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Introduction

A, Witness Identification

Please state your name and business address.

My name is Martin G. Fruehe. My business address is Commonwealth Edison Company,

Three Lincoln Centre, Qakbrook Terrace, Illinois 60181.

By whom and in what position are you employed?

I am the Manager, Revenue Policy Department, of Commonwealth Edison Company

(“ComEd™).

B. Purpose of Testimony

What fs the purpose of your direct testimony?
I present and support the specific data that “populate” the Schedules and Appendices
discussed in the direct testimony of ComEd witness Kathryn Houtsma, ComEd Exhibit
(“Ex.”) 2.0, for purposes of determining the delivery service revenue requirement to be
used in setting rates for 2012 under ComEd’s rate DSPP - Delivery Service Pricing and
Performance.

These Schedules and Appendices include most of the data provided for under Part
285 of the Illinois Commerce Commission’s (“Commission” or “ICC”) rules. 1 also
present Schedules and work papers consistent with the Schedules and work papers
required to support a delivery service revenue requirement in a general rate case under
Part 285. Table 1 in Section II of my testimony provides a tool to cross reference data
provided in the DSPP Schedules and Appendices with the Part 285 information.

Support for the delivery service revenue requirement components is provided in

my direct testimony and that of Scott Vogt (ComEd Ex. 3.0), Michelle Blaise (ComEd
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Ex. 5.0), Ronald Donovan (ComEd Ex. 6.0), Michael Born (ComEd Ex. 7.0), and John
Hengtgen (ComEd Ex. 8.0). I also support limited components of that revenue
requirement.

I also present information comparing the delivery service revenue requirement to
be used in setting rates in this first period with the delivery service revenue requirement

approved by the Commission in its May 24, 2011 Order in ComEd’s 2010 rate case, ICC

.Docket No. 10-0467.

C. Summary of Conclusions

What are the conclusions of your direct testimony?

The conclusions of my direct testimony are:

)] Delivery Service Revenue Requirement — ComEd’s delivery service revenue
requirement, reflecting adjustments, for purposes of setting the ihitial rates under
the formula rate is $2,040,336,000, and will result in just and reasonable rates.
The initial revenue requirement reflects 2010 actual costs and projected 2011
plant additi.ons, depreciation reserve, and depreciation expense. In the event
House Bill 3036 (the “Trailer Bill”) becomes law, ComEd’s delivery service
revenue requirement, reflecting adjustments, for purposes of setting the initial
rates under the formula rate is $2,030,391,000, and wiI.] result in just and
reasonable rates;

(2)  Rate Base — ComEd’s rate base is $6,647,180,000, reflecting adjustments. In the
event the Trailer Bill becomes law, ComEd’s rate base is $6,647,036,000,
reflecting adjustments;

(3) Operating Expenses and Other Revenues — ComEd’s operating expenses
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before income taxes are $1,422.689,000, and after income taxes are

: $1,7'1 7,021,000, and its Other Revenues are $128,894,000, reflecting adjustments

(and the exclusion of costs recovered under other tariff mechanisms and costs
disallowed in past ICC Orders for reasons other than timing), undér ComEd’s
proposed formula rate. In the event the Trailer Bill becomes law, ComEd’s
operating expenses before income taxes are $1,422,689,000, and after income
taxes are $1,713,068,000, and its Other Revenues are $128,894,000, reflecting
adjustménts (and the exclusion of costs recovered under other tariff mechanisms
and costs disallowed in past ICC Orders for reasons other than timing), under
ComEd’s proposed formula rate;

Gross Revenue Conversion Factor — ComEd’s gross revenue conversion factor
15 1.660;

ComEd’s Overall Weighted Average Cost of Capital (the Rate of Return) -
ComEd’s overall weighted cost of capital (its rate of return) is 8.21%. In the
event the Trailer Bill becomes law, ComEd’s overall weighted cost of capital (its
rate of return) is 8.12%; and 7

Comparison to Order in ICC Docket No. 10-0467 — ComEd’s formula derived

delivery service revenue requirement, reflecting adjustments, of $2,040,336,000 is

- $43,736,000 less than the $2,084,072,000 approved by the Commission in ICC

Docket No. 10-0467. In the event the Trailer Bill becomes law, ComEd’s formula
derived delivery service revenue requirement, reflecting adjustments, of
$2,030,391,000 is $53,681,000 less than the $2,084,072,000 approved by the

Commission in JCC Docket No. 10-0467.
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Itemized Attachments to Direct Testimony

What are the attachments to your direct testimony?

The attachments to my direct testimony are:

M

@)

3)

@

()

ComEd Ex. 4.1 contains the applicable Schedules and Appendices of ComEd’s

proposed formula rate, populated with data reflecting ComEd’s delivery service
revenue requirement and its components for this first period,

¢ Formula Rate Schedules FR A-1, FR A-1-REC, FR A-2, FR A-3, FR A-4,

FR B-1, FR C-1, FR C-2, FR C-3, FR C-4, FR D-1, FR D-2, APP 1, APP -

2, APP 3, APP 4, APP 5, APP 6, APP 7, APP 8, APP 9, APP 10, APP 11,

APP 12 and APP 13;

ComEd Ex. 4.2 contains the work papers that support the Schedules and

Appendices in ComEd Ex. 4.1;
ComEd Ex. 4.3 contains thé alternative Schedules and Appendices of ComEd’s
proposed formula rate, populated with data reflecting ComEd’s delivery service
revenue requirement and its components for this first period in the event that
House Bill 3036 (the “Trailer Bill”") becomes law;

| o FR A-1TB,FRB-171B,FR C-4 TB, FR D-1 TB, APP 3 TB;
ComEd Ex. 4.4 contains the alternative work papers that support the alternative
Schedules and appendices in ComEd Ex. 4.3;
ComEd Ex. 4.5 contains the following “Part 285" Schedules that were required to
be submitted in a general rate case under Part 285:

e Part 285 Schedule As: A-1, A-2, A-2.1, A-4, and A-5;

e Part 285 Schedule Bs: B-1, B-2, B-2.1, B-2.2, B-2.3, B-2.4, B-2.5, B-2.6,
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B-2.7,B-2.8, B-2.9, B-3, B-4, B-5, B5.1, B5.2, B-5.3, B-6, B-7, B-7.1, B-
7.2,B-8,B-8.1, B-9, B-9.1, B-10, B-11, B12, B-13, B-14, and B-15;
e Part 285 Schedule Cs: C-1, C-2, C-2.1, C2.2, C-2.3, C-2.4, C-2.5, C-3,
C-4, C-5, C-5.1, C-5.2, C-5.3, C-54, C-5.5, C-6, C-6.1, C-6.2, C-7, C-8,
C-9, C-10, C-10.1, C-11.1, C-11.2, C-11.3, C-11.4, C-12, C-13, C-14, C-
15, C-16, C-17, C-18, C-19, C-20, C-21, C-22, C-23, C-24, C-25, C-26, C-
27, C-28, C-29, C-30, C-31, C-32, and C-33; and
o Part 285 Schedule Ds: D-1, D-2, D-3, D-4, D-5, D-6, D-7, D-8, D-9, D-
10, D-11.
ComEd Ex. 4.6 contains work .papers thgt support the Part 285 Schedules
included in ComEd Ex. 4.5;
ComEd Ex. 4.7 contains the following alternative Part 285 Schedules in the event
that the “Trailer Bill” becomes law;
o A-17TB, A2 TB, A-4 TB, A-5 1B, B-1 TB, B-8 TB, C-1 TB, C-5 TB, C-
5.4 TB, D-1 TB, D-6 TB;
ComEd Ex. 4.8 contains altémative work papers that support the alternative
Part 285 Schedules included in ComEd Ex. 4.7;
ComEd Ex. 4.9 provides a summary of ComEd’s 2010 incentive compensation
costs and the jurisdictional amount included in ComEd’s revenue requirement;
ComEd Ex. 4.10 provides support for ComEd’s 2010 pension and OPEB expense
and the 2010 actuarial valuation reports from Exelon’s consultant, Towers

Watson.

Unless otherwise noted, the Schedules, Appendices, and work papers in ComEd Exs. 4.1
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through 4.10 have been prepared by me or under my direct supervision.

E. Backeround and Oualifications

What are your responsibilities at ComEd?

As Manager, Revenue Policy Department, I am responsible for the review and evaluation
of potential regulatory alternatives for ComEd, with a focus on financial issues. I am also
responsible for the oversight and coordination of rate case related activities at both the

State and federal levels.

What is your professional experience?

I have been employed by ComEd since 1992. I held the position of Account
Representative from 1992 to 1997, in which I serviced the accounts of many of ComEd’s
large commercial, industrial and governmental customers. In 1998, I was promoted to
the Strategic Analysis Department as an Economic Analyst, where I was responsible for
supporting the capital budgeting process by evaluating the economic performance of
major discretionary investments and performing other operational financial analyses. In
2003, I was promoted to the Regulatory Services and Strategy Department as a Senior

Regulatory Analyst. In that position, I was responsible for the strategic and financial

evaluation of post-2006 regulatory strategies, including power procurement and

associated cost recovery. In 2006, I transferred to the Revenue Policy Department, where
I was responsible for assisting in the determination of ComEd’s revenue requirement and
preparation of regulatory filings with both the Commission and the Federal Energy
Regulatory Commission (“FERC™). in 2007, 1 was named Manager - Rates in the
Revenue Policy Department. My title has subsequently changed to Manager, Revenue

Policy Department.
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‘What is your educational background?
I received a Bachelor of Science Degree in Marketing from Northern Illinois University
in 1987. In 1997, I received a Masters of Business Administration with a concentration

in Finance from DePaul University’s Kellstadt Graduate School of Business.

Deliverv Service Revenue Requirement

What is ComEd’s delivery service revenue requiremeht for this first period under
ComEd’s proposed formula rate?

ComEd’s delivery service revenue requirement, reflecting adjustrnents,‘ for this first
period — the 2012 rate year — under ComEd’s proposed formulé rate is $2,040,336,000.
This revenue requirement is based on a January 2011 forecast. In the event the Trailer

Bill becomes law, the revenue requirement under ComEd’s proposed formula rate is

$2,030, 391,000.

Did you attempt to calculate the revenue requirement in accordance with the
requirements of Sectior 16-108.5 of the Public Utilities Act?

Yes.

Will ComEd’s delivery service revenue requirement under the proposed formula
rate produce rates that are just and reasonable?

Yes. The delivery service revenue requirement includes only those costs that are
prudently incurred and reasonable in amount for the provision of delivery service. - The
components of the revenue requirement are supported by my direct testimony as well as

the other witnesses 1 identified earlier.

- Page 7 of 38
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In the regular course of its business, how does ComEd monitor and control its
expenses and capital expenditures fo help ensure that its costs are reasonable?

In addition to processes and controls at the operational level (which are discussed by
other witnesses), ComEd has rigorous financial controis in place. ComEd maintains
financial controls and processes that allow it to develop, monitor, control, and minimize
its expenses and capital expenditures. ComEd also has a capital project approval process
that we use to evaluate the quantitative and qualitative merits of projects. We also have
an integrated supply function that acquires materials and services in a manner designed to

minimize costs while maintaining quality.

Please summarize the Schedules and Appendices used in calculation of the revenue
requirement and describe briefly what they showT

Table 1 below provides a summary of the Schedules and Appendices used in calculation
of the revenue requirement. The form of the Schedules and Appendices are explained in

further detail in the direct testimony of Kathryn Houtsma (ComEd Ex. 2.0).
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Corresponding

Debt

Schedules Title Description Part 285 Schedules
FR A;1 Net Revenue Reduirement Caiculation of jurisdictional annual revenue requirement (FR A-1),
including reconciliation {(FR A-1-REC). A-5
FR A-2 |Allocators Calculation of applicable allccator factors WPA-5
FR A-3 |ROE Callar Calculation of ROE Collar nfa
- Calculates the difference between previously forecasted revenue
FRA-4  [Reconciiation requirement and actual revenue requirement ha
| FRB-1 [RateBase |durisdictional rate base summary calculation |B-1 !
Calculation of jurisdictional operatirg expenses and taxes other than
FR C-1 |Expenses income c-1
FRC-2 |Depreciation and Amorfization Calculation of current and projected jurisdictional depreciation and .
amortization expense C-12
FRC-3  [Pension Funding Costs Calculation of jurisdictional costs related to ComEd's pension asset G-2
FRC4 T Calculations of the effective income tax rate, interest synchronization, A-2.1, C-5, C-5.3, C-5.4, C-|
i axes permanent 1ax differences, and Gross Revenue Conversion Factor 5.5
. Calculation of ComEd's capital structure, refurn on equity, and weighted
FRD-1  |Costof Capital average cost of capital : D-1
FR D-2 Average Yield on Treasury
- Securities Calculation of the average menthly yield on 30 year U.S. treasuries nfa
Appendices
Includes rate making adjustment to ComEd's rate base, jurisdictional
1 Capita! customer advances, projected plant additions and projected depreciation |B-2, B-4, B-5, B-7, B-8.1, B
reserve increasg, and CWIP not accriuing AFUDC. 15
2 Customer Deposits Calculation of the average menthly balance of customer deposits and
includes the interest accrued on customer deposits, B-13
3 Cash Worki ital
as orking Capita Calculation of ComEd's delivery service cash warking capital requirement |B-8
4 Accumulated Deferred Income [Calculation of the jurisdictional amount of accumuiated deferred income
Taxes taxes ) B-9
Calculation of the jurisdictional amount of regulatory assets, deferred
5 Deferred Charges debils, operating reserves, asset relirement obligations, deferred credits
and other deferred charges B-10
6 Property Held for Future Use in |Calculates the jurisdictional amount of Property Held for Future Use to be
Raie Basz inciuded in rate base B-11,B-12
Includes rate making adjustments to ComEd's operating expenses and
7 Expense identification of unusual expenses greater than $10M to be amoertized WPC-1a, C-2, C-6, C-B.1,
over five years, jurisdictional caleulation of regulatory asset amortization, |C-7, C-8, C-16, C-18, C-
and ideniification of jurisdictional taxes other than income. 19, C-20, C-21, C-26
8 Depreciation Calcuiation of the projected depreciaticn expense B-2,B-4,8-5 B-§, C-12
£l Permanent Tax Impacts Calculation of jurisdictional permanent tax differences c-5,C-5.3
Calculation of jurisdiclional other revenues which offset the revenue
10 Other Revenues requirement : c.23
1 Franchise Delivery Service Calculation of the cost of delivery service provided to municipalities
Value served under Rider FCA, - . C-23
Calculation of ComEd's short term debt cost and baiance, and costs 1o
12 Cost of Short Tern Debt maintain ComEd's credit facilities D-2
Embedded Cost of Long Term
13 Calculation of ComEd's long term debt cost and balance D-3

formula rate Schedules in ComEd Ex. 4.1?

A-1.

Page 9 of 38
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synchronization, and other revenues. It should be noted that any amounts for
reconciliations from previous forecasts are presented on Schedule FR A-1, but because
this is the initial filing of the formula rate, this amount is blank. Additionally, the Return
on Equity collar adjustment is not applicable to Schedule FR A-1 but is applicable to
Schedule FR A-1-REC. The inputs to these components and calculations are présented
on other, supporting Schedules discussed below. In the event the Trailer Bill becomes

law, these schedules will be replaced with Schedules FR A-1 TB and FR A-1-REC TB.

What other Schedules are involved in the development of the delivery service
revenue requirement?

The “FR B,” “FR C,” and “FR D” Schedules in ComEd Ex. 4.1, which relate to rate base,
operating expenses and révenues, and cost of capital, respectively, are also involved in
the development of the delivery service revenue requirement. Additionally, several
Appendices mncluded in ComEd Ex. 4.1 directly support the calculation of the revenue
requirement presented on Schedule FR A-1. These Schedules and the associated

Appendices are discussed in the remainder of my direct testimony.

Rate Base

A, Total Rate Base

‘What is ComEd’s proposed delivery service rate base?

ComEd’s rate base for purposes of determining the delivery service revenue requirement,
as of December 31, 2010 and including 2011 projected plant additions, is $6,647,180,000
(or $6,647,036,000 in the event the Trailer Bill becomes law). As Michelle Blaise
{ComEd Ex. 5.0),‘R0na1d Denovan (ComEd Ex. 6.0), and Michael Born (ComEd Ex.

7.0) testify, the assets in rate base are used and useful and the related investment set forth

Page 10 of 38



202
203

204

205
206
207
208
209
210

211
212
213

214

216
217
218
219

220

221

222
223

224

Docket No. 11-
ComEd Ex. 4.0

in ComEd Ex. 4.1 (Schedule FR B-1) is prudent and reasonable, appropriately

functionalized to delivery service, and appropriate for purposes of determining the

revenue requirement.

‘What is included in ComEd’s rate base?

In brief, ComEd’s rate base includes:

(1

2

3)

(4)

B.

Costs recorded in Distribution Plant Accounts as of Decembgr 31, 2010, such as
land, pbles, cable, transformers, and metefs;

Costs recorded in General Plant and Intangible Plant Accounts as of
December 31, 2010 that support the provision of distribution and customer
service, such as office furniture, vehicles, stores equipment, and capitalized
software as of December 31, 2010;

Costs of Distribution Plant and Generﬁl and Intangible Plant additions (such as
those described above) that are projected to be placed in service by December 31,
2011, with a “roll forward” to December 31, 2011 of the Accumulated Reserve -
for Depreciation and Amortization (the “depreciation reserve™) for plant existing
as of December 31, 2010;

Other assets and habilities that pertain to the appropriate level of capital

investment necessary to provide distribution and customer service, as discussed

below.

Electric Plant m Service at Original Cost

How did ComEd calculate the appropriate level of electric utility plant in service at

original cost included in rate base?

The level of gross investment in electric utility plant in service at original cost included in

Page 11 of 38
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ComEd’s rate base as of December 31, 2010, before projected plant additions, is
$14,357,154,000, calculated by adding $13,047,951,000 of Distribution Plant and
$1,309,203,000 of General and Intangible (“G&I”) Plant as shown in ComEd Ex. 4.1,

Schedule FR B-1, lines 4 through 16. Projected plant additions are discussed below.

What conclusions can be reached about the G&I Plant included in ComEd’s rate
base that related to delivery service functions other than operations?

-ComEd uses G&I Plant in the provision of delivery services to its retail customers. The
majority of the plant is devoted to operational functions that are addressed by Ms. Blaise
(ComEd Ex. 5.0) and Mr. Donovan (ComEd Ex. 6.0). However, such plant is also
acquired for other essential purposes, such as for financial and support systems, which I
am familiar with. The plant acquired for such purposes is acquired using the same
planning, acquisition, cost control, and supply management tools as other plant. It was
reasonable for management to decide to invest in that plant and, in my opinion, that plant

was prudently acquired and placed in service at a reasonable cost.

Is ComEd requesting an original cost finding in this proceeding?
Yes. ComEd requests that the Commission approve the original cost of plant in service

as of December 31, 2010, before adjustments, of $14,357,154,000.

C. Accumulated Provisions for Depreciation and Amortization

What is the total amount of ComEd’s accumulated provisions for depreciation and

amortization?
The total amount of accumulated depreciation as of December 31, 2010, before projected

plant additions, related to ComEd’s rate base was $5,717,587,000, comprised of

Page 12 of 38
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$5,126,074,000 related to Distribution Plant and $591,513,000 related to G&I Plant.
These amounts are summarized on ComEd Ex. 4.1, Schedule FR B-1, lines 17 through

33. The projected increase in accumulated depreciation and amortization is discussed

below.

D. Net Plant Included in Delivery Service Rate Base

How was the level of net plant included in delivery service rate base calculated?
Net plant included in rate base before projected plant additions is $8,639,567,000, and is
calculated by subtracting the total amount of accumulated depreciation from the total

amount of gross plant as shown on ComEd Ex. 4.1, Schedule FR B-1, line 34.

E. Construction Work In Progress

Is any construction work in progress (“CWIP”) included in rate base?

Yes. Rate base includes ComEd’s investments in small or short-term projects that
support the distribution and customer functions, On. which Allowance for Funds Used
During Construction (“AFUDC™) is not being éapitalized. The amount as of
December 31, 2010, was $6,225,000. See ComEd Ex. 4.1, Schedule FR B-1, line 35. It
is important to note that CQlﬁEd is not seéking inclusion as such of the specific projects
that were recorded in CWIP as of year-end 2010. Rather, the overall level of CWIP that
does not accrue AFUDC as of December 31, 2010, is included, and is a reasonable proxy
for the amounts expected to be incurred in future peribds. Michelle Blaise testifies
(ComEd Ex. 5.0) that the amount of CWIP included is reasonable. The testimony of
ComEd witness John Hengtgen (ComEd Ex. 8.0) addresses cash working capital

requirements related to CWIP not accruing AFUDC.
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F. Property Held for Future Use

Has ComEd requested to include any Property Held for Future Use in its delivery
service rate base?

Not at this time.

G. Cash Working Capital

Has ComEd included any cash working capital in its delivery service rate base?

Yes. Rate base includes $49,075,000 for césh working capital as shown on Schedule FR
B-1, line 37. ComEd Witness John Hengtgen (ComEd Ex 8.0} is sponsoring the analysis
of the cash working capital requirement. In the event the Trailer Biil becomes law, rate

base includes $48,931,000 of cash working capital.

H. Accumulated Deferred Income Taxes

What amount of Accumulated Deferred Income Taxes (“ADIT”) was deducted from

rate base?

The appropriate level of ADIT to be deducted from rate base is $1,830,839,000, after
adjustments, as shown in ComEd Ex. 4.1, Schedule FR B-1, line 38. This level was
derived through an analysis of the components of the deferred tax balances and then
either by directly assigning or allocating the items based on the assignment or allocation

of the operating items to which they relate. The jurisdictional amounts allocated to

delivery service are presented in Appendix 4.

L Materials and Supplies

How was the level of Materials and Supplies included in rate base determined?

ComEd included the year-end balance of materials and supplies less the associated
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accounts payable in its rate base. The‘year end balance related to distribution is
$28,925,000. The accounts payable related to distribution was calculated by multiplying
the distribution related materials and supplies balance by the O&M factor included in its
cash working capital. The result of the calculation is an accounts payable balance of
$5,293,000. The net amount of materials and supplies included in rate base is

$23,632,000. See Schedule FR B-1, line 39.

J. Other Assets and Liabilities
What are the other assets included in ComEd’s rate base?
Two categories of other assets are included in rate base. The first, shown on Schedule
FR B-1, line 40 is regulatory assets in the amount of $8,439,000. These assets include a
regulatory asset representing the unamortized balance of $8,439,000 for capitalized
incentive compensation costs that was approved by the Commission in its Order in
ComEd’s 2001 rate case; ICC Docket No. 01-0423 and represents the amount recorded at
year end 2010, |

Deferred debits totaling $4,082,000 comprise the second category, shown on
Schedule FR B-1, line 41. This sum includes {1) Cook County Forest Preserve Fees of
$1,454,000, which represents prepayments made to the Cook County Forest Preserve
District related to licensing fees for distribution lines,. and (2) a Long Term Receivabie
From the Mutual Beneficial Association (MBA) Plan of $2,628,000 which relates to
payments that ComEd has made to the trust on behalf of union employees for short term

disability and for which it is awaiting reimbursement.

What are the other liabilities included in ComEd’s rate base?

The other liabilities, after adjustments, included in rate base are operating reserves of
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$334,157,000, Asset Retirement Obligations of $29,561,000, and Deferred Credits of
$10,755,000. These amounts are reductions to rate base and are summarized on Schedule

FR B-1, lines 42 through 44.

Please describe the operating reserves ComEd has included as a reduction to rate
base.

Operating reserves are recorded in FERC Account 228. The jurisdictional amounts
reducing ComEd’s rate base consist of the following:

(1)  Post-retirement benefits of $280,68.8,000;

(2)  Injuries and damages of $47,463,000; and

(3)  Other miscellaneous environmental liabilities of $6,006,000, primarily related to

the reserve for the remediation of Superfund sites.

Please describe the Asset Retirement Obligations included as a reduction to

ComkEd’s rate base.

The delivery service jurisdictional amount of Asset Retirement Obligations of

$29,561,000 recorded in Account 230 represents asset remaoval costs recovered through

depreciation expense (these costs “were previously recorded in Account 108-

- Accumulated Depreciation and were reclassified in 2005 in accordance with the Uniform

System of Accounts).

Please describe the deferred credits included as a reduction to ComEd’s rate base.
Deferred credits are recorded in FERC Account 253. Jurisdictional deferred credits
reducing ComEd’s rate base are deferred rents of $9,270,000 and $1,485,000 of deferred

benefits for tax deductions related fo the unamortized balance of Accelerated Cost
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Recovery System (“ACRS”) tax credits soid in 1981.

Please describe the other deferred charges included in ComEd’s rate base.

The other deferred charges included in ComEd’s rate base relate to the unamortizéd
balances of one-time expenses greater than $10 miliion that ComEd has removed from its
operating expenses and amortized over a five year period, as required by Section 16-
108.5(c)4)(C) and (F). In particular, ComEd amortized over five years a June 2010
storm expense of $11,079,000 and the recognition of three years of anticipated Illinois
Electric Distribution Tax (IEDT) credits of $38,980,000. The unamortized balance of the
storm expenses, $8,863,000 increases rate base. The unamortized balance of the IEDT
credits of $31,184,000 decreases rate base.. Netting these two balances results in a

decrease to rate base of $22,321,000. See ComEd Ex. 4.1, Appendix 5, lines 31 through

33.

Will the unamortized balance of IEDT credit and the June 2010 storm expense be
reflected in the true-up calculation of 2011 or the projected costs for 20127

No. Per Section 16-108.5(d)(1) of the Act, the true up of the actual .costs incurred during
2011 will be compared to the weighted a\f;erage (by month) of the revenue requirements
in effect in 20111 (ICC Dockets 07-0566 and 10-0467). Since this credit and expense

were actually incurred in 2010, they will no longer be reflected in the formula afier this

filing.

K. Customer Deposits

Flas ComEd accounted for Customer Deposits in its delivery service rate base?
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Yes. ComEd’s rate base is reduced by $129,534,000 for customer deposits. This amount
is shown on ComEd Ex. 4.1, Schedule FR B-1, line 46. ComEd calculated this amount in
a manner consistent with the Commission’s decision in ICC Docket No. 10-0467, by
including the thirteen month average of the total amount of customer deposits (as
opposed to only those associated with delivery service) reduced by the interest accrued

on the deposits. Appendix 2 provides the detailed calculation.

L. Customer Advances

Has ComEd accounted for Customer Advances in its delivery service rate base?

Yes. ComEd receives refundabie distribution sysiem extension deposits from customers
under the terms of Rider DE - Distribution System Extensions, and for customer
advances to begin construction. ComEd has reduced rate base for the customer deposits
and advances that relate to projects that are included in rate base as of December, 2010 in
the amount of $47,520,000. See ComEd Ex. 4.1, Schedule FR B-1, line 47 and Appendix

1, Lines 30 through 37.

M. Projected Plant Additions and Aécumulated Reserve

Are projected plant additions included in rate base?

Yes. ComkEd has included its 2011 projected plant additions of $684,431,000. This
amount consists of $576,236,000 of Distribution Plant additions and $108,195,000 of
Gé&I Plant additions. These amounts are shown on .Schedule FR B-1, lines 50 and 52,
respectively.  Additional detail is providea in ComEd Ex. 4.1, Appendix 1, lines 38

through 46.
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Have adjustments been méde for the projected growth im the accumulated
depreciation reserve?

Yes. ComEd has “rolled forward” its accumulated reserve for depreciation. This is
accomplished by increasing the 2010 accumulatéd reserve by the estimated amount of
depreciation expense for 2011, $363,584,000. This change to the accumulated reserve is
accounted for on ComEd Ex. 4.1, Schedule FR B-1, lines 51 plus 53. Essentially, the
reserve is increased by the estimated 2011 Distribution Plant depreciation expense of
$284,647,000 and the 2011 G&I Plant depreciation expense of $78,937,000. Detailed

calculations are provided on ComEd Ex 4.1, Appendix 1, lines 47 through 55.

Operating Expenses

A. Total Operating Expenses

What are ComkEd’s proposed delivery service operafing expenses supportiﬁg the
proposed revenue requirement?

For the year ending Décember 31, 2010, ComEd’s delivery service operating expenses
before income taxes were $1,422,689,000, and after income taxes $1,717,021,000 (or, if
the Trailer Bili becomes law $1713,068,00), and its Other Revenues were $128,894,000,
reflecting adjustments (and the exclusion of costs recovered under other tariff
mechanisms and costs disallowed in past ICC Orders for reasons other than timing). As
ComEd witnesses Michelle Blaise (ComEd Ex. 5.0} and Ronald Donovan (ComEd
Ex. 6.0) testify, the (l)perating- expenses set forth on-the Schedules in ComEd Ex. 4.1 were

prudently incurred and are reasonable in amount.

What categories of distribution and customer operating expenses, reflecting

adjustments, are included in the delivery service revenue requirement?
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401 A. ComEd’s distribution and customer operating expenses include:
402 (1) Expenses recorded in Operating and Maintenance (“O&M”) Accounts that
403 are functionalized to the distribution function;
404 ) The portion of expenses recorded in other O&M Accounts that are
405 customer-related and appropriately assigned or allocated to the delivery
406 service function; and
407 (3)  The portion of expenses recorded in other Accounts appropriately |
408 assigned or allocated to the delivery service func’;ion, including
409 Administrative and General (A&G) Expenses Accounts, Depreciation and
410 Amortization Expenses Accounts, Taxes Other Than Income Taxes
411 ' Accounts, and Income Taxes Accounts.

412 Q. Which Schedules and Appendices in ComEd Ex. 4.1 support ComEd’s operating

413 expenses and Other Revenues?

414 A, Schedule FR C-1 “Expense,” FR C-2 “Depreciation,” and FR C-3 “Pension Funding” in

415 ComEd Ex. 4.1 support ComEd’s operating expenses. The following Appendices support
416 ComEd’s expenses and Other Revenues: Appendix 7 “Expense,” Appendix 8
417 “Depreciation,” Appendix 10 “Other Revenues,” and Appendix 11 “Franchise Service,”
418 Operating expenses and Other Revenues and their componenté are also reflected in the
419 related Part 285 Schedules and Part 285 work papers. In addition, operating expenses
420 and Other Revenues are reflected in Schedule FR A-1 as indicated earlier.

421 B. Distribution O&M Expenses

422 Q. Generally, what do you mean when you re.fer to distribution O&M expenses?
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Distribution O&M expenses are expenses recorded in FERC Accounts 580 through 598,

which directly relate to the distribution function.

What amount of distribution O&M expense is included in the revenue requirement?
ComEd’s 2010 Distribution O&M expenses ‘were $313,141,000. After reflecting
adjustments, a total of $312,853,000 in distribution O&M expenses recorded in FERC
Accounts 580-598 is inglluded in the revenue requirement. See ComEd Ex. 4.1, Schedule
FR A-1, line 1 and Schédule FR C-1. The prudence, reasonableness and need for these

expenses are addressed by Michelle Blaise in ComEd Ex. 5.0.

C. Customer-Related O&M Expenses, Including Uncollectible Accounts

What are customer-related O&M expenses?

Customer-related expenses are expenses recorded in FERC Accounts 901-910, which
include the costs of maintaining and servicing customer accounts, e.g., meter reading,

customer service, and billing and credit activities,

What amount of custoiner-related expenses is appropriately included in the revenue
requirement?
In determining the revenue requirement, ComEd has adjusted the $316,633,000 of
customer-related expenses for the following:
(1) $84,390,000 reduction to remove the costs associated with ComEd’s energy
efficiency and demand response program recovered under Rider EDA;
(2) 831,137,000 reduction to reflect the non-jurisdictional portion of uncollectible
accounts expense and the rclated outside collection agency costs;

(3) $9,298,000 reduction to remove costs associated with the AMI pilot recovered

Page 21 of 38



445

446

447

448

449

450

451

452

4353

454

455

456

437

458

459

460

461

462

463

464

Docket No., 11-
ComEd Ex. 4.0

through Rider AMP;

(4) $5,000 reduction for certain industry association dues for which recovery is not
being sought;

(5) $1,664,000 reduction to remove general advertising expenses; and

(6) $27,000 reduction to remove CARE expenses.

Adjustments 1 - 6 can be found on ComEd Ex. 4.1, Appendix 7, page 1, lines 1 through
21. After these adjustments, $189,446,000 of FERC Accounts 901-910 directly relate to
and support the delivery service function and are included in the revenue requirement as
shown in ComEd Ex. 4.1, Schedule FR A-1, lines 2 and 3. These expenses are addressed

by Ronald Donovan (ComEd Ex. 6.0). !

How much uncollectible accounts expense is included in the revenue requirement?

$16,671,000. Uncollectible accounts exlpense is generally a function of revenues billed
and has been assigned to the delivery service function by applying the revenue allocator
of 34.87% (Schedule FR A-2, line 27) to ComEd’s total uncollectible expense recorded
in the 2010 FERC Form 1, Account 904. As a result, delivery service uncollectible
expenses are $16,671,000 of the $47,808,000_ of ComEd’s tota] 2010 uncollectible
accounts expense. (See ComEd Ex. 4.1, Schedule FR C-1, line 8 and Appendix 7, page
1, lines 23 through 25.) These expenses are also addressed further in the direct testimony

of Ronald Donovan (ComEd Ex. 6.0).

How does this amount relate to the implementation of the provisions for recovering

" In addition, certain costs recorded in customer accounts (e.g., Accounts 908-909) include
communication and support systems that are not managed by Customer Operations, and my testimony
addresses those expenses as well as expenses in A&G accounts.
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incremental uncollectible costs contained in ComEd’s uncollectibles rider, Rider
UF?

The terms of ComEd’s Rider UF provide that the incremental amounts collected urider
the rider represent the difference between actual uncollectible expense incurred and the
amount included in base rates. Upon approval of new rates in this proceéding, the Base
Distribution Uncollectable (BDU) amount in Rider UF will be decreased to $16,671,000
and the incremental amounts charged or credited under Rider UF will be the difference

between that amount and the actual costs for the relevant period.

D. Incentive Compensation Expenses

Please describe ComEd’s Incentive Compensation Programs.

ComEd has two basic incentive compensation programs: fhe Annual Incentive Program
(“AIP”), and the Long-term Incentive Program (“LTIP”). All ComEd employees
participate in the AIP while the LTIP is applicable to key managers and those at or above

the vice president Jevel.

How much of the 2010 AIP costs has ComEd included in the delivery service
revenue requirement?

After the removal of certain executive compensation and the application of a
jurisdictional allocator, ComEd included $26,101,000 of AIP expense in O&M and

$17,652,000 capitalized AIP in rate base,

Were any of the 2010 AIP goals related to Net Income or Return on Equity goals,
including an affiliate’s earnings per share?

No.
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Please describe the goals associated with the AIP.

There were seven goals, or Key Performance Indicators (KPIs) associated with ComEd’s
2010 AIP which conformed to recent ICC orders regarding recovery of incentive
compensation through rates. The goals focused on cost control (O&M and capital spend),
system performance (outage duration and frequency), customer satisfaction, safety, and
certain company focused and environmental initiatives. ComEd Ex. 4.9 includes a copy

of ComEd’s 2010 AIP.

Is the LTIP exactly the same for key managers as for those at or above the vice

president level?
No. The LTIP available to key managers is based upon meeting individual performance
goals. The LTIP available to vice presidents and above is based upon company-wide

performance goals. Awards for both plans typically vest over three years.”

How much of the 2010 executive LTIP is included in the delivery Service revenue

requirement?

$973,000 of expense is included in O&M and $81,000 of capital is included in rate base.

Were any of the LTIP performance metrics based on goals related to Net Income or
Return on Equity goals, including an affiliate’s earnings per share?
Not for 2010, but during 2008 and 2009, one of the three performance metrics applicable

to the executive LTIP included a return on equity component.

Were these amounts included in 2010 O&M expenses?

ZLTIP for retirement eligible executives is expensed during the year it is awarded. LTIP for all others is
expensed over three years.
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Since the LTIP plans typically vest over three years, one third of the amounts awarded for
2008 and 2009 were expensed in 2010. For the year 2010, no LTIP was awarded to vice

presidents and above thus only amounts for 2008 and 2009 were included in 2010 O&M

expenses.

Did you remove the amounts related to the return on equity metrics from the
revenue requirement?
Yes. $545,000 was removed from jurisdictional O&M expense on Appendix 7, Line 12

and $41,000 was removed form rate base on Appendix 1, Line 7.

Have you provided a summary of incentive compensation costs?

Yes, ComEd Ex 4.9 provides a summary, by FERC account of 2010 AIP and LTIP costs
in total and the jurisdictional amounts included in the revenue requirement. It also
provides a description of each plan’s goals. These descriptions show that ComEd’s
incentive compensation plans are based on the achievement of operational metrics,
including metrics related to bud.gef controls, outage duration and frequency, safety,

customer service, efficiency and productivity, and environmental compliance.

E. Administrative and General Expenses

What types of expenses are included in the Administrative and General Expenses
cafegory?

Under the USOA, A&G Expenses are recorded in Accounts 920-935. Costs included in
those Accounts. generally represent a wide variety of corporate support and overhead
costs that benefit or derive from more than one business function. Major A&G support

areas include the Human Resources, Finance, Legal, Supply Management, Information
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Technology, and Corporate Governance functions. Additionally, the costs of employee
pensions and benefits, including health care for active_and retired employees, as well as
rents, injuries and damages expenses, and regulatory exﬁenses are included in these A&G
Accounts. Finally, as I mentioned eatlier, certain other non-operational costs are recorded
in other accounts. These types of costs all represent expenses ComEd incurs in providing
delivery services to its retail customers. They are managed carefully and with analogous
systems of cost control and review similar to distribution and customer operational
expenses. It was reasonable for ComEd to incur all of these costs and, in my opinion,
they were prudenﬂy incurred and are reasonable in amount. A&G expenses that support |

operations are also discussed by Michelle Blaise (ComEd Ex. 5.0) and Ronald Donovan

(ComEd Ex. 6.0).

Who provides the services covered by Administrative and General expenses?

In general, services are provided either internally by ComEd employees or by other
service providers,- incfuding Exelon Business Services Company (“EBSC”). EBSC
provides corporate governance, technical, and numerous other support services to the
Exelon companies. These services are .provided to ComEd under the terms of the
General Services Agreement approved by the ICC and the Securities and Exchange
Commission. Costs for these services are directly charged to ComEd where possible, and
if costs cannot be directly charged, they are allocated to ComEd and the other Exelon
affiliates utilizing cost-causative allocation factors. In all cases, services provided by
EBSC are billed to ComEd at cost (i.¢., with no mark-up). The process by which ComEd
acquires services from EBSC is a transparent one that assures that ComEd, and in turn

ComEd’s customers, receive good value.
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What amount of pension expense is included in Administrative and General
expenses?

As shown on ComEd Ex. 4.10, page 1, ComEd’s total 2010 pension cost was
$132,472,000, of which $77,362,000 was expensed. The_ jurisdictional amount inciuded
in ComEd’s Administrative and General expenses was $69,022,000. These amounts are
supported by, and reconciled to, the Towers Watson actuarial studies also included in

ComEd Ex. 4.10.

What amount of other post retirement benefit (OPEB) costs is included in A&G?

As shown on ComEd Ex. 4.10, page i, ComEd’s total 2010 OPEB cost was $86,110,000,
of which $49,051,000 was expensed. The jurisdictional amount included in ComEd’s
Administrative and General expenses was $43,754,000. These amounts are supported by,

and reconciled to, the Towers Watson actuarial studies also included in Cded Ex. 4.10.

Please describe the documents included in ComEd Ex. 4.10.

Page 1 providés a summary of ComEd’s 2010 pension and OPEB expenses reconciled to
the 2010 Towers Watson actuarial reports. It also includes a calculation of the
jurisdictionzﬂ amounts included in ComEd’é revenue requirement, Pages 2 through 6 are

a copy of the March 2010 Towers Watson actuarial report that allocates Exelon’s pension

and OPEB costs across the subsidiary companies. Pages 7 through 15 provide

documenté.tion of the 2010 Supplemental Pension Benefit Plan (SERP) cost settiement
charges. Finally, the 2010 Towers Watson Deferred Compensation Unit (DCU) plan

valuation is provided on pages 16 through 21.

What method was used to determine the A&G expenses to be included in the
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delivery service revenue requirement?

The functionalization of the appropriate total A&G expense amount is largely based on
the 2010 relationship of total ComEd delivery service (distribution and customer-related)
wages and salaries included in O&M expenses to the total ComEd wages and salaries
included in O&M expenses, i.e., the wages and salaries allocator. In certain instances,
costs are allocated based on a direct assignment. This method is consistent with the
approach used by ComEd and approved by the Commission in ComEd’s last three rate

cases, ICC Docket No. 05-0597, Docket No. 07-0566, and Docket No. 10-0467.

What amount of A&G expenses is included in the revenue requirement?
$341,550,000. This amount has increased only slightly (0.5%) from the amount allowed
in Docket No. 10-0467 ($339,624,000). These expenses are discussed in large part by

Michelle Blaise (ComEd Ex. 5.0) and Ronald Donovan (ComEd Ex. 6.0).

E. Sales and Marketing Expense

How much sales and marketing O&M expense is included in the revenue

requirement?

No sales and marketing expenses were included in the revenue requirement.

G. Depreciation and Amortization of Electric Utility Plant

How much depreciation and amortization expense of electric utility plant is included

in the revenue requirement?
$405,551,000. The level of 2010 depreciation and amortization expenses included in the
revenue requirement is $389,584,000, comprised of $313,879,000 related to Distribution

Plant and $75,705,000 related to G&I Plant. Additionally, the revenue requirement
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includes $15,967,000 of depreciation expense associated with the 2011 projected plant
additions. See ComEd Ex. 4.1, Schedule FR C-2 for calculations of both the actual 2010

and projected 2011 jurisdictional depreciation expense.

H. Taxes Other than Income

What taxes other than income are included in the revenue requirement?

The level of taxes other than income included in the revenue fequirement is
$109,085,000. In general, these include real estate taxes, the Illinois Electric Distribution
Tax, payroll taxes and several other taxes. A detailed analysis of the taxes other than
income included in the revenue requirement is p_rovided on ComEd Ex. 4.1, Appendix 7,
page 2, lines 43 through 61. The amounts on line 61 represent the taxes prior to final

jurisdictional amounts, which can be found on ComEd Ex. 4.1, Schedule FR C-1, line 12.

1. Income Taxes

What level of income taxes is included in the revenue requirement?

The amount of income taxes included in the revenue requirement is $294,332,000 (see¢
ComEd Ex. 4.1, Schedule FR A-1, lines 18 and 19), which includes the impact of the
projected plant additions. If the Trailer Bill becomes Iaw, this amount is $290,379,000.
Income taxes havelbeen calculated based on the expenses and misceilaneous revenues
assigned or alloéa‘ced to the delivery service function. Because the tax treatment of
revenues and expenses i1s often different from the accounting treatment of those items,
ComEd has analyzed 2010 test year book and tax differences and assigned or allocated
thqse differences to the delivery service function as described in ComEd Ex. 4.1,

Schedule FR C-4 and Appendix 9.

Page 29 of 38



618

619

620

621

622

. 623

624
625
626
627
628
629
630
631

632

634

635

636

637

Docket Ne. 11-
ComEd Ex. 4.0

Miscellaneous Revenues

What miscellaneous revenues are reflected in the calculation of the revenue
requirement?

Based on a detailed analysis of these revenues, $128,894,000, after adjustments, was
directly assigned or allocated to the delivery service function and was therefore deducted
from the revenue requirement. See ComEd Ex. 4.1, Appendix 10 for detailed
calculations. Miscellaneous revenues include $33,479,000 received in connection with
late payment fees and earned finance charges allocated to the delivery service function
based on the methodology approved by the Commission in ICC Docket No. 10-0467,
$8,381,000 for miscellaneous service revenues (for example meter service fees),
$58,064,000 of revenues received as rental payments for facilities recorded in
distribution accounts and included in the delivery service rate base (equipment and meter
rentals, pole attachments, office space subleases, etc.). Other Electric Revenues of
$1,935,000 (namely fees earned from a telephone referral program and reimbursements
for customer requested studies), an adjustment of $4,299,000 to reflect annualized
revenues to be collected from reselling municipalities as compensation for their usage of
a portion of the ComEd distribution systefn, and other adjustments totaling $22,736,000
(inclusion of cost of delivery service recovered under Rider FCA - Franchise Cost
Additions, amounts recovered for facility lighting and others). See ComEd Ex. 4.1,

Appendix 11 for calculation details of the adjustment for Franchise Cost Additions.
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Adjustments, Including Projected Plant Additions

A, Adjustments to Rate Base

What is the net change to the delivery service rate base related to the 2011 projected
plant additions and the increase in the depreciation reserve?

As discussed in Section IIl above, ComEd has included both the 2011 projected plant

" additions and the estimated increase in, or the “roll-forward” of, the depreciation reserve

relating to plant in service as of December 31, 2010. These amounts increased rate base
by a net amount of $320,847,000. The projected plant additions are reasonably expected
to be placed in service by December 2011. These amounts are supported in the direct
testimony of Michelle Blaise. The increase in the depreciation reserve is calculated by
adding the estifnated 2011 depreciation expense to the reserve. This amount reflects the
estimated 2011 depreciation expense on both plant existing as of December 31, 2010 and
the 2011 projected plant additions. These calculations are presented on ComEd Ex. 4.1,

Appendix 1, lines 38 through 55.

Have you made any other adjuétments to rf;lte base?

Yes. ComEd has reduced its delivery service rate base for costs recovered through other
tariffs (for example, 2010 AMI - Advanced Metering Infrastructure pilot costs recovered
through Rider AMP - Advanced Metering Program Adjustment, costs incurred for Rider
PORCB - Purchase of Receivables and Combined Billing, and costs recovered- through
Rider EDA - Energy Efficiency and Demand Response Adjustment). Additionally,
ComkEd reduced its rate base for amounts disallowed in prior ICC rate proceedings for
reasons other than timing (for example, capitalized incentive costs disallowed). These

amounts are presented on ComEd Ex, 4.1, Appendix 1, lines ] through 29).
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B. Adjustments to Operating Expenses and Other Revenues

What types of adjustments has ComEd made to its 2011 operating expenses?

The costs ComEd has removed from its operating expenses include rate-making
adjustments, costs recovered through other tariffs, and voluntary exclusions. Some of
these adjustments have already been described above and include CARE - Customers’
Affordable Reliable Energy costs, bank fees accounted for in the cost of credit facilities,
non-delivery service regulatory costs, and others. ComEd also reduced its operating
expenses for costs recovered through other tariffs (for example, supply administration
costs and residential reai-time pricing). Finally, in an attempt to narrow the potential
issues in dispute, ComEd has voluntarily reduced its operating expenses for expenses
such as a portion of compensation costs of certain executives, half of its corporate jet

costs, and certain jease expenses. These amounts are presented on ComEd Ex. 4.1,

Appendix 7, page 1.

What types of adjustments has ComEd made to its Other Revenues?
ComEd has reduced its Other Revenues by removing the amounis applicable to
transmission services. In particular, the amounts in Accounts 450 and 451 are reduced by

the amounts assigned to fransmission. See ComEd Ex. 4.1 Appendix 10.

Gross Revenue Conversion Factor

What is ComEd’s Gross Revenue Conversion Factor (“GRCF*)?
ComEd’s GRCF is 1.660. Schedule FR C-4, line 13 in ComEd Ex. 4.1 shows the

development of the GRCF.
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VIII. Taxes

Q.

IX.

How is Schedule FR C-4 used in developing ComEd’s delivery service revenue
requirement?

Schedule FR C-4 provides the calculations of ComEd’s effective income tax rate, gross-
up factor for income taxes, interest synchronization deduction, and gross revenue
conversion factor, Schedule FR C-4 also summarizes the permanent tax differences and
amortization of penﬁanent tax differences. These amounts, after application of the gross

revenue conversion factor, reduce the revenue requirement by $3,950,000.

How is Appendix ¢ wused in developing ComEd’s delivery service revenue

requirement?

Appendix 9 provides a detailed analysis of ComEd’s Permanent Tax Differences by
presenting each tax difference on a line-by-line basis and applying a jurisdictional
aliocator. Appendix 9 also identifies ComEd’s Investment Tax Credits and a

jurisdictional calculation of each.

Overall Weighted Cost of Capital (Rate of Refurn)

What is ComEd’s overall weighted cost of capital (rate of return)?
ComEd’s 2010 overall weighted cost of capital (rate of return) is 8.21%. That figure is
derived from the following capital structure and costs, which reflect the full removal of

good will from the capital structure.

Capital Structure Component | Weighting | Cost | Weighted Cost
Common equity 45.54% | 10.25% 4.67%
Long-term debt 53.89% 6.37% 3.43%
Short-term debt 0.57% 1.43% 0.01%
Credit Facility Cost 0.10%
Total weighted average 100% 8.21%
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The capital structure, costs of debt, and the formula components of the rate of
return on common equity are discussed in the direct testimony of Scott Vogt (ComEd Ex.
3.0). Alternatively, if the Trailer Bill becomes law, ComEd’s weighted average cost of

capital is 8.12%.

Capital Structure Component | Weighting | Cost | Weighted Cost
Common equity 45.54% | 10.05% 4.58%
Long-term debt 53.89% | 6.37% 343%
Short-term debt 0.57% 1.43% 0.01%
Credit Facility Cost 0.10%
Total weighted average 100% ' '8.12%

Which Schedules and Appendices in ComEd Exs. 4.1 support ComEd’s rate of

return?

Schedules FR D-1 and FR D-2 and Appendices 12 and 13 in ComEd Ex. 4.1 support

ComEd’s rate of return.

Please explain Schedule FR D-1.
Schedule FR D-1 summarizes ComEd’s overall weighted cost of capital. It provides
calculations of ComEd’s capital structure, weighted costs of each capital structure

component and the overall weighted average cost of capital.

Please explain Schedule- FR D-2.

Schedule FR D-2 calculates the average month]y market yields on 30-year treasury
bonds. This amount is added to the return on equity base of 600 basis points to determine
ComEd’s cost of equity. Alternatively, if the Trailer Bill becomes law, the equity base is

580 basis points.

How is Appendix 12 used in developing ComEd’s delivery service revenue
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requirement?

Appendix 12 shows the calculation of ComEd’s cost and balance of short-term debt, net
of Construction Work in Progress, along with ComEd’s costs to maintain its credit

facilities.

How is Appendix 13 used in developing ComEd’s delivery service revenue

requirement?
Appendix 13 contains the calculation of ComEd’s cost and balance of long-term debt and

lists ComEd’s existing first mortgage bonds, sinking fund debentures, notes and

subordinated deferrable interest debt.

Comparison to Order in ICC Docket No. 10-0467

How does ComEd’s delivery service revenue requirement presented in your
testimony compare with the delivery service revenue requirement approved by the
Commission in ICC Docket No. 10-0467?

ComEd’s formula derived delivery service revenue requirement presented here is
$2,040,336,000, $43,736,000 less than the $2,084,072,000 approved by the Commission
in ICC Docket No. 10-0467. If the Tfailer Bill becomes law, these amount are

$2,030,391,000 and $53,681,000, respectively.

What factors account for the differences between ComEd’s delivery service revenue

requirement presented here and the delivery service revenue requirement approved

by the Commission in ICC Docket No. 10-0467?

The drivers of the differences are illustrated by the following bridge table.
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Table 2
$3 in Millions

10-0467 Final Order Revenue Requirement § 2,084
Change in Effective Rate of Return
Cost of Equity from 10.50% to 10.05% 3 (12)
Capital Structure (14)
Cost of Debt (7)
Credit Facility Fees (h

Total Adjusted Effective Rate of Return $ (34)
State Tax Change from 9.5%to 7.3% (12))
Increased Rate Base 11
Change in Expense
Bad Debt $ (15)
111 Dist Tax Credit Amortization &
Depreciation 19
Pension Asset Return 9
Regulatory Asset Amortization (6)
A&G 2

Total Expense Change ' $ 1
Increased Other Revenues (10)
2011 Formula Rate Revenue Requirement $ 2,040
Trailer Bill Reduction in Cost of Equity $ {10)}
Trailer Bill - Formula Rate Revenue Requirement $ 2,030

As shown in the table above, the majority of the difference results from the lower
effective rate of return embedded in the formula rate and the application of a lower state
income tax. The formulaic approach to determining return on equity results _in this case
in a return on equity 25 basis points lower than what was allowed in the previous rate
case. Additionally, the 2010 capital structure is more leveraged than 2009 (54.46% vs.

52.72% total debt) which drives down the overall cost of capital. Also, the cost of long

term debt as calculated in ComEd Ex. 4.1, Appendik 13 is 15 basis points lower than the

amount allowed in Docket No. 10-0467. This is mainly the result of lower rates realized
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when issuing new debt and refinancing exiéting debt. Finally, credit facility fees were
approximately $1.7 million lower in 2010 than the amounts included in ICC Docket No.
10-0467. |

Next, the final Order in Docket No. 10-0467 appiied the increased 2011 Illinois
State income tax rate of 9.5% as a pro forma adjustment, but the formula applies the rate
in effect in the vear 2010 of 7.3%.

Rate base increased over the amount allowed in ICC Docket No. 10-0467
primarily to due to the increase of all 2011 projected plant additions net of increased
depreciation reserve.

Operating expenses were lower primarily due to a reduction in uncoilectible
expense in 2010 compared to 2009, the accounting accrual for three years’ worth of
Ilinois Electric Distribution Tax credits in 2010 due to ComEd in future years (this credit
is being amortized over five years per operation of the formula), and lower amortization
of regulatory assets in 2010 than allowed in Docket No. 10-0467 (ie., the additional
regulatory asset amortization allowed by the Commission in its final Order as these
amounts were not recognized until 2011 and not included in 2010 costs). These decreases
were offset by increases to depreciation e)x-pense, the return on pension asset, and a small
increase in Administrative and General Expense.

Other Revénues increased in 2010 over 2009 principally due to increased late
payment fees and the greater assignment of the Earned Finance Charges to delivery

services.
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Finally, as reflected in Table 2 above, if the Trailer Bill becomes law, the reduced Return
on Equity base (580 basis points as opposed to 600 basis points) results in an additional
$10 million reduction to the revenue requirement.

Conclusion

What is your overall conclusion regarding the revenue requirement determined

pursuant to the formula rate?
It will produce just and reasonable rates. ComEd has applied the formula set forth in the

testimony of Kathryn Houtsma and populated and supported it with the Schedules and

Appendices attached to my testimony.

Does this complete your direct testimony?

Yes,
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