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List of Issues & Major Conclusions

e The arguments introduced by HEC’s witness Mr. Gorman, CUB’s witness
Mr. Thomas, and Staff witnesses Mr. McNally and Dr. Brightwell do not
- adequately address the combination of risk and revenue erosion factors that
are the basis for the 40-basis-point adder to the return on equity that the
Company has proposed to address these impacts that result from aggressive
adoption of energy efficiency in the Company’s service
territory. Additionally, the vast majority of companies in the three groups of
comparable companies used in cost-of-capital analyses by the Company’s
witnesses Mr. Hadaway and Mr. Seligson and Staff Witness Mr. McNally do
not reflect the combination of aggressive energy efficiency targets and
absence of ratemaking mechanisms that face the Company, and therefore
this combination of risk and revenue erosion described in Dr. Tierney’s
prefiled direct testimony is not reflected in their analyses of those
companies. Dr. Tierney encourages the Commission to reject the arguments
of Mr. Gorman, Mr. Thomas, Mr. McNally, and Dr. Brightwell, and approve
the Company’s proposal.

s Additionally, Staff witness Ms. Pearce’s recommendation that the
Commission reject cost recovery of the Company’s 2009 pension
contribution for reasons of imprudency are inconsistent with long-standing
regulatory policy of supporting legitimate cost to provide service. Dr.
Tiermey encourages the Commission to reject her position and review the
Company’s 2009 pension contribution based on a reasonableness standard.
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Introduction and Qualifications
a. Identification of Witness
What is your name?

My name is Susan Tierney.

Are you the same Susan Tierney who testified previously in this proceeding?

Yes, [ am. My prefiled direct testimony is ComEd Exhibit 13.0.

b. Purpose of Rebuttal Testimony

What is the purpose of your Rebuttal Testimony?

[ respond to several points made in the Testimonies of several intervenor witnesses: Mr.
Michael P. Gorman, who testified on behalf of the 1llinois Industrial Energy Consumers
(ITEC Exhibit !.0); Mr. Christopher C. Thomas, who testified on behalf of the Citizens
Utility Board and the Illinois Attorney General (AG/CUB Exhibit 4.0); and three
witnesses who testified on behalf of the staff of the Illinois Commerce Commission
(“Staff”): M¢. Michael McNally (ICC Staff Exhibit 5.0); Dr. David Brightwell (ICC Staff

Exhibit 8.0); and Ms. Bonita A. Pearce (ICC Staff Exhibit 3.0).

On what issnes do you respond to these witnesses in your rebuttal testimony?

I respond to Mr. Gorman, Mr. McNally, Dr. Brightwell, and Mr. Thomas on issues
related to the reasonableness and necessity of the proposed 40-basis-point adjustment to
the return on equity ot Commonwealth Edison Company (“ComEd™) in order tc; mitigate
lost revenues and risks associated with the implementation of energy efficiency actions in

ComEd’s service territory. | respond to Ms. Pearce’s testimony on ratemaking policy
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issues related to the reasonableness of ComEd’s 2009 pension contribution from a

ratemaking point of view.

What is your overall reaction to the testimony on the 40-basis-point adder?

Because Mr, Gorman, Mr. McNally, Dr. Brightwell, and Mr. Thomas do not address the
combined effects of risk and revenue erosion attributable to impacts of energy efficiency
programs in ComEd’s service territory, I am not persuaded to change my opinion as to
the reasonableness of the proposed 40-basis-point adder on return on equity. In addition
to my rebuttal testimony below, 1 offer three exhibits (ComEd Ex. 39.1, ComEd Ex. 39.2,

and ComEd Ex. 39.3) in support of my conclusions.

What is your overall response to Ms. Pearce’s position that ComEd’s 2009 pension
fund contribution should not be reflected in rates?

In light of the value associated with inclusion of reasonable employment pension costs in
rates, I offer an alternative standard that is more consistent with long-standing cost-of-

service ratemaking policy than the one offered t;y Ms. Pearce.

Testimony on the 40-Basis-Point Adder to ComEd’s Returnt on Equity
a. Response to Mr. Gorman

How do you respond to Mr. Gorman’s testimony with regard to the proposed adder
to ComEd’s return on equity?

I disagree with several aspects of Mr. Gorman’s testimony on the proposed 40-basis-
point adder to ComEd’s return on equity. First, he mischaracterizes my testimony when
he states on pages 53-54 of I1EC Ex. [.0 that “Ms. Tierney acknowledges that ComEd

has the regulatory mechanisms that provide a high level of assurance of full cost recovery
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of demand response and energy efficiency programs (ComEd Ex. 13.0 at 15).” Although
I do recognize that ComEd is permitted under Illinois law “to recover reasonable and
prudently incurred expenses associated with the operation of its energy efficiency
programs,” I also said that that “law is silent on these energy efficiency programs’
implications for other ratemaking issues (such as assurance of adequate revenue recovery,
or compensation for lost sales or increased risk associated with uncertainty about the
effects of energy efficicncy programs on sales and revenue generation). Reasonable
ratemaking practices suggest that these issues be addressed and remedied in this rate
case,” (ComEd Ex. 13.0, page 2.) Additionally, I pointed out that the potential to
recover direct program costs is not “the only way that implementation of energy
efficiency and demand response programs can affect a utility’s revenues and financial
conditton.” 1 state that “even if a utility company that administers energy efficiency
programs recoups its direct costs associated with those programs, the utility will have

reduced potential to generate revenues and earn its allowed return.” (ComEd Ex. 13.0,

page 15.)

What is your next concern with Mr. Gorman’s testimony on the proposed adder to
ComEd’s return on equity?

Mr. Gorman makes a number of statements which have no basis. He provides no support
for his conclusion that my recommendation would erode “the efficiency of the
ratemaking process” and detract from “achieving an optimal utility.”” More importantly,
he does not even explain what he means by this or how my recommendations could lead
to those outcomes. His colorful but nonetheless gratuitous comment that the proposed

adder would simply “add a layer of fat” (1IEC Ex. 1.0, page 54) fails to address the
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financial risks and revenue impacts on ComEd that 1 delineate in my testimony (see
especially Section V of ComEd Ex. 13.0). Moreover, his comment suggests that the
proposed 40-basis-point adder would offset energy efficiency gains and economic
benefits created on customer’s behalf by demand response and energy efficiency
programs. This claim is without any support whatsoever, especially in light of several
elements presented in my testimony and in that of Mr. Val R. Jensen (ComEd Ex. 17.0).
Mr. Jensen states that the lifetime net benefit of the programs implemented through
ComEd’s 2008-2010 Energy Efficiency and Demand Response Plan alone (whose third
year commenced on June 1, 2010) is $155 million — meaning that electricity costs would
be $155 million lower than they would otherwise be in the absence of these programs,
after taking into account program expenditures. (ComEd Ex.17.0, page 5.) There are
additional positive but not quantified bill-impact benefits to customers of other energy
efficiency programs, such as other programs supported by the American Recovery and
Reinvestment Act (“ARRA™), and other efficiency actions that I described in my
testimony (ComEd Ex. 13.0, Sections 11i-V). These benefits contrast with the estimated
annual 40-basis-point adder of approximate $30.8 million proposed in this rate case
{ComEd Ex. 3.0, page 27). which is designed to compensate for more than the lost

revenues from ComEd’s energy efficiency programs.

What is your response to Mr. Gorman’s position that “there are several regulatory
mechanisms that can permit ComEd to set rates in an efficient manner...Most
obviously, ComEd can choose to set rates using a forecasted test year, which can
reflect sales levels impacted by energy efficiency and demand response

programs....” (IIEC Ex. 1.0, page 54.)
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1 understand that 1liinois allows electric distribution companies to file rate cases based on
a future test year. And I agree that the use of a future test year might deal with one of the
issues that I address in my testimony — that is, use of forecasted billing determinants to
set new rates could account for the effect of energy efficiency and demand-response
programs. Thus, a future test year could address the anticipated lost sales {(and in turn,
lost revenues) in the first year that rates would go into effect. The reality is, however,
that a future test year was not selected for this case (see ComEd Ex. 6.0, page 12). And I
am aware that the use of a future test year would not fundamentally address the risk
elements (i.e., prudency risk, load-side risk, other intangible risks) 1 raised in Section V
of my testimony. Nor would it address lost revenues from lower sales in the years after

the first year new rates were to go into effect.

b. Response to Mr. Thomas

Do you have a different response to Mr. Thomas’ similar position that the effects of
energy efficiency and demand-response programs “are more accurately reflected in
the rate-making process through appropriate billing units or the use of a future test
year.” (AG/CUB Ex. 4.0, page 36.)

No. While some of the issues might have been addressed in a rate case filing using a
future test year, not all of them would.-be. Moreover, Mr. Thomas’ focus on a future test
year misses an impbrtant point: my discussion of risks that are addressed by the adder to
cost of equity is made in the coﬁtext of a rate case filing by ComEd that incorporates a
historic test year, as allowed under lilinois ratemaking policy. Within this context, focus

upon the use of a future test year seems to miss the point.
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¢. Response to Mr. McNally

How do you respond to Mr. McNally’s testimony regarding his calculations to
adjust downward ComEd’s risk to reflect the effect of ComEd’s proposed rate
design, and his use of a similar calculation to further adjust the risk of companies in
his Comparable Sample?

Mr. McNally’s calculation of an adjustment to the cost of common equity to reflect the
effects of revenue decoupling on ComEd’s {and other companies’) risk is based on
several problematic premises.  First, in describing how he attempted to develop an
adjustment to ComEd’s cost of capital to reflect the effect of ComEd’s proposed rate
design recapture lost revenues, he states that his calculation is butlt upon his belief that
my testimony states that ComEd’s 40-basis-point adder equates to the potential revenue
loss resulting from energy efficiency and conservation measures. (Staff Ex. 5.0, page
38.) This interpretation is inconsistent with the statements in my testimony that the
proposed 40-basis-point adjustment reflects the combined effects of increased risks given
ComEd’s particular circumstances (i.e., prudency risk, load-side risk, performance-
penalty risk, credit-quality risk, and regulatory risk) as well as the effect of lost revenues
associated with energy efficiency targets mandated without compensating ratemaking
adjustments fior lost revenues.

I stated in my testimony that the 40-basis-points would equal aiaproximately $30.8
million, assuming a rate base ofépproximately $7.7 billion, and I evaluated that amount’s
reasonableness by considering estimates of annual lost revenues (e.g., $15.8 million in
2011 and $28.6 million in 2012 for energy efficiency and demand response programs

implemented by ComEd, and another $23.8 million in lost revenues resulting from
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ARRA programs in ComEd’s service territory). (See ComEd Ex. 13.0, pages 26-27;
ComEd Ex. 13.8; ComEd Ex. 13.9.) The proposed use of 40 basis points to adjust
ComEd’s return on equity is part of a rate case in which ComEd is also proposing to
restructure its rates over a three-year period to move toward a 80/20 fixed/variable rate
design; the proposed adjustment would likely have been higher than 40 basis points had
the rate case filing not incorporated this rate design proposal. To use ComEd’s proposed
40-basis-point adder as a specific proxy for lost revenues as Mr. McNally has suggested
would be inaccurate and inappropriate since it would misrepresent the size of lost
revenue impacts.

Second, the overall logic of his downward adjustment to ComEd’s risk (which is
set at 40 basis points) and the effect of revenue decoupling on his sample of companies is
hard to follow and perhaps not even sensible. He seems to suggest that if the Commission
were to approve ComEd’s rate design proposal, ComEd’s revenues would be less
uncertain and, all eise equal, that effect would be worth 40 basis points. He attempts to
make a parallel adjustment on the risk of the companies in his sample group, depending
upon the status of introducing revenue decoupling as part of those companies’ rates. He
provides no analysis of the other types of risk (e.g., energy efficiency program targets,
prudency risk, performance targets) that | diiscussed in my analysis in addition to the
issue of lost revenues. He somehow assumes that 40 basis points would make ComEd
whole for lost revenues from energy efficiency, on the one hand,iand that companies with
revenue decoupling get a benefit worth 40 basis points on their return on equity. But his

analysis misses the point that there are categorical differences between the asymmetric

risks faced by ComEd (e.g.,, energy efficiency program targets, prudency risk,
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performance targets) for which the proposed 40 basis point adjustment would provide
some compensation, on the one hand, and the potential financial benefits from revenue
stability provided by ComEd’s ratemaking adjustments. Mr. McNally has provided no
assessment of the impact of ComEd’s ratemaking adjustment on the financial risks the
Company faces, and his adjustment associated with unrelated financial risks does not
offer an appropriate substitute.

When he adjusts the risk profile of the companies in his proxy group, he further
amplifies the effect of his having only focused on lost revenues rather than other risks as
well. He continues to use 40 basis points as a proxy for the effect of rate design on
ComEd’s risk, and then casts it as a “baseline for calculating the effect revenue de-
coupling has had on the Comparable Sample.” (Staff Ex. 5, page 38.) But he does not
examine whether compantes in his Comparable Sample also face the types of other risks
as a result of energy efficiency targets and performance.  For the reasons described
above, it would not be appropriate to calculate the impact of revenue decoupling and

other energy-efficiency-related factors on Comparable Companies’ risk in this way.

Please comment on Mr. McNally’s discussion of ComEd’s proposed 40-basis-point
adder relative to the risk in Mr. Sam Hadaway’s and Mr. Carl Seligson’s samples of
comparable companies.

Mr. McNally asserts that adding a risk premium to the cost of common equity estimates
for those samples would not be warranted if the companies in Mr. Hadaway’s and Mr.
Seligson’s samples already reflected the risks I describe in my testimony. While 1 agree
with Mr. McNally that 1 did not include in my testimony an analysis of the degree to

which Dr. Hadaway’s and Mr. Seligson’s samples arc also exposed to those risks. |
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neither stated nor suggested that such risks are “unique to ComEd,” as Mr. McNally
asserts. (AG/CUB Ex. 4, page 55.) Rather, I said that the combined effects of prudency
risks, load-related risk, risk of performance penalties and lost revenues are roughly
equivalent to and reasonably represented by the dollar amounts represented by the 40-
basis-point adjustment to ROE. I note that Mr. McNally did not examine whether these
types of risks are faced by the companies in the Hadaway/Seligson proxy groups, and
what other mechanisms are used in those other states that address lost revenues/revenue
decoupling. And he asserts without basis or support that these prudency risks are already

reflected in the cost of equity int the sample companies.

Have you performed a study of the extent to which the companies in Mr. Hadaway’s
sample bear the same types of risks associated with energy efficiency program
targets and/or enjoy the benefit of ratemaking mechanisms that address some of the
risks you identify in your testimony?
Yes. First, 1 looked at the 35 companies — 14 electric-only utitities, 4 gas-only
distribution companies, and 17 diversified utilittes — in the group of comparable
companies in Mr. Hadaway’s analysis (ComEd Ex. 11.1). Since Mr. Seligson uses a
slightly different set of companies in his analysis (ComEd Ex. 12.1), | also examined his
group of 33 companies (which is composed of 11 electric-only utilities and 22 diversified
companies).

ComEd Ex. 39.1 shows the list of companies in Mr. Hadaway’s group and
includes information for each of the individual utility subsidiary companies in his set of
35 companies (thus making a total list of 63 companies in the review). ComEd Ex. 39.1

also shows information about each of those companies’ energy cfticiency program targets
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and associated ratemaking adjustments (including revenue decoupling, lost revenues, or
shareholder incentives). Of this list of 63 companies (held in 35 separate corporate
entities), ComEd is comparable to only three other companies' {including-€omEd) that
have both relatively aggressive energy efficiency targets (1.0 percent or more) and no
ratemaking adjustments for revenue decoupling, lost revenues, or shareholder incentives.

ComEd Ex. 392 shows parallel information about the companies in Mr.
Seligson’s list (which details information on 78 individual companies included in his
overall set of 33 corporate entities). This analysis indicates that only five other
c:ompanies2 of the 78 individual companies are similar to ComEd, in having a target of
energy efficiency at least as high as 1.0 percent and with no ratemaking adjustment for
revenue decoupling, lost revenues, or shareholder incentives.

This gives me confidence that the cost of capital for the vast majority of
companies in Mr. Hadaway’s and Mr. Seligson’s comparable groups does not already
reflect the incremental risk faced by a utility in ComEd’s circumstances, with multiple
risks arising from energy efficiency programmatic requirements without any associated
ratemaking mechanism to account for these risks and/or lost revenues. The 40-basis-
point adjustment to that return on equity is designed to reflect the increased combined
risks that ComEd faces as a result of no revenue decoupling (but with a partial phase-in

of the proposed rate design), no adjustment for lost revenues, no sharcholder incentives,

' As shown by the asterisk on the applicable companies in column titled “Operating Company™ on
ComEd Ex. 39.1, the other three companies are:  Alliant Energy Company’s Interstate Power & Light;
NICOR, Inc.; and Northeast Utilities’ Yankee Gas.

* As shown by the asterisk on the applicable companies in column titled “Operating Company” on
ComEd Ex. 392, the other five companies are: Allegheny Energy’s Allegheny Energy
{Monongahela/Potomac/ West Penn); Alliant Energy Company’s Interstate Power & Light; Ameren’s
Ameren [llinois Co.; Northeast Utilities” Yankee Gas; and PPL Corporation’s PPL Electric Utilities.
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and the other risks (performance risk, prudency risk, load-related risk, other risks) that 1

described in my testimony.

Did you also look at the companies in Mr. McNally’s proxy group, with regard to
these same issues of energy efficiency program requirements and ratemaking
mechanisms to address the effects of energy efficiency programs?

Yes. For these 12 companies (with a total of 25 individual companies within them), I
found that there was no other company that resembled ComkEd, in terms of the
combination of energy efficiency targets (1.0 percent or greater} and the absence of a
ratemaking mechanisms such as revenue decoupling, lost revenue adjustment or
shareholder incentive mechanisms. ComEd Ex. 39.3 shows the results of my analysis.
Again, as | showed in ComEd Exhibits 39.1 and 39.2, this information shows that ComEd
differs from this group by virtue of the various requirements and impacts of energy
efficiency programs and the absence of adjustment mechanisms that account not only for

lost revenues but also for the other risks I described in my testimony.

So, do you agree with Mr. McNally’s points about the reasonableness of an adder to
the return on equity as proposed iﬁ this proceeding?

No. While I agree with Mr. McNally that “many states™ have energy efficiency programs,
{ would not agree wit.h him that the companies in the Comparable Sample adopted by Mr.
Hadaway and Mr. Seligson face similar regulatory requirements or that they face similar
risks due to these requirements. For these reasons, [ continue to support the proposed 40-
basis-point adder to ComEd’s return on equity. as | described in my testimony (ComEd

Ex. 13.0).
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Please amplify your reasons why you disagree with Mr. McNally’s conclusions
regarding the risks that you identified in your analysis.

First, I disagree with Mr. McNally’s assertion that “the companies in my Comparable
Sample, have similar such energy efficiency programs,” because the ratemaking
mechanisms, such as decoupling, lost revenue adjustments, and shareholder incentives,
nearly always accompany aggressive utility energy efficiency requirements (as shown in
ComEd Exhibits 39.1 and 39.2). Because ComEd lacks any of these ratemaking tools, |
cannot conclude, as he does, that “any prudency risk related to energy efficiency
programs is already reflected in the cost of equity of the sample companies.” (AG/CUB
Ex. 4,0, page 55.) Mr. McNally’s analysis seems to overlook (or undervalue) the
complementarity provided by these ratemaking tools for utilities undertaking energy
efficiency, and the role of the proposed 40-basis-point adder in complementing ComEd’s
pursuit of aggressive energy efficiency targets.

Further, he asserts, without any further support, that the particular “load related
risk™ that I describe in Section V of my testimony is a part of sales volume risk generally
and is addressed in cost of common equity adjustments such as the one he makes to the
risk he calculates from his proxy group of companies. As I discuss in detail, the type of
risk introduced by significant demand-side measures is categorically different from those
related to the economy, weather and price-elasticity of demand — which are the types of
symmetrical risksi(with upside and downside potential for both the utility company and
its customers) typically seen in traditional ratemaking.

Regarding the risk of performance penalties, Mr. McNally seems to agree with me

that these risks are relatively small, but that such risk does exist. In fact, companies in
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other states offer upside opportunity for shareholder returns — in some cases as a parallel
to performance requirements and sometimes as a simple mechanism to align
shareholders’ financial interests with those of customers in promoting aggressive energy
efficiency. In Illinois ~ without some kind of ratemaking mechanism such as the one
proposed here in the form of an adder to return on equity — there would be a performance
penalty risk without an upside opportunity for shareholder benefit.

Finally, 1 make that same point with regard to lost revenues associated with
demand-side programs: that without some kind of ratemaking mechanism to provide a
revenue stream to offset lost revenues, there would be a negative impact on ComEd
financials without a commensurate opportljniry to hold shareholders harmless for the
adverse financial impacts associated with aggressive implementation of demand-side
measures.

Mr. McNally asserts without factual support that the risk of lost revenues is
already reflected in his sample of comparable companies, since most of those companies
have “similar energy cfficiency programs.” (Staff Ex. 5.0, page 57.) But the extent to
which his companies’ risk related to energy efficiency programs is similar actually
depends on a combination of the depth of program target, as well as the combination of
ratemaking mechanisms that prc;vide revenue streams to offset lost revenues (or provide
in some way for upside shareholder returns). For these reasons, I-disagree with the

premises and conclusions of Mr, McNally’s analysis.

d. Response to Dr. Brightwetl]

What is your reaction to Dr. Brightwell’s testimony regarding some of the financial

implications for ComEd revenues associated with energy efficiency programs?
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1 disagree with Dr. Brightwell’s arguments for several reasons. For example, while Dr.
Brightwell agrees that energy efficiency programs and plans can cause a conflict between
the interests of customers and shareholders (Staff Ex. 8.0, page 3), he seems content to
ignore this ratemaking problem. In affirming that a conflict exists and in asserting that
the proposed remedy does not mitigate the conflict, he fails to offer an alternative to
address this problem. He seems content with the outcome that ComEd is not allowed to
have a revenue stream to remedy or mitigate this tension. While there are other ways to
address the conflict (as | stated in my testimony), ComEd's proposed adder is a
rcasonable way to send a positive signal to shareholders while also mitigating lost
revenues from energy efficiency, especially in conjunction with Illinois’ aggressive
targets, its performance penalties and the ComEd’s proposed rate design. Further, the
fact of a 40-basis-point adder would send a signal to the investment community that the
Commission recognizes the combined effect of state policy (and other regulatory

decisions) on ComEd’s finances and is taking steps to mitigate this impact.

What are the other problems that you see in Dr. Brightwell’s analysis?

There appears to be a fundamental disconnect in his position that because the proposed
adder will make efficiency more costly (in his view), that it will result in customer bill
increases and thus erode customer support for such programs. He overlooks clear
evidence to the contrary when.he asserts, without basis, that customers will not benefit
from energy efficiency programs (“this means that customers will pay more for the
services they already receive than they would if there was no energy efficiency
program....[and will result] in increases in their bills” (Staff Ex. 8.0, page 4)). Mr.

Jensen summarizes the lifetime savings that customers will experience from
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implementation of ComEd’s energy efficiency programs.’” Mr. lensen’s testimony
demonstrates that customers will continue to reduce the overall size of their electricity
bill (including delivery and commodity elements of service and net of program costs)
through participation in efficiency and demand response programs or actions. Every unit
of electricity not consumed will enable the customer to reduce the size of his/her bill,
relative to the bill that would have occurred without the energy efficiency/demand-
response action. There is thus no factual or logical basis for Dr. Brightwell’s statement
that “customers will pay more for the services they already receive than they would if
there was no energy efficiency program.” (Staff Ex. 8.0, page 4.)

Furthermore, I think he makes an unreasonable suggestion that a particular cost
should be excluded from a utility’s revenue requirement because it will diminish
customer acceptance of services associated with this cost (in this case, energy efficiency)
(“customers will be paying more for electric service because of energy efficiency than
they would without the adder. I do not think charging customers even more for electric
distribution as a result of energy efficiency prc;motes customer acceptance of energy
efficiency.” (Staff Ex. 8.0, page 7)). This argument could be applied to any legitimate
cost item, but would render a revenue requirement entirely unjust and unreasonable
because it would fail to reflect the real cost of providing service.

Finally, Dr. Brightwell’s view that ComEd is not likely to incur involuntary
“performance risk penalties” for failure to achieve efficiency goals misses a point of my
testimony — that the proposed adder would reduce ComEd’s incentive to subject itself to

such penalties over the course of the years during which new rates would be in effect.

* Those savings do not include the reductions in customer bills that also will result from other
energy efficiency programs, such as those supported through the ARRA and other programs.
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Ms. Pearce’s Testimony on ComEd’s 2009 Pension Fund Contribution

‘What part of Ms. Pearce’s testimony are you addressing in your rebuttal testimony?
[ rebut her position that the Commission should find that ComEd’s 2009 contribution to
fund its employee pension program was imprudent because of her view of the
discretionary nature of that contribution. I also rebut her position that the appropriate test
for whether the 2009 pension fund contribution was prudent is whether it provides net

savings to customers. Her positions are inconsistent with sound ratemaking policy.

First, what is the overall basic ratemaking principle that yon say Ms. Pearce
misconstrues?
In addressing whether ComEd’s 2009 pension contribution was carried out by using
ratepayer or sharcholder funds, she states that
internally generated funds would arise from the Company’s operations as
a regulated utility and the provision of electric service to ratepayers. As
such, these internally generated funds would be provided by normal
operating revenues collected from utility customers—in other words,
funds supplied by ratepayers. Accordingly, since the pension asset is
funded by normal operations (7.e., revenue collected from ratepayers)

rather than provided by shareholders, shareholders should not earn a return
on it,

Pearce Dir.,, Staff Ex. 3.0, page 7. On making this statement, Ms. Pearce appears to
misunderstand or at least misapply an important basic ratemaking process for utility
service — that is, that the utility collects revenues by charging customers for the service
provided to them according to rates approved by the regulator; once collected, revenues
are not directly assigned to paying off one or another particular cost incurred by the
utility, but rather serve as part of the resources the company has at its disposal to manage

its business and render service to customers.
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Once rates are set, the revenues from sales to customers generate cash, which the
company uses, along with retained earnings (i.e., equity) and the issuance of debt, to
manage its business. With few exceptions, those funds (e.g., revenues collected in rates,
proceeds from issuance of debt, cash on hand) are fungible from the point of view of
providing resources for the company to use in fulfilling its service obligation.

Thus from a ratemaking point of view and, again, with some exceptions, once
rates are set it is neither legitimate nor appropriate to assign a particular dollar generated
from delivery service rates to funding a particular cost of providing service, just as it is
typically not the_ case that a utility issues debt or securities (or retains earnings rather than
paying dividends) and then track those dollars against a particular expense. Thus, Ms.
Pearce’s suggestion that specific revenues from rates are assigned to paying off a
particular cost is entirely inconsistent with the premise of ratemaking that rates provide
revenue to fund the cost of general ufility operations (and capital spending) until new
rates are set, without assigning a dollar collected through one element of a rate to a dollar

spent on a particular cost element in the cost of service.

Second, what is your overall response to Mr. Pearce’s position that ComEd’s 2009
pension fund contribution should not be reflected in rates?

There are two other problems with Ms. Pearce’s position, from a ratemaking policy point
of view. First, she inappropriately and unreasonably equates a discretionary action of
utility management with imprudency. Second, she unreasonably suggests that the
Commission apply a test of “net ratepayer savings” to the question of whether ComEd’s
discretionary 2009 pension fund contribution was justified and therefore prudent.

Accepting these principles would be inconsistent with long-standing and sound
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ratemaking policy in which a utility must constantly exercise discretion to provide quality
service to its customers, and in which the utility must oftentimes and reasonably incur
costs to provide service without a compensatory net savings in another part of its

business.

Before addressing the first issue (the discretionary nature of the 2009 pension fund
contribution), please explain the latter point, regarding this “net ratepayer savings”
standard that you say Ms. Pearce seeks to have the Commission apply in this case.

Ms. Pearce says that because ComEd’s cash contribution to fund its “pension results in a
net increase in costs to ratepayers,” ComEd has not met its burden to show that this is a
reasonable expense. (Staff Ex. 3.0, page 10.) She concludes that “because the requested
return to shareholders is higher than the offsetting reduction to pension expense.” (Staff
Ex. 3.0, page 10; see also, page 11.) She secks to have the Commission disregard the
contribution because of ComEd’s estimate that, in her words, “over the long term, the
Company and its customers could be economically neutral between making the 2009
contribution and making mandatory contributions when required” (Staff Ex. 3.0, page 11)
rather than providing proof of net customer savings from the decision to contribute to the

pension fund in 2009. Her application of this test rests on her view that the pension
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contribution was discretionary, and therefore improdent if it did not produce net savings.
(Staff Ex. 3.0, page 10.)

Appiication of Ms. Pearce’s proposed ratemaking standard (requiring a showing
of net customer savings in order for the Commission to find that ComEd was prudent in
making a pension fund contribution in 2009) could lead the Commission to find as
imprudent countless legitimate and reasonable costs incurred by a utility to provide
service to its customers, and could render the company financially impaired and unable to
satisfy its obligations to both its customers and its shareholders. This is an unsustainable

position. I encourage the Commission to reject her standard.

Do you interpret Ms. Pearce as suggesting that the discretionary contribution was
inappropriate for other reasons?

Yes. She asks the Commission to ignore Ms. Houtsma’s testimony that “the extra
contribution for 2009 was necessary due to the poor market conditions that resulted from
the 2008 market decline” (Staff Ex. 3.0, page 14), and suggests even that the pension
contribution double-counted the amount of dollars needed to fully fund the pension plan
(since the Company’s prior actions were purportedly for that purpose). In making these
claims, she offers-no analysis and seems to question a fact that is conventionally
recognized — that an extraordinary economic collapse occurred in the last third of 2008,

causing abrupt decreases in the value of U.S. securities markets (and global economies)

*In response to the following question about whether the “2009 pension contribution will reduce
pension expense. Has that benefit been reflected in the revenue requirement?” Ms. Houtsma testified: “Yes.
As described later in our testimony, the pension contribution will result in a lower pension expense in years
2010 and beyond than would otherwise be the case because of expected investment returns. ComEd is
proposing to use the 2010 pension expense in this proceeding and the benefit of the contribution is considered
in the actuarial determination of that pension expense. 1n Docket No. 05-0597 the Commission concluded
that customers derived a benefit from the 2005 contribution and therefore ComEd should be allowed cost
recovery of the contribution. The same logic should apply in this instance.” ComEd Ex. 6.0, 30-31.

Page 19 of 29



422

423

424

425

426

Docket No. 10-0467
ComEd Ex. 39.0

and leading to devaluation of assets held by countless companies. Figure SFT-R1, below,
shows, for exampie, the change in the price of the Dow Jones Industrial Average during
the period between the end of 2005 (when ComEd made a prior contribution to “fully
fund” its employee pension fund) and the present — which includes the period in 2008

when the Company decided to contribute more to its pension fund.”

> Ms. Houtsma described the Company’s decision in this way (in ComEd Ex. 6.0):

572 Q. Why did ComEd make this contribution in 20097

573 A. The Company made this contribution to improve the plan’s then significantly

574 underfunded status.

575 Q. Wasn’t the 2005 contribution intended to correct the underfunded status of the
576 plan?

577 A.Yes. However, although the pension contribution made in 2005 was intended to fully
578 fund the pension plan, and indeed did have that result at the time, the underfunded status
579 of the pension plan increased significantly in 2008 as a result of poor miarket conditions
580 that reduced the value of the assets in the pension funds by 26%. As a result, Exelon (the
581 sponsor of the pension plan in which ComEd participates) recognized a special liabitity
582 of $2.24 billion in light of the deterioration of the trust fund assets, By mid-2009 the
583 pension plan was approximately 40% underfunded. Accordingly, in 2009 ComEd made
584 an additional contribution of $152 million to the pension plan to improve the funded

385 status of the plan and to help to control future increases in pension expense.
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Figure SFT-R1

Dow Jones Industrial Average
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Her comment that this “experience demonstrates ... why it is not good ratemaking policy
to burden ratepayers with additional costs....” seems either uninformed or disingenuous
in light of the clear financial hit that affected the value of the entire stock market in late
2008. At the least, her testimony sets up a red herring — questioning whether it was
possible for the pension fund to have been fully funded in 2005 but then requiring
another injection of funds in 2009 to restore some of the value of the pension fund lost
during that stock market crash. Her position on this point seems unsupported at best and

untenable at worst.

What does Ms. Pearce say that causes you to conclude that her implicit standard of

review in untenable?
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Ms. Pearce recommends that the pension asset representing ComEd’s 2009 pension
contribution be excluded from rates because, in her view, it was a discretionary cash
contribution and that, as such, “the pension asset was neither ordinary nor necessary for
the provision of utility service. The Company failed to demonstrate the cost is prudently

incurred.” Thus she equates discretion to imprudence.

Do you agree with Ms. Pearce that the 2009 pension fund contribution was
discretionary?

Ms. Pearce appears to equate the word “discretionary” with “not required by law.” By so
doing, she seems to suggest that it would have been categorically imprudent or improper
to have done anything more than was required by law; and it would have been imprudent
for the Company to have made a contribution to more fully fund the employee pension
when it did. [ cannot agree with Ms. Pearce’s use of “discretionary” in this way. This
standard would raise countless challenges to recovery of costs tied to best practices and
even normal practices in utility management that are important for safe, quality, reliable,
environmentally sound, and/or efficient utility service. Specifically here, her position
reflects a misunderstanding of the role of a pension fund as part of the legitimate cost of
utility service and of what it means for a pension fund to be adequately funded. The
effect of her position is to shield ComEd’s retail customers from supporting reasonable

costs incurred to provide them with electric service,

What is the policy relevance of the relationship between pension issues, utility cost
of service, and reasonable exercise of utility management that you think is refevant

here?
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I think there are at least three relevant policy considerations important for ratemaking on
pension issues: (1) utility rates should reflect the cost of providing utility service,
including labor-related costs; (2) cost-recovery policies should encourage utility
management to attract and maintain a skilled workforce; and (3) cost-recovery policies
should encourage utility management to make sound labor-related decisions that reflect
the need to provide reliable and efficient electric service, consistent with the company’s

public service obligations.

Please explain your first principle, that utility rates should reflect the cost of
providing uatility service.

The fundamental and well-known economic principle underlying cost-of-service
ratemaking is that rates for utility services should reflect the cost of providing those
services. This accomplishes several economic objectives, such as having consumers see
and pay for the cost of producing a product, and suppliers compensated for the expenses
and capital costs they incur in providing products and services to consumers. Among
these costs are labor-related costs. These include both the direct and indirect costs to
compensate the utility’s workforce including salary expenses and any deferred
compensation in the form of a pension. Without a pension plan, workers would be
expected to demand higher compensation in the form of wages, salaries and/or other
benefits. Consumers should support rates that reflect these direct and indirect costs, both

to see properly-priced utility services and to align the incentives of the utility with

consumers’ need for reliable and efficient electric distribution service.
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Please explain your second principle, that cost-recovery policies should create
incentives for utility management to attract and maintain a skilled workforce.

Provision of utility service requires competent labor, and rates for utility service should
encourage the utility to attract and retain a stable and well-qualified workforce. Cost-
recovery incentives, for exampie, motivate utility management to behave in a particular
way — either positively, through a reward, or negatively, through a punishment or penalty
if a particular action is taken. In the case of pension-related costs, this might mean
providing ratemaking incentives for the utility to maintain a skiiled and experienced labor
force, thereby benefiting consumers. This underpins ComEd’s ability to serve electric
customers, including during emergency conditions where the workforce demonstrates a
high sense of duty to the mission (e.g., getting the wires back in service). Pensions, or
deferred wages, can be and often are used to induce employees to stay with the company,
thus reducing training and recruiting costs and providing the benefit of retention of job-
specific skills. Utility commissions typically recognize this through decisions to allow

recovery of reasonable pension-related costs as just and reasonable.

Please explain your third principle, that utility cost-recovery policy should
encourage utility management to make sound labor-related decisions that reflect the
responsibilities of providing electric service.

Cost-recovéry policies should create incentives for efficient management of assets related
to such labor-related obligations. These include encouraging the utility to “do the right
thing” regarding pension costs — that is, making sure that the workforce does not
experience undue risk associated with an inadequately funded pension plan, held in trust

for them by the utility. Doing the right thing means that the employees’ pension fund is
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supported financially and managed cfficiently in order to provide value to the workforce
who, in turn, provide value to customers. Doing the right thing means that the utility
meets its fiduciary responsibility to provide sufficient funds to the pension trust to meet
its compensation promises to the workforce under a range of financial circumstances that
might affect the utility, as well as its legal responsibilities to make good on those
compensation commitments. Rather than simply satisfying minimum requirements,
“doing the right thing” means following best practices in meeting pension commitments,
and a balancing of economic, financial, legal, accounting, workforce, and consumer

interests.

Given the economic and policy principles that you articulated above, what types of
pension-related costs should be reflected in ComEd’s rates?
Several aspects of pension-related costs need to be taken into consideration in the

ratemaking process.

Please describe these regulatory policy issues affecting ratemaking treatment of
ComEd’s pension-related costs.
The following represent key ratemaking considerations for these pension costs:
= Because pension costs are part of its workforce compensation, ComEd should be
aflowed to recover its reasonable and appropriate pension (;osts in rates.
=  Where prudent management decisions have resulted in the establishment of a
direct benefit pe_nsion plan, the utility, as the pension plan sponsor, has the
fiduciary responsibility to efficiently manage it in order to meet its compensation

proimiscs to the workforce.
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» [fthe utility assigns to a third party the responsibility for day-to-day management
of the pension trust fund, this asset is nonetheless managed on behalf of the utility
and for the benefit of its pension beneficiaries.

= At any point in time, the market value of the prepaid contributions in the pension
fund may be over or under the pay-out obligations. This can result from a varicty
of factors such as interest rates or stock market returns that differ from the
assumptions used to establish pay-in and pay-out schedules for the pension fund.

=  When a utility acts prudently in using its funds for contributions to make
prepayments into the pension trust, such payments should be included in the
utility’s revenue requirement {e.g., in ratebase, and/or in expense items, as
appropriate). Such payments are appropriate costs associated with provision of
utility service to consumers.

= At any point in time, the pension asset in a utility’s ratebase may be either net
positive or net negative, depending upon the extent to which it is larger or less
than the accumulated contributions from customers in the rates they pay for their

electric service.

.How do these principles help to evaluate Ms. Pearce’s testimony on the

discretionary nature of ComEd’s 2009 contribution?

I have two concerns with Ms. Pearce’s position. First, from an economic and régu]atory
policy point of view, her focus is far too narrow with respect to the discretion question.
The promise to pay a pension is akin to (if not exactly like) a contract, with promises and
commitments by the employer to include as part of compensation for today’s labor

services a deferred payment in the form of a pension. In practice, a company technically
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has some “discretion” as to how and when it funds its pension promises and
commitments, just like a company has discretion in meeting its other binding financial or
public service commitments. To say that a company has “discretion” in attracting and
maintaining a high-quality, dedicated and loyal workforce, and in meeting its financial
commitments to them in an efficient and responsible fashion, is to say that the utility has
discretion in whether it sends out crews after hours and under difficult emergency
conditions to get the wires and poles back in service after a snow storm. Encouraging a
utility company to meet its commitments to the workforce seems good economic,
regulatory and public policy — not only from a labor-relations and community-service
point of view, but also from the point of view of creating incentives for a utility to meet
its obligation to serve customers in a reliable fashion.

Secon.d, perverse financial incentives would be created by adopting Ms. Pearce’s
recommmendations. It would be bad policy to encourage a utility with a pension plan to
meet only the minimum funding requirements and in fact deny it cost recovery when it
prudently funds more than thz;t level. Although | am not an expert on the Employee
Retirement Income Security Act (“ERISA™), | understand that it does not require pension
plan sponsors to fully fund their plans at all times. Technically, therefore, a sponsor has
discretion about whether to fund the plan above the minimum requirements at_any time.
But exercising discretion so as to simply satisfy minimum requirements is not the

behavior or outcome that ratemaking policy should encourage.® Not-too-distant history

® As another example, in responding to the need to expand a network delivery system, it is often
both operationally beneficial and the lowest cost in the tong-run to implement a design that goes beyond the
minimum expansion needed at just that time. Being forced to build continually to just the minimum would
deny the utility needed flexibility, a measure of resiliency, and the ability to time and size new investments
optimally.
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has shown many examples where major corporations ran into trouble after funding their
pension plans at minimum levels and then finding themselves, for whatever reason, in
financial distress and unable to meet their pension commitments. There are some
infamous examples from the airline, steel and automobile manufacturing industries in

recent years, where companies had to freeze their defined benefit pension plans or even

- default on their pension commitments, with the Pension Benefit Guarantee Corporation

having to pick up the pieces and with many retirees experiencing substantially reduced
retirement benefits. These actions are costly to companies, to their workers, to the
communities in which they reside, and to taxpayers. It would also be costly to the utility
and its customers if it happened in this industry. There could be diminished service, and a
higher cost of capital. The utility workforce would feel unfairly treated. The value of their
deferred compensation to workers is tied to payment risk (e.g., is the pension fund fully
funded? If not, what is the credit and/or financial risk of the company?). According to
this perspective, prudent company actions to fully fund pension plans and maintain sound
financial status reduce workers’ concerns about payment risk and-, all else equal, lower
labor-related costs of providing electric service.

To avoid these costs, it is appropriate for just and reasonable rates to reflect cost
recovery policies that provide incentives for efficient and responsible utility management
behavior. This is where discretion should be supported by ratemaking policy, rather than

penalized, as Ms. Pearce’s suggestion would do.

Please summarize your conclusions on the pension contribution issue.
As I discuss above, the bedrock economic principle underlying the pension-cost issue is

that prices should reflect the costs of providing the service offered. The ratemaking
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principle that follows is that rates charged for providing tariffed service should reflect
appropriate and prudent costs to provide that service. The regulatory policy principle is to
use rate recovery policies to encourage efficient utility management decisions consistent
with public service obligations. Under these principles, the rates that ComEd charges its
consumers should reflect reasonable costs to support the deferred compensation plan
offered .to and expected by ComEd’s workforce in exchange for helping to provide

electric distribution service to customers.

Does that conclude your rebuttal testimeny?

Yes.
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ComEd Ex. 39.1 (Docket 10-0467 ): Hadaway Group - Energy Efficiency Targets and Ratemaking Issues - 2-Page Exhibit

(1 2} 3 [4]

State Energy Efficiency

(5]

6]

ComEd Ex. 39.1

(7]

Utility Targel Shareholder Incentive
No., Comparable Company Operating Company Jurisdicion  Type Elec Gas (as 0f 2009 / 2010) Decoupling LRAM Mechanism
Exelon ComEd IL Del X 1.2% (avg,) No No No
| ALLETE Minhesota Power MN ¥l X 1.30% Yes No Yes
2 Alliant Energy Co. Interstate Power & Light 14 Vi X n 1.50% No (but eligible) No Ng {but eligible)
S Wisconsin Power & Light Wi V1 XX 0.00% No (but eligible) No Yes [gas]
i vﬁﬂ\l_ﬁclvlgnl Elec Pwr.  Columbus Southern, Ohio Power OH Del X 1.3% (ave) No Yes Yes
e Public §vc_Co. af Oklahoma OK viox 0.00% No Yes Yes
AEP Texas Central, North ™ Del X 0.30% Ne No Yes
- SWEPCO X Vi X 0.30% No No Yes
i [ndiana Michigan Pwr Co. s Vi X 0.90% No No (pending) No (pending)
”71 B _ Appalachian Pwr Co VA V1 X 0.00% No No No
T3 Avista Corp, Avista Utilities WA Vi X X 1% Yes (gas) No No
3 Black Hills Corp. Black Hills Powar SOMT VI X 0.00% No Ne Yes (SD)
Cheyvenne Light WY Vi X X 0.00% No No No
o Colorado Electric Co Vi X 1.00% No No Yes
Gas Uulities K§,NE Del X 0.00% No No No
6 ClecoCarporation  Cleca Power’ LA v X 0.00% No No (but eligible) No
: 7 Con, Edison Co. Con. Ed., Crange & Rockland NY Del X X 1.90% Yes (both) No Yes (electric)
¥73 DPL Ine Davton Power & Light OH Del X 1.3% (avg.) No Yes No
9 DTE Energy Co Detroit Edison MI V1 X X 0.3%- 1% Yes (electric) No Yes
{0 Duke Energy _Duke Energy Carolinas NC VI X 0.75-5.0% No Yes Yes
o _ Duke Energy Cardlinas sC Vi X 0.00% No No (but eligible) Yes
- ~_Duke Energy Chio OH Ded X X 1.3% (avy) Yes (gas) Yes Yes (electric)
) T Duke Encrgy Indiana IN VI X X 0.90% Na No (pending) No (pending)
Southern California Edison . CA ¥ X 0.90% ‘es (hoth) No Yes
_Empire District MO V1 X X 0.00% No No No (but eligible}
B ___ Enteney Ackansas AR VI X 0.00% No No No (pencing)
____Entergy Gulf Stales Lovisiana LA Vi X X 0.00% No Yes No _
N s Enteray Texas TX M X 0.30% No No Yes
____ Entergy Louisiang . LA V) x 1 D0 No b No
77777 Entergy Mississippi M8 V1 X 0.00% No No No
Enlergy New Orleans LA V1 X X 0.00% No Yes No
__FPL Group, Tne Elorida Power & Light FL, VI X 000% No No No (but cligible}
Hawaiian Electric Hawaiian Electric Hi Vi X 1.00% Yes (electric) No Yes
L IDACQORP Idaho Power Co. | Yt X 0.00% Yes (electiic) No No
17 N.W. Natural Gas N.W. Natural Gas CR Del X 0.00% Yes .‘z’:s (cqmmcrcnal and No
. __ industrial customers)
18 NICOR.Inc, NICOR* IL Del X 1.2% {avg.) No Na No
19 Northeast Utilities Connecticut Light & Pawer T Del X 1.00% No (but eligible) No Yes
Western Mass, Electric Co. M Del X 2.40% Yeg No Yes
- Public Service Co. of NH NH VI X 0.00% No No Yes
Yankee Gas* CT Del X 1.00% No Ne No {but eligible)
20 NSTAR NETAR MA Del X X 2.40% Yes (both) No Yes (both)
__21_ PG&E Corp. Pacific Gas & Electric CA Vi X X 0.90% Yes (both) Ne Yes {both)
22 Piedmont Nat'i Gas Picdment Nat'l Gas NC Del X 0.75-5.0% Yes No (but eligibic) No
23 Pinnacle West APS AZ Vi X 2.00% No Yes Yas
24 Portland General Portland General OR VI X 0.00% Yes {both) '.Y’es (ccfmmercxal and No
industrial customers)
25 Progress Energy Progress Energy Florida FL VI X 0.00% No Ne Na {bu eligible)
. Progress Energy Carolina NC Vi X 0.75-5.0% Yes Yes No (pending)
. Progress Energy Carolina 5C VI X 0.00% Yes Yes Na
26 SCANA Corp, South Carolina E&G SC V1 X X 0.00% No No (but eligible) Ne
27 SempraBnergy  San Diego Gas & Electric CA VI X N 0.90% Yes (both) No Yes (both)
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(2 BBl {4 (5] (6] (7]

State Energl y Efficiency

Lility Target Shareholder Incentive
_N_n. _(_Iomg:lrﬂl:le Cnmn:m_v Operating (ompany Jurisdiction Type Elec Gas [_fysgf 2009 /2010 Decoupline LRAM Mechanizgm
28 Southern Co Alabama Powsr AL vl X 0.00% No No Ne
N Creorgia Power, Sav Pwr GA il X 0.00% No Yes Yes
_____ Gulf Power FL Vi X 0.00% No No No (but eligible)
o ] Mississippi Pawer M3 VI X 0.00% No No No
_.29  Socuthwest Gas Southwest Gas NV,AZ Del X 0.6% (NV) No (but eligible) No Yes (NV)
30 TECO Energy, Inc. Tampa Electric Co. FL )il X X 0.00% No No No (but eligiltle)
_ 31 UIL Holdings Co. United [uminating Co. CT Dzl X 1.00% Yes Ng Yes
32 Vectren Corp. Southem Indiana G&E N \il X X 0.90% Yes (Gas) No (pending) No (pending)
CA West ar Energy Westar Encryy K$ Vi X 0.00% No No No
34 Wisconsin Energy : ‘_\i{jscmnsin Electric WI | X X 0.00% No (but eligible) Nao No (but eligible)
35 XNeel Energy Tne, o, N&P-Mimnesota O MN WL X X 1.50% ) Yes (clectric) No Yes (both)
e : NS P-Wisconsin Wl Vi X X 0.00% No (but eligible) Ng No (but eligible)
= .. .. P8CColorada = CO V] X X 1.00% Yes (gas) Ne Yes {electric)
o Southwestem Public Service ™ VI X £.30% No No Yes
Notes

{11 Jurisdiction identifies the jurisdiction(s) for which ratemaking information is provided, but does not necessarily reflect ail jurisdictions in which the utility operates.
[2] A utility is considered "eligible” for a specific ratemaking toal if the Commission has explicitly indicated that it would consider such ratemaking (o1 the legislature has required such
consideration), if the Commission has granted such ratemaking to another utility within the state. of if other similar circumstances are present.

Sourges.

[1]  VI=Verticaily Integrated, Del=Delivery. See Hadaway Exhibit 11.1. Source: Compary 10-K's: select information for AEP, Black Hills. and Hawaiian Electric provided by Regulatory Research
Associates (RRAY, SNL; E1A.861 Database.

[2] Data compiled from Hadaway Exhibit 111 and SNL Financial

[3] Datacompsled from Hadaway Exiubit 11.1 and SNL Financial.

[4] Exhibit 13,4, Tierney Direct Testimony.

[3] AGA. Map of Decoupling, January 2010: Exhibit 13 4. Tierney Direct Testimony. Reflects all utilities currently operating under decoupling or required to subrmnit decoupling proposals to state

COMMISSions.
[} Data compiled from Exhibit 13.4, Tierney direct testimony and the ACEEE, State Energy Profiles, accessed on November 18, 2010, available at hitp://www.aceee.org/sector/state-policy.
[71  Data compiied from Exhibit 13,4, Tiernev direct testimony, the AGA, "Regulatory Approaches to Promoting Energy Efficiency,” accessed on November 18, 2010, available at
http:iwww aga.org/our-issues/energyefficiency/Pages/Regulatoryapproachestoprometingenergyefficiency.aspx. and the ACEEE (2010},
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ComEd Ex. 39.2 (Docket 10-0467): Seligson Group - Energy Efficiency Targets and Ratemaking Issues - 2-Page Exhibit
[3]

(]

2]

(4]

State Enerey Efficiency,

(5]

(6]

ComEd Ex, 39.2

(7]

Urilitv Target Shareholder Tncentive
No,  Comparable Company  Operating Cempany . Jurisdiction  Twpe FElec  Gas fas of 2009 /2010) Decoupling LRAM Mechanism
~Exelon " ComEd T L De X 1.2% (avy) Na No Ng
1 Allegheny Energy ?l:‘:—)'.—::::‘;:;f%\;é:’;: nongahela, FA Wi X 1.00°% Na No No
2 Alliant Energy Co, Interstate Power & Light 1A VI X X 1.50% No tbut eligible) No No {but eligbile)
T Wisconsin Power & Light Wi vl X X 0.00% No (but eligible) No Yes (gas)
3 Ameren Ameren Missouti MO V1 X X 0.00% No No Na (but ¢ligible)
Ameren 1linois Co* L Del X X 1.2% (avy. ) No No No
4 American Elec. Pwr Columbus Southern, Ohio Power CH Del X 15% (avg.) No Yes Yes
Publig Sve. Co. of Qklahoma [a]8 V7 X 0.00% No Yes Yes
_ AEP Texas Central, Notth > Del X 0.30% No No Yes
SWEPCO I Vi X 0.30% No No Yes
Indiana Michigan Pwr Co. IN Nl X 0.50% No No {pending} No (pending)
Appalachian Pwr Co. VA Vi X 0.00% No No No
53 CenrerPoint Energy CenterPoint Eneigy TX Del X X 0.30% No No Yes
) CenterPoint Energy MN MN Del X 1.50% Yes No Yes
N CenterPoint Energy AR AR Del X 0.00% Yes No Na (pending)
CenterPoint Energy LA LA Del X 0.00% Na No (but eiigible) No
N CenterPoint Eneryy M8 MS Del X 0.00% No No No
T CenterPoint Energy OK OK Del X 0.00% No No No
6 CMS Energy CMS Energy M V1 X X 0.3%-1% Yes (gas) No No (but eligible)
7 Con Edison Co. Con, Ed., Orange & Rockland NY Del X X 1.90% Yes (bath) No Yes (electric)
_.8 _ Consledlation Energy Baltimore Gas & Electric MD Dei X X 1.5-1 8% Yes (both) No No
9. Dominion Rescurees | Vitginia Electric and Pover | VA VI X 0.00% No No No
East Ohio Gas Company OH Del X 1.3% (avg ) No Yes No
) Hope Gas Wy Del X 0.00% No No No
)0 DPL Ine, Davton Power & Light OH Del X 1.3% (avi ) No Yes No
b D‘_J'_E__I:?.l).grgy Co. TDetroit Edison [\%1] A% X X 0.3%- 1% Yes (electric) No Yes
[.’bu}e Energy  Duke Energy Carolinas NC Vi X 0.75-5,0% No Yes Yes
. Duke Energy Carglinas s8¢ Vi N 0.00% No No (but eligible) No
. e Duke Energy Ohio OH Del X X 1.3% favg.) Yes (gas) Yes Yes (electiic)
i Duke Energy ludiana IN V1 X X 0.90% No No {pending) Na (pending)
13 Edison [nrernat. Southern California Edison CA Vi X 0.90% Yes (both) No Yes
14 Entergy Corp. Entergy Arkansas AR I X 0.00% No No No (pending)
Entergy Gulf States Lonisiana LA VI X X 0.00% No Yes Na
Entergy Texas TX vl X 0.30% No No Yes
Entergy Lonisiana LA Nl X 0.00% No Yes No
Entergy Mississippi M8 T X 0.00% Ne No No
Entergy New Orleans LA VI X X 0.00% No Yes No
15 FirstEnergy Ohio Edison OH Del X 1.3% (avg.) No Yes Yes
Cleveland Electiic OH Del X 1.3% (avg,) No Yes Yes
Pcnnsgfl\fania Elsctric OH Del X 1.3% (ave.) No Yes Yes
Jersey Central Power & Light CH Del X L.3% (ave ) No Yes Yes
16 FPL Group, Ing. __ Florida Power & Light FL V1 X 0.00% No No Nao (but eligible)
17 NiSouwrcg Columbia Eneruy Group 1N De} X 0.90% Yes No No
e Colombia Gag of Kentueky KY Del X 0.00% Na No No
i Columbia Gag of Penngylvania PA Del X 0.00% No No No
B Columbia Gas of Virginia VA Del X 0.00% No No No
e Cuolumbia Gas of Ohig OH Del b 1.3% Lavp.) Yes Yes No
Marthern Tndiana Publice Serviee Co. MM VI X X 0.90% Yes (gas) No (pending) No (perding)
B . ___ Columbia Gas of Massachusetts MA Del X 2.40% Yes No Yes
18 Northeass Utlines Connecticul Light & Power CcT Del X 1.00% Na (but eligibie) No Yes
o . Western Mass. Electric Co, MA Del X 2.40% s No Yes
e Public Service Co. o NH NH Vi X 0.00% No No Yes
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ComEd Ex. 39.2 (Docket 10-0467): Seligson Group - Energy Efficiency Targets and Ratemaking Issues - 2-Page Exhibit

(1]

(2]

(3]

(4]

State Enerey Efficiency

(51

ComEd Ex. 39.2

(7]

Liglity Target Shareholder Incentive
_No.  Comparable Compan Operating Company Jurisdiction Tvpe Eiee Gas {as of 2009/ 2010} Decoupling LRAM Mechanisny
Yankee Gos* : Del X 1.00% Na (but eligible) No No (but eligibie)
19 NSTAR NSTAR MA Dl X X 2.40% Ves (both} No V¢s (both)
a0 OGE Eaergy . Oklahoma Gas & Electric oK Vi X 0.00% No Yes No (but eligible)
21 Pepeo Holdmgs " potomac Eleetric Power B DC Del X i 0.00% Yes No Yes
B B Adtlantic City Electeic DE D X 2.50% Yes No No
Gelmarva Power & Light DE, MD Del X X 125_310;;:'?51:;)) Yes (MD) No No
_ _?}7 PG&ECorp. Pacific Gas & Electric CA VI X X 0.90% Yes (both) No Yes {both)
2% Tianacle West APS AZ V] X 2.00% No Yes Yes
24 PPL Corp PPL Electric Utilities* PA Del X 1.00% No No No
. Louisviile Gas & Electig KY Vi X X 0.00% Yes (gas) Yes No (but eligible)
25 Progress Energy Progress Enzruy Florida FL, V1 X 0.00% No Na No (bus eligible)
Progress Energy Caroling NC V1 X 0.75-5.0% Yes Yes No (pending)
Progress Energy Carolina SC Y1 X 0.00% Yes Yes No
26 Publi Services Enterprise  PSEG _ NI VI X X 0.00% No No Yes (zas)
27 SCANA Corp. South Carolina E&G sC Vi_ox X 0.00% No No (but cligible) No
28 Sempra Energy §an Diege Gas & Electric CA il X X 0.90% Yes {Both) No Yes (both)
29 Southern Co. Alabama Power AL V1 X 0.00% No No No
e _ Georgia Power. Sav Pwr o GA N X 0.00% No Yes Yes
] ) ) " Gulf Power FL VI N 0.00% No Na Na (bt eligible)
i i Mississippi Power MS VI X 0.00% Mo No No
30 TECQ Energy, Inc, Tampa Electric Co. FL Vi X X 0.00% No Ne No (but eligible)
31 Westar Energy Westar Energy s v X 0.00% No Ne No
32 Wisconsin Encrgy Wisconsin Electric Wl Vi X X 0.00% No (but elipible) No No (but eligible)
33 Xeel Energy Ine. NSP-Minnesota MN vl X _ X 1.50%% Yes (electric) No Yes {both)
__ NSP-Wisconsin Wi VI X X 0.00% No (but eligible} No No (but ¢ligible)
_ PSC Colorada cc W1 X X 1.00% Yes (gas) Mo Yes (electric)
Southwestern Public Service X Vi X 0.30% No Nao Yes
Notes

1] Jurisdiction identifies the jurisdiction{s} for which ratemaking mformation s provided. but does not necessarily reflect all jurisdictions in which the utility operates,

(21 A wiliry ts considesed "eligible” for a speeific ratemaking tool if the Commission has explicitly indicated that it would consider such ratemaking {or the legislature has required such
consideration). if' the Commission has granted such ratemaking to another utility within the state, of if' other similar circumstances are present

131 Dehuarva has a modified fixed variable rate design that partially decouples revennes from sales.

Sourees:

(11 vi=Vertically Integrated, Del=Delivery, See Hadaway Exhibit 11.1. Source: Company 10-K's: select information for AEP. Black Hills, and Hawaiian Electric provided by Regulatory Research

Agsociates IRRA ) SNL;

E1A-86] Database.

{2] Data compiled from Hadaway Exhibit 11.1 and SNL Financial.
[3] Datacompiled from Hadaway Exhibit 11,1 and SNL Financial.
[4] Exhibit 13.4, Tierney Direct Testimony,
5]

commissions,
{

-4

hitp /www.aga org/owr-issuesienergyefficiency/Pages/Regulatoryapproachestopromotingenergyefficiency.aspx. and the ACEEE (2016,
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AGA, Map of Decoupling, January 2010; Exhibit 13.4, Tierney Direct Testimony. Reflects all utilities currently operating under decoupling or required to submit decoupling proposals to state

6] Data compiled from Exhibit 13.4, Tierney direet testimony and the ACEEE, State Energy Profiles, accessed on November 18, 2010, available at http.//www.aceee.org/sector/state-policy.
1 Data compiled trom Exhibit [3.4, Tierney direel testimony, the AGA, "Regulatory Approaches o Promoting Encrgy Etticiency,” accessed on November 18, 2010, available at



ComEd Ex. 39.3
ComEd Ex. 39.3 (Docket 10-0467): McNally Group - Energy Efficiency Targets and Ratemaking Issues

[y 2] B8] (4] 151 (6] (7]
Ltility Target Shareholder Incentive
_ Mo, Comparable Company, Operating Company Jurisdiction  Type Elec Gas (as 012009 /2010) Decoupling LRAM Mechanism
Exelon ComEd IL Del X 1.2% (avg.) No No No
1 AGL Resources Atlanta Gas Light Co. GA Del X 0.00% Yes No No
Chattanooga Gas Company TN Del X 0.00% No No No
Virginia Natural Gas YA Del X 0.00% Yes No No
2 CenterPoint Energy CeuterPoint Energy TX Del X X 0.30% No No Yes
CenterPoint Energy MN MN De! X 1.50% Yes No Yes
N CenterPoint Energy AR AR Del X 0.00% Yes No No
B T CenlerPoint Engrgy LA LA Del X 0.00% No No {but eligible) No
CenterPaint Engrgy MS MS Del X 0.00% No No No
CenterPgint Energy OK QK Del X 0.00% No No No
"3 Con. Edison Co Con, Ed., Orange & Rockland NY Del X X 1.90% Both No Yes (efectric)
4 DTE Energy Co. Detroit Edison M Vi X X 0.3%-1% Yes (electric) Ne Yes
5 Edison Intgrnat. Southern California Edison CA \i X 0.90% Yes (both) No Yes
O Entergy Corp, Enfergy Arkansas AR VI X 0.00% No No No (pending)
o Enteruy Gulf States Louisiana LA VI X X 0.00% No Yes No
Entergy Texas TX VI X 0.30% No No Yes
. ___ Entergy Louisiana La kil X 0.00% No Yes No
e Entergy Mississippi MS Vi X 0.00% No No Na
- ) i Entergy New Orleans LA )2 X X 0.00% No Yes No
7 New Jersey Resources New Jersey Natural Gas NJ Del X 0.00% Yes No No
"8 NextEra Energy Florida Power & Light FL Vi X 0.00% No Na No (but eligible)
"¢ PG&E Com, Pacific Gas & Eleetric Ca Vi X X 0.90% Yes (both) No Yes (both)
10 South Jersey Industries  South Jersey Gas NJ Del X 0.00% Yes No No
" 11 Southern Union New England Gas Company MA Dei X 2.40% Yes No Yes
Missouri Gas Energy MO Del X 0.00% Yes No No
12 TECO Energy, Inc. Tampa Electric Co. FL . Vi X X 0.00% Ng No No (but ejigible)

Notes, .
[17  Jurisdiction identifies the jurisdiction(s) for which ratemaking information is provided, but does not necessarily reflect all jurisdictions in which the utility operates.

[2]1 A utility is considered "cligible” for a specific ratemaking tool if the Commission has explicitly indicated that it wouid consider such ratemaking (or the legislaturs has required such
consideration). if the Cemmission has granted such ratemaking to another utility within the state, of if other similar circumstances are present,

Sources:

[1T vI=Vertically Integrated; Del=Delivery. See Hadaway Exhibit 11.1. Source: Company 10-K's: select information for AEP, Black Hills, and Hawanan Electric provided by Regulatory Research
Assoviates (RRAY, SNL: ETA-861 Database

[2]  Data compiled from Hadaway Exhibit 1117 and SNL Financial.

[3] Data compiled fron Hadaway Exhibit 11.1 and SNL Financial.

[4]  Exhibit 13 4, Tierney Direct Testimony.

[3] AGA. Map of Decoupling. January 2010; Exhibit 13.4, Tierney Direct Testimony. Reflects all utilities currently eperating under decoupling or required to submit decoupling proposals to stat.

cCOmmIssions.

[6] Tata compiled from Exhibit 13.4, Tierney direct testimony and the ACEEE, State Energy Protfiles. accessed on November 18, 2010, available at http://wwiv aceee org/sector/state-policy.
{71 Data compiled from Exhibit 13.4, Tierney dirsct testimony, the AGA, "Regulatory Approaches to Promoting Energy Efficiency,” accessed on November 18, 2010, avaiiable &
http:#/www aga.crg/our-issues/energyetficiency/Pages/Regulatoryapproachestopromotingenergyefficiency aspx, and the ACEEE (2010).
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STATE OF ILLINOIS

ILLINOIS COMMERCE COMMISSION
COMMONWEALTH EDISON COMPANY

No. 10-0467
Proposed general increase in electric rates

VERIFICATION OF SUSAN F. TIERNEY, Pu.D.

I, Susan F. Tierney, Ph.D., being first duly sworn, declare under oath as follows:

1. I am Managing Principal of Analysis Group, Inc. .

2. I submitted Rebuttal Testimony, identified as ComEd Exs. 39.0, 39.1, 39.2 and
39.3, on behalf of Commonwealth Edison Company (“ComEd”) in this proceeding. This
testimony was filed on e-Docket on November 22, 2010. Those pieces of testimony were
prepared by me or under my direction and control. I have personal knowledge of the facts
contained therein or the facts therein are based on business records of ComEd.

Under penalties as provided by law pursuant to Section 1-109 of the Code of Civil
Procedure, the undersigned certifies that the statements set forth in this instrument are true and
correct, except as to matters therein stated to be on information and belief and as to such matters
the undersigned certifies as aforesaid that she verily believes the same to be true,

Susan F. Tierney



