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l. Introduction and Purpose

A. Identification of Witness

What is your name and business address?
Kevin J. Waden, Commonwealth Edison Company (“ComEd”), Three Lincoln Centre,

Oakbrook Terrace, Illinois 60181.

Q. By whom are you employed and in what capacity?

I am employed by ComEd as its Vice President and Controller.

B. Purpose of Testimony

Q. What is the purpose of your direct testimony?
The purpose of my direct testimony is to explain ComEd’s reconciliation of revenues
collected under Rider UF — Uncollectible Factors (“Rider UF”) with the actual
uncollectible costs incurred by ComEd that were prudently incurred and reasonable in
amount, as recorded in ComEd’s accounting records, for the calendar year 2010. Rider
UF’s operation is relatively straightforward, and assures that ComEd recovers from
customers its actual uncollectible costs, no more and no less. To that end, I also discuss
the impact of the 2010 balancing factor, which will increase the amounts otherwise to be
recovered from most retail customers beginning with the September 2012 monthly billing

period.

C. Identification of Exhibits

Q. What exhibits are attached to and incorporated in your direct testimony?

I have attached the following exhibits to my testimony:
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ComEd Exhibit (“*Ex.”) 2.1: Relevant tariff sheets from ComEd’s “Compliance Filing

ICC Docket No. 07-0566", submitted to the Illinois Commerce Commission (“ICC” or

“Commission”) on September 12, 2008, effective September 16, 2008.

ComEd Ex. 2.2: ComEd’s Informational Sheets Filed to Incorporate Changes to

Incremental Uncollectible Cost Factors, submitted to the ICC on May 19, 2011,
applicable beginning with the June 2011 monthly billing period, and the supporting

workpapers transmitted electronically to the Staff of the Commission on May 20, 2011.

ComEd Ex. 2.3: Relevant tariff sheets from ComEd’s “Compliance Filing ICC Docket

No. 10-0467”, submitted to the ICC on May 25, 2011, effective June 1, 2011, and
ComEd’s Informational Sheets Filed to Incorporate Changes to Incremental Uncollectible
Cost Factors, applicable beginning with the June 2011 monthly billing period, and the
supporting workpapers transmitted electronically to the Staff of the Commission on May

25, 2011.

ComEd Ex. 2.4: ComEd’s “Informational Sheets Filed to Incorporate Changes to

Incremental Uncollectible Cost Factors”, submitted to the ICC on August 18, 2011,
applicable beginning with the September 2011 monthly billing period, and the supporting
workpapers transmitted electronically to the Staff of the Commission on August 19,

2011.

ComEd Ex. 2.5: ComkEd’s Informational Sheets Filed to Incorporate Changes to

Incremental Uncollectible Cost Factors, submitted to the ICC on May 17, 2012,

applicable beginning with the June 2012 monthly billing period, and the supporting
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workpapers transmitted electronically to the Staff of the Commission on May 17 and

May 18, 2012.

ComEd Ex. 2.6: Relevant tariff sheets from ComEd’s “Compliance Filing ICC Docket

No. 11-0721”, submitted to the ICC on June 6, 2012, effective June 20, 2012, and
ComEd’s Informational Sheets Filed to Incorporate Changes to Incremental Uncollectible
Cost Factors, applicable beginning with June 20, 2012 billings, and the supporting

workpapers transmitted electronically to the Staff of the Commission on June 6, 2012.

ComEd Ex. 2.7: ComEd’s “Informational Sheets Filed to Incorporate Changes to

Incremental Uncollectible Cost Factors”, submitted to the ICC on August 17, 2012,
applicable beginning with the September 2012 monthly billing period, and the supporting
workpapers transmitted electronically to the Staff of the Commission on August 20,

2012.

ComEd Ex. 2.8: Report entitled “2012 ComEd Rider Uncollectible Factors Review”.

D. Background and Experience

Mr. Waden, please summarize your duties and responsibilities in your current
position.

In my current role as Vice President and Controller for ComEd, | am responsible for
ComEd’s accounting operations and associated internal controls as well as its external
financial report filings with the Securities and Exchange Commission, the Federal Energy
Regulatory Commission (“FERC”), and the ICC. Additionally, 1 am responsible for
accounting research at ComEd, including the implementation of new accounting

standards.
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Mr. Waden, please summarize your educational background and professional
experience.

I graduated with honors from Augustana College, Rock Island, Illinois in 1992 with a
Bachelor’s degree in Accounting and Business Administration. | am also a 1998
graduate of Northwestern University’s J.L. Kellogg Graduate School of Management,
where | earned a Master of Business Administration degree in finance, real estate and
organizational behavior. Additionally, I am a licensed Certified Public Accountant in the

State of Illinois and a member of the American Institute of Certified Public Accountants.

I began my career at Arthur Andersen, LLP in 1993 in the audit practice of the
Chicago office as a staff auditor. Over the next nine years, my responsibilities at Arthur
Andersen continued to expand, and | received several promotions, ultimately to the level
of experienced manager. A significant portion of my time at Arthur Andersen was
focused on the energy industry, which included working with ComEd from 1995 through
2000. In May 2002, | joined ComEd as the Manager of Financial Reporting. In
September 2003, | was promoted to Director of Financial Reporting and Accounting
Research for Exelon Energy Delivery, LLC. In January 2007, | became the Director of
Accounting Operations for ComEd, and in January 2008, my role expanded to cover both
Accounting Operations and Financial Reporting. | was promoted to my current position

effective August 2009.

Summary of Operation of Rider UF

Please generally describe Rider UF.
The purpose and intent of Rider UF is to pass through to retail customers the applicable

uncollectible costs incurred by ComEd. To this end, Rider UF prescribes the method of
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computing the charges or credits that reflect the incremental difference between ComEd’s
actual uncollectible amount, set forth as its “Uncollectible Accounts” (Account No. 904)
in its FERC Form No. 1: Annual Report of Major Electric Utilities, Licensees and Others
(“*FERC Form 1”) and the uncollectible amount associated with the recovery of
uncollectible costs accrued through the application of existing charges. Each May,
ComeEd files with the Commission an informational filing that reflects this incremental
difference from the prior calendar year through revised incremental uncollectible cost
factors applicable for the 12-month period beginning with the June monthly billing period

and extending through the following May monthly billing period.

Following the application of the incremental uncollectible cost factors, ComEd
calculates a balancing factor for each of the customer groups described in Rider UF.
Each balancing factor reflects the difference between the incremental uncollectible cost
for a given year and the amounts accrued for such incremental amount through the
application of the incremental uncollectible cost factors. Rider UF provides that
balancing factors be applied beginning with the next September monthly billing period.
The balancing factors related to the 2010 incremental uncollectible factors reflect a
cumulative under collection of Rider UF revenues. Therefore, the application of the
balancing factors beginning in September 2012 will increase the amount otherwise to be

recovered from all retail customers.

Please describe the uncollectible costs recoverable through Rider UF.
The costs recoverable through Rider UF are equal to the bad debt expense recorded in
Account No. 904 of FERC Form 1 for the applicable year that are related to distribution

and supply service provided to retail customers. The activities related to managing bad
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debt that are undertaken by ComEd are described in more detail in the direct testimony of

William B. DeLoach. See ComEd Ex. 3.0.

ComEd accrues the estimated allowance for the uncollectible accounts expense on
customer receivables and records such estimate in FERC Form 1 Account No. 904
(Uncollectible Accounts) and Account No. 144 (Accumulated Provision for Uncollectible

Accounts).

How does ComEd recover the uncollectible amounts through existing charges?

Consistent with the Commission rate case order in effect during 2010, a specific amount
of uncollectible costs associated with distribution service was reflected in the distribution
revenue requirement in 2010. Therefore, ComEd recovered these costs through the
application of Customer Charges, Standard Metering Service Charges, Distribution
Facilities Charges, and the Illinois Electricity Distribution Tax Charge (“IEDT”)
(collectively, the “standard delivery service charges™), in accordance with the provisions
of Rate BES — Basic Electric Service (“Rate BES”), Rate BESH — Basic Electric Service
Hourly Pricing (“Rate BESH”), and Rate RDS — Retail Delivery Service (“Rate RDS”).
Concerning electric power and energy supply and transmission service, ComEd recovers
its uncollectible costs through the application of a multiplier adjustment to base supply-
related charges. Specifically, the adjustment is included in the Purchased Electricity
Charges and PJM Services Charges applied in accordance with the provisions of Rate
BES, as well as in the Capacity Charges, Hourly Energy Charges, PJM Services Charges,
and Miscellaneous Component Charges applied in accordance with the provisions of Rate

BESH and Rider PPO — Power Purchase Option (“Rider PPO”). These multipliers are
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also set by the Commission in its most recent rate case order, and are identified in Rider

UF as the base uncollectible cost factors (“BUFs”).

How does ComEd recover the incremental difference between its actual
uncollectible amount, set forth as its bad debt expense in Account No. 904 in its
FERC Form 1, and the uncollectible amounts included in its existing rates?

Rider UF provides for the determination of incremental uncollectible cost factors that are
applied as multipliers to base charges. Distinct incremental cost factors are determined
for three different customer groupings: residential customers; nonresidential customers
to which the Watt-Hour Delivery Class, Small Load Delivery Class, Medium Load
Delivery Class, and Large Load Delivery Class are applicable; and all other customers.
Further, as | describe below, Rider UF provides for the determination and application of
two sets of incremental uncollectible cost factors — incremental supply uncollectible cost

factors (“ISUFs”) and incremental distribution uncollectible cost factors (“IDUFs”).

ISUFs are determined to provide for the recovery of incremental uncollectible
costs associated with the supply of electricity by ComEd to its customers, and are applied
only to customers for which ComEd supplies electric power and energy. ISUFs
determined in accordance with Rider UF are applied as multipliers to the Purchased
Electricity Charges and PJM Service Charges in accordance with the provisions of Rate
BES. As previously noted, separate ISUFs are determined for the three different
customer groupings. A system average ISUF, consistent with current tariff provisions, is
applied as a multiplier in the computation of the Capacity Charges, Hourly Energy

Charges, PJM Services Charges, and Miscellaneous Component Charges in accordance
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with the provisions of Rate BESH and Rider PPO. ISUFs are applied in addition to the

application of the previously described BUFs.

IDUFs, on the other hand, are determined to provide for the recovery of the
remaining incremental uncollectible costs incurred by ComEd and are applicable to all
customers. IDUFs determined in accordance with the provisions of Rider UF are applied
as multipliers to the standard delivery service charges, as shown in Rate RDS. These
charges with the adjustment due to the application of the multipliers are applied to
customers in accordance with the provisions in Rate BES, Rate BESH, or Rate RDS, as
applicable. Like ISUFs, IDUFs are determined for the three different customer

groupings.

How are the ISUFs and IDUFs determined and applied?

Rider UF provides the equations used to determine the applicable IDUFs and ISUFs that
effectuate the recovery of the incremental difference between ComEd’s bad debt expense
in Account No. 904 in its FERC Form 1 for a given calendar year and the uncollectible
amounts associated with the recovery of uncollectible costs accrued through the
application of existing charges during that year. These IDUFs and ISUFs addressed in
this testimony were applicable beginning with the June 2011 monthly billing period and

extending through the May 2012 monthly billing period.

Does Rider UF include any further adjustments following the application of the
IDUFs and ISUFs?
Yes, it does. To ensure there is no over or under collection of uncollectible costs, Rider

UF includes balancing factors that ComEd determines each year. Beginning with the
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September 2012 monthly billing period, a distribution balancing factor (“DBF”) for 2010
will be incorporated into the determination of each IDUF and a supply balancing factor

(“SBF”) will be incorporated into the determination of each ISUF.

e DBF: A DBF is determined each year for each of the three customer groups. For
example, using 2011 as an exemplar year, the DBF would be the difference
between the incremental distribution uncollectible cost for 2011 for that group
and the amounts accrued for such incremental amount through the application of
the IDUF for that group during the June 2012 monthly billing period through the

May 2013 monthly billing period.

e SBF: Similarly, an SBF is determined each year for each of the three customer
groupings. Using 2011 again as an exemplar year, the SBF would be the
difference between the incremental supply uncollectible cost for 2011 for that
group and the amounts accrued for such incremental amount through the
application of the ISUF for the group during the June 2012 monthly billing period

through the May 2013 monthly billing period.

Continuing with the 2011 example, because the balancing factors cannot be determined
until after such May monthly billing period in 2013, Rider UF would provide for the
application of the balancing factors only during the nine monthly billing periods
beginning with the September 2013 monthly billing period and extending through the

following May 2014 monthly billing period.
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Calculation of Rider UF Factors for Applicable Periods

A. 2010 Reconciliation Period

During 2010, how did ComEd recover uncollectible costs through existing charges?

As | described above, ComEd recovered the uncollectible amounts included in existing
charges through the BUFs that were in effect during the year 2010. Specifically, during
the period beginning January 1, 2010 and extending through December 31, 2010, ComEd
applied the BUFs consistent with the Commission’s 2007 Rate Case Order. See ComEd
Ex. 2.1; Commonwealth Edison Co., ICC Docket No. 07-0566, Final Order (September

10, 2008).

How did ComEd calculate the 2010 ISUFs and IDUFs?

This information is provided in ComEd Ex. 2.3 attached to my direct testimony, which
includes ComEd’s “Incremental Uncollectible Cost Factors Informational Sheet”
submitted to the Commission on May 25, 2011, for charges to be effective beginning
with the June 2011 monthly billing period and extending through the May 2012 monthly
billing period, as well as the supporting workpapers that were provided electronically to
the Staff of the Commission. The first and second pages are the transmittal letter for the
compliance filing made pursuant to the Commission’s May 24, 2011 Order in ICC
Docket No. 10-0467, and included within the attachments are the incremental
uncollectible cost factors to be effective beginning with the June 2011 monthly billing
period and extending through the May 2012 monthly billing period. The relevant

informational sheet sets forth the incremental uncollectible cost factors as follows:
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2010 IDUFs 2010 ISUFs
Residential 1.0011 0.9984
Nonresidential 1.0027 1.0046
All Others 1.0003 0.9984

Docket No. 12-

In support of these factors, Schedule I of the supporting Incremental Uncollectible
Cost Factors workpaper provides the summary computations of the 2010 incremental
uncollectible cost factors. See ComEd Ex. 2.3. For each of the separate retail customer
groupings (Residential, Nonresidential, and All Others) applicable to distribution and
supply (Column A), the following information is provided: Column B sets forth the
allocated uncollectible costs recorded in the 2010 FERC Form 1 Account No. 904;
Column C shows the uncollectible revenues accrued through rates during 2010; Column
D includes the under or over recovery of uncollectible costs during 2010; Column E sets
forth the expected revenues for the June 2011 through May 2012 billing periods; and
Column F shows the 2010 IDUFs and ISUFs ((1 + Column D) divided by Column E).
Schedules 11, 111, 1V, and V support Schedule I. Schedules Il and Il provide more
detailed calculations of the 2010 IDUFs and ISUFs, Schedule 1V sets forth the calculation
of the 2010 Delivery Uncollectible Revenue (“DUR”), and Schedule V shows the
allocation of uncollectible costs between supply and distribution based on the 2010 FERC

Form 1 Account No. 904.

The 2010 IDUFs and ISUFs reflected in ComEd Ex. 2.3 were revised in August
2011 to incorporate the balancing factors for the prior reconciliation period. See ComEd

Ex. 2.4.
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How were the 2010 incremental uncollectible cost factors applied to ComEd’s
customers?

As | described above, the applicable 2010 ISUF or IDUF was applied as a multiplier to
the relevant charges beginning with the June 2011 monthly billing period and extending

through the May 2012 monthly billing period.

B. Balancing Factors

Has ComEd submitted an informational filing to the Commission that sets forth the
balancing factors to be applied beginning in September 2012?

Yes. As required by Rider UF, on August 17, 2012, ComEd submitted its “Informational
Sheets Filed to Incorporate Changes to Incremental Uncollectible Cost Factors.” See
ComEd Ex. 2.7. On August 20, 2012, ComEd also transmitted electronically to
Commission Staff the workpapers supporting the computations of the balancing factors.
See id. As prescribed by Rider UF, for each customer group the DBF is the difference
between the incremental distribution uncollectible costs for the year 2010 for that group
and the amounts accrued for such incremental amounts through the application of the
IDUFs for that group during the June 2011 through May 2012 monthly billing periods.
Similarly, for each customer group the SBF is the difference between the incremental
supply uncollectible costs for the year 2010 for that group and the amounts accrued for
such incremental amounts through the application of the ISUFs for that group during the

June 2011 through May 2012 monthly billing periods.
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Description of Annual Report

Is ComEd filing an annual report with the Commission, as required by Rider UF?

Yes. ComEd’s Annual Report to the Illinois Commerce Commission Concerning the
Operation of Rider UF — Uncollectible Factors, Regarding the Recovery of Incremental
Uncollectible Costs for the Period Beginning June 1, 2011 and Extending through May
31, 2012 (*Annual Report™) is filed as ComEd Ex. 1.0. Specifically, Rider UF requires
ComEd to file each year “[0]n or before August 31 ... a petition with the ICC to initiate a
review of the reconciliation of the Company’s uncollectible costs incurred during
calendar year X-2 and its recovery of such costs beginning with the June monthly billing
period in year X-1 extending through the May monthly billing period in year X.” Rider
UF, Ill. C. C. No. 10, 2nd Revised Sheet No. 267.15. Rider UF also requires that ComEd
“provide a report with such petition addressing the operation of th[e] rider.” Id. This
report must include “(a) schedules with detailed work papers showing the determination
of any IDUFcs, ISUFcs, and IDUFsyss that were applied for the period under review; and
(b) the results of the internal audit described in the Annual Audit section of th[e] rider.”

Id. In addition, the report must be verified by an officer of the Company.

Does the Annual Report include the required schedules and workpapers?

Yes. As prescribed by Rider UF, the Annual Report consists of a summary page that sets
forth the 2010 IDUF and ISUF, as well as the balancing factors to be applied beginning
with the September 2012 monthly billing period. The summary page further provides
citations to the relevant supporting workpapers previously transmitted to Commission

Staff and attached to my direct testimony as ComEd Exs. 2.3 and 2.4. In addition, my
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Verification of the Annual Report is attached to the Verified Petition of Commonwealth

Edison Company for Reconciliation Under Rider UF — Uncollectible Factors.

Q. Does the Annual Report include the results of an internal audit that was conducted

consistent with the Annual Audit section of Rider UF?

Yes. As required by Rider UF, the Annual Report includes “the results of the internal

audit described in the Annual Audit section of [Rider UF].” Rider UF, Ill. C. C. No. 10,

2nd Revised Sheet No. 267.15. Consistent with this section, Exelon’s internal audit team

performed testing to ensure that:

Docket No. 12-

Costs recovered pursuant to Rider UF are recovered only through the rider
and are not also being recovered inappropriately through charges imposed
under other tariffs;

IDUFcs and ISUF¢s determined pursuant to Rider UF that are included in
retail customers’ bills for electric service are properly calculated in
accordance with the provisions of Rider UF;

IDUFcs and ISUF¢s determined pursuant to Rider UF that are included in
retail customers’ bills for electric service are properly applied to such bills
during the proper monthly billing period;

Revenues or credits accrued from the application of Rider UF are correctly
stated and recorded for accounting purposes;

Costs recovered pursuant to Rider UF are properly identified, recorded,
and reflected in computations made pursuant to Rider UF;

Applicable uncollectible expenses, as reported in the FERC Form 1 or as
net write-offs, are identified, recorded and properly reflected in
calculations and reconciliations made in accordance with the provisions of
Rider UF; and

Bad debt expenses or net write-offs, as applicable, associated with
receivables purchased by ComEd in accordance with the provisions of
Section 16-118 of the Act are not recovered through the application of
Rider UF.
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309 As explained in ComEd Ex. 2.8, the audit found that the control activities are effective at

310 mitigating the financial risks mentioned above and no material issues were discovered as
311 a result of these tests.
312 Q. Does this conclude your direct testimony?

313 A Yes.
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