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INTRODUCTION; OVERVIEW

Pursuant to the schedule in this proceeding, the Illinois Industrid Energy Consumers (I1EC)
condgting of the following industries present their brief for condgderation by the Illinois Commerce
Commission (Commission): Archers-Danids-Midland Company, Caterpillar, Inc., Keystone Stedl and
Wire Company, and Williams Ethanol Services, Inc..

In support for its positions in the proceeding, 11EC submitted the testimonies of Mr. Maurice



Brubaker and Mr. Alan Chdfant. Mr. Chafant takes issues with Centrd Illinois Light Company’s
(CILCO) proposed functiondization that allocatesan undue amount of Adminigrativeand Generd (A& G)
expenses and Generd and Common Plant cogts to the distribution function. (IIEC Exs. 1 and 4). Mr.
Brubaker takesissuewith CILCO' salocation of costsassoci ated with Account 908 Customer Assistance,
and proposesan dlocation using adifferent dlocator. Mr. Brubaker so arguesthat costs associated with
Black Start service should be alocated based on class demands and not on the basis of class kWh
requirements. (IIEC Exs. 2 Rev. and 5). Mr. Brubaker introduced schedules that reflect the class cost of
service and rate design resulting from incorporating the changes proposed by Mr. Chdfant, dong with the
alocationchangesherecommends. (IIEC Ex. 3). IIEC dsotakespositionson certain aspectsof CILCO's
delivery service tariff filing, as detailed below.

Itiscritically important that the Commission set just and reasonable delivery serviceratesfor both
resdential and non-residentia delivery service customers. (220 ILCS 5/9-101; 220 ILCS 5/16-108(d)).
Not only isthis required of the Commisson as a matter of law, but is needed in order to promote retall
competition. Theamount of customer switching has been woeful in lllinoisand, in fact, no customers have
switched in CILCO's serviceterritory. (IIEC Ex. 5 at 4). No doubt there are a variety of reasons asto
why there has been no customer switching in CILCO’s service territory. Nonetheless, the Commission
mugt do dl that it can in order to ensure delivery service rates are reasonable and that the policies
promoting competition are fairly reflected in CILCO' stariffs. (220 ILCS 5/16-101A(d)).

Consder CILCO’ s proposed rate impact onitslargest customersthat take current service under
Rates 21 and 32 (now Rate N5). Rate 21 customerswould, on average, experiencean incr ease of over
30% . Also congder the impact to Rate 23 1SO Transmission customers. According to CILCO, these
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customer swould see an increase of approximately 80% in charges! (IIEC Ex. 2Rev. a 2). These
ggnificant and unjustified increasesto thelarger customers, iscontrary to any notion of rate continuity which
will surely have anegativeimpact on competition intheretall eectric market inthe CILCO sarviceterritory.

Regrettably, the Commission’ s gods towards advancing competition will be thwarted if the filing
by CILCO isaccepted in full. Among other deficiencies, CILCO has often falled to meet its burden in
defending its specific revenue requirement adjustments. Indeed, the record validates the perspective that
CILCO viewsthisfiling as an opportunity to unduly enrichitself, and we understand why. CILCO'sbase
rates are frozen pursuant to 220 ILCS 5/16-111(a) and so there is no other opportunity but through its
deivery service filing to push utility costs and expenses into delivery service rates that are ether
overinflated, not related to ddlivery services, not shown to be related to delivery services, or Smply have
not been judtified under any circumstance. Notably, CILCO’s proposed ddivery service revenue
requirement isincreasing from gpproximately $90 million asfoundinthe 1999 Ddlivery Service Tariff casg)!
to a proposed revenue requirement of approximately $112 million, or a24% increase.

We urge the Commission to consder [l EC' srecommendationsin this proceeding, and to do what
it can in order to advance retall competition in the CILCO service territory.

1. THE BURDEN OF PROOF IN MANY INSTANCES HAS NOT BEEN MET BY CILCO

The burden of proof in substantiating the justness and reasonableness of its proposed ddivery
sarvice rates rests with CILCO. The burden is not with Staff and intervenors. Y et, time and time again,

Staff and intervenors have been compelled to ded with CILCO’s filing as a moving target. In many

1 The 1999 Ddlivery Service Tariff case, or 1999 DST case, refers to Centrd 1llinois Light
Company, I11. C. C. Dkt. Nos. 99-0119/0131 (Aug. 25, 1999).
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instances, needed explanation or detailed information to justify a cost or expense was not provided with
the direct filing and till CILCO complainsthat Staff and intervenorsare wrong or incorrect regarding their
recommendations and adjustments. We will explain CILCO'sfalluresin regard to the A& G and Generd
and Common Plant and Account 908 issues below, and other deficiencies as noted by the parties.

The Commisson should make note that the burden is on the utility to judtify its case. The
Commissonshould state specificdly itsintolerancefor afiling that isin many instancesinadequate, and note
further Staff and intervenors should not beforced to engagein discovery, not for the purpose of clarification
or additiond explanation, but for the purpose of understanding the utility’s proposa in the first ingtance.

(See lllinois Power Company, Ill. C.C. Dkt. Nos. 99-0120/99-0134, Order at 62 (Aug. 25, 1999)

(“*Agan, whilethe Commission is sympathetic to the condraints on Staff’ s effortsto review theinformation
provided by IP...”).

1. ADMINISTRATIVE AND GENERAL EXPENSES AND GENERAL AND COMMON
PLANT COSTS

A mgor controversy between CILCO and the parties involved the functionaization of A&G
expenses and Genera and Common Plant costs. In IIEC's judgement, CILCO has failed to judtify its
proposed functionaization, which resultsin an undue amount of these expenses and costs being alocated
to the digtribution function and, consequently, an oversated ddlivery services revenue requirement. Both
IIEC and Staff share the same views and opinions regarding CILCO' s ingppropriate treatment of these
expenses and costs, and both parties provide the Commission with an appropriate and justifiable alocation
method.

A. Description Of A& G Expenses And Generd And Common Plant Costs




Before proceeding further, it is appropriate to describe the nature of the expenses and costs at
issue. A&G expenses are related to the corporate leve activities of the utility such as the sdlaries of
corporateofficids, pengonsand benefits, injuriesand damages, office suppliesand miscellaneous expenses.
Generd Plant includes investments such as office buildings, office space, land and office equipment used
to perform the services associated with A& G expenses. Common Plant is Smilar to Generd Plant thet is
shared between both the gasand e ectric utilities. (IIEC Ex. 1 at 2-3). These expensesand costsare often
referred to as “overhead costs.” (IIEC Ex. 1 at 2).

[1EC doesnot takeissuewith thedlocation of Common Plant asbetween thegasand eectric Sdes
of CILCO's utility operations. However, once CILCO has dlocated Common Plant coststo the eectric
gde, I1EC does take issue with the next stage in the alocation as between eectric generation and dectric
digtribution.

B. Description Of CILCO's Arguments In Support Of Its Resdua Assgnment Method

1. CILCO's Resdud Assgnment Approach To Allocate A&G Expenses And
Genard And Common Plant Costs Is Totaly Unacceptable

CILCOdlegesit hasin essencedirectly assigned the subject costsand expensesto the gppropriate
function. The“direct assgnment” labd has often been used by utilitiesin their effortsto overdlocate utility

costsand expensestothedigtributionfunction. (See AmerenUE/AmerenCIPS, [11. C.C. Dkt. No. 99-0121,

Order at 15, 38 (Aug. 25, 1999); Commonwedth Edison Company, I1l. C.C. Dkt. No. 99-0117, Order

at 11, 27 (Aug. 26, 1999); lllinois Power Company, 111 C.C. Dkt. Nos. 99-0120/99-0134 (Order at 28)

(Aug. 25, 1999)). InCILCO'scasg, it clamsto have alegedly identified the subject costs and expenses

asthey relate to the generation function and, therefore, dl other costs and expenses must be related to the



digtribution function.

Mr. Michael Getz on behdf of CILCO tedtified, “The Company has functiondly reorganized the
power plants into separate business units and it is currently in the process of legally separating the power
plantsfor theutility.”, and “ asaresult of thisreorganization, most of theadminisrative and genera expenses
were dlocated based on labor excluding generation.” (CILCO Ex. 10 at 7). Thisscant description of cost
alocation with regard to A& G and virtualy no explanation whatsoever with regard to the alocation of
Genera and Common Plant as between the  ectric generation and € ectric distribution functions, isbut one

example of |EC’ scomplaint that CILCO madelittleor no effort to explainitscost alocation methodol ogy.

Mr. Getz, fter criticisms from Mr. Chdfant and Staff witness Dennis Sweatman, later explained
in hisrebutta testimony with regard to the assgnment of vehicles and other property, asfollows:
“This enabled CILCO to list and directly assign al vehicles used by the generation
personnel and directly assgn the remaining vehicles to the ddivery service function.
Smilaly, areview of the property recordswas performed and the property location codes
were utilized to directly assign the property. For example, Duck Creek and Edwards
power plant location codes were used to directly assign property to generation. The
balance of the property wasdirectly assignableto thedelivery servicesfunction...
(CILCO Ex. 10.2 at 3-4)(emphasis supplied).
Amazingly, CILCQO’sversion of “direct assgnment” isto decidewhat costsand expensesshould
be allocated to the generation function and then assume all other costs and expenses must be
attributable to the delivery services or transmission functions! How CILCO could believe this

gpproach would pass muster with the Commission is beyond reason.

Anexampleandogoustowhat CIL CO isexpecting the Commissionto concedein thisproceeding,



would be if CILCO were to determine its Federad Energy Regulatory Commission (FERC) related
transmission costs and expenses and then concludethat al other costs and expenses were to berecovered
in Commission gpproved jurisdictiond rates. Of course such an approach would never be accepted by
this Commission. Y, that is precisaly what CILCO is proposing in this proceeding. Mr. Chdfant’s
marble analogy places the CILCO approach in the proper perspective - - identify the black marbles and
assume dl others are white. However, many of the remaining marbles are gray and are incagpable of any
further description. (See IIEC Ex. 5 at 2).

The perverse approach by which CILCO determines delivery service rates is backwards. If
CILCO intends for ratepayers to pay certain costs and expenses in the context of delivery service rates,
then it is incumbent upon CILCO to determine what are the delivery service costs and expenses. Indeed,
the law makesclear CILCO has utterly falled inits obligations. “ Chargesfor ddivery services shdl be cost
based, and shdl dlow the dectric utility to recover the cost of providing delivery services for its charges
to its ddivery service customers that use the facilities and services associated with such costs. Such costs
ghdl indlude the cost of owning, operating and maintaining transmisson and digtribution facilities.” (220
ILCS5/16-108(c)). CILCO proposestodetermineA& G expenseand General and Common Plant
cost recovery, not by examining how these expenses or costs relate to “providing deivery
services’, but how they relateto providing generation services and then concludes everything
elseisassumed to berelated to delivery services.

[1EC witness Chdfant amilarly explained CILCO's method is to assign a smal amount of costs
and expenses to the generation function, and then assume al other costs and expenses are attributable to
the delivery servicesfunction. Thisgpproach resultsin anear indgnificant amount of A& G expensesbeing
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attributable to the generation function, and is demondtrative of the impropriety of CILCO’'s method.
CILCO would only charge approximately $2.1 million out of more than $17.9 million to the generation
function, or nearly 12%, using its methodology. (IIEC Ex. 1 at 7).2 Just two years ago the Commission
determined that 55.6% of A& G expenses were attributable to generation. Because CILCO now clams
that $848,000 of A& G expensssis attributable to generation, cannot mean al the other remaining A& G
expenses that were attributable to generation have suddenly disappeared. (IIEC Ex. 1 & 6).

Inresponseto ahypothetica question during cross-examination, Mr. Chafant highlighted thefaulty
premise associated with CILCO' s gpproach in alocating the subject expenses and costs. He was asked
to assume that he could identify as being attributable to a particular function 80% of the A& G expenses,
and then whether he contended it was ingppropriate to directly assgn those identifiable items and use a
generad dlocator for the remainder that cannot be identified with a particular function. Mr. Chafant
responded by stating if 80% of the costs could be identified with a specific function, a substantia portion
of that 80% should not have beenin A& G expenses to begin with, but rather accounted for or put in the
accounts directly related to those functions. (Tr. at 53).

In addition, Mr. Chdfant noted areview of the accounts in question and how these accounts are

defined, “cast serious doubt on CILCO' s ahility to make accurate direct assgnments.” (IIECEx.4 & 5).

Mr. Chafant examined the largest accounts in which CILCO intended to assgn most of the dollars in

dispute and testified by their very definition and description, “these accounts are primarily for costs that

2 CILCO directly charged to the generation accounts $848,000 that would otherwise have
been recorded to A& G accounts. Even considering these coststo be A& G expenses assigned to
generation, the generation percentage is only 16%, afar cry from the amount approved by the
Commission two years ago. (IIEC Ex. 1 a 5).



cannot be charged directly to aparticular operating function... .” (IIEC Ex. 4 a 6). CILCO'scontention
that it can directly assign these codts to the operating functions belies their very nature.

Mr. Getz' s questioning by the Administrative Law Judge was particularly enlightening. Mr. Getz
tetified that what he did was to first approach the generation personnel and accountants and have them
determine what assets wereincluded at the generation facilities, and then relied upon property recordsand
location codes to identify those particular vehiclesand assets. Theresfter, he directly assgned those costs
to the generation function. (See Getz Tr. at 522-523). It is also clear based on the answers provided to
the Adminigrative Law Judge, that the use of the property records and location codes in themselves do
not determine whether an asset is used for a particular function - - that determination had adready been
made at the point in time the property records and location codes were used. The property records and
location codes were used to identify the vehicles, for example, dready attributable to the generation
function, not thedistribution function, and only alowed Mr. Getz to determinetheorigind cogt. (Tr. at 525).

Ms. Bildand offers the use of location codes reflects the same methodology to directly assign
substation costs for customers served at sub-transmission and transmission levels. (CILCOEx. 45 at 2).2
Inresponse, Mr. Chafant explained why thisisnot a“direct assgnment” method. Mr. Chalfant arguesthat
identifying the customers served by a subgtation is entirely different from identifying the system functions

that benefit from the activities of a particular employee or office building. There is no reason to expect a

3 Notably, it was rather clear that Ms. Bildand' s knowledge regarding the dlocation of costs
and expenses was based on what she wastold by Mr. Getz. Thisisevident in severd placesin her
testimonies where she refersto Mr. Getz' s activities. (Tr. at 350-351, 353). By way of example,
though Ms. Bildand testifies to the use of the location codes, she had no idea how long they had beenin
existence. (Tr. at 353).



method that works to assgn substation costs to customers will provide useful information concerning the
functions which benefit from employees or office buildings. (IIEC Ex. 4 & 6-7). Most telling, no CILCO
witness responded to Mr. Chalfant’s criticisms.

2. The A& G Expenses And Genera And Common Plant Costs Are Not Amenable
To Direct Assgnment

A& G expenses and Generd and Common Plant costs by definition are not amenable to being
directly assgned. The Commission has recognized the difficulty in assgning those expenses and cossto

gpecific functions. (AmerenUE/AmerenCIPS, 11l. C.C. Dkt. No. 99-0121, Order at 21, 42-43 (Aug. 25,

1999); Commonwedth Edison Company, I1l. C.C. Dkt. No. 99-0117, Order at 11, 27 (Aug. 26, 1999)

“The very nature of these costs suggest that they are not amenableto direct assgnment. . . . Whiledirect
assgnment may be a better method in some cases, the Commission does not believe costs, which include
CEO and Executive sdaries, are amenable to direct assgnment. Were such costs amenable to direct
assgnment, Edison would have assigned these costs directly to the distribution function in prior cases.

Edison did not.”; Illinois Power Company, I11. C.C. Dkt. Nos. 99-0120/99-0134, Order at 16, 30 (Aug.

25, 1999) “The Commission agrees with [1EC that costs associated with A& G expenses may not be
amenable to direct assgnment. ...adoption of the labor alocator for A& G expensesis consstent with the
Commission’ s determination heretofore that the [abor alocator should be approved for generd plant.”).
Further, CILCO's prior accounting practices demondtrates the correctness of 11EC's positions.
Inthe past, CILCO did not alocate A& G expensesin the manner now proposed, which isunderstandable
due to thefact these are “ overhead costs’ and are difficult to alocate to specific functions because of their

nature. (IIEC Ex. 1 a 5-6). Thisfact pattern is consstent with the Commission’s declaration in the
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ComEd case above, in finding againgt the utility asto its argument regarding direct assgnment.

It remains IIEC's contention that CILCO, asde from the sdf evident failing of its resdud
assgnment gpproach, has faled to explain in sufficient detall any other judtification for its proposed
dlocaion. Thefact the utility hasreorganized into separate business segmentsdoesnot aid itscauseas Mr.
Sweatman later notes. In addition, CILCO hasfailed to provide the necessary and detailed evidence to
prove that its delivery service ratesintend to recover delivery service cogts and expenses. Mr. Chafant
explains that CILCO witness Getz only provided “a short and very generd discussion of the proposed
functionalization of A& G cogs” and explained further that the underlying workpapers and data request
responses needed to be reviewed in order to discover how and why CILCO developed its proposed
dlocation.* (IIEC Ex. 1 a 3). The same is true with respect to the functionalization of Generd and
Common Plant whereby Mr. Getz only offers that the remaining Generd and Common Plant is dlocated
using the amounts identified in Docket No. 01-0465. (IIEC Ex. 1 a 3). Thislimited information hardly
judtifiesthe propriety of the subject ddlivery service costs being recovered in rates as required by Section
16-108(c).

3. CILCO's Proposed Allocator Of A& G Expenses Should Be Rejected

Adde from the inappropriateness of the residual assignment method, and the conflicts associated
with assigning A& G expenses and General and Common Plant costs to specific accounts due to thelr

nature, CILCO' suse of the AF2-Payroll Labor alocator to assgn A& G expensesis 1) not explained, and

4 Contrary to Ms. Vikiren Bildand' s assartions, to which she later admitted were erroneous,
Mr. Chdfant did examine CILCO’ s workpapers as he indicated in histestimony. (Bildand Tr. 371-
374).
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is2) unfair.

The AF1-Payroll Labor alocator from the last case as approved by the Commission, would have
alocated 47% of the cost to generation, 46% of the cost of distribution, and the remaining 3% to
tranamisson. In this docket, CILCO set thedlocation to generation at zero so that 86% of the costswere
allocated to digtribution and then 6% to transmission. CILCO did not dispute Mr. Chafant’ s observation
(and how could it), that CILCO had not actualy used the labor alocator from the last DST case. (IIEC
Ex. 1 a 4). Once morewe see CILCO's intent is only to push more utility costs and expenses into the
ddivery sarvices function.

4. CILCO's Proposed Allocator Of Generd And Common Plant Should Be
Rejected

IIEC s arguments in support of itsalocator and criticismsof CILCOinrelationto A& G expenses
are much the same with respect to General and Common Plant costs. The one difference, though, isthat
CILCO did not use alabor alocator to functiondize Genera and Common Plant costs, but instead used
a“net plant” dlocator. The difference is materid. The net plant alocator excludes generation so that the
bulk of al remaining Generad and Common Plant costsare dlocated to the ditribution function, inthe same
manner as did CILCO's use of the AF2-Payroll Labor dlocator. Typica of its approach in this
proceeding, CILCO never explained why it used the net plant alocator in this proceeding. In addition,
CILCO did not explain why it did not use the labor dlocator that the Commission had gpproved in the
1999 DST case. No explanation for either was offered in the context of Docket 01-0465 as well.

CILCO witness Bildand admits to same: “Yes, it is true tha the direct assgnment of costs for

genera plant represents a different methodology as approved under Dockets Nos. 99-0119/99-0131.”
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(CILCOEx.4.5at 2). Not until crossexamination did Mr. Getz dso admit CILCO had not used the same
alocator. (Tr. at 504).

The dollar impact to ratepayers as a result of CILCO's use of the net plant dlocator is
consderable. As a result of its proposal, approximately $52.47 million would be alocated to the
digtribution function, in comparison to $20.1 million gpproved by the Commission in CILCO'slast DST
case. CILCO’sapproach would result in a more than 160% increasein General and Common
Plant allocated to the distribution function. (IIEC Ex. 1 a 9).

5. CILCO'’s Other Claims Regarding Assgnment Of These Expenses And Codts
Are Lacking Merit, Mideading, Or Are Untrue

Not only is CILCO’ sdescription of its proposed residua alocation method limited, but CILCO's
explandion of what it daimsto have done isin many ingances mideading.

a CILCO's Clams Regarding Vehide And Pionear Park Allocations Are
Unrdiable

After being criticized by 11EC and Staff regarding its cost dlocation of A& G expensesand Generd
and Common Plant costs, CILCO argues in vainthat it has been ableto properly assgn some coststo the
ddivery function. CILCO focuses mostly on clams regarding the adlocation of vehicles and the Pioneer
Park facility. (See CILCO Ex. 10.2 at 3, 5-6; CILCO Ex. 10.5 &t 8).

The dlegationspertaining to vehiclesarevirtudly no different than what CILCO offered initsdirect
cae. Mr. Getz testified that what he did was to speak to the accountants and other personnel assigned
to the generation side of CILCO's business and from them obtain the records by which to identify the
vehicles they were using a the power plants. (Tr. at 522-523). He stated in rebutta testimony: “For
example, each vehicle that is recorded in generd plant and used by generationisdirectly identifiable by the
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code assgned to it. This enabled CILCO to list and directly assign al vehicles used by the generation
personnel and directly assign the remaining vehicles for the ddivery service function.” (CILCO Ex. 10.2
a 3-4). Once more, we see the theme in CILCO's gpproach to determining delivery service rates - -
identify generation related costs and expenses and assume everything elseisdelivery services
related.

Interestingly, Mr. Getzwas asked whether the 396 vehicles he assigned to distribution, were used
in the past to support the generation function. (Tr. at 529). He responded that he was not aware, and his
answer istdling. Frgt of dl, Mr. Getz did not know whether the vehicles were assigned to the generation
or digtribution functionsin the past, becauseit did not matter. He agreed there never was a concern about
adlocating these costs to a specific function “i.e. generation or transmission or distribution” because they
were dl “genera plant costs.” (Tr. a 554). In fact, Mr. Getz's statements in cross-examination were
conggtent with his testimony: “Prior to the unbundling of dectric utility service, the Company had no need
to separate generd plant assats.” (CILCO Ex. 10.5 a 2). More importantly, though, the 396 vehicles
were only assigned to the distribution function because he only looked at the vehicles to be
assigned to generation.

The lack of depth in the CILCO method is exemplified by Mr. Getz's atement in defense of his
vehide dlocation, “The generating plants are sationary, and have little need for vehicles to serve thar
generation function.” (CILCO Ex. 10.5 at 4). Mr. Getz' s workpapers describe at length ddivery service
centers and buildings attributable to distribution services which we presume are al'so not moving. (CILCO
Ex. 10.1, Sch. C-1, WPC-1d). The point is, if CILCO truly intended to decipher what were delivery
sarvice costs and expenses, CILCO would have examined its delivery service assets and expenses in

14



making this determination.

Aside from the suspect gpproach, even then CILCO's results oriented method is lacking merit.
Mr. Getz clamsthe Uniform System of Accounts requiresthe vehiclesto berecorded as A& G expenses.
(CILCO Ex. 10.2 & 2). Mr. Chdfant retorted that to describe these as “vehicles’ in the common sense,
ismideading. Of the approximate $14 million a issue, $3.6 millionisrecorded by CIL CO to the account
for trangportation vehicles and the remaining amount, or nearly $10.4 million, is recorded as power
operated equipment. (Tr. 64). The recording of these A& G expensesis only true of the $3.6 million of
trangportation vehicles; it is not true of the $10.4 million of power operated equipment “vehicles” The
power operated equipment includes heavy equipment and this equipment is loosely referred by CILCO
as vehides. Therefore, Mr. Chdfant concludes that much of the $10.4 million being caled “vehidles’ is
redly heavy equipment that could be used in the generating plants. (Tr. a 64-65).

CILCO’'sstanceregarding the Park Pioneer facilitiesisequally dubious. CILCO witness
Getz boldly clamed that none of the Pioneer Park facilities were alocated to generation. In response to
the question, “Are any generation functions performed at the Pioneer Park Electric Service Facility?’ he
responded, “None whatsoever.” (CILCO Ex. 10.2a 11). Hesmilarly stated in his surrebuttal testimony
“...the evidence is clear and undisputed that the Pioneer Park facility is not related to the generation
function.” (CILCO Ex. 10.5 at 3). Yet, according to the schedules and workpapers upon which
CILCOrelied upontosupport delivery servicecostsin thisproceeding, 6% of thesecostsshould
be allocated to generation. (See CILCO Ex. 10.1, Sch. C-1, WPC-1d, page 5 of 6; Chafant Tr. at
68). This is not to suggest that CILCO can remedy its deficient dlocation method by a smple
reessgnment. Rather, thisexampleisdemongrative of the overdl unreiability of CILCO’scogt dlocation
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method.

Mr. Getz attempted to explain away the discrepancies noted by Mr. Chafant associated with the
schedules rdating to the Pioneer Park facility, during questioning by the Adminigtrative Law Judge. He
testified there were generation personne in 1999 assigned to the Pioneer Park facility. (Tr. at 537).
However, an examination of the schedules themselves do not support Mr. Getz's contentions. The
workpaper describing the dlocations for the Pioneer Park building states they are “used to dlocate
expensesincurred at the Pioneer Park Service Center. The business units and accountsthet thistable will
dlocatetoare: ... .” (CILCOEXx. 10.1, Sch. C-1, WPC-1d, page 5 of 6).° WhenonereviewsMr. Getz's
workpaper WPC-1c for both FERC Accounts 921 and 935, no allocation of these costs is made to the
generation function. In fact, while the dlocatorsin WPC-1d would aso support an alocation to Supply
and Account Management functions, which are purportedly new functionsdevel oped by CILCO (Chafant
Tr. at 51), CILCO does not allocate any of the Pioneer Park costs to these functions ether!
(CILCO Ex. 10.1, Sch. C-1, WPC-1c, page 2 and 5 of 6).

Theingppropriatenessof what CILCO isproposing in thisdocket was made further evident during
the cross-examination of Mr. Getz. After explaining to the Adminigrative Law Judge how CILCO
proceeded to eventudly identify the vehicles in question and Pioneer Park facilities attributable to the
digribution function, Mr. Getz admitted that in theory CILCO could have done the reverse. That is,

CILCO could have spoken to the accountants and personnel at the delivery service centers and inquired

5 During cross-examination Mr. Chafant explained his understanding of the workpapers
identified as WPC-1c, and stated they provide the alocation factors. He testified the workpapers were
used primarily in this case for A& G accounts and are aso gpplicable for Generd and Common Plant
accounts. (Tr. at 70-71).
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of them asto what vehicles and power operation and transportation equipment they were using, and could
have enacted the same processto determine how many dollars should then beassigned to delivery services.
(Tr. & 542). As Mr. Getz candidly agreed, though, that undertaking would have required more work
because there were more vehicles (he clams) attributable to the ddlivery services function as compared to
the generation services function. (Tr. a 543).

b. CILCO’'s Comparisons To The 1999 DST Case, And To IIEC And
Staff’ s Recommendations Are Wrong

In his surrebuttal testimony, Mr. Getz atempted to judtify the dleged minima difference in the
amount of A& G expenseto be recovered by comparing that amount with what was approved in the 1999
DST case (1997 test year), and aso compared these amounts to [IEC and Staff recommendations.
(CILCO Ex. 10.5 & 6). In many respects Mr. Getz iswrong.

Firg, to assert that IIEC’s recommendation would result in CILCO recovering
approximately $5.8 million in A& G expensesiswrong. Mr. Chdfant’s testimony makes clear that
the effect of 1IEC’ s recommendation using the AF1-Payroll Labor dlocator alows CILCO to recover
approximately $8.79 million. (IIEC Ex. 1 a 7). Mr. Getz admitted this to be true, and he then
backtracked and said because Staff had used Mr. Chafant's number, the Staff adjustments were
attributable to 11EC. (Tr. at 485-486, 489). Nonetheless, even the implication that Mr. Sweatman’s use
of the AF1-Payroll Labor alocator directly limitsthe A& G expenserecovery to gpproximately $5.8 million
as stated by Mr. Getz, does not tell the whole story. Mr. Getz acknowledged that he did not seek to
reconcile the amount he reflected ($5.8 million) with the amount ($8.79 million) Mr. Sweatman deduced.

(Tr. at 486, 490).
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Next, to assert that theamount of A& G expense proposed to berecovered by CILCO is
approximately $11.67 million,isinerror. (CILCO Ex. 10.5at 6). Mr. Getz agreed theamount actualy
sought to be recovered is the amount noted by Mr. Chdfant, approximatey $13.6 million as shown on
IIEC Exhibit 1 & 7, Table 1. Mr. Getz agreed that his own schedules and workpapers supported Mr.
Chdfant’scontention. CILCO Exhibit 10.1, Schedule C-1 has attached to it aworkpaper, WPC-1c. At
page 5 of 5 of that workpaper, the A& G expensereflected isin the approximate amount of $12.54 million.
Mr. Getz agreed that if this sum was added with the pro forma adjustment as shown on CILCO Exhibit
10.1, Schedule C-1, in the agpproximate amount of $1.096 million, this would result in the total A& G
expense number used by Mr. Chafant in these proceedings. (Tr. at 487-488).

For CILCO to contend that it isonly asking for $13,000 mor e than what the Commission
approvedin the 1999 DST case, is a serious misstatement of the facts. Indeed, the amount is
severd millions of dollarsmore. Mr. Getz' sclam that “thereisno judtification for pendizing the Company
so severdy” (CILCO Ex. 10.5 at 6) is nothing more than an over dramatization lacking any factud
foundation.

C. CILCO’s Representations Comparing The 1999 DST Case With The
Tes Year Regarding Generd And Common Plant Are Wrong

Another error in CILCO'sfiling relatesto the ddlinegtion of transmission and digtribution assetsin
Docket 01-0465 on which CILCO rdlies, in part, to judtify the functiondization of costs in the context of
deivery service rates. CILCO witness Getz sponsored CILCO Exhibit 2.4 in that proceeding for the
purpose of showing thereislittle change between the functiondization of Genera and Common Plant costs

in the 1999 DST case as compared to the functiondization in this case.
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The column on CILCO Exhibit 2.4 [abded * 1997 Amount” showstheamounts CILCOpr oposed
initsprior case, and not that amount the Commission actually approved. Weknow thisbased onthe
response by CILCO to IIEC's Second Set of Data Requests, Item No. 3, whereby CILCO
acknowledged the amount the Commission approved to be functiondized as distribution was $9.1 million,
as compared to the $19.7 million CILCO proposed in the 1999 DST case. Therefore, when CILCO
asserts that the 2000 amount of General and Common Plant assigned to distribution was 56% in the 1999
DST case, which purportedly differs little from the 55% it now proposes in this case, the fact is the
Commission allowed only 37% of thetotal Company (including gas) General and Common Plant
to be assigned to distribution in the 1999 DST case as compared to CILCO’s proposed 56% in
thiscase! (IIEC Ex. 1 at 11).

d. CILCO IsIn Error To Sugoest The Net Plant Allocator Produces The
Same Reaults As If The Labor Allocator Had Been Used

Another discrepancy or misrepresentation in the CILCO caserelatesto CILCO' s contention that
the use of the net plant dlocator to alocate Generd Plant between the transmission and distribution
functions produces the same result as if alabor alocator had been used. (CILCO Ex. 10.2 at 6-7). IIEC
had examined the CILCO filing in Docket No. 01-0465 to better understand this contention. Pursuant to
a data request as to this issue, Mr. Getz stated after the initial alocation between the dectric and gas
functions, the alocation of Genera Plant was 93% to dectric distribution and 7% to eectric transmission.
Y e, according to CILCO Exhibit 10.1, Schedule C-1, WPC-1d, page 1 of 6, the allocation was 86% to
electric digtribution and 6% to eectrictransmisson! Thisalocation usesthe AF2 - Payrall Labor alocator,

whichhardly producesthe same results asthe 93/7 split represented in the exhibitsfiled in Docket No. 01-
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0465. (See Getz Tr. at 482-484).

6. The Significant Amount Of Miscellaneous Expense Being Recovered Points To
The Superficia Nature Of CILCO's Cogt Allocation M ethodology

The Commission should be wary of CILCO's cogt alocation methods, not only for the reasons
dated elsewhere in this brief, but for the undeniable fact that a good portion of the expenses sought to be
recovered cannot be allocated to specific descriptions.

With respect to distribution operation expenses, CILCO witness Getz agreed that of the nearly
$7.85 million sought to be recovered, gpproximately $2.45 million were deemed miscellaneous digtribution
expenses, or approximately 1/3 of the expenses sought to be recovered in Account Nos. 580 through 589.
(See Getz Tr. at 471-473; CILCO Ex. 10.1, Sch. C-1, WPC-1b, page 1 of 1).

Similarly, with respect to the A& G expenses which are hotly debated in this proceeding, of the
$10.58 million sought to be recovered (excluding the pro formaadjustment amount), Mr. Getz agreed that
more than $2.9 million is deemed to be miscellaneous genera expenses, again referring to his own
workpaper. (Getz Tr. at 474, 481; CILCO Ex. 10.1, Sch. C-1, WPC-1b, page 1 of 1). Morethan 1/3
of the A& G expenses are, by CILCO’s own admission, miscellaneous and cannot be attributable to a
specific account.

C. CILCO's Rdliance On The Commission’s Order In Docket No. 99-0013 Is Misplaced

In an effort to salvage their positions on A& G expense and Generd and Common Plant cost
recovery in this proceeding, CILCO witnesses Getz and Bildand both offered their interpretation of the

Commisson’sdecision in Docket No. 99-0013,Unbundling of Ddivery Sarvices, 1l. C.C. Dkt. No. 99-

0013 (Oct. 4,1999). (CILCOEx. 10.2at 2; CILCO Ex. 4.5at 2-3). Ms. Bildandtestified that CILCO's
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methodology of directly assgning assets where information supporting that assgnment is available is a
superior gpproach. (CILCO Ex. 4.5 a 2-3). Mr. Getz offered asimilar observation. (CILCO Ex. 10.2
a 2). Both arewrong intermsof their reliance on the Commission’s Order in Docket 99-0013 asit bears
on this case.

The quotation from the Commisson Order dedlt with thefunctiondization of costsin Accounts580,
590, and 901, and not A&G or Generd and Common Plant accounts. The former accounts ded with
digtributionexpense, customer accounting and collecting expenses. The expensesin these accounts are not
of the nature at issue in this proceeding which, as we have previoudy described, are more akin to
“overhead costs.” (IIEC Ex. 4 a 3). Infact, aswenoted € sewhere, the Commission hasrepeatedly stated
that costs and expenses of this nature are not amenable to direct assgnment. Neither Mr. Getz or Ms.
Bildand offered any surrebuttd testimony on thistopic.

D. CILCO'sRdliance On Its Docket No. 01-0465 Filing Is Misplaced

Docket No. 01-0465 was initiated for the purpose of delineating CILCO’s transmission and
digtribution fecilities

“By this petition, CILCO is requesting an Order of the Commission approving a
delinestion of FERC - jurisdictiona transmission facilities and sate - jurisdictiona loca
digtributionfacilitiesand recommending that the FERC accept such classifications pursuant
to FERC Order No. 888. CILCO seeksthis Order to ddineste the transmission facilities
from the distribution facilities for compliance with terms and conditions of CILCO's
membership in the Midwest Independent System Operator Organization (“MI1SO”) and
inanticipation of the development of its Delivery Service Tariffsto be completed in 2001.”
(CILCO Petition &t 1 2).

Later inits petition, CILCO dlegesits proposed refunctiondization is to be “incorporated into the design

of the Ddivery Service Tariffs for resdential customers.” (CILCO Petition at { 7). But somehow,
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someway, CILCO manages to confuse the ddineation of transmisson and distribution assets with the
setting of just and reasonable ddlivery service rates, which is the subject of Docket No. 01-0637.

Consder that CILCO witness Getz argued in reference to Docket No. 01-0465 that Staff
reviewed CILCO’ sassgnment of the 2000 test year General and Common Plant and raised no objection,
and that the assgnments are exactly the same as the assgnments made by CILCO in the ddivery services
docket. (CILCO Ex. 10.2 a 3). He made the same contention in surrebuttal testimony. (CILCO Ex. 10.5
a 3). Ms. Bildand dso makes smilar assertions. (CILCO Ex. 4.5 at 3). Thereare anumber of falacies
associated with CILCO' s undue reliance of the information submitted in Docket No. 01-0465 and its
bearing upon the Commisson’ s decision regarding the setting of delivery service ratesin Docket No. 01-
0637.

Firg, the Commisson has rendered no decision with regard to the information and proposd
submitted in Docket No. 01-0465. The Commisson isfreeto ignore or regject the information in Docket
No. 01-0465, or at least consider same in conjunction with the evidence from Docket No. 01-0637.

Next, as stated above, the purpose of Docket No. 01-0637 isto set just and reasonable delivery
sarvicerates. Perhapsthis satesthe obvious, but whatever the delinegtion of transmission and distribution
assts, the Commission has every right and obligation to ensure that the alocation of costs and expenses
to the digtribution function is proper and just. Deciding what are transmisson and what are digtribution
assetsisafar different effort than deciding what are the costs and expenses to be recovered in the context
of ddivery servicerates.

Furthermore, CILCO is the last of the mgjor dectric utilities in the State of Illinois to have a
proposed ddineating transmission and distribution functions. The other utilitiesdid so afew yearsago and
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never did the Commission find that the proposed delinestion of transmission and distribution assetsfor those
utilities would somehow control its decision in setting just and reasonable ddlivery service rates. In fact,
the Commission found that its decison delinegting transmission and distribution assetsin the ComEd case
was limited by the very nature of the case. The Commisson held matters of rate design and the chargesfor
ddivery service rates would be contemplated in the context of ComEd' s ddlivery service docket, Docket

No. 99-0117. (Commonwedth Edison Company, Ill. C.C. Dkt. No. 98-0894, Order at 10, (July 28,

1999). The Commission went on to find the amounts gpproved in the Docket No. 98-0894 Order are
accounting book entries and that nothing stated in the Order congtitutes a declaration of an origina cost
ratebase or congtitutes an origina cost study for ratemaking purposes. (1d. at 13). Subsequently, asthe
Commisson well knows, the dlocation of A& G expenses and General and Common Plant costs was
litigated in the context of ComEd' s first delivery service tariff proceeding.

E. [1EC’ s Recommendations Regarding A& G Expenses And Generd And Common Cogs
Are Sound And Should Be Accepted

Conggent with the Commission's decison in the 1999 DST case, consstent with the
Commission’sprior decisions, and consistent with the FERC practice, || EC recommendsthe use of alabor
alocator, particularly the AF1-Payroll Labor alocator, be used in functiondizing overhead codts. (I1IEC
Ex. 1at 6).

INCILCO' s1999 DST case, the Commi ssion accepted thelabor alocator recommended by [1EC.
The Commission acknowledged that “|abor isawidely accepted basisfor dlocating A& G expensesamong
the various functions and customer classes. Moreover, the NARUC Manua considers labor areliable

dlocationfactor. The Commission aso findsappeding the consstency of using alabor dlocator for generd
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plant aswdl as A& G expenses.” (Centrd Illinais Light Company, 11l. C.C. Dkt. Nos. 99-0119/99-0131,

Order at 31 (Aug. 25, 1999)). Given the nature of the expenses and costs at issue, and given CILCO's
woeful fallureto judtify any other alocation method, 11EC recommends that the Commission find asit did
in the 1999 DST case.

Using the AF1-Payroll Labor allocator as recommended by Mr. Chafant regarding the alocation
of A&G expenses would result in gpproximately $8.7 million being dlocated to the distribution function as
compared to CILCO’ s proposed $13.6 million. (IIEC Ex. 1 at 7). IIEC’ srecommendation for alocating
Generd and Common Plant costsis cong stent with its proposed alocation regarding A& G expenses. Use
of IIEC’s proposed labor alocator would actudly increase the amount of General and Common Plant
dlocated to digtribution by gpproximately $8.6 million, nearly a40% increase from what the Commission
last approved. However, the difference between IIEC' s proposed |abor alocator in terms of dlocating
Genera and Common Plant costsas compared to CILCO' s proposd, isapproximately $24 million. (IIEC
Ex.1at9).

Thenet effect of I1EC’ soverd| recommendationsregarding the AF1-Payroll Labor allocator would
result in areduction in the ddivery service revenue requirements by gpproximately $8 million. (IIEC EX.
1at 11).

F. Saff’s Recommendations Regarding A& G Expenses And Generd And Common Plant
AreIn Accord With I|EC' s Positions

In hisrebuttal testimony, Staff witness Sweatmanindicated support for I1EC’ s recommendations
regarding alocation of A&G expenses and General and Common Plant codts. In his testimony, Mr.

Sweatman acknowledged the gpproach he and 11EC were taking was congstent with the methodology
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approved by the Commission in Docket Nos. 99-0119/99-0131. (ICC Staff Ex. 16-0 at 7). Mr.
Sweatman was aso of the opinion that CILCO had not presented any evidence by which to justify a
different alocation. (ICC Staff Ex. 16.0 at 2).

More importantly, Mr. Sweatman saw the superficia nature of CILCO’s resdud assignment
method: “...directly assigning costs to generation does not mean that these costs should be excluded when
determining the eectric digtribution percentage of costs” (ICC Staff Ex. 16.0 a 7). Mr. Sweatman was
not persuaded by CILCO's claims that because it had segregated its business units, it was somehow able
to decidetherefrom costswhich were no longer amenableto direct assignment, now magicaly possessthat
ability.

By way of comparison, Mr. Sweatman acknowledged the comparable generation ownership
gtuation involving the Ameren Operating Companies. He noted that the Commission had gpproved the
same |abor dlocation method in the ddivery service tariff caseinvolving resdentia ddivery servicetariffs,
asit had in Ameren’s 1999 DST case. (ICC Staff Ex. 16.0 a 8). CILCO has no basisto argue that the
transfer of the generation assetsin itsdf compels a different dlocation method.

V. ACCOUNT 908 ISSUES

A. Description Of Account 908

Account 908 - Customer Assistance is intended to include the cost of Iabor, materials used and
expenses incurred in providing instructions or assi stance to customers, the object of which isto encourage
safe, efficient and economical use of the utility’ s service. (IIEC Ex. 2 Rev., Sch. 1).

Inthis proceeding, CILCO islooking to increase the amount in thisfunction fromitslast filing from
$713,751, t0 $3,163,783. According to CILCO workpapers, CILCO recorded $872,775 to Account
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908, and now proposes a pro forma adjustment of $500,000 bringing the account total to $1,372,775.
Inthe class cost of service study, CILCO adds amounts rel ated to depreciation, other taxes, income taxes
and over $600,000 of A& G expense loading, resulting in $3,163,783 to be recovered. (IIEC Ex. 2 Rev.
a 4-5). 11EC takesissue with the alocation method and the amount being recovered.

B. CILCO's Allocation Method 1s Wrong In Several Respects

Asto the dlocation method, CILCO uses an dlocation factor that is weighted 50% on the basis
of total energy (kwWh) requirements, and 50% based on the number of customers. (IIEC Ex. 2 Rev. a 5).
CILCOdid not provideany discussion or supportingrationalefor itsallocation method of Account
908 costs. (IIEC Ex. 2 Rev. a 6). Hereis but one more instance where CILCO did not offer any
explanation or judtification in its direct filing to support a changed cost dlocation methodology.

CILCO's dlocation method is unfair and has no relation to cost causation. As Mr. Brubaker
explains, which is not credibly disputed by CILCO in any form or fashion, the number of kilowatt hours
of energy haslittle or nothing to do with the need for customer assistance services. Infact, Mr. Brubaker
offersthat the larger customers are the least likely to require these services and the least likely to benefit
from them. (IIEC Ex. 2 Rev. at 5-6).

During cross-examination, Mr. Brubaker elaborated and stated the costsin Account 908, aswell
astherelated A& G expensesthat are included, are not adirect function of customer energy use, rather it
is the exisence of the customer and the opportunity for the customer to obtain assstance from the utility
that drivesthe expenses. Mr. Brubaker concluded thereisno linear relaionship in the number of kilowatt
hours a customer consumes and the services being provided pursuant to Account 908 (Tr. at 636).

Under the CILCO proposd, thefour customersunder Rate 23 would beresponsiblefor $375,779
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out of the total Account 908 costs, or nearly 12% of the total amount to be recovered. Yet, these
customers represent only four out of gpproximately 202,000 CILCO customers that could benefit from
Account 908 Customer Assistance services, or only about 0.0020% of thetota customer count. (11EC Ex.
2Rev. ab5).

Another way of looking at the undue cost respongbility to these customersisthat under the CILCO
dlocation, these customers would be charged dmost $41,000 per year per account, as contrasted to less
than $5.00 per year for aresidential customer. (IIEC Ex. 5at 2). (Including the other costs CILCO added
to Account 908 to arrive at the tota costs for this function for these customers ($375,779), produces an
even more absurd amount of recovery, $94,000 per customer.)

Not only does the overt kilowatt hour nexus and resulting cost impact demondrate the
ingppropriateness of CILCO's cost dlocation methodology, but the Commission should note the amount
CILCO sought to recover from Rate 23 cusomers in its 1999 DST filing. Ms. Bilsland testified on
cross-examination the amount recovered from Rate 23 customers for Account 908 Customer
Assistance servicesin the 1999 DST case was $37,756. (Tr. at 390). Now, CILCO intendsto
increase thisamount by nearly tenfold to $375,779, with no justification or explanation. CILCO
does not explain why the revenues to be recovered from Rate 23 customers for Customer Assistance
should increase by this magnitude - - there has been no evidence or testimony regarding industrid
customers changed needs (if any) or dlegedly increased reliance (if at dl) upon Customer Assstance
services or anything of the kind.

CILCO has not offered nor isthere any empirica evidence upon which to defend any claim that
these customersare or will bereying upon Customer Ass stance services more so than any other customer

27



group. CILCO witness Bildand agreed that never in her direct or rebuttal testimonies did she offer any
datement as to the manner in which large industrid customers would make use of the Account 908
sarvices. (Tr. at 384). Notably, not one Rate 23 customer has switched to delivery services and s0
CILCO has no higtorica basis upon which to draw any concluson. Infact, thelack of customer switching
supports mantaining the status quo.

CILCO's proposd is at odds with other 1llinois dectric utilities, aswell. Mr. Brubaker testified,
aganunrefuted, that 1llinois Power Company (I P) allocates costsin Account 908 using afactor that
closely parallelsan allocation based strictly on thenumber of customers. Healsotestified inthe
current delivery serviceratecasefor ComEd, that utility allocatescostsusing an allocation factor
based on the number of cussomers. (IIEC Ex. 2 Rev. & 7). These utilities postions stand in stark
contrast to CILCO' s position where 50% of the costs are alocated on the basis of energy.

C. [|EC's Recommendation Places A More Than Fair Amount Of Cogt Responsghility On
Larger Customers

The Commission should adopt 11EC’s recommendation which is the only fair proposal offered.
IIEC recommends using an dlocation method that acknowledges the grester complexity of industria
transactions as compared to those that would involve an individud resdentid customer. Mr. Brubaker
recommended the Commission use the al ocation methodol ogy for Account 902 expenses. Mr. Brubaker
explained the dlocation method for Account 902 expenses better parallels the cost causation features
associated with Account 908 expenses. (IIEC Ex. 2 Rev. at 6).

I1EC’ s recommendation would result in Rate 23 customers paying about 70 times more than they

would under apure customer based al ocation methodol ogy, which are the methodol ogies being supported
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by IP and ComEd in their respective pending ddivery servicetariff proceedings. (IIEC Ex. 5at 3). Under
the 11EC approach, the increase to residentia customers above what CILCO would have proposed is
approximately $14¢ per month. ($6.69 - $5.00 = $1.69; $1.69 + 12 months = 14¢ per month; See IIEC
Ex.5, Sch. 3; IIEC Ex. 5 & 2).

As gtated, I|EC' s method alocates to Rate 23 customers an amount equd to gpproximately 70
timeswhat would be dlocated on apure customer basis (IIEC Ex. 5at 4). Thisisincontrastto CILCO's
method which allocates to these customers about 6,000 times as much cost. (IIEC Ex. 2. & 6).°

D. CILCO's Rebuttal To IIEC's Proposed Allocation Methodology |s Non-Existent

Ms. Bildand testified that Mr. Brubaker objected to CILCO’ salocation allegedly based upon Mr.
Brubaker’ sargument “...that larger cusomerswill not requireassstancefromtheutility.” (CILCOEx. 4.5
a 10). That'snot true. Infact, Mr. Brubaker testified in severd placesthat larger customers should share
in cost respongibility for Account 908. (IIEC Ex. 2 Rev. at 5-6; IIEC Ex. 5 at 2, 4, Schs. 3and 4). And
during cross-examination, Ms. Bilsland admitted there was no express statement in Mr.
Brubaker’stestimonieswhereheclaimed lar ger customer swould not receiveany assistance.(Tr.
at 380).

Ms. Bildand testified CILCO anticipates that the larger customers will be the only ones requiring
customer assstance wdl into the future, and that she does not anticipate many residentia customers
switching to an dternative supplier. (CILCO Ex. 4.5 at 10). In response, there is no basis in fact for

arguing that commercid and indugtria customers will have more need for the services thanwill resdentid

6 Staff did not offer any objection to IIEC’ s dlocation of Account 908 expenses. (Sweatman
Tr. at 410).
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customers. At thispointintime, only commercid and industrid customers have had theright to switch and,
in fact, none have done so. The only reason residentia customers have not switched to date is because
they have not been adllowed todo so by law. (IIEC Ex. 5at 4). Moreto the point, beyond the speculation
by Ms. Bildand, she offered no evidence (even explanation) as to why she believed that residentia
customers would not consider taking ddivery servicesin the future.

As a further matter of fact, the evidence in other utility service territories substantiates IIEC's
position. Mr. Brubaker testified commercid customersrepresent thelargest number among customersthat
have exercised choiceto date. (Brubaker Tr. at 637). Mr. Brubaker’ sinformation camefrom Commission
websitedata (Tr. at 651). If thistrend isto continue, therewill bevastly moreresidential customerstaking
delivery services than industrid customers,

Also during cross-examination, CILCO attempted to undermine IIEC' s arguments by suggesting
that the larger customers were in grester need of customer ass stance because of the dectric hazards and
safety concerns that may be evident at plants or facilities. (Surdly CILCO's questions do not rise to the
leve of evidence.)) (See Brubaker Tr. at 638-640). In dl likelihood, the opposite is more true. These
plants and facilities have in place their own safety programs and are subject to numerous rules and
regulations, including dectric codes and the like. (Tr. at 639).

CILCO' srecognition of thelimitationsto its own cost alocation methodology ismadeclear in Ms.
Bildand' s statement: “The Company does not have a problem utilizing another adlocation methodology ...
" (CILCO Ex. 45 at 10). However, she qudifies her statement by saying that using the Account 902
methodology isnot gppropriate because meter reading isan optiond service. Ms. Bildand missesthe point
entirdy, and the Commission will understand Mr. Brubaker isin no way equating the functions of meter
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reading with customer assstance. Rather, he testified the alocation methodology used for meter reading
costs is gppropriate because there are comparable complexitiesfor industrial customersinthetransactions
that relate to customer assistance. (IIEC Ex. 2 Rev. a 6; IIEC Ex. 5 a 2).

Moreover, Ms. Bildand thwarts her own claim about meter reading being “optiond” during her
cross-examination by Staff counsel with respect to meter service charges:

“Inmy opinion, the Company dways hasto bethere, ready to serve the metering function.

There is an obligation in my interpretation of delivery services that we aways have to

provide metering servicesto that customer so you haveto stand there being ready to serve

at al timesin case ameter service provider is not able to perform their service”

(Tr. at 344).

Hence, a least from Mr. Bildand' s view, meter reading may not be an optiond sarvice, at least in terms
of the expenses CILCO would intend to recover from customers.

In summary, there is no judtifiable basis to increase the amount of dollars recovered from large
customersfor Account 908 services from approximately $35,000 to nearly $375,000. Therehhasbeenno
evidence or explanation that from a cost causation standpoint, these customers should be subject to any
different dlocation of costs than any other customer group, except that which has been offered by Mr.
Brubaker. CILCO ' sreferenceto kilowatt hour usageinitself doesnot explain why that criterion trandates
into customers needing more in the way of Customer Assstance services. Rather, asdid IP and ComEd,
and asreflected in Mr. Brubaker’ s proposed methodology in this proceeding, these costs are driven most

assuredly by the number of customers that need “customer assistance.”

E [HEC Agrees With CILCO That Account 908 Costs Should Not Be Recovered from
Wholesale Customers

CILCO witness Bildand testified that IEC's Account 908 cost alocation methodology recovers
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some amount from wholesde cusomers. (CILCO Ex. 4.6 at 6; Bildand Tr. at 384-386). |IEC agrees
with CILCO's position in thisregard. The dollar amountsin question are smdl. The amountsin question
are gpproximately $1,800 and are shown in [|EC Exhibit 5, Schedule 3, lines 15-17. Thisamount should
not be recovered from wholesale customers but rather recovered pursuant to the methodology proposed
by Mr. Brubaker from those customers identified in lines 1 through 14 of Schedule 3.

F. CILCO' S Pro Forma Adjustment Should Either Be Rejected Or Reduced

CILCO proposes a pro forma adjustment in the amount of $500,000. One would have thought
this Sgnificant dollar amount and adjustment relative to the ddlivery service revenue requirement increase
would havewarranted somedetailed explanationin CILCO’ sdirect case, but hereisCILCO' sexplanation
in its entirety: “Additional cogts related to functiona separation to meet the dectric utility deregulation
legidation are included as a pro forma adjustment.” (CILCO Ex. 10.0 at 6-7).

The Commission must dig through CILCO’s workpapers to better understand the nature of the
adjusment which isasfollows:

“The proposed regul ations requiring functiona separation (Dockets98-0147 & 98-0148)
will necessitate CILCO to establish a Supplier Services Group. This group will be
composed of 6 people currently working in the account management area. Members of
this team will serve asthefirgt point of contact for RES entities and as a communications
conduit between such providers- including CIL CO’ sown generation servicesemployees-

and CILCO'sTransmisson & Didtribution operations. They will provide equa accessto
information about CILCO'sretall cusomers and CILCO's Transmisson & Didtribution
system, and will assessfeesfor suchinformationimpartidly. Asthecommunications*filter”
between CILCO'’s Generation Services employees and the company’s Transmisson &

Didribution Services employees, team members will make sure that the Generation
Services employees do not recelve unauthorized informeation.”

(CILCO Ex. 10.1, CILCO WPC-2.1a, page 3 of 5).

So, what we have is CILCO' s pro forma adjustment based on “ proposed regulations.” Thereis
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nothing in the record to advise when these regulaions will no longer be*proposed” and when they will be
“find” regulations. From the record, which is based on a 2000 year test year, we do not know when
CILCO will make the compliance filing pursuant to these regulaions. According to the proposed rules
approved by the Commission on September 12, 2001, CILCO will havetofilewiththe Commissonwithin
30 days after the effective dete of the rules, written plans and procedures describing how it will implement

and achieve compliance with the said rules. (83 Ill. Adm. Code Part 452.170(a)). Theregfter, the
proposed rules provide for 45 day time periods for the Commission’s deliberations, the possibility of a
hearing to investigate modifications to the implementation plans, and other procedura matters. (83 111

Adm. Code Part 452.170(b)). At the very least, it cannot be said CILCO has provided any evidenceto
subgtantiate this adjustment as a known and measurable change outsde of the test year, and has l€ft it to
the Commisson to decide whether or not the pro forma adjustment is justified.

Interestingly, CILCO statesin its description of the pro formaadjustment that it will assessfeesfor
the information & issue. CILCO witness Getz was unfamiliar as to the nature of the fees, the manner in
which CILCO will seek Commission gpprova regarding the amount of the fees, and virtualy had no
knowledge whatsoever with regard to thesefees. (Tr. at 496-497). There are many questions associated
with the pro forma adjustment that have not been explained and the information provided to date is
inadequate at best. It isadubious propostion for the Commission to accept the adjustment based on this
record.

Assuming the Commission can overl ook the undeniabl efact there hasbeen no credible explanation
to subgtantiate this pro forma adjustment as a known or measurable expense outsde the test year, it is
abundantly clear ontheface of the adjustment as provided by CIL CO, and based onthe cross-examination
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of its witness, these expenses are not entirely related to the distribution function.

The* Supplier Services Group” has as its purpose the filtering of information between CILCO's
generation service employees and transmission and distribution services employees. The expectation that
customer information should not flow to digtribution company employees is not a one sided propostion;
the employees purportedly intend to dso ensure the protection of customer information thet is being held
by generation service employees. (Getz Tr. at 498-499). At the very least, given CILCO's own
description of the pro forma adjustment, the adjustment should be split equaly among the functions that

benefit from the services such that one-hdf, or $250,000, is borne by ddlivery service customers.

G. Staff’ s Recommendation Regarding The Adjustment |s Consistent With [1EC's Position

Staff witness Bonita Pearce aso took issue with the $500,000 pro forma adjustment being
recommended by CILCO witness Getz. She states CILCO “has not provided support that meets the
“known and measurable’ criteria for such additiona coststo be added to test year operating costs.” (ICC
Saff Ex. 12.0 a 8). In her direct testimony, Ms. Pearce noted severa vagaries with respect to the
adjustment, including CILCO responses to Staff data requests indicating the utility was unclear as to
whether the people taffing the unit would come from the account management area or would be hired
elsawhere, and moreimportantly, no explanation asto why asix person group was needed. (ICC Staff Ex.
2.0 a 19).

IIEC agreeswith Staff. CILCO hasnot provided justification for the additiona cogts, and has not

met the “known and measurable’ criteriafor this pro forma adjustment.
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V. BLACK START SERVICE

There is no known dispute among the parties regarding I1EC’s position addressing how costs
associated with Black Start service should be allocated.

Black Start service isardiability - related function, not an energy - related function. Black Start
sarvice relies upon combustion turbine units CILCO hasrefurbished. CILCO will use these units, not for
the purpose of producing energy to be consumed by ratepayers, but as the means to restart the utility
systemin the event of awidespread loss of generation. (IIEC Ex. 1a 7). Mr. Brubaker explained further
during cross-examination:

“The badic purpose of the Black Start system isto restart the utility’ s system in the event

of a collgpse or the inability of a generating system or line segment to come up to voltage

onitsown. Andin that senseit servesafunction of making asysemrdiable. Theseunits

are not normally used to supply energy or routinely used to meet pesk demand.”

(Tr. at 647)

Based on the unrefuted claim that the costs associated with Black Start service are reiability related and
not energy related, 11 EC’ srecommendation to all ocate these costsusing customer classdemandsistheonly
appropriate approach. (IIEC Ex. 2 a 7).

CILCO had no objection to Mr. Brubaker’ s recommendation. Ms. Bildand testified as follows:

“The Company doesnot opposethe use of classdemandsto allocatethe Black Start coststothe

rate classes.” (CILCO Ex. 4.5 a 10). As stated, no party has objected to the alocation as proposed

by Mr. Brubaker, and the Commission should affirm this approach.”

7 Staff witness Bruce Larson tedtified that Black Start costs should not be included in ddlivery
sarvice rates, which isacompletdly different issue than the manner in which the costs should be
alocated. (See ICC Staff Ex. 8.0 at 5-6). Obvioudy, if the Commission agrees with Mr. Larson, it
need not address cost alocation of these expenses. If the Commission disagrees with Mr. Larson, then
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VI. RESPONSE TO CILCO AND STAFF'S POSITIONS REGARDING TRANSMISSION
SERVICE CUSTOMER LIABILITY FOR TRANSMISSION SERVICES

Simply stated, CILCO maintains that retail customers should eventualy be respongble for
transmission service charges, and Staff contends the opposite. (CILCO Ex. 2.2 DST at 1-2; ICC Staff
Ex. 10 a 3). IIEC has several responses.

As a practicd matter CILCO is asking the Commission to effectively interpret a FERC rate by
placing limitationsin the context of a ddlivery service tariff. [1EC questions the wisdom of this approach
under any circumstance.

Theredity is that some customers, perhaps many residentia customers as Mr. Borden suggests,
will not understand the nuances of transmission services and, therefore, should not autometicaly be held
accountable or liable for those charges. They will need to rely upon the RES or the aggregator to provide
sufficdent guidancein the procurement of power and energy and inthe arrangement of transmission services.
The redity is dso that other customers do have the necessary sophistication and knowledge by which to
enter into transmission service arrangementswith atransmission provider, and agreeto be accountable and
lidble for those transmission service charges. (ICC Staff Ex. 10.0 at 3; Borden Tr. at 624). Therefore, the
best and correct view of both worldswould be, to the extent the Commission wasinterested in modifying
CILCO' sddivery sarvicetariffsin thefirst place, to dlow for cusomersto enter into agreements whereby
they would be accountable and liablefor transmission service charges. To the extent the customersdid not

enter into such agreements but instead the RES did so on their behalf and the RES was willing to be

the only credible evidence in the record to support a cost dlocation method for the service isthat
proposed by I1EC.
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accountable and ligblefor transmission service charges, thenin that instance only the RES could be pursued
for collection of these charges.

Findly, the Commissionshould not under any circumstances agree to the proposed tariff language
offered by CILCO witness Robin Turner in her surrebuttal testimony. (CILCO Ex. 2.13DST at 2). Firt,
despite the inference, the language is not reflective of Staff’s pogtion. (See Turner Tr. at 125, 135-137;
Borden Tr. a 606). Second, to the extent the language was first proposed in the context of CILCO’s
surrebuttal casg, itisfair to say that neither Staff nor intervenors have had any real opportunity to scrutinize
same, whatever itsintent. Third, the language of the tariff and itsintent is confusing. (Turner Tr. a 138
145).

VIl. RATE OF RETURN AND CAPITAL STRUCTURE

After reviewing the positions taken by CILCO and Staff with regard to the return on common
equity, I1EC contends the Staff recommendeation regarding return on common equity should prevail. I1EC
will assume Staff will defend its arguments and positions regarding the proper rate of return for CILCO,
and not restate the Staff positions. Nevertheless, 11 EC takes issue with certain arguments or positions of
CILCO as made evident during its cross-examination of Staff witnesses Michael McNaly and Rochdle
Langfelct.

During cross-examination, CILCO’ scounsd asked severa questionsof Staff witnessMcNaly as
to how his recommendations compared to what other Staff members were recommending in the other
pending delivery service tariff proceedings. (See Tr. a 257-271). This intent to undermine the Staff
position should bergected. Therewas no effort by CILCO to examine the underlying bases for the other
Staff witness positions and, therefore, there is no credible way in which to impeach Mr. McNaly based
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on what other Staff members were recommending in other dockets.

The return on common equity isafunction of the percelved risk associated with theinvestment, and
a number of variables and factors play into its consideration. The risks and other factors that may
determine CILCO' s return on common equity may be uniqueto CILCO. The sameistrue regarding the
business profilesof the utilities. Therefore, comparing CILCO to other utilitiesin the manner suggested by
CILCO, isthe proverbid “applesto oranges’ comparison.

Withrespect to the cross-examination of Ms. Langfel dt and her recommendationsregarding short-
termdebt, CILCO attempted to impeach her by referring to Comed’ s SEC quarterly reports which were
not considered or used by Ms. Langfeldt. (Tr. at 575, 579, 584-586).

The problem with this gpproach, again, is much like that in the questioning of Mr. McNdly. Itis
disngenuous to smply pull numbers out of different reports and suggest or imply those numbers serve to
impeach the witness' position, without any evidentiary explanation asto why the Staff witness should have
first consdered these other SEC reports. No CILCO witness, despite the fact CILCO had the last say
in this proceeding, put forth any evidence to suggest or imply that Ms. Langfeldt should have taken into
congderation the other SEC reports for ComEd or that her failure to do so undermines her position. No
doubt in brief we can expect CILCO to makethese arguments, but we say at the outset the argumentshave
no basisin the record and should be rgjected.

Dated this 23" day of January, 2002.

Edward Fitzhenry
Lueders, Robertson, Konzen & Fitzhenry
1939 Delmar Avenue - P.O. Box 735
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Granite City, IL 62040
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