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INTRODUCTION

A. Witness ldentification

What is your name and business address?
My name is Sandeep S. Menon. My business address is Three Lincoln Centre, Oakbrook

Terrace, Illinois 60181.

By whom and in what position are you employed?

I am the Manager, Revenue Policy, of Commonwealth Edison Company (“ComEd”).

B. Purpose of Direct Testimony

What is the purpose of your direct testimony?

My direct testimony has two principal purposes. First, I present the details underlying the
calculation of the three revenue requirements to be determined in this case: (1) the 2013
Reconciliation Revenue Requirement, (2) the 2015 Initial Rate Year Revenue

Requirement, and (3) the 2015 Rate Year Net Revenue Requirement.

. ComEd’s “2013 Reconciliation Revenue Requirement” is based upon actual costs
incurred in 2013 inclusive of ratemaking adjustments. This revenue requirement
is used to “reconcile” the 2013 actual costs to the revenue requirements in effect
during 2013, in accordance with Section 16-108.5(d)(1) of the Public Utilities Act
(“PUA”). The difference between the 2013 Reconciliation Revenue Requirement
and the revenue requirements in effect in 2013 is the 2013 reconciliation
adjustment, before interest is applied. The 2013 reconciliation is also discussed

by Ms. Christine M. Brinkman (ComEd Exhibit (“Ex.”) 2.0).
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. I also provide the calculation of the “2015 Initial Rate Year Revenue
Requirement” which includes ComEd’s 2013 actual costs plus 2014 projected
plant additions, associated depreciation reserve and Accumulated Deferred
Income Tax (“ADIT”) roll-forward, and projected depreciation expense

adjustments.

. Finally, the reconciliation amount as described by Ms. Brinkman (ComEd Ex.
2.0) is added to (or subtracted from) the 2015 Initial Rate Year Revenue
Requirement to determine the “2015 Rate Year Net Revenue Requirement,”

which will go into effect in January 2015.

Second, | present and support the specific data that “populate” the Schedules and
Appendices that comprise the revenue requirement formula for purposes of determining
the 2015 Rate Year Net Revenue Requirement to be used in setting delivery service
charges for the 2015 Rate Year under ComEd’s Rate DSPP - Delivery Service Pricing
and Performance (“Rate DSPP”). This provides the support for my calculations
referenced above. These Schedules and Appendices include most of the data provided
for under Part 285 of the Illinois Commerce Commission’s (“Commission” or “ICC”)
rules, 83 Ill. Admin. Code § 285 (“Part 285”), although the Schedules and Appendices
differ from the Part 285 schedules. 1 also present additional schedules and workpapers
consistent with the schedules and workpapers required to support a delivery service
revenue requirement in a general rate case under Part 285.

Support for the delivery service revenue requirement components is provided in

my direct testimony and that of Ms. Brinkman (ComEd Ex. 2.0), Mr. John Hengtgen
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(ComEd Ex. 4.0), Mr. Kevin H. Garrido (ComEd Ex. 5.0), Mr. Michael C. Moy (ComEd

Ex. 6.0) and Mr. Ronald E. Donovan (ComEd Ex. 7.0).

C. Summary of Conclusions

What are the conclusions of your direct testimony?
The conclusions of my direct testimony are: (1) ComEd’s 2013 Reconciliation Revenue
Requirement based upon actual 2013 costs is $2,254,093,000; (2) ComEd’s 2015 Initial
Rate Year Revenue Requirement is $2,364,340,000; and (3) ComEd’s 2015 Rate Year
Net Revenue Requirement, to go into effect in January 2015, is $2,625,100,000. More
specifically:

(1) 2013 Reconciliation Revenue Requirement. The 2013 Reconciliation Revenue

Requirement of $2,254,093,000 is based on the following components:

Rate Base — ComEd’s 2013 actual rate base was $6,615,916,000,

reflecting adjustments.

Operating Expenses and Other Revenues — ComEd’s 2013 actual
operating expenses before income taxes were $1,736,648,000, after
including income taxes were $1,995,210,000, and its Other Revenues were
$129,785,000, reflecting adjustments (and the exclusion of costs recovered
under other tariff mechanisms and costs disallowed in past ICC orders for
reasons other than timing or in certain cases insufficiency of evidence) in
ComEd’s revenue requirement formula as referred to in Schedule (“Sch”)

FR A-1 - REC, attached to my direct testimony in ComEd Ex. 3.01.

ComEd’s Overall Weighted Average Cost of Capital — ComEd’s

overall weighted average cost of capital (its rate of return on its rate base)
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IS 7.04% for the reconciliation calculation, the key components of which

are also discussed by Mr. Garrido (ComEd Ex. 5.0).

Reconciliation of Delivery Service Revenue Requirement for 2013. The
reconciliation of the 2013 Reconciliation Revenue Requirement and the revenue
requirements in effect in 2013 (i.e., the former minus the latter) is $226,593,000,
before interest, and $260,760,000 with interest. These calculations are further

discussed by Ms. Brinkman (ComEd Ex. 2.0).

2015 Initial Rate Year Revenue Requirement. The 2015 Initial Rate Year

Revenue Requirement of $2,364,340,000 is based on the following components:

Rate Base — ComEd’s rate base is $7,389,024,000, reflecting adjustments.
ComEd’s projected plant additions for 2014 (discussed in more detail by
ComEd witnesses Mr. Moy, Mr. Donovan, and Mr. Born (ComEd EXs.

6.0, 7.0, and 9.0, respectively) are $1,250,338,000 (gross amount).

Operating Expenses and Other Revenues — ComEd’s operating
expenses before income taxes are $1,767,174,000, after income taxes are
$2,058,561,000, and its Other Revenues are $129,785,000, reflecting
adjustments (and the exclusion of costs recovered under other tariff
mechanisms and costs disallowed in past ICC Orders for reasons other
than timing or insufficiency of evidence) and are shown in ComEd’s
revenue requirement in Sch. FR A-1, attached to my direct testimony in

ComkEd Ex. 3.01.

ComEd’s Overall Weighted Average Cost of Capital — ComEd’s

overall weighted average cost of capital for the 2015 Initial Rate Year
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Revenue Requirement is 7.06%, the key components of which are also

discussed by Mr. Garrido (ComEd Ex. 5.0).

2015 Rate Year Net Revenue Requirement. ComEd’s 2015 Rate Year Net
Revenue Requirement is $2,625,100,000 and is comprised of ComEd’s 2015
Initial Rate Year Revenue Requirement of $2,364,340,000 and the 2013
reconciliation amount of $260,760,000 (with interest). These calculations are

further discussed by Ms. Brinkman (ComEd EXx. 2.0).

Gross Revenue Conversion Factor. ComEd’s gross revenue conversion factor
is 1.7000 for the 2013 Reconciliation Revenue Requirement, the 2015 Initial Rate

Year Revenue Requirement, and the 2015 Rate Year Net Revenue Requirement.

ltemized Attachments to Direct Testimony

What are the attachments to your direct testimony?

The attachments to my direct testimony are:

1)

ComEd Ex. 3.01" contains the applicable schedules and appendices of ComEd’s
revenue requirement formula, populated with data reflecting ComEd’s 2015 Rate
Year Net Revenue Requirement and its components for charges to become

effective with the January 2015 monthly billing period:
¢ Revenue Requirement Formula Sch FR A-1, Sch FR A-1 - REC, Sch FR
A-2, Sch FR A-3, Sch FR A-4, Sch FR B-1, Sch FR B-2, Sch FR C-1, Sch

FR C-2, Sch FR C-3, Sch FR C-4, Sch FR D-1, Sch FR D-2, Appendix

! The schedules and appendices included in ComEd Ex. 3.01 reflect minor reference changes that

ComEd will address in a 45 day filing.
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(“App™) 1, App 2, App 3, App 4, App 5, App 6, App 7, App 8, App 9,
App 10, and App 11.
(@) ComEd Ex. 3.02 contains the workpapers that support the schedules and

appendices in ComEd Ex. 3.01.

3 ComEd Ex. 3.03 contains the following Part 285 schedules that are required to be
submitted in a general rate case under Part 285 and support the revenue
requirement calculations associated with Sch FR A-1 - REC:

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

e Part 285 Schedule Bs: B-1 RY, B-2 RY, B-2.1, B-2.2, B-2.3, B-2.6,
B-2.7, B-2.8, B-2.9, B-3, B-4, B-5, B-5.1, B-5.2, B-5.3, B-6, B-7, B-7.1,
B-7.2, B-8 RY, B-8.1, B-9, B-9.1, B-10, B-11, B-12, B-13, B-14, and B-
15;

e Part 285 Schedule Cs: C-1 RY, C-2 RY, C-2.2, C-2.3, C-24, C-2.5,
C-2.6, C-2.7, C-3, C-4, C-5 RY, C-5.1, C-5.2, C-5.3, C-54 RY, 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

e Part 285 Schedule Ds: D-1 RY, D-2, D-3, D-4, D-5, D-6 RY, D-7, D-8,
D-9, D-10, D-11, and D-12.

4) ComEd Ex. 3.04 contains workpapers that support the Part 285 schedules

included in ComEd Ex. 3.03.
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ComEd Ex. 3.05 contains the following Part 285 schedules that support the 2015
Rate Year Net Revenue Requirement presented on Sch FR A-1 to the extent that
they differ from the Part 285 schedules that support the 2013 Reconciliation

Revenue Requirement presented in Sch FR A-1 - REC:

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

Part 285 Schedule Bs: B-1FY, B-2 FY, B-2.4 FY, B-2.5 FY and B-8 FY;

Part 285 Schedule Cs: C-1FY, C-2 FY, C-2.1FY, C-5FY, and C-5.4 FY;

and

Part 285 Schedule Ds: D-1 FY and D-6 FY.

ComEd Ex. 3.06 contains workpapers that support the Part 285 schedules

included in ComEd Ex. 3.05.

ComEd Ex. 3.07 provides support for ComEd’s 2013 pension and other
post-employment benefits (“OPEB”) expense and the 2013 actuarial valuation

reports from Exelon Corporation’s consultant, Towers Watson.

ComEd Ex. 3.08 contains work papers that support the rate base and revenue

requirement impacts of the merger-related costs to achieve (“CTA”).
ComEd Ex. 3.09 is ComEd’s 2013 Facilities Allocation Study.
ComEd Ex. 3.10 is ComEd’s compliance filing for ICC Docket No. 13-0386.

ComEd Ex. 3.11 provides a summary of the Advanced Metering Infrastructure

(“AMI”) Acceleration Plan and its impact to the revenue requirement.

ComEd Ex. 3.12 contains a copy of the updated depreciation study submitted to

the ICC on January 29, 2014.
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(13) ComEd Ex. 3.13 contains schedules for Exelon Business Services Company

(“BSC”) costs per the final Order in ICC Docket No. 13-0318.

Unless otherwise noted, the schedules, appendices, and work papers in ComEd Exs. 3.01

through 3.13 have been prepared by me or under my direct supervision.

E. Background and Qualifications

What are your responsibilities at ComEd?

As Manager, Revenue Policy, | am responsible for the review and evaluation of potential
regulatory alternatives for ComEd, with a focus on financial issues. | am also responsible
for the oversight and coordination of activities related to the development of ComEd’s

revenue requirements at both the State and Federal levels.

What is your professional experience?

I have been employed in various positions since 2002 with either Exelon Corporation
(“Exelon”), ComEd’s parent company, or ComEd, including roles as Senior and Principal
Financial Analysts of ComEd Financial Planning & Analysis, Corporate Planning,
Treasury and Investor Relations. In January 2014, | was promoted to my current

position, Manager of Revenue Policy for ComEd.

What is your educational background?
I received a Bachelor of Commerce Degree in Financial and Cost Accounting from
University of Mumbai, India and a Masters of Business Administration with a

concentration in Finance from Drexel University’s LeBow Graduate School of Business.
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DELIVERY SERVICE REVENUE REQUIREMENT

A. 2013 Revenue Requirements

What was ComEd’s delivery service Initial Rate Year revenue requirement in effect
in 2013?

As described by Ms. Brinkman (ComEd Ex. 2.0), the revenue requirement in effect for
2013 was $2,027,500,000. This amount was based on ComEd’s compliance filing in ICC

Docket No. 13-0386. See ComEd Ex. 3.10.

What does Sch FR A-1 - REC show?

Sch FR A-1 — REC “Revenue Requirement Reconciliation Computation” provides the
final calculation of the 2013 Reconciliation Revenue Requirement for reconciliation
purposes, including the key revenue requirement components (operating expenses, rate

base, return and taxes).

Please explain the entries on this schedule.

As discussed earlier, the entries on Sch FR A-1 - REC provide the key inputs into
ComEd’s revenue requirement calculation for the previous year (2013) now that the
actual costs are known. The 2013 Reconciliation Revenue Requirement is shown on
line 23. This amount is used as an input to Sch FR A-4 “Reconciliation Computation,”
which calculates the 2013 reconciliation amount (with interest and net of the ROE Collar)
to be included in the 2015 Rate Year Net Revenue Requirement to be effective January

2015.
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B. 2015 Rate Year Net Revenue Requirement

How is ComEd’s 2015 Rate Year Net Revenue Requirement shown in the populated
revenue requirement formula schedules in ComEd Ex. 3.01?

The key components of the 2015 Rate Year Net Revenue Requirement to be effective
with the January 2015 monthly billing period are shown on Sch FR A-1 “Net Revenue
Requirement Computation.” These include operating expenses, rate base, return on rate
base, taxes, interest synchronization, other revenues and the reconciliation amount as
calculated on Sch FR A-4. The inputs to these components and calculations are

presented in supporting schedules discussed herein.

What other schedules are involved in the development of the 2015 Rate Year Net
Revenue Requirement?

The “FR B,” “FR C,” and “FR D” schedules in ComEd Ex. 3.01, which relate to rate
base, operating expenses and revenues, and cost of capital, respectively, are also involved
in the development of the 2015 Rate Year Net Revenue Requirement. Additionally,
several appendices included in ComEd Ex. 3.01 directly support the calculation of the
2015 Rate Year Net Revenue Requirement presented on Sch FR A-1. These schedules

and the associated appendices are discussed in the remainder of my direct testimony.

ALLOCATION OF GENERAL AND INTANGIBLE PLANT

In the context of this formula rate matter, what does the term “functionalization”
mean?

ComEd is a “wires only” utility, meaning it has both distribution and transmission
functions, but is not a generator of electricity. This formula rate matter involves setting

the charges for ComEd’s Illinois jurisdictional distribution function, commonly referred
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to as delivery service. ComEd’s transmission service charges are regulated exclusively
by the Federal Energy Regulatory Commission (“FERC”).

Most of ComEd’s costs of service are recorded in accounts in the Uniform System
of Accounts (“USOA”) that identify the function the costs support, i.e., they are recorded
either in distribution (including customer) accounts or in transmission accounts.
However, some of ComEd’s costs — most notably (1) the costs in its General and
Intangible (“G&I”) Plant Accounts; (2) the costs in its Administrative and General
(“A&G”) Accounts; and (3) Taxes Other Than Income — are recorded as common costs
and, therefore, need to be split between distribution and transmission for purposes of
setting charges. The process of determining that split is called functionalization or

allocation.?

How does ComEd’s filing allocate its G&I Plant costs?

ComEd’s filing allocates General Plant Account 397 (Communication Equipment) by
direct assignment (the location of equipment) as was approved in its prior formula rate
cases. This allocation method is consistent with how these costs are allocated in
ComEd’s transmission formula rate. ComEd’s filing allocates the remaining G&I Plant
accounts with either of several different allocators, depending upon the account. The
Commission has approved use of the Wages & Salaries (“W&S”) Allocator for certain
accounts, but directed different methods of allocation for other accounts, including FERC

Accounts 389 (Land and Land Rights) and 390 (Structures and Improvements).

2 ComeEd also passes through electricity supply costs to those of its customers that purchase their
supply through ComEd. ComEd’s supply and supply-related costs are recovered through separate charges
that are not set as part of its delivery service rates. The term functionalization also can refer to the
identification of supply-related costs.
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Specifically, for FERC Accounts 389 and 390, the Commission directed ComEd to use a
facilities allocator, based upon a 2009 Facilities Allocation Study which allocated floor
space between transmission and delivery service. ComEd has updated its Facilities
Allocation Study for 2013 and it can be found at ComEd Ex. 3.09. ComEd has allocated

its G&I Plant costs consistent with the final Order entered in ICC Docket No. 13-0318.

What are the results of the updated Facilities Allocation Study?

The updated study shows that 89.23% of ComEd owned facilities should be allocated to
the Illinois jurisdictional delivery service function. This is a decrease in the amount
applied in the final Order in ICC Docket No. 13-0318 of 89.84%. The study also shows
that 87.21% of ComEd’s leasehold improvements should be allocated to delivery
services. This is an increase in the percentage applied in the final Order of ICC Docket
No. 13-0318 of 80.09%. The overall revenue requirement impact from the updated

Facilities Allocation Study is a reduction of $0.4 million.

RATE BASE

A. Total Rate Base

What is ComEd’s Illinois-jurisdictional delivery service rate base?

ComEd’s rate base for purposes of determining the 2013 Reconciliation Revenue
Requirement, as of December 31, 2013, is $6,615,916,000, and for the purposes of
determining the 2015 Initial Rate Year Revenue Requirement is $7,389,024,000,
including 2014 net projected plant additions. As Mr. Moy (ComEd EXx. 6.0) and Mr.
Donovan (ComEd Ex. 7.0) testify, the assets in rate base are used and useful and the

related investment set forth in ComEd Ex. 3.01, Sch FR B-1, is prudent and reasonable,
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appropriately functionalized to delivery service, and appropriate for purposes of

determining the revenue requirements at issue in this case.

What is included in ComEd’s rate base in this filing?

In brief, ComEd’s rate base includes:

(1)

)

(3)

(4)

Costs recorded in Distribution Plant Accounts as of December 31, 2013, such as

land, poles, cable, transformers, and meters;

Costs recorded in G&I Plant Accounts as of December 31, 2013, that support the
provision of distribution and customer service, such as office furniture, vehicles,

stores equipment, and capitalized software;

For the 2015 Initial Rate Year Revenue Requirement, costs of Distribution Plant
and G&I Plant additions (such as those described above) that are projected to be
placed in service by December 31, 2014, with a roll-forward to December 31,
2014 of the Accumulated Reserve for Depreciation and Amortization (the
“depreciation reserve”) for plant existing as of December 31, 2013, and a

corresponding adjustment to ADIT; and

Other assets and liabilities that pertain to the appropriate level of capital
investment necessary to provide distribution and customer service, as discussed

below.

What are the differences between the 2013 Reconciliation rate base and the 2015

Initial Rate Year rate base?

The two main differences are:
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1) The 2013 Reconciliation rate base includes Construction Work in Progress
(“CWIP”) not accruing Allowance for Funds Used During Construction
(“AFUDC™) (which I discuss more fully in Section IV.F.), and the 2015 Initial
Rate Year rate base does not, consistent with the final Order in ICC Docket No.
11-0721; and

(2) The 2015 Initial Rate Year rate base includes 2014 projected plant additions as of
March 31, 2014, and associated roll-forwards of the depreciation reserve and
ADIT, the latter as directed by the final Order in ICC Docket No. 11-0721, while
the 2013 Reconciliation rate base reflects only actual plant additions placed into

service through 2013.

B. Electric Plant in 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
ComEd’s rate base as of December 31, 2013, before projected plant additions, is
$16,315,141,000. This is calculated by adding $14,749,679,000 of Distribution Plant and
$1,576,152,000 of G&I Plant and subtracting $10,690,000 of Distribution Asset

Retirement Costs.

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, 2013, before adjustments, of $16,299,131,000. This amount is
calculated by subtracting Asset Retirement costs, capitalized incentive compensation,

other costs disallowed in prior ICC orders, and such costs capitalized in 2013, from the
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total of ComEd’s Distribution gross plant and Illinois jurisdictional General and

Intangible gross plant. The original costs calculation is summarized below:

2013 Original Cost Calculation

(in 000s)
Amount Source

1 Distribution Gross Plant S 14,749,679 FRB-1, Line 1

2 Distribution Asset Retirement Costs 10,690 FRB-1, Line 2

3 Jurisdictional G&I Plant Before Adjustments 1,576,152 FR B-2, Line 18

4 Line 1-Line 2 +Line 3 S 16,315,141

5 Prior Docket Adjustments S 15,631  App1,Line 3

6 2013 Test Year Adjustments 378 Appl,Line4d

7 Line5+Line6 $ 16,009

8 Original Cost S 16,299,132 Line 4- Line7

C. Enerqgy Infrastructure Modernization Act (“EIMA™)

In 2013, what amount of operating and maintenance (“O&M”) expenses did ComEd
incur as result of its election as a participating utility under EIMA?

In 2013, ComEd incurred $76.9 million of O&M expense related to EIMA. Of this,
$75.9 million is included in ComEd’s Illinois jurisdictional revenue requirements.
Specifically, $50.4 million was included in distribution O&M, $21.1 million was

included in customer O&M, and $4.4 million was included in A&G expenses.

What plant additions included in the rate bases were incurred as a result of ComEd
being a participating utility under EIMA?

ComEd’s 2012 (actual), 2013 (actual) and 2014 (projected) EIMA related plant additions
included in its delivery services rate base are $174 million, $258 million and $449
million, respectively, and total to a gross amount of $881 million. The 2013 actual and

2014 projected amounts are discussed further by Mr. Garrido (ComEd Ex. 5.0).
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What is the effect on the revenue requirement of the 2013 and 2014 EIMA related
plant additions?

After adjustments are made for accumulated depreciation and ADIT, the EIMA related
net plant included in rate base is $758.7 million. The impact to ComEd’s 2015 Rate Year

Net Revenue Requirement is $115 million.

What is the total impact of EIMA plant additions, depreciation, and O&M to the
2015 Rate Year Net Revenue Requirement?

The table below provides a summary of how the EIMA plant additions (including the
EIMA 2014 projected plant additions) and EIMA expenses have an impact on the 2015
Net Revenue Requirement. The table includes the impacts to the 2013 Reconciliation
Revenue Requirement.

EIMA Plant Additions and O&M Expenses
Revenue Requirement Impact

In Millions
Plant
Additions Expense Total
2014 Docket 2015 Initial Ré,te Year RevReq | $ 771 $ 90 167
2013 Reconciliation Rev Req 38 97 135
2015 Net Rev Req Impact $ 115 | $ 187 302

ComEd has recently filed a request seeking to accelerate its AMI deployment plan
(ICC Docket Nos. 14-0212, 13-0285, 12-0298 (Cons.)). If approved, is the projected
increase in meter installations in 2014 reflected in the revenue requirement in this

filing?
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Yes. ComEd has included $67.9 million in its projected plant for 2014, after adjustments
for accumulated depreciation and ADIT, related to ComEd’s accelerated AMI
deployment plan. The impact to ComEd’s 2015 Initial Rate Year Revenue Requirement
is $8.0 million. See ComEd Ex. 3.11. If the accelerated deployment plan is not approved
in ICC Docket Nos. 14-0212, 13-0285, 12-0298 (Cons.), ComEd will remove these

additions from the 2015 Rate Year Net Revenue Requirement.

D. 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, 2013, related to
ComEd’s rate base, was $6,328,820,000, comprised of $5,570,463,000 related to
Distribution Plant and $758,357,000 related to G&I Plant. These amounts are
summarized on ComEd Ex. 3.01, Sch FR B-1 “Rate Base Summary Computation,”

lines 7 through 12.

E. 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 as of December 31, 2013 is $9,949,161,000, and is
calculated by subtracting the total amount of accumulated depreciation from the total

amount of gross plant as shown on ComEd Ex. 3.01, Sch FR B-1, line 13.

F. Construction Work In Progress

What is CWIP?
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CWIP is the amount of money, at any given time, which has been spent on infrastructure
that has not yet gone into service. There are always projects under construction; thus,
investment costs include CWIP at any given time. For projects in excess of $25,000 with
construction periods greater than 30 days, a carrying cost is calculated and added to the

overall cost of the project and capitalized. This carrying cost is referred to as AFUDC.

Is any CWIP included in rate base?

Yes, CWIP is included in the 2013 Reconciliation rate base. Consistent with ComEd’s
agreement with Staff in ICC Docket No. 11-0721, ComEd has included CWIP not
accruing AFUDC in the calculation of its 2013 Reconciliation rate base (Sch FR A-1 -
REC, line 12). ComEd’s 2013 Reconciliation rate base includes ComEd’s investments in
small or short term projects that support the distribution and customer functions, on
which AFUDC is not being capitalized. The amount as of December 31, 2013, was
$11,219,000. ComEd Ex. 3.01, Sch FR B-1, line 14. Mr. Moy testifies (ComEd EX. 6.0)

that the amount of CWIP included is reasonable.

G. Property Held for Future Use

Has ComEd included any Property Held for Future Use in its delivery service rate
base?

Not at this time.

H. Cash Working Capital

What is cash working capital as it relates to ComEd?
Cash working capital (“CWC”) is the amount of cash that is appropriate for ComEd to

maintain in order to meet its expenses and other cash outflow obligations. ComEd
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determines the appropriate amount of CWC based on a lead/lag study, which is a specific

analysis of the timing of applicable cash inflows to and cash outflows from a utility.

Has ComEd included any CWC in its delivery service rate base?
Yes. Rate base includes a deduction of $5,947,000 for CWC for the rate year as shown

on ComEd Ex. 3.01, Sch FR B-1, line 16.

Has ComEd made changes to the CWC calculation in the Revenue Requirement
Formula in the Filing Year?

Yes. In accordance with the final Order in ICC Docket No. 13-0318, Commonwealth
Edison Co., ICC Docket No. 13-0318 (final Order Dec. 18, 2013), at 18, ComEd has
adjusted the formula rate App 3 to include a calculation of CWC specifically for the
filing year based on the revenue requirement for the filing year. The filing year rate base

includes a deduction of $1,716,000 as shown on ComEd Ex. 3.01, Sch FR B-1, line 34a.

Has ComEd made a separate filing regarding this adjustment to the formula?
Yes. ComEd has also filed a revised formula rate template under Section 9-250, or what

has been referred to in the past as a “housekeeping filing”.

Has ComEd updated any of the leads and lags associated with its CWC calculation?
Yes. The Commission’s final Order in ICC Docket No. 11-0721 directed ComEd to
provide an updated lead/lag study once every three years. The study presenting the
updated leads and lags is included in the direct testimony of Mr. Hengtgen (ComEd EXx.

4.0).
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l. Accumulated Deferred Income Taxes

What is ADIT?

Generally speaking, ADIT reflects the temporary difference between when an expense
(or revenue) is recognized in a company’s financial and accounting records, commonly
referred to as a company’s “books,” versus when the company recognizes that expense

(or revenue) on its tax return.

What amount of ADIT was deducted from rate base?

The appropriate level of ADIT to be deducted from rate base as of December 31, 2013 is
$2,805,100,000, after adjustments, as shown in ComEd Ex. 3.01, Sch FR B-1, line 17.
This level was derived through an analysis of the components of the deferred tax balances
which then either directly assigned or allocated the items based on the assignment or
allocation of the operating items to which they relate. The 2013 ADIT balance is
reflective of the 50% bonus depreciation applicable to 2013 capital investments as well as
of the current year deduction under the safe harbor method of tax accounting for repair
costs. The jurisdictional amounts allocated to delivery service are presented in ComEd

Ex. 3.01 App 4 “Accumulated Deferred Income Taxes Information.”

J. Net Operating Loss (“NOL™)

What is the NOL in this case?

During 2013, ComEd reflected a NOL carryforward. The NOL carryforward was
generated primarily by the 50% bonus depreciation deduction allowed under the Tax
Relief Act of 2010 (“Tax Relief Act”). Among other things, the Tax Relief Act allowed
companies to accelerate depreciation expense treatment on their tax returns — hence the

phrase “bonus depreciation” — which led to lower taxes for those companies and the
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expectation that they would then use their tax savings to stimulate the economy. Without
the 50% bonus depreciation in 2013, ComEd would have reflected taxable income.
Because it will reduce taxes in a future period, the NOL carryforward is a deferred tax
asset. In accordance with the Generally Accepted Accounting Principles (“GAAP”)
Accounting Standards Codification (“ASC”), specifically ASC 740, ComEd has reflected
a deferred tax asset of $37 million (jurisdictional portion) for the NOL on ComEd EXx.
3.02, Workpaper (“WP”) 4, line 22.

The bonus depreciation itself, however, creates a deferred tax liability because
there is a temporary difference related to accelerated depreciation under the bonus
depreciation rules, as shown on ComEd Ex. 3.02, WP 4, line 53. For book purposes,
therefore, ComEd is recording depreciation expense at a slower rate than for tax
purposes. Thus, ComEd is receiving a benefit on its tax return before reflecting the full
expense on its books. In sum, the NOL deferred tax asset nets against the bonus
depreciation deferred tax liability.

ComEd stated in ICC Docket No. 13-0318 that the NOL would be fully utilized in
2013. Why does ComEd still have an ADIT asset related to the NOL?

ComEd files its taxes as part of Exelon’s consolidated federal income tax return. At the
time of ICC Docket No. 13-0318, ComEd expected its NOL to be fully utilized in 2013.
While the NOL belongs to ComEd, filing as part of a consolidated tax return allows
ComeEd the ability to utilize its NOL if sufficient taxable income in the consolidated
group exists in which to use the NOL. Subsequent to ICC Docket No. 13-0318, taxable
income for the consolidated group decreased such that ComEd’s NOL carryover from

2012 could no longer be utilized in 2013. In addition, ComEd’s NOL increased in 2013
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due to additional federal tax losses generated in 2013. ComEd’s cumulative NOL as of

December 31, 2013 will be carried forward until it is fully utilized or until it expires.

How does this impact ComEd’s revenue requirement?
The deferred tax asset related to this item is included as a $37 million increase to
ComEd’s rate base. The ultimate impact of this item is an increase to the 2015 Rate Year

Net Revenue Requirement of approximately $3.7 million.

K. Materials and Supplies

What is included in Materials and Supplies?

Materials and Supplies include items purchased primarily for use in the construction and
maintenance of utility property. These items are kept in inventory until needed, and
include, for example, building and construction materials, hand tools, and paints and

adhesives.

How did ComEd determine the level of Materials and Supplies to be included in rate
base?

ComeEd included in its rate base the year-end balance of Materials and Supplies less the
associated accounts payable. The balance of Materials and Supplies related to
distribution is $53,970,000. ComEd Ex. 3.01, App 1, line 53. The accounts payable
related to distribution was calculated by multiplying the distribution-related Materials and
Supplies balance by the O&M factor included in cash working capital. The result of the
calculation is an accounts payable balance of $12,913,000. ComEd Ex. 3.01, App 1, line
54. The net amount of Materials and Supplies included in rate base is $41,057,000.

ComEd Ex. 3.01, Sch FR B-1, line 18.
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L. Other Assets and Liabilities

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

Other assets typically represent costs ComEd has incurred, but has not yet recovered, and
which increase rate base. Three categories of other assets are included in rate base.

The first category, shown on ComEd Ex. 3.01, Sch FR B-1, line 19, are regulatory assets
in the amount of $46,877,000. These assets include a regulatory asset representing the
unamortized balance (as of year-end 2013) of $7,715,000 for capitalized incentive
compensation costs that was approved by the Commission in its final Order in ComEd’s
2001 rate case, ICC Docket No. 01-0423. Additionally, unrecovered costs of $3,921,000
related to ComEd’s AMI pilot approved by the Commission in ICC Docket No. 10-0467
are included. This amount consists of (1) the accelerated depreciation associated with the
meters retired as a result of the AMI pilot of $3,674,000; and (2) customer applications
related costs of $247,000. Finally, the unrecovered balance of the accelerated
depreciation associated with ComEd’s AMI investment (apart from the AMI pilot) of

$35,241,000 has also been included.

What is the second category of other assets?

The second category of other assets included in rate base is deferred debits totaling
$32,762,000, shown on ComEd Ex. 3.01, Sch FR B-1, line 20. This sum includes (1)
Cook County Forest Preserve Fees of $2,403,000, which represent pre-payments made to
the Cook County Forest Preserve District related to licensing fees for distribution lines;
(2) a Long Term Receivable From the Mutual Beneficial Association (“MBA”) Plan of
$2,398,000, 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; (3)
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a deferred debit associated with ComEd’s capitalized vacation pay not included in plant-
in-service of $22,457,000; (4) expected recoveries from insurance on claims made by the
public against ComEd of $3,215,000; and (5) payments to the Commission of $2,289,000

for fees related to purchasing new money as part of future long-term debt issuances.

What is the third category of other assets?

The third category of other assets included in rate base is the unamortized balances of
certain one-time expenses in excess of $10 million. ComEd has removed certain storm
and merger expenses from its operating expenses and is amortizing them over a five-year
period, as required by Section 16-108.5(c)(4)(F). In particular, ComEd is amortizing
over five years the expenses of three 2011 storms, two 2012 storms and two 2013 storms,
each of which was in excess of $10 million. In 2011, 2012 and 2013, these storms
resulted in expenses of $68,201,000, $21,271,000 and $21,987,000, respectively. The
unamortized balances of the 2011, 2012 and 2013 storm expenses, $27,188,000,
$12,748,000 and $17,589,000, respectively, are included in rate base. Additionally, in
2012 and 2013, ComEd incurred merger expenses of $31,912,000 and $11,432,000,
respectively, and is amortizing these amounts over five years as well. The unamortized
merger expense balances for 2012 and 2013 of $19,147,000 and $9,145,000, respectively,
are included in ComEd’s rate base. The total unamortized balance of $85,817,000 related
to these expenses is shown on ComEd Ex. 3.01, Sch FR B-1, line 24, and additional

detail is provided on App 5 “Deferred Charges Information,” lines 31-33.

What are the other liabilities included in ComEd’s rate base?
Other liabilities typically refer to costs that ComEd has not yet incurred, but that ComEd

has recovered some amounts associated with these costs through delivery service charges,
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and are a reduction to rate base. The other liabilities, after adjustments, included in rate
base are Operating Reserves of $429,569,000, Asset Retirement Obligations of
$21,832,000, and Deferred Credits of $94,401,000. These amounts, described further

below, are summarized on ComEd Ex. 3.01, Sch FR B-1, lines 21 through 23.

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 total $429,569,000 and consist of the following:
(1)  OPEB cost of $373,440,000;

2 Injuries and damages of $49,436,000 related to workers compensation and public

claims;

3) Other miscellaneous environmental liabilities of $5,484,000, primarily related to

the reserve for the remediation of Superfund sites; and

4) Management retention and incentive liabilities of $1,209,000.

Please describe the Asset Retirement Obligations included as a reduction to
ComEd’s rate base.

The delivery service jurisdictional amount of Asset Retirement Obligations of
$21,832,000 recorded in Account 230 represents asset removal costs recovered through
depreciation expense (these costs were previously recorded in Account 108-
Accumulated Depreciation and were reclassified in 2005 in accordance with the USOA).

ComEd Ex. 3.01, Sch FR B-1, line 22.

Please describe the Deferred Credits included as a reduction to ComEd’s rate base.
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ComEd has included the deferred credits recorded in FERC Account 253 and two
deferred credits recorded in FERC Account 242, which reduce rate base by a total of

$94,401,000. ComEd Ex. 3.01, Sch FR B-1, line 23; ComEd Ex. 3.02, WP 5.

Please describe the deferred credits ComEd has included in rate base that are
recorded in FERC Account 253,

ComEd has included jurisdictional amounts of the deferred credits recorded in FERC
Account 253, totaling $7,393,000. This amount is comprised of $4,260,000 of deferred

rents, and $3,133,000 of deferred revenues associated with the lease of fiber optic cable.

M. Customer Deposits

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

Yes. ComEd receives refundable deposits from certain new customers as a condition of
initiating electric service. ComEd’s rate base is reduced by $133,094,000 for customer
deposits, as shown on ComEd Ex. 3.01, Sch FR B-1, line 25. As described above,
ComEd applied its year-end balance of customer deposits as a reduction to rate base. See

ComEd Ex. 3.01, App 2 “Customer Deposits Information.”

N. Customer Advances

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

Yes. ComEd receives refundable distribution system extension deposits from customers
under the terms of Rider DE - Distribution System Extensions as customer advances to
begin construction. ComEd has reduced rate base for these deposits and advances related

to projects included in rate base as of December 31, 2013 or in its 2014 projected plant
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additions in the amount of $61,034,000. See ComEd Ex. 3.01, Sch FR B-1, line 26 and

App 1, lines 23 through 30.

0. Projected Plant Additions, Accumulated Depreciation Reserve, and ADIT

Are projected plant additions included in rate base?

Yes. The 2015 Initial Rate Year rate base includes ComEd’s 2014 projected plant
additions as of March 3, 2014 of $1,214,362,000. This amount consists of
$1,005,094,000, of Distribution Plant additions and $209,268,000 of G&I Plant additions.
These amounts are shown on ComEd Ex. 3.01, Sch FR B-1, lines 29 and 31, respectively.

Additional detail is provided in ComEd Ex. 3.01, App 1, lines 31 through 39.

Have adjustments been made for the projected growth in the accumulated
depreciation reserve and ADIT?

Yes. ComEd has rolled-forward its accumulated reserve for depreciation by increasing
the 2013 accumulated reserve by the estimated amount of depreciation expense for 2014,
which is $412,042,000. This change to the accumulated reserve is accounted for on
ComEd Ex. 3.01, Sch FR B-1, lines 30 plus 32. Essentially, the reserve is increased by
the estimated 2014 Distribution Plant depreciation expense of $307,113,000 and the
estimated 2014 G&I Plant depreciation expense of $104,929,000. All amounts described
here are net of projected removal costs. Detailed calculations are provided on ComEd

Ex. 3.01, App 1, lines 40 through 48.

Have any adjustments been made to account for the change in ADIT associated with

the projected plant additions?
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Yes. Similar to the change to the accumulated reserve, ComEd has also rolled-forward
ADIT. The total amount of the ADIT roll-forward is $16,277,000 and is presented on

ComEd Ex. 3.01, Sch FR B-1, line 33.

OPERATING EXPENSES

A. Total Operating Expenses

What are ComEd’s delivery service operating expenses supporting the 2013
Reconciliation Revenue Requirement and the 2015 Initial Rate Year Revenue
Requirement?

For the year ending December 31, 2013, ComEd’s delivery service operating expenses
before income taxes were $1,736,648,000, reflecting adjustments (and the exclusion of
costs recovered under other tariff mechanisms and costs disallowed in past ICC orders for
reasons other than timing). ComEd Ex. 3.01, Sch FR-A3, line 16. After accounting for
income taxes for both the 2013 Reconciliation and the 2015 Initial Rate Year, and the
change in depreciation expense related to the projected plant additions (2015 Initial Rate
Year only), ComEd’s Illinois jurisdictional delivery service operating expenses were
$1,995,210,000 and $2,058,561,000, respectively. These delivery service operating
expenses consist of two broad categories of expense: distribution-related and customer-

related.

Where are ComEd’s delivery service operating expenses set forth in the supporting
schedules and work papers?

Sch FR C-1 “Expenses Computation,” Sch FR C-2 “Depreciation and Amortization
Expense Computation,” and Sch FR C-3 “Pension Funding Costs Computation,” App 7

“Expense Information,” and App 8 “Depreciation Information” in ComEd Ex. 3.01
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support ComEd’s operating expenses. Their components are also reflected in the related
Part 285 schedules and Part 285 workpapers. In addition, operating expenses are

reflected in ComEd Ex. 3.01, Sch FR A-1 as indicated earlier.

B. Distribution O&M Expenses

Generally, what do you mean when you refer to distribution O&M expenses?
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
requirements?

ComEd’s 2013 Distribution O&M expenses were $438,781,000. After reflecting
adjustments, a total of $433,128,000 in distribution O&M expenses recorded in FERC
Accounts 580-598 is included in the revenue requirements. See ComEd Ex. 3.01, Sch FR
A-1, line 1; Sch FR A-1 — REC, line 1; and Sch FR C-1, lines 1-3. The prudence,
reasonableness and need to incur these expenses are addressed by Mr. Moy (ComEd EXx.

6.0).

C. Customer-Related O&M Expenses

What are customer-related O&M expenses?

Customer-related O&M 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. These activities and related

expenses are explained in detail by Mr. Donovan (ComEd Ex. 7.0).
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What adjustments to customer-related O&M expenses are included in the revenue
requirements?

The total customer-related O&M expense for 2013 is $417,692,000. In determining the
revenue requirements, ComEd has adjusted its customer-related O&M expenses for the

following:

1) $162,780,000 reduction to remove the costs associated with ComEd’s energy

efficiency and demand response program recovered under Rider EDA;

(2 $33,132,000 reduction to reflect the total amount of uncollectible accounts

expense recorded in FERC Account 904, costs recovered through Rider UF;

3) $647,000 reduction to remove the non-jurisdictional amount of Outside Agency

Collection Fees related to uncollectibles;
4) $30,000 increase to include interest on customer deposits in operating expenses;
(5) $2,618,000 reduction to remove costs recovered under Rider PORCB;

(6) $860,000 reduction to remove customer assistance costs incurred as part of the

$10,000,000 EIMA customer assistance program;

(7) $1,970,000 reduction to remove certain customer communications costs recorded

in FERC Account 908;

(8) $2,660,000 increase for a donation to the Illinois Science and Technology
Foundation; and

9) $106,000 reduction for Residential real-time pricing.

Adjustments 1 - 9 can be found on ComEd Ex. 3.01, App 7, page 1, lines 4 through 22,

and additional detail is provided on ComEd Ex. 3.02, WP 7, page 2. After these

adjustments, $218,269,000 of FERC Accounts 901-910 directly relate to and support the
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delivery service function and are included in the revenue requirements as shown in
ComEd Ex. 3.01, Sch FR A-1, lines 2 and 3 and Sch FR A-1 - REC, lines 2 and 3. The
prudence, reasonableness and need to incur these expenses are addressed by Mr.

Donovan (ComEd Ex. 7.0).

Has ComEd excluded any costs associated with providing Purchase of
Receivables/Combined Billing (“PORCB”) Services from its delivery service
revenue requirement?

Yes. ComEd has excluded the capital and deferred O&M costs associated with the
PORCB program from its rate base, as these costs are recovered through Rider PORCB.
The adjustments to exclude these costs can be found on ComEd Ex. 3.02, WP 1, Page 1,
Column I and ComEd Ex. 3.02, WP 5, Page 1, line 17. ComEd has also excluded certain
on-going costs (such as EDI) associated with the program that are also recovered through
Rider PORCB. The adjustments to exclude these expenses can be found on ComEd Ex.

3.02, WP 7, Page 2, Line 22, Column D.

Are there any other costs related to PORCB costs that need to be identified and
discussed?

Yes, collection agency costs.

What are collection agency costs?
Collection agency costs are the amounts ComEd pays to collection agencies after such an
agency has successfully collected previously unpaid balances on customer accounts. Mr.

Donovan describes these costs in his direct testimony (ComEd EXx. 7.0).

Does ComEd incur these costs as a result of providing PORCB service?
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Yes.

Does ComEd recover these costs through Rider PORCB?

No.

Does ComEd recover any collection agency costs elsewhere?

Yes, in part. In the past, ComEd has recovered approximately 40-60% of its collection
agency costs through delivery service charges — the delivery-related portion of collection
agency costs. In the course of preparing this update filing, however, ComEd discovered

that the remaining 40-60% of collection agency costs were not being recovered.

Are these unrecovered collection agency costs related to ComEd supply or PORCB
service?

Both. These unrecovered collection agency costs can be broken out further between
ComEd supply and PORCB service. ComEd believes that the subset of these costs that
are the PORCB specific portion of collection agency costs are properly categorized as
delivery service and should be recovered through ComEd’s delivery service charges.
ComEd provides PORCB service as a delivery service company and thus should recover

these collection agency costs in its delivery service charges.

Are there any other PORCB related costs or revenues that have been included in
previous formula rate updates (“FRU”)?

Yes. A good example of this is the Late Payment Charges (“LPCs”) associated with
PORCB. In ICC Docket No. 13-0318, ComEd asked that the Commission make an
affirmative finding as to the appropriate inclusion of the LPCs in the FRU (as a revenue

credit) or in Rider PORCB. In its final Order, the Commission affirmed that the PORCB-
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related LPCs were appropriately included in ComEd’s FRU. ICC Docket No. 13-0318,

(Order dated December 19, 2013) at 64.

Has ComEd included the 2013 PORCB LPCs as a revenue credit to the FRU?

Yes. ComEd included a revenue credit of $6,404,000 related to the 2013 PORCB LPCs.

How much, in total, were ComEd’s outside collection agency fees in 20137
In total, ComEd’s outside collection agency fees in 2013 were $2,171,000. See ComEd

Ex. 3.02, WP 7, Page 5, Line 1, Column B.

Of the $2,171,000, how much has ComEd included in its delivery service revenue
requirement?

ComEd has included $1,524,000 in its delivery service revenue requirement. Of this
amount, ComEd has identified $1,019,000 as specifically related to delivery service and

$505,000 related to providing PORCB service.

What mechanism does ComEd propose for recovery of the remaining collection
agency costs of $647,000?
The remaining amount can be attributed to ComEd supply and should be recovered

through Rider PE — Purchased Energy (“Rider PE”).

Above, you discussed that in ICC Docket No. 13-0318, ComEd asked that the
Commission make an affirmative finding as to the proper allocation of the PORCB
LPCs. Are you requesting that the Commission make a similar, affirmative finding
in this docket regarding the proper recovery mechanism of the PORCB related

collection agency costs?
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Yes. As | mentioned above, ComEd believes that the appropriate mechanism to recover
these costs is its delivery service FRU; however, given that this is the first time ComEd
has sought recovery of these costs, ComEd is requesting that the Commission make an
affirmative finding that these costs should be recovered in the FRU, or if not, that they

should be recovered through Rider PORCB.

In February 2014, ComEd filed its reconciliation of the first PORCB application
period, and the Commission has not yet opened a proceeding. Will ComEd seek
recovery of these PORCB related collection agency costs in that proceeding?

No, but in that proceeding ComEd will request that the Commission make an affirmative
finding that these costs are appropriately recoverable through delivery service charges, or

in the alternative, through Rider PORCB.

D. Administrative and General Expenses

What types of expenses are included in the A&G expenses category?

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
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 expenses are included in these A&G
Accounts. Finally, as | mentioned earlier, certain other non-operational costs are
recorded in other accounts. All of these types of costs represent expenses ComEd incurs

in providing delivery services to its retail customers. They are managed carefully and
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with systems of cost control and review similar to those applied to distribution and
customer operational expenses. A&G expenses that support operations are also discussed
by Mr. Moy (ComEd Ex. 6.0) and Mr. Donovan (ComEd Ex. 7.0), and Mr. Garrido

(ComEd Ex. 5.0) discusses the A&G costs that support non-operational functions.

Who provides the services included within A&G expenses?

In general, services are provided either internally by ComEd employees or by other
service providers, including BSC. BSC provides corporate governance, technical, and
numerous other support services to the Exelon companies. These services are provided to
ComeEd under the terms of the General Services Agreement approved by the ICC and the

Securities and Exchange Commission (“SEC”).

How is ComEd charged for applicable BSC costs?

Costs for these services are directly charged to ComEd where possible; if costs cannot be
directly charged, they are allocated to ComEd and the other Exelon affiliates utilizing
several allocation factors, which are set forth in the General Services Agreement
approved by the Commission in ICC Docket No. 00-0295 and which have also been
accepted by the SEC. In all cases, services provided by BSC are billed to ComEd at cost
(i.e., with no mark-up). The process by which ComEd acquires services from BSC is a
transparent one that assures that ComEd, and in turn ComEd’s customers, receive good

value. This is described in more detail by Mr. Garrido (ComEd Ex. 5.0).

What amount of A&G expenses is included in the revenue requirements?
The amount of A&G expenses included in the revenue requirements is $412,356,000.

This amount is calculated by subtracting the $9,146,000 of deferred merger related CTA

Page 35 of 52



753

754

755

756

757

758

759

760

761

762

763

764

765

766

767

768

769

770

771

772

773

774

Docket No. 14-
ComEd Ex. 3.0

(see ComEd Ex. 3.01, App 7, line 25) from the total amount of A&G costs of
$421,502,000 shown on ComEd Ex. 3.01, Sch FR A-1, line 4. These expenses are
discussed in large part by Mr. Garrido (ComEd Ex. 5.0), Mr. Moy (ComEd Ex. 6.0) and
Mr. Donovan (ComEd Ex. 7.0), though | discuss certain A&G expenses — pension, other

post-employment benefits and merger CTA — below.

What amount of pension expense is included in A&G expenses?

As shown on ComEd Ex. 3.07, page 1, ComEd’s total 2013 pension cost was
$198,480,000, of which $111,104,000 was expensed. The jurisdictional amount included
in ComEd’s A&G expenses is $98,005,000. These amounts are supported by, and

reconciled to, the Towers Watson actuarial studies also included in ComEd Ex. 3.07.

Can you describe the change in jurisdictional pension expense from 2012 to 2013?
ComkEd’s delivery service jurisdictional pension expense in 2013 of $98,005,000
represents an increase of $9 million dollars compared to 2012 jurisdictional pension

expense included in ComEd’s revenue requirements in ICC Docket No. 13-0318.

What accounts for this increase?

The primary driver of the increase was the continuing decline in long term interest rates
in 2013 resulting in a discount rate that was roughly 80 basis points lower in 2013 than in
2012. This lower discount rate increases ComEd’s pension obligation, which results in a

higher net periodic benefit cost.

What amount of OPEB cost is included in A&G?
OPEB costs mainly consist of retiree healthcare costs and are accounted for separately

from pension costs. As shown on ComEd Ex. 3.07, page 1, ComEd’s total 2013 OPEB
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cost was $112,284,000, of which $62,863,000 was expensed. The jurisdictional amount
included in ComEd’s A&G expenses was $55,451,000. These amounts are supported by,

and reconciled to, the Towers Watson actuarial studies also included in ComEd Ex. 3.07.

Please describe the documents included in ComEd Ex. 3.07.

ComEd Ex. 3.07 consists of documents produced by Towers Watson, ComEd’s actuarial
consultant, that show the total actuarially determined net periodic benefit costs incurred
by ComEd for the pension and postretirement welfare plans in which ComEd employees
and retirees participate. The exhibit also shows the derivation of jurisdictional pension

and postretirement welfare expenses from the actuarially determined costs.

Are any merger-related CTA included in ComEd’s operating expenses?

Yes. ComEd incurred $12,893,000 of merger related expenses (CTA). The lllinois
jurisdictional delivery service amount was $11,432,000, and is included in ComEd’s
total A&G as shown in ComEd Ex. 3.01, Sch FR A-1, line 4 and Sch FR A-1 - REC, line
4. This expense meets the criteria under Section 16-108.5(c)(4)(F) as it is in excess of
$10,000,000 and is related to a workforce reduction program; thus, ComEd has amortized
this expense over five years. In order to include only one year of amortization in
operating expenses, ComEd removed four-fifths of the $11,432,000, ($9,146,000) from
operating expenses on line 10 of ComEd Ex. 3.01, Sch FR A-1 and Sch FR-Al - REC.

See also ComEd Ex. 3.01, Sch FR C-1, line 20 and App 7, line 25.

How is the remaining four-fifths of the merger related expenses treated for rate

making purposes?
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As | discussed in Section IV.L above, the remaining four-fifths, or $9,146,000, is
recorded as a regulatory asset and included in Other Deferred Charges on ComEd Ex.

3.01, App 5, line 32, and included in ComEd’s rate base.

Are any other merger-related costs included in the revenue requirements?

Yes. $17.5 million of CTA capital expenditures were closed to plant in service through
2013, and $2.4 million of CTA projected plant in service are included in ComEd’s 2014
projected plant additions. ComEd’s 2013 Reconciliation rate base includes the amount
closed to plant in service through 2013 (net of accumulated depreciation and ADIT) and
ComEd’s 2015 Initial Rate Year rate base includes the amount closed to plant in service
through 2013 and the amount included in 2014 projected plant additions (both net of

accumulated depreciation and ADIT).

What are the overall impacts of the CTA on ComEd’s revenue requirements?

ComEd’s 2015 Net Revenue Requirement is increased by $30.9 million. ComEd’s 2015
Initial Rate Year Revenue Requirement is increased by $14.6 million and the 2013
Reconciliation is increased by $16.4 million. These amounts include the amortization of
merger-related costs approved in ICC Docket No. 13-0318. The calculations supporting

these amounts are included in ComEd Ex. 3.08.

E. Return on Pension Asset

What amount is included for the cost associated with funding ComEd’s pension
asset?
A debt-only return is calculated on the jurisdictional portion of the pension asset net of

ADIT. See ComEd Ex. 3.01, Sch FR C-3. This amount totaled $53,473,000.
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How does the pension funding amount identified in this filing compare to the
amount allowed by the Commission in ICC Docket No. 13-0318?

In its final Order in ICC Docket No. 13-0318, the Commission allowed a (debt only)
return on ComEd’s pension asset of $59,339,000. The decrease of almost $6 million is
due to (1) a reduction in ComEd’s cost of long term debt from 5.39% to 5.16%; and (2) a

reduction in the size of the pension asset net of ADIT.

F. Sales and Marketing Expense

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

No sales and marketing expenses are included in the revenue requirements.

G. Depreciation and Amortization of Electric Utility Plant

How much depreciation and amortization expense of electric utility plant is included
in the revenue requirements?

The amount of depreciation and amortization expense of electric utility plant included in
the revenue requirements is $482,114,000. The level of 2013 depreciation and
amortization expenses included in the revenue requirements is $451,588,000, comprised
of $353,607,000 related to Distribution Plant and $97,981,000 related to G&I Plant.
Additionally, the 2015 Initial Rate Year Revenue Requirement and 2015 Rate Year Net
Revenue Requirement include an additional $30,526,000 of depreciation expense
associated with the 2014 projected plant additions. See ComEd Ex. 3.01, Sch FR C-2 for
calculations of both the actual 2013 and projected 2014 jurisdictional depreciation

expense.
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Has ComEd performed a depreciation study and submitted the results to the ICC in
20147

Yes. On January 29, 2014, ComEd provided to the Commission a verified statement
concerning accounting changes for plant depreciation rates. The document, which
provides updated depreciation rates to be placed into effect on January 1, 2014, is

included in ComEd Ex. 3.12.

Do the updated depreciation rates impact the formula rate?

Yes. In the formula rate, App 8, lines 22 through 42, column (D), the depreciation rates
reflected are those found in the 2013 FERC Form 1, page 337. App 8 also discusses an
exception to this general rule, stating: “If ComEd’s FERC Form 1 does not reflect the
most recent depreciation study, ComEd will update the formula with the most recent rates
submitted to the ICC.” App 8, footnote (6). As a result of this exception, the updated
depreciation rates provided in the study in ComEd Ex. 3.12 are used in App 8, as opposed

to using the amounts provided in the 2013 FERC Form 1, page 337.

H. Taxes Other than Income

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

The amount of taxes other than income included in the revenue requirements is
$147,968,000. In general, these include real estate taxes, the Illinois Electricity
Distribution Tax (“IEDT”), payroll taxes and several other taxes. A detailed analysis of
the taxes other than income included in the revenue requirements is provided on ComEd
Ex. 3.01, App 7, page 2, lines 41 through 62. The amounts on line 62 represent the taxes
prior to final jurisdictional amounts, which can be found on ComEd Ex. 3.01, Sch FR

C-1, line 10.
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Have you excluded payroll taxes related to disallowed incentive compensation?

Yes. In compliance with the Commission’s final Order in ICC Docket No. 13-0318,
ComEd has excluded $888,000 of payroll taxes related to incentive compensation (for
example, restricted stock, stock options and BSC Annual Incentive Plan (“AlIP”) related
to net income) removed in accordance with prior Commission orders. See ComEd Ex.

3.03, Sch. C-2 RY, line 14.

Do the revenue requirements in this filing include an IEDT credit?

Yes. ComEd recorded an accrual in 2013 for an estimated IEDT credit of $14,168,000
related to its actual 2013 IEDT of $118,064,000, adjustments of $1,062,000 to the
estimated IEDT credits for the years 2011 and 2012, reflecting the net amount of

$104,958,000 in operating expense. This adjustment is shown as follows:

Illinois Electricity Distribution Tax (IEDT)
2013 Actual Amount Included in the Revenue Requirement

2013 Accrual S 118,064,000
2013 Estimated IEDT Credit (14,168,000)
Adjustments for 2011 and 2012 IEDT Credits Received in 2013 1,062,000
Net Amount of 2013 IEDT Taxes Included in Operating Expense S 104,958,000

l. Income Taxes

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

The amount of income taxes included in the 2013 Reconciliation Revenue Requirement is
$181,470,000. ComEd Ex. 3.01, Sch FR A-1- REC, lines 15, 18 and 19. The amount of
income taxes included in the 2015 Initial Rate Year Revenue Requirement, which
includes the impact of the projected 2014 plant additions, is $205,286,000. See ComEd

Ex. 3.01, Sch FR A-1, lines 15, 18 and 19. Income taxes have been calculated based on
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the expenses and miscellaneous revenues assigned or allocated to the delivery service
function. Likewise, ComEd has analyzed differences in book and tax treatment of 2013
revenues and expenses and assigned or allocated those differences to the delivery service
function as described in ComEd Ex. 3.01, Sch FR C-4 “Taxes Computation” and App 9

“Permanent Tax Impacts Information.”

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

Sch 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. Sch FR C-4 also summarizes the permanent tax differences and amortization of
permanent tax differences. These amounts, after application of the gross revenue
conversion factor, reduce the revenue requirements by $13,490,000 (see ComEd Ex.
3.01, Sch FR C-4, line 14), and are included in ComEd’s total income taxes described

previously.

How is App 9 used in developing ComEd’s delivery service revenue requirements?
App 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 allocator. App 9

also identifies ComEd’s Investment Tax Credits and a jurisdictional calculation of each.

J. Requlatory Asset Amortization

Do the revenue requirements in this filing include any amortization of regulatory

assets?
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Yes. As shown on ComEd Ex. 3.01, Sch FR C-1, line 18, ComEd included in its revenue
requirements $37,456,000 of regulatory asset amortization. This amount includes the
effects of the Commission’s final Order in ICC Docket No. 10-0467, which revised the
amount of amortization of several existing regulatory assets, authorized amortization of
new regulatory assets, and eliminated amortization of others. Regulatory asset
amortization also includes (1) $67,000 of the $200,000 filing fee paid in 2011; (2)
$694,000 of the $2,083,000 in formula rate case expenses incurred in 2012 related to ICC
Docket No. 11-0721 and allowed for recovery in the final Order in ICC Docket No. 13-
0318; and (3) $72,000 of the $215,000 in formula rate case expenses incurred in 2013
related to ICC Docket No. 11-0721. Section 16-108.5(c)(4)(E) of the PUA provides that

these costs be amortized over a three-year period.

K. Enerqgy Infrastructure Modernization Act Credits

Did ComEd include any expenses related to the $10 million of EIMA Credits it
incurred in 2013 in its revenue requirements?

No. The vast majority of the $10 million program credits ($8,897,000) was recorded as
customer bill credits and was not included in operating expenses. Additionally, $860,000
of customer assistance expense recorded in FERC Account 908 and $245,000 of
advertising expenses recorded in FERC Account 930.1 were also removed from operating

expenses. See ComEd Ex. 3.02, WP 7, page 14.

MISCELLANEOUS REVENUES

What miscellaneous revenues are reflected in the revenue requirements?
Based on a detailed analysis of these revenues, $129,785,000, after adjustments, was

directly assigned or allocated to the delivery service or distribution function (as
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applicable) and was therefore deducted from the revenue requirements. See ComEd Ex.
3.01, App 10 “Other Revenues Information” for detailed calculations. This aggregate
amount consists of: miscellaneous revenues of $25,412,000 (which includes $6,404,000
of late payment charges related to PORCB) 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; $9,133,000 of
miscellaneous service revenues (i.e., meter service fees); $65,593,000 of rental payments
for facilities recorded in distribution accounts and included in the distribution rate base
(e.g., equipment and meter rentals, pole attachments, third party use of fiber optic cable
and rent from affiliates); other Electric Revenues of $4,365,000 (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
system; and other adjustments totaling $20,983,000 (including cost of delivery service
recovered under Rider FCA - Franchise Cost Additions, detailed in ComEd Ex. 3.01, App
11 “Franchise Delivery Service Value Information,” and amounts recovered for facility

lighting.

ADJUSTMENTS, INCLUDING PROJECTED PLANT ADDITIONS

A. Adjustments to Rate Base

What is the net change to the delivery service rate base attributable to the 2014
projected plant additions and the increase in the depreciation reserve and ADIT?
As discussed in Section IV above, ComEd has included both the 2014 projected plant

additions as of March 31, 2014 and the estimated increase in, or the roll-forward of, the
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depreciation reserve relating to plant in service and ADIT as of December 31, 2013.
These amounts increased rate base by a net amount of $786,043,000. The projected plant
additions are reasonably expected to be placed in service by December 2014. These
additions and amounts are supported by Mr. Moy (ComEd Ex. 6.0) and Mr. Donovan
(ComEd Ex. 7.0). The increase in the depreciation reserve is calculated by adding the
estimated 2014 depreciation expense to the reserve. This amount reflects the estimated
2014 depreciation expense on both plant existing as of December 31, 2013 and the 2014
projected plant additions. These calculations are presented on ComEd Ex. 3.01, App 1,
lines 38 through 55. The change in ADIT related to the projected plant additions of
$16,277,000 is shown on ComEd Ex. 3.01, Sch FR B-1, line 33 and App 1, line 39, and is

calculated on ComEd Ex. 3.02, WP 19.

Do the revenue requirements reflect any other adjustments to rate base?

Yes. ComEd has reduced its delivery service rate base for costs recovered through other
tariffs (for example, costs recovered through Rider PORCB - Purchase of Receivables
With Consolidated Billing, and costs recovered through Rider EDA — Energy Efficiency
and Demand Response Adjustment). Additionally, ComEd reduced rate base for
amounts disallowed in prior ICC rate proceedings for reasons other than timing (for
example, capitalized incentive compensation costs). These amounts are presented on

ComEd Ex. 3.01, App 1, lines 1 through 30.

B. Adjustments to Operating Expenses and Other Revenues

What types of adjustments are made to 2013 operating expenses?
The costs removed from operating expenses on Sch FR C-1 and App 7 included

ratemaking adjustments, costs recovered through other tariffs, and voluntary exclusions.
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Some of these adjustments have already been described above and include (among
others) bank fees accounted for in the cost of credit facilities and non-delivery service
regulatory costs. Operating expenses are also reduced for costs recovered through other
tariffs (for example, supply administration costs and residential real-time pricing).
Finally, similar to ComEd’s adjustments in its last FRU case, ICC Docket No. 13-0318,
ComeEd has voluntarily reduced its operating expenses by a portion of compensation costs
of certain executives, and half of its corporate jet costs. These amounts are presented on

ComEd Ex. 3.01, App 7, page 1.

Did ComEd make any adjustments to include charitable contributions in its
operating expenses?

Yes. As allowed by Section 9-227 of the PUA, ComEd adjusted its operating expenses to
include charitable contributions. These costs are recorded “below the line,” and for
ratemaking purposes, ComEd has included in its operating expenses a jurisdictional
amount based on the W&S allocator of $7,332,000. Of this amount, $2,660,000 is
included in customer accounts and $4,672,000 in A&G accounts. ComEd has provided a
description of each charitable organization, the purpose of each donation, and how the
donation meets the requirements set by Section 9-227 in ComEd Ex. 3.02, WP 7, page 4

of 18, subpages 1-23.

Did ComEd include donations made to organizations outside of its service territory?
Yes. ComEd made a $25,000 donation to the Abraham Lincoln Presidential Library and
Museum Foundation to support the Lincoln Leadership exhibit. ComEd believes this is a
recoverable donation as the museum and its programs are enjoyed by people throughout

Ilinois, including by those who reside in ComEd’s service territory.
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Did ComEd include any amount related to its required donation to the Illinois
Science and Energy Innovation Foundation?

Yes. Section 16-108.6(f) of the PUA requires that a participating utility shall pay a pro
rata share, based upon number of customers, of a $5 million donation to the Illinois
Science and Energy Innovation Foundation, 70 percent of which is recoverable. In 2013,
ComEd paid $3.8 million to the Foundation and has included $2,660,000 in its charitable

contributions.

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

ComEd Ex. 3.01, App 10.

OTHER

Has ComEd included any schedules for the BSC costs allocated to ComEd?
Yes. In accordance with the final Order in ICC Docket No. 13-0318, ComEd has
included a set of schedules showing the total BSC costs allocated to ComEd and the

amount included in its revenue requirement. See ComEd Ex. 3.13.

GROSS REVENUE CONVERSION FACTOR

What is ComEd’s Gross Revenue Conversion Factor (“GRCF’")?
ComEd’s GRCF is 1.700, the development of which is shown on ComEd Ex. 3.01, Sch

FR C-4, line 13.

OVERALL WEIGHTED COST OF CAPITAL (RATE OF RETURN)

What is ComEd’s overall weighted cost of capital (rate of return)?
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ComEd’s overall weighted cost of capital (rate of return) is 7.04% for the 2013
Reconciliation Year and 7.06% for the 2015 Initial Rate Year. The cost of capital figures
are derived from the following capital structure and costs, which reflect the full removal
of goodwill from the capital structure. ComEd’s capital structure is also addressed by

Mr. Garrido (ComEd Ex. 5.0).

2013 Reconciliation Year

Capital Structure Component Weighting Cost Weighted Cost
Common Equity 45.77% 9.20% " 4.21%
Long Term Debt 54.01% 5.16% 2.79%
Short Term Debt 0.22% 0.40% 0.00%
Credit Facility Cost 0.04%
Total Weighted Average 100.00% 7.04%

2015 Initial Filing Year

Capital Structure Component Weighting Cost Weighted Cost
Common Equity 45.77% 9.25% 4.23%
Long Term Debt 54.01% 5.16% 2.79%
Short Term Debt 0.22% 0.40% 0.00%
Credit Facility Cost 0.04%
Total Weighted Average 100.00% 7.06%

(1) Incorporates 5 basis points penalty for missing EIMA reliability metric in 2013
Which schedules in ComEd Ex. 3.01 support ComEd’s rate of return?
Sch FR D-1 “Cost of Capital Computation” and Sch FR D-2 “Average Yield on Treasury

Securities” support ComEd’s rate of return.

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

component, and the overall weighted average cost of capital for both the 2013
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Reconciliation Revenue Requirement and the 2015 Initial Rate Year Revenue

Requirement.

What is the interest rate that is applied to the 2013 reconciliation balance?
Per Public Act (“PA”) 98-0015, ComEd has applied its pre-tax weighted average cost of

capital of 7.04%

Please explain Sch FR D-2.
Sch FR D-2 calculates the average monthly market yields on 30-year treasury bonds.
This amount is added to the return on equity base of 580 basis points to determine

ComEd’s cost of equity on ComEd Ex. 3.01, Sch FR D-1.

COMPARISON TO 2014 RATE YEAR NET REVENUE REQUIREMENT

How does ComEd’s 2015 Rate Year Net Revenue Requirement presented in your
direct testimony compare with the delivery service revenue requirement approved
by the Commission in ICC Docket No. 13-0318?

ComkEd’s formula-derived 2015 Rate Year Net Revenue Requirement is $2,625,100,000,
$275,358,000 more than the $2,349,742,000 2014 Rate Year Net Revenue Requirement
approved by the Commission in its final Order in ICC Docket No. 13-0318
(Commonwealth Edison Co., ICC Docket No. 13-0318 (Order Dec. 18, 2013), at 88),

adjusted for PA 98-0015.

What factors account for the differences between these two revenue requirements?
As shown in Chart 1, below, the majority of the difference is related to three components.
The first is an increase in ComEd’s costs in 2013 over 2012. The second is the

reconciliation of the 2013 Reconciliation Revenue Requirement to the revenue
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1052 requirements in effect in 2013. The third is the inclusion of the 2014 projected plant
1053 additions, net of the change in the accumulated reserve and ADIT.
1054 Chart 1
1055
1056 Q. Can you summarize the key drivers behind the increase in 2013 costs over 2012?
1057 A, Yes. The key expense increases are primarily related to increased A&G costs, including
1058 pension, OPEB, and increased training costs. Additionally, there was an increase in the
1059 cost of capital. These changes are shown in Chart 2.
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Chart 2
ComEd Distribution Formula Rate Reconciliation
2014 Initial Rate Year Revenue Requirement vs. 2013 Reconciliation Revenue Requirement
Excluding Reconciliation and ROE Collar Adjustments
(inmillions)
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XIl.  CONCLUSION

Q. What is your overall conclusion regarding the 2015 Rate Year Net Revenue
Requirement determined pursuant to the revenue requirement formula?

A. Apart from the issues that are or may be on appeal, the 2015 Rate Year Net Revenue
Requirement will produce delivery service charges that are authorized by the statute, are
correctly calculated, and are just and reasonable.

Q. What action should the Commission take in this proceeding?

A The Commission should approve the updated cost data provided in this filing, the revenue
requirement and reconciliation calculations described in this filing, and the associated
update of ComEd’s delivery services charges. ComEd also requests that the Commission
make a finding as to the original cost of ComEd’s electric utility plant in service as of
December 31, 2013.

Q. Does this complete your direct testimony?
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1075  A. Yes.

Page 52 of 52



