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List of Issues & Major Conclusions 
 

 
 Mr. Merola mischaracterizes the difference between his “total cost to serve” 

and the amount that ComEd analyzed. 

 The Switching Study is not overly speculative. 

 ComEd utilized reasonable methods to establish the allocators used in the 
Allocation Study.  In contrast, Mr. Merola’s adjustments to the Allocation 
Study are inaccurate, illogical, and unsupported, and should be rejected by 
the Commission. 
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I. Introduction and Purpose 1 

A. Identification of Witness 2 

Q. Are you the same Ronald E. Donovan who filed supplemental direct testimony in 3 

this proceeding? 4 

A. Yes, I am. 5 

B. Purposes of Testimony 6 

Q. What are the purposes of your testimony? 7 

A. My rebuttal testimony responds to the direct testimony of Mr. Jeffrey Merola, who 8 

testified on behalf of the Coalition to Request Equitable Allocation of Costs Together 9 

(“REACT”).  My testimony addresses various inaccuracies in Mr. Merola’s testimony 10 

and responds to certain of his criticisms of the cost studies that ComEd performed for its 11 

customer services costs, which have also been referred to as customer care costs.  The 12 

bulk of my testimony concentrates on Mr. Merola’s description of the total costs that he 13 

believes ComEd should have analyzed and Mr. Merola’s criticisms of the Allocation 14 

Study, which examines the costs ComEd incurs in providing customer services and 15 

allocates these costs between delivery and supply.  My testimony also briefly touches on 16 

Mr. Merola’s criticisms of the Switching Study, which analyzes the costs ComEd incurs 17 

in providing customer services to determine if these costs are sensitive to customers 18 

switching their supply service from ComEd to a retail electric supplier (“RES”).  Mr. 19 

Garcia, also testifying on behalf of ComEd, addressed the criticisms of the Switching 20 

Study in more detail in his supplemental direct testimony (ComEd Ex. 24.0).  21 

C. Summary of Conclusions  22 

Q. In summary, what are the conclusions of your testimony? 23 
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A. I conclude that Mr. Merola mischaracterizes the difference between his “total cost to 24 

serve” and the amount that ComEd analyzed.  I also conclude that the Switching Study is 25 

not overly speculative.  In addition, as explained in the supplemental direct testimony of 26 

Mr. Garcia, ComEd does not believe that the Allocation Study should be employed 27 

because ComEd realizes virtually no cost savings when its supply customers switch to a 28 

RES.  Although any application of allocation factors derived from embedded costs would 29 

be imperfect as a device to allocate customer services costs, ComEd utilized reasonable 30 

methods to establish the allocators used in the Allocation Study.  In contrast, Mr. 31 

Merola’s adjustments to the Allocation Study are inaccurate, illogical, and unsupported, 32 

and should be rejected by the Commission.  Indeed, I understand that the Commission 33 

has previously rejected substantially similar proposals from REACT.   34 

II. Total Costs Analyzed 35 

Q. Does Mr. Merola take issue with the costs analyzed in ComEd’s studies?   36 

A. Yes.  Mr. Merola claims that ComEd failed to include all customer services costs by 37 

including only direct O&M costs instead of the “total cost to serve,” and thereby 38 

automatically allocated $259.1 million to delivery, immediately reducing the $435.3 39 

million “pie” to $176.2 million.  Merola Dir., REACT Ex. 2.0 (“REACT Ex. 2.0”), 40 

9:189-10:199, 12:251-253, 18:396-19:402, 20:420-429.  Mr. Merola further states that 41 

adjusting only for the error in excluding the $259.1 million in ComEd’s analysis nearly 42 

doubles the allocation of customer care costs to the supply function, from $31.2 million 43 

to $66.1 million, and that the “total allocation of Customer Care Costs should be at least 44 
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$90.8 million instead of ComEd’s allocation of $31.2 million.”  Id., 10:207-211, 11:235-45 

239.1   46 

Q. Is Mr. Merola’s critique accurate? 47 

A. No, it is inaccurate in two ways.  First, Mr. Garcia addresses the issue of whether ComEd 48 

should have reviewed only direct O&M costs, as it did, or the “total cost to serve,” as Mr. 49 

Merola suggests.  See Garcia Reb., ComEd Ex. 50.0 (“ComEd Ex. 50.0”).  Second, I 50 

address Mr. Merola’s representations as to the proper size of the “pie.”  Specifically, Mr. 51 

Merola repeatedly refers to a $259.1 million figure as the amount of costs that ComEd 52 

improperly excluded.  Id., 9:194, 20:423, 24:512.  This is misleading because Mr. Merola 53 

agrees in his testimony in this docket, and previously agreed in his testimony in Docket 54 

No. 08-0532, that Metering Services and Advertising costs are part of the delivery 55 

services rates (id., 14:292-15:314), yet Mr. Merola included $115.0 million Metering 56 

Services cost and $2.2 million Advertising cost in his $259.1 million figure.  Mr. Merola 57 

clearly realized this and testified that without including Metering Services cost, the 58 

amount at issue is $144.1 million.  Id., 9:194, 20:423, 24:512.  But even then, Mr. Merola 59 

failed to remove the $2.2 million Advertising cost.  If Mr. Merola applied his analysis 60 

consistently, the relevant figure would be $141.9 million, the difference between $259.1 61 

million and $117.2 million.   62 

Q. Assuming for the moment that Mr. Merola’s suggestion of “total cost to serve” are 63 

the costs to analyze, what are the proper dollar figures to consider? 64 

                                                 
1 I note that at one point in his testimony, Mr. Merola uses a different figure of $33.9 million for ComEd’s allocation 
of customer services costs.  Id., 24:508-25:516.  I have been unable to substantiate this $33.9 million figure.   
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A. As discussed in Mr. Garcia’s rebuttal testimony, ComEd does not agree that the “total 65 

cost to serve” is the universe of costs to analyze.  If the “total cost to serve” is used, 66 

however, it is important to compare apples to apples, and thus Mr. Merola’s additional 67 

“total cost to serve” that would be subject to the detailed Switching Study and Allocation 68 

Study analyses is $141.9 million.   69 

Q. Does Mr. Merola’s mischaracterization of the difference between the amount that 70 

ComEd analyzed in detail and the amount he feels ComEd should have analyzed in 71 

detail affect the dollar values of his reallocation calculations? 72 

A. No, it does not appear that his inaccurate representations of the difference between the 73 

amount that ComEd analyzed in detail and the amount he feels ComEd should have 74 

analyzed in detail has affected the dollar values of his calculations as shown on REACT 75 

Exhibits 2.4 and 2.5.  It does, however, change the optics of the issue and confuses the 76 

situation.   77 

Q. Are there any other figures in Mr. Merola’s testimony that require clarification? 78 

A. Yes.  Mr. Merola seems to indicate that the use of ComEd’s recommended Switching 79 

Study results in ComEd allocating only “$1.4 million in Customer Care Costs to supply 80 

administration … out of a total of $438.5 million in Customer Care Costs (REACT 81 

Exhibit 2.4), or less than 3/10 of a percent.”  REACT Ex. 2.0, 8 n. 8.  The use of these 82 

figures by Mr. Merola is misleading, and the percentage he calculates is meaningless.  83 

First, the $1.4 million cited by Mr. Merola is not the result of the Switching 84 

Study.  Mr. Garcia explains the genesis of this figure in his rebuttal testimony.  See 85 

ComEd Ex. 50.0.  Second, the basis for Mr. Merola’s $438.5 million figure is incorrect.  86 

At other points in his testimony and in Exhibit 2.2, Mr. Merola uses a $435.3 million 87 
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figure derived from ComEd’s ECOSS as the total of ComEd’s customer services costs, 88 

but he deviates from that figure in the quoted footnote and in his Exhibits 2.4 and 2.5.  89 

The $438.5 figure appears to be counting the Advertizing “total cost to serve” twice. 90 

III. The Switching Study is Not Overly Speculative 91 

Q. Does Mr. Merola criticize the Switching Study? 92 

A. Mr. Merola summarily dismisses the switching study.  REACT Ex. 2.0, 17:349-364.  93 

While Mr. Garcia already addressed this issue in his supplemental direct testimony, I 94 

would like to briefly respond to one of Mr. Merola’s criticisms.  Mr. Merola states that 95 

the Switching Study is based on hypothetical scenarios because ComEd not only 96 

examined switching at the current level, which is roughly 1%, but also the effects of 97 

projected switching at the 10% and 100% levels.  Id.  Mr. Merola states that ComEd’s 98 

analysis is pure speculation because switching is no where near the 10% and 100% 99 

levels.  Id. 100 

Q. Is Mr. Merola’s criticism well founded?  101 

A. No.  Although switching levels of 10% or 100% are not expected in the near future, 102 

ComEd nevertheless analyzed three levels of customer switching to illustrate potential 103 

long term impacts.  ComEd agrees that these impacts are only potential as opposed to 104 

actual.  They are not based on current costs, and the actual future O&M implementation 105 

costs are likely to be different from the figures that ComEd utilized in the Switching 106 

Study.  The 10% and 100% results, however, have no monetary impact on the 107 

functionalization of costs in this proceeding.  Stated another way, if the Commission 108 

chooses to use the Switching Study, only the 1% results, which are not hypothetical or 109 

speculative, will actually be utilized.  Thus, Mr. Merola’s criticism is not well founded. 110 
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IV. Mr. Merola’s Adjustments to the Allocation Study Are Not Appropriate 111 

Q. Please describe Mr. Merola’s criticisms of the Allocation Study. 112 

A. Mr. Merola states that ComEd developed implausible and improperly designed allocators 113 

that result in an allocation of only 7.1% of ComEd’s total cost to serve to the supply 114 

function.  REACT Ex. 2.0, 10:200-205.  He recommends adjustments to these allocators 115 

to increase the allocation to 20.7% of the total costs to serve, which results in an 116 

allocation of at least $90.8 million instead of ComEd’s $31.2 million of customer 117 

services costs to supply.  Id., 10:207-211, 30:637-31:662.   118 

Q. Are Mr. Merola’s proposed adjustments actually directed at ComEd’s allocators? 119 

A. Only two of Mr. Merola’s proposed adjustments – regarding the Bill Calculation 120 

Allocator and the Bill Print, Mailing and Imaging Allocator – are actually directed 121 

towards ComEd’s base allocators.  The other two adjustments – both regarding 122 

information technology (“IT”) – are actually directed at the assignment of support 123 

department costs to other departments.  Stated another way, these IT adjustments are not 124 

directed at allocating customer services costs between delivery and supply, they are 125 

directed at allocating IT costs among the primary customer service departments.  Indeed, 126 

it is clear from Mr. Merola’s testimony that he has mischaracterized the Allocation Study 127 

in other ways as well.   128 

Q. Why do you believe Mr. Merola has mischaracterized the Allocation Study? 129 

A. Because he states that “ComEd did not use strictly only the four base allocators, ComEd 130 

actually used 24 different cost allocators.”  Id., 18:382-385.  ComEd did not use 24 131 

different cost allocators.  Mr. Merola is referring to the supply and delivery allocations 132 

resulting from applying the base allocators.   133 
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Q. Do you agree with Mr. Merola’s proposed adjustments? 134 

A. No, I do not.  As I stated in my supplemental direct testimony, I acknowledge that the 135 

Allocation Study is based on assumptions that are not directly related to ComEd’s actual 136 

customer service operations.  Under this approach, ComEd had to develop “base 137 

allocators,” each of which represents a methodology to apportion a department’s costs 138 

between delivery and supply.  While the allocators are admittedly imperfect, they are a 139 

reasoned attempt to determine a rational allocation of costs.  However imperfect these 140 

allocators are, they are based upon the work functions of customer services and are 141 

certainly more logical than Mr. Merola’s arbitrary adjustments, which I will discuss in 142 

detail below.   143 

Q. Can you please identify and explain Mr. Merola’s adjustments in detail? 144 

A. Yes.  Mr. Merola’s first proposed adjustment is to the Bill Calculation Allocator, which 145 

he refers to as the billing calculation allocator.  Id., 26:555-558.  ComEd used this 146 

allocator for costs related to determining or explaining the line items on a bill and applied 147 

it to work performed in calculating bills for customers who receive delivery and supply 148 

from ComEd.  ComEd based this allocator on the number of line items on a typical 149 

residential bill.  Based on a review of a sample of 20 representative bills, ComEd found 150 

that of the 12 lines on the bills, 9 related to delivery and 3 related to supply.  This results 151 

in a Bill Calculation Allocation of 75% delivery and 25% supply. 152 

Q. What adjustment does Mr. Merola propose to the Bill Calculation Allocator? 153 

A. Mr. Merola disagrees with ComEd’s use of this allocator, and states that it is “far more 154 

reasonable to assume that these investments and costs are equally used to support 155 
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calculation of both the supply and delivery bill,” so he “allocated the costs evenly 156 

between delivery and supply.”  Id., 28:590-594 (emphasis added).   157 

Q. Is Mr. Merola’s assumption reasonable? 158 

A. No, it is not.  Mr. Merola’s arbitrary 50-50 split is not reasonable or based on any 159 

reasoned analysis.  Indeed, Staff has expressed concern that the Allocation Study is 160 

flawed because the use of any allocation factor is already inherently arbitrary.  Rukosuev 161 

Dir., Staff Ex. 12.0 (“Staff Ex. 12.0”), 31:712-715, 35:818-826, 38:908-39:919.  Mr. 162 

Merola’s arbitrary adjustment compounds this problem.  Indeed, I understand that the 163 

Commission has already rejected a similar attempt by Mr. Merola to allocate costs 164 

pursuant to this same arbitrary 50-50 breakdown.  Commonwealth Edison Co., ICC 165 

Docket No. 08-0532, Final Order (Apr. 21, 2010) at 68 (“Rate Design Order”) 166 

(concluding that REACT’s “arbitrary 50-50 allocator renders its [embedded cost of 167 

service study] almost useless.”).   168 

Q. What is Mr. Merola’s next proposed adjustment? 169 

A. It is a little unclear, but Mr. Merola appears to propose an adjustment to the Bill Print, 170 

Mailing and Imaging Allocator, which he refers to as the system billing allocator.  171 

REACT Ex. 2.0, 26:555-558.  This allocator was applied to the Billing department’s bill 172 

print, mailing and imaging costs.  Like the Bill Calculation Allocator, ComEd selected a 173 

representative residential bill as the basis for its analysis, and then calculated the surface 174 

area of the bill that was dedicated to supply and delivery charges.  Where areas of the bill 175 

were shared between delivery and supply (i.e., total amount due), ComEd determined the 176 

apportionment using the weighted average of the surface area as calculated by the 177 

dedicated supply and delivery portions of the bill.  As a result, ComEd calculated the Bill 178 
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Print, Mailing and Imaging Allocation as 83% delivery and 17% supply.  Mr. Merola 179 

disagrees with the use of this allocator and it appears that he substitutes the Company 180 

Revenue Allocator for 1 of the 5 line items that comprise the bill print, mailing and 181 

imaging costs.  See the attachment to ComEd’s Data Request Response to IIEC 1.04 182 

labeled as IIEC 1.04_Attach 123, System_Billing tab, cell B4; Accnts 901 902 903 tab, 183 

cells F8, F10, F12, F13, and F16. 184 

Q. Do you agree with this allocator substitution? 185 

A. No.  ComEd applied the Company Revenue Allocator when the underlying work is 186 

driven primarily by the total amount of dollars owed to ComEd, such as in the case of 187 

Revenue Management where disconnection activities are based on the total amount of 188 

dollars owed.  Bill printing, mailing, and imaging is not driven by the total amount of 189 

dollars owed to ComEd – the same functions are performed regardless of the amount of 190 

the bill – and therefore it is not appropriate to use the Company Revenue Allocator 191 

instead of the Bill Printing, Mailing, and Imaging Allocator.  192 

Q. What is Mr. Merola’s next proposed adjustment? 193 

A. Mr. Merola proposes two adjustments to the way ComEd allocated its Information 194 

Technology (“IT”) support department costs.   195 

Q. How did ComEd apportion its IT costs? 196 

A. For purposes of the allocation analysis, IT costs were assigned to the primary 197 

departments or to customer operations as a whole, as applicable.  Where primary 198 

department assignment was not applicable, ComEd engaged in a three step process.  First, 199 

if support was applied across all of customer operations, the weighted allocation of the 200 
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six primary departments was applied to the cost.  Second, ComEd’s CIMS system 201 

operating costs were split among the primary departments based on employee usage and 202 

then each department’s specific overall allocation percentage was applied.  Third, the 203 

CIMS modification and enhancement costs were split among the primary departments 204 

based on the number of work requests initiated by each department, and then each 205 

department’s specific overall allocation percentage was applied.   206 

Q. What changes does Mr. Merola propose regarding allocation of ComEd’s IT costs?  207 

A. First, Mr. Merola disagrees with ComEd’s allocation of its CIMS system operating costs 208 

based on employee usage.  Mr. Merola makes the bald assertion that the number of users 209 

in a particular department has little to do with the underlying costs of developing and 210 

maintaining the system.  REACT Ex. 2.0, 29:617-625.  Mr. Merola therefore proposes 211 

allocating CIMS costs evenly between delivery and supply.  Id.   212 

Q. Does this proposed adjustment have any basis? 213 

A. No.  Once again, Mr. Merola is simply proposing an arbitrary adjustment to the 214 

Allocation Study.  He provides no rationale for his statement that the number of users has 215 

little to do with CIMS costs.  Moreover, he provides no support for his 50-50 allocation, 216 

which clearly has no relationship to the underlying costs of developing and maintaining 217 

the CIMS system.  This arbitrary adjustment is once again inappropriate.  And again, it 218 

compounds the error that Staff is concerned about regarding the use of arbitrary 219 

allocation factors, and is contrary to the Commission’s prior rejection of Mr. Merola’s 220 

arbitrary 50-50 allocations.  Staff Ex. 12.0, 31:712-715, 35:818-826, 38:908-39:919; Rate 221 

Design Order at 68. 222 
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Q. What is Mr. Merola’s second proposed adjustment regarding allocation of ComEd’s 223 

IT costs? 224 

A. Second, it appears that Mr. Merola proposes an adjustment to the first step of ComEd’s 225 

three step IT cost assignment process, although it is difficult to tell because there is no 226 

“IT general allocator” like Mr. Merola references.  REACT Ex. 2.0, 26:555-558.  In any 227 

event, I believe that instead of applying a weighted allocation of the six primary 228 

departments’ costs to the IT costs that were incurred for support across all of customer 229 

operations, Mr. Merola applied an allocator based on the average allocation of other 230 

customer services IT costs after his 50-50 CIMS adjustment.  Id., 30:627-635.   231 

Q. Does this proposed adjustment have any basis? 232 

A. No.  As a preliminary matter, IT is a support department not a primary department and 233 

thus Mr. Merola’s approach in determining an average allocation of other customer 234 

services IT costs is not based on actual customer services costs.  Moreover, Mr. Merola 235 

provides no support for this adjustment.  He does not state that anything is incorrect or 236 

inaccurate about the way ComEd allocated these costs; he simply adjusts them so that the 237 

allocation results in something resembling a 50-50 breakdown.  Id.   238 

V. Other Issues 239 

Q. Do you take issue with any other aspects of Mr. Merola’s testimony? 240 

A. Yes, there is one additional item in Mr. Merola’s testimony that I will briefly address.  241 

Mr. Merola incorporates by reference all of his prior testimony in Docket No. 08-0532 242 

(the rate design investigation docket) and Docket No. 07-0566 (ComEd’s 2007 rate case) 243 

into his testimony in this proceeding.  Id., 4:79-5:87.  I cannot tell the extent to which Mr. 244 

Merola relies on anything in this prior testimony, but it seems to me that the better 245 
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approach would be for Mr. Merola to make any points that he wishes to be considered in 246 

this proceeding in his testimony filed in this proceeding.   247 

Q. Does this complete your Rebuttal Testimony? 248 

A. Yes, it does. 249 


