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1.  INTRODUCTION AND APPROACH TO ANALYSIS 
 

 Commonwealth Edison Company (“ComEd”) retained Booz Allen Hamilton 
(“Booz Allen”) to provide an independent assessment of the costs incurred by Exelon 
Business Services Company (“EBSC”) and charged to ComEd, and of ComEd’s related 
Administrative and General (“A&G”) costs.   This report responds to the Illinois 
Commerce Commission’s (“ICC” or “Commission”) concern about service company 
costs, expressed in its Orders in the recent Ameren cases (ICC Dockets 06-0070 et al.).  It 
also has been prepared to support ComEd’s 2007 rate case filing with the ICC.  The 
accompanying exhibits form a critical element of our analysis and should be reviewed 
in conjunction with the report.   
 
 The framework of our analysis began with an understanding of the 
organizational elements through which ComEd obtains support services and of overall 
cost trends.   Through the establishment of this baseline, we developed an 
understanding of the structure of the enterprise as well as the principal drivers of costs 
and cost changes.    With these basic components in mind, we were able to undertake an 
objective appraisal of ComEd’s A&G costs, both direct and allocated, particularly those 
related to services provided by EBSC. 
 
 Having established this baseline, we developed a comprehensive evaluative 
framework within which to undertake our overall A&G cost assessment.  This 
framework led to the identification of several specific questions which served as 
evaluative attributes (or criteria) to guide the overall cost analysis. These included the 
following: 
 

• Are the activities performed necessary for the enterprise? 
• Do the activities performed provide demonstrated benefits? 
• Is there duplication or overlap of activities among responsible entities? 
• Does the budgeting process provide for effective control? 
• Do ongoing control processes provide for effective cost management? 
• Can evidence of effective cost control be demonstrated? 
• Do cost assignment and allocation reflect cost causative principles?  
• Are costs comparable to those of other companies and potentially available 

alternatives? 
 

 The above criteria were also supplemented in each analysis section of our report 
with more explicit criteria for that area of analysis. 
 
 To coordinate the overall ComEd A&G assessment effort, a governance structure 
was established consisting of a Steering Committee, project management, and several 
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practice area teams (e.g., finance, supply, Energy Delivery Shared Services (“EDSS”)1) to 
provide information and data to facilitate the analyses performed by Booz Allen, and 
review the results of these analyses for accuracy.  The tasks undertaken to support the 
analysis were initiated by providing data requests to the practice area teams to obtain 
data related to activities and costs, e.g., cost levels, cost types, cost distribution, cost 
changes, internal benchmark analyses.  
 
  Throughout the study, Booz Allen worked directly with EBSC and ComEd 
personnel to understand the cost drivers impacting each practice area activity, the 
business impacts resulting in changes in costs between 2004 and 2006, the 
disaggregation of individual cost pools and the apportionment of costs from EBSC to 
ComEd.  We conducted more than 50 interviews or workshops with both EBSC and 
ComEd management to corroborate information discovered through the analytical 
work described above and to develop an understanding of the control processes in 
place to manage the relationship between EBSC and ComEd.  Discussion topics during 
the interviews included, but were not limited to: 
 

• Organizational construct of EBSC, its evolution and interfaces with ComEd 
• Underlying reasons for cost changes within practice areas 
• Exelon’s budgeting process and how it is applied in each practice area 
• Exelon’s long term planning process and how it is applied in each practice 

area 
• Formal and informal mechanisms for ComEd to provide input into EBSC 

budgets and cost levels 
• ComEd’s formal and informal processes to compare and evaluate actual cost 

performance against budgeted cost 
• Development and management of service level arrangements (“SLAs”) 

between ComEd and EBSC 
• Evidence of prior cost control programs and results of those programs 
• EBSC cost assignment and allocation processes, methods and factors 

 
 To evaluate the above areas, Booz Allen also reviewed internal management 
model2 documents, internal budgets, process descriptions and cost categories. 
 
 The insights gained from these analyses and interviews enabled subsequent 
analysis and data collection related to comparative cost benchmarking, cost allocation, 
                                                 
1 EDSS is a division of EBSC that was created to adopt the best operating practices of PECO and ComEd 
and to capture available merger synergies.    EDSS provides shared operational services to Exelon’s state 
regulated operating utilities by consolidating these functions within the EDSS unit for activities such 
as the management of fleet, call centers, and other activities described in more detail in subsequent 
sections of this report. 
2 Exelon management models are documents that summarize objectives, policies and major processes within 
each of its major businesses and functional areas. 
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and budget and control processes.  The formal analyses performed and the insights 
gained through the interviews provided the basis for the conclusions reached in each of 
the framework elements. 
 
 The remainder of this report will describe each of the framework elements in 
greater detail, and state the conclusions reached as a result of the analyses performed.  
The report is organized as follows: 
 

2. Executive Summary 
3. Organization Overview 
4. Overall Cost Trends 
5. Necessity and Benefits Analysis 
6. Overlap and Duplication Analysis 
7. Budget and Control  
8. EBSC Cost Allocation  
9. Relative Cost Performance 
10. Cost Comparability 
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 2.  EXECUTIVE SUMMARY 

Booz Allen undertook this study, at the request of Commonwealth Edison 
(“ComEd”), to provide an independent assessment of the reasonableness of Exelon 
Business Service Company (“EBSC”) charges to ComEd and related ComEd A&G costs.  
This report has been prepared to support ComEd’s 2007 rate case filing with the Illinois 
Commerce Commission (“ICC” or “Commission”), and responds to the Commission’s 
expressed concern regarding service company costs, as set forth in its Orders in the 
recent Ameren cases (ICC Dockets 06-0070 et al.). 

Our evaluation was conducted with the full cooperation of ComEd, its service 
company provider, EBSC, and its parent company, Exelon Corporation (“Exelon”).  We 
were provided with broad access to ComEd and EBSC personnel as well as their 
documents and records.  In performing our analysis, we utilized techniques and 
methodologies that we have employed in previous similar analyses.  

The review was initiated by establishing the organizational responsibilities for 
activity performance and analyzing the trends in costs over the period 2004-2006. To 
provide a framework for the more specific evaluative analyses, several criteria were 
defined to guide the assessment of relevant EBSC and ComEd A&G charges: 

• Are the activities performed necessary for the enterprise?  

• Do the activities performed provide demonstrated benefits? 

• Is there duplication or overlap of activities among responsible entities? 

• Does the budgeting process provide for effective control? 

• Do ongoing control processes provide for effective cost management? 

• Can evidence of effective cost control be demonstrated? 

• Are costs comparable to those of other companies and potentially available 
alternatives?  

• Do cost assignment and allocation reflect cost causative principles? 

A brief summary of each of these elements of our analysis and the associated 
conclusions follows.     
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Section 3:   Organization Overview  
 

ComEd is an operating subsidiary of Exelon that engages in the transmission and 
distribution of electricity in northern Illinois.  To facilitate the procurement, delivery 
and management of support services that its operating subsidiaries commonly require, 
Exelon formed a separate entity, EBSC, whose function is to provide necessary support 
services on a shared basis.  EBSC represents a service company model that is commonly 
used in the utility industry, and performs functions that are similar to those performed 
by service companies of other comparable utilities.   

Several benefits flow from the consolidation of support services into EBSC.  
Among other things, it has allowed ComEd to realize cost efficiencies.  It has also 
improved the quality of management information, enhanced implementation of best 
practices and enabled standardization of processes and activities.  Currently, EBSC 
consists of ten practice areas, one division (EDSS), and three cost centers, as depicted in 
Figure 2-1: 

 
Figure 2-1 

Exelon Business Services Company Overview 

  

 

 

 



ComEd Ex. 8.2 
 

 Page 6 

 

 

Section 4:  Overall Cost Trends  

 
To understand ComEd’s costs and the interrelationship with EBSC, we performed 
analyses to determine the business drivers that impacted EBSC as a whole, and ComEd 
specifically, between 2004 and 2006.   

In 2006, ComEd incurred $304 million in total billings from EBSC for services 
provided.  Of this amount, $166 million was accounted for as ComEd A&G expenses.  
The remaining amounts incurred from EBSC were for non-A&G operating and 
maintenance costs, as well as amounts that have been capitalized on the balance sheet, 
largely for IT costs. 

ComEd incurred total A&G expenses of approximately $387 million (after 
adjustment for one-time regulatory assets of $205 million to recover employee 
separation costs and environmental remediation expenditures on former MGP sites).  
This $387 million in expense is comprised of the $166 million described above, and $221 
million in A&G costs which were directly incurred by ComEd.  

Figure 2-2 depicts 2006 total EBSC costs incurred for the Exelon enterprise as a 
whole, total EBSC costs billed to ComEd (i.e., A&G, O&M, and balance sheet accounts), 
and EBSC costs billed to ComEd A&G accounts, broken down by practice area.   
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Figure 2-2 
 2006 ComEd A&G Costs 

 

ComEd A&G costs increased at a rate lower than inflation between 2004 and 
2006.  To state 2004 expenses in 2006 dollars, we applied escalation factors to four 
different classifications of expenses:  general expenses (1.6%), salaries and wages 
expenses (3.7%), benefits expenses (9.8%), and outside contracting expenses (4.9%). 
These escalation factors reflect inflation rates used by EBSC and ComEd in planning for 
the 2005 and 2006 fiscal years and are consistent with factors provided by various 
external economic indicator sources.  Taking into account these inflationary factors, 
ComEd’s A&G expenses would normally have increased to $392 million in 2006.  
Instead, at $387 million, ComEd’s 2006 expenses are lower by approximately $5 million 
compared to the inflation-adjusted 2004 baseline.  

Moreover, as Figure 2-3 demonstrates, ComEd’s share of EBSC costs relative to 
other Exelon operating companies has remained relatively constant since 2004, at 
approximately 38% of total EBSC costs.  
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Figure 2-3 
EBSC Billings to Operating Companies 
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Section 5:  Necessity and Benefits Analysis  
 
Our evaluation of EBSC’s activities focused on the necessity for performing them 

as well as the benefits that flowed from such performance.  In conducting this 
assessment, we evaluated whether the activities that gave rise to ComEd costs serve a 
necessary, useful and legitimate business purpose; are consistent with activities 
performed by other utilities; and provide benefits to ComEd.  We determined which 
activities gave rise to A&G expenses; we identified the activities performed by each 
EBSC practice area; we evaluated the EBSC and ComEd organizational structure; we 
determined how activities are defined and performed within EBSC; and we used our 
experience in defining the activities of service companies, such as EBSC, at other 
utilities.   

We then evaluated the necessity of each such activity according to six separate 
attributes:  corporate governance, regulatory mandates, legal compliance, management 
control, operational execution and strategic planning.  Based upon our analysis, we 
concluded that the EBSC activities and ComEd’s related A&G expenses are necessary to 
the operation, management and conduct of ComEd’s business.   The majority of ComEd 
and EBSC A&G expenses arise out of non-discretionary activities required to satisfy 
responsibilities to governmental entities, shareholders, and customers (e.g., customer 
services, operations, corporate governance, legal compliance, and regulatory mandates).  
Other activities associated with management control, operational execution and 
strategic planning relate to management and enterprise effectiveness and, as such, 
expenses incurred in connection with such activities are similarly non-discretionary and 
unavoidable.  

 In addition to being necessary, we concluded that EBSC activities provide 
distinct benefits to the organization.  We identified six separate potential benefits that 
may arise from the activities we examined: risk reduction, increased employee 
productivity, improved management information, corporate performance 
enhancement, cost reduction or avoidance, and increased reliability.  At least one of 
these benefits (and in many cases more than one) can be linked to each activity 
performed by EBSC for ComEd.  
 
 To further validate our conclusions regarding the necessity and benefit of the 
EBSC activities, and to provide an additional frame of reference, we reviewed each 
activity to determine its appropriateness for performance within a service company (or 
similar organization) versus an individual operating company.  To do this, we reviewed 
FERC Form 60’s for several peer utility companies.  Based on our review, we 
determined that services provided by EBSC on behalf of ComEd are typical of services 
provided by other utility service companies and similar to those performed by ComEd 
and Unicom prior to the merger with PECO Energy.   This is important to recognize, as 
it indicates that the centralization of such functions within service companies is 
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generally accepted as necessary and beneficial to the enterprise, creating economies of 
scale and procurement efficiencies.   

Section 6:  Overlap and Duplication Analysis  

Performance of certain operational, managerial, and back office activities in a 
centralized manner using a common business services entity across an enterprise is not 
only an effective and cost efficient method of providing services, but also, by its nature, 
mitigates duplication of activities across an organization.   

To confirm this general observation, we tested whether any activities undertaken 
by EBSC were duplicative of, or overlapping with, functions that ComEd also 
performed.  We evaluated whether a particular activity was being performed in a 
centralized or decentralized manner and whether, if potential duplication did exist, 
adequate differentiation in scope eliminated the possibility of overlap.  Our 
investigation consisted of, among other things, review of internal documents, 
management interviews, and an evaluation of the role descriptions for each practice 
area.   

Our detailed review of the activities of ComEd, EBSC and EDSS confirmed that 
the activities of these entities are not redundant.  We identified nine areas as having 
possible duplication, and evaluated those nine in more detail.  Figure 2-4 identifies the 
organization(s) – ComEd, EBSC, and EDSS - in which a particular function is 
performed.  Where a function is performed in more than one organization (represented 
by more than one “dot”), a further investigation was conducted to test for overlap or 
duplication of activities. 
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Figure 2-4 
Overlap and Duplication Analysis Areas 

 

Figure 6-2 in our report details the actual activity performed by each entity for 
each area where we identified a potential for overlap.  As shown in that Figure, our 
detailed review of the particular activities suggests that each group has a defined scope 
of activities that is discrete and non-duplicative.  Based upon our investigation of these 
activities performed by ComEd, EBSC and EDSS, we concluded that no duplication of 
effort exists among the business areas.   
 
Section 7:  Budget and Control 
 
 Our assessment included a review of the Exelon/EBSC/ComEd budget process 
to determine whether the structure and execution of that process served as an effective 
means of controlling EBSC and ComEd A&G costs.  To conduct our assessment, we 
reviewed (a) the planning process to understand how overall targets are established; (b) 
the budgeting process to assess its effectiveness in justifying and limiting planned costs; 
(c) the involvement of the various business units in the budgeting process to assess the 
nature and extent of the interface between EBSC and its internal customers; and (d) cost 
control mechanisms to determine whether costs are properly managed. 

 
Our review focused on how ComEd interfaced with EBSC throughout the budget 

and cost control process.  Of particular relevance to our analysis were the mechanisms 
by which ComEd monitors and manages both its directly incurred A&G costs and EBSC 
billings. 
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With respect to planning, the framework and overall direction of ComEd is 

established in conjunction with regular planning exercises undertaken on behalf of the 
enterprise as a whole.  These include strategic and long-range planning, financial 
planning, and business planning.   Such planning not only exerts pressure on each 
business unit to improve efficiency, but also serves as a discipline to management to 
ensure that capital is allocated appropriately and effectively.   

Utilizing the plans developed on a strategic, financial and business basis, the 
business units, in conjunction with EBSC, develop detailed annual budgets.  
Concurrently, EBSC works in an iterative and interactive process with ComEd to 
provide and obtain input for development of EBSC’s budget.  Each EBSC practice area 
works with the operating companies, including ComEd, to understand their needs and 
priorities.  This process also provides each operating company the opportunity to 
review and challenge proposed EBSC budget amounts that relate to activities 
performed by EBSC that are ultimately directly charged or allocated to a particular 
operating company.  The budget development process is the primary mechanism by 
which ComEd is able to challenge service company costs.  Several built-in, front-end 
features of the process – such as formal dialogues and project specific reviews – allow 
ComEd to have visibility into service company costs and to influence the level of costs 
budgeted.  Once the initial budget (including ComEd’s share of EBSC costs) is approved 
by ComEd Finance, it is then sent on to ComEd senior management for review and 
approval.   

During the year, formal management processes are in place that track 
performance against the budget.  ComEd and EBSC management review performance 
monthly through the “latest estimate” process, which involves reviewing actual 
performance at the line-item level against the budget for each entity, including EBSC 
and ComEd.  Further, EBSC prepares a monthly reconciliation of performance versus 
the budget and describes any material variances from planned performance.  To the 
extent a variance exists between EBSC budget and performance, the operating 
companies will meet with EBSC to discuss the reasons underlying the variance, to 
challenge the justification for the variance, and to take corrective action, if necessary, to 
make sure the pertinent EBSC costs remain reasonable. 

EBSC has established several mechanisms to provide operating companies with 
oversight over EBSC cost levels.  One such mechanism is the various Service Level 
Arrangements, which set forth detailed descriptions of EBSC services to be provided to 
ComEd as well as the basis for any cost allocation.  This process ensures that 
performance expectations are clearly defined and ComEd can measure the service levels 
against agreed-upon expectations.  Another oversight mechanism consists of formal 
interface processes, such as the Supply Council, through which ComEd can oversee 
and, if necessary, challenge proposed and actual EBSC expenditures.  Senior leadership 
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of Exelon and ComEd are actively engaged in monitoring costs in an effort to assure 
that functions are performed in an efficient and cost-effective manner.  

In sum, rigorous budgeting and cost control processes support management’s 
objectives to control Exelon, EBSC and ComEd costs.  In addition, these process 
elements are being regularly executed throughout the business.   The budgeting process 
provides adequate opportunities for ComEd to influence the extent to which costs are 
incurred on its behalf, demonstrating that it is not a “price taker” as EBSC services are 
established.  Finally, an ongoing cost control process is in place that allows for 
monitoring throughout the year to ensure that expenditures are consistent with the 
budget and variances are discussed and challenged as appropriate.   For these reasons, 
the budget and control processes are effective in ensuring that ComEd A&G costs, 
including EBSC charges, are appropriately and efficiently incurred. 

Section 8:  EBSC Cost Allocation  

We analyzed the allocation of costs from EBSC to ComEd to determine whether 
ComEd is charged only an appropriate share of EBSC costs.  In conducting this analysis, 
we interviewed management , investigated the allocation methods employed to assess 
whether they reflect cost causation principles, and analyzed the allocation factors used 
at EBSC and ComEd in relation to those used at other service companies. 

Our evaluation found that: 

• EBSC costs are directly charged to the entity that specifically demands the 
services that give rise to the cost, when costs can be identified and traced to a 
particular entity.  Approximately 36% of all EBSC billings to ComEd are 
direct charges. Excluding EDSS (which is dedicated to serving ComEd and 
PECO and, as a result, whose costs are largely allocated to the two utilities), 
approximately 45% of all EBSC billings to ComEd are direct charges. 

• EBSC costs that cannot be directly traced to a particular entity (and not 
directly charged) are allocated using cost-causative formulas (the vast 
majority of which were explicitly approved by the SEC) or, alternatively, are 
allocated using the Modified Massachusetts Formula (which has also been 
explicitly approved by the SEC).   

• While some variability in the allocation factors used by utility service 
companies can be found (largely arising from the diversity of functions that 
each utility may place in the central service company because of its unique 
circumstances), the allocation factors used to allocate costs to ComEd are 
consistent with those used by other utility service companies. 
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As a check on the allocation process used by EBSC and ComEd, we reviewed the 
level of EBSC billings to ComEd as compared to ComEd’s relative presence in the 
overall enterprise, as reflected by such metrics as total assets, headcount, and operating 
expenses.   ComEd’s share of both directly assigned and allocated costs of 32.3% is 
consistent with those other organizational metrics. 

 
 We separately analyzed ComEd’s proportionate share of EBSC billings with and 
without EDSS.  Such disaggregation is appropriate so as to present a full and complete 
picture of ComEd’s presence within the overall enterprise.   ComEd’s proportionate 
share of EDSS billings has remained constant at 68.0% between 2004 and 2006.  For non-
EDSS charges, ComEd’s proportionate share of direct charges has increased from 28.4% 
in 2004 to 32.2% in 2006 while its proportionate share of allocated costs has decreased 
from 35.5% to 32.4% over that period.  This result reflects an enhanced effort to identify 
and assign costs that are directly attributable to ComEd.    
 
 In sum, we concluded that the processes used to allocate EBSC costs to ComEd 
are appropriate and yield outcomes that are reasonable. 
 
Section 9:  Relative Cost Performance  

 A thorough benchmarking analysis was conducted to compare ComEd’s A&G 
costs, EBSC’s costs, and overall staffing levels to those of a number of carefully selected 
peer groups across a variety of metrics.  We compared ComEd’s A&G costs per 
customer, per MWh sold and per dollar of assets (gross and net) to similar costs 
incurred by companies in five different peer groups:  a Customer group consisting of 
investor-owned utilities having more than one million customers; a Regional group 
consisting of investor owned utilities in states surrounding Illinois; a Holding 
Company group consisting of holding companies with utility subsidiaries; an Exelon 
group consisting of utilities used for benchmarking in ComEd’s last rate case; and a 
Transmission and Distribution (“T&D”) group consisting of utilities with only or 
predominantly transmission and distribution operations.  We also analyzed the subsets 
of T&D utilities in each of the other four peer groups.  Our use of multiple peer groups 
and review of multiple metrics enabled us to ensure that the results were not skewed 
simply as a result of the group or metric chosen. 

We compared EBSC’s costs on various per unit bases with those of a peer group 
consisting of nine holding company systems with one million or more customers.  
Finally, we performed a separate benchmarking analysis based on Exelon staffing 
levels, comparing Exelon to 30 different utilities in a confidential Booz Allen database. 

 The results of these analyses show that ComEd and EBSC compare favorably to 
the peer utilities in all three studies.  Performance is generally average or better than 
average (i.e. lower cost), even when the comparison for ComEd is made only with the 
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T&D peer group and the T&D subsets in the other peer groups.  The results of the 
ComEd A&G comparison are set forth in Figure 2-5 below. 

Figure 2-5 

2006 FERC Form 1 Benchmarking Summary3 

 

 The results of the EBSC comparison are set forth in Figure 2-6.  This figure shows 
that EBSC performed at or better than average with respect to nine of the twelve metrics 
measured. 

                                                 
3 “P&B” refers to Pension and Benefits.  It is a common benchmarking practice to also evaluate A&G costs 
excluding Pension and Benefits as these costs are affected by factors outside of management control (e.g., 
investment returns, accounting policies). 
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Figure 2-6 
2006 FERC Form 60 Benchmarking Summary 

 

 Finally, the results of the functional staffing level analysis, set forth in Figure 2-7, 
show that EBSC performed at or better than average in eight of the nine functional labor 
categories benchmarked.  

Figure 2-7 
Comparative Staffing Level Benchmarking Summary 
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Section 10:  Cost Comparability  

 Finally, Booz Allen completed its assessment of the reasonableness and 
competitiveness of EBSC costs by conducting two additional analyses:  (1) a “self-
performance analysis” of the costs that ComEd would incur if it performed for itself the 
services now performed for it by or on behalf of EBSC; and (2) an “external market 
test,” which compares current EBSC costs with those that would be incurred if those 
services were performed by external third parties on an outsourced or other basis. 

 In the self-performance analysis, we estimated the number of additional 
employees that ComEd would need to hire were it to perform for itself the EBSC 
activities.  We concluded that ComEd would need to hire 415 additional employees.  
We then estimated the labor costs that would result from hiring this additional number 
of employees, based on current EBSC labor costs.  We also estimated the incremental 
non-labor costs that ComEd would incur.  In addition, we attempted to estimate several 
major one-time start-up or implementation costs that would be necessitated were 
ComEd to perform these EBSC services for itself.  This incremental cost analysis is 
similar to many other studies that Booz Allen has done for other clients. 

 The self-performance analysis led to the conclusion that ComEd would incur 
nearly $140 million per year in incremental labor and non-labor costs were it to self-
perform the EBSC activities.  This represents an approximate 30% cost disadvantage 
compared to current costs.  In addition, ComEd would incur one-time start up or 
implementation costs of in excess of $150 million.  Finally, ComEd would incur 
additional costs in an amount that we did not attempt to quantify representing 
additional lost economies of scale to self-perform the services it currently obtains from 
EBSC.  We have concluded that ComEd is clearly advantaged under the current model 
of EBSC performance and would not be able to capture greater cost savings through 
self-performance. 

 Our external market test proceeded through several steps.  First, of the $807 
million of 2006 EBSC costs, we concluded that about $93 million should be excluded 
from the external market analysis because the costs could not be replaced through the 
market (e.g., lease termination fees, employee separation costs), were non-cash items 
(e.g., depreciation/amortization) or were Exelon Generation Company-specific activities 
not allocated in any way to ComEd.  Of the remaining $714 in EBSC costs we 
determined that about $375 million were governance, strategic or similar costs of such a 
core nature that the services giving rise to those costs needed to be performed by 
company employees directly accountable to the various Exelon stakeholders, and 
therefore we excluded those costs from the external market analysis. 

 Of the remaining approximately $340 million of EBSC costs, we observed that a 
substantial portion of those costs - - about $220 million - - are for services that are already 
being performed by external third parties on either a traditional outsourcing or other 
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basis.  These services have largely been contracted or procured through a competitive, 
arms length process resulting in competitive costs and are services largely attributable 
to Information Technology, Finance and Communications.  In addition, another $59 
million of costs are for services, largely in the Information Technologies and Legal 
practice areas, that very recently were analyzed by EBSC for their outsourcing potential, 
and the decision was made that it remained more economical to retain performance of 
those services with EBSC. 

 The remaining $62 million in services were subjected to a further external market 
test.  We analyzed these services using available market data or obtained market quotes 
to determine whether potential economies appeared from having them performed by 
external third parties.  We concluded that with respect to some of the services in these 
practice areas, economies might result from having those services performed by 
external third parties, at least on a direct labor cost basis.  However, in most cases the 
economies appeared to be so small (under $900,000 before allocation) that they could 
easily be negated by unquantified, but inevitable exogenous costs for transitioning, 
complexity, governance and vendor management.   Moreover, even if all of the 
economies could be realized without reduction by such exogenous costs, ComEd’s 
allocable share of such savings would be approximately $1 million. 

 Overall, we concluded from the external market test that although EBSC should 
continue to explore outsourcing as an option, especially in the areas where indicated 
savings appeared, the external third-party marketplace did not appear to be a 
promising source of substantial or sustainable additional cost savings for either EBSC or 
ComEd.   

Conclusion 

Overall, our assessment is that EBSC’s charges to ComEd and ComEd’s related A&G 
costs are reasonable.  We evaluated cost trends between 2004 and 2006 and found that 
the increases in A&G costs were lower than the level of inflation over the same period.  
We found that EBSC activities performed for ComEd were necessary and provided 
specific benefits.  We noted that, while similar activities may exist within EBSC and 
ComEd, the scope and responsibilities of such activities are distinct, leading us to 
conclude that there is no duplication that would result in inappropriate cost increases.  
We found direct charging of EBSC activities to ComEd to be used wherever practical, 
and allocation factors for remaining costs to be linked closely to how costs are incurred.  
In our benchmarking analysis, we evaluated ComEd A&G costs, EBSC costs, and 
overall staffing levels and found them each to be generally at or better than average.  
Finally, we conducted a self-performance analysis and external market test analysis to 
determine the potential cost savings that could be available if ComEd were to handle 
these functions on its own or through a non-affiliated third party.  We found minimal, if 
any, cost savings would result.   
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As a result of our multi-faceted assessment, we concluded that the EBSC costs charged 
to ComEd and ComEd’s related A&G costs are reasonable and competitive with other 
market alternatives. 

3.  ORGANIZATION OVERVIEW  
 

ComEd is a wholly-owned subsidiary of Exelon and is engaged in the 
transmission and distribution of electricity in northern Illinois.   

Exelon is a utility holding company whose principal operating subsidiaries 
include ComEd, PECO (which is engaged in the transmission and distribution of 
electricity and the distribution of gas in Southeastern Pennsylvania) and Exelon 
Generation Company, LLC (“Generation”) (which is primarily engaged in the 
generation of electricity and wholesale energy marketing).   

To facilitate the procurement, delivery and management of support services that 
its operating subsidiaries commonly require, Exelon formed EBSC as a separate entity.  
The function of EBSC is to provide necessary support services to Exelon’s operating 
subsidiaries, including ComEd, on a common and consistent basis.  Several benefits 
flow to ComEd from the consolidation of support services into EBSC, including the 
realization of substantial cost efficiencies.  The creation of EBSC has also improved the 
quality of management information, enhanced implementation of best practices and 
enabled standardization of performance.  Additionally, with EBSC primarily 
responsible for the coordination, delivery and administration of support services, 
operating management, including that of ComEd, is allowed an increased opportunity 
to focus on strategic, high-value activities, including focusing upon the transmission 
and delivery of electricity in a reliable manner. 

Currently, EBSC consists of ten practice areas, one division and three cost 
centers, as described in Figure 3-1:   
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Figure 3-1 

Exelon Business Services Company Overview 

  

 

 

 

 

 

 

 

 

 While the activities of most of these areas can be understood from their title 
alone, a full description of the functions of each practice area and subgroup is contained 
in the activity summary in Exhibit 3-1.   

EBSC represents a service company model that is commonly used in the utility 
industry, and EBSC performs functions that are similar to those currently performed by 
service companies of other comparable utilities, as depicted in Figure 3-2:  

Figure 3-2 
Service Company Comparison  
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EBSC delivers support services to ComEd through the General Services 
Agreement (“GSA”) as well as specific arrangements known as Service Level 
Arrangements (“SLA”).  The GSA establishes the overall framework through which 
services are provided to operating subsidiaries such as ComEd.  With respect to specific 
functions, the EBSC practice areas shown in Figure 3-1 utilize one or more SLAs that 
describe the products and services to be provided to the operating companies by that 
area.  SLAs typically have a finite term (currently up to three years), and are reviewed 
annually during the budgeting process to validate volume and usage data, establish 
unit pricing and ensure that the requirements of the operating companies are satisfied. 
To the extent that an operating company requires goods or services above and beyond 
those set forth in the SLAs, EBSC performs the activity on behalf of the operating 
company and directly assigns costs to that particular operating company based on this 
“as requested” work.  Other operating companies that did not request the additional 
goods or services do not share the burden for increases in costs that result from such 
special requests.  

ComEd has its own operating management team to which EBSC provides 
support services.  ComEd’s management structure was reorganized in late 2005 to the 
configuration reflected in Figure 3-3.  A detailed organization structure for ComEd is 
shown in Exhibit 3-2.  

 

Figure 3-3 
ComEd Organizational Structure 
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In 2006, ComEd incurred total A&G expenses of approximately $387 million4.  Of 
this amount, $166 million was billed by EBSC for services performed by or through 
EBSC.  Total EBSC billings to ComEd were $304 million; the $166 million classified as 
A&G expense accounted for approximately 55% of the total, and the remaining 45% of 
billings are included in non-A&G O&M and balance sheet accounts.  The remaining 
$221 million in A&G costs were directly incurred by ComEd and include, among other 
things, costs for ComEd A&G employees, general office supplies, insurance, pensions, 
employee benefits, franchise fees, advertising, rents, and general plant maintenance.  
The breakdown of EBSC billings reflected in ComEd A&G accounts, by functional area, 
is set forth in Figure 3-4.  

Figure 3-4 
 2006 EBSC and ComEd A&G Costs 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
4 2006 A&G expenses reflect FERC Form 1 A&G expenses of $182 million, adjusted to add back one-time 
regulatory assets of $205 million related to employee separation costs and environmental remediation 
expenditures on former MGP sites as a result of the Commission’s order in Docket 05-0597.   
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4.  OVERALL COST TRENDS 

 
 To further understand ComEd A&G costs and the interrelationship with EBSC, 
we performed an analysis to determine the business drivers that impacted Exelon as a 
whole, and ComEd specifically, between 2004 and 2006 with respect to how services 
were provided, and consequently, how costs were incurred.  ComEd A&G costs 
actually increased at a rate lower than inflation since 2004.  However, prior to 
specifically examining ComEd A&G expense, a discussion of EBSC costs and the 
manner in which they are reflected in A&G is warranted. 

 
 ComEd was billed $304 million from EBSC in 2006, compared to approximately 
$254 million billed to ComEd in 20045.  As Figure 4-1 depicts, ComEd’s share of EBSC 
costs relative to the other Exelon operating companies has remained relatively constant 
at approximately 38% since 2004.     
 
 

Figure 4-1 
EBSC Billings to Operating Companies 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

                                                 
5 Our analysis of A&G costs does not include adjustments made by ComEd for rate-making purposes. 
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 Of the $304 million in EBSC billings to ComEd, approximately $166 million are 
recorded in FERC Form 1 A&G accounts (the 900 level accounts are described in 
Exhibit 4-1) while approximately $84 million are accounted for in FERC balance sheet 
accounts and the remaining approximately $54 million are accounted for in other FERC 
operating accounts.  Figure 4-2 provides a graphical depiction, by EBSC practice area, 
of the distribution of EBSC costs by FERC account classification to ComEd.  
 

Figure 4-2 
EBSC 2006 Billings to ComEd by FERC Classification 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 The A&G costs above are subject to further analysis throughout the remainder of 
this report; however, a brief description of the non-A&G costs billed by EBSC to ComEd 
is warranted.  
 
 Balance sheet costs resulting from EBSC billings generally relate to capitalized 
Information Technology (“IT”) project costs (nearly 50% of capitalized EBSC costs).  The 
other significant balance sheet costs are capitalized labor costs relating to projects 
directly benefiting the transmission and distribution system that are directly supported 
by EDSS employees.   
  
 Non-A&G O&M expenses resulting from EBSC billings include IT costs relating 
to customer service and billing system expenses that are directly charged to FERC non-
A&G O&M accounts.  Additionally, EDSS costs have been distributed to FERC non-
A&G O&M accounts for activities supporting the transmission and distribution system.  
Of the $54 million in non-A&G O&M expenses,  approximately $23 million was 
recorded in distribution accounts, approximately $23 million was recorded in customer 
accounts and approximately $8 million was recorded in transmission accounts. 
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 As mentioned, EBSC billings to ComEd have increased by $50.1 million between 
2004 and 2006.  This increase reflects a compound annual growth rate (“CAGR”) of 
9.5%, which is slightly lower than the CAGR in overall EBSC billings to all Exelon 
companies over the same period.  The $50 million increase in EBSC billings to ComEd  
is broken down in Figure 4-3.   
 

Figure 4- 3 
Change in EBSC Billings to ComEd by Type 

 
 
 
 
 
 
 
 
 
 
 
 
  
 
 As shown by Figure 4-3, approximately 80% of the increase in EBSC billings to 
ComEd results from changes in IT and EDSS costs.  These changes will be explained in 
some detail below.  A discussion of the remaining increases in EBSC billings to ComEd 
appears in Exhibit 4-2. 
 

Information Technology - $32.3 million: Information Technology billings to 
ComEd increased by $32 million between 2004 and 2006.  The majority of this 
increase is due to an additional $18 million in project billings generally direct 
billed to affiliates which request and derive benefit from a specific project.  
Because substantially all project costs are capitalized by the affiliates on whose 
behalf they are undertaken, the impact of project spend on ComEd expenses is 
through depreciation and amortization of project costs billed to ComEd. 

 
The $18 million increase in project billings is due to three specific projects, offset 
by a decrease in projects in process in 2004 that were no longer active in 2006.   
 

• Post-2006 Project - $11 million increase:  The Post-2006 project 
implemented changes to customer operations software that allowed 
ComEd to comply with new ICC rules related to the competitive 
market. 
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• Passport 10 Upgrade - $6 million increase:  The upgrade to this 
software was required as the previous version was no longer 
supported by the vendor and enabled ComEd to further standardize 
work management processes.   
 

• Mobile Data - $4 million increase:  This project will provide the 
company with an integrated mobile workforce management system for 
field crews and back-office personnel that is aimed at reducing outage 
duration and making improvements in productivity and overall 
customer satisfaction.  
 

• Other Project-Related Changes - $3 million decrease: The $3 million 
decrease in other project-related costs is the net turnover effect of 
miscellaneous projects that were in process in either in 2004 or 2006, 
but not in both years.   

 
The non-project increase of $14 million in EBSC IT billings to ComEd results 
primarily from a restructuring of the IT group to centralize employees within 
EBSC to improve operating efficiencies.  In particular, many of the application 
maintenance resources and associated costs were transferred from ComEd into 
EBSC between 2004 and 2006.  Consolidating these services provides EBSC IT 
with improved economies of scale and enables it to better control overall IT 
organization costs.   
 
EDSS - $7.3 million:  EDSS billings to ComEd increased by $7 million between 
2004 and 2006 due to labor-related overheads and other payroll-related costs ($5 
million), increased contracting and materials costs ($3 million), increased rent ($1 
million), and several miscellaneous increases ($1 million) offset by a  $3 million 
reduction in Exelon Way severance costs in 2006 compared to 2004. 

 
 
ComEd A&G Costs: 2004 – 2006 
 
 From 2004 to 2006, total ComEd A&G expenses increased by approximately $39 
million or 10% after adjusting for one-time regulatory assets of $205 million to recover 
employee separation costs and environmental remediation expenditures on former 
MGP sites.  These regulatory assets were approved by the ICC’s order in Docket 05-
0597.  Of this $39 million increase, $28 million or 72% is attributable to increased billings 
from EBSC and $11 million or 28% is related to ComEd directly incurred A&G 
expenses.  Figure 4-4 summarizes these changes.  A discussion of the $11 million 
change in ComEd directly incurred A&G expenses is provided in Exhibit 4-3.   
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Figure 4-4 
ComEd A&G Trends 

 
 

 When evaluating baseline expenses, the effects of cost increases due to normal 
escalation in costs should be considered because such cost increases are outside 
management’s ability to control.  To state 2004 expenses in 2006 dollars, we applied 
escalation factors to four different classifications of expenses:  general expenses (1.6%), 
salaries and wages expenses (3.7%), benefits expenses (9.8%), and outside contracting 
expenses (4.9%). These escalation factors reflect inflation rates used by EBSC and 
ComEd in planning for the 2005 and 2006 fiscal years and are consistent with factors 
provided by various economic indicator sources.  We compared these factors to these 
external sources to ensure a reasonable escalator was applied for each cost category. 

 
 When taking into account the expected effects of inflation, 2004 ComEd A&G 
expenses would normally have increased to approximately $392 million in 2006.  Figure 
4-5 compares 2004 inflation adjusted ComEd A&G expenses to 2006 incurred A&G 
expenses.  Actual ComEd A&G expenses in 2006 are lower by approximately $5 million 
compared to the expected inflation-adjusted 2004 baseline.  

 
 
 
 
 
 
 
 



ComEd Ex. 8.2 
 

 Page 28 

 

Figure 4-5 
ComEd A&G Expenses (Adjusted for Inflation) 

 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 The real decline in ComEd A&G expenses from 2004 to 2006 suggests that cost 
control mechanisms in place at ComEd and EBSC have been instituted to control 
spending as business operations have grown.  Although total EBSC and ComEd directly 
incurred A&G expenses have increased in nominal terms from 2004 to 2006, those 
increases are consistent with observed changes in the business and ongoing general cost 
escalation.  Subsequent sections of this report will describe additional tests Booz Allen 
performed to understand the design and effectiveness of those cost control mechanisms.  
 

5. NECESSITY AND BENEFITS ANALYSIS 
 

Our evaluation of EBSC’s activities focused on the necessity of performing them 
as well as the benefits that flowed from such performance.  In conducting this 
assessment, we evaluated whether the activities that gave rise to EBSC charges serve a 
necessary, useful and legitimate business purpose; are discretionary and could be 
avoided by management; are consistent with activities performed by other utilities; and 
provide benefits to ComEd.   

 
In conducting this qualitative analysis, we undertook a broad array of activities, 

including the following: 
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• Reviewed EBSC and ComEd activities which gave rise to costs incurred by 
ComEd; 

• Reviewed the EBSC service level arrangements to confirm the activities 
performed by each EBSC practice area, including each SLA  that covered 
services performed on behalf of and delivered to ComEd  

• Evaluated the EBSC and ComEd organizational structure and alignment by 
conducting interviews of EBSC and ComEd personnel and analyzing their 
respective organization charts; 

• Analyzed applicable management models for EBSC to determine how 
activities are defined and performed from an operational perspective; 

• Interviewed practice area leaders to validate assumptions and findings; and 

• Leveraged Booz Allen experience in defining the activities of service 
companies, such as EBSC, at other utilities.   

Based upon our analysis, we conclude that the EBSC activities, including those 
giving rise to costs attributed to ComEd as a result of those activities, are necessary to 
the operation, management and conduct of ComEd’s business.   The majority of these 
expenses arise out of activities required to satisfy responsibilities to governmental 
entities, shareholders, and customers (e.g., customer services, operations, corporate 
governance, legal compliance, and regulatory mandates) and, as such, A&G expenses 
incurred in connection with these activities are non-discretionary and unavoidable.  In 
fact, the services provided by EBSC are services that ComEd conducted on its own prior 
to the Unicom-PECO merger and are comparable to those performed by other similar 
companies.  

Exhibit 5-1 sets forth our detailed analysis of the 108 distinct activities giving rise 
to A&G expenses incurred by ComEd.   It describes the nature of the particular activity 
and identifies the necessity for such expenditure according to six separate attributes: 
corporate governance, regulatory mandate, legal compliance, management control, 
operational execution, and strategic planning.  Figure 5-1 sets forth the definitions for 
each of these necessity attributes:   

 

 

 

 



ComEd Ex. 8.2 
 

 Page 30 

 

 

Figure 5-1 
Necessity Attributes Description 

 

 

 

 

 

 

 

 

 

 

These attributes encompass established and accepted views of why these types of 
centralized activities are undertaken and are necessary to the proper functioning of a 
business enterprise.  They have been established through similar assessments that Booz 
Allen has conducted in the utility sector in other jurisdictions.   We tested these 
attributes against the more than one hundred discrete activities performed on behalf of 
ComEd, summarized in Exhibit 3-1 and discussed further in Exhibit 5-1.  Based on our 
analysis, we conclude that each of the 108 identified activities is necessary.   

 Two examples of how we applied this methodology are shown below: 

Human Resources:  Within this practice area, the Leadership and Management 
Development function manages the assessment and development programs for 
employees.  Our analysis indicates that the activities encompassed in this 
function are necessary for several reasons. First, this function fulfills a corporate 
governance purpose of ensuring that employees and managers receive the skills 
training necessary to satisfy corporate responsibilities.  Additionally, we found 
that this function supports operational execution by centralizing the talent 
management process that provides for a continuous pipeline of capable 
management personnel to lead the organization. 

Finance:  Within this practice area, the General Accounting function prepares 
monthly and quarterly closing entries.  Our analysis indicates that this activity is 
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necessary for three distinct reasons.  First, this activity is required to enable 
management to prepare financial filings required by the Securities and Exchange 
Commission.  It also provides insight into business performance and thus also 
supports management control.  Finally, closing the books on a monthly and 
quarterly basis are integral processes to the regular financial operations of any 
organization, and are directly related to operational execution. 

In addition to being necessary, we conclude that EBSC activities provide benefits 
to the organization.  For purposes of this assessment, we identified six separate 
potential benefits that may arise from the activities we examined, which are described 
in Figure 5-2.  

Figure 5-2 
Benefits Attributes Description 

 
 
 
 
 
 
 

 

 

 

 

 

 

 We tested these attributes against the 108 discrete activities identified as being 
performed on behalf of ComEd, summarized in Exhibit 3-1 and discussed further in 
Exhibit 5-1.  As Exhibit 5-1 shows, we conclude that each of the activities provides 
direct and indirect benefits to ComEd.   

 Two examples of how we applied this methodology are set forth below: 

Accounts Payable:  This function within the EBSC Commercial Operations 
Group is responsible for processing vendor payments related to utility 
operations.  Our analysis indicates that this activity would be required by any 
business and, by centralizing disbursements related to suppliers supporting the 
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business, EBSC is able to achieve economies of scale and pass cost savings on to 
ComEd. 

Supply:  The EBSC strategic sourcing group provides procurement services for 
materials and services across the Exelon operating companies.  This function 
supports the ongoing operations of the company by ensuring constant access to 
qualified providers of materials and services needed within the business.  Our 
analysis indicates that supply is able to manage higher activity volumes, which 
can drive costs down for the operating companies, including ComEd, and 
contributes to system reliability by assuring materials are available when 
required. 

 To further validate our conclusions and provide an additional frame of reference, 
we reviewed each activity performed by EBSC to determine its appropriateness for 
performance within a service company (or similar organization) rather than 
performance within an individual operating company.  To do this, we reviewed FERC 
Form 60’s6 for several peer utility companies which capture the activities of such service 
companies in the utility industry.  Based on our review, we determined that services 
provided by EBSC on behalf of ComEd are typical of services provided by utility service 
companies as previously reflected in Figure 3-2.   This is important to recognize, as it 
indicates that the centralization of such functions within such service companies is 
generally accepted as being necessary and as providing benefits to the enterprise (e.g., 
economies of scale and procurement efficiencies).   

CONCLUSIONS 

 Activities undertaken by EBSC satisfy several operational, legal and regulatory 
needs for a public company.  All activities are required either to satisfy responsibilities 
to customers, shareholders and governmental entities or support the operations of the 
enterprise, and are not avoidable. When compared against the specific attributes used to 
establish necessity of performance, at least one of these attributes applied to each of the 
108 activities reviewed.   

  These functions also provide direct and indirect benefits, such as 
standardization to improve productivity or provision of technical support to improve 
decision-making, that enhance the effective management and efficiency of ComEd as 
again demonstrated by the applicability of the attributes used to evaluate whether 
benefits are derived.  Most specifically, centralized performance of these functions 
creates economic benefits which are realized by ComEd and the other operating 
companies.  These functions are also consistent with and similar to functions provided 
by other utility service companies and other businesses outside of the industry. 

                                                 
6 The FERC Form 60 is a form that is required under the Public Utility Holding Company Act of 2005, and 
that contains detailed service company functional data, including descriptions of cost allocation approaches. 
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6.  OVERLAP AND DUPLICATION ANALYSIS 

Performance of certain common operational, managerial, and back-office 
activities in a centralized manner using a single business services entity is generally 
considered an effective and cost efficient method of providing services.   This type of 
structure, by its nature, limits the amount of duplication of activities across an 
organization even where similar types of activities may be performed.  In performing 
our analysis of any potential duplication among EBSC, ComEd and EDSS, we evaluated 
whether the activity was being performed in a centralized or decentralized manner and 
whether, if potential overlap did exist, there was adequate differentiation in scope 
among these entities.  

Our investigation into any possible duplication of effort consisted of the 
following steps: 

• Reviewed organizational charts for ComEd, EBSC and EDSS to provide an 
initial baseline for understanding the responsibility and focus of the activities 
performed within each entity.  

• Reviewed the management models to develop an understanding of the 
activities that each functional area performs.  

• Defined the role that each functional area performs and assessed whether, 
based on such descriptions, the potential for activity overlap existed.  

• Conducted individual interviews with management representatives within 
the ComEd, EBSC, and EDSS functional areas to fully understand the 
activities that each area performs and assess whether differences in purpose, 
focus or content of the activities in question existed.   

 We reviewed each of the activities of EBSC and EDSS previously described in 
detail in the activity summary in Exhibit 3-1, as well the functional activities of ComEd. 
Our detailed review of the activities of ComEd, EBSC and EDSS confirmed that the 
activities of each entity are not redundant.  During our review, we identified nine areas 
as having potential for duplication, and therefore evaluated them in more detail for 
duplication.  Figure 6-1 identifies these nine areas of potential duplication and the 
organizations performing these functions. 

. 
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Figure 6-1 
Duplication and Overlap Analysis Areas 

  

 

 

 

 

 

 

 

 

 

Figure 6-2 summarizes the results of our assessment and details the actual 
activity performed by each entity in each of the nine practice areas showing potential 
duplication.   As Figure 6-2 demonstrates, our substantive review revealed that while, 
in some cases, similar broad functional descriptions exist across two or more entities, 
the actual activities performed by each entity are different in scope and are not 
duplicative.   In short, the nature of activities performed within ComEd, EBSC, and 
EDSS are sufficiently delineated, distinct and focused on the requirements of the 
individual business.   
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Figure 6-2 
Delineation of Roles and Responsibilities 
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 Each of these areas is discussed separately and in more detail below.  

Information Technology 
 
 The area of potential duplication relates to the resources that provide dedicated 
support to critical ComEd operational applications.  EBSC Information Technology 
provides direction and operational support for infrastructure, operations, projects and 
corporate applications.  Examples include managing the Passport (work management) 
and CIMS (customer information) applications.  In contrast, ComEd’s IT employees 
manage specific mission-critical applications not performed by EBSC such as the 
Advance application that supports transmission operations.  Given the different focus 
of the organizations, we identified no overlap. 
 
Finance 
 
 We identified three functional groups -- ComEd Financial Planning & Analysis, 
EBSC Finance – Corporate Planning, and EDSS Finance - - as playing some role in the 
development of budgets and long-range plans.  Our investigation, however, revealed 
that the scope of each group’s role is quite different: 

 
ComEd Financial Planning & Analysis: responsible for developing 
budgets and long range plans for ComEd and evaluating actual-to-budget 
variances during the year. 

EBSC Finance – Corporate Planning:  provides budgeting guidance 
utilizing global assumptions to all operating companies (e.g., ComEd and 
PECO), and executes the budgeting process for Exelon as a whole 
(including setting timelines for the budgeting and long range planning 
processes to ensure consistency across the entire organization). This group 
manages the budget process, provides reporting and compliance 
oversight for each of the operating companies and synthesizes the 
information into an overall corporate budget for Exelon.  

EDSS Finance:  sets goals and guidelines for ComEd and PECO in 
accordance with corporate budgeting policy.  Ensures consistency in 
business planning processes.  Consolidates the budgets of ComEd and 
PECO into a single budget for management reporting purposes.  Develops 
ComEd and PECO O&M, capital and budget forecasts. 

 
 

 As indicated by the foregoing, ComEd is best positioned to develop budgets 
based on the specific needs of its transmission and distribution customers while EDSS 
Finance is in a better position to define and manage the guidelines and requirements for 
the two Exelon utilities. EBSC manages the overall process to ensure consistency in 
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approaches used by each company, identifies certain global assumptions, and develops 
the consolidated results.  With these scope distinctions, we conclude that these activities 
are not duplicative or overlapping.  These EBSC and EDSS activities are complementary 
in nature, with ComEd activities reflecting the execution of standardized practices 
established at the corporate and EDSS levels. 

 
Supply 
 
 The EBSC Supply organization is responsible for providing strategic supply 
solutions to support Exelon’s business strategies.  The EBSC Supply organization also 
provides management and oversight of strategic supply initiatives across the enterprise.  
Examples of such activities include improving the process and systems, containing and 
lowering risks, and driving down operational costs.  The EBSC Supply group 
anticipates strategic objectives of the business, leverages best practices, drives 
accountability through performance reporting, negotiates supply contracts and 
provides governance, oversight and other policy related functions.  In contrast, 
ComEd’s supply organization executes specific supply functions necessary for the 
maintenance of its transmission and distribution systems.  The ComEd Supply function 
purchases materials, manages inventory and manages the storerooms and warehouses 
for field operations.  ComEd’s ability to purchase materials at competitive prices is a 
direct benefit of the supply contracts negotiated, for the enterprise as a whole, at the 
EBSC level.  No duplication was found given the differences in activity scope. 
 
Human Resources  
 
 A few potential areas of overlap were identified between ComEd, EBSC and 
EDSS related to recruiting, labor relations and training.  The role that each entity 
undertakes with respect to each of those activities, however, is distinct.    
 
 ComEd Human Resources Operations is responsible for managing operating 
company specific issues related to recruiting and employee relations.  These activities 
include filling internal postings (jobs that have been vacated and need to be filled 
through sourcing a candidate within Exelon) and addressing employee related human 
resource concerns.  

 
  EBSC Human Resources is responsible for all corporate human resources activity 
including recruiting, labor relations and leadership and management development.  
EBSC Recruiting is responsible for filling external postings with candidates through its 
campus recruiting processes while EBSC Labor Relations manages grievances and 
arbitrations and interprets the collective bargaining agreements.  EBSC’s Leadership 
and Management Development function conducts formalized management 
development training programs for employees.  
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  EDSS, on the other hand, is responsible for management of the technical training 
programs related to engineering, safety, construction and maintenance, and customer 
operations.  The employees within the EDSS Training organization are not human 
resources employees, but given the similarity in their functional roles, we identify them 
under Human Resources solely for purposes of the analysis.  Given the clear 
differentiation in focus of each organization, we identified no overlap in the human 
resources functions within EBSC and EDSS.   
 
Legal Services 

 
 EBSC Legal has responsibility for all legal matters across the enterprise.  ComEd 
has one Legal Employee, the SVP and General Counsel, who manages ComEd specific 
legal matters and coordinates EBSC legal resources for ComEd.  This role distinction 
provides for effective resource utilization to manage activities based on the nature of 
the work. This clarity in role and responsibility delineation ensures the absence of 
duplication or overlap within the legal function. 

 
Communications 
 
 EBSC Communications has responsibility for all internal and external 
communications of Exelon Corporation, including providing input into investor related 
communications, executive communications and contributions made in the name of 
Exelon Corporation.  These activities differ from the services delivered by ComEd 
Communications, which are solely related to ComEd and its operations including 
communications regarding outages and storms, community affairs and internal 
communications to ComEd employees.  Given the clear differentiation between 
activities performed by EBSC and ComEd, we identified no duplication or overlap 
within the communications function. 
 
Legislative & Governmental Affairs and Regulatory & External Affairs 

 
 The EBSC Government & Environmental Affairs function provides management 
oversight for compliance with federal laws, regulations and other policy requirements 
including communications with Federal legislators, the executive branch and regulatory 
bodies (such as the FERC).  This EBSC function also develops strategies and performs 
advocacy related activities with respect to Federal legislation and regulatory initiatives.   
 
 Similar policy interface activities are performed within ComEd in the Legislative 
& Governmental Affairs and Regulatory & External Affairs departments, but their 
scope is focused on Illinois matters (dealings with state legislation, cities and 
municipalities, and the Illinois Commerce Commission).   As a result, there is  no 
overlap or duplication in this function. 
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Environmental Health & Safety 

 
 EBSC Environmental Health & Safety focuses on environmental policy, 
governance and oversight activities for the entire Exelon enterprise.  EBSC reviews 
business unit environmental performance, communicates standards of performance and 
corporate policies to meet federal regulations (such as those under the Clean Air Act 
and Clean Water Act), and manages actions taken to improve performance, if required.   

 
EDSS is responsible for the execution of environmental and safety compliance at 

ComEd (and PECO) and support of policies that have been established. It also provides 
remediation services to both ComEd and PECO.   

 
ComEd is responsible for day-to-day operational execution of ComEd’s 

environmental programs, including meeting environmental regulations, adhering to 
permits and other company-specific events.  Given these differences in scope, we found 
no duplication.   
 
CONCLUSIONS 

 
Based upon our investigation of substantive activities performed by ComEd, 

EBSC and EDSS, we concluded that no duplication of effort exists among the business 
areas.  Our initial review of the structure and organization of each entity identified nine 
areas where potential overlap might exist, but our review of the particular activities 
satisfied us that each group has a defined scope of activities that is discrete and non-
duplicative.   
 

Moreover, the EBSC organization model provides for effective centralization of 
resources without duplicating or overlapping activities performed within EDSS or 
ComEd.  By centralizing activities within EBSC, we noted that the potential for 
duplication is actually reduced, providing greater evidence that costs are not replicated 
in multiple locations.    
 

The analysis in this section should be viewed together with the Necessity and 
Benefits Analysis in Section 5.  When taken together, these two analyses indicate that 
EBSC and the operating companies are performing required activities in a reasonable 
manner and that their structure and execution minimizes the costs of performance by 
avoiding duplication of efforts. 
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7.  BUDGET AND CONTROL 

 
Our review of EBSC (and ComEd A&G) costs included a review of the Exelon / 

EBSC / ComEd budget process to determine whether the structure and execution of 
that process served as an effective means of controlling EBSC and ComEd A&G costs, 
particularly whether adequate visibility into costs exists.  Our review also focused on 
how ComEd interfaced with EBSC throughout the budget and cost control process and 
whether adequate input into budgeting processes occurs.  Of particular relevance to our 
analysis were the cost control mechanisms in place at EBSC to constrain costs, and 
specifically the mechanisms by which ComEd monitors and manages its own direct 
incurred A&G costs as well as those allocated from EBSC. 

 
We assessed these budgeting and cost control processes by conducting the 

following analyses: 
 
• Reviewed the planning process to understand how overall targets are 

established. 

• Reviewed the budgeting process to assess its effectiveness in justifying and 
limiting planned costs. 

• Reviewed the involvement of the various business units in the budgeting 
process to assess the nature and extent of the interface between EBSC and its 
internal customers. 

• Reviewed established cost control mechanisms designed to ensure that costs 
are properly managed. 

Based upon these activities and the direct interviews we conducted, we 
concluded that the budgeting and cost control processes in place provide well-executed 
and effective management structures for ComEd, EBSC and Exelon.   A variety of 
mechanisms are in place within the Exelon-EBSC-ComEd management framework to 
provide for rigorous and comprehensive cost management and planning, as is further 
described in Exhibit 7-1.  The budgeting process provides adequate opportunities for 
ComEd to be involved and to influence the extent to which costs are incurred on its 
behalf, demonstrating that it is not simply a “cost-taker” as EBSC services are 
established.  Finally, a cost control process is in place that allows for rigorous 
monitoring and assurance that expenditures are consistent with the budget.   
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 Detailed Planning Processes   

 The framework and overall direction of ComEd is established in conjunction 
with rigorous and regular planning processes undertaken on behalf of the enterprise as 
a whole.  These planning processes include  

• Strategic and long-range planning, in which senior management, including 
management from ComEd, considers, evaluates and establishes the future 
direction and priorities of the organization;  

• Financial planning, in which performance goals with respect to financial 
drivers, such as earnings expectations, return on investment, and capital 
structure are established; and  

• Business planning, in which each business unit, including ComEd, reviews 
risks and opportunities for itself, develops operational plans across a wide 
variety of subjects (e.g., regulatory matters, environmental, and asset 
management), and prepares five-year financial forecasts as well as an annual 
budget which includes EBSC billings.   

 Taken together, these rigorous planning exercises not only exert pressure on each 
business unit to improve efficiency, but also serve as a discipline for management to 
ensure that capital is allocated appropriately and effectively.    

Budgeting Process Design   

 Utilizing the plans that have been developed on a strategic, financial and 
business basis, the business units, in conjunction with EBSC, develop detailed annual 
budgets.  For ComEd, this detailed process involves developing a budget for over 550 
individual budget line items for the entire operating company, including over 100 line 
items for A&G accounts.  For EBSC, this process involves approximately 165 individual 
line items.  ComEd builds a budget from the bottom-up by resource type or subaccount 
(e.g., regular time, materials, professional services).  The EBSC finance function guides 
the process to provide a consistent framework and ensure alignment with overall 
corporate goals.  Once the initial budget (including ComEd’s share of EBSC costs) is 
approved by the finance representative of ComEd, it is then sent on to ComEd senior 
management for review and approval.   

 Concurrently, EBSC works in an iterative and interactive process with ComEd 
and other operating companies to provide and obtain input for development of EBSC’s 
budget.  Each EBSC practice area works through established interfaces with the 
operating companies, including ComEd, to understand their specific operating needs 
and challenges.  For example, the Information Technology budget is developed by the 
management team based on direct interaction and input from each of the operating 
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companies for activities or major initiatives that specifically benefit or have been 
requested by the operating company through previously established SLAs.  This 
process also provides each operating company the opportunity to review and challenge 
proposed EBSC budget amounts that relate to activities performed by EBSC that are 
ultimately directly charged or allocated to a particular operating company.  For 
example,  ComEd was able to reduce the amount of cell phone-related charges after a 
review of the EBSC budget and SLA that highlighted the cost drivers, associated 
volumes and pricing for such services.  As a result of that review, EBSC embarked on a 
consolidation program that reduced the number of cell phones utilized within the 
company.  This consolidation led to an overall reduction of approximately $1 million 
from the initially developed budget.   As another example, ComEd through its review 
of IT costs and its own financial performance was able to defer certain ComEd-specific 
non-critical IT projects to meet its financial goals and objectives.  This reprioritization of 
projects was effected through discussion within the monthly IT Project Review 
Committee meetings and O&M and capital budget meetings, which include the ComEd 
Chief Operating Officer.  

 Following this operating company review, EBSC submits its budget for review.  
If approved, the EBSC budget is then consolidated with the overall Exelon budget and 
submitted for review and approval by Exelon senior management and the Exelon Board 
of Directors.   The ComEd Board of Directors separately reviews and approves the 
budget for ComEd. 

 This budgeting process is performed on a regular basis, with detailed budgets 
covering a two-year period.  As part of this process, both ComEd and EBSC 
management engage in a rigorous and constructive review of service needs and major 
initiatives that may have an impact upon cost levels and resulting benefits. This review 
and interaction allows ComEd to influence and constrain the level of costs that ComEd 
incurs as well as those costs incurred on its behalf by EBSC.  

 The budget development process is the primary mechanism by which ComEd is 
able to challenge service company costs.  Several built-in, front-end features of the 
process – such as formal dialogues and project specific reviews – allow ComEd to have 
ongoing visibility into service company costs and to influence the level of costs 
budgeted.  This process has become institutionalized over time, and ComEd has become 
accustomed to controlling cost changes and aggressively asserting its priorities and 
financial constraints.   

Cost Controls and Monitoring 

 Once EBSC and ComEd budgets have been established and approved, formal 
management processes track performance against the budget.  ComEd and EBSC 
management review performance monthly through the “latest estimate” process, which 
involves reviewing actual performance at the line-item level against the budget for each 
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entity, including EBSC and ComEd.  Further, EBSC prepares a reconciliation of the 
current month performance versus the budget and describes any material variances 
from planned performance.  To the extent a variance exists between EBSC budget and 
performance with respect to services provided to one or more operating companies, the 
operating companies will meet with EBSC to discuss the reasons underlying the 
variance, to challenge the justification for the variance, and to take corrective action, if 
necessary, to make sure the pertinent EBSC costs remain reasonable.7 

 The Service Level Arrangement process provides another level of governance 
over EBSC costs and results in a level of interaction between EBSC and ComEd that 
facilitates management of ongoing costs.  The SLA for each practice area is negotiated, 
reviewed, and approved periodically  by ComEd management and EBSC practice area 
leadership.  Each SLA sets forth a detailed description of the product or service 
provided as well as the basis for any cost allocation to ComEd.  This process ensures 
that performance expectations are clearly defined and ComEd can measure the service 
levels and costs it receives against agreed-upon expectations.   

 EBSC has established several mechanisms to provide the operating companies 
with oversight over EBSC cost levels.  For instance, in the Information Technology 
practice area, a “client engagement model” is employed whereby IT management meets 
on a regular basis with operating entities, such as ComEd, to discuss financial results 
and performance metrics for the IT practice area, thereby permitting the operating 
entities to manage costs and monitor service levels.  IT also has a structure in place, 
through the Information Technology Council, to regularly engage with ComEd and the 
other operating companies to review performance against budgets, status and priorities 
of major initiatives, and future strategic objectives.   Similarly, the Supply practice area 
has established a Supply Executive Council comprised of senior supply executives and 
operating company representatives, including the Exelon Energy Delivery Vice 
President of Engineering & Services, ComEd Vice President of Engineering & Services, 
Exelon Energy Delivery Vice President of Finance and other financial representatives 
from ComEd.  The charter of this council is to provide executive oversight over the 
supply function and to ensure that operating company service and cost requirements 
are met.  Other practice areas within EBSC have established comparable review and 
functional committees to ensure that operating companies are provided with adequate 
opportunity to oversee and, as necessary, challenge proposed and actual EBSC 
expenditures.   

                                                 
7 A similar reporting process occurs on a quarterly basis through Quarterly Management Meetings (“QMM”), 
where the Exelon Strategy and Policy Committee, which includes representatives of ComEd senior 
management, reviews the prior quarter’s financial performance (current performance versus plan), and key 
financial and operational metrics.  During these meetings, performance against plan is reviewed and additional 
budget  challenges may be initiated to meet financial and budget objectives given year-to-date performance.  
Additionally, on a quarterly basis, a financial package similar to those reviewed at the QMM is prepared for 
the Exelon Board of Directors. 
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 Finally, senior leadership of the enterprise, including ComEd representatives, 
has instituted programs to manage costs aggressively.  Senior management is routinely 
informed of financial performance and the need to manage costs to facilitate the 
achievement of financial objectives and take corrective actions, as necessary, to control 
costs.  Several cost management programs have been implemented in recent years.  In 
2002, Exelon executed a company-wide program – the Cost Management Initiative – 
which focused efforts on achieving cost savings and synergies across business units and 
functional areas.  In 2003, management introduced and executed the “Exelon Way” 
program, under which the entire enterprise was restructured to achieve focused 
management of key functional areas in an integrated manner.  Throughout our 
interviews of management personnel, it was frequently emphasized that such 
systematic and enterprise-wide cost reduction programs have instilled a culture of 
consistently seeking improvements in the performance of corporate operations so that 
such functions can be delivered in an efficient and effective manner.    

CONCLUSIONS 

 Exelon’s budgeting and planning processes provide an effective means to control 
EBSC costs.  The use of a results driven approach to budgeting and planning provides 
for the clear understanding of corporate targets and alignment of enterprise and 
operating company objectives, while the detailed build-up of operating company 
budgets within these established target levels provides a direct linkage between 
business requirements and organization level sources of costs.  The elements of the 
ongoing cost control process ensure that both EBSC and ComEd have the means and 
incentives to monitor cost performance and adjust costs as required to accommodate 
identified needs during the year.  This approach is consistent with that of other utilities 
and is an effective means of controlling costs.  The monthly forecasting and budget 
challenge process that occurs during the course of the year is another mechanism to 
control costs and allow a course correction, if needed.   

 The level of interaction between ComEd and the practice areas indicates that cost 
levels are adequately budgeted and controlled.  Across the largest practice areas, 
several examples discussed in this section of the report illustrate how ComEd is 
involved in the budgeting, planning and ongoing monitoring and progress reporting, 
through various management forums and committees that involve both EBSC and 
ComEd employees. 

 Based on the overall assessment of the budgeting and cost control processes 
within Exelon, EBSC and ComEd, rigorous processes are in place to support 
management’s objectives of controlling costs.  In addition, these process elements are 
being regularly executed throughout the business.  Specific cost control mechanisms 
and programs have been successfully implemented and executed over time.  For these 
reasons, the budget and control processes are effective in ensuring that ComEd A&G 
costs and EBSC costs are appropriately and efficiently incurred. 
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8.  EBSC COST ALLOCATION  
 

The allocation of costs from EBSC to ComEd must be analyzed to determine that 
ComEd is charged only an appropriate share of EBSC costs.  In conducting this 
assessment, we evaluated whether the allocation methods employed reflect cost 
causation principles typically used by regulated entities and whether those methods are 
fully documented and consistently applied.  This section discusses the process and 
methodology used to allocate ESBC costs to Exelon operating companies, including 
ComEd, and assesses whether that process and methodology are reasonable and 
appropriate.  

Our evaluation of the cost allocation process involved multiple elements:  

• Interviewed responsible EBSC and ComEd management to understand the 
nature and application of the allocation methodologies employed.   

• Investigated the allocation processes to assess whether they are in alignment 
with the cost causative nature of the underlying functional area (i.e., do the 
allocation methods used bear a reasonable and direct relationship to the 
actual activities performed on behalf of ComEd).   

• Analyzed allocation factors used by other peer utilities to determine whether 
those employed by EBSC and ComEd are comparable. 

 Based upon our review, including a comparison of the allocation methods of 
other utilities that use a centralized service company model to those that ComEd and 
EBSC employ, we conclude that the methods used to allocate EBSC costs to ComEd are 
reasonable and appropriate.  The EBSC cost allocation process is well-structured, well-
tested, implemented in conformance with underlying objectives and results in an 
equitable allocation of costs, using appropriate allocation factors.  More detail on the 
types of allocations factors used is provided in Exhibit 8-1.  EBSC costs are directly 
charged, where practical, to the entity that specifically demands the services that give 
rise to the cost. Where these costs cannot be directly traced and assigned to a particular 
entity, they are allocated using single factor cost-causative formulas or a multifactor 
formula, namely the Modified Massachusetts Formula (which has been approved by the 
SEC). This overall EBSC approach to cost distribution is consistent with that adopted by 
other similar companies. 

 EBSC follows defined procedures to direct assign and allocate costs.  EBSC 
attempts and prefers to charge costs directly to the entity that caused the cost to be 
incurred.  EBSC direct charges when costs can be identified and traced to a particular 
entity.  Approximately 36% of all EBSC billings to ComEd are direct charges. Excluding 
EDSS (which is dedicated to serving ComEd and PECO and, as a result, the costs of 
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which are assigned or allocated predominantly to the two utilities), approximately 45% 
of all EBSC billings to ComEd are direct charges.  

 If costs cannot be directly charged, EBSC allocates costs utilizing methodologies 
the vast majority of which were accepted or approved by the SEC (these procedures are 
described in detail in the Associate Transaction Procedures Manual, which Exelon 
previously filed with the SEC pursuant to the Public Utility Holding Company Act of 
1935). The application of the specific allocation factors is intended to distribute costs in a 
manner closely related to cost causation.  These allocation methodologies have been 
applied consistently and are periodically reviewed.8  

The allocation formula employed depends upon the nature of the activity. 
Among other things, the ratio utilized may be revenue-based (e.g., revenues, sales), 
expenditure-based (e.g., total expenditures, operating and maintenance expenditures, 
capital expenditures), labor/payroll-based (e.g., payroll, employees) or unit-based (e.g., 
usage, consumption, capacity).  Exhibit 8-1 sets forth the primary allocation factor used 
for each practice area or function.  We have reviewed these allocation factors and have 
concluded that they are cost-causative and properly related to the cost being allocated.    

 
In those instances where it is not feasible for a category of costs to be linked to a 

particular factor related to the nature of the service provided, a composite formula – 
known as the Modified Massachusetts Formula (“MMF”) – is employed.9   The MMF 
averages various elements of each of the operating companies so that a fair distribution 
of A&G costs is allocated to each operating company.  EBSC’s MMF, which was 
adopted in conjunction with an SEC review, includes the following three factors: gross 
revenues, total assets and direct labor, with each component updated annually.10 Due to 
growth in the competitive generation business across a number of factors as shown in 
Exhibit 8-2, Exelon Generation’s allocation of EBSC costs under the MMF increased 
from 38% in 2004 to 41% in 2006 while other operating companies have generally seen 
their relative shares decline.  ComEd’s relative share of total allocated costs has 
                                                 
8 In 2004 and 2005, the Internal Audit function of EBSC conducted three audits directly related to the 
appropriateness of the cost allocations.   These audits did not reveal any significant deficiencies in the 
allocation processes employed, thereby providing further evidence that cost allocation processes are regularly 
reviewed.   
9 As its name implies, the Massachusetts Formula was originally adopted as an allocation method in 
Massachusetts.  It blended three allocation factors – gross plant, gross revenues, and labor – to allocate costs.  
The allocation factors of the operating company are divided by the same allocation factors for the enterprise as 
a whole (e.g., gross revenues for the operating company are divided by gross revenues for the entire 
enterprise), with the resulting composite percentage employed as the allocation formula.  EBSC utilizes a 
“Modified” Massachusetts Formula because, as indicated in the text of footnote 9, it employs allocation 
formulas different from those employed by the original Massachusetts Formula.   
10 For purposes of EBSC’s MMF, gross revenues are defined as total revenues that do not eliminate revenues 
derived from affiliates.  Parent revenue is the total of dividends paid by affiliates.  In addition, total assets are 
based on a GAAP presentation with the assets of the parent including any investments in subsidiaries.   Finally, 
direct labor includes an assignment of the salaries of common officers to the parent.   
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decreased from 43% to 41% over this period.  ComEd’s share of allocated costs using the 
MMF has decreased from 33% to 31% as shown in Figure 8-1. 
 

Figure 8-1 
MMF Calculation: 2004 vs. 2006 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 For non-EDSS charges, as shown in Figure 8-2, ComEd’s proportionate share of 
direct charges has increased from 28.4% in 2004 to 32.2% in 2006 while its proportionate 
share of allocated costs has declined from 35.0% in 2004 to 32.4% in 2006 indicating 
increasing identification and assignment of costs directly attributed to ComEd relative 
to the other operating companies.    
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Figure 8-2 
Non-EDSS EBSC Billings by Customer 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 As a check on the allocation process used by EBSC and ComEd, we reviewed the 
level of EBSC billings to ComEd as compared to ComEd’s relative presence in the 
overall enterprise, as reflected by such metrics as total assets, headcount and operating 
expenses.  Our purpose in conducting this analysis was to determine whether the 
proportion of EBSC charges to ComEd has changed significantly and to assess whether 
EBSC charges to ComEd, on a macro level, appear reasonable.  For purposes of our 
analysis, we separately analyzed ComEd’s proportionate share of EBSC billings with 
and without EDSS since EDSS costs specifically relate to the utility operations of ComEd 
and PECO and are allocated between those two entities.  Such disaggregation is 
appropriate to present a full picture of ComEd’s presence within the overall enterprise.  
 
 As shown in Figure 8-3,  ComEd’s share of both directly assigned and allocated 
costs of 32.3% is reflective of other organizational comparisons such as  relative 
operating expenses, total assets and employees.  ComEd share of EBSC costs is actually 
lower than its proportionate share of total operating expenses, total assets, and total 
employees but higher than its proportionate share of total revenues.  
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Figure 8-3 
Non-EDSS Share of Other Organizational Metrics 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 With respect to EDSS billings, as shown in Figure 8-4, ComEd’s proportionate 
share of such costs has remained constant at 68.0% between 2004 and 2006.  Although 
relative direct assignment has declined from 63.1% to 58.7% between 2004 and 2006, the 
overall outcome of EDSS billings to ComEd has not changed since 2004.  
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Figure 8-4 
EDSS Billings by Customer 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Figure 8-5 depicts the relative EDSS billings percentage to other organizational 
comparisons.  As this figure depicts, ComEd’s share of EDSS costs are in proportion to 
these metrics. While ComEd’s proportionate EDSS charges are slightly higher than its 
share of operating revenues, operating expenses and total assets, they are lower than its 
share of employees, megawatt-hours of electricity delivered and number of electricity 
customers.   
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Figure 8-5 
ComEd Share of EDSS Billings Compared To Other Organizational Metrics 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 For additional views of EBSC billings, ComEd’s share of those billings and 
changes between 2004 and 2006, refer to Exhibit 8-3. 
 
Service Company Comparison 
 
 It is relatively common for utility holding companies to utilize a centralized 
service company for the delivery of common goods and services.   We assessed the 
appropriateness of EBSC’s allocation factors by comparing them to those used by 
service companies of peer utilities.   Figure 8-6 depicts the allocation factors of EBSC 
compared to those utilized by other utility service companies.   
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Figure 8-6 

Allocation Factors of Utility Service Companies 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

As Figure 8-6 reveals, while some variability in the allocation factors used by 
utility service companies can be found (largely arising from the diversity of functions 
that each utility may place in the central service company because of its unique 
circumstances), the allocation factors that are used to allocate costs to ComEd are 
consistent with those used by other utility service companies.     
 
CONCLUSIONS 
 
  EBSC charges are allocated to ComEd in a reasonable and appropriate manner.  
Depending on the nature of the cost, EBSC is able to select the most appropriate 
allocation methodology – direct charge, a cost-causative allocation formula, or  the 
general MMF allocation formula. Where practical, EBSC directly charges costs to 
ComEd.  Excluding EDSS, approximately 45% of all EBSC charges are made on a direct 
basis.  
 
 When an allocation formula is used, EBSC employs cost-causative factors either 
approved by the SEC and/or generally employed and found acceptable in the utility 
industry, as confirmed by the fact that many peer utility service companies use similar 
allocation factors.  EBSC charges to ComEd appear consistent with prior cost 
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assignment practices and are proportionate to ComEd’s presence within the enterprise 
as a whole.  
 
 The increasing level of direct charges to ComEd reflects both the specific nature 
of IT projects performed by EBSC, as well as the effective application of cost causation 
principles within the EBSC cost distribution process. The process also effectively 
distributes EBSC costs to those entities that are growing faster relative to other 
operating companies, as evidenced by the increasing level of charges to Exelon 
Generation. As a result of these analyses, we believe the processes used to allocate EBSC 
costs to ComEd are appropriate and yield outcomes that are reasonable.   
 

9. RELATIVE COST PERFORMANCE 
 
 The purpose of this section is to compare EBSC and ComEd A&G cost levels to 
those of their peers.  This process is typically referred to as “benchmarking” which is a 
commonly used method to gain an understanding of one company’s relative 
performance across a spectrum of relevant metrics, and provides some insight into the 
reasonableness of costs incurred.   One important benchmarking consideration is to 
ensure that the peer groups selected are, in fact, comparable.  It is also important to 
make the comparison to the group along metrics that will provide a true insight into a 
company’s performance. 
 
Peer Groups 
 
 Our analysis consists of three different analyses to compare ComEd and EBSC 
costs and staffing levels:  FERC Form 1 benchmarking, FERC Form 60 benchmarking 
and EBSC staffing benchmarking. 
 
 For FERC Form 1 benchmarking, we selected five different peer groups against 
which to compare ComEd A&G costs: 
 

• A Customer group, which includes any Investor Owned Utility (“IOU”) in 
the United States with more than one million customers, whether vertically 
integrated or primarily transmission and distribution (“T&D”) only. 
 

• A Regional group, which includes any IOU with over 50,000 customers and 
within the states of Minnesota, Michigan, Illinois, Wisconsin, Iowa, Missouri, 
Kentucky and Indiana. 
 

• A Holding Company group, which includes holding companies with 
integrated utility subsidiaries as well as those that are T&D only. 
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• An Exelon group, which includes the same utilities used for benchmarking 
by ComEd in its previous rate case. 
 

• A Transmission & Distribution group, which includes utilities with only, or 
predominantly, T&D operations. 

 
 The companies comprising each of the peer groups are listed in Figure 9-1.  
Primarily T&D and T&D only companies were also identified and benchmarked 
separately within the Customer, Holding Company and Exelon peer groups and are 
shown in bold type in Figure 9-1.  
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Figure 9-1 

Benchmarking Peer Groups 
 

     
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



ComEd Ex. 8.2 
 

 Page 56 

 

 We selected a peer group for the Form 60 service company cost analysis as 
shown in Figure 9-2.  The peer group chosen was based on geography (US-based 
parent), size (1 million or more customers) and industry classification (electric utilities). 
      
             Figure 9-2 

Service Company Peer Group 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 The staffing benchmarking is based on 30 recent data points from a confidential 
Booz Allen database of utility staffing levels. 
 
Comparative Metrics 
 
 To compare ComEd and EBSC to the peer groups selected, we chose per-unit 
metrics to reflect the effects of relative size.  For the Form 1 analysis, we used three 
separate metrics to compare costs, each of which is a commonly accepted metric we 
have used in previous analyses: 
 

• A&G per customer 
 

• A&G per MWh sold 
 
• A&G per dollar of assets (gross and net) 
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 For the Form 60 analysis, we developed factors to compare cost levels on a per-
unit basis or as a change compared to the previous year.  Service company O&M costs 
were compared against seven different factors – change from 2005, percentage of total 
company O&M, percentage of revenue, per customer, per total company full-time 
equivalent (“FTE”), per service company FTE, and percentage of total assets – to reflect 
a comprehensive basis from which to compare EBSC cost performance against these 
peers. 
 
 The FERC Form 60 data also enables specific functional benchmark analyses to 
be performed for human resources, information technology, and accounting FTE 
staffing levels.  Human resources and information technology were compared as a 
percentage of total company FTE’s while accounting staffing levels were compared as a 
percentage of total company assets as these factors are a reasonable driver for the 
functional area.   
 
 We conducted a separate benchmarking analysis based on Exelon staffing levels.  
This analysis also reflects data (contained in a confidential Booz Allen database) for 
over 30 recent data points.  Exhibit 9-1 contains a description of the discrete categories 
to which Exelon staffing resources were aligned for comparison. 
  
 Across the benchmarking analyses, we summarize results as average, above 
average or below average.  Average is defined as being 10% above or below the average 
calculated for the peer group. 
 
Results of ComEd A&G Cost Analysis 
 
 Figure 9-3 below shows the benchmarking results for ComEd’s A&G costs based 
on the FERC Form 1 analysis for all five peer groups and all metrics analyzed.  This 
table also shows the effect on ComEd’s relative ranking when the comparison is made 
to primarily T&D or only T&D companies within the first four peer groups  and when 
the comparison is made excluding pensions and benefits (“P&B”) costs, costs which are 
difficult to compare because of plan structure and cost recognition differences across 
companies. The changes in ranking across these comparison bases are not material and, 
in fact, ComEd’s relative ranking within the T&D peer group is generally better than 
when the comparison is made to the overall peer group. 
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Figure 9-3 
Summary of 2006 FERC Form 1 Benchmarking Analysis 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 Figure 9-4 shows some detail of the benchmarking summaries for ComEd’s A&G 
costs including P&B costs compared to the T&D group for the per-customer and per-
MWh metrics.  This figure shows that ComEd’s total A&G cost per customer is $103.5 
per customer (better than the average level of $124.3 per customer), and $4.27 per MWh 
(better than the average level of $6.63 per MWh.  Likewise, Figure 9-5 is the same 
comparison but excluding P&B costs, and shows similar better-than-average 
performance for ComEd. 
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Figure 9-4 

T&D Peer Group including Pensions and Benefits Costs 
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Figure 9-5 
T&D Peer Group excluding Pensions and Benefits Costs 

 
 The full results of this benchmarking analysis are included as Exhibit 9-2. 
 
 To evaluate the sensitivity of this analysis to annual cost changes and to provide 
context as to the magnitude of cost changes that would affect the benchmarking results, 
we performed additional analyses.  Specifically, we sought to understand the amount of 
change in ComEd A&G costs that would be necessary to impact ComEd’s performance 
when measured against the relevant peer group.   
 
 The results of this analysis suggest that a significant change in ComEd’s A&G 
costs would be necessary to impact the relative performance summarized in Figure 9-3.  
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For example, ComEd’s A&G costs would need to increase, on average, $72 million over 
its 2006 amount of $387 million (or by 19%) to produce a one quartile decline in peer 
group rankings.    When pensions and benefits costs are excluded, the ComEd A&G cost 
increase required to produce a one quartile decline is, on average, $45 million.   
Additional details of the sensitivity analysis performed are included in Exhibit 9-3. 
 
 Additionally, to test the relevance of the bases for comparison of A&G costs to 
the peer groups (i.e., per customer, per MWh sold, per dollar of assets), we performed a 
regression analysis to examine correlation of the metrics with A&G expenses.  The 
results of this analysis demonstrate that the bases used to compare A&G costs across 
peers are strong predictors of A&G expenses and, therefore, are relevant bases from 
which to compare A&G costs.  A summary of the regression analysis is included in 
Exhibit 9-4.  
 
Results of EBSC Cost Analysis 
 
 Figure 9-6 summarizes the results of the EBSC cost comparison.  Figure 9-6 
shows that for the majority of the metrics evaluated (9 of 12 metrics measured), EBSC 
performed at or better than average compared to the service company peers. 
 

Figure 9-6 
Summary of Benchmarking Results using 2006 FERC Form 60 Data 
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 As an example of the FERC Form 60 benchmarking analysis, we compared EBSC 
O&M expense per customer to the peer group.  Service company O&M includes such 
costs as salaries and wages, outside services, injuries and damages, and rents.  Figure 9-
7 shows that Exelon’s benchmark of $142 per customer compares favorably to the peer 
group average of $209. 

 
Figure 9-7 

2006 Service Company O&M Expense per Customer 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 The full results of the FERC Form 60 benchmarking analysis are included as 
Exhibit 9-5. 
 
Results of Functional Staffing Level Benchmarking 
 
 We benchmarked functional staffing levels using a confidential database that 
contains staffing level data for approximately 30 recent comparable data points.  
Functional staffing, as the name suggests, reflects the aggregation of like functions (e.g., 
all finance resources, whether at the corporate level, the service company or the 
operating utility).  A common set of definitions was used for the functional groupings 
to ensure a valid basis for comparison, as shown in Exhibit 9-1. 
 
 Figure 9-8 shows that Exelon performed better than average in seven of the nine 
functional labor categories benchmarked. 
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Figure 9-8 
Summary of Comparative Staffing Level Benchmarking Database  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 The full results of this benchmarking analysis are included as Exhibit 9-6. 
 
Other Benchmarking Studies 
 
 In addition to the benchmarking studies we performed and summarized above, 
we asked each practice area for any recent benchmarking performed within the practice 
area.  It became apparent that EBSC performs periodic evaluations of functional level 
benchmarking across most practice areas to assess relative cost performance at multiple 
levels – function, subfunction, and activity.  These analyses provide additional insight 
to management in establishing top-down targets and focusing on future improvement 
initiatives.  Practice area benchmarking has utilized common benchmarking institutions 
such as the Saratoga Institute, Gartner and other reputable sources to obtain data 
against which EBSC can compare its services, processes and costs.  Additionally, EBSC 
is also a member of a variety of other organizations (e.g., APQC) from which it obtains 
benchmarking data. 
 
CONCLUSIONS 
 
 Based on the analyses conducted, ComEd A&G costs and EBSC costs compare 
favorably to those of the respective peer groups and are at or better than average across 
most measures.  Exelon staffing levels also compare favorably to the 30 utilities in the 
Booz Allen database.  The varied nature of the multiple peer groups used in these 
analyses, the alternative views of costs utilized and the multiple metrics used to 
compare the costs provide a comprehensive basis from which to assess relative cost 
performance and staffing levels.  Regardless of the peer group utilized or the metric 
selected, EBSC and ComEd costs are reasonable when compared to similar peer groups.   
The sensitivity analysis shows that large increases in costs are necessary to negatively 
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impact these results and that the comparison bases used are strong predictors of A&G 
expenses. 

10.  COST COMPARABILITY 
 
 To further test EBSC costs, this section addresses two questions: how do EBSC 
costs compare to those that would be incurred by ComEd if it were to perform the same 
activities itself, and how do EBSC costs compare to costs that would be paid to external 
third parties for the same services.  Determining whether the costs of performing those 
activities could be decreased through the movement to self-performance or to outside 
service providers provides another perspective from which to judge the reasonableness 
of these costs.  In performing these analyses, we considered how current costs 
compared to internal and external provision and identified the risks and additional 
costs incurred under either of these options.  
 
 The steps performed for both tests will be described later in this section.  As a 
result of performing these analyses, we have concluded:   
 
Internal Analysis (Self-Performance) 
 

• ComEd would incur nearly $140 million in new, incremental costs, including 
the ongoing costs for 415 new employees; this would translate to an 
approximate 30% cost disadvantage compared to current costs. 

• Approximately $150 million in one-time implementation costs would be 
required for ComEd to perform EBSC services. 

 
External Analysis (External Market Test) 
 

• Approximately 50% of EBSC costs are already subject to regular market test 
through formal service contracts and other competitive bid or arms-length 
processes. 

• Many EBSC activities do not lend themselves to third-party sourcing as they 
are strategic, fiduciary or management activities or activities that could not be 
naturally unbundled for sourcing. 

• Consideration of quantitative and qualitative factors, particularly risks 
created and job loss, are relevant components of the evaluation. 

• EBSC transactional costs are generally competitive when compared to 
external market rates. 

 
 Our overall conclusion, based on these analyses, is that EBSC currently provides 
services at competitive rates and is capturing economy of scale benefits that would be 
expected from the use of a centralized service company platform.    
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SELF- PERFORMANCE 
 
 Our first analysis focused on whether ComEd performance of EBSC activities 
would provide economic benefits compared to current relevant cost levels. In this 
analysis, we assumed that ComEd would exist as a stand-alone entity without receiving 
any services from any Exelon affiliate and that it would be required to replicate the full 
range of services currently performed at EBSC, based on the necessity analysis we 
described earlier. 
 
 All activities performed by EBSC were included in the self-performance analysis 
except those performed by EDSS.  ComEd management has recently determined that a 
restructuring of the activities performed by EDSS on behalf of the two operating 
utilities, ComEd and PECO, would be appropriate in light of the desire to create a more 
direct management reporting structure.  A principal aim of EDSS -- to share best 
practices between ComEd and PECO and to optimize merger synergies  was believed to 
have been largely attained prior to this restructuring.  Consequently, ComEd reassessed 
whether alternative methods of organization and activity performance would be 
warranted at this time to match operating company preferences, without sacrificing the 
inherent economies and benefits of common management and performance. In 
connection with this restructuring, ComEd and PECO will in the future directly 
perform activities that were previously performed by EDSS.  Given this restructuring, 
we determined that it would not be meaningful to include the functions and costs 
within the self-performance analysis that is presented.  
 
 The specific underlying assumptions for the conduct of this assessment included: 
 

• EBSC activities currently performed would be performed by ComEd; 
• The scope of these activities would remain the same within ComEd;  
• The relationship between labor and non-labor costs within EBSC would 

remain the same within ComEd; 
• EBSC salary and benefits levels provide a proxy for ComEd salary and 

benefits levels; 
• ComEd employees would remain focused on current activities; 
• The underlying support infrastructure within EBSC would need to be 

replicated within ComEd;  
• ComEd would need to incur one-time start-up and transfer costs to enable it 

to perform the relevant activities.       
 
 We completed the following steps to perform this analysis: 
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• Disaggregate the 2006 EBSC and ComEd A&G baseline: Since EBSC 
activities are performed by internal labor resources, we first identified the 
labor costs incurred by EBSC and ComEd personnel performing A&G 
activities and then identified the remaining non-labor A&G costs.  

 
• Develop a full time equivalent estimate of labor resources: We estimated 

the current EBSC staffing levels supporting ComEd by reviewing EBSC and 
ComEd functional resources supporting ComEd to determine the FTEs 
required.  This estimate reflects both EBSC resources and ComEd resources. 

 
• Estimate ComEd staffing levels required to perform the same activities: We 

estimated the ComEd staffing requirements to replicate similar activities by 
reviewing the subfunctions within each function, assessing the nature of the 
activities performed in each subfunction, and applying prior relevant 
experience to determine the labor resources required to perform the activity.  
These estimates included incremental personnel in addition to the personnel 
already existing within ComEd.   

 
• Compare the current staffing baseline to the estimated ComEd staffing 

levels: If (as turned out to be the case) the estimated ComEd staffing levels 
required to replicate current services at similar service levels are higher than 
the FTE’s currently supporting ComEd, then ComEd would incur 
incremental labor costs to replicate those services.  If the converse had been 
shown, then ComEd would benefit from performing these activities internally 
without reliance on EBSC.  

 
• Develop incremental non-labor based cost baseline:  We developed the 

incremental non-labor cost baseline by calculating the ratio of EBSC non-labor 
costs to EBSC labor costs.  We applied this ratio to the incremental ComEd 
labor costs identified to arrive at an incremental ComEd non-labor cost 
baseline.   

 
• Estimate costs to replicate non-labor based activities:   We validated the 

non-labor baseline by estimating certain discrete non-labor based activities 
(and related costs) ComEd would perform as a stand-alone entity (e.g., 
obtaining property insurance) . We also assessed whether adverse impacts 
from the loss of economies of scale from separating ComEd from EBSC could 
occur.  

 
• Estimate one-time costs required for ComEd to perform the required 

activities: Certain stand-alone activities require infrastructure to perform 
those activities (e.g., a financial reporting system is needed to record financial 
transactions, maintain financial statements, and prepare financial reports).  
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Much of this infrastructure is deeply integrated within EBSC and would have 
to be replicated by ComEd if it were to operate as a stand-alone entity.  We 
estimated the principal one-time costs by discrete element to identify the cost 
impacts of preparation for self-performance.  

 
Labor Analysis 
 
 We determined that ComEd would require 415 new employees to perform for 
itself the services it now obtains from or through EBSC.  In reaching that conclusion, we 
first determined that EBSC has 1,515 FTEs and then determined how many of those 
supported ComEd.  Since labor costs are a significant component of EBSC costs, we 
used the total billings from EBSC to ComEd (directly charged and generally allocated) 
as a percentage of total EBSC costs incurred, as a proxy for the proportion of EBSC 
personnel supporting ComEd.  We estimated that 419 of the 1,515 FTE’s within EBSC 
can be attributed to the support of ComEd, as shown by Column C in Figure 10-1. 

 
 

Figure 10-1 
Practice Area and Cost Center FTEs Supporting ComEd  

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Adding these 419 employees to the 269 existing ComEd employees performing 
non-duplicative functions in direct support of ComEd, produces a total of 688 FTEs 
supporting ComEd A&G activities,  as shown in Columns D and E of Figure 10-1. 
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 We then performed the following steps to develop the ComEd stand-alone 
staffing requirements: 
 

Assess nature of the activities performed within each function: For each 
functional area, we reviewed the subfunctions to determine the impacts on the 
staffing levels required to perform that subfunction on a stand-alone basis.  The 
assessment for each area considered the following: 

 
• Rationale as to why the function is required for ComEd as a stand-

alone entity; 
 

• Review of current EBSC staffing levels supporting these activities; 
 

• Identification of EBSC dedicated employees supporting each of the 
operating companies (ComEd, PECO, Exelon Generation); 

 
• Identification of “implied” EBSC employees supporting ComEd; 

 
• Assessment of subfunctional  activities to identify transactional 

activities (repetitive processes) versus headquarters or staff functions 
(corporate strategy);  

 
• Impact on staffing levels to reflect lower volumes for transactional 

activities; 
 

• Review of a functional staffing level benchmarking database. 
 

Estimate staffing impacts - We compared the estimated incremental staffing 
levels for ComEd to replicate the current EBSC activities on a stand-alone basis to 
the estimated FTEs currently implicitly or directly supporting ComEd to 
determine the incremental impacts of operating on a stand-alone basis.  

 
 Using this methodology, we estimated that ComEd would require a total of 1,103 
FTEs to perform the same activities for itself as currently performed by EBSC. This is 
415 FTEs more than the 688 FTEs now supporting ComEd, shown in Figure 10-1. We 
then reviewed the overall approach and functional estimates with ComEd management 
to validate the estimate of the resources required to manage the business on a stand-
alone basis.  
 
 The estimated ComEd stand-alone functional staffing requirements, by function, 
are summarized in Figure 10-2 and more fully discussed in Exhibit 10-1: 
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Figure 10-2  
Estimated ComEd Stand-Alone Resource Requirements 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 Figure 10-3 shows the calculation of the incremental labor cost impacts of self 
performance.  We calculated the incremental labor and benefits dollar impact as a result 
of the incremental 415 FTEs using the current EBSC average loaded salary (benefits, 
payroll taxes, etc.) as the proxy to determine the incremental cost impact. 
 

Figure 10-3 
Incremental Labor Costs 
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 In sum, the estimated incremental labor cost impact from ComEd’s self-
performance of activities now performed for it by EBSC is $69.7 million. 
 
Non-Labor Analysis 
 
 The next step in our analysis was to derive incremental non-labor costs.  As 
stated earlier in this section, we assumed that the relationship between labor and non-
labor costs within EBSC would remain the same within ComEd.  We calculated the ratio 
between EBSC non-labor costs and EBSC labor costs in 2006 to be 0.97.  Figure 10-4 
summarizes the calculation of the ComEd stand-alone non-labor cost baseline using the 
0.97 non-labor adder. 

 
Figure 10-4 

ComEd Incremental Non-Labor Cost Baseline 
 

 
 

  
 
 
 
 
 We then attempted to validate this $67.3 million through a more detailed 
analysis of individual components of non-labor costs.  We estimated stand-alone non-
labor costs for the following categories of specific services that were directly 
quantifiable or identifiable:  
 

Non-labor Information Technology: IT activities require a significant amount of 
non-labor costs, such as hardware and software license fees, and third-party 
contractors for applications maintenance development and support.  We 
estimated total IT costs across the required IT spend categories including the 
individual applications to support ComEd as a stand-alone entity.  The ComEd 
IT labor impacts estimated earlier were subtracted from this total cost estimate to 
arrive at a non-labor cost estimate for the required IT activities.  

 
Administrative and General Costs:  All employees incur a certain amount of 
general and administrative overhead  costs such as telecommunications, 
education and training, postage, office supplies, meals and entertainment, and 
business travel.  Current EBSC general and administrative cost per employee 
was used as a proxy to represent the same cost incurred by ComEd as a stand-
alone entity.  
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Corporate Facilities:  ComEd would also need to provide corporate and 
administrative facilities to support the 415 incremental employees.  We used 
current EBSC corporate facilities costs per employee as a proxy for the 
incremental facilities costs required.  

 
Shareholder Services: These activities include preparing for and supporting an 
annual meeting for shareholders, preparing and distributing annual reports, 
preparing and distributing proxy statements and supporting other SEC 
registration requirements.  Because of the difficulty in estimating the shareholder 
base for a stand-alone ComEd, we used the current Exelon non-labor shareholder 
services costs as a proxy to estimate the ComEd stand-alone costs.  We compared 
this estimate to ComEd’s current allocation of shareholder services costs to 
determine the impact of incurring shareholder services expenditures on a stand-
alone basis.  

 
Professional Services: ComEd as a stand-alone entity would require an 
independent external audit to meet SEC requirements.  We developed an 
estimate of the audit fee for ComEd by reviewing benchmarks for utility audit 
costs.  

 
Insurance:  ComEd would independently source property, directors and officers, 
and excess liability insurance to support the stand-alone entity.  We developed 
an estimate of the insurance coverage costs based on an analysis of asset levels 
and size.  

 
Board of Directors -  ComEd has already established a separate, independent 
Board of Directors.   If ComEd were a stand-alone entity, however, its Board 
would require additional directors and would address broader issues.  We 
estimated the size of the ComEd Board of Directors as a stand-alone entity by 
reviewing board composition  for similarly sized entities.  We used current 
Exelon Board compensation arrangements as a proxy to estimate the fees to be 
paid to ComEd directors. 

 
 The results of this incremental non-labor cost analysis are summarized in Figure 
10-5.  
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Figure 10-5 
ComEd Stand-Alone Incremental Non-Labor Cost Build-up 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 Figure 10-5 specifically identifies $45 million of the estimated non-labor cost 
baseline of $67.3 million; however, we did not expect to be able to build up the entire 
non-labor cost baseline by individual cost category since these costs are difficult to 
specifically identify.  Approximately $22 million of other third party and infrastructure 
costs, in addition to those identified above, would also be incurred, such as non-IT 
third-party spend to support the individual functions (e.g., staff augmentation, general 
management consulting, financial advisory, infrastructure support costs and other 
variable costs). 
 
 Finally, our estimate of the labor and non-labor costs of self-performance does 
not include all lost economies of scale that would result from self-performance. While 
we expect such diseconomies to be created given the smaller scale of ComEd, we have 
not quantified them for inclusion in our estimate, but such diseconomies would further 
increase the estimated incremental impact on ComEd performance. 
 
 Figure 10-6 shows that the estimated labor and non-labor costs of self-
performance would result in an approximate 32% disadvantage compared to the 
current cost baseline. 
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Figure 10-6 
Self-Performance Summary 

 
One-Time Costs 
 
 In addition to the incremental labor and non-labor costs identified, certain one-
time implementation costs would be required for ComEd to effectively perform for 
itself the services now provided by or through EBSC.11  These costs are primarily 
associated with replicating information technology systems and corporate facilities.  
Booz Allen has performed extensive merger, acquisition and divestiture cost analyses 
where similar one-time costs are commonly incurred in restructuring transactions 
similar to the ComEd self-performance being evaluated.   
 
 Below is a brief description of each of the implementation cost categories and a 
rationale for the calculation. 
 

Information Technology:  Information technology implementation costs derive 
from the application and infrastructure needs as ComEd separates its systems 
from Exelon and converts data to use in its own systems.  These costs arise from 
the need to design, configure, and implement hardware and software 
applications to support the needs of the stand alone entity.  Specifically we 
estimated application costs for PeopleSoft, TMan, Indus and infrastructure costs 
for e-mail conversion, data support and disaster recovery, approximating $120 
million. 
 
Facilities:  Facilities restacking and reconfiguration costs would be incurred to 
accommodate the 509 incremental ComEd employees.  Additionally, new space 

                                                 
11 This does not purport to be a calculation of all the costs of separating ComEd from the Exelon companies. 
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would be required to accommodate these employees.  We have estimated total 
incremental facilities costs to be about $10 million. 
 
Recruiting:  Recruiting costs would be incurred to attract qualified individuals to 
ComEd to fill the 415 incremental positions required in the new entity.  While 
some employees may transfer from EBSC, others would need to be hired from 
outside of the Exelon companies at a cost of approximately $18,000 per person, or 
about $6 million.12 
 
Accounting:  To separate shared assets and properly develop the new financial 
statements, books and records for ComEd, an outside accounting firm would be 
required to provide support. We estimate these costs at about $8 million.   
 
Communications:  External communications would be required to inform 
suppliers, customers, and others of the separation.  In addition to external 
communications costs, internal communications would be critical to ComEd 
employees as they separate from Exelon.  Newsletters, posters, special employee 
town hall meetings and other internal communications mechanisms would be 
required to facilitate the separation.  These activities would be performed by or 
with the assistance of an outside communications firm with the attendant costs 
estimated at $5 million. 
 
Contracts:  Certain contracts would need to be renegotiated, transferred or 
exited.  For contracts that would be terminated, some may require payment of an 
early termination fee, which we estimate at $3 million. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
12 This assumes that 25% of the employees are recruited internally, at no incremental cost. 
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Figure 10-7 summarizes these one-time costs. 

 
Figure 10-7 

 Implementation Costs 

 
 
EXTERNAL MARKET ANALYSIS 
 
 While the cost trends, relative cost performance, and allocation analyses are all 
important components of a “market test”, we have separately analyzed the potential for 
outsourcing additional service company activities.  The external market test focused on 
the potential use of third-parties as an alternative source of performance of service 
company activities and the quantification of potential benefits or incremental costs from 
third-party performance.    

 
 As the first part of this analysis, we reviewed the underlying nature of the 
activities performed by EBSC to determine the extent to which these services could 
realistically be obtained from third parties.  Of the $807 million of total EBSC costs, we 
excluded about $93 million from the scope of the external market analysis because they 
are unrelated to ComEd, event-driven or non-cash based in nature and, therefore, do 
not lend themselves to an external market analysis.  This results in a baseline of $714 
million of EBSC costs, as shown in Figure 10-8. 
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Figure 10-8 
External Market Test Baseline 

 
 
 Figure 10-9 details the components of the $92.5 million excluded from the 
analysis, which are discussed individually in Exhibit 10-2. 

 
Figure 10-9 

Costs Excluded from External Market Analysis 
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 Each of the activities represented by the remaining $714 million in costs was 
classified into one of five categories to provide insight into whether third-parties could 
feasibly perform that activity.  These categories are described below:  
  

• Governance: Knowledge or expertise-focused, encompasses critical functions 
for the entire company 

• Strategic: Oversees critical business decisions, provides governance, direction 
and standards 

• Business Support: Activities related to managing the business that support 
ongoing business operations  

• Transactional: High degree of task repetition, operational focus, or 
standardized services 

• Third Party Performed: remaining activities currently performed by third 
parties through outsourcing or contracting arrangements or recently 
reviewed for third party performance. 

 
 In general, activities that relate to Governance, Strategic or Business Support  
are either proprietary or fiduciary activities that are naturally performed by EBSC as an 
entity or are management related activities that primarily require individuals with 
direct responsibility and accountability to stakeholders to perform that activity.  For 
example, governance activities that establish the policies and direction of the 
organization require decisions from senior executives responsible for executing the 
mission of the organization and are generally not obtainable externally.  Strategic 
activities are generally confidential and proprietary and lead to competitive, financial or 
operational activities that are best managed or performed by personnel with specialized 
internal knowledge or positions of high responsibility or accountability within the 
business.  Business support activities include the management of third-party contracts 
and external providers or activities that support ongoing business operations of the 
entity. Approximately $375 million of costs classified as Governance, Strategic, or 
Business Support were excluded from the external market analysis, as these activities 
are best performed by internal resources. 
 
 The breakdown of this $375 million of Governance, Strategic, and Business 
Support costs is depicted in Figure 10-10.     
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Figure 10-10 
Governance, Strategic and Business Support Costs 

 
 
 The specific analysis performed for each practice area above that includes the 
rationale for these classifications is described in Exhibit 10-3.  

 
 The remaining activities and underlying costs ($340 million) were determined to 
be either Transactional in nature in that they had a significant component of highly 
repetitive tasks or involved the processing of multiple units of activity, or were Third- 
Party Performed in that they are currently being performed by external parties or had 
recently been evaluated for third-party performance.  These costs are within the scope 
of the external market analysis and are depicted in Figure 10-11.  It should be noted that 
certain activities within the Information Technology practice area contain elements that 
are classifiable as either Transactional or Governance /Strategic.  We analyzed these 
activities to ensure their proper classification.   
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Figure 10-11 

Transactional Costs and Third-Party Costs  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
 As can be seen from Figure 10-11, approximately 50% of these remaining 
Transactional and Third Party costs relate to IT activities, primarily for projects, 
applications maintenance and support, and data center operations.  Finance activities 
such as internal and external audit and general accounting and transaction processing 
comprise another 20%.  The remaining 30% of transactional activities and related costs 
fall across several functional areas, primarily Legal Services, Human Resources and 
Commercial Operations Group. 
 
 Of this $340 million of addressable costs, a significant amount is already 
outsourced ($66 million) or subject to third-party contracting ($154 million), or has 
recently been analyzed within EBSC or ComEd for outsourcing potential ($59 million).  
Figure 10-12 illustrates this breakdown.  
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Figure 10-12 
EBSC Addressable Cost Decomposition 

 
Currently Outsourced 
 
 Of the $65.7 million of currently outsourced activities, the IT and 
Communications practice areas account for nearly $63 million.  These outsourcing 
agreements were reached after a rigorous competitive bid and negotiation process and 
result in the services being provided at competitive rates.   Examples of three such 
outsourcing arrangements are: 
 

• One outsourcing arrangement relates to $30 million for a variety of 
infrastructure and operations activities such as certain telecom services, desk-
side support and server operations.  This contract was signed in 2002 and is 
projected to save $48 million over the five-year life of the arrangement. 

 
• A second outsourcing arrangement reduced annual spend to $3 – $5 million 

and involves the support of  Customer Information Management System  and 
peripheral applications that went into effect during 2006.  The business case 
prepared to evaluate the benefits of this arrangement estimated 
approximately $3.4 million of savings over a five-year period.  

 
• A third arrangement signed in 2006 addresses $4 million of spend relating to  

Exelon’s Enterprise Resource Planning and eBusiness systems. The agreement 
calls for the outsourcer to provide applications support, maintenance, 
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production monitoring and upgrades for certain practice areas, web 
development, and application development life cycle support for small 
projects.  The seven-year arrangement with the vendor is expected to yield 
savings of $7.3 million over the life of the contract. 

 
Third-Party Contracting Costs  
 
 The most significant users of third-party providers are Information Technology, 
Finance, EDSS and Human Resources, which collectively account for approximately 
89% of the $153.8 million of third-party contracted costs.  Examples of third-party 
contracted costs include:  
 

Information Technology - $80.9 million:  These costs  primarily relate to IT 
projects and applications support.  The IT vendors performing these services 
underwent a rigorous process of negotiating master services agreements 
(“MSAs”).   These MSAs were negotiated with support from EBSC Supply’s 
strategic sourcing organization.  Each firm was required to submit hourly rates 
for classes of professionals to perform certain services. Multiple firms were 
evaluated resulting in substantial discounts to these firm’s standard rates.  The 
rates negotiated through this process establish a “not to exceed” ceiling.  The IT 
group further negotiates discounts to these rates when contracting for specific 
work to be performed.  These MSAs also include specific scope and contracting 
provisions that provide further assurance that costs remain within budgets 
established by the practice area.  

 
Finance - $38.9 million:  The most significant components of third-party Finance 
costs are insurance premiums ($16 million) and accounting services ($10 million) 
in connection with external financial reporting.  Insurance is purchased in a 
highly cost-competitive marketplace.  EBSC regularly evaluates its coverage 
levels and insurance carriers to ensure that costs are commensurate with the 
current market.   
 
The remaining $13 million in Finance third party costs is primarily comprised of 
$4 million for certain internal audit activities, primarily Sarbanes-Oxley 
compliance costs, and $4 million of costs incurred for external tax professionals 
for planning and advisory services.  EBSC has established MSAs in place with its 
preferred vendors for such services, along the lines described above.   
 
EDSS - $10.5 million:  EDSS uses third-party contractors to deliver a variety of 
services.  Approximately $4 million of these costs relate to project management 
activity.  EDSS also incurs approximately $2 million of costs related to tree and 
vegetation trimming activities.  EDSS manages approximately $1 million of 
contractor spend related to the use of outside trainers who conduct technical 
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training for utility employees.  EDSS spend is subject to EBSC’s MSA agreements 
and competitive bid / RFP process which was put in place to ensure competitive 
rates for contracted third-party services. 

 
Human Resources - $6.7 million:  Human Resources uses third-party contractors 
to deliver a variety of services including support for executive compensation and 
benefits strategy, actuarial valuations for executive compensation and pension 
and retiree medical programs, and occupational medical reviews and 
examinations, costs for which exceed $4 million.  The remaining contractor spend 
is for services relating to talent assessments, executive coaching, leadership 
development program presenters and other costs associated with internet job 
posting boards, other recruiting efforts and other miscellaneous activities.  
Human Resource contractor spend is subject to Exelon's MSA agreements and 
competitive bid / RFP process. 
 
Other Practice Areas - $16.8 million: Other practice areas consists of 
Communications, Legal Services, and smaller practice areas.  These areas 
represent 11% of total third-party contracting spend, which is subject to the same 
processes described for the other practice areas and EDSS. 

 
Recent Outsourcing Analysis 
 
 Of the $58.7 million of costs recently analyzed for outsourcing potential, 
substantially all of the analysis was conducted within the IT, Legal and Human 
Resources practice areas.  The activities analyzed are:   
 

Information Technology - $26.5 million:  Of the nearly $27 million of IT costs 
recently analyzed for outsourcing potential, $18 million relates to mainframe 
operations.  Frequent benchmarking studies indicate that the data center 
mainframe operation has been continually operated at top decile cost 
performance levels.  Mainframe reliability has also consistently exceeded agreed 
upon internal service level arrangements.  Mainframe systems are a critical 
component of IT infrastructure as they provide hosting for mission critical 
business applications that the operating companies must run on a continuous 
basis.  The IT practice area has created additional value by not only operating the 
mainframes to contracted service level arrangements during "normal" business 
operations, but also in a high availability mode during major business events 
such as storm restoration efforts.  Although an outsourcing market exists for 
these activities, we concluded that little incremental benefit is to be obtained 
from sourcing these activities from an alternative service provider. 
 
All of the remaining $9 million recently analyzed IT costs relate to wide-area 
network connectivity activities.  EBSC had used a third-party outsourcer to 
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operate its network control center prior to 2003.  An analysis performed in 2003 
indicated EBSC could save $2 million annually if it insourced the activities. 
Actual annual savings from “insourcing” since 2003 have exceeded this estimate 
by $0.5 million. 
 
Legal Services - $25.9 million: The Legal Services practice area consistently 
develops MSAs with outside law firms.  These MSAs provide insight into 
competitive rates charged in the marketplace and enables access to outside 
attorneys when their specialties are more appropriate than internal staff, internal 
staff does not have available capacity or the cost of using outside counsel is lower 
than using internal staff.  This arrangement enables Legal Services to constantly 
compare its $26 million of internal costs, which are primarily labor-related, to 
“standard” competitive external rates recently negotiated.   
 
Human Resources - $3.6 million: In 2006, the Human Resources practice area 
conducted a review of its recruiting function for certain positions.  Management 
developed a request for proposal  and considered two vendors in the final 
analysis.  The results indicated that EBSC could continue to provide recruiting 
services at a cost 30% lower than the lowest bid submitted by the vendors.  Based 
on this analysis, management decided to retain this activity.  
 

Remaining Costs Subject to Further Testing  
 
 Approximately $61.5 million of remaining costs were subject to an external 
market analysis.  These costs are summarized, by practice area, in Figure 10-13, and are 
then explained in further detail. 
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Figure 10-13 
Costs Subject to Additional External Market Analysis 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Finance - $28.6 million: Approximately $29 million in costs associated with three 
Finance activities were subjected to the external market test - general accounting, 
tax accounting and compliance and internal audit. General accounting includes 
tasks such as monthly closes, preparing reconciliations for cash and fixed assets, 
recording journal entries and working with external auditors - activities that are 
all a part of the controller’s function within EBSC.  The tax activity includes tax 
compliance filings, reporting and accounting.  Internal audit includes executing 
the audit program, conducting management and operational audits and 
monitoring and maintaining the internal control environment in accordance with 
Sarbanes-Oxley.   
 
Human Resources - $14.9 million:  Approximately $15 million in costs 
associated with four Human Resources activities were subjected to the external 
market analysis - leadership development, employee compensation and benefits, 
security and human resources planning and development.  The leadership 
development activity involves tasks such as the provision of training programs 
to enable the development and succession of critical leadership talent (key 
managers and above).  Within the employee compensation and benefits activity, 
personnel are responsible for tasks such as designing, developing, and 
implementing strategically focused compensation programs as well as directing 
the strategic application of benefit plans for the corporation and its subsidiaries.  
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The security function includes conducting internal and external investigations, 
coordinating corporate crisis management response for security-related events 
and preparing physical security system specifications, quality vendors and 
acceptance testing.  Included in planning and development are tasks such as 
executive development, succession planning, management training and 
university relations.   
 
Information Technology - $10.3 million:  All $10 million of the IT costs subjected 
to additional market analysis relate to applications support.  This includes $6 
million of internal labor costs for work management software support.  The 
remaining $4 million of costs in the IT baseline relate to support of Exelon 
Generation specific applications and were not in scope for this analysis. 

 
Commercial Operations Group - $7.7 million:  Approximately $8 million in 
costs associated with two Commercial Operations activities were subjected to the 
external market test - accounts payable and payroll.  Accounts payable includes 
disbursing checks, managing daily invoices and reconciling daily disbursements.  
Payroll services include tasks such as processing, disbursing and accounting for 
paychecks and benefit plan funds.   

 
External Market Test Process 
 
 The third-party market test utilized market quotes for similar services as the 
basis for comparison. These quotes represented a broad cross-section of industries and 
outsourcing activities. This information enabled a comparison to be made without 
undertaking an impractical and expensive RFP process.  The activities were compared 
to outsourcing transactions occurring within the last 18 months except for internal audit 
and tax activities, for which the comparisons covered the entire period of 2004-2007.  
Average labor costs were used as a proxy for evaluating external market costs based on 
a labor substitution model for the activities currently performed within EBSC. The 
composition of the peer group across industries was 30 energy companies (including 
utilities), 18 manufacturing companies, 13 pharmaceutical companies, 12 transportation 
companies and 14 companies in other industries.   
 
 To ensure appropriate comparisons were made, EBSC functional leaders were 
engaged to ensure comparability of peer group and EBSC data, using a four step 
process: 
 

• Gather total active employee compensation and labor loadings for 2006  for 
all FTEs contributing to each activity.   

• Identify processes within a given transactional activity typically outsourced 
vs. retained in-house.   

• Calculate average costs per FTE.     
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• Compare the total cost to outsource the activity to the total cost during 2006 
to identify potential savings/additional costs from outsourcing. 

 
 To assess whether the activities currently being performed by internal EBSC 
resources are economic when compared to the external market, for most areas a 
comparison of costs per FTE was developed based on the available external data.  
Certain activities were excluded from the cost per FTE as a result of the need for the 
activity to be performed in-house even with an outsourcing arrangement (e.g., 
management oversight).   
 
 To assess whether savings could be achieved from outsourcing the Internal 
Audit and Tax activities currently being performed by internal EBSC resources, we 
developed audit and tax plans that outlined the requirements for the provision of these 
services for ComEd, and provided those plans to three external accounting firms which 
provide similar internal audit and tax services on behalf of other clients.   The firms 
were asked to estimate the cost of providing these services on behalf of EBSC.  
 
 Since the costs provided by the three firms effectively result in the substitution of 
labor rates, we calculated an estimate of the EBSC labor rate based on the 2006 budgets 
for internal audit and tax.  We calculated EBSC labor rates using fully loaded costs for 
labor (e.g., salaries and wages, pensions and benefits, incentives and other labor-related 
costs) to ensure an appropriate comparison to the hourly rates provided by the audit 
firms.  The EBSC rates also include the current costs associated with contracting that are 
effectively labor equivalents (in the form of contractors) performing certain technical 
audit services on behalf of EBSC.   
 
External Market Test Results 
 
 In evaluating the results of the analysis, note that potential savings or additional 
costs from outsourcing do not include the cost of the governance required to manage 
the outsourcing provider, which is typically an additional 6 – 10% of the outsourced 
cost, or the cost of outsourcing start-up, which can range from 2 – 10% of the total 
monthly charges depending on the length of the transaction and degree of investment 
required by the outsourcer. 
 
 The preliminary results of the analysis are summarized below, without 
recognition of the costs of governance or start-up.  It should be noted that security 
services was not included in the final market test results.  We attempted to find data for 
this activity, but no comparable security services were included in the 18 months of 
outsourcing transactions data used for the market test. 
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Finance - General Accounting:  Outsourcing this activity would potentially 
provide an estimated 12% advantage in costs over the $7.4 million of labor costs 
in the 2006 cost baseline.      
 
Finance - Internal Audit:  EBSC’s internal audit average hourly rate is 23% lower 
than the composite hourly rate for the external firms surveyed.  Thus, EBSC is 
currently providing internal audit activities at a lower cost than could be 
obtained from an external third party.  

 
Finance - Tax Accounting and Compliance:  EBSC’s tax average hourly rate is 
17% lower than the composite hourly rate for the three firms surveyed.  Thus, 
EBSC is currently providing tax accounting and compliance activities at a lower 
cost than could be obtained from an external third party. 
 
Human Resources – Leadership and Management Development:   Outsourcing 
this activity would potentially result in an estimated 7% advantage in costs over 
the $5.1 million of labor costs in the 2006 cost baseline.       
 
Human Resources – Human Resources Planning and Development (i.e., 
Compensation Planning):  Outsourcing this activity would potentially provide 
an estimated 19% advantage over the $3.3 million of labor costs in the 2006 cost 
baseline.   
 
Human Resources – Employee Compensation and Benefits (i.e., Benefits 
Administration):  Outsourcing this activity would potentially provide an 
estimated 23% advantage over the $3.1 million of labor costs in the 2006 cost 
baseline.   
 
Information Technology – Work management application support:  
Outsourcing this activity would potentially result in an estimated 8% increase in 
costs over the $4.4 million of labor costs in the 2006 cost baseline.   
 
Commercial Operations – Accounts Payable:  Outsourcing this activity  
potentially offers an estimated 15% advantage over the $2.0 million of labor costs 
in the 2006 cost baseline.   
 
Commercial Operations – Payroll:  Outsourcing this activity potentially offers 
an estimated 15% advantage in costs over the $1.7 million of labor costs in the 
2006 cost baseline.     
 

 The results of the testing of the areas discussed above are set forth in Figure 10-
14.  
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Figure 10-14 
External Market Test Results 

$ Millions 
 
 
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 It should be noted that total Exelon baseline costs in Figure 10-14 reflect $33 
million or $29 million less than total costs subject to market test.  The difference is due 
to three factors.  First, approximately $20 million of the difference is caused by limiting 
the scope of certain functional areas (internal audit and tax) and limiting the 
examination of activities to fully-loaded labor costs.  As such, non-labor costs subject to 
market test are not included in the Exelon baseline.  Second, approximately $6 million 
of the difference is because internal audit and tax accounting and compliance costs  
relate only to the estimated cost to ComEd for these services.  These two activities are 
already being performed at a cost lower than market, so expanding the scope to include 
all of EBSC would only increase the total additional costs imposed by outsourcing.  The 
remaining $3 million difference is caused by not including security services in the final 
market test results, as previously noted. 
 
 From Figure 10-14 and the discussion that preceded it, it can be seen that several 
of the services being performed by EBSC are provided at lower cost than can be 
achieved from the external marketplace.  In those instances in which the external 
market analysis indicates that some savings might be available from outsourcing (as 
indicated potentially between 7%-23% of baseline activity costs), it should be noted that 
the market analysis does not include governance, start-up, vendor management or 
other costs that would certainly be incurred in an outsourcing mode.  



ComEd Ex. 8.2 
 

 Page 89 

 

 
  Because the external savings potentially available are individually small 
(between $300,000 - $900,000), it is likely that these savings would be eliminated after 
considering transition and implementation costs.  Moreover, in almost every instance, 
outsourcing would involve the additional complexity of separating certain functions 
from those that would remain internal, e.g., separation of certain general accounting and 
transaction processing activities from other activities conducted within the Finance 
practice area.  In addition, in other areas in which potential economic advantages 
appear from outsourcing, certain strategic implications would need to be considered 
before reaching any conclusions regarding outsourcing of the activity.  For example, 
incentivizing and rewarding employees is critical to retention of quality personnel, and 
is a direct responsibility of management.  Similarly, effective benefits administration is a 
critical element of the employer-employee relationship and is often considered a 
function management believes should be vested internally.  
 
 We conclude that those services that were subjected to the external market test 
are being provided on a competitive basis from EBSC and that ComEd is not 
economically disadvantaged by this present arrangement. In fact, we believe that 
ComEd realizes an economic benefit from its relationship with EBSC.  However, based 
on the external market analysis conducted, EBSC management may want to give further 
consideration to those areas in which indicated cost savings have been noted and 
continue its regular practice of evaluating outsourcing alternatives. 
 
CONCLUSIONS 
 
 Our analysis of the resources and costs necessary for ComEd to replicate the 
activities currently performed by EBSC at a similar level indicates that ComEd would 
incur nearly $160 million of incremental annual costs to perform the same services 
currently being provided by ESBC.  In addition, approximately $150 million of one-time 
implementation costs would need to be incurred to provide the necessary infrastructure 
to support these activities.  This analysis clearly indicates that ComEd is advantaged 
under the current model of EBSC performance and would not be able to capture greater 
cost savings through self-performance.   
 
 Second, we conducted an external market test to determine how current costs for 
EBSC services would compare to external provision of those services.  This review 
indicated that, for the most part, EBSC costs were competitive with those that could be 
obtained from third-parties and that in several cases were lower than external 
providers.  In several other cases, external provider costs indicated a potential economic 
advantage could be obtained at the direct cost level.  Multiple factors, such as remaining 
outsourcing management costs, activity transfer transition and start-up costs, vendor 
management and separation costs, could negate these indicated advantages. In 
addition, the level of the dollar advantage is generally small in each area, i.e., ~$900,000 



ComEd Ex. 8.2 
 

 Page 90 

 

or less, and in aggregate after reflecting the allocable share to ComEd, i.e., ~$1.0 million 
or 32% of the $3.2 million baseline above market, which suggests the advantages could 
be quickly negated after considering other costs to execute and manage the outsourcing 
arrangement.  
 
 With respect to both analyses completed, we concluded that ComEd is currently 
receiving a clear economic advantage from EBSC activity performance and is not 
foregoing economic benefits that would otherwise be available to it. Based on these 
market tests performed, we concluded that the A&G costs of EBSC and ComEd are 
reasonable.   
 




