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Introduction 
 
 
Q. Please state your name and business address. 

A. My name is Peter Lazare.  My business address is 527 East Capitol Avenue, 

Springfield, Illinois  62701. 

 

Q. Are you the same Peter Lazare who provided direct testimony in this case? 

A. Yes.  

 

Q. What is the subject of your rebuttal testimony? 

A. I respond to both the rebuttal testimony presented by Commonwealth Edison 

Company (“ComEd” or the “Company”) and the direct testimony presented by 

Intervenors in this case. Specifically, I respond to Company witnesses Hill, 

Costello and Heintz on General Plant issues; Company witnesses Hill Houtsma, 

Costello and Landon on Administrative and General (A&G) expenses; and 

Company witness Crumrine on rate design issues. I also respond to IIEC witness 

Chalfant and BOMA witness McClanahan on the “minimum system’ cost of 

service issue. 

 

1 



Docket No. 05-0597 
ICC Staff Exhibit 17.0 

 
21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 
32 
33 
34 
35 
36 
37 
38 
39 

40 

41 

42 

43 

44 

45 

46 

47 

General Plant 
 

Q. Does Company witness Hill take issue with your proposed adjustment to 

General plant? 

A. Yes, Mr. Hill seeks to bring the discussion back to a comparison of general 

allocation vs. direct assignment. He argues that the Company’s proposed 

functionalization should be adopted because it incorporates the direct 

assignment approach which he contends is by nature more accurate than the 

general allocation methodology. Mr. Hill summarizes his position as follows: 

 

 It is incomprehensible to me, and apparently to some others, that a 
methodology that specifically delves into the cost details within the 
General Plant and Intangible Plant accounts to identify the cost causative 
nature of such plant in order to assign it to the utility’s functional activities 
– in this case distribution versus transmission delivery services – is argued 
to be less accurate than applying a general allocator (especially the 
general labor allocator the Mr. Lazare proposes to use in this proceeding 
which I will discuss later). (ComEd Ex. 19.0, pp. 14-15, lines 309-315) 

 

Q. First, do you agree with Mr. Hill’s characterization of your testimony in the 

preceding passage?  

A. No, the passage mischaracterizes my proposal for General Plant costs. Mr. Hill 

suggests that I have introduced a labor allocator into this proceeding as a 

foundation for an alternative functionalization of General Plant. In fact, I have not 

proposed any new allocation of General Plant. Rather, I propose to maintain the 

functionalization approach adopted by the Commission in Docket No. 01-0423 for 

2000 test year General Plant, which was based on the application of a general 
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labor allocator in that proceeding. My adjustment would prevent ComEd’s 

revenue requirement in this proceeding from including those General Plant costs 

removed by the Commission in Docket No. 01-0423, which costs Mr. Hill now 

proposes to restore. 

 

Q. Does Mr. Hill acknowledge that he proposes to restore these General Plant 

costs that the Commission removed in Docket No. 01-0423? 

A. No, Mr. Hill has failed to acknowledge, in either his direct or rebuttal testimony 

that the Company proposal is to reverse the Commission decision in that case. 

Nor does he acknowledge that his proposal is also inconsistent with the 

Commission’s decision in Docket No. 99-0117 which adopted a similar approach 

to the decision in Docket No. 01-0423 for these costs. 

 

Q. Does Mr. Hill argue that the Company’s divestiture of generation plant in 

2001 justifies the refunctionalization of 2000 General Plant on a direct 

assignment basis? 

A. Yes. Mr. Hill explains that the Company divested its generation units on January 

1, 2001 and therefore since 2000 has “… no production plant, and, other than its 

purchased power expense, no significant production operation and maintenance 

expenses, and no significant labor assigned to production cost… .” (ComEd Ex. 

19.0, p. 17, lines 361-363) He goes on to argue: 

 Clearly, ComEd’s direct assignment approach, which analyzes all the cost 
elements that are contained within its 2004 General Plant and Intangible 
Plant accounts, would recognize these changes since 2000 … Mr. 
Lazare’s proposed adjustments to General Plant and Intangible Plant, 
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however, do not recognize these changes in ComEd’s operation since the 
year 2000.” (ComEd Ex. 19.0, p.17, lines 364-370) 

 

Q. Is this a valid argument? 

A. No, it is not. It should be remembered that my proposed adjustment pertains to 

plant in existence for the 2000 test year when ComEd did, in fact, own production 

plant. The amount of that plant necessary to perform the distribution function 

should not be affected by ComEd’s decision to divest its production plant the 

following year. 

 

 Nevertheless, Mr. Hill’s argument that the 2001 divestiture should shift 2000 

General Plant balances to distribution implies that distribution customers should 

pay an additional price for ComEd’s decision to divest generation. Mr. Hill is 

arguing that the distribution company should fill the void left by ComEd’s decision 

to divest generation and delivery rates should rise to absorb cost increases 

resulting from the decision to divest.  Stated differently, Mr. Hill would have 

ComEd’s delivery service rates increase even if the only change since its last 

delivery service rate case had been its divestiture of ComEd’s generation assets. 

 

 I disagree with this proposal. The decision to divest was a business decision on 

the part of ComEd and ratepayers should not be asked to absorb higher costs as 

a result. Divestiture should not adversely impact ComEd ratepayers, and this 

$405 million in General Plant should not be refunctionalized to distribution. 
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Q. Why is your adjustment limited to the undepreciated balance of General 

Plant that existed as of 2000? 

A. As explained above and in my direct testimony, I have focused on ComEd’s 

attempt to reintroduce into its current revenue requirement for distribution 

services G&I Plant excluded by the Commission in ComEd’s last delivery 

services rate case. This proposed change is neither just nor reasonable, is unfair 

to ratepayers, and has not been adequately justified by ComEd. 

 

Q. Does Mr. Hill try to explain the previous Commission decisions concerning 

G&I plant in his rebuttal testimony? 

A. Yes. He contends that the previous Commission decisions on this issue should 

not be considered binding in the current docket. Mr. Hill interprets those 

decisions in the following terms: 

 

 In both Docket Nos. 99-0117 and 01-0423, the Commission concluded 
that ComEd had not sufficiently convinced the Commission such that the 
Commission would approve ComEd’s direct assignment proposal for 
General Plant and Intangible Plant in those cases. Further, I must 
disagree with Mr. Lazare’s conclusion, beginning at line 222, that states 
that the Commission has consistently rejected the 

114 
115 

concept of directly 
assigning General Plant and Intangible Plant in favor of an alternative 
approach for these costs. In fact, the Commission did not reject the 
concept at all. What the Commission concluded was that, in those 
proceedings, ComEd’s proposal did not provide sufficient evidence for the 
Commission to adopt the direct assignment methodology. (ComEd Ex. 
19.0, pp. 17-18, lines 376-385) 

116 
117 
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Q. Do you consider this to be an accurate representation of these previous 

Commission Orders? 
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A. No, I do not. The following passage from Docket No. 99-0117 suggests, contrary 

to Mr. Hill’s claim, that the Commission did, in fact, reject the concept of directly 

assigning General Plant costs: 

 

 The Commission disagrees with Edison’s direct assignment approach. 
The very nature of these costs suggests that they are not amenable to 
direct assignment. (Docket No. 99-0117, Order dated August 25, 1999, p. 
11) 

 

 It is difficult to reconcile this statement with Mr. Hill’s contention that “the 

Commission did not reject the [direct assignment] concept at all” (ComEd Ex. 

19.0, p. 18, line 382). 

 

Q. Does Mr. Hill properly characterize your testimony on the issue of 

Commission precedent? 

A. No, he does not.  Mr. Hill claims that in lines 266-290 of my direct testimony (ICC 

Staff Exhibit 6.0), I imply “… not so subtly, that ComEd has ’purposefully‘ ignored 

Commission precedent as it relates to the direct assignment methodology for 

General Plant and Intangible Plant.” (ComEd Ex. 19.0, p. 18, lines 391-393) 

 

Q. Why is this not an accurate representation of your testimony? 

A. The passage has an entirely different meaning. It offers an example where the 

Company considers Commission precedent to be important. After quoting the 

opinion of Mr. Heintz on the issue, I concluded as follows: 
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 The above passage indicates that ComEd has gone so far as to 
“purposefully” make as few changes as possible to its study because of 
favorable Commission rulings in ICC Docket Nos. 99-0117 and 01-0423. 
This demonstrates the importance ComEd places on Commission 
precedent at least on this matter. (ICC Staff Exhibit 6.0, pp. 11-12, lines 
287-290) 

 

 Clearly, Mr. Hill’s characterization of this passage is erroneous. I am not 

suggesting that the Company has “’purposefully’ ignored Commission precedent” 

as Mr. Hill contends. In fact, I am saying the opposite, identifying an area where 

the Company has ‘purposefully’ followed Commission precedent. This 

misinterpretation of my direct testimony undermines Mr. Hill’s argument on this 

matter. 

 

Q. Does Mr. Hill focus on the specific adjustment you propose to G&I plant in 

this case? 

A. Yes. He seeks to denigrate my proposal, arguing that a $405 million adjustment 

“… is not supported by any valid ground in Mr. Lazare’s testimony, nor is it 

supported by the facts presented by ComEd in its direct testimony, nor is it 

supported by any analysis he has prepared with respect to the cost elements that 

are ComEd’s 2004 General Plant and Intangible Plant balances recorded on 

ComEd’s books of accounts.” (ComEd Ex. 19.0, p. 19, lines 405-409) 

 

 Mr. Hill goes on to state: 
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 Third, one of the bases for the determination of the $405 million 
adjustment in Docket No. 01-0423 is that a substantial portion of ComEd’s 
General Plant and Intangible Plant costs were related to ComEd’s 
production function. As shown on Schedule 4 attached hereto, the 
production component of the disallowance in Docket No. 01-0423 
accounted for over $577 million or over 140% of the $405 million amount. 
Of course, as we all know, ComEd has no production plant nor does it 
have any significant production expenses (other than its purchased power 
expense) since 2000 – again technically January 1, 2001 with respect to 
the production plant. (ComEd Ex. 19.0, p. 19, lines 413-421) 

 

 

Q. Please address these arguments by Mr. Hill. 

A. These arguments are misplaced. First, the fact that I did not base my adjustment 

on the Company’s testimony is irrelevant. That testimony has only one purpose, 

to support Mr. Hill’s proposed direct assignment method. For obvious reasons, it 

fails to provide a foundation for developing an alternative approach. Second, it 

was not necessary for me to perform an independent analysis of the Company’s 

2004 G&I test year balances to support my proposed adjustment because this 

issue was fully addressed and decided in the Company’s previous delivery 

service case (Docket No. 01-0423). 

 

 Furthermore, Mr. Hill errs in claiming that my adjustment is not supported “by any 

valid ground” in my direct testimony. My direct testimony explained that the basis 

for my proposed adjustment comes from the discovery process. (ICC Staff 

Exhibit 6.0, p. 12, lines 304-307) In response to a Staff data request, ComEd 

indicated first that the Commission’s decision in Docket No. 01-0423 “reduced 

ComEd’s proposed test year jurisdictional general and intangible gross plant by 
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$405 million”. (ComEd response to Staff Data Request PL 1.15) The Company 

then went on to note: 

 

 Therefore, all other things equal, ComEd’s starting point (that is, the 2000 
test year used in Docket 01-0423) results in a $405 million increase… . 
(ComEd response to Staff Data Request PL 1.15) 

 

 It is this decision by ComEd to restore the $405 million removed by the 

Commission in Docket No. 01-0423 that provides the basis for my proposed 

adjustment which is well-supported in my direct testimony. 

 

Q. Does Mr. Hill argue that you have the burden to explain that the plant 

associated with your adjustment is production-related? 

A. Yes. Mr. Hill seeks to place the burden on Staff to demonstrate that the G&I Plant 

assets which the Commission removed and the Company seeks to restore are, in 

fact, production-related. According to Mr. Hill: 

 

 … Mr. Lazare’s recommendation, that the $405 million adjustment should 
continue to apply to ComEd’s rate base in this proceeding, is only 
appropriate if the Commission determines as to the General Plant and 
Intangible Plant assets that still exist (from 2000) in ComEd’s rate base 
proposed in this proceeding, that the functional use of such remaining 
assets are used 62.8% to support a production function. (ComEd Ex. 19.0, 
p. 22, lines 474-478. 

 

 Mr. Hill goes on to state that because ComEd has no production plant as of 

December 31, 2004 “no rationale can be made that any of ComEd’s General 

Plant and Intangible Plant included in its 2004 test year delivery services rate 
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base support a production functional component”. (ComEd Ex. 19.0, p. 22, lines 

487-491) 

 

Q. Do you find Mr. Hill’s argument persuasive? 

A. No, I do not. In the Order for Docket No. 01-0423, the Commission found that this 

$405 million in G&I plant should not be considered distribution-related and 

therefore removed this plant from the delivery service revenue requirement. 

(Docket 01-0423, Order dated March 28, 2003, p. 41) I am not proposing to 

remove any G&I plant additions that were incurred after the test year adopted by 

the Commission’s order in Docket No. 01-0423 from the approved revenue 

requirement. I am only arguing that the G&I plant that the Commission removed, 

should not be restored in this case. Mr. Hill’s argument about the burden of proof 

is misplaced because it is ComEd’s responsibility to demonstrate why this plant, 

which the Commission removed in Docket No. 01-0423, should now be restored. 

 

Q. Does Mr. Hill criticize you for taking an inconsistent approach on the direct 

assignment issue? 

A. Yes. He argues as follows: 

 

 Staff itself, at times, including Staff witness Mr. Lazare, has supported 
direct assignment. In Docket No. 99-0117, Staff (Mr. Lazare) testified that 
ComEd’s direct assignment method was the most reasonable method for 
General Plant functionalization. More recently, Staff has done so in Staff’s 
(Mr. Lazare’s) direct testimony in this proceeding – at least with respect to 
the General Plant and Intangible Plant additions since 2000, for which 
Staff has made no adjustment to ComEd’s assignment of this plant. 
(ComEd Ex. 19.0, p. 14, lines 302-308) 
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Q. How do you respond to Mr. Hill? 

A. It is true that in Docket No. 99-0117, I supported certain direct assignments 

proposed by the Company for common costs. Nevertheless, my thinking evolved 

on the issue in the Company’s next delivery service case, Docket No. 01-0423, 

and has not changed since then. 

 

 As for Mr. Hill’s claim that I support the Company’s proposed direct assignment 

approach for General and Intangible Plant additions since 2000, it is simply 

incorrect. I have not drawn any conclusion, pro or con, concerning the 

reasonableness of these direct assignments and my direct testimony contains no 

statement that can be construed as endorsing these proposed direct 

assignments. 

 

Q. Does Company witness Heintz also respond to your argument concerning 

the functionalization of G&I plant? 

A. Yes. Mr. Heintz contends I am being inconsistent in opposing the Company’s 

proposed direct assignment approach to functionalizing G&I plant. He argues 

that the Company’s costs are functionalized between transmission and 

distribution on the basis of direct assignment. (ComEd Ex. 25.0, p. 10, lines 204-

212) He also states that “… significant components of G&IP [General and 

Intangible plant] were directly assigned in the cost of service underlying the 

development of ComEd’s current FERC jurisdictional transmission revenue 
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requirement”. (ComEd Ex 25.0, pp. 10-11, lines 216-218) He then concludes that 

“… a general allocation approach to functionalizing G&IP in this ICC docket may 

create an inconsistency between the development of transmission rates and 

delivery service rates”. (ComEd Ex 25.0, p. 11, lines 219-221) 

 

Q. How would you characterize Mr. Heintz’s argument? 

A. His argument is irrelevant to my proposal. I did not examine the full universe of 

the Company’s proposed direct assignments in this case. I focused on a set of 

costs that the Commission removed from the distribution revenue requirement in 

Docket No. 01-0423 and the Company now seeks to restore. My proposal for 

these costs stands on its own merits. Whether or not I extend my analysis to 

direct assignments between transmission and distribution has no bearing on the 

reasonableness of my G&I plant proposal. 

  

Q. Does Mr. Heintz himself take a consistent approach to the issue of general 

allocations vs. direct assignments? 

A. No. He has failed to adhere to ComEd’s direct assignment methodology in the 

allocation of Administrative and General (“A&G”) expenses among rate classes. 

Mr. Heintz rejected the Company’s direct assignment approach in favor of a 

general labor allocator for the allocation process (ComEd Ex. 11, pp. 17-18, lines 

365-375). I further discuss Mr. Heintz’ failure to adopt the direct assignment 

approach for A&G expenses in the next section of my rebuttal testimony.  
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Q. Does Company witness Costello also weigh in on the issue of 

functionalizing G&I plant? 

A. Yes. Mr. Costello echoes Mr. Hill’s argument that the Company’s proposed G&I 

plant balances are appropriate because the Company no longer owns production 

facilities. (ComEd Ex. 13.0, p. 27, lines 615-616) He goes on to state: 

 
 Accordingly, ComEd’s expenditures and books do not include any costs 

that can be attributed to the Production function. (ComEd Ex. 13.0, p. 27, 
lines 618-619) 

 

Q. How do you respond to this argument? 

A. I would take issue with Mr. Costello’s claim that “ComEd’s expenditures and 

books do not include any costs that can be attributed to the Production function”. 

In the Company’s last delivery services case, the Commission did, in fact, 

allocate this very same $405 million of the Company’s proposed G&I plant 

balances to the production function. 

  

Q. Does Mr. Costello raise an additional issue with respect to Intangible plant? 

A. Yes. Mr. Costello argues for the continued recovery of Intangible plant 

investments as follows: 

 

 ComEd cannot, for example, continue to improve its levels of customer 
service and responsiveness to outages without updated and improved 
information systems and software. ComEd has invested a considerable 
amount of money since the last rate case in updating its computer 
systems. These investments have assisted ComEd in its provision of safe, 
efficient, and reliable service. (ComEd Ex 13.0, p. 29, lines 656-661) 
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Q. What is your response to this argument? 

A. I would note that my proposed adjustment of G&I Plant is limited solely to 

General plant for the 2000 test year. I have not proposed any adjustments to 

General or Intangible plant investments made since the last rate case. So, this 

argument would not apply to my proposed adjustment of 2000 test year General 

plant.  

 

Q. Does the Company raise an issue concerning the calculation of your 

proposed adjustment? 

A. Yes. Mr. Hill claims that my adjustment is overstated because it fails to properly 

account for General plant retirements between 2000 and the 2004 test year. He 

indicates that approximately 25% of 2000 test year General plant was retired 

before the end of the 2004 test year and I have not accounted for the impact of 

retirements in my proposed numbers. (ComEd Ex. 19.0, pp. 20-21, lines 445-

458) 

 

Q. What is your view of Mr. Hill’s argument? 

A. I find it reasonable. As a result, I have revised my adjustment in the attached 

Schedule 17.1. According to Mr. Hill’s figures provided in ComEd Ex. 19.0, 

Schedule 8, approximately 25% of 2000 test year General plant has been retired 

by the end of the 2004 test year. Therefore, in Schedule 17.1, I have reduced my 

original $405 million adjustment in gross plant by approximately 25% to 

approximately $304 million and calculate changes in accumulated depreciation, 
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depreciation expense and deferred income tax accordingly. The revised 

adjustment is incorporated into the revenue requirement sponsored by Dianna 

Hathhorn in her rebuttal testimony (ICC Staff Exhibit 12). 

 

 

A&G Expenses 
 

Q. Does Mr. Hill defend the Company’s proposed increase in A&G expenses? 

A. Yes. Mr. Hill argues that the Company’s proposed level of A&G expenses is 

appropriate and he seeks to explain at this late juncture why these expenses 

have increased since the Company’s last delivery service case. (ComEd Ex. 

19.0, pp. 38-42) 

  

Q. What is Mr. Hill’s first argument in support of the Company’s proposed 

increase in A&G expenses? 

A. First, Mr. Hill argues that the Company’s proposed A&G expenses are 

reasonable because they are actually $123 million lower than the total Company 

A&G cost level for the year 2000. He further argues that the proposed level is 

justified by new A&G expenses such as post 9/11 security costs and Sarbanes-

Oxley Act compliance costs that did not exist in 2000. (ComEd Ex. 19.0, pp. 38-

39, lines 847-853) 

 

Q. Is Mr. Hill’s comparison of 2000 and 2004 A&G expenses relevant? 
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A. No, he is mixing apples and oranges. ComEd was a different utility in 2000 

because it still owned generation. ComEd today is solely a transmission and 

distribution utility. The relevant comparison for ComEd is the change in the level 

of A&G expense for delivery services. Based on that comparison, ComEd’s 

proposed increase is quite significant, 55% over the level approved for the 2000 

test year. It should be noted that the 2000 test year figure was also based upon 

ComEd’s direct assignment methodology. 

  

 With respect to post 9/11 security costs and Sarbanes-Oxley Act compliance 

costs, Mr. Hill provides no estimate of the magnitude of these costs for the test 

year. Thus, they cannot be considered meaningful evidence in support of the 

Company’s proposed increase in A&G expenses. 

 

Q. Does Mr. Hill complain that your proposal fails to take into account general 

ComEd wage increases since 2000? 

A. Yes. He states that my recommendation to ‘freeze’ the level of A&G expenses 

“… would deny all salaries and wage increases for the ComEd labor within the 

amount approved in Docket No. 01-0423.” (ComEd Ex. 19.0, p. 40, lines 877-

882) Mr. Hill goes on to indicate that since 2000 salaries and wages at ComEd 

have, on average, increased approximately 3% per year. (ComEd Ex. 19.0, p. 

40, lines 886-887) 

 

Q. Does Mr. Hill’s argument make sense? 
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A. No. While ComEd may be paying higher wages, its overall payroll costs have 

been going down since 2000 according to FERC Form 1 data. For example direct 

distribution payroll declined from $189,664,419 in 2000 (2000 FERC Form 1, p. 

354) to $118,128,755 in 2004 (2004 FERC Form 1, p. 354). That represents a 

decline of $71,535,664 or 37.7% from the 2000 level. 

 

 Customer Accounts and Customer Service payroll costs also declined over that 

same period, from $89,914,798 and $4,513,156 in 2000 (2000 FERC Form 1, p. 

354) to $77,745,065 and $1,888,017 in 2004 (2004 FERC Form 1, p. 354). 

 

Q. Have you also examined the trajectory of A&G payroll costs over recent 

years? 

A. Yes. I examined the change in A&G payroll costs from 2001 to 2004. I did not 

use 2000 figures because ComEd still owned generation that year (it was 

divested on January 1, 2001 according to Mr. Hill) (ComEd Ex. 19.0, p. 17, line 

364)). The comparison indicates that from a level of $78,092,261 in 2001 (2001 

FERC Form 1, p. 354), A&G direct payroll costs declined by more than half to 

$37,756,966 in 2004 (2004 FERC Form 1, p. 354). 

 

Q. What do you conclude from this comparison of payroll costs? 

A. It appears that the Company has been able to realize overall savings in labor 

costs despite the fact that wages have increased between 2000 and 2004. This 

would suggest that wage increases on their own provide an insufficient 
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justification for adjusting A&G expenses upwards from 2000 to 2004. 

 

Q. Does Mr. Hill suggest that the Company is proposing considerably less 

than a 55% increase in A&G expense as you state in your direct testimony? 

A. Yes. Mr. Hill states that “… ComEd’s proposed jurisdictional A&G cost level [sic] 

in this proceeding are 14.2% more than 2000 levels.” (ComEd Ex. 19.0, p. 41, 

lines 896-897) He justifies this statement as follows: 

 

 Subsequent disallowances made by the Commission to the 2000 levels 
were made on the basis of the facts in evidence in that proceeding are a 
reconciling factor, not a basis for explaining A&G cost increases. (ComEd 
Ex. 19.0, p. 14, lines 897-900) 

 

Q. Do you find this argument reasonable? 

A. No, I do not. The revenue requirement approved in a rate proceeding represents 

those costs that the Commission considers “just and reasonable” for the purpose 

of setting rates. Somehow, Mr. Hill is seeking to imply that the just and 

reasonable 2000 A&G expenses for evaluating ComEd’s current A&G expense 

proposal is somehow a higher figure than the figure the Commission approved in 

Docket No. 01-0423. While Mr. Hill may prefer using a higher figure for his own 

purposes, the fact cannot be ignored that the Company is seeking a 55% 

increase in A&G expenses over what the Commission determined to be the just 

and reasonable level for the 2000 test year in Docket No. 01-0423. That is clearly 

the appropriate starting point for the Commission to evaluate the Company’s 

proposed increase in A&G expenses for this proceeding. 
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Q. How does Mr. Hill’s testimony characterize your proposed adjustment to 

A&G expenses in this proceeding? 

A. On page 41 of his rebuttal testimony,  Mr. Hill is asked if he agrees with the 

following summary of my proposal: 

 

 … Mr. Lazare claims that ComEd’s method to functionalize A&G expenses 
has been called into question; and recommends that Staff’s proposed 
general allocator be used instead. (ComEd Ex. 19.0, p. 41, lines 910-912) 

 

Q. Is this an accurate summary of your proposal? 

A. No, it is not. I do not propose to apply Staff’s proposed general allocator to 

determine A&G expenses in this proceeding. Instead, my proposal is as follows: 

 

 I propose that the overall level of A&G expenses be set at the currently 
approved level for these costs. In other words, I recommend that there be 
no increase from the $176,684,000 in A&G expenses approved by the 
Commission in ICC Docket No. 01-0423. (ICC Staff Exhibit 6.0, p. 33, 
lines 810-814) 

 

 In other words, I propose no increase over the A&G expenses approved by the 

Commission in Docket No. 01-0423 that were based upon ComEd’s direct 

assignment methodology. I argued that the Company has failed to justify any 

increase in A&G expenses in this proceeding. The general labor allocator does 

not factor any way into my proposal. 

  

 Furthermore, the level of A&G expense I propose is significantly higher than 
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levels approved by the Commission based on Staff’s proposed labor allocator. 

The Commission last adopted Staff’s proposed general allocation of A&G 

expense in its Interim Order for Docket No. 01-0423. The level of A&G expenses 

approved in that Order was $118,153,000. (Docket No. 01-0423, Interim Order 

dated April 1, 2002, Appendix A, Schedule 1) Thus, my proposal in this 

proceeding represents an increase of $58,531,000, or 49.5% over that figure. 

 

Q. What issues does Company witness Houtsma raise concerning A&G 

expenses? 

A. She presents two arguments in response to my discussion of the SEC audit of 

ComEd’s corporate governance costs. First, she claims that I mischaracterized 

the SEC’s activities as an “investigation” when in her estimation it should be 

viewed as merely a “routine compliance audit” that generally occurs 1-1/2 to 2 

years after a company becomes subject to PUHCA. (ComEd Ex. 18.0, p. 23, 

lines 510-514) 

 

Q. What is your response? 

A. While Ms. Houtsma may not like the word “investigation”, it does, indeed, apply in 

this case. Merriam-Webster’s online dictionary defines “investigate” as “to make 

a systematic examination”1. Exelon itself characterized the SEC’s activities as an 

“audit examination” in its response to the SEC Staff findings (Company 

Response to Staff Data Request DLH-1.01, Attachment 2). Since an investigation 

 
1 Source: http://www.m-w.com/dictionary/investigation. 1/31/2006. 
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and an examination are synonymous, my characterization of the audit is indeed 

appropriate. 

 

Q. Does Ms. Houtsma also seek to downplay the seriousness of the audit 

findings? 

A. Yes. She argues as follows: 

 

 At the conclusion of the audit in 2003, BSC reallocated costs that the SEC 
found to have been allocated inappropriately. The adjustment for the three 
year period 2001-2003 recorded by ComEd was a cumulative increase in 
cost allocations of $4.5 million. This represents less than one half of one 
percent of O&M costs for the period. ComEd and Exelon take their 
financial reporting responsibilities very seriously, and I believe Mr. 
Lazare’s accusations are unwarranted. (ComEd Ex. 18.0, p. 24, lines 536-
541) 
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Q. How do you respond to this argument? 

A. In my estimation the SEC audit falls far short of an endorsement of the 

Company’s method of assigning these costs. The SEC report states: 

 

 ***BEGIN CONF xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx  520 
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx521 
x  522 
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx523 
x  524 
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx525 
x  526 
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx527 
x  528 
xxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxxx529 
x  
END CONF*** (Company Response to Staff data request DLH 1.01, 
Attachment 1, p. 164) 

530 
531 
532 
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 Whether these results indicate that ComEd BEGIN CONF*** xxxxxxxxxxxxxxx  534 

xxxxxxxxxxxxxxxxxxxxx END CONF***, the fact remains that the SEC staff  535 

considered the Company’s ***BEGIN CONF xxxxxxxxxxxxxxxxxxxxxxxxxx END  

CONF***. 
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Q. Does Company witness Costello seek to lend support to ComEd’s 

proposed level of A&G expenses? 

A. Yes. He begins by noting that A&G expenses include items “… such as salaries, 

pensions and benefits, health care, office supplies and services, and accounting 

fees, as well as costs and services that ComEd receives from BSC… .” (ComEd 

Ex. 13.0, p. 31, lines 701-703) He goes on to sum up: 

 

 These expenditures are necessary in order for ComEd to provide safe, 
efficient, and reliable service. I cannot imagine that the Commission would 
want to deny ComEd the ability to pay employees and let them know that 
it will have money for their health care, pensions, and benefits. (ComEd 
Ex. 13.0, p. 31, lines 704-708) 

 

Q. How do you respond? 

A. The issue is not whether ComEd should be allowed to make expenditures in 

these areas. No party is disputing that. However, the issue is how much ComEd 

should be allowed to spend in these areas. That is a decision for the Commission 

to make, not the Company. Furthermore, as I have explained in testimony, the 

Company has failed to justify its proposed increase in A&G expenses in this 

proceeding. 
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Q. Does Mr. Costello address your argument that A&G expenses have gone in 

a different direction than distribution, customer accounts and customer 

service expenses? 

A. Yes. Mr. Costello argues that successful cost reduction in one area does not 

necessarily carry over to other areas. Mr. Costello states, “… the fact that we 

have been successful in some areas does not imply that increases in other areas 

must be unreasonable”. (ComEd Ex. 13.0, p. 32, lines 730-732)  

 

Q. What is your view of this argument? 

A. It does not make sense. First, Mr. Costello fails to provide any evidence 

explaining why A&G expenses are different from other expenses such that they 

rise when others decline. Second, there is reason to expect that ComEd is 

realizing savings in A&G expenses from the last case. 

 

 Since 2000, ComEd has increasingly relied on BSC to perform services related 

to the A&G function. According to the Company, this has paid significant 

dividends: 

 

 As a shared services organization, BSC delivers value to Exelon’s 
business units and optimizes solutions for the company as a whole. By 
leveraging economies of scale, adopting best practices and implementing 
process improvements, BSC provides efficiencies and cost savings in 
keeping with the Exelon Way, positioning Exelon for growth. 
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 Financially and operationally, 2004 was a banner year for BSC. The 
business unit surpassed aggressive Exelon Way savings targets from 
centralization of Exelon’s supply and IT functions. It leveraged technology 
to improve processes, standardized practices and managed performance 
across its functions to increase overall effectiveness. (Exelon 2004 Annual 
Report to Investors, p. 21at http://phx.corporate-
ir.net/phoenix.zhtml?c=124298&p=irol-irhome, viewed 2/23/06) 

 
  

 The preceding passage implies that the BSC is achieving great success. It states 

that “2004 was a banner year for BSC” as it “surpassed aggressive Exelon Way 

savings targets”. It is difficult to construe from this discussion that the BSC 

lagged behind in delivering savings to ComEd. Nevertheless, that is the 

implication of Mr. Costello’s argument. What Mr. Costello should discuss instead 

is why the benefits provided by the BSC are not being shared with ComEd 

ratepayers. 

 

Q. Does Mr. Costello respond to your complaint about the complexity created 

by ComEd’s reliance on BSC to provide A&G services? 

A. Yes. He contends that the BSC, instead of creating complexity, is designed “… to 

streamline common services among various entities owned by Exelon 

Corporation and thus save costs for all.” He goes on to state that “ComEd 

customers are reaping the benefits of this streamlined process.” (ComEd Ex. 

13.0, p. 33, lines 745-750) 
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Q. Does Mr. Costello’s argument make sense? 

A. No, it does not. First, it is ironic for him to claim that ComEd customers are 

reaping benefits from this relationship with BSC considering that the Company is 

seeking a 55% increase in A&G expenses from the 2000 test year. Second, his 

argument that the BSC does not add complexity is undermined by the statement 

of Mr. Heintz, the Company’s witness on cost of service issues. 

 

Q. What does Mr. Heintz say about the complexity of the Company’s direct 

assignment approach for A&G expenses? 

A. He argues that it constitutes an impediment to a direct assignment approach at 

the class cost of service level. He explained the problem as follows: 

 

 Notwithstanding ComEd’s preference for functionalizing A&G expenses by 
direct assignment (as authorized by the ICC in its final order in Docket No. 
01-0423), the information is no longer available to perform an accurate 
direct assignment. The reason is that, subsequent to the last distribution 
services general rate proceeding, ComEd has re-organized, and many 
administrative functions formerly performed within ComEd are now 
performed by Exelon Corporation’s wholly-owned subsidiary, Exelon 
Business Services Company (“BSC”). Expenses for performing these 
functions are billed by BSC to ComEd and they are recorded in Account 
923 – Outside Services Employed. Because the BSC bills are all recorded 
in a single account, it is impractical to perform the detailed analyses that 
are necessary to support a direct assignment methodology for A&G 
expenses. (ComEd Ex. 11, pp. 17-18, lines 365-375) 

 

Q. Is there further elaboration on the problems confronting Mr. Heintz in 

adopting a direct assignment approach? 

A. Yes, a further explanation is provided in response to discovery: 
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 Mr. Heintz did not review documents concerning the amounts billed by 
Exelon Business Services to ComEd. Mr. Heintz relied on the testimony of 
ComEd witness Jerome P. Hill that necessary data to determine the direct 
assignment of ComEd’s 2004 A&G expenses are not readily available. 
(ComEd Response to Attorney General Data Request AG 4.30) 

 

Q. What are your concerns with these passages? 

A. The Company’s own cost of service witness states that ComEd’s billing methods 

make it “impractical” to adopt a direct assignment approach. Furthermore, he is 

suggesting that “necessary data” for a direct assignment approach “are not 

readily available”. Collectively, these statements raise fundamental questions 

about the transparency of the Company’s direct assignment approach for A&G 

expenses. They suggest that the Company’s direct assignment methodology 

cannot be readily reviewed and evaluated. This, in turn, would make it difficult to 

effectively review and assess the reasonableness of ComEd’s A&G expenses. 

 

Q. Does Company witness Landon also seek to support ComEd’s proposed 

level of A&G expenses? 

A. Yes, Mr. Landon argues as follows: 

 

 Centralized provision of administrative services is an area that generally 
can be the source of large economies of scale and scope. I have seen no 
evidence that that is not the case here. Customers should pay their share 
of the costs that are incurred to serve them and from which they benefit. 
(ComEd Ex. 15.0, p. 12, lines 248-251) 

 

26 



Docket No. 05-0597 
ICC Staff Exhibit 17.0 

 
665 

666 

667 

668 

669 

670 

671 

672 

673 

674 

675 

676 

677 

678 

679 

680 
681 

682 

683 

684 

685 

Q. Do you find this argument problematic in any respect? 

A. Yes. The argument begins with a reference to large economies of scale and 

scope that can result from centralized provision of administrative services. The 

merger of Commonwealth Edison Company and Philadelphia Electric Company 

was consummated in October 2000. Based on Mr. Landon’s logic, the 

opportunity to realize additional economies of scale from centralizing services 

between the two utilities should have placed downward pressure on A&G 

expenses. Instead, the Company proposes a 55% increase in A&G expenses. 

There appears to be a fundamental disconnect between the administrative 

economies of scale the Company is realizing and the A&G expenses the 

Company is asking customers to pay. 

 

Rate Design Issues 
 

  Customer vs. Delivery Charges 
 
Q. Does Company witness Crumrine respond to your proposal that 20% of 

customer costs be recovered through delivery charges? 

A. Yes. Mr. Crumrine begins his discussion by suggesting that my argument on the 

issue is insincere: 

 

27 



Docket No. 05-0597 
ICC Staff Exhibit 17.0 

 
686 
687 
688 
689 
690 
691 
692 
693 

694 

695 

696 

697 

 His [Staff witness Lazare’s] proposal is to allocate costs away from the 
fixed charges and move such costs toward variable charges in the rate 
design, ostensibly to send a higher, albeit, arbitrary, price signal to 
customers to reduce usage of the distribution system. However, it also is 
clear that Mr. Lazare simply is proposing to shift costs in order to lower the 
customer charges; he has chosen this argument as a vehicle to do so. 
(ComEd Ex. 23.0, p. 5, lines 87-93) (footnote and citations omitted) 

 

Q. How do you respond to this charge by Mr. Crumrine? 

A. First, it is actually the Company’s position that appears to lack sincerity. On the 

one hand, John Rowe, the President of Exelon Corporation, states that the “the 

science of global warming is overwhelming” and that “limitations on greenhouse gases 

emissions will prove necessary”. (Business Wire, May 6, 2005 at http://phx.corporate-698 

ir.net/phoenix.zhtml?c=124298&p=irol-newsArticle_Print&ID=706604&highlight=, 

viewed, 12/15/05) Yet, on the other hand, the Company impedes an effort to address this 

problem. This calls into question the Company’s sincerity in addressing the Global 

warming issue. 
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 Second, Mr. Crumrine has incorrectly characterized the “ostensible” argument I make on 

the issue. The purpose of this proposal is not to “reduce usage of the distribution 

system” as Mr. Crumrine claims. Rather, it is to incorporate into delivery charges 

environmental costs resulting from the generation of power to meet ratepayer 

demands. 

 

 Third, Mr. Crumrine sends mixed signals on this issue. After suggesting that I 

have an ulterior motive of lowering customer charges, he offers words of praise, 

stating that “the premise for [my] proposal is laudable”. (ComEd Ex. 23.0, p. 40, 
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line 857) So, if I understand Mr. Crumrine correctly, my proposal may be based 

on ulterior motives, but it is “laudable” nevertheless. 

 

Q. Does Mr. Crumrine contend that your focus on reflecting environmental costs in 

delivery charges is misplaced? 

A. Yes, he claims it is inappropriate to weave the cost of environmental externalities into 

delivery rates. According to Mr. Crumrine: 

 

 Delivery rates, by definition, do not take into account any cost of producing 
power. The cost of producing power is related to the generation of power-not the 
delivery of electric power and energy. (ComEd Ex. 23.0, p. 40, lines 863-865) 

 

Q. What is your response to Mr. Crumrine? 

A. Given the choices available to the Commission, my proposed approach is the most 

reasonable. Furthermore, considering the importance of the issue, it is far better to take 

this step than to do nothing at all. 

 

Q. Why is it best for the Commission to reflect environmental externalities costs in 

delivery charges? 

A. The Commission has three alternatives for reflecting environmental costs in electric rates. 

The first alternative is my proposal, namely to reflect these costs in delivery rates. 

Second, the Commission could also incorporate these charges into the cost of power 

received through the auctions. The third alternative is to do nothing at all. 
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 The second alternative of incorporating these costs into auction power prices is 

problematic. Environmental costs may arise not just for power received through the 

auction process, but also for unbundled power purchased from a Retail Electric Supplier 

(“RES”). If environmental costs were only reflected in power received through the 

auction, the relative cost of bundled power could rise, causing demand to shift to RES-

supplied power without regard to the relative environmental impacts. This could diminish 

the value of reflecting the environmental price signal in auction-provided power. 

 

 The alternative of doing nothing is most problematic of all. If, as Mr. Rowe states, the 

science of Global Warming is “overwhelming”, then the Earth faces unpleasant 

prospects. The U.S. Environmental Protection Agency outlines the problem as follows: 

 

 Rising global temperatures are expected to raise sea level, and change 
precipitation and other local climate conditions. Changing regional climate 
could alter forests, crop yields, and water supplies. It could also affect 
human health, animals, and many types of ecosystems. Deserts may 
expand into existing rangelands, and features of some of our National 
Parks may be permanently altered. 
http://yosemite.epa.gov/OAR/globalwarming.nsf/content/Impacts.html, 
viewed 2/7/06. 
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Q. Is there precedent for recovery of environmental costs in delivery rates? 

A. Yes, ComEd’s existing Rider 31, Decommissioning Expense Adjustment Clause, 

recovers nuclear decommissioning costs through a rider that: 

 

 is applicable to each and every kilowatt-hour (kWh) of electricity delivered or 
sold at retail in the Company’s service area, including, but not limited to, sales by 
the Company to tariffed services retail customers, sales by the Company to retail 
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customers pursuant to special contracts or other negotiated arrangements, sales by 
alternative retail suppliers, and sales by an electric utility other than the 
Company… .” (ILL. C.C. No. 4, 7th Revised Sheet No. 95.09.4 (Cancelling 6th 
Revised Sheet No. 95.09.4)) 

 

 

 Thus, when Mr. Crumrine states that “[t]he cost of producing power is related to the 

generation of power-not the delivery of electric power and energy”, the fact remains that 

the Company is recovering this environmental cost of electric generation from the 

delivery component of ratepayer bills. 

 

Q. Does Mr. Crumrine also criticize your proposed figure of 20% of customer costs to 

be recovered through delivery rates? 

A. Yes. He notes my 20% reallocation amount is based on judgment, rather than “study or 

research”. (ComEd Ex. 23.0, p. 41, lines 868-869)  

 

Q. How do you respond to this argument? 

A. It is correct that my proposed reallocation of 20% of customer costs to delivery charges is 

based on judgment. That is because of the difficulty of measuring the environmental cost 

of electricity generation. If the environmental costs of consumption could be accurately 

estimated, I would have adopted an alternative approach. 

 

Q. Does Mr. Crumrine also express concern about the impact of your proposal on 

customer usage? 
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A. Yes. He complains that I have failed to examine the potential impact of my proposal on 

ratepayer demand, “i.e., what the expected reduction in kilowatt-hours usage would be”. 

(ComEd Ex. 23.0, p. 41, lines 871-874) Mr. Crumrine expresses concern about the 

adverse impact of my proposal on the Company: 

 

 … Mr. Lazare’s proposal fails to take into account the impact such a shift in costs 
would have on customer usage or, in turn, ComEd’s ability to recover its costs. 
That is, Staff seeks to redesign rates with the express purpose of encouraging a 
reduction in customer usage, yet offers no corresponding adjustment to the billing 
determinants to account for the reduction in revenues that would occur. (ComEd 
Ex. 23.0, p. 41, lines 875-879) 

 

Q. Is this a reasonable argument by Mr. Crumrine? 

A. No, it is flawed in a number of respects. For one, Mr. Crumrine mischaracterizes my 

proposal as having “the express purpose of encouraging a reduction in customer usage”. 

In fact, my proposal has a more narrow purpose of reflecting environmental costs in 

electricity rates by raising delivery charges and reducing customer charges accordingly. 

The proposal is reasonable because environmental costs constitute a real cost of 

electricity usage. The key differences are that they are outside the revenue requirement 

and difficult to estimate. Nevertheless, they are real. 

 

 Second, Mr. Crumrine’s concern about the potential impact of my proposal on demand is 

mitigated by two factors. First, my proposal would not increase the overall rates paid by 

ComEd customers, but rather would shift the recovery from customer charges to delivery 

charges. If bills for some customers rise, then bills for others would decline. The proposal 

would be a zero sum game from a revenue standpoint. 
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 Third, the Company’s proposed increase in delivery rates combined with the potential 

increase in bundled power rates resulting from the auction could have a much greater 

impact on ratepayer demands than my proposal. 

 

 Finally, any potential impact of my proposal on ratepayer demands could be reduced if 

the Commission adopts the Staff-proposed revenue requirement in this proceeding. 

 

Q. Is there any other problem with Mr. Crumrine’s criticism of your proposal? 

A. Yes, his position appears to conflict with the Commission’s efforts to address load 

growth issues. In its Order for Docket No. 05-0159, the Commission has this to say about 

future load growth: 

 

 The Commission hereby takes Administrative Notice of the Resolution that we 
adopted on July 19, 2005 which affirmed the State of Illinois’ commitment to a 
Sustainable Energy Plan. The plan, as adopted, sets for [sic] goals for procuring a 
certain amount of power from renewable resources and for achieving reductions 
in load growth. (Final Order dated January 24, 2006, p. 246) 

 

 

 The Commission Order goes on to initiate three rulemakings, two of which pertain to 

controlling electricity demands - one is to focus on demand response programs and the 

second is to focus on energy efficiency. (Docket 05-0159, Final Order dated January 24, 

2006, p. 246) These initiatives reflect the Commission’s concern about controlling load 

growth. 
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 Ironically, Mr. Crumrine criticizes my proposal out of concern that it will foster the 

Commission’s goal of reducing load growth. For this reason alone, Mr. Crumrine’s 

criticism should be rejected. 

 

Q. What is Mr. Crumrine’s final argument on this issue? 

A. He is concerned that my proposal would: 

 

 … unfairly penalize any customer who does not reduce its usage, but in its own 
way, makes socially conscious efforts to address environmental issues (e.g., by 
making investments to use electricity more efficiently, buying large quantities of 
so-called “green energy” from a RES, making contributions to environmental 
causes, etc.). This is one of the fundamental problems with attempting to achieve 
a focused social objective using the broad brush of utility rate design. (ComEd 
Ex. 23.0, pp. 41-42, lines 886-892) 

 

Q. Is this argument logical? 

A. No, it is not. Ratepayers invest in green energy or contribute to environmental causes as a 

means to address a global problem. They do not derive any private benefits from these 

actions, but rather share the benefits with other ratepayers. To the extent that other 

ratepayers reduce consumption and lower the production of greenhouse gases, the 

benefits of those decisions will be conferred on all ratepayers, including socially 

conscious ratepayers. Thus, the action of one ratepayer adds to, rather than undermines, 

the efforts of others. So, all efforts to address the problem of Global Warming would 

augment the benefits enjoyed by socially conscious ratepayers. 
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Q. Does Mr. Crumrine use your proposal as leverage for accepting CUB’s proposal to 

expand the residential real-time metering program? 

A. Yes, he states that: “ComEd’s support for, and acceptance of, CUB’s proposal is also 

predicated on the rejection of Staff witness Lazare’s proposal to shift 20 percent of the 

costs reflected in the Customer Charges to the Distribution Facilities Charges.” (ComEd 

Ex. 23.0, p. 47, lines 1008-1010) 

 

Q. How do you respond? 

A. I would argue that both proposals by CUB and Staff stand on their own merits. There are 

a number of excellent reasons why both should be adopted and the Commission should 

not permit ComEd to serve as a bottleneck to these proposals. 

 

Q. Do you have any additional comments concerning the CUB proposal to eliminate 

the price premium for real time residential meters? 

A. Yes. I agree with the Company that the additional costs for these meters should be 

recovered only from residential customers. These are the customers that would benefit 

from the price proposal and they should therefore pay the attendant costs. 

 

  Supply Administration Charge 
 
Q. Does Mr. Crumrine respond to your argument that the Supply Administration 

Charge (“SAC”) should be allocated on a usage, rather than customer, basis? 
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A. Yes. He continues to support the Company’s customer-based approach against my 

proposal to allocate these costs among customers on a usage basis. Mr. Crumrine begins 

by arguing that I offer no evidence for my contention that these costs are more closely 

related to usage than the number of customers. (ComEd Ex. 23.0, p. 48, lines 1030-1035) 

 

Q. Are there any problems with his argument? 

A. Yes. First, while criticizing me for a lack of evidence, Mr. Crumrine offers no evidence 

to support his proposed allocation of these costs on a customer basis. 

 

 Second, Mr. Crumrine sends confusing signals by allocating these costs between the 

Basic Electric Service (“BES”) tariffs on a usage basis but then switching gears and 

allocating these costs within the auctions on a customer basis. Using one allocator for the 

first step and a different allocator for the second step is illogical. My proposal to use 

usage throughout the allocation process is clearly more reasonable. 

 

Q. Does Mr. Crumrine have anything else to say on the issue? 

A. Yes, he further elaborates on the Company’s proposed approach in the following passage 

from his rebuttal testimony: 

 

 As indicated in my corrected direct testimony, these costs are relatively fixed. 
They do not vary with the volume sold or the number of customers served, for 
that matter. ComEd ultimately opted to allocate such costs to Customer Supply 
Groups based on historic usage because they are, in some limited sense, incurred 
to provide supply. However, consistent with traditional ratemaking principles, 
ComEd proposed a fixed charge for the recovery of fixed costs. (ComEd Ex. 23.0, 
p. 49, lines 1044-1049) (citation omitted) 
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Q. Does this discussion present further problems? 

A. Yes, it presents two problems. First, the discussion reveals that Mr. Crumrine does not 

believe that SAC costs vary with the number of customers. Therefore, he is conceding 

that his proposal is not justified from a cost-causation standpoint.  

 

 A second problem concerns Mr. Crumrine’s claim that traditional ratemaking principles 

argue for recovery of fixed costs through a fixed (i.e., customer) charge. This sweeping 

claim is not true. There are numerous fixed costs, such as distribution lines, poles and 

transformers, that the Company proposes to recover through variable charges such as 

delivery charges or demand charges. 

 

  24 Hour Demand Charge 
 
Q. Does Mr. Crumrine defend his proposal to base demand charges on 24 hour 

maximums for customers with time differentiated metering? 

A. Yes. He presents a number of arguments in support of the Company’s proposal. The first 

is that the proposal represents a continuation of ComEd’s “gradual movement from a 

vertically integrated utility to a distribution-only utility”. (ComEd Ex. 23.0, p. 9, lines 

183-185)  

 

 The implication, which he does not fully explain, is that a distribution utility is not driven 

by cost at the peak in the same manner as a vertically integrated utility. Nevertheless, as I 
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explained in my direct testimony, the peak demands of customer classes, rather than 

individual customers are a key driver of distribution costs even for the largest customers 

on the system. (ICC Staff Exhibit 6.0, p. 50, lines 1208-1219) This is borne out by the 

results of the Company’s own cost of service study sponsored by ComEd witness Heintz. 

The study reveals that more than 99% of the Company’s Distribution Plant for Very 

Large Load Over 1000 kW customers consists of the following accounts: 360, Land and 

Land Rights; 361 Structures and Improvements; 362, Station Equipment; 364, Poles 

Towers and Fixtures; 365 Overhead Conductors and Devices; 366, Underground 

Conduit; 367, Underground Conductors and Devices; and 368, Line Transformers. 

(ComEd Ex. 11.1, Schedule 2a, p. 6) These are ComEd’s largest and most sophisticated 

customers who are most likely to have peak demand metering capabilities. Each of these 

accounts is allocated in the Company’s cost of service study on a class or system-wide 

basis. None of these costs are allocated according to the demands of individual 

customers. 

 

Q. How is this relevant to the Company’s proposal for 24 hour peak demands? 

A. The Very Large Load Over 1000 kW class experiences its peak during the peak period as 

defined in the Company’s retail tariffs (ComEd Response to Staff Data Request PL 7.01, 

Attachment). Thus, the Company’s own class cost of service study indicates that the 

causation of more than 99 percent of distribution plant costs for this class is driven by 

peak period demands. This would suggest that peak demands are the key driver of 

distribution costs for these customers who are most likely to have time-differentiated 

demand metering capabilities. This would indicate that the customers with these metering 
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capabilities should have demand charges based upon their demands during the peak 

period, rather than over the full 24 hours of the day. 

 

  Minimum Distribution System 
 
Q. Which witnesses are you responding to on the issue of a minimum distribution 

system? 

A. I am responding to the direct testimony by Alan Chalfant on behalf of the IIEC (IIEC 

Exhibit 2.0) and David McClanahan for BOMA (BOMA Exhibit 2.0). 

 

Q. What position does IIEC witness Chalfant take concerning the issue of a minimum 

distribution system? 

A. Mr. Chalfant supports the minimum system approach and criticizes the class cost of 

service study sponsored by ComEd because it fails to incorporate this concept. According 

to Mr. Chalfant, the minimum distribution system “is a customer-related component to 

the costs of the distribution system that is associated with the need to ‘cover the system’”. 

He goes on to state that “[t]he split of distribution costs between demand related and 

customer related is typically measured using either a zero intercept approach or a 

minimum size approach”. (IIEC Exhibit 2.0, p. 13, lines 258-261) He goes on to justify 

his proposed minimum system as follows: 

 

 The distribution system is sized not only to accommodate demand requirements 
but must also be designed just to physically connect each customer’ service – 
irrespective of size – to the system. This is above and beyond the service drop to a 
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customer’s premises because there must be an infrastructure to which the service 
drop can be connected. 

 
  Consequently, while a customer’s demand requirements will influence the 

particular size of the distribution facilities installed, the fact that some facilities of 
at least a minimum size must be constructed relates to the existence and location 
of customers within the service territory. Unless this factor is taken into 
consideration, the cost of service study will depart from cost causation. (IIEC 
Exhibit 2.0, p. 14, lines 272-281) 

 

Q. Does BOMA witness McClanahan also advocate the minimum system approach? 

A. Yes. He cites language from NARUC’s Electric Utility Cost Allocation Manual which 

discusses the breakdown of distribution-level plant between demand and customer 

components utilizing a minimum system approach. (BOMA Exhibit 2.0, p. 13, lines 284-

297)  
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Q. Do you find the arguments by IIEC witness Chalfant and BOMA witness 

McClanahan persuasive? 

A. No, I do not. The minimum system is a flawed concept that relies on a distant 

relationship between distribution costs and the number of customers as a basis 

to shift costs from the demand to the customer function and thereby benefit large 

customers at the expense of smaller customers on the system. It is true that an 

important function of the distribution system is to connect customers to the 

system. However, I would argue that the more relevant factor in determining the 

costs of connection is not the number of customers, but rather the location of 

customers within the utility’s service territory. The cost of connecting one rural 

customer may be far higher than connecting a dozen customers in a multifamily 

dwelling in an urban setting. Differences such as this undermine the use of the 
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number of customers as a determinant of distribution plant costs. 

 

Q. How do you respond to Mr. McClanahan’s reference to the NARUC manual 

on electric cost allocation? 

A. I would note that since that manual was written in January 1992 (BOMA Ex. 2.0, 

p. 13, line 299), the Commission has consistently rejected the allocation of 

distribution costs on a customer basis (See MidAmerican Order Docket No. 01-

0444, p. 19, March 27, 2002; Ameren Order Docket No. 00-0802, pp. 42-43, 

December 11, 2001; and CIPS Order 99-0121, p. 71 August 25, 1999). As a 

result, no electric or gas utility in Illinois currently employs a minimum system to 

allocate costs among customer classes. 

 

Q. What do these witnesses propose in this area? 

A. Mr. McClanahan ends his discussion by stating that a minimum system approach 

should be adopted for ComEd’s cost of service study without explaining clearly 

how that should be done. (BOMA Exhibit 2.0, pp. 13-14, lines 300-306) Mr. 

Chalfant, for his part, does not recommend specific action in this proceeding, but 

asks that “… the Commission order ComEd to recognize a minimum distribution 

component in its next delivery service rate case or, at the very least, make 

available to parties the results of either a zero intercept analysis or minimum 

system study of its distribution Accounts 364 through 369.” (IIEC Exhibit 2.0, p. 

15, lines 304-307) 
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Q. What is your opinion of these proposals? 

A. I oppose both proposals. BOMA witness Clanahan’s proposal is unclear. He has 

failed to explain what he is asking the Commission to do on this issue. IIEC 

witness Chalfant’s proposal should be rejected because the minimum system is 

flawed by nature and should not be used in this or any future rate proceedings. 

 

Q. Does this complete your testimony? 

A. Yes, it does. 
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