth of the region. We will have invested more than $2 billion in new
distribution infrastructure between the test years in this case and the 2007 Rate Case, and
in total spent more than $1.6 billion a year on distribution construction and operations in
our service territory. An analysis done by the University of Illinois’ Regional Economic
Applications Laboratory shows that, because of the multiplier or “ripple” effect,

ComEd’s capital investment and spending has a much greater overall effect on the
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economy. It is associated with about $3.2 billion in production throughout the economy,

approximately 20,400 related jobs, and over $1 billion in salaries and wages.

Could ComEd avoid the need for a rate increase if it cut more costs?

No. While we will continue to economize, that is not a realistic alternative to resetting
rates. The present annual revenue deficiency is more than our annual distribution
operating and maintenance expenses and more than a quarter of ComEd’s total operating
expenses before taxes. It is simply not possible to make more cuts that would reduce that
deficiency to the point where increased rates would not be necessary.

As Messrs. Trpik and Donnelly (ComEd Exs. 4.0 and 8.0) testify, ComEd has
already aggressively reduced our controllable costs, saving approximately $85 million in
2009 alone, allowing us to defer this request for as long as possible. We have also taken
steps to reduce our pension and health care liabilities and costs while honoring our
obligations to our employees and retirees and not slashing benefits that people rely on
when they are most vulnerable. We thought that we had accomplished those reductions
in a way that we could fully fund our reduced obligations, but events in the market over
the past couple of years have made that impossible without rate relief. Moreover, our
capital needs are no less today than they were three years ago, and without a rate increase
and enhanced cash flow to support credit, we may be unable to finance on reasonable
terms in this difficult market.

The bottom line is that our ability to continue on the course we have followed
since the last rate order — to make system investments, preserve reliability, support jobs
and make our service area more attractive to industry, and keep Illinois a leader in

innovative delivery technologies — depends on the Commission’s continued support.
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What effect will this rate increase have on typical customers’ bills?

The increase in delivery rates in mid-2011, when the new rates would become effective,
will be less than $6 per month, on average, for a residential customer. Of course, for
some it will be more and for some it will be less. However, the overall effect on
customers’ bills will be significantly reduced because of developments in the supply
markets, including substantially declining capacity prices. We know what the price of
electric supply capacity will be starting June 1, 2011, and we know what large portions of
the energy cost will be as well. These known price declines should reduce the average
residential bill by about $3 per month,? resulting in an average total bill increase of less
than 4%. Likewise, assuming they are paying a market price for supply, industrial and
commercial customers as a whole will experience lower total electric costs, even after the
delivery rate increase.

On top of that, if a typical residential customer were to take advantage of
efficiency programs offered by ComEd to lower their bills, the entire increase could be
more than eliminated. Mr. Jensen (ComEd Ex. 17.0 Revised) explains how these ComEd
“Smart Ideas” programs can reduce an average customer’s monthly electricity bill by as

much as 20 percent.

How do ComEd’s rates compare with those of utilities serving other major
metropolitan areas?

ComEd’s rates compare favorably to the electric rates paid by residential customers in
other major metropolitan areas, as shown below. The chart below illustrates ComEd’s

rates compared to other major metropolitan areas for 2009 — the last year in which

2 Of course, the costs of the remaining supply could increase further or decrease those savings.
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comparable public rate information was available from the Edison Electric Institute

(“EEI”), which compiles such data.

ComEd Residential Rates Compared to

Top 10 Metro Areas

2009 Average Total Residential Electric Supply and Delivery Rates*

23.57

13.4¢

Average
of Top
10
Metro

Cents per kWh

112,44

12.10

New York
Dallas
Houston

San Francisco

Detroit

Los Angeles

11.71 1 11.69 1 11.32
) I ) Natioﬁal
| | . Average
| _‘ | 2009
E x
g 3

. Currently Seeking a Rate Increase

ComEd’s current average residential rate of 12.63 ¢/kWh still compares favorably to the

average rates in other large cities.

How does ComEd’s increase compare to increases being sought by other electric

utilities experiencing cost pressures?

Utilities all over the nation are feeling strong cost pressure, for many of the same reasons

as ComEd. Our requested percentage increase is smaller — in most cases, far smaller —

than those of our peers, in part because of our success at controlling our costs. As of

June, 2010, 55 electric rate cases are pending across the nation where, based on public
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170 information, we could calculate the Rats Increase Roquests Nationwids
171 proposed overall revenue increase. ® Of »

. i
172 these, all but one seeks a total (delivery .E »
173 and supply) revenue increase of more é "

1
174 than 4%. Those cases, and the states in
? Requests Greatar Requests Batween Mm"
Than 12.5% 4% and 12 5% of Equal to 4%

175 which they are pending, is shown
176 below.

Rate Increase Requests Nationwide

D
Requests Greater Than 12.5%

Requests Between 4% and 12.5%

N

Multiple Requests at Various Levels

B Requests Less Than or Equal to 4%

177

? Source: SNL Interactive, P ending and Decided R ate C ases, 6/20-21/2010, and ce rtain fi lings
referenced therein. This data includes both restructured and un-restructured electric utilities. To be
comparable, the rate increases are calculated on a total bill impact basis and include changes in delivery
and supply rates.
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How have recent changes in ComEd’s rates compared with changes in prices in the
overall economy?

Even with the proposed rate increase, ComEd’s residential customer bills will have
declined in real terms since 1997, before restructuring. That is, residential electric
service will be substantially less expensive in real dollars in 2011 than it was more than a
decade earlier, in the late 1990s. By comparison, while ComEd’s rates have decreased in
real terms, the prices of other important goods and services have increased, some

dramatically.

ComEd Rates Down -
Other Consumer Prices Up

120%

10% - Price Trends 1997 — 2009
Percentage Price Changes Inflation Rate
: 33.85%

90% Dec.1997- Dec. 2009 — Adjusted for Inflation*

74%

ComEd
70% - 60% 1997 -
June 2011
50% | Decrease
15.11%
30%

e

10% -

-10%

-24.06%
-30% - — - " T - _
Sl 'R - fi <Y (=S
Home Unleaded College Utility: Bread Medical Housing ComEd's
Heating Gasoline Tuition Natural Care Rates
Fuel Oil Gas 1997 — 2009

*“Inflation data from Bureau of Labor Statistics, CPI Detailed Tables, Table 25.
Historical Consumer Price Index for Al Urban Consumers (CPI-U) May 2010 and May 2001. Price data adjusted to 1957 dollars.

Is ComEd taking any additional actions to help customers with their electric costs?
Yes. ComkEd is assisting customers who have difficulty paying their electric bill. We

provide many programs that can save our customers millions of dollars in energy costs,
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including a range of energy efficiency, demand management, and customer information
management programs. We will also propose $10 million of additional annual support
for low-income assistance programs as part of our alternative regulation package (which |

discuss further below). But, again, to do all these things, ComEd must recover its costs.

Page 11 of 21


brian.dodds
Cross-Out


D

Fo)

Page 12 of 21

Docket No. 10-
ComEd Ex. 1.0 2" Revised



brian.dodds
Cross-Out


Docket No. 10-
ComEd Ex. 1.0 2" Revised

g

Page 13 of 21


brian.dodds
Cross-Out


Docket No. 10-
ComEd Ex. 1.0 2" Revised

Page 14 of 21


brian.dodds
Cross-Out


298

299

300

301

302

303

304

D

Docket No. 10-
ComEd Ex. 1.0 2" Revised

Summary of the Filing

Who are the witnesses presenting direct testimony in support of ComEd’s tariff

filing and what are the main topics that each witness addresses?

In addition to me, the following witnesses provide direct testimony:

° Prof. Geoffrey J.D. Hewings, Ph.D. (ComEd Ex. 2.0), Director of the Regional
Economics Applications Laboratory at the University of Illinois at Urbana-

Champaign, shows the significant impact on jobs and regional spending of

Page 15 of 21


brian.dodds
Cross-Out


305

306

307

308

309

310

311

312

313

314

315

316

317

318

319

320

321

322

323

324

325

326

327

328

Docket No. 10-
ComEd Ex. 1.0 2" Revised

ComEd’s expenditures for construction and operations and maintenance. He
concludes that ComEd’s expenditures have significant ripple effects throughout
the regional economy, which in most instances result in doubling the direct
impacts of the expenditures.

Dr. Juan Andrade (ComEd Ex. 3.0) testifies about ComEd’s commitment to
corporate social citizenship at all levels, and how ComEd’s involvement in
community development and investment has helped local communities in
numerous ways.

Joe Trpik, CPA (ComEd Ex. 4.0), ComEd’s Senior Vice President and Chief
Financial Officer, testifies concerning ComEd’s current and future financial
condition and the critical importance of financial health and capital market access
to ComEd’s ability to function efficiently and reliably. Mr. Trpik also discusses
ComEd’s capital structure, ComEd’s cost of capital, the financial aspects of
ComEd’s Incentive Compensation program, and the prudence and reasonableness
of ComEd’s use of services provided by Exelon Business Services Company.
Susan D. Abbott (ComEd Ex. 5.0), an independent consultant, testifies to the
importance of ComEd maintaining or even improving its current credit ratings so
that it can finance its continuing capital needs and the importance of supportive
action by the Commission in achieving that.

Kathryn Houtsma, CPA, ComEd’s Vice President — Regulatory Projects
(ComEd Ex. 6.0 Revised), testifies concerning the calculation of ComEd’s
revenue requirement and the revenue shortfall of $396 million under current rates.
They further support the calculation of numerous revenue requirement

components and sponsor supporting schedules and documentation.
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Nagendra Subbakrishna (ComEd Ex. 7.0), an Associate Director in the Energy
practice at Navigant Consulting, supports the calculation of ComEd’s cost of
working capital.

Terence Donnelly (ComEd Ex. 8.0), ComEd’s Executive Vice President,
Operations, provides an overview of ComEd’s operations, discusses changes that
have occurred since ComEd’s last rate case, and testifies to the strong cost
controls ComEd has implemented. Mr. Donnelly, along with Messrs. McMahan
and Marquez, supports ComEd’s overall rate base and O&M expenses, and
provides detailed support for major components of distribution rate base and
distribution O&M expense. He further supports the methods by which ComEd
plans for the addition of new capital projects and determines that certain post-test
year capital additions are known and measurable. Mr. Donnelly also supports
ComEd’s incentive compensation program and explains how its operational
emphasis benefits customers. Finally, Mr. Donnelly sponsors ComEd’s updated
Distribution Loss Study.

Michael McMahan, P.E. (ComEd Ex. 9.0), ComEd’s Vice President, Smart Grid
/ Technology, supports most of the distribution capital investment projects listed
on ComEd’s Schedule F-4 and confirms that they have been prudently planned
and executed, and are used and useful in providing reliable service to ComEd’s
customers. Mr. McMahan also discusses the major recurring activities that
ComEd properly accounts for and monitors as “blanket programs.” Mr.
McMahan also supports ComEd’s programs to manage vegetation and confirms
that ComEd has properly functionalized its transmission and distribution

activities.
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Fidel Marquez, P.E. (ComEd Ex. 10.0), ComEd’s Senior Vice President,
Customer Operations, testifies concerning ComEd’s vision for customer service
excellence and the steps ComEd has taken to achieve that goal. Mr. Marquez
supports the capital investments made in the Customer Operations area and the
reasonableness and prudence of Customer Operations costs. Mr. Marquez also
addresses the status of the AMI Pilot.

Professor Samuel Hadaway (ComEd Ex. 11.0), a professor of economics and
finance and principal in FINANCO, Inc., Financial Analysis Consultants,
supports ComEd’s cost of equity capital. Applying standard cost of equity
methodologies, Dr. Hadaway concludes that ComEd’s requested unadjusted
investor-required cost of equity capital of 11.1% is reasonable. Dr. Hadaway also
emphasizes that the economic and financial uncertainties generated by the credit
crisis have significantly impacted the risks surrounding public utility company
cost of capital. The cost of equity for utility companies has not declined to the
same extent that interest rates have fallen or to the same extent that the cost of
equity may have come down for the broader equity market. In fact, the cost of
capital for utilities is higher.

Carl Seligson (ComEd Ex. 12.0), an independent consultant with nearly 50 years
experience in the financial markets who specialized in financial matters related to
the utility industry, explains that higher risks facing utilities for major
construction initiatives; the mounting need for external financing; increasing costs
for medical, post-retirement, and pension benefits, and other factors warrant
higher allowed returns on equity for utilities than have been authorized in many

jurisdictions in the recent past. Based on his extensive experience studying
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utilities and regulation and the results of his analysis using two recognized cost of
equity estimation methodologies, Mr. Seligson determines that a reasonable return
on common equity for ComEd is 12.2%.

Hon. Susan Tierney, Ph.D. (ComEd Ex. 13.0), a Managing Principal at the
Analysis Group and former assistant U.S. Secretary of Energy for Policy and
Commissioner of the Massachusetts Department of Public Utility Control,
testifies concerning the importance of reflecting the risk that ComEd undertakes
as a result of its aggressive demand response and energy efficiency programs in
its return on equity. She testifies that ComEd’s proposed 40 basis point
adjustment to the allowed return on equity is reasonable and appropriate.

Ross C. Hemphill, Ph.D. (ComEd Ex. 14.0), ComEd’s Director — Rates &
Regulatory Strategies, testifies about the rate design policies ComEd’s filing
advances, including matching rates more closely to cost causation, and how
ComEd has accomplished that without sacrificing other policy goals. He also
outlines ComEd’s alternative regulation proposal and explains both why it will be
filed sixty days after the rate case and how it functions hand-in-hand with the
proposed rates.

Alan C. Heintz, Vice President of Brown, Williams, Moorhead & Quinn, Inc.,
(ComEd Ex. 15.0 Revised) presents the Embedded Cost of Service Study
(“ECOSS”) for ComEd, and testifies that the study properly allocates costs among
ComEd’s customer classes.

Lawrence Alongi, Manager, Retail Rates (ComEd Ex. 16.0 Revised), presents
and explains ComEd’s proposed tariffs. Mr. Alongi explains how ComEd has

complied with requirements of the Commission in developing the ECOSS.
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° Robert Garcia, Manager, Regulatory Strategy (ComEd Ex. 23.0), explains how
ComEd has derived many of the inputs to its ECOSS. Mr. Garcia also describes
issues related to the Real Time Pricing Program Cost Recovery Charge and the
Residential Air Conditioner Load Cycling Program Revenue Requirement
Adjustment.

° Val R. Jensen, Vice President — Marketing & Environmental Programs (ComEd
Ex. 17.0 Revised), explains and supports ComEd’s energy efficiency and demand
response programs.

° Mary Anne Emmons (ComEd Ex. 18.0), Director, Customer Assistance
Programs, describes the comprehensive plan ComEd proposes to address the

needs of low-income customers.

Is ComEd taking any voluntary actions to help the Commission and the parties?

Yes. ComEd agrees to commence discovery in connection with this filing immediately,
rather than waiting for the Commission to open a docket upon entering a suspension
order. ComEd will also circulate to the parties proposed confidentiality agreements, so
that access to confidential materials need not await entry of a formal protective order in
that docket. Also, ComEd is creating data rooms in both Chicago and Springfield where

the parties can access documents relating to the case.

Has ComEd provided the Commission and the parties with any other way to
facilitate access to the testimony?
Yes. Each testimony is accompanied by a List of Issues and Major Conclusions that can

be accessed at a glance. Each witness has reviewed his or her own List and confirmed its
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accuracy. Attached to my testimony as ComEd Ex. 1.1 is a compilation of all of these

Lists, which should serve as a useful index of ComEd’s overall testimonial submission.

Conclusion

Please summarize the regulatory actions that the Commission should take.
The Commission should:
1. Find just and reasonable, and approve, the rate of return, revenue
requirement, and rate design that ComEd proposes; and
2. Approve the tariffs proposed by ComEd to provide service to ComEd’s
customers and to provide ComEd with the opportunity to recovery its
revenue requirement.
We also believe that, once ComEd’s alternative regulation plan is filed, the
Commission should consolidate the discovery, further submission of testimony, and

hearings with respect to that plan with those applicable to this general rate filing.

Does this complete your direct testimony?

Yes.
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