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STATE OF ILLINOIS 
ILLINOIS COMMERCE COMMISSION 

 
Commonwealth Edison Company    ) 
       ) ICC Docket No. 13-0387 
Tariff filing to present the Illinois Commerce )  
Commission with an opportunity to consider  )  
revenue neutral tariff changes related to rate  ) 
design authorized by subsection 16-108.5(e) of  ) 
the Public Utilities Act ) 
 
 

REBUTTAL TESTIMONY OF JEFFREY MEROLA 1 

I. 2 

PURPOSE OF TESTIMONY AND GENERAL CONCLUSIONS 3 

Q. Please state your name, title, and business address.  4 

A. My name is Jeffrey Merola.  I am a Vice President of Intelometry, Inc.  My 5 

business address is 15600 John F Kennedy Boulevard, Suite 680, Houston, Texas 6 

77032. 7 

 8 

Q. Are you the same person who submitted Direct Testimony in this 9 

proceeding? 10 

A. Yes.  I submitted Direct Testimony on behalf of REACT, which was designated 11 

as REACT Ex. 3.0 and was accompanied by REACT Exs. 3.1-3.9.1   12 

                                                 
1 The REACT members currently include: A. Finkl & Sons, Co.; Aux Sable Liquid 
Products, LP; Charter Dura-Bar (f/k/a Wells Manufacturing, Inc.); The City of Chicago; 
Commerce Energy, Inc.; Flint Hills Resources, LP; FutureMark Paper Company; 
Interstate Gas Supply, Inc.; The Metropolitan Water Reclamation District of Greater 
Chicago; PDV Midwest Refining, LLC (CITGO); and United Airlines, Inc.  The opinions 
herein do not necessarily represent the positions of any particular member of REACT.  
The City of Chicago is not participating in the Customer Care Cost issue in this 
proceeding and, therefore, as a member of REACT, the City does not adopt Mr. Merola's 
Testimony. 
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 13 

Q. What was the purpose of your Direct Testimony? 14 

A. My Direct Testimony focused on the allocation of “Customer Care Costs.”  15 

Customer Care Costs represent those costs ComEd incurs to provide customer 16 

service for its delivery services and supply customers.  Customer service includes 17 

the calculation and generation of bills, tracking and maintaining customer 18 

information, mailing of bills, responding to customer phone calls, metering 19 

services, payment processing, credit and collections, and general customer 20 

relations activities.  This includes not only the costs associated with direct 21 

customer interaction but also the cost of computer systems and infrastructure, as 22 

well as personnel and physical assets including real estate to support these 23 

business activities. 24 

 25 

ComEd currently recovers supply-related Customer Care Costs through delivery 26 

services rates, causing Retail Electric Supply (“RES”) customers to “foot the bill” 27 

for charges they do not cause.  The Illinois Commerce Commission 28 

(“Commission”) has properly questioned ComEd's allocation of such costs in 29 

previous proceedings.   30 

 31 

Q. Did ComEd respond to your Direct Testimony?  32 

A. Yes.  ComEd witnesses Christine Brinkman and Ronald Donovan respond to my 33 

Direct Testimony. 34 

 35 
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Q. What is the purpose of your Rebuttal Testimony? 36 

A. The purpose of my Rebuttal Testimony is to respond to ComEd witnesses Ms. 37 

Brinkman and Mr. Donovan.  Specifically, my Rebuttal Testimony: 38 

• Explains why the Switching Study presented by Mr. Donovan is irrelevant 39 

to this proceeding;  40 

• Provides an estimate of the total Customer Care Costs that should be 41 

allocated to ComEd’s supply function, based on data ComEd has provided 42 

in this proceeding and in ICC Docket No. 10-0467 (the “2010 ComEd 43 

Rate Case”); and 44 

• Recommends that the Commission order ComEd to conduct a proper cost 45 

allocation study that will clearly identify supply-related Customer Care 46 

Costs versus delivery-related Customer Care Costs, and include a further 47 

identification of the Customer Care Costs ComEd incurs associated with 48 

municipal aggregation and consolidated billing. 49 
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II. 50 

RESPONSE TO COMED WITNESS CHRISTINE BRINKMAN 51 

Q. How did ComEd witness Brinkman respond to your Direct Testimony? 52 

A. Ms. Brinkman states that my "claim that ComEd failed to comply with the 2010 53 

ComEd Order concerning so-called 'Customer Care Costs,' is based on a 54 

misreading of the 2010 ComEd Order."  (ComEd Ex. 5.0 at 6:105-06.)  Further, 55 

Ms. Brinkman states that it is inappropriate for me to raise the issue of Customer 56 

Care Costs in this proceeding because this proceeding is a “revenue requirement-57 

neutral proceeding that concerns the allocation of the costs of service that 58 

comprise the Commission-authorized revenue requirement among customer 59 

classes and rate elements” and that my proposal “would have a direct impact on 60 

ComEd’s delivery service revenue requirement, inappropriately shifting the 61 

recovery of certain Customer Care Costs out of that revenue requirement.”  (Id. at 62 

9:188-90, 10:195-97.)   63 

 64 

Q. Ms. Brinkman refers to Customer Care Costs as “so-called Customer Care 65 

Costs.”  Has the concept and definition of Customer Care Costs not yet been 66 

established? 67 

A. Ms. Brinkman’s reference to “so-called Customer Care Costs” is puzzling.  (Id. at 68 

6:106.)  The Commission, ComEd, and REACT have all recognized the concept 69 

and definition of Customer Care Costs in ICC Docket No. 07-0566, (the “2007 70 

ComEd Rate Case”), ICC Docket No. 08-0532, (the “2008 Special Investigation 71 

Proceeding”), and the 2010 ComEd Rate Case. 72 
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 73 

In the 2007 ComEd Rate Case, the Commission's Final Order refers repeatedly to 74 

Customer Care Costs and even states: 75 

The Commission believes that some percentage of 76 
customer care costs may well be attributable specifically to 77 
bundled supply customers. 78 
 79 

(ICC Docket No. 07-0566, Final Order dated Sept. 10, 2008, at 207-08.) 80 

 81 

In the 2008 Special Investigative Proceeding, which was a revenue neutral rate 82 

design investigation, the Commission's Final Order -- in a section titled 83 

“Customer Care Costs” -- referred repeatedly to Customer Care Costs: 84 

The question here is from whom should the customer care 85 
costs identified in the last rate case be recovered. ComEd‘s 86 
proposal allocates less than one percent of its customer care 87 
costs to supply based on an avoided cost analysis. If the 88 
Commission‘s goal is to assign costs to the cost causers, it 89 
is difficult to imagine that less than 1% of ComEd‘s 90 
customer care costs are caused by supply related matters. 91 
ComEd does not explain why an avoided cost study is used 92 
for these costs and for every other cost an embedded cost 93 
study is done. 94 
 95 

(ICC Docket No. 08-0532, Final Order dated Apr. 21, 2010, at 67.) 96 

 97 

Finally, in the 2010 ComEd Rate Case, the Commission's Final Order referred 98 

consistently to Customer Care Costs, and defined Customer Care Costs as: 99 

Customer care costs are such items as Field and Meter 100 
Services, billing and mail services, the Customer Contact 101 
Center, Large Customer Solutions, Revenue Management, 102 
payment processing, and customer relations, as well as the 103 
costs that are related to back office support of these 104 
functions, such as project and support services, Information 105 
Technology, Demand Management, Electric Supplier 106 
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Services, and Market Research. 107 
 108 

 (ICC Docket No. 10-0467, Final Order dated May 24, 2011, at 204.) 109 

 110 

Further, in the 2010 ComEd Rate Case, ComEd witness Mr. Donovan, who has 111 

also submitted testimony in this proceeding in response to REACT, referred to 112 

Customer Care Costs repeatedly in his Rebuttal Testimony and acknowledged that 113 

Customer Care Costs are synonymous with customer service costs.  (See ICC 114 

Docket No. 10-0467 at 1:12.)  In that same proceeding, Mr. Donovan again 115 

defined Customer Care Costs as being synonymous with customer service costs in 116 

his Surrebuttal Testimony.  (See ICC Docket No. 10-0467, ComEd Ex. 72.0 at 117 

1:11-12.) 118 

  119 

 Finally, Mr. Donovan again both defines and addresses Customer Care Costs in 120 

his Rebuttal Testimony in this proceeding, titling an entire section of his 121 

testimony “Customer Care Costs” and defining Customer Care Costs as “costs 122 

associated with functions of the following departments:  Field and Meter Services, 123 

Billing, Customer Contact Center, Large Customer Solutions, Revenue 124 

Management, Revenue Protection, as well as the costs that are related to back 125 

office support of these functions, such as Information Technology, Finance, 126 

Support Services, Performance Assessment, Regulatory Programs, and Claims.” 127 

(ComEd Ex. 9.0 at 9:178-85.) 128 

 129 
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 It should further be noted that the definitions of Customer Care Costs provided by 130 

the Commission, ComEd, and REACT are virtually identical, and have been for 131 

years.  As such, there is no ambiguity or argument as to what Customer Care 132 

Costs are or how these costs are defined.  It is equally clear that the Customer 133 

Care Costs incurred by ComEd’s supply function are being recovered via 134 

ComEd’s delivery service rates instead of its supply rates, and that this cross-135 

subsidization should be remedied.  136 

 137 

Q. Ms. Brinkman claims that your assertion that ComEd failed to comply with 138 

the Final Order in the 2010 ComEd Rate Case concerning Customer Care 139 

Costs is based on a misreading of the Final Order.  How do you respond? 140 

A. As stated in my Direct Testimony, the Commission's Final Order in the 2010 141 

ComEd Rate Case states clearly that ComEd should revise the Customer Care 142 

Cost switching study to include more than just its direct O&M costs.  This 143 

unmistakably did not happen.  The 2010 ComEd Rate Case Order states: 144 

The Commission agrees with Staff and REACT, that 145 
ComEd should revise its analysis to include the costs 146 
associated with the full revenue requirement amount 147 
(including direct operations and maintenance (“O&M”), 148 
indirect O&M, and capital costs), and include that 149 
allocation in ComEd’s compliance rates for this docket. 150 
 151 

  (ICC Docket No. 10-0467, Final Order dated May 24, 2011, at 213.) 152 

 Yet, ComEd never revised the original study.  ComEd witness Mr. Donovan 153 

presents as ComEd Ex. 9.01 the original ComEd study submitted in the 2010 154 

ComEd Rate Case.  This is the very same study that the Commission directed 155 
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ComEd to revise.  If ComEd had complied with the Commission’s request, 156 

ComEd would have provided an updated study. 157 

 158 

Q. Ms. Brinkman further claims that it is not appropriate for you to discuss 159 

Customer Care Cost allocation in this case because it is not a “revenue 160 

requirement-neutral filing”.  (See ComEd Ex. 5.0 at 10:192.)  Will the 161 

accurate allocation of Customer Care Costs between ComEd’s supply 162 

function and delivery services function affect ComEd’s overall cost recovery? 163 

A. No.  Accurate allocation of Customer Care Costs will not result in ComEd 164 

recovering less than 100% of the Commission-approved costs that ComEd is 165 

entitled to recover.  Accurate allocation of Customer Care Costs simply will 166 

eliminate anti-competitive cross-subsidization and the resulting false price 167 

signals. 168 

 169 

Further, the Commission consistently has addressed Customer Care Costs in the 170 

“Rate Design” portions of its Orders.  (See ICC Docket No. 07-0566, Final Order 171 

dated Sept. 10, 2008, at 207; ICC Docket No. 08-0532, Final Order dated Apr. 21, 172 

2010 at 67.)  Moreover, in the 2010 Rate Case Order the Commission stated that: 173 

However, the alternative electric supplier market is just 174 
beginning to blossom. It is possible that, in the future, 175 
ComEd’s customer care costs could differ from what they are 176 
now, in terms of the amounts involved and the types of 177 
services involved, as, items like IT interfacing with alternative 178 
suppliers becomes more sophisticated. Also, pursuant to 179 
ComEd’s PORCB program, consolidated billing is now an 180 
option (consolidated between the alternative supplier and 181 
ComEd). Therefore, this issue should continue to be explored 182 
in the future as market conditions evolve. 183 
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 184 
(ICC Docket No. 10-0467, Final Order dated May 24, 2011, at 210.)  Thus, the 185 

Commission clearly directed ComEd and interested parties to continue to address 186 

this issue, as mass market customer choice further developed.   187 

 188 

As explained in my Direct Testimony (REACT Ex. 3.0) and shown in REACT 189 

Ex. 3.8, residential switching has increased tremendously since 2010.  The 190 

percentage of customers receiving service from Retail Electric Suppliers (“RES”) 191 

was 0.006% in 2010; it was 68% as of April of this year.  (See REACT Ex. 3.8.)  192 

My understanding is that this dramatic increase is directly tied to municipal 193 

aggregation programs which use ComEd's consolidated billing option.  Given the 194 

Commission’s past directives, the increase in customer switching, as well as the 195 

fact that the primary focus of this proceeding is ComEd cost allocation to ComEd 196 

rates, it is entirely appropriate and necessary to discuss the improper allocation of 197 

supply-function related Customer Care Costs to ComEd’s delivery service 198 

function.  Quite obviously, the relevant facts on the ground have changes 199 

substantially, and it is, therefore, appropriate to examine whether those facts 200 

should change the Commission's view about the appropriate allocation of 201 

Customer Care Costs.  Any attempt to “box out” Customer Care Costs from 202 

consideration in this proceeding under Ms. Brinkman's misleading suggestion that 203 

the issue is not a revenue neutral issue should be summarily rejected. 204 

 205 
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III. 206 

RESPONSE TO COMED WITNESS RONALD DONOVAN 207 

Q. What statements does ComEd witness Mr. Donovan make with respect to 208 

your Direct Testimony? 209 

A. Mr. Donovan asserts that I have made the same argument in previous 210 

Commission proceedings and the Commission rejected my arguments in each 211 

case.  (See ComEd Ex. 9.0 at 14:281-84.)  He also states that ComEd filed two 212 

studies in the 2010 ComEd Rate Case -- the Allocation Study and the Switching 213 

Study -- and asserts that the Commission adopted the Switching Study. (See id. at 214 

15:301-03.) 215 

 216 

Mr. Donovan further notes that ComEd Customer Care Costs have increased, in 217 

spite of the large amount of customer switching, and based on this concludes that 218 

“ComEd will realize virtually no cost savings when its supply customers switch to 219 

a retail electric supplier.”  (Id. at 17:353-54.) 220 

Q. How do you respond to Mr. Donovan’s assertion that you have made the 221 

same argument in previous Commission cases and the Commission rejected 222 

your arguments in each proceeding? 223 

A. Mr. Donovan is incorrect.  Although REACT repeatedly has criticized ComEd for 224 

its failure to properly allocate supply-related Customer Care Costs, the 225 

Commission has never rejected REACT's arguments.  I testified before the 226 

Commission on the issue of Customer Care Cost allocation in three different 227 

proceedings including the 2007 ComEd Rate Case, the 2008 Special Investigation 228 
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Proceeding, and the 2010 ComEd Rate Case; in each proceeding, the Commission 229 

agreed that ComEd had not properly allocated its Customer Care Costs. 230 

 231 

In the 2007 ComEd Rate Case, the Commission agreed with my finding that some 232 

percentage of Customer Care Costs should be attributable to supply customers: 233 

The Commission believes that some percentage of 234 
Customer Care Costs may well be attributable specifically 235 
to bundled supply customers.  This allocation could 236 
substantially reduce costs assigned to distribution 237 
customers while increasing bundled supply rates.  The 238 
Commission believes that it is reasonable to investigate the 239 
allocation of Customer Care Costs. 240 
 241 

(ICC Docket No. 07-0566, Final Order dated Sept. 10, 2008 at 207-08.)  This can 242 

hardly be considered a rejection of my argument. 243 

 244 

In the 2008 Special Investigation Proceeding, the Commission again agreed with 245 

my finding that ComEd’s claim that only 1% of Customer Care Costs should be 246 

allocated to the supply function is “difficult to imagine”: 247 

ComEd’s proposal allocates less than one percent of its 248 
Customer Care Costs to supply based on an avoided cost 249 
analysis. If the Commission’s goal is to assign costs to the 250 
cost causers, it is difficult to imagine that less than 1% of 251 
ComEd’s Customer Care Costs are caused by supply 252 
related matters.  ComEd does not explain why an avoided 253 
cost study is used for these costs and for every other cost an 254 
embedded cost study is done. 255 
 256 

(ICC Docket No. 08-0532, Final Order dated Apr. 21, 2010, at 67.)  Again, this 257 

can hardly be considered a rejection of my argument. 258 

 259 
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Finally, in the 2010 ComEd Rate Case, the Commission agreed with my 260 

recommendation that ComEd should include all of its costs in a proper analysis of 261 

Customer Care Costs, not just its direct operation and maintenance (“O&M”) 262 

costs, stating:  263 

At the outset, the Commission disagrees with ComEd’s 264 
assertion that analyzing the total costs, instead of merely 265 
viewing the direct O&M costs, is not meaningful because, 266 
according to ComEd, analyzing the actual costs has no real 267 
impact upon the results of the Switching Study. The impact 268 
that including the total costs here would have, at a 269 
minimum, would be to reflect reality, instead of some 270 
artificial group of costs that ComEd arbitrarily chose. 271 
Additionally, ComEd’s decision in this regard ignores the 272 
mandate set forth by this Commission in the Docket No. 273 
08-0532 Order.  274 
 275 
Staff and REACT correctly point out that the numerical 276 
difference between direct O&M costs and total costs 277 
indicates that the difference could exceed one million 278 
dollars, which is not insubstantial. The Commission agrees 279 
with Staff and REACT, that ComEd should revise its 280 
analysis to include the costs associated with the full 281 
revenue requirement amount (including direct operations 282 
and maintenance (“O&M”), indirect O&M, and capital 283 
costs), and include that allocation in ComEd’s compliance 284 
rates for this docket.  285 
 286 

(ICC Docket No. 10-0467, Final Order dated May 24, 2011, at 213.)  Again, this 287 

was not a rejection of my argument.   288 

 289 

Q. Mr. Donovan claims that “(t)he Commission adopted the Switching Study 290 

and made it clear in the 2010 ComEd Order that it was not adopting the 291 

Allocation Study”. (See ComEd Ex. 9.0 at 15:301-02.)  How do you respond? 292 

A. Mr. Donovan seems to be asserting that because the Commission directed ComEd 293 

to use a revised Switching Study in the 2010 ComEd Rate Case Order, that it 294 
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follows that the Commission has “adopted” the Switching Study for this and all 295 

future proceedings.  Not only is it presumptuous for Mr. Donovan to suggest that 296 

he knows how the Commission will decide this issue, but his assertion conflicts 297 

with the context in which the Commission reached this conclusion in the 2010 298 

ComEd Order.  Right after the Commission’s discussion that Mr. Donovan refers 299 

to, the Commission went on to say: 300 

However, the alternative electric supplier market is just 301 
beginning to blossom. It is possible that, in the future, 302 
ComEd’s customer care costs could differ from what they 303 
are now, in terms of the amounts involved and the types of 304 
services involved, as, items like IT interfacing with 305 
alternative suppliers becomes more sophisticated. Also, 306 
pursuant to ComEd’s PORCB program, consolidated 307 
billing is now an option (consolidated between the 308 
alternative supplier and ComEd). Therefore, this issue 309 
should continue to be explored in the future as market 310 
conditions evolve. 311 

 312 

(ICC Docket No. 10-0467, Final Order dated May 24, 2011, at 210.  Emphasis 313 

added.) 314 

Clearly, the Commission understood that it was making its decision based on an 315 

mass market customer choice program that was still in its infancy.  The 316 

Commission in no way suggested that it was forever closing the door on the 317 

subject of proper allocation of Customer Care Costs or that the Switching Study 318 

results should be used for every subsequent proceeding. 319 

 320 
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Q. Mr. Donovan further claims that the Commission stated that “no 321 

adjustments to the Switching Study were needed.”  (See ComEd Ex. 9.0 at 322 

15:302-03.)  Is this accurate? 323 

A. No.  In the 2010 ComEd Rate Case, the Commission agreed with Staff and 324 

REACT’s position that ComEd’s study was flawed because it measured only 325 

direct O&M costs instead of total costs.  The Commission directed ComEd to 326 

revise the Switching Study accordingly, something that ComEd clearly never did. 327 

Staff and REACT correctly point out that the numerical 328 
difference between direct O&M costs and total costs 329 
indicates that the difference could exceed one million 330 
dollars, which is not insubstantial. The Commission agrees 331 
with Staff and REACT, that ComEd should revise its 332 
analysis to include the costs associated with the full 333 
revenue requirement amount (including direct operations 334 
and maintenance (“O&M”), indirect O&M, and capital 335 
costs), and include that allocation in ComEd’s compliance 336 
rates for this docket.  337 
 338 

(ICC Docket No. 10-0467, Final Order dated May 24, 2011, at 213.) 339 

 340 
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Q. Mr. Donovan claims that the fact that Customer Care Costs have increased 341 

since 2010 means your argument regarding ComEd incurring supply-related 342 

Customer Care Costs is invalid.  (See ComEd Ex. 9.0 at 17:343-47.)  Is this 343 

accurate? 344 

A. No.  Mr. Donovan references two areas of Customer Care Costs that have 345 

increased substantially since 2010, neither of which are tied to increased delivery 346 

services-related Customer Care Costs. 347 

 348 

Mr. Donovan explains that Customer Contact Center costs have increased from 349 

$25.8M to $36.6M, largely because the “number of calls increased by over 1M 350 

between 2010 and 2012 resulting in an incremental increase, not a decrease, in 351 

expenses.”  (Id. at 16:333-35.)  However, Mr. Donovan provides no supporting 352 

evidence or analysis that talks about why the number of calls have increased.  For 353 

example, a portion of this increase could very well be attributable to increased 354 

calls regarding ComEd's relatively high-priced supply service, compared to the 355 

price being offered by RESs.  However, Mr. Donovan completely ignores the 356 

drivers of the cost increase, and makes the illogical leap to assert that because 357 

Customer Contact Center costs have increased, 100% of that cost increase must 358 

be due only to delivery services-related functions and that 0% of those costs have 359 

anything to do with ComEd supply-related functions.  There is absolutely no basis 360 

for Mr. Donovan to conclude that the increased costs are all related to ComEd's 361 

delivery services function. 362 

 363 
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Q. You mentioned a second area of Customer Care Costs that have increased 364 

that Mr. Donovan says refutes your argument that ComEd incurs substantial 365 

supply-related Customer Care Costs.  Please explain his comments about this 366 

area.   367 

A. Mr. Donovan states that Billing Department costs have increased from $22.15M 368 

to $26.15M, largely due to a postage rate increase.  Inexplicably, Mr. Donovan 369 

uses this fact to conclude that this is an example “that clearly refute(s) Mr. 370 

Merola’s arguments.”  (Id. at 17:341-345.)  Mr. Donovan offers no explanation 371 

why the rates charged by the United States Postal Service have anything to do 372 

with my arguments about accurate cost allocation, or this somehow proves that 373 

ComEd’s Customer Care Costs have nothing to do with providing supply service.  374 

Clearly, ComEd is using U.S. mail to send bills which contain charges for both its 375 

supply service and its delivery services; using a proper embedded cost allocation 376 

methodology, a portion of those postage costs should be allocated to ComEd's 377 

supply function.  In short, this line of argument by Mr. Donovan sheds no light on 378 

the relevant issues. 379 

 380 

Q. Does Mr. Donovan provide any evidence to support his claim that because 381 

Customer Care Costs overall have increased, that this proves that Customer 382 

Care Costs will not be reduced due to customers choosing supply service 383 

from a RES? 384 

A. No. Mr. Donovan cannot plausibly claim the increase in costs is due to delivery 385 

services-related expenses without conducting a proper study to allocate Customer 386 
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Care Costs between supply and delivery services.  ComEd has admitted that it 387 

does not track which Customer Care Costs are attributable to delivery services 388 

versus supply services. (See ComEd Responses to REACT Data Requests 4.04-389 

4.12 and 4.14, attached hereto as REACT Ex. 6.1.)  390 

 391 

Customer Care Costs need to be analyzed and appropriate allocation factors need 392 

to be derived in order to properly allocate costs between ComEd's supply and 393 

delivery functions.  The Commission should direct ComEd to perform such a 394 

study based on an embedded cost approach, encompassing all of ComEd’s O&M 395 

and fixed costs.   396 

 397 

IV. 398 

CUSTOMER CARE COST ALLOCATION STUDY 399 

Q. What can the Commission do to ensure that Customer Care Costs are 400 

accurately allocated between ComEd’s delivery service and supply 401 

functions? 402 

A. The Commission should order ComEd to perform a transparent embedded cost of 403 

service study that accurately allocates supply-related Customer Care Cost 404 

recovery to the supply function and delivery service-related Customer Care Cost 405 

recovery to the delivery service function.  The study should include all Customer 406 

Care Costs, not just those direct costs associated with O&M, as well as a further 407 

identification of the Customer Care Costs ComEd incurs associated with 408 

municipal aggregation and consolidated billing.  Following this analysis, the 409 
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Commission will have the data necessary to direct ComEd to amend its rates to 410 

more accurately reflect cost causation principles. 411 

 412 

Q. Why should the Commission order ComEd to conduct an embedded cost of 413 

service study instead of a marginal cost approach as Mr. Donovan utilized in 414 

the Switching Study? 415 

A. Simply updating the Switching Study would not accomplish the goal of proper 416 

cost allocation.  Much of the cost ComEd incurs to provide customer care 417 

supports both its delivery and supply functions.  For example, costs associated 418 

with billing, payment processing, revenue management, and information 419 

technology are related to both the delivery and supply functions.  While ComEd 420 

may argue that these costs are incurred regardless of whether ComEd provides 421 

supply service, the converse of that argument is also true.  That is, if ComEd only 422 

provided the supply service, it would have to incur these costs.  As a fundamental 423 

rate design matter, these type of shared costs must be allocated appropriately to 424 

each function.  ComEd’s Switching Study did not even attempt to make an 425 

appropriate allocation. 426 

 427 

 A marginal cost approach is inconsistent with the embedded cost of service 428 

methodology used by ComEd to develop its ECOSS and rate design for every 429 

other cost component in this proceeding.  As discussed in the Direct Testimony of 430 

ComEd witness Bradley L. Bjerning, an embedded cost of service study 431 

“functionalizes and classifies the utility’s costs … (and) also allocates these costs 432 
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to specified customer groups.”   (ComEd Ex. 3.0 at 6-7:127-37.)  Further, Mr. 433 

Bjerning states that “The embedded cost data resulting from the ECOSS are 434 

inputs in the rate design model” (id. at 7:143-44), meaning that an embedded cost 435 

of service study is the proper mechanism for ComEd’s rate design according to 436 

ComEd’s own witnesses. 437 

 438 

Q. Did ComEd perform an embedded cost of service study of Customer Care 439 

Costs in the 2010 Proceeding? 440 

A. Yes.  ComEd referred to this analysis as its Allocation Study. 441 

 442 

Q. How did the results of ComEd’s Allocation Study compare to your Allocation 443 

Study in the 2010 Proceeding?  444 

A. ComEd’s Allocation Study indicated that $31.2M should be allocated to ComEd’s 445 

supply function.  However, this study only included “direct O&M” costs in the 446 

analysis.  When ComEd’s study was adjusted to include total costs instead of just 447 

direct O&M costs (as the Commission subsequently found to be appropriate), the 448 

allocation to ComEd’s supply function was approximately $66.1M.  (See ICC 449 

Docket No. 10-0467, REACT Ex. 2.4, attached hereto as REACT Ex. 6.2; ICC 450 

Docket No. 10-0467, Final Order dated May 24, 2011 at 213.)  My allocation 451 

study submitted in that same case showed that approximately $90.8M should be 452 

allocated to ComEd’s supply function.  (See ICC Docket No. 10-0467, REACT 453 

Ex. 2.5, attached hereto as REACT Ex. 6.3.)    454 

 455 
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Q. How can such a Customer Care Cost Allocation Study be performed? 456 

A. In his Rebuttal Testimony, Mr. Donovan asserts that Customer Care Costs are 457 

incurred by a number of ComEd departments.  (See ComEd Ex. 9.0 at 9:180-85.)  458 

These departments are the following: 459 

a) Field and Meter Services department 460 

b) Billing Department 461 

c) Customer Contact Center 462 

d) Large Customer Solutions department 463 

e) Revenue Management department 464 

f) Revenue Protection department 465 

g) Demand Management department 466 

h) Electric Supplier Services department 467 

i) Market Research department 468 

j) Information Technology (“IT”) 469 

k) Finance department 470 

l) Support Services department 471 

m) Performance Assessment department 472 

n) Regulatory Programs department; 473 

o) Claims department. 474 

(See id. at 9:179-185.) 475 

For each of these departments, ComEd incurs both supply-related costs and 476 

delivery services-related costs.  For example, ComEd’s IT department must 477 

develop codes and systems to ensure that ComEd's supply rate is accurately 478 
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reflected on ComEd's bills; ComEd’s Billing department must process the supply 479 

portion of the bills; and its Customer Contact Center must respond to inquiries 480 

about the supply portion of the bills. 481 

 482 

REACT submitted Data Requests to ComEd inquiring how Customer Care Costs 483 

are functionalized between the supply and delivery service functions within each 484 

department.  In all cases, ComEd admitted that it does not functionalize the 485 

Customer Care Costs incurred by any department between the supply and delivery 486 

service functions, and instead just collects all costs under its delivery services 487 

rates.  These ComEd Data Request Responses are attached hereto as REACT 488 

Ex. 6.1. 489 

 490 

Since the ComEd departments that incur Customer Care Costs have been 491 

identified, but ComEd has acknowledged that the costs associated with these 492 

departments have not been functionalized between the delivery service and supply 493 

functions, the study should focus on cost allocation within each of these 494 

departments. 495 

 496 

Q. Is performing a Customer Care Cost Allocation Study feasible? 497 

A. Yes.  Performing such an embedded cost of service study of ComEd's Customer 498 

Care Costs to allocate those costs between its supply function and its delivery 499 

service function would be feasible and within ComEd's capabilities, as 500 

demonstrated by the Allocation Study it performed for the 2010 ComEd Rate 501 



REACT Ex. 6.0 

22  
  
 

 

Case.  ComEd ought to be able to perform such a study within ninety (90) days, if 502 

directed by the Commission. 503 

 504 

V. 505 

ESTIMATION OF SUPPLY FUNCTION CUSTOMER CARE COSTS 506 

Q. Has ComEd submitted any testimony, exhibits, or data request responses in 507 

this case that address the allocation of Customer Care Costs between 508 

ComEd’s supply and delivery service functions? 509 

A. No.  ComEd has completely ignored the issue of proper allocation of Customer 510 

Care Costs in its testimony and supporting documents, and has acknowledged in 511 

Data Requests Responses that no studies or analyses were performed that 512 

functionalized Customer Care Costs between the supply and delivery service 513 

functions for ComEd departments.  (See REACT Ex. 6.1.) 514 

 515 

Q. Given ComEd’s refusal to directly allocate Customer Care Costs between the 516 

supply and delivery service functions, is there a way to estimate Customer 517 

Care Cost allocation based on the ECOSS submitted by ComEd in this case? 518 

A. The most efficient way to allocate Customer Care Costs between ComEd’s supply 519 

and delivery service functions would be for the Commission to order ComEd to 520 

conduct an updated Customer Care Cost Allocation Study, as previously 521 

discussed.  The results of such a study could be implemented within a matter of 522 

months following the conclusion of this proceeding,  In the meantime, in lieu of 523 

such a study, it is possible to estimate Customer Care Cost allocation using data 524 
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ComEd previously provided in the 2010 ComEd Rate Case, along with the 525 

ECOSS that ComEd has submitted in this case. 526 

 527 

Q. Have you performed this estimate? 528 

A. Yes.  In the 2010 ComEd Rate Case I performed an allocation study that properly 529 

allocated Customer Care Costs between ComEd’s supply and delivery service 530 

functions.  I have updated this study using the RDI ECOSS submitted by ComEd 531 

in this case.  The results of this study are attached hereto as REACT Ex. 6.4. 532 

 533 

Q. What are the results of your study? 534 

A. My study shows that ComEd incurs a total of $326.8M in Customer Care Costs, 535 

exclusive of metering services.  Of this figure, approximately $109.0M should be 536 

allocated to ComEd’s supply function.  (See REACT Ex. 6.4.) 537 

 538 

Q. Please explain how you performed your study and how you reached your 539 

result. 540 

A. Since ComEd did not provide any testimony, exhibits, or data request responses 541 

that functionalized Customer Care Costs between its supply and delivery services 542 

functions, my study entailed taking the result of the original study I submitted in 543 

the 2010 proceeding and updating these results, using figures from ComEd’s 544 

current RDI ECOSS.  My 2010 study indicated that ComEd incurred a total of 545 

$272.3M in Customer Care Costs exclusive of metering services, and that of this 546 

total $90.8M was attributed to ComEd’s supply service function.  (See id.)  My 547 
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previous study was updated for the purposes of this proceeding by first calculating 548 

the percentage increase in total Customer Care Costs using figures from ComEd’s 549 

RDI ECOSS, and then applying this percentage to the original $90.8M figure 550 

from the 2010 case.  (See id.)  The result shows that ComEd incurs a total of 551 

approximately $326.8M in Customer Care Costs, and that of this figure 552 

approximately $109.0M is incurred by ComEd’s supply function.  (See id.)   553 

 554 

 Q. Do you believe that the results of your Customer Care Cost allocation study 555 

should be adopted by the Commission in this case? 556 

A. As previously stated, the Commission should order ComEd to perform an updated 557 

Customer Cost Allocation Study that accurately allocates Customer Care Costs 558 

between ComEd supply and delivery service functions.  Until such a study is 559 

performed and evaluated, however, the Commission should adopt the results of 560 

my study in this proceeding. 561 

 562 

Q. If the Commission adopted your study, how would this impact ComEd’s 563 

proposed rate design? 564 

A. The Commission should direct ComEd to move the recovery of the $109.0M of 565 

supply-related Customer Care Costs to ComEd's supply rates, instead of 566 

recovering them via delivery service rates.  (See id.)  The shift in cost recovery 567 

from delivery service to supply rates would be revenue neutral for ComEd, and so 568 

ComEd would not under-recover any cost.  The shift in cost recovery would also 569 

be in line with the concept of accurate cost allocation, a position the Commission 570 
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has previously endorsed, stating that it “generally agrees with cost causation and 571 

allocation principles which essentially require costs to be allocated and recovered 572 

from those customers who caused the cost to be incurred.”  (ICC Docket No. 05-573 

0597, Order on Rehearing dated December 20, 2006, at 74.) 574 

 575 

Q. Does this conclude your Rebuttal Testimony? 576 

A. Yes. 577 
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