
REACT Corrected Exhibit 3.0 

 
 

 

 

 

CORRECTED DIRECT TESTIMONY 
OF  

JEFFREY MEROLA 

ON BEHALF OF THE COALITION TO 

REQUEST EQUITABLE ALLOCATION OF COSTS TOGETHER 

 

REACT 
COMPRISED OF:  

A. FINKL & SONS, CO. 
ALSIP PAPER CONDOMINIUM ASSOCIATION 

AUX SABLE LIQUID PRODUCTS, LP 
THE CITY OF CHICAGO 

COMMERCE ENERGY, INC. 
FLINT HILLS RESOURCES, LLC 

INTEGRYS ENERGY SERVICES, INC. 
PDV MIDWEST REFINING LLC 

UNITED AIRLINES, INC. 
WELLS MANUFACTURING, INC. 

Commonwealth Edison Company 
 
Proposed General Increase in Rates. 
 

: 
: 
: 

 
ICC Docket No. 07-0566 



REACT Corrected Exhibit 3.0 

i  

TABLE OF CONTENTS 

I.    INTRODUCTION AND QUALIFICATIONS .........................................................1 

II.    PURPOSE OF TESTIMONY AND GENERAL CONCLUSIONS .........................4 

III.   IMPORTANCE OF PROPER SUPPLY COST ALLOCATION………. ................5 

IV.   COMED SUPPLY PROCUREMENT COST RECOVERY MECHANISMS…….10 

V. ISSUES WITH COSTS ALLOCATED TO PROPOSED RIDER SAC…………...13 

VI. INTERACTION WITH OTHER RIDERS…………................................................18 

VII.   CONCLUSION……………......................................................................................20 

 

 

 

 



REACT Corrected Exhibit 3.0 

  

STATE OF ILLINOIS 

BEFORE THE ILLINOIS COMMERCE COMMISSION 
 

Commonwealth Edison Company 
 
Proposed General Increase in Rates. 
 

: 
: 
: 

 
ICC Docket No. 07-0566 

 
CORRECTED DIRECT TESTIMONY OF JEFFREY MEROLA 

 
 

I. INTRODUCTION AND QUALIFICATIONS

Q. Please state your name, title, and business address.  1 

A. My name is Jeffrey Merola. I am a Vice President of Intelometry, Inc.  My 2 

business address is 363 North Sam Houston Parkway East, Suite 1100, Houston, 3 

Texas 11060-2413. 4 

 5 

Q. On whose behalf are you testifying?  6 

A. I am testifying on behalf of the coalition to Request Equitable Allocation of Costs 7 

Together (“REACT”).1  REACT brings together some of the largest and most 8 

well-known industrial, commercial and governmental entities in the Chicagoland 9 

area, along with retail electric suppliers (“RESs”) that are interested in providing 10 

service to residential customers in the service territory of Commonwealth Edison 11 

Company (“ComEd”). 12 

 13 

                                                 
1 The REACT members include: A. Finkl & Sons, Co.; Alsip Paper Condominium Association; Aux Sable 
Liquid Products, LP; the City of Chicago; Commerce Energy, Inc.; Flint Hills Resources, LLC; Integrys 
Energy Services, Inc.; PDV Midwest Refining LLC; United Airlines, Inc.; and Wells Manufacturing 
Company.  The opinions herein do not necessarily represent the positions of any particular member of 
REACT. 
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Q. Please describe the work that Intelometry, Inc. performs. 14 

A. Intelometry provides software products and consulting services to meet the needs 15 

of the energy industry.  Our products and services address the needs of energy 16 

marketers, utilities, government agencies, and commercial and industrial energy 17 

users across North America. We employ our business and technology depth and 18 

breadth to simplify complex problems and deliver a solution or product that is 19 

practical and sustainable.   20 

 21 

Q. Please summarize your current position and duties at Intelometry, Inc. 22 

A. As a Vice President, I lead Intelometry’s Business Services Practice which 23 

focuses on wholesale and retail marketing in the power and natural gas industries.  24 

As part of my work, I provide management consulting expertise to our clients 25 

related to the operations and management of retail energy supply organizations.   26 

 27 

Q. Please summarize your educational background and professional experience.  28 

A. I received my BE degree with a major in electrical engineering from Youngstown 29 

State University in 1990.  During my career, I have been deeply involved with the 30 

deregulation of the power industry throughout the United States. 31 

 32 

Before joining Intelometry, I worked for Econ One Research, Inc. in Houston, TX 33 

from 2002 to 2004, where I was responsible for the creation and development of 34 

an energy consulting practice.  I advised clients on market strategy and business 35 

operations, and I testified on behalf of clients as an energy expert in various 36 
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proceedings before Federal court, the American Arbitration Association, a state 37 

regulatory commission, and the Federal Energy Regulatory Commission.  Prior to 38 

that, in 2001, I worked for Enron Wholesale Services as a Manager of Logistics.  39 

In that role, I coordinated the functions required to deliver physical power to 40 

Enron Energy Services’ customers throughout the northeast, Midwest, and Texas.  41 

I also worked for Enron Energy Services as a Manager of Commodity Structuring 42 

for the Midwest region.  In that role, I developed and implemented new power 43 

products for commercial and industrial customers. 44 

 45 

Prior to joining Enron in December 2000, I worked for Allegheny Energy in 46 

numerous roles for approximately ten years.  My last position at Allegheny was 47 

Manager of Product Pricing and Business Development.  In that role, I was 48 

responsible for the business functions supporting sales to retail power customers 49 

in the mid-Atlantic and Midwest.  These functions included portfolio 50 

management, pricing and product development, marketing, and business 51 

development.  I also participated in several committees and working groups 52 

involved with the development of market rules within PJM and the Midwest.  My 53 

resume is attached as REACT Exhibit 3.1 to this testimony, and includes a list of 54 

proceedings in which I have provided expert testimony. 55 
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II. 56 

PURPOSE OF TESTIMONY AND GENERAL CONCLUSIONS 57 

Q. What is the purpose of your testimony?  58 

A. I have been asked by REACT to review ComEd’s proposed allocation of supply 59 

procurement costs to determine if these costs have been appropriately allocated to 60 

customers receiving supply from ComEd.  61 

 62 

Q. Please summarize your conclusions. 63 

A. Simply stated, there are substantial costs associated with supply procurement for 64 

ComEd’s bundled services customers that would not clearly be recovered through 65 

a bypassable tariff; instead, it appears that, under ComEd’s proposal, significant 66 

supply-related costs may be recovered through its delivery services tariff.  This 67 

means that customers who do not obtain their supply from ComEd would still be 68 

forced to pay ComEd for costs associated exclusively with supply.  In addition, 69 

where ComEd has delineated supply procurement costs to be recovered through a 70 

bypassable rate, such as Rider Supply Administration Charges (“Rider SAC”), 71 

ComEd has made critical errors and has improperly allocated substantial portions 72 

of these costs.  Again, this would result in customers that do not obtain supply 73 

from ComEd being forced to pay inflated delivery service rates in order to offset 74 

ComEd’s supply-related costs. 75 

 76 

Improper allocation of supply procurement costs to the delivery services rates has 77 

a number of negative consequences, including: 78 
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• Forcing all customers classes to improperly pay for supply procurement 79 

costs even though many of those customer classes are not eligible to 80 

obtain their supply from ComEd; 81 

• Charging customers who choose to purchase energy from a RES for costs 82 

that should be borne only by customers receiving supply from ComEd; 83 

and 84 

• Hampering competition by creating an artificially low, and therefore, 85 

distorted, price comparison for ComEd bundled customers who shop for 86 

alternative suppliers.   87 

 88 
The “bottom line” is that ComEd’s current proposal would require RES customers 89 

to foot part of ComEd’s supply-related bill – fairness and sound regulatory policy 90 

dictate that it is ComEd’s supply customers, and only ComEd’s supply customers, 91 

who should be asked to pay that bill.  92 

III. 93 

IMPORTANCE OF PROPER SUPPLY COST ALLOCATION  94 

Q. Please summarize ComEd’s supply procurement responsibilities and process.  95 

A. After May 2008, ComEd will provide fixed-price bundled electric service to 96 

residential customers and commercial customers below 400 kW.2  For the period 97 

from June 2008 to May 2009, ComEd is responsible for procuring supply for its 98 

bundled customers, while the procurement process is to be administered by a 99 

Procurement Administrator.  This is in contrast to the current procurement 100 

arrangements, which provide the full requirements of bundled customers through 101 

                                                 
2 Customers in the 100 to 400 kW class taking bundled service from ComEd as of August 28, 2007 are 
entitled to remain on bundled service through May 31, 2010.  Customers in the 100 to 400 kW class that 
have already switched from bundled service are not eligible to return to bundled service.  (See 220 ILCS 
5/16-113(g); see also, Order, Petition of Commonwealth Edison for Competitive Declaration With Respect 
to Customer With Peak Demands of at Least 100 Kilowatts but less than 400 Kilowatts, ICC Docket No, 
07-0478 at *2.) 
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forward contracts awarded via an auction process.  Beginning in June 2009, the 102 

responsibilities for procurement will rest with the Illinois Power Agency (“IPA”). 103 

 104 

Q. How should ComEd’s supply procurement costs be allocated?  105 

A. It is my understanding that the Illinois Commerce Commission (“Commission”) 106 

has previously endorsed the concept of accurate cost allocation, stating that it 107 

“generally agrees with cost causation and allocation principles which essentially 108 

require costs to be allocated and recovered from those customers who caused the 109 

cost to be incurred.”3  I agree wholeheartedly with that statement; absent a 110 

compelling public policy argument, costs should be assigned to the cost-causer. 111 

 112 

The direct implication of that statement is that the costs incurred by ComEd to 113 

procure energy should be recovered from those customers who have caused the 114 

cost to be incurred.  Simply stated, those customers who receive their energy 115 

supply from ComEd should be the customers who pay for the costs associated 116 

with procurement of that energy.  Thus, ComEd’s supply procurement costs 117 

should be bypassable for those customers who do not take supply service from 118 

ComEd, and thus, should not be embedded in the delivery services rates. 119 

                                                 
3 Order on Rehearing, Commonwealth Edison Company, Proposed General Increase in Rates, ICC Docket 
No. 05-0597, at 74 (Dec. 20, 2006).)  (“05-0597 Order”). 
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Q. Please explain what you mean by “bypassable.” 120 

A. “Bypassable” simply means that ComEd’s cost recovery structure should be 121 

designed to ensure that customers who do not acquire their energy supply from 122 

ComEd do not have to pay ComEd for any of ComEd’s supply-related costs.   123 

 124 

Q. What are the implications if supply procurement costs are improperly 125 

allocated to the delivery services rate?  126 

A. There are several implications.  Without proper allocation, all customers bear the 127 

costs that have been caused only by those customers taking supply service from 128 

ComEd.  This, in and of itself, is unfair and contrary to proper cost causation and 129 

cost allocation principles.  Just as it would be unfair to ask ComEd’s bundled 130 

customers to pay part of the supply-related costs caused by RES customers, so too 131 

it is unfair to ask RES customers to cross-subsidize the supply-related portion of 132 

ComEd’s rates. 133 

 134 

But, there are additional issues.  Because these improperly allocated costs are 135 

recovered through the delivery services rates, there is a further issue with how 136 

these costs are then distributed among rate classes.  For example, if supply 137 

procurement costs are embedded in the delivery services rate and these same costs 138 

are then allocated to customers classes that do not receive supply from ComEd 139 

(for example, customers above 400 kW), customers above 400 kW are required to 140 

subsidize costs of supply procurement for customer classes below 400 kW.  This 141 
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compounds the problem caused by misallocation of supply-related costs to 142 

customers not taking supply from ComEd. 143 

 144 

Again, customers who do not acquire energy supply from ComEd are being 145 

required to pay for ComEd’s supply-related costs.  That is unfair, and is certainly 146 

inconsistent with the cost causation and cost allocation principles that the 147 

Commission endorsed in ICC Docket No. 05-0597. 148 

 149 

Q. What impact would this improper cost allocation have upon customers who 150 

take service from a RES? 151 

A. Customers taking service from a RES are especially disadvantaged if supply 152 

procurement costs are improperly allocated to delivery services rates.  This is 153 

because such customers would both pay for a service they did not receive from 154 

ComEd, and in addition pay for the same service from the RES.   155 

 156 

Q. Can you give an example of this problem? 157 

A. Yes.  As an example, ComEd has employees who are responsible for supply 158 

procurement for its bundled customers, and therefore their salaries and associated 159 

expenses should be allocated only to ComEd’s bundled supply customers.  To the 160 

extent that their salaries are allocated to, and therefore paid for by, customers 161 

taking service from a RES, those RES customers are paying for the salaries of 162 

ComEd employees responsible for supply procurement, even though those 163 

customers do not obtain supply from ComEd.  Those same customers must then 164 
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also turn around and pay the RES a price that reflects the recovery of costs 165 

associated with the RES’s employees responsible for supply procurement.  So, in 166 

effect, these customers are forced to pay twice.  Forcing RES customers to pay 167 

twice for the same service is inconsistent with the Commission principle to 168 

“require costs to be allocated and recovered from those customers who caused the 169 

cost to be incurred.”4   170 

 171 

Q. Are there other issues with improper allocation of supply procurement costs 172 

to the delivery services rates? 173 

A. Yes.  In addition to the unfair impact on individual customers who are forced to 174 

double pay, improper allocation of supply procurement costs has a broader 175 

negative effect.  It can do substantial harm to the competitive market generally.  176 

By shifting supply procurement costs to the delivery services rate, ComEd can 177 

artificially reduce its supply price at the expense, potentially, of all customers.  178 

This subsidized supply price would provide ComEd with a competitive pricing 179 

advantage over RESs, who cannot equally recover their supply procurement costs 180 

by charging customers that they do not supply.  It is critical that the Commission 181 

direct ComEd to adopt a competitively neutral rate design and cost treatment, to 182 

ensure the continued development of the competitive market. 183 

                                                 
4 See 05-0597 Order at 74. 
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IV. 184 

COMED SUPPLY PROCUREMENT COST RECOVERY MECHANISMS 185 

Q. What direct costs are associated with the procurement of energy for 186 

customers?  187 

A. The procurement of energy for retail customers is a complex, labor intensive, and 188 

capital intensive business.  There are the obvious direct costs associated with 189 

supply procurement.  These include the cost of energy, capacity, renewable 190 

resources, transmission service and ancillary services required to support full 191 

requirements service to the retail customer.  In addition, there are frequently direct 192 

transaction fees associated with the purchase of energy. 193 

 194 

Q. What indirect costs are typically associated with the procurement of energy 195 

for customers?  196 

A. There are many critical support functions required to provide retail supply 197 

procurement services.  Each of these functions requires employees, employee 198 

benefits, office space, office supplies, computer software, computer hardware, and 199 

corporate management to support the business.  As a broad overview, these 200 

functions include: 201 

• Short and Long-Term Load Forecasting; 202 

• Scheduling; 203 

• Contract Negotiation and Management; 204 

• Risk Management; 205 

• Accounting; 206 

• Settlements; 207 

• Financial Management; 208 
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• Billing; 209 

• Transaction Management; 210 

• Customer Support (including Call Center Operations); 211 

• Credit and Collections; 212 

• Regulatory Support; and, 213 

• Lobbying Efforts. 214 

 215 

Q. Are there other indirect costs that are incurred?  216 

A. Yes.  There are uncollectible expenses associated with customers who do not pay 217 

for their energy supply.  In addition, there are working capital requirements to 218 

support both cash flow needs as well as credit support.   219 

 220 

Q. Please explain the capital requirements further.  221 

A. Forward energy contracts are entered into prior to the time of delivery (or 222 

financial settlement) and generally, prior to the time of payment.  Accordingly, 223 

the buyer and the seller are both at risk if either defaults on the contract prior to 224 

the time of delivery.  As a result, to enter into forward contracts, there are costs 225 

associated with credit guarantees or other credit instruments required to support 226 

these transactions. 227 

 228 

There is also substantial working capital required to support the cash flow needs 229 

of the business as it is typical that the costs for energy and capacity, as well as the 230 

costs associated with the operating expenses of the business must be paid prior to 231 

receiving payment from the customer. 232 

 233 
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Q. What tariff mechanisms does ComEd have to recover the costs associated 234 

with supply procurement?  235 

A. It is my understanding that there are three primary tariff mechanisms through 236 

which ComEd intends to recover its costs associated with supply procurement. 237 

These include: 238 

Rider AAF - Accuracy Assurance Factors 239 

Rider AAF is designed to provide for a true-up mechanism for over or under 240 

collections from fixed-price customers. 241 

 242 

Rider PE – Purchased Energy  243 

Rider PE recovers “all required electric energy, energy to satisfy losses, 244 

electric generation capacity, volumetric risk management, transmission 245 

services, ancillary transmission services, renewable energy resources, 246 

administrative services, and other necessary services procured by the 247 

Company.”5   248 

 249 

Rider SAC – Supply Administration Charges 250 

As stated in ComEd’s proposed tariffs, “(t)his rider is applicable in the event 251 

that administration costs the Company incurs to procure electric power and 252 

energy for its retail customers are not recovered through the application of a 253 

tariff allowed by Section 16-111.5(l) of the Public Utilities Act (Act).”6  254 

 255 

Q. Has ComEd detailed which supply procurement costs are to be recovered 256 

through each of these three tariff mechanisms? 257 

A. It does not appear that ComEd has offered a comprehensive explanation regarding 258 

how it intends to recover all of its supply-related costs.  Rider PE provides general 259 

                                                 
5 See Rider PE, Original Sheet No. 630, filed on January 14, 2008. 
6 See ComEd Exhibit E-1 Proposed Tariff Revisions. 
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descriptions of the types of supply procurement costs that are to be recovered, but 260 

no details.  It appears that the only detailed description of the supply procurement 261 

costs that ComEd proposes to recover is related to ComEd’s proposed Rider SAC.  262 

However, costs that have been described for these tariffs still do not appear to 263 

account for all supply-related costs.  Thus, it is not clear if or how the other costs 264 

related to supply procurement are being recovered.  More importantly, it is not 265 

clear whether these costs are intended to be recovered through one of these 266 

bypassable tariff mechanisms, or through non-bypassable delivery services rates.   267 

V. 268 

ISSUES WITH COSTS ALLOCATED TO PROPOSED RIDER SAC  269 

Q. Please summarize the costs that ComEd has proposed to recover through 270 

Rider SAC. 271 

A. ComEd has proposed to recover the following costs, totaling $5,653,3207, through 272 

Rider SAC: 273 

• Electricity Supplier Services Department Expenses; 274 

• Energy Acquisition Department Expenses; 275 

• IT Systems Costs; 276 

• Procurement Case Costs and Auction Improvement Case Costs; and, 277 

• Uncollectible Expenses.8 278 

                                                 
7 This total is the sum of (1) the $5,106,138 shown in ComEd Exhibit 12.3_SAC, page 1 for fixed price 
kWh sales after uncollectible adjustments; and (2) the $547,182 shown in ComEd Exhibit 12.3_SAC, page 
2 for hourly price kWh sales after uncollectible adjustments. 
8 See ComEd Exhibit 12.3_SAC. 
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Q. Has ComEd fully accounted for the costs associated with each of these 279 

categories? 280 

A. It appears not.  The Commission should specifically examine ComEd’s allocation 281 

of costs for the Electricity Supplier Services Department Expenses, Energy 282 

Acquisition Department Expenses, and Uncollectible Expenses.   283 

 284 

Q. What costs has ComEd allocated to the Electricity Supplier Services 285 

Department Expenses? 286 

A. ComEd has allocated expenses for Employee Pensions and Benefits (Account 287 

926); Payroll and Other Labor Related Taxes (Account 408.15); and Customer 288 

Records and Collections Expense (Account 903) to Electricity Supplier Services 289 

Department Expenses.9  Based on ComEd’s descriptions of the activities, it 290 

appears that these costs have been allocated primarily to account for costs 291 

associated with transaction management and maintenance of business processes.10 292 

 293 

Q. What problems do you see with the costs allocated to the Electricity Supplier 294 

Services Department Expenses? 295 

A. First, ComEd’s proposed cost allocation is inconsistent.  Costs have been 296 

allocated for Employee Pensions and Benefits along with Payroll and Other Labor 297 

Related Taxes, but no costs have been allocated for Administrative and General 298 

Salaries (Account 920) or Office Supplies and Expenses (Account 921).  Further, 299 

it appears no costs have been allocated for office space, office furniture and 300 

                                                 
9 See Exhibit ComEd 12.3_SAC, page 3. 
10 See Exhibit ComEd 12.3_SAC, page 5. 
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equipment, real estate taxes, or other overhead costs associated with the 301 

employees in the Electricity Supplier Services Department. 302 

 303 

In addition, the allocation of costs to Customer Records and Collections Expense 304 

(Account 903) is proportionally small.  The total costs incurred by ComEd for 305 

Customer Records and Collections Expense were $100,156,71111, but the portion 306 

of those total costs allocated to Rider SAC is $112,483.12  This allocation leads 307 

one to conclude that only 0.11% of ComEd’s costs for Customer Records and 308 

Collections Expenses were related to the supply of energy to customers.  This is 309 

particularly difficult to accept given that supply charges comprise a substantially 310 

higher portion of a customer’s total bill. 311 

 312 

Q. What costs has ComEd allocated to the Energy Acquisition Department 313 

Expenses? 314 

A. ComEd has allocated expenses for Administrative and General Salaries (Account 315 

920); Employee Pensions and Benefits (Account 926); and Payroll and Other 316 

Labor Related Taxes (Account 408.15) to Energy Acquisition Department 317 

Expenses.13  Based on ComEd’s descriptions of the activities, it appears that these 318 

costs have been allocated primarily to account for costs associated with settlement 319 

of independent system operator bills, transaction management, contract 320 

management, support of the data room, and some risk management functions.14   321 

                                                 
11 See Exhibit ComEd 13.1, Schedule 1a, page 10. 
12 See Exhibit ComEd 12.3_SAC, page 3. 
13 See Exhibit ComEd 12.3_SAC, page 3. 
14 See Exhibit ComEd 12.3_SAC, page 6. 
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 322 

Q. What problems do you see with the costs allocated to the Energy Acquisition 323 

Department? 324 

A. Only partial allocations of staff time were made to the supply administration 325 

charge.  For example, only 30% of the Director of Energy Acquisition’s time and 326 

20% of the Vice President of Energy Acquisition’s time was allocated.15  For a 327 

department called “Energy Acquisition,” based on ComEd’s descriptions of the 328 

activities of this department, it does not make sense why all of the costs are not 329 

allocated to Rider SAC. 330 

 331 

Q. Are there other problems with the Energy Acquisition Department 332 

allocations? 333 

A. Similar to the allocations for the Energy Supplier Services Department Expenses, 334 

no allocation of costs associated with employee expenses such as Office Supplies 335 

and Expenses (Account 921) have been made and no costs have been allocated for 336 

office space, office furniture and equipment, real estate taxes, or other overhead 337 

costs associated with the employees in the Energy Acquisition Department.   338 

Also, the allocation of Payroll and Other Labor Related Taxes is not consistent 339 

with the allocation of these costs to the delivery services rates.  While the 340 

allocation of costs to Administrative and General Salaries represents 4.0%16 of 341 

                                                 
15 See Exhibit ComEd 12.3_SAC, page 6. 
16 See Exhibit ComEd 13.1, schedule 1a, page 10.  $945,850 is allocated to supply administration of a total 
$23,705,562, or 4.0%. 
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ComEd’s total salaries, the allocation of Payroll and Other Labor Related Taxes is 342 

only 0.3%.17 343 

 344 

Q. Please explain the problem with the calculation of Uncollectible Expenses. 345 

A. ComEd has computed uncollectible factors that represent uncollectibles as a 346 

percent of base rate revenues.  For residential customers, ComEd has determined 347 

this factor to be 1.2% and overall they have computed this factor to be 0.61%.  348 

While total uncollectibles for 2006 were $46,668,414,18 ComEd has only 349 

allocated $44,465 to uncollectible supply revenue.19     350 

 351 

This is apparently because ComEd has mistakenly applied the uncollectible factor 352 

only to Rider SAC costs instead of the base rate revenue associated with energy 353 

supply.  As a result, the uncollectible expenses associated with supply are 354 

substantially understated, with the majority of supply-related uncollectible 355 

expenses being inappropriately borne by delivery services customers.  Instead, a 356 

pro-rata treatment of uncollectible expenses should be applied to the supply and 357 

delivery charges, proportional to the billed amounts for each. 358 

 359 

                                                 
17 See Exhibit ComEd 13.1, schedule 1a, page 19.  $60,929 is allocated to supply administration of a total 
$20,951,000, or .3%. 
18 See Exhibit ComEd 12.15 Uncollectibles. 
19 See Exhibit ComEd 12.3_SAC, page 1 and 2. 
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Q. Did ComEd include any pro forma adjustments to their calculation of costs to 360 

develop proposed Rider SAC? 361 

A. No.  ComEd appears to base the costs used to develop Rider SAC only on test 362 

year costs for 2006. 363 

 364 

Q. Would you expect ComEd to include a pro forma adjustment? 365 

A. Yes.  Given the fact that the procurement process will be much different in 2008 366 

and 2009 than the process that existed in 2006, I would have expected ComEd to 367 

make a pro forma change for the known costs associated with the new process. 368 

 369 

VI. 370 

INTERACTION WITH OTHER RIDERS 371 

Q. Please summarize the costs that ComEd has proposed to recover through 372 

Rider PE. 373 

A. Rider PE recovers all of the direct costs of procuring electricity including energy, 374 

capacity, renewable resources, transmission service and ancillary services.  375 

However, Rider PE provides only general descriptions of the indirect costs to be 376 

recovered.  These include such general descriptions as internal administrative and 377 

operational costs, costs to meet collateral requirements,20 and costs associated 378 

with the IPA.21 379 

 380 

                                                 
20 See Rider PE, Original Sheet No. 637, filed on January 14, 2008. 
21 See Rider PE, Original Sheet No. 648.1, filed on January 14, 2008. 
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Q. What review process is in place for the internal administrative and 381 

operational costs included in Rider PE? 382 

A. Rider PE provides that “(a)t the earliest reasonable date after the ICC approves a 383 

procurement plan, with such date occurring prior to the procurement event 384 

associated with such procurement plan, internal administrative and operational 385 

costs expected to be incurred by the Company solely as a result of its electric 386 

power and energy supply procurement activities pursuant to the procurement plan 387 

approved by the ICC must be reviewed by Company representatives with 388 

personnel from the Accounting Department of the ICC Staff.”22 389 

 390 

Q. Do you have concerns with this review process? 391 

A. Yes.  Given the critical importance of ensuring that ComEd properly allocate 392 

costs related to supply procurement to only those customers that receive supply 393 

from ComEd, combined with ComEd’s failure to properly allocate these costs in 394 

this proceeding, ComEd’s proposed allocation should undergo much greater 395 

scrutiny.  ComEd should be required to provide a full cost justification of these 396 

internal administrative and operational costs through a transparent process that 397 

allows input from all stakeholders. 398 

                                                 
22 See Rider PE, Original Sheet No. 648, filed on January 14, 2008. 
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VII. 399 

COSTS THAT HAVE NOT BEEN FULLY DETAILED 400 

Q. Are there costs typically associated with supply procurement that you have 401 

not seen detailed as part of Rider SAC, Rider AAF, or Rider PE? 402 

A. It appears that ComEd has not provided any detail on the cost to be recovered for 403 

procurement activities and costs such as: short and long-term load forecasting; 404 

scheduling; accounting; financial management; billing; call center support; 405 

lobbying efforts; or the cost of capital.  Although many of these functions may be 406 

performed after May 2008 by the Procurement Administrator, it appears that 407 

ComEd has not explained how the costs associated with the Procurement 408 

Administrator are to be recovered.  ComEd should provide such a detailed 409 

breakdown in its rebuttal testimony in this proceeding. 410 

VIII. 411 

CONCLUSION 412 

Q. Can you please summarize your findings? 413 

A. It is clear that ComEd has made substantial errors when allocating costs 414 

associated with supply procurement to Rider SAC.  The Commission should 415 

ensure that these errors are corrected and require ComEd to submit a revised 416 

version of Rider SAC.   417 

 418 

There are also substantial costs associated with supply procurement for which no 419 

detailed explanation or justification has been provided, and thus are not clearly 420 

being recovered through a bypassable tariff.  The Commission should require 421 
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ComEd to clearly delineate the tariff mechanism that is being used to recover 422 

each of the costs associated with supply procurement.  To the extent that ComEd 423 

has proposed to recover these costs in its delivery services rates, the Commission 424 

should require ComEd to change its allocation methodology to provide for 425 

recovery of these costs through a bypassible mechanism. 426 

 427 

Failure to make these adjustments will force all customers classes to improperly 428 

pay for costs associated with supply procurement that have been embedded in 429 

delivery services rates; charge customers who choose to purchase energy from a 430 

RES for costs that should only be borne by customers receiving supply from 431 

ComEd; and hamper competition by allowing ComEd to artificially charge supply 432 

prices lower than their true supply costs. 433 

 434 

Q. Does this conclude your direct testimony? 435 

A. Yes. 436 


