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I. INTRODUCTION OF WITNESS 1 

Q. What is your name, title and business address? 2 

A. My name is Alan C. Heintz.  I am a Vice President of Brown, Williams, Moorhead & 3 

Quinn, Inc. (“BWMQ”).  My business address is 1155 15th Street, NW, Suite 400, 4 

Washington, DC 20005. 5 

II. PURPOSE OF TESTIMONY AND SUMMARY OF CONCLUSIONS 6 

Q. What is the purpose of your testimony? 7 

A. The purpose of my testimony is to present and support the embedded cost of service 8 

study (“ECOSS”) of Commonwealth Edison Company (“ComEd”), which is attached to 9 

this testimony as ComEd Ex. 13.1.  This study, prepared under my direction and 10 

supervision, establishes the interclass allocation of embedded distribution and customer 11 

costs among the retail delivery service classes and develops the unit costs.  The ECOSS 12 

and this testimony provide the information required by Schedule E-6 of Section 285.5110 13 

of the Illinois Commerce Commission (the “ICC”) regulations, including rates of return 14 

by customer classes under present and proposed rates, which are developed in the 15 

attached ComEd Ex. 13.2. 16 

Finally, my testimony provides an explanation of the weighting factors used in the 17 

ECOSS, as the ICC directed in its Order in Docket No. 05-0597. 18 

Q. Would you please summarize the conclusions set forth in this testimony? 19 

A. The ECOSS presented in this testimony is reasonable and properly allocates costs among 20 

ComEd’s customer classes.  It is substantially similar to studies that I have prepared and 21 

proposed, and the ICC approved, in prior ComEd delivery service rate cases.  In fact, an 22 
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extensive portion of the ECOSS previously has been examined in detail by the ICC Staff 23 

and other parties prior to obtaining such ICC approval.  Here, the ECOSS determines the 24 

revenue requirement only for ComEd’s distribution and customer-related services.  Then, 25 

the ECOSS properly allocates the revenue requirement among those customers classes 26 

that the ICC approved in ComEd’s last rate case, Docket No. 05-0597.  Meanwhile, the 27 

allocators used to allocate the revenue requirement are very similar to the those the ICC 28 

used and approved in ComEd’s last three delivery service rate cases, Docket Nos. 99-29 

0117, 01-0423 and 05-0597. 30 

In sum, the proposed ECOSS should be adopted without modification.  It provides 31 

ComEd and the ICC with the appropriate means to establish ComEd’s delivery services 32 

rate design. 33 

III. BACKGROUND AND QUALIFICATIONS 34 

Q. What are your duties in your current position? 35 

A. I provide consulting services on matters relating to transmission, power sales, ancillary 36 

services and reliability must-run issues associated with Federal Energy Regulatory 37 

Commission (the “FERC”) Order Nos. 888, 889, 2000 and Standard Market Design.  I 38 

have been actively involved as a consultant to numerous Independent System Operators 39 

(“ISO”), as consultant to certain participants of Midwest ISO, to such entities as 40 

American Transmission Company and Trans-Elect.  I have advised these clients on 41 

transmission and congestion pricing, treatment of pre-existing arrangements, losses, and 42 

ancillary services, as well as non-rate terms and conditions of their tariffs.  I provide 43 

advice on transmission pricing matters to several transmission-owning members of the 44 

PJM Interconnection, LLC. 45 
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Q. Would you please describe your professional experience before joining BWMQ? 46 

A. I was employed by the FERC from November 1985 to February 1995.  I served as a 47 

Public Utilities Specialist in the [Electric] Rate Filings Branch from November 1985 to 48 

October 1989.  In November 1989, I was promoted to Section Chief in the Division of 49 

[Electric] Applications, and was responsible for supervising the review of the terms, 50 

conditions, and rates of electric rate applications for such services as interchange power, 51 

requirements power, and transmission.  During my tenure with the FERC, I prepared or 52 

supervised the preparation of memoranda recommending acceptance, rejection, 53 

deficiency, or investigation in more than 1,500 cases.  These included cases that set 54 

important precedents on electric transmission pricing, such as the merger compliance 55 

transmission tariffs for Northeast Utilities, the first generation of open access 56 

transmission tariffs (“OATT”) filed by utilities such as Entergy Services, Louisville Gas 57 

& Electric Co., Florida Power & Light Co., Kansas City Power & Light Co., American 58 

Electric Power Co., and the Pennsylvania Electric Company case involving Penntech 59 

Papers, Inc.  60 

I also taught a one-year course to FERC staff and gave several presentations to the 61 

Edison Electric Institute Interconnection and Interchange Arrangements Committee on 62 

the pricing of power and transmission services.  From February 1995 through October 63 

2000, I was a Vice President of Stone & Webster Management Consultants, Inc.  In this 64 

position, I provided consulting services to numerous electric utilities on matters involving 65 

rate and implementation strategies for developing OATT filings, and organizing 66 

independent system operators and regional transmission organizations.  I also assisted 67 

ComEd and other utilities in preparing their retail delivery services filings.  I joined 68 
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R. J. Rudden Associates, Inc. in November 2000 as a Vice President, where I continued 69 

providing consulting services to the electric industry.  I joined BWMQ in February 2004. 70 

Q. Have you previously testified before the ICC? 71 

A. Yes.  In Docket No. 99-0117, I submitted direct, rebuttal and surrebuttal testimony 72 

presenting ComEd’s ECOSS in its first delivery services revenue requirement 73 

proceeding.  In the Spring of 2001, I performed the same role in ComEd’s delivery 74 

services filing in Docket No. 01-0423.  In Docket No. 04-0779, I submitted direct, 75 

rebuttal and surrebuttal testimony presenting the ECOSS of Northern Illinois Gas 76 

Company.  In Docket No. 05-0597, I again submitted direct, rebuttal and surrebuttal 77 

testimony, where I presented ComEd’s ECOSS. 78 

Q. Would you summarize your other experience testifying before regulatory bodies and 79 

courts on utility-related matters? 80 

A. During my tenure at the FERC, I was assigned to the Commission’s advisory staff and, 81 

therefore, was precluded from testifying before the FERC.  However, while at the FERC, 82 

I presented cases publicly to the FERC Commissioners at their bi-weekly public meetings 83 

and was the technical contact to the Commissioners in scores of cases.  Since leaving the 84 

employ of FERC, I have filed testimony before the FERC in numerous proceedings, as 85 

shown on the attachment to this testimony.  I have also testified before the British 86 

Columbia Utilities Commission, Canada, the Maine Public Utilities Commission, the 87 

United States Court of Federal Claims, and the United States District Court in Florida.   88 
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Q. What is your educational background? 89 

A. I received the degree of Bachelor of Science in Business and the degree of Bachelor of 90 

Arts in Economics from the University of Colorado, Boulder, Colorado, in May 1982.  I 91 

also received the degree of Master of Business Administration in Finance from the 92 

George Washington University in Washington, D.C., in December 1988. 93 

Q. What documents and materials have you reviewed in the context of preparing the 94 

ECOSS and this testimony? 95 

A. I have reviewed ComEd’s 2006 FERC Form 1 and ICC Form 21, and numerous 96 

spreadsheets and workpapers reflecting the results of the various studies prepared by 97 

ComEd.  I also have reviewed the relevant parts of the draft testimony sponsored by other 98 

ComEd witnesses whose work is incorporated in the ECOSS.  Finally, I have reviewed 99 

orders issued by the ICC subsequent to ComEd’s 1999, 2001 and 2005 delivery services 100 

rate cases.  101 

IV. GENERAL DESCRIPTION OF THE EMBEDDED COST OF SERVICE STUDY 102 

Q. What is an embedded cost of service study? 103 

A. An embedded cost of service study functionalizes and classifies the utility’s costs to 104 

Production (if any), Transmission, Distribution, and Customer-related (“P-T-D-C”) 105 

functions.  It also allocates these costs (or, in this instance, the “D” and “C” costs) to the 106 

utility’s retail customer classes and develops unit costs.  The utility’s costs are the same 107 

costs booked to the utility’s accounts in the test year (a specific period of time, such as a 108 

recent calendar year).  Some of these booked costs are modified by appropriate 109 

adjustments, including accounting adjustments as well as pro forma adjustments for 110 
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known and measurable changes.  An embedded cost of service study utilizes historical 111 

relationships among booked costs and the volumes of services delivered by a company.  112 

By contrast, for example, a marginal cost of service study employs analyses and 113 

estimates of incremental changes in costs, as these changes are related to (caused by) 114 

incremental changes in volumes of services forecasted to be delivered in the future. 115 

V. COMED’S PRESENT ECOSS AND THE 1999, 2001 AND 2005 FILINGS 116 

Q. In general terms, does the current ECOSS differ from the last three studies (those 117 

presented in Docket Nos. 99-0177, 01-0423 and 05-0597) that you prepared for 118 

ComEd? 119 

A. The basic structure and functioning of the study presented in this proceeding is not 120 

different from ComEd’s embedded cost of service studies as filed in Docket 121 

Nos. 99-0117, 01-0423 and 05-0597, or as approved by the ICC in the Orders in those 122 

dockets.  I have purposely made very few changes in developing the new ECOSS, 123 

because in its August 26, 1999, Order (at page 57) in Docket No. 99-0117, the ICC 124 

specifically held that “ComEd’s embedded cost study was properly designed, performed, 125 

and revised.”  The ICC then adopted ComEd’s ECOSS “as the most reasonable cost 126 

foundation for delivery services ratemaking.”  In Docket No. 01-0423, the ICC found (at 127 

page 138) that the ECOSS provided by ComEd, as modified and corrected in its rebuttal 128 

and surrebuttal testimony, was “properly performed.”  In Docket No. 05-0597, the ICC 129 

authorized the use of ComEd’s ECOSS, as filed, to allocate the revenue requirement 130 

between residential and non-residential classes. 131 

 In the current ECOSS, costs by primary account of the Uniform System of Accounts 132 

(“USOA”) are functionalized to T-D-C functions and sub-functions on the 133 
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Functionalization sheet (ComEd Ex. 13.1, Sch. 1a) in the same manner as the earlier 134 

presentations.  Although ComEd no longer has a “Production” function involving the 135 

ownership of generating facilities, ComEd does devote a small measure of its resources to 136 

the activity of purchasing electricity to distribute to some of its retail customers.  This 137 

activity is identified on Schedule 1a as “Supply Administration,” and an appropriate 138 

amount of ComEd’s costs are directly assigned to it. 139 

 For each sub-function, a rate base (with adjustments) is calculated, as are Operations & 140 

Maintenance (“O&M”) expenses, depreciation, and Taxes Other than Income (“TOI”), 141 

including related adjustments.  The relevant sub-totals from these sub-functionalized cost 142 

columns (rate base, O&M, expenses, depreciation, and TOI) are carried over as rows to 143 

the Allocation Schedule (ComEd Ex. 13.1, Sch. 2a).  These row totals for rate base and 144 

expenses are distributed among the customer classes by appropriate allocation factors, 145 

depending on the classifications of costs as between demand-related and customer-146 

related.  These allocators are calculated in a manner similar to those used in the 1999, 147 

2001 and 2005 studies.   148 

Each customer class cost of service is calculated near the bottom of Schedule 2a (rows 92 149 

through 206) by applying the pre-tax rate of return to the rate base allocated to each class 150 

and adding each class’s allocated share of O&M, depreciation, and TOI expenses.  151 

Adjustments are made for revenue credits to arrive at the allocation for each class.  152 

Uncollectibles expense is calculated for each class based on test year experience.  (See, 153 

Sch. 2a, lines 172 through 179.)  Specific components of this cost of service (demand and 154 

customer-related) are identified and divided by appropriate volumes to calculate unit 155 
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costs.  In sum, there is much in the current ECOSS that has been previously examined in 156 

detail by ICC Staff and other parties to ComEd’s last delivery services rate proceedings. 157 

 The current ECOSS, like the prior studies, produces an annual revenue requirement 158 

associated only with ComEd’s costs of providing distribution and customer-related 159 

services.  These services consist of two broad functions.  One is the use of only 160 

distribution facilities (substations, lines, transformers) for the local delivery of electric 161 

power and energy to retail customers.  (These physical facilities will be referenced 162 

hereafter by the letter “D”.)  The other function encompasses customer-related services, 163 

such as service drops, meters, meter reading, billing and collections, and customer 164 

account maintenance.  (These customer-related services will hereafter be referenced by 165 

the letter “C”.)   166 

Q. How does the current ECOSS account for distribution-related costs that are 167 

incurred by ComEd in the delivery of wholesale power to municipal customers? 168 

A. In order to take delivery of their wholesale power supplies, the municipal electric systems 169 

of Geneva, St. Charles, Naperville, Rochelle, Rock Falls and Winnetka utilize portions of 170 

ComEd’s distribution system.  In prior versions of the ECOSS, the distribution plant net 171 

investment and associated costs utilized by the municipal customers were identified in a 172 

column in the Functionalization section of the model, ComEd Ex. 13.1, Sch. 1a.  In the 173 

current ECOSS, the municipal customers’ use of ComEd’s distribution system is 174 

recognized and accounted for by crediting the delivery services revenue requirement by 175 

the wholesale distribution revenues received by ComEd from the municipal customers.  176 

This revenue credit is shown at line 281 of the Functionalization portion of the model.  177 

(ComEd Ex. 13.1, Sch. 1a). 178 



ComEd Ex. 13.0 (Corrected) 

Page 9 of 22 

Q. How are General Plant and Intangible Plant and Administrative & General 179 

Expenses functionalized? 180 

A. Every embedded cost of service study, whether performed to establish the traditional 181 

bundled T-D-C revenue requirement or the D + C costs of the current ECOSS, must 182 

incorporate a procedure for assigning or apportioning costs associated with General Plant 183 

(USOA accounts 389-399) and Intangible Plant (USOA accounts 301-303) to the primary 184 

functions of interest for the study.  (General and Intangible Plant will hereafter be 185 

referenced as “G&IP”.)  Likewise, every embedded cost study must have a procedure for 186 

assigning or apportioning the class of expenses called Administrative and General 187 

expenses (“A&G”) (USOA accounts 920-935) to the primary functions.  The ECOSS 188 

incorporates ComEd’s direct assignment methodology of apportioning G&IP costs 189 

among the T-D-C functions.  In the current ECOSS, A&G expenses are functionalized by 190 

generic ratios developed from such cost components as wages and salaries (“W&S”) 191 

(exclusive of A&G) or gross plant functionalized to T-D-C.  ComEd’s functionalization 192 

of G&IP and A&G will be discussed in detail later in my testimony. 193 

VI. DESCRIPTION OF THE FUNCTIONS AND SUB-FUNCTIONS OF THE ECOSS 194 

Q. What functions and sub-functions are defined in the ECOSS? 195 

A. As noted earlier, the bundled retail services currently provided by ComEd can be 196 

categorized broadly as the administration of the supply of electric energy; the 197 

transmission of electric power and energy (T); the distribution of electric power and 198 

energy, typically at lower voltages, to retail customers (D); and the provision of 199 

numerous customer-related and commercial services (C).  In order to functionalize costs 200 

using as much cost detail as is provided by the USOA and to allocate these embedded 201 
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costs accurately among the customer classes, it is necessary to specify sub-functions 202 

within the functions of D and C.  One of the purposes of defining sub-functions of D and 203 

C is to enable the classification of costs as between demand-related and customer-related 204 

and to permit allocation on different bases (factors) to reflect cost-causation.  These sub-205 

functions are specified in the headings at the top of the “Functionalization” section of the 206 

model.  (See ComEd Ex. 13.1, Sch. 1a.)  The distribution function, for example, is 207 

composed of these sub-functions: High Voltage ESS, High Voltage Distribution 208 

Substations, High Voltage Distribution Lines, Distribution Substations, Distribution 209 

Lines, Line Transformers, and Fixture-Included Lighting.  Likewise, the broad function 210 

of customer-related services is composed of numerous sub-functions, namely Services, 211 

Customer Installation Other, Metering Services, Billing & Accounting, and Customer 212 

Services & Information.  Again, the purpose of defining these sub-functions of D and C 213 

is to employ to the maximum extent possible the cost detail provided by the USOA, and, 214 

ultimately, to allocate as accurately as possible the functionalized costs to the various 215 

customer classes on the basis of cost causation. 216 

Q. What is shown on ComEd Ex. 13.1, Schedules 1 and 2? 217 

A. In general, the ECOSS (operationally, an Excel® spreadsheet model) consists of two 218 

main analytical parts, contained within four linked spreadsheets—a “Functions” 219 

worksheet (Sch. 1a), a “Function Factors” worksheet (Sch. 1b), an “Allocation” 220 

worksheet (Sch. 2a), and an “Allocation Factors” worksheet (Sch. 2b).  In the Functions 221 

worksheet, plant in service, depreciation reserve, accumulated deferred income taxes 222 

(“ADIT”) and other components of rate base are assigned or apportioned through the use 223 

of functionalization factors to the T function and the sub-functions of D + C described 224 
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above.  An appropriate assignment of G&IP to each sub-function is also included in the 225 

development of that sub-function’s rate base.  (See, Sch. 1a, lines 5 through 8 and 31 226 

through 44.)  Likewise, with respect to expenses, the Functionalization section of the 227 

model develops for each sub-function dollar amounts of associated O&M (including an 228 

appropriate assignment of A&G), depreciation and an appropriate assignment of taxes 229 

other than income.  Again, numerous functionalization factors are used to apportion costs 230 

among sub-functions.   231 

Skipping forward for a moment to the Allocation section of the model (ComEd Ex. 13.1, 232 

Sch. 2a), we can see that the functionalized cost elements for distribution services are 233 

allocated by sub-function among the various customer classes.  (Note that all the D + C 234 

sub-functions that are vertical columns of costs on the Functions Schedule are rows 235 

consisting of functional cost components on the Allocation Schedule.) 236 

Returning to an examination of the Functions table, I note that the detailed development 237 

of rate base and expenses (other than return and income taxes) at the sub-functional level 238 

is key to achieving an accurate allocation of various types of costs (plant-related, 239 

customer-related, etc.) on the basis of cost causation. 240 

Q. What are the major cost components and their relative importance? 241 

A. Electric plant balances, especially plant in service at original cost and the accumulated 242 

depreciation reserve and associated ADIT, comprise the major elements of rate base, 243 

from which the return requirement and associated income taxes are determined.  (The 244 

return requirement and associated taxes are calculated for each class in the Allocation 245 

section of the ECOSS.)  The Functions spreadsheet (ComEd Ex. 13.1, Sch. 1a) apportions 246 

and assigns year-end 2006 electric plant balances and annual expenses (booked to USOA 247 
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primary accounts) to the T function and the sub-functions of D and C.  In the sections of 248 

Schedule 1a where rate base and expenses are developed and functionalized, specific 249 

lines identify the test year accounting adjustments or pro forma adjustments for known 250 

and measurable changes as described by Kathryn M. Houtsma and Stacie M. Frank 251 

(ComEd Ex. 7.0).   252 

The majority (measured by number or value) of relevant plant balances are functionalized 253 

to T, D or C in the manner of their accounting entries by USOA accounts.  Thus, the 254 

majority—73.6%—of ComEd’s total investment in electric plant in service (“EPIS”) is 255 

directly assigned in the ECOSS to the distribution/customer functions, because that is the 256 

way the plant is booked according to the USOA.  Likewise, the second largest portion of 257 

EPIS—16.6%—is directly assigned to the transmission, because that is the way the plant 258 

is booked according to the USOA.  Finally, only about 9.8% of EPIS is not functionalized 259 

to T or D by direct assignment through the accounting system.  Rather, these G&IP 260 

account balances must be assigned or apportioned within the cost of service study based 261 

on factors that reflect cost causation.  262 

Annual expenses other than return and income taxes (O&M, depreciation and TOI) 263 

constitute another major component of the annual revenue requirement, and the majority 264 

of these expenses are functionalized under the USOA to their respective functions of T, D 265 

and C.  Of the total revenue requirement related to these expenses, about 30%—the A&G 266 

portion of O&M expenses plus TOI and depreciation expense associated with general 267 

plant—are not directly assigned by the USOA accounts to the functional categories of T, 268 

D, and C.  Therefore, A&G, TOI and general plant depreciation expense must be 269 

assigned and apportioned to the functions within the ECOSS based on cost causation.  270 
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VII. FUNCTIONALIZATION OF GENERAL AND INTANGIBLE PLANT 271 

Q. In general, how can G&IP be apportioned among the T, D, and C functions? 272 

A. There are two general methodologies available—direct assignment and the use of generic 273 

functionalization factors or ratios.  These methods can be used in combination with each 274 

other.  Underpinning the method of functionalization by generic ratios is the premise that 275 

the cost causation of G&IP by function is directly correlated with the distribution 276 

between T-D-C of one or more generic factors and that more accurate allocation of 277 

specific types of G&IP to specific functions is not practical or worthwhile.  For example, 278 

in a bundled cost of service G&IP is often functionalized based on the distribution of 279 

W&S or P-T-D plant ratios (excluding G&IP).  Using generic W&S ratios applies the 280 

theory that most GP seems to be plant that houses A&G type activities (such as 281 

administering employee pension and benefit plans and performing other employee-282 

related functions, such as training).  An alternate method of apportioning G&IP is based 283 

on an observation that much of this type of plant seems to be directly involved in 284 

“supporting” T-D plant.  For example, the accounts representing stores, tools and 285 

equipment, power operated equipment, etc., seem intuitively to be directly related to the 286 

amounts of T-D owned by the utility.  Under this theory, a reasonable method of 287 

functionalizing G&IP is to employ generic plant ratios—the respective shares of T and D 288 

among themselves. 289 

 Direct assignment is the alternative to using generic functionalization ratios.  It requires a 290 

review of the cost components of a company’s operations and accounts to perform 291 

detailed analyses of the uses of all of the specific elements (sub-accounts) of plant and 292 

equipment booked to the G&IP accounts.  The objective of the analysis is to functionalize 293 
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the specific sub-accounts (in this case, T-D-C), according to use, and, therefore, cost 294 

causation. 295 

Q. Which of the two methods is more accurate? 296 

A. Direct assignment, based on detailed studies, is inherently more accurate than any general 297 

allocation methodology, whether based on W&S, plant, or a combination of the two.  298 

Direct assignment examines cost causation factors explicitly with respect to each primary 299 

account.  Functionalization of G&IP based on studies of plant accounts is more accurate 300 

than the use of a “broad-brush” approach using generic ratios.  Indeed, the ICC has 301 

recognized that direct assignment or a “hybrid” methodology combining direct 302 

assignment and labor allocators, is superior to use of generic allocators stating:  303 

“As a general proposition, the Commission believes that direct 304 
assignment of costs is superior to the application of general 305 
allocators if the costs are suited to direct assignment and sufficient 306 
cost data is available to make direct assignments….”  307 

 (October 4, 2000 Order in Docket No. 99-0013 at 44.) 308 

 Similarly, the ICC stated: 309 

Further, the Commission agrees with ComEd that the use of “direct 310 
assignment” of costs is the preferred approach over the general 311 
labor allocator approach. Because determining such costs is 312 
possible, the Commission is in agreement with ComEd that direct 313 
assignment be used in this case.  314 

(Docket No. 05-0597, Order at 27). 315 

Q. Can you describe the direct assignment of G&IP among the T-D-C functions? 316 

A. ComEd directly assigned G&IP to these broad functional categories, based on detailed 317 

studies performed by ComEd’s personnel.  The specific methods and processes used by 318 
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ComEd’s personnel to functionalize G&IP are not the subject of my testimony.  319 

Ms. Houtsma and Ms. Frank (ComEd Ex. 7.0) describe the methods used by ComEd to 320 

achieve the functionalization of G&IP to T, D, and C.  The objective of my testimony 321 

here is to describe how we incorporated the functionalized results into the ECOSS.  The 322 

direct assignment of G&IP is accomplished in ECOSS by the development of specific 323 

function factors for each of the G&IP sub-accounts.  These function factors are shown on 324 

Schedule 1b, rows 352 through 466.  325 

ComEd’s direct assignment process allocates approximately 74% of G&IP to the 326 

distribution services functions.  If a generic W&S functionalization had been used, 327 

approximately 89% of G&IP would have been functionalized to distribution.  The 328 

difference is substantially due to the fact that ComEd’s analysis supports the direct 329 

assignment of approximately 45% of Account 397 (Communications Equipment) to the 330 

transmission function.  This account constitutes nearly half of general plant.  A generic 331 

W&S allocation would only functionalize about 11% of Account 397 to transmission. 332 

 In sum, ComEd’s direct assignment of G&IP is not only more accurate than use of a 333 

generic W&S methodology, it also assigns significantly more G&IP to the transmission 334 

function than if a generic allocator were used. 335 

VIII. FUNCTIONALIZATION OF A&G EXPENSES 336 

Q. Can you describe ComEd’s treatment of A&G expenses in the ECOSS? 337 

A. Ms. Houtsma and Ms. Frank (ComEd Ex. 7.0) describe the methods used by ComEd to 338 

achieve the functionalization of A&G expenses (accounts 920-935) to Transmission/Non-339 

DST, D, and C by W&S ratios or, where appropriate, plant ratios.  This method was 340 

utilized by ComEd and approved by the ICC in Docket No. 05-0597. 341 
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IX. INCORPORATION OF COMED’S FUNCTIONALIZATIONS IN THE ECOSS 342 

Q. How are ComEd’s functionalization results incorporated into the ECOSS, as you 343 

continue to reference the Functions portion of the study (ComEd Ex. 13.1, Sch. 1a)? 344 

A. An important facet of the ECOSS is that ComEd’s direct assignment of G&IP and 345 

generic allocation of A&G to the broad functions of T, D, and C must be additionally 346 

functionalized to the various sub-functions comprising D and C which are identified at 347 

the top of page 1 of ComEd Ex. 13.1, Schedule 1a.  I note that there are no sub-functions 348 

of T in this model, because these functions are not of specific relevance in the 349 

determination of the D + C costs.  T is used to provide a control total for tying specific 350 

accounts back to FERC Form 1 balances, as adjusted, and, additionally, it is sometimes 351 

necessary in the formation of a functionalization factor, such as net plant.  However, 352 

return and income taxes are not calculated for the T function, nor are pro forma 353 

adjustments made to the associated base or expense components. 354 

 The process of sub-functionalizing D and C to the sub-functions shown on Schedule 1a is 355 

the same as used in prior studies presented by ComEd to the ICC.  Many of the 356 

functionalization factors employed are derived from detailed wages and salaries data that 357 

are shown on ComEd Ex. 13.1, Schedule 1b; indeed, W&S ratios (in numerous 358 

combinations at the primary account levels) constitute some of the primary “drivers” in 359 

sub-functionalization.  The actual, detailed functionalization factors themselves are 360 

developed and identified beginning at the Function Factors section, Schedule 1b. 361 
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X. VIII. ALLOCATION OF COSTS TO CUSTOMER CLASSES 362 

Q. Are there any changes in customer classes since the last ECOSS? 363 

A. Yes.  This ECOSS uses the customer classes that the ICC approved in Docket No. 05-364 

0597, rather than the customer classes ComEd proposed in that case.  In addition, because 365 

the ICC approved different charges in Docket No. 05-0597 for customers in the High 366 

Voltage Delivery Class with more than 10 MW of load versus those customers in the 367 

High Voltage Delivery Class with less than 10 MW of load, ComEd has refined the 368 

ECOSS for this rate case to separately determine the costs for those two groups of 369 

customers. 370 

Q. How are the sub-functionalized rate base and expense elements of the Functions 371 

section (ComEd Ex. 13.1, Sch. 1a) used to calculate the cost of service by customer 372 

class? 373 

A. The totals of the sub-functionalized costs created on the Functions sheet (Sch. 1a) are 374 

carried forward to the Allocation portion of the model (Sch. 2a).  To give a specific 375 

example, O&M expenses (including an allocated portion of A&G, but excluding 376 

uncollectibles expense) functionalized to Distribution Substations on Schedule 1a, line 377 

214, equals $30.6 million dollars.  This same amount appears on line 5 of Schedule 2a as 378 

the “Total ICC” amount associated with O&M cost functionalized to Distribution 379 

Substations.  Similarly, the O&M amounts for all sub-functions (reading from left to right 380 

on the Functions Schedule) are carried forward to lines 2 through 15, respectively of the 381 

O&M section of the Allocation Schedule.  Consistent with this scheme, proceeding down 382 

the Allocation Schedule, the sub-functionalized total amounts for depreciation expense, 383 

TOI, and rate base are carried forward from the Functionalization Schedule. 384 
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Beginning back at line 2 of the Allocation Schedule, we can see that each sub-385 

functionalized element of O&M expenses is allocated among the ComEd rate classes.  386 

The name of each allocation factor used is shown immediately to the right of the name of 387 

the sub-function.  For example, O&M costs for Distribution Substations are allocated to 388 

each customer class according to the factor titled “NCP<69 KV,” which is the 389 

(non-coincident) kW peak of those customers taking service at below 69 kV adjusted for 390 

distribution losses.  (See the descriptions of all the allocation factors on Sch. 2b.)  391 

Similarly, the other cost elements of Distribution Substations (depreciation, TOI and rate 392 

base) are allocated by the same allocation factor to each of the customer classes. 393 

Q. In general, what allocators are used to derive the interclass allocations of the sub-394 

functionalized costs? 395 

A. The High Voltage ESS allocator is a direct assignment.  Coincident class peak demands 396 

are the class allocators for the sub-functions of distribution plant identified as High 397 

Voltage Distribution Substations and High Voltage Distribution Lines. Non-coincident 398 

peak demands are the class allocators for Distribution Substations, Distribution Lines and 399 

Line Transformers.  In the case of Line Transformers, there is no allocation to the two 400 

High Voltage classes, nor to Railroads. Customer-related allocation factors are used to 401 

allocate Services, Metering Services, and the activities of billing and accounting, 402 

customer accounts, and information.  Special allocation factors are also developed to 403 

meet the particular requirements of allocating such sub-functionalized costs as Fixture-404 

Included Lighting and Uncollectibles. 405 
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Q. What coincident and non-coincident class peak demands are used in the ECOSS? 406 

Class kW demands with losses are from ComEd's load study for the 12 months ending 407 

October 31, 2006, submitted in Schedule E-7 as part of the filing requirements.  The 408 

coincident class peak demands used in ECOSS are the weather-normal demands reported 409 

on Schedule E-7(a)(1)_part 2. 410 

Actual, non-coincident class peak demands are used in the ECOSS for all classes except 411 

the two non-space heating residential classes, for which weather-normal demands are 412 

used, as reported in Schedule E-7(a)(2)_part 2. 413 

Q. Why are class demands based on normal weather conditions are appropriate to use 414 

in ECOSS? 415 

A. Class demands are used in ECOSS to allocate costs among customer classes for the 416 

ultimate purpose of designing rates expected to be in effect for several years.  Therefore, 417 

the demands should be as representative as possible of what is expected to occur during 418 

the anticipated rate period. 419 

XI. DISCUSSION OF WEIGHTING FACTORS 420 

Q. What is meant by the term “weighting factors”? 421 

A.  Weighting factors are used to develop the allocators for the interclass allocation of 422 

embedded costs in the metering and the customer services sub-functions.  The weighting 423 

factors and the resulting allocators are presented in Schedule 2b of ComEd’s ECOSS.  424 

(ComEd Ex. 13.1, Sch. 2b). 425 

A weighting factor for a metering or a customer services sub-function is prepared after 426 

reviewing the costs in the sub-function and associated services provided to customers.  427 
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First, for each sub-function, appropriate average per customer costs by delivery class are 428 

prepared and the weighting factor is the result of dividing the average per customer cost 429 

of each delivery class by the average per customer cost of the Single Family Without 430 

Space Heating class. 431 

An example to illustrate the methodology is the weighting factor used to develop the 432 

allocator for the embedded costs in the Customer Information sub-function.  The primary 433 

costs for the Customer Information sub-function are recorded in USOA accounts 907-434 

910, as shown in Schedule 1a of ECOSS.  ComEd has reviewed the costs recorded into 435 

these accounts and the associated services provided to customers to develop average per 436 

customer costs by delivery class to compute the weighting factor for allocating the 437 

embedded costs in the Customer-Information sub-function to delivery classes. 438 

The Direct Panel Testimony of Lawrence S. Alongi and Chantal K. Jones (ComEd 439 

Ex. 12.0) provides a more detailed explanation of the preparation of the cost information 440 

used to develop the weighting factors. 441 

Q. Have you reviewed the Direct Panel Testimony of Mr. Alongi and Dr. Jones? 442 

A. Yes.  I reviewed the cost data used to develop weighting factors explained in the Direct 443 

Panel Testimony of Mr. Alongi and Dr. Jones and reviewed the resulting weighting 444 

factors. 445 

In my opinion, the methodology employed by ComEd to develop weighting factors is 446 

reasonable and it is appropriate to use them in the ECOSS. 447 
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Q. After the operating costs and rate base elements derived from the Functions 448 

Schedule are carried forward and allocated to classes on the Allocation Schedule, 449 

what remaining computations are required to complete the ECOSS? 450 

A. After the operating costs and rate base elements derived from the Functions Schedule are 451 

carried forward and allocated to classes on the Allocation Schedule, there are five 452 

additional calculations to complete the study.  First, return on rate base and associated 453 

income taxes are calculated by sub-function.  (Please read down ComEd Ex. 13.1, 454 

Sch. 2a to the appropriate section).  Then, a preliminary revenue requirement is 455 

calculated by adding O&M, depreciation, and TOI to the return and income taxes on a 456 

per-function and per class basis.  Third, the preliminary revenue requirement is adjusted 457 

downward to reflect the revenue credits brought forth from Schedule 1a and is further 458 

adjusted to include the Illinois Electricity Distribution Tax.  Fourth, the preliminary 459 

revenue requirement is used to allocate the Uncollectibles expense (lines 173 through 460 

179).  Finally, the adjusted revenue requirement (still calculated on a sub-functionalized 461 

basis for each class) is used to calculate unit costs.  Distribution “demand” costs ($/kWh) 462 

are calculated for substations, lines, and transformers from the associated 463 

sub-functionalized revenue requirements and the appropriate units (kWh).  Customer- 464 

related costs (such as services, metering services, billing and accounting, etc.) are 465 

separately calculated on a $/customer/year (or month) basis.   466 

 In concluding my description of the Allocation Schedule, I reiterate that but for the 467 

adjustments made necessary by the revisions to the definitions of classes, this entire 468 

allocation process and the specific allocators employed are virtually identical (with 469 

respect to the allocation of D and C costs) to those used in past embedded cost of service 470 
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studies presented in ComEd general base rate proceedings and in Docket Nos. 99-0117, 471 

01-0423 and 05-0597 to the ICC.  As was the case in Docket Nos. 01-0423 and 05-0597, 472 

the allocation of Metering Services to classes is performed as a separate calculation to 473 

conform to the methodology authorized in Docket No. 99-0013. The development of the 474 

other customer-related allocation factors and unit costs for demand and customer-related 475 

sub-functions is also virtually identical to what has been done in the past. 476 

Q. Does this complete your direct testimony? 477 

A. Yes. 478 


