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 STATE OF ILLINOIS
ILLINOIS COMMERCE COMMISSION

COMMONWEALTH EDISON COMPANY :
: 10-0467

Proposed general increase in rates for delivery service. :

IIEC PRE-TRIAL MEMORANDUM

I. INTRODUCTION/STATEMENT OF THE CASE

Illinois Industrial Energy Consumers (“IIEC”) present this Trial Memorandum pursuant to the

request of the Administrative Law Judges (“ALJs”).  In this proceeding, IIEC presented the direct and

rebuttal testimony of three witnesses, Michael P. Gorman, Robert R. Stephens and David L. Stowe

of the firm Brubaker & Associates, Inc.  

• Mr. Gorman presented non-rate design direct testimony marked as IIEC Ex.

1.0, IIEC Exs. 1.1 through 1.20; and non-rate design rebuttal testimony

marked as IIEC Ex. 4.0 and IIEC Ex. 4.1.  

• Mr. Stephens presented rate design direct testimony marked as IIEC Ex. 2.0

and IIEC Exs. 2.1 through 2.3 and rate design rebuttal testimony marked as

IIEC Ex. 5.0 and IIEC Exs. 5.1 through 5.5.  

• Mr. Stowe presented rate design direct testimony marked as IIEC Ex. 3.0 and

IIEC Exs. 3.1 through 3.2, and rate design rebuttal testimony marked as IIEC

Ex 6.0 and IIEC Ex. 6.1.  IIEC focuses on issues relating to Commonwealth



1 IIEC has incorporated in this Memorandum only those captions from the agreed outline
of December 30, 2010, relevant to the issues addressed by IIEC in its prefiled testimony.  The
issues discussed herein are not intended to be an exclusive list of issues for IIEC.  IIEC has not
had time to fully review the surrebuttal testimony filed by ComEd on January 3, 2011 and January
5, 2011, nor has it had the benefit of cross-examination in this case.  Therefore, the issues
discussed herein may be revised or added to at the time of briefing in this case.
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Edison Company’s (“ComEd”), revenue requirement, cost of service studies,

interclass revenue allocation and rate design. 

IIEC focuses on issues relating to Commonwealth Edison Company’s (“ComEd”) revenue

requirement, cost of service studies, interclass revenue allocation and rate design.  Attachment A to

this Memorandum is a list of acronyms used herein.1

IV. RATE BASE

C. Potentially Contested Issues

1. Post-Test Year Adjustments

a. Pro Forma Capital Additions 

ComEd has proposed to increase the size of its test year rate base by more than $1.036 billion,

through an adjustment for planned post-test year plant additions.  Those post-test year increases

constitute more than 14% of ComEd’s proposed $7.349 billion rate base, which was calculated

without recognition of the post-test year, certain to occur, decreases to rate base over the period of the

proposed additions.  ComEd proposes to use this augmented test year rate base for determining its

revenue requirement and for setting rates.  
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b. Accumulated Provisions for Depreciation and Amortization

(Gorman, IIEC Ex. 1.0, 1.20; IIEC Ex. 4.0)

In accordance with the Commission’s most recent decisions on this issue and the recent

consistent decision of the Illinois Appellate Court.  IIEC proposes a correction to any adjustment for

post-test changes in test year plant investment to recognize the build-up of the Accumulated

Depreciation Reserve over the same period of any approved plant additions.  (See Re AmerenCILCO,

et al., ICC Dkts. 09-0306, et al., (cons.), Order, April 29, 2010 at 30-31, and Order on Rehearing,

November 4, 2010; ComEd v. Illinois Commrce Comm’n, 2010 Ill. App. LEXIS 1057 *29 (“ComEd

v. ICC”).  Based on the period of the planned plant additions included in ComEd’s proposed post-test

year adjustment, IIEC witness Gorman recommends a $582.7 million correction to ComEd’s proposed

adjustment for plant additions over a period of 18 months.  This correction (combined with IIEC’s

recommended correction for post-test year changes in deferred income taxes) reduces ComEd’s

revenue requirement by $70.9 million.  (IIEC Ex. 1.0 at 71-73).  Mr. Gorman also explains why

ComEd’s proposed adjustment is not reasonable under the Illinois Public Utilities Act (“PUA”) and

the Commission’s rules.  (IIEC Ex. 1.0 at 65-71).  

c. Accumulated Deferred Income Taxes (ADIT)

(Gorman, IIEC Ex. 1.0, 1.20; IIEC Ex 4.0)

The Commission has recognized that adjustments to include post-test year increases to the test

year rate base require recognition of contemporaneous post-test year decreases to the rate base. (See,

Re AmerenCILCO, et al., ICC Dkts. 09-0306, et. al., (Cons.) Order On Rehearing, November 4, 2010

at 49).  In this respect, the post-test year change in Accumulated Deferred Income Taxes (“ADIT”)
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is a companion to the offsetting adjustment for Accumulated Depreciation.  As both are appropriate,

IIEC recommends a corresponding offsetting correction to ComEd’s proposed post-test year plant

investment adjustment of $49.7 million for ADIT.  (IIEC Ex. 1.0 at 71-73).  As noted in Section

IV.C.1.b. above, the combined effect of these offsets is to reduce the proposed revenue requirement

by $70.9 million.  (IIEC Ex. 1.20)

VI. RATE OF RETURN

E. Cost of Common Equity

(Gorman, IIEC Ex. 1.0; IIEC Ex. 4.0)

IIEC finds ComEd’s proposed 11.5% return on equity (“ROE”) excessive.  IIEC recommends

a ROE of 9.6% as reasonable and appropriate under current financial market conditions and adequate

to maintain ComEd’s investment grade credit ratings.  IIEC’s recommendation is supported by the

testimony of Mr. Gorman.  Mr. Gorman also identifies errors in ComEd’s ROE-related analyses that

result in an overstatement of  the utility’s market required return.  In addition, for reasons explained

by Mr. Gorman, IIEC recommends that the Commission reject ComEd’s proposed 40 basis point

adder to the approved ROE. (IIEC Ex. 1.0 at 2-65; IIEC Ex. 4.0 at 1-13, 18-24).  

DCF and CAPM Model Issues

Growth Rates

IIEC witness Gorman explains why the Commission should use the Discounted Cash Flow

(“DCF”) estimates based on published, consensus analysts’ growth rate projections -- instead of

estimates based on a growth rate developed by ComEd witness Hadaway specifically for this

litigation.  Mr. Gorman also addresses statistical criticisms of his analysis of proxy group data.  (IIEC
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Ex. 4.0 at 2-6).  

Market Risk Premium

IIEC witness Gorman explains the errors in ComEd witness Samuel Hadaway’s understanding

of IIEC’s Capital Asset Pricing Model (“CAPM”) analysis.  According to Mr. Gorman, those errors

invalidate ComEd’s criticisms of IIEC’s CAPM estimate.  (IIEC Ex. 4.0 at 6-8).  

F. Adjustments to Rate of Return

(Gorman, IIEC Ex. 1.0; IIEC Ex. 4.0)

IIEC witness Gorman recommends that the Commission reject ComEd’s proposed 40 basis

point adder to the approved ROE and explains why the adder is not appropriate or necessary.  (IIEC

Ex. 1.0 at 53-54; IIEC Ex. 4.0 at 21-24).  

G. Overall Cost of Capital (Derivative)

IIEC has not submitted testimony challenging ComEd’s proposed costs of debt or capital

structure.  Mr. Gorman’s recommendation is based on the use of those proposed elements.  Rejection

or modification of ComEd’s proposed costs or structure would require corresponding revision of

IIEC’s recommendation.  IIEC calculated an overall rate of return for ComEd of 8.10%.  (IIEC Ex.

1.0 at 2).



2 ComEd presented one ECOSS Study in its direct testimony, one ECOS Study in its
suppliemental direct testimony, three ECOS Studies in its rebuttal testimony and  three additional
studies in its surrebuttal testimony.  (Heintz, ComEd Ex. 15.0 at 1, ComEd Ex. 15.1, ComEd Exs.
51.0 at 1, 51.1, 51.2 and 51.3; ComEd Ex. 75.0 at 1; ComEd. Exs. 75.1, 75.2 and 75.3).  IIEC has
not been able to fully review the surrebuttal studies filed on January 5, 2011 at this point in time. 
IIEC relies on ComEd’s surrebuttal description of the changes made to its ECOS Studies for its
assertion that the studies do not fully comply with the RDIO.
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VII. COST OF SERVICE AND ALLOCATION ISSUES

A. Overview

(Stephens, IIEC Ex. 2.0, IIEC Ex. 5.0; Stowe, IIEC Ex. 3.0, IIEC Ex. 6.0)

It is IIEC’s position that ComEd has presented a series of eight embedded cost of service

studies (“ECOSS” or “ECOS Study”) in this proceeding that do not fully comply with the directives

given by the Commission in Docket 08-0532, the ComEd Rate Design Investigation docket.2  The

Rate Design Investigation proceeding was initiated as a result of the Commission’s rate order in

ComEd Docket 07-0566, which determined that the embedded cost of service study presented by

ComEd in that case was flawed in several respects.  (See Re Commonwealth Edison Company, ICC

Dkt. 07-0566 Order, September 10, 2008 at 213).  In its Final Order of April 21, 2010, in Docket 08-

0532, (“Rate Design Investigation Order” or “RDIO”), the Commission directed: 

“ . . . ComEd to develop and provide in its next rate proceeding: 1)
direct observation or sampling and estimation techniques of ComEd’s
system to develop more accurate and transparent differentiation of
primary and secondary costs; 2) other utilities’ methods of
differentiating primary and secondary systems and costs; 3) function
based definitions of service voltages for facilities other than the line
transformers already addressed; 4) an analysis of which customer
groups are served by which system components; and 5) consideration
of redefining rate classes on the basis of voltage or equipment usage
to better reflect cost of service.”  
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(RDIO, Dkt. 08-0532, April 21, 2010 at 40).

IIEC has concluded that each of the studies presented by ComEd in its direct and rebuttal

testimonies contain flaws and that none of the studies fully comply with the Commission’s RDIO.

(IIEC Ex. 3.0 at 3-7, 15; IIEC Ex. 6.0 at 3-5, 6-7, 16).  IIEC also believes that the most recent studies

are not compliant with the RDIO.

Most significantly, the ComEd studies rely on faulty primary/secondary (“P/S”) analyses.

Those analyses fail to create a function based definition of service voltages for its distribution

facilities and thus continue to improperly allocate the costs of secondary distribution facilities to

primary voltage customers.  ( IIEC Ex. 3.0 at 7-20; IIEC Ex. 6.0 at 7-16).

IIEC has objected to the use of the Coincident Peak (“CP”) demand method in the ComEd

ECOS Studies for the allocation of the costs of primary lines and substations on the ComEd

distribution system.  Instead the Commission should maintain its historical use of the Non-Coincident

Peak (“NCP”) method to allocate these ComEd facilities and equipment.  (IIEC Ex. 3.0 at 20-24).  

The ComEd direct, supplemental direct and rebuttal ECOS Studies also contained erroneous

cell references and mathematical errors that overstated the cost of serving primary voltage customers.

(IIEC Ex. 3.0 at 27-28, IIEC Ex. 6.0 at 16).  IIEC has not completed its review of their surrebuttal

testimonies.

IIEC presented cost of service studies in its direct and rebuttal testimonies to correct many of

the problems and errors in the cost studies presented by ComEd.  IIEC’s studies (with the exception

of the CP/NCP allocation) are consistent with the Commission’s directives in Docket 08-0532.  (IIEC

Ex. 3.0 at 24-28, Table 3, Ex. 3.1; IIEC Ex. 6.0 at 17, and Table 2, Ex. 6.1).  



3 The remaining two ECOS studies (so called “alternative exemplar” studies by ComEd,
contain more proper rate class definitions, which generally match the rate class definitions in
IIEC’s ECOS studies.
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C. Potentially Contested Issues

1. Embedded Cost of Service Study Issues

a. Class Definitions

(ii) Non-Residential Classes

(Stephens, IIEC Ex. 2.0, IIEC Ex. 5.0)

Proper delivery service classes are a prerequisite to determining class cost service.  IIEC

opposes ComEd’s new Primary Voltage Delivery Service Class, used in three of its ECOS Studies,

for reasons stated below.  In addition, IIEC opposes ComEd’s three ECOS Studies that do not provide

for voltage differentiated subclasses in the Medium Load through Extra Large Load classes.3 (IIEC

Ex. 2.0 at 12-16; IIEC Ex. 5.0 at 23-24).  IIEC proposes that the current delivery service rate classes

be retained and that the distinctive delivery service costs associated with voltage differences be

reflected by creating two subclasses within the Medium Load, Large Load, Very Large Load and

Extra Large Load delivery service rate classes.  There would be a primary voltage subclass and a

secondary voltage subclass within each of those rate classes.  (IIEC Ex. 2.0 at 18).   IIEC’s rate

structure, because it best  meets the Commission’s directive in the RDIO, should create the foundation

for examining class costs in this case.
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b. Primary/Secondary Split

(i) Appropriate Methodology for Compliance with Docket No.
08-0532

(a) Functional Identification of Costs

(Stowe, IIEC Ex. 3.0; IIEC Ex. 6.0).

IIEC has pointed out that the P/S analyses presented by ComEd failed to propely define

facilities used to serve customers served at primary and secondary voltages, i.e., “primary” and

“secondary” customers respectively.  It is IIEC’s position that the P/S analyses underlying the cost

studies presented by ComEd in this proceeding failed to define facilities used to serve primary and

secondary customers on a functional basis, relying instead only on the energized voltage, not function,

of facilities.  As a result, those cost studies allocate a portion of the ComEd secondary distribution

system to primary voltage customers, thereby overstating the cost responsibility of those customers.

(IIEC Ex. 3.0 at 7-20; IIEC Ex. 6.0 at 8).  IIEC provides and  recommends adoption of a modified

ECOS Study that eliminates this misallocation of secondary distribution costs to primary customers.

(IIEC Ex. 3.0 at 20, 25-28; IIEC Ex. 6.0 at 17-18).

d. NCP vs. CP 

AND

e. Allocation of Primary Lines and Substations

(Stowe, IIEC Ex. 3.0; IIEC Ex. 6.0)

IIEC interprets these two captions as referring to the same issue.  They involve the

appropriateness of allocating the costs of primary lines and substations on the basis of the CP demand
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method instead of the NCP demand method.  The ComEd ECOS Studies in this case allocate the cost

of primary distribution lines and substations using the CP demand method.  This method is counter

to the manner in which these costs are incurred by ComEd.  The costs of these facilities are more

appropriately allocated using a NCP demand method and the ComEd ECOS Studies should be

modified accordingly.  IIEC has presented modified studies in its direct testimony and rebuttal

testimony incorporating the NCP demand method for allocation of primary lines and substations.

(IIEC Ex. 3.0 at 20-24; IIEC Ex. 6.0 at 17, 19).

h. Allocation of Illinois Electricity Distribution Tax 

(Stephens, IIEC Ex. 2.0, IIEC Exs. 2.2 and 2.3 and IIEC Ex. 5.0).

IIEC recommends that the Illinois Electricity Distribution Tax (“IEDT”) be allocated among

the customer classes partially on the basis of electric energy delivered and partially on the basis of

plant in service, instead of exclusively on the basis of energy delivered.  Allocating the tax partially

on energy and partially on plant in service better reflects cost causation.  This IIEC recommended

allocation recognizes that the level of the tax paid by ComEd is largely a function of the level of

invested capital tax paid by ComEd in 1997 and, further, that not even the growth in the tax since

1997 has been exclusively a function of deliveries of electric energy.  (IIEC Ex. 2.0 at 19-26; IIEC

Ex. 5.0 at 22, 31-32).  IIEC did not reflect this allocation in its ECOS Study analysis, but the

information for such an allocation is readily available in the testimony of IIEC witness Stephens and

the various ECOS Studies in this case should the Commission direct its use.  (IIEC Ex. 2.0 at 25-26).
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D. Rate Moderation

(Stephens, IIEC Ex. 2.0 and Stowe, IIEC Ex. 3.0)

Undue rate impacts must be avoided for all rate classes.  Accordingly, the Commission should,

consistent with its recent decision in Central Illinois Light Company, d/b/a AmerenCILCO, et al., ICC

Dkt. 09-0306, et al., approve a rate moderation plan that would ensure that no customer class or

subclass experiences an increase in delivery service charges greater than 150% of the system average

rate increase for ComEd (including the impact of the IEDT) in this case.  Thus, if ComEd receives a

20% increase in its delivery service rates in this case, no class or subclass would see an increase

greater than 30%.  (IIEC Ex. 2.0 at 6-8; IIEC Ex. 5.0 at 15-19).

Furthermore, it is IIEC’s position that if the Commission determines that the Railroad Class

requires additional rate impact consideration, that the rate increase for the Railroad Class under this

rate modification plan could be limited by using a lower multiple of the system average increase such

as 100% or 125%.  (IIEC Ex. 5.0 at 11-12).  

VIII. RATE DESIGN

(Stephens, IIEC Ex. 2.0, IIEC Ex. 2.1; IIEC Ex. 5.0, IIEC Ex. 5.1).

B. Potentially Uncontested Issues

1. High Voltage Rate Design Simplification

IIEC has no objection to ComEd’s proposal to reduce the number of customer charges,

standard metering charges, and standard voltage Distribution Facilities Charge (“DFC”) applicable

to the High Voltage (“HV”) Class.  (IIEC Ex. 2.0 at 9). 
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C. Potentially Contested Issues

3. Class Definitions

b. New Primary Voltage Delivery Class vs. Primary Subclass
Charges

(Stephens, IIEC Ex. 2.0;  IIEC Ex. 5.0; Stowe, IIEC Ex. 3.0).

As noted in Section VII.C.1.a.(ii) above, ComEd has recommended that the Commission

consider and possibly adopt a new Primary Voltage Delivery (“PVD”) class.  IIEC has recommended

retention of the current non-residential rate class definitions and the division of the Medium Load,

Large Load, Very Large Load and Extra Large Load rate classes into two subclasses (Primary

subclass and Secondary subclass) for purposes of the Distribution Facilities Charges (“DFC”). 

Under this proposal, all other charges would remain unchanged and any change in revenue

requirement would be reflected in the DFC.   IIEC notes that ComEd has made its PVD class proposal

in response to the Commission’s directive in the RDIO to consider voltage differentiated rates.  (IIEC

Ex. 2.0 at 12-15).  IIEC recommends a simpler and better approach to implementation of the

Commission’s directive to present voltage differentiated rates.  ComEd’s rate design should continue

to acknowledge the size and cost differences inherent in the existing non-residential rate classes, by

retaining these classes and establishing separate DFCs for a new Primary subclass and a new

Secondary subclass within the Medium Load, Large Load, Very Large Load and Extra Large Load

rate classes.  All of the customers in a particular rate class would pay the same customer charge, meter

charge and IEDT charge (if applicable).  However, the DFC for these customers would differ

depending on whether they were in the Primary Subclass or the Secondary Subclass.  (IIEC Ex. 2.0
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at 16-18; IIEC Ex. 5.0 at 23-24).  If the Commission does not approve IIEC’s recommended rate

structure, IIEC suggests that a less cost driven (but acceptable) alternative would be to use ComEd’s

Alternative Exemplar Rate Design, illustrated in ComEd Ex. 49.3, with the associated rates

themselves modified to reflect IIEC’s rebuttal ECOS Study.  (IIEC Ex. 6.0 at 25-26, 29).  Under no

circumstances should the Commission adopt ComEd’s preferred rate structure, which does not

recognize voltage differences, or ComEd’s “exemplar” PVD class structure which places primary

customers with significantly different costs of service in one rate class. (IIEC Ex. 2.0 at 14-15). 

4. Non-Residential 

a. Movement Toward ECOSS Rates

(i) Extra Large Load and High Voltage Customer Classes

AND

(ii) Railroad Customer Class

(Stephens, IIEC Ex. 2.0, IIEC Ex. 2.1; IIEC Ex. 5.0, IIEC Ex. 5.4)

For the purpose of this Pre-trial Memorandum, IIEC treats items (i) and (ii) above as a single

issue.  Furthermore, IIEC considers this topic of movement toward ECOSS rates to be a revenue

allocation matter, not a rate design matter.  

The Commission should continue the previously approved four-step process toward cost of

service, as measured by IIEC’s rebuttal ECOS Study, for the Extra Large Load Class, the High

Voltage Delivery Class and the Railroad Class.  Under this approach, initiated in ComEd ICC Docket

07-0566, the DFCs for these customer classes would be set, in this case, so that the class revenues for

each of these rate classes move 33% of the remainder of the way to cost of service.  (IIEC Ex. 2.0 at
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4-8; IIEC Ex. 5.0 at 3-19).

c. Collection of Electricity Distribution Tax

(Stephens, IIEC Ex. 2.0; IIEC Ex. 5.0).

IIEC opposes ComEd’s proposal to collect the IEDT through a separate charge on customers’

bills.  IIEC believes such treatment is unnecessary and unwarranted. There is no good reason to

identify and recover this particular expense in a manner different from that for any other utility

expense item.  IIEC recommends that ComEd continue to recover this expense in the same manner

as it recovers other utility expense, through ComEd’s base rates.  (IIEC Ex. 2.0 at 10-12; IIEC Ex. 5.0

at 30).

        6. Distribution Loss Factor

(Stephens, IIEC Ex. 5.0)

IIEC agrees with the Department of Energy’s criticism of the ComEd Distribution Loss Factor

Study and its calculation of distribution losses for High Voltage (“HV”) customers. Specifically, IIEC

agrees that HV customers should not be subject to distribution losses for that portion of their load that

is subject to metering at or above 138 kV because they have negligible distribution losses between

their 138 kV meter and ComEd’s transmission system.  ComEd has addressed these concerns in the

Distribution Loss Studies presented in its rebuttal testimony.  IIEC proposed a further refinement to

the ComEd study.  IIEC recommended use of a weighted average instead of a simple average of no-

load and full-load loss percentages for High Voltage ESS transformers and 138-69 TSS transformers

by calculating as MVA averages.  This refinement recognizes the significant difference in loss

percentages due to the size of the MVA transformer to prevent a skewing of the results. (IIEC Ex. 5.0
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at 34-35).  IIEC notes that ComEd has suggested it has accepted this refinement in its surrebuttal

testimony. (Born, ComEd Ex. 67.0 at 3).

10. Docket 08-0532 Compliance Issues

IIEC’s proposed rate design fully complies with the Commission’s directive in Docket 08-

0532 to reflect voltage differences in customer’s rates.  The ways in which ComEd’s cost studies and

rate designs fail to comply with the Commission’s directives in Docket 08-0532 are discussed in the

sections above. 

X. OTHER

C. Updated Distribution Loss Study

IIEC’s position on this issue is described in Section VIII.C.6. above.
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ATTACHMENT A

LIST OF ACRONYMS

1. Accumulated Deferred Income Taxes - ADIT
2. Return on Equity - ROE
3. Discounted Cash Flow - DCF
4. Capital Asset Pricing Model - CAPM
5. Embedded Cost of Service Studies - ECOSS or ECOS Study
6. Docket 08-0532 Final Order - Rate Design Invetigation Order or RDIO
7. Coincident Peak - CP
8. Non-Coincident Peak - NCP
9. Primary/Secondary Analysis - P/S Analysis
10. Illinois Electricity Distribution Tax - IEDT
11. Distribution Facilities Charge - DFC
12. Primary Voltage Delivery - PVD
13. High Voltage - HV


