PRIVILEGED AND CONFIDENTIAL – ATTORNEY WORK PRODUCT

1/29/10 DRAFT

PECO ENERGY COMPANY
STATEMENT NO. 8

	BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY COMMISSION

PENNSYLVANIA PUBLIC UTILITY COMMISSION

v.

PECO ENERGY COMPANY – ELECTRIC DIVISION
DOCKET NO. R-2010-2161575
____________________________________________

DIRECT TESTIMONY

____________________________________________
WITNESS: HOWARD S. GORMAN
SUBJECT:  CLASS COST-OF-SERVICE STUDY
DATED:  MARCH 31, 2010


I.
INTRODUCTION AND PURPOSE OF TESTIMONY
1

II.
BACKGROUND INFORMATION
3

III.
PECO CLASS COST-OF-SERVICE STUDY
5

IV.
DEVELOPMENT OF RATE CLASS REVENUE REQUIREMENT
22

V.
RESULTS OF THE PECO COST-OF-SERVICE STUDY
24

VI.
CONCLUSION
31

DIRECT TESTIMONY
OF
HOWARD S. GORMAN
I. INTRODUCTION AND PURPOSE OF TESTIMONY
1.      Q. Please state your name, occupation and business address.

A. My name is Howard Gorman.  I am a Principal Consultant with Black & Veatch Corporation (“Black & Veatch”).  My business address is 898 Veterans Highway, Hauppauge, NY  11788.
2.      Q. Please summarize your educational background, and professional experience.

A. My educational background and professional experience are outlined in my curriculum vitae that is attached to this testimony as Attachment A.
3.      Q. Please briefly describe the scope of your engagement with PECO Energy Company and the purpose of your testimony.

A. Black & Veatch has been retained by PECO Energy Company (Electric) (“PECO” or “Company”) to perform an unbundled, fully allocated class cost-of-service study (generally, a “COS study”).  One of the purposes of a COS study is to assign the total costs and other elements of the revenue requirements of the Company to each rate class.  The costs assigned to each rate class can then be compared to the revenue produced by the rates in the Company’s current tariff, as well as to the rates proposed by the Company in this proceeding.
4.      Q. Have you previously testified before this Commission?

A. Yes, my prior testimony, including testimony before the Commission, is listed in Attachment B.
5.      Q. What was the source of the information that you used in performing this engagement?

A. All of the information about PECO’s operations was provided by PECO, and I relied on the genuineness and completeness of all information presented to me by PECO.  Costs and other data were provided by PECO for the Future Test Year (the year ending December 31, 2010), as described in the testimony of Mr. O’Brien in PECO Statement No. 3.  These data included forecasted costs of service, forecasted delivery volumes, forecasted customer information and forecasted revenues.  Other operating and plant information was supplied by PECO for the purpose of cost classification and the development of direct-cost assignments and allocation factors that are required to perform the cost-allocation study.  The budget was prepared by PECO.
6.      Q. How is your testimony organized?

A. This Section I is the Introduction and sets forth the purpose of my testimony.  In Section II, I provide background information and identify the exhibits that I am sponsoring.  In Section III, I discuss the COS study methodology.  In Section IV, I discuss the development of the revenue requirement for each rate class.  In Section V, I present the results of the COS and discuss the contents of the exhibits.
II. BACKGROUND INFORMATION

7.      Q. Please state PECO's distribution revenue requirement for the future test year.

A. The Future Test Year distribution revenue requirement, which excludes commodity revenue, is $1,425 million and $4,872 million including commodity revenue.
8.      Q. What future test year revenues and costs are included in the PECO cost-of-service study?

A. The PECO COS study reflects all revenues and costs included in the revenue requirement developed by Mr. O’Brien in PECO Statement No. 3 with those in the PECO COS study.
9.      Q. Please identify the exhibits that are included with your testimony.

A. The following exhibits are included with my testimony.  They are discussed in detail in Section 4 of my testimony.
	Exhibit HSG-1
	Summary of Results

	Exhibit HSG-1A
	Total Class Allocation - Revenue Requirement By Rate Class

	Exhibit HSG-1B
	Revenue Requirement By Functional Classification

	Exhibit HSG-1C
	Unitized functionally classified revenue requirement

	Exhibit HSG-1D
	Customer-related revenue requirement and customer charge

	Exhibit HSG-1E
	Meter-related revenue requirements

	Exhibit HSG-2
	Functionalization

	Exhibit HSG-3
	Classifications

	Exhibit HSG-4A through Exhibit HSG-4G
	Class Allocations

	Exhibit HSG-5A
	Allocator Values – Functionalization

	Exhibit HSG-5B
	Allocator Values – Classification

	Exhibit HSG-5C
	Allocator Values – Class Allocation

	Exhibit HSG-5D
	Assignment or Allocator Used for Each Account

	Exhibit HSG-5E
	Labor Report

	Exhibit HSG-6
	Development of External Allocator Values


10.      Q. Please summarize the results of your work as they apply to the changes to the tariff proposed by PECO in this filing.

A. I have reached the following results and conclusions based on my work:
1. The current tariff rates result in the rate class net income as shown in Exhibit HSG-1, line 9, and the returns on rate base as shown on line 13.

2. PECO’s total distribution revenue requirement for the Future Test Year has been assigned among the rate classes on a cost-causation basis as shown on Exhibit HSG-1, line 22, with amounts shown separately for Distribution charges, Transmission charges, Purchased power, Forfeited discounts and Other revenue on lines 17-21.

3. The increases or (decreases) in rate class revenue needed to produce a return equal to the Company’s proposed overall return are shown in Exhibit HSG-1, line 32.  The increases or (decreases) in Distribution revenue are on line 33 and the increases or (decreases) in Transmission revenue are on line 35.
III. PECO CLASS COST-OF-SERVICE STUDY

11.      Q. Please briefly describe the purpose in performing a class COS study.

A. The purpose of a fully allocated class cost-of-service study is to determine the revenue requirement for each rate class served by the utility.  The revenue requirement for a rate class is that portion of the total cost-of-service incurred by the utility, in this case PECO, can be attributed to that rate class on a cost-causality basis.  In a cost-of-service study, all of the utility’s costs of providing service must be analyzed and assigned or allocated among the rate classes, so that the utility can establish rates that ensure, subject to assumptions such as delivery volumes and customer counts, that it recovers its costs in full.
12.      Q. What are the guiding principles in performing a class COS study?

A. The essential element in performing a COS study is the selection of allocators based on causal relationships between customer demands, load profiles and usage characteristics on one hand and the costs incurred by the Company to meet those requirements on the other hand.  The primary goals in selecting allocators are:
1. recognition of cost causality as opposed to value of service;

2. stability of results over time;

3. logical consistency and completeness; and

4. ease of implementation.
13.      Q. What rate classes are included in the PECO COS study?

A. The rate classes included in the PECO COS study are Residential (rate R), Residential Heating (rate RH), Residential Off-Peak (rate OP), General Service (rate GS), Primary Distribution (rate PD), High Tension (rate HT), Electric Propulsion (rate EP) and Lighting (rates SLS, POL, SLE, AL, TL).
In the COS study, all of the lighting classes in PECO’s current tariff are combined into Lighting, because their cost and usage characteristics are very similar to each other.  These classes are Private Outdoor Lighting (POL), Street Lighting- Philadelphia (SL-P), Street Lighting- Suburban (SL-S), Street Lighting- Customer-owned (SL-E), Traffic Lighting (TL) and Alley Lighting (AL).  In addition, the Company’s new TL Constant Load Device subclass, which is discussed by Mr. Cohn in PECO Statement No. 9, is included in Lighting.
The current CAP Residential (CAP-R) rate class is included in Residential, because cost and usage characteristics are the same and CAP-R rates are designed with reference to Residential rates.  Similarly, the current CAP Residential Heating (CAP-RH) rate class is included in Residential Heating.
The following tariff rates have been, or will be, discontinued and are not represented in the COS study - Residential Time-of-Use, Renewable Energy and Residential Real-Time Pricing.  Net Metering customers are included in R, RH and GS, as applicable.
14.      Q. Please summarize the approach you followed in the PECO COS study.

A. The most critical task in performing any COS study is establishing relationships between customer demands, load profiles and usage characteristics on one hand, and the costs incurred to meet those requirements on the other hand.  This requires an understanding of the utility system design and its relationship to the characteristics of the customers it is designed to serve.
PECO, like most utilities, designs its electric distribution system to meet three primary objectives:

1. To extend distribution services to all customers;

2. To deliver the aggregate peak demand for electricity of all firm delivery customers, and

3. To deliver electricity to customers throughout the year.
It is important that the allocation methods used within a cost-of-service study recognize these cost-causative characteristics of the utility’s plant investments and operating expenses.  A cost-of-service study should objectively reflect cost-causation factors attributable to the utility's customers, their peak demands, and system operations, and, to the extent possible, should not be influenced by desired end-results, customer equity or other rate design considerations.

The PECO COS study I am presenting was performed using the Black & Veatch proprietary Electric Cost of Service Model (“Model”), a Microsoft Excel based computer model.  The Model is a tool that facilitates the preparation of the COS study, speeds up computations and helps create documentation.  The Model uses a three-step process to allocate costs: 1) functionalization of rate base and costs among the following functions - Supply, Transmission, Primary Distribution High Tension (HT), Primary Distribution, Secondary Distribution and Billing (including metering and customer accounts); 2) classification of functionalized costs into demand-related, commodity-related and customer-related cost categories; and 3) class allocation of the functionalized, classified costs among the rate classes.  The Model provides functionalized, classified cost information by rate class, develops unbundled revenue requirements by functional classification and in total for each rate class, and calculates unit costs.

15.      Q. Please describe the functions included in the COS study.
A. The COS study includes the following functions:
Supply- Purchased Power and related costs incurred by the Company, which are recovered under its charges for Default Service.
Transmission- The Company’s bulk transmission system, designed to move power from generation sources to the primary distribution system, operating at voltages of 69 kV and up. 
Primary Distribution High Tension- Designed to move power from the transmission system to the Primary Distribution system, includes substations as well as conductors operating primarily at voltages of 13 kV up to and including 34 kV, and related assets. 
Primary Distribution- Designed to move power from the Primary HT system to the Primary Distribution system, includes conductors operating at voltages of 2.4 kV up to and including 4 kV, and related assets. 
Secondary Distribution- Designed to move power from the Primary Distribution system to customers’ premises; includes services. 
Billing- Includes meter as well as assets and activities related to enabling the distribution of electricity to customers, and billing and collecting revenue. 
16.      Q. Please describe the classification step of a cost-of-service study.

A. In the classification step, the previously functionalized assets and costs are separated according to the system design or operating characteristics that cause those costs to be incurred in the first instance.  Each asset and cost is determined to be incurred to serve customers, to deliver the electricity or commodity year-round or to meet peak demand including coincident and non-coincident peaks.
Customer related costs are the costs incurred to attach a customer to the distribution system, to meter usage and to maintain the customer's account. Customer costs are a function of the number of customers served and continue to be incurred whether or not the particular customer uses any electricity.  They include capital costs associated with services and meters, and operating costs such as customer service, field service, billing and accounting expenses.
Commodity related costs are those costs that vary with the quantity of electricity delivered throughput sold to, or transported for, customers.  These costs include commodity costs and related costs.
Demand, or capacity, related costs are associated with plant that is designed, installed and operated to meet peak usage.  Transmission assets are designed to meet the system peak and are allocated among the rate classes based upon their contributions to the system peak.  Distribution assets are designed to meet the peak loads of the customers they serve and are allocated among the rate classes based upon their respective class non-coincident peaks (“NCPs”).
17.      Q. Do all expenses fit neatly into one of these three classifications?

A. Many costs do fit neatly into one of the three classifications, but some costs must be assigned between two classifications based upon special studies, or based upon how related costs have been classified.
18.      Q. Please describe the class allocation step of a cost-of-service study.

A. In the class allocation step, the functionalized, classified costs are allocated among the rate classes, based on causal relationships with the utility’s system design and operations, its accounting records and its system and customer usage and load data.  Based on those analyses of cost relationships, each plant and cost item in the rate base and revenue requirement is directly assigned to a rate class, or an allocator is selected to apportion the item.
19.      Q. Please explain the term “direct assignment.”
A. The term “direct assignment” means identifying plant investments or costs incurred exclusively to serve a specific customer or group of customers.  Direct assignments best reflect the cost-causation of serving individual customers or groups of customers, and should be used whenever the data are available.
20.      Q. Is a large portion of the assets and costs typically directly assigned in a cost-of-service study?

A. No, most costs must be allocated.  Utility operations are characterized by common facilities.  In addition, direct assignments require detailed information which may be unavailable or may require a great deal of time to prepare.  For those assets and costs that cannot be directly assigned, allocation factors are used to distribute them among the rate classes.
21.      Q. Please explain how allocators are derived.

A. There are two types of allocators that are typically used in performing a cost-of-service study and employed in the Model: external allocators and internal allocators.  External allocators are based on special studies derived from data in the utility’s accounting and other records.  Examples of external allocators are kWh deliveries, number of customers and class NCPs (i.e., Non-Coincident Peaks, the peak electricity demand of each rate class, not necessarily coincident with the system peak or with each other).  Exhibit HSG-6 shows the development of the main external allocators, based on data provided by PECO.
Internal allocators are based on some combination of external allocators, previously directly assigned costs and other internal allocators.  For example, the allocator for property insurance costs is based on plant investment amounts assigned to components of the rate base; it is necessary to compute the rate base before property insurance costs can be allocated.  Both external and internal allocators are used in functionalization, classification and class allocation.
22.      Q. What is the rate base and how does it affect the PECO cost-of-service study?

A. The rate base is the cost, net of accumulated depreciation, of PECO’s investment in plant and other assets used to serve customers.  The revenue requirement includes a return on the rate base at the rate proposed by Mr. Moul in PECO Statement No. 5.
23.      Q. What are the major components of PECO's rate base?

A. For purposes of discussing how I functionalized, classified and allocated the rate base in the PECO COS study, I will refer to the following groupings of rate base items.  After presenting the list, I will describe how I treated each of these major rate base categories:
· Intangible plant

· Distribution plant

· General plant

· Depreciation reserve
· Other rate base items

24.      Q. What is the total rate base?

A. As reflected in Exhibit RLO-1, the total rate base is $3.242 billion.
25.      Q. How did you functionalize, classify and allocate among the rate classes each component of the rate base?

A. The principal allocators for each component of the rate base are:
Intangible plant represents the costs of Franchises and Consents and Other Intangible Assets.  It was functionalized, classified and allocated in proportion to Distribution Rate base (i.e., excluding Supply and Transmission functions).
Distribution plant comprises:

Land and Land Rights, Stations and Structures and Improvements were functionalized to Primary HT Distribution, classified as demand and allocated among the rate classes based on their respective class NCPs at the Primary HT level.

Poles, Towers and Fixtures; Overhead Conductors and Devices; Underground Conduit; Underground Conductors & Devices were functionalized between Primary HT Distribution / Primary Distribution on one hand, and Secondary Distribution on the other hand, based on a study provided by PECO of the respective costs (Exhibit HSG 6, p. 11) .  The Primary HT / Primary portion was split between Primary HT and Primary based on a study provided by PECO of the respective circuit miles (Exhibit HSG 6, p. 12).  Costs identified to Primary HT and Primary were classified as demand-related and allocated among the rate classes based on their respective NCPs at the Primary HT and Primary voltage levels, respectively (Exhibit HSG 6, p. 21).  Costs identified to Secondary Distribution were classified as customer-related and allocated based on the number of customer locations served.
Line Transformers were functionalized to Secondary Distribution and allocated among the rate classes based on NCPs at Secondary voltage (Exhibit HSG 6, p. 21).
Services connect individual customers to the system, and were functionalized to Secondary Distribution, classified as customer related and allocated based on the estimated total replacement cost for each rate class (Exhibit HSG 6, p. 13).  Total replacement cost of Services for a rate class was estimated by multiplying: X) estimated replacement cost of a service for the class by Y) number of customer locations in the class.
Meters were functionalized to Billing, classified as customer related and allocated based on the estimated total replacement cost for each rate class.  PECO uses meters provided by a third party for approximately 60% of Residential, Residential Heat, Off-Peak and General Service customers; for these rate classes the meter replacement cost used was the installed cost to PECO (Exhibit HSG 6, p. 14).
Street Lighting and Signal Systems were functionalized to Secondary Distribution, classified as customer-related and directly assigned to Lighting.
General plant includes primarily Structures and improvements (relating to administrative activities), Tools, and Communications equipment, as well as other assets.  These assets were functionalized, classified and allocated among rate classes based on direct labor content of operating expenses, reflecting the nature of the assets and common cost-of-service practice.
Depreciation reserve was provided by PECO detailed for each asset account; each component of the Depreciation reserve was functionalized, classified and allocated among rate classes in the same ratio as the related assets.
Other Rate Base Items includes primarily Materials and supplies, Accumulated deferred income taxes, Customer deposits, Common plant, Customer advances for construction, and Working capital, which are discussed below.

Materials and supplies was functionalized, classified and allocated among rate classes in proportion to plant in service.

Accumulated deferred income taxes was functionalized, classified and allocated among rate classes in proportion to plant in service.
Customer Deposits were directly assigned to rate classes based on information provided by PECO (Exhibit HSG 6, p. 15).

Common plant contains assets similar to those customarily found in General Plant, and was also functionalized, classified and allocated among rate classes based on direct labor content of operating expenses.
Customer Advances were functionalized to Secondary Distribution, classified as customer-related and allocated among the rate classes based on Secondary Distribution assets.
Working capital represents PECO’s need for cash to keep the business running until revenues are collected to pay costs.  Working capital was directly assigned to supply and transmission based on Mr. O’Brien’s Lead Lag Study in PECO Statement No. 3.; these amounts were allocated based on Purchased power costs and contribution to system peak (1 CP) respectively  The balance of Working capital was functionalized, classified and allocated among rate classes in proportion to operating expenses.
26.      Q. What are the major categories of PECO's costs?

A. The major cost categories in PECO’s cost-of-service are:
· Distribution operating and maintenance expenses
· Customer accounts and service expenses
· Administrative and general expenses

· Depreciation expense

· Tax expense, other than on income

· Income tax expense

27.      Q. In determining how to treat these expenses in the cost-of-service study, was there any other important category of costs that you considered?

A. Yes, labor costs affect most of the cost categories because many costs are assigned based on the direct labor content of other costs.  For example, Administrative & General Salaries, Account 920, is allocated among rate classes based on the direct labor content of operating expense accounts.  To enable these allocations to be performed, the direct labor content of each cost account was obtained from PECO, and appropriate allocators were developed.
28.      Q. What costs are included in PECO's Distribution operating and maintenance expenses and how were these costs, functionalizeed, classified and allocated among the rate classes?

A. PECO’s Distribution operating and maintenance costs includes operating and maintenance costs for its distribution system including stations; poles, towers and fixtures; overhead and underground conductors and related equipment; meters; line transformers; lighting; and other assets.  The cost-of-service study also includes costs of Purchased power that are recovered through charges for Default Service.  Each cost was analyzed to determine which assets it was incurred to operate or maintain, and the cost was functionalized, classified and allocated among rate classes in the same manner as those assets.
In addition to the costs of operating and maintaining PECO’s distribution system, distribution costs includes:

Customer-installation expenses - Field investigations and high bill complaints and potential and actual energy theft; allocated based on number of customers.

Miscellaneous distribution expenses and Rents - Information technology and other costs for all Distribution assets; functionalized, classified and allocated among rate classes in proportion to total distribution asset costs.
29.      Q. What costs were included in PECO's customer accounts and service expenses and how were  these costs functionalized, classified and allocated among the rate classes?

A. Customer-accounts costs includes primarily meter-reading expenses, customer records and collection expenses, uncollectible-accounts expense, miscellaneous customer accounts expense and customer-assistance expense.  These costs were functionalized to Billing and classified as customer-related.
Meter reading expenses were allocated among rate classes based on the monthly costs of reading meters; for meters provided by the third party, this amount is the monthly meter read charge (Exhibit HSG 6, p. 14).
Customer records and collection expenses includes activities for billing, call center, payment processing, recoveries, support for CAP rates and terminations and restorations.  The account was analyzed in detail to identify different activities and each activity was allocated among the rate classes using an appropriate allocation basis (Exhibit HSG 6, p. 16).  For example, the cost of billing activities was allocated based on customer counts, and call center costs were allocated based on a study of the nature of calls.
Uncollectible accounts expense, or bad debts expense, was allocated among rate classes based on the Company’s experience over the five-years 2005-2009 (Exhibit HSG 6, p. 19).

Miscellaneous customer accounts expense includes the usage fee for third party meters, which was allocated based on actual costs; automated voice response system costs, which was allocated based on a study of the nature of calls; and other customer related costs, which were allocated based on number of customers (Exhibit HSG 6, p. 17).
Customer Assistance expense comprises costs for the LIURP program, marketing and conservation.  The account was analyzed in detail to identify different activities and each activity was allocated among the rate classes using an appropriate allocation basis (Exhibit HSG 6, p. 18).

30.      Q. How were administrative and general expenses functionalized, classified and allocated among rate classes?

A. Administrative and general (“A&G”) expenses include administrative and general salaries, office supplies and expenses, outside services, property insurance costs, injuries and damages, employee benefits, regulatory commission expenses, general advertising expenses, miscellaneous general expenses, maintenance of general plant and rents.
Except for items discussed immediately below, A&G costs are related to labor costs and therefore were functionalized, classified and allocated among rate classes in the same ratio as direct labor content.

Property insurance costs were functionalized, classified and allocated among rate classes in the same ratio as plant in service.

Regulatory commission expenses were functionalized to Billing, classified as customer-related and allocated among rate classes in proportion to revenue.
General advertising expenses and Miscellaneous general expenses were functionalized, classified and allocated among rate classes in the same ratio as Distribution rate base.
31.      Q. How was depreciation expense functionalized, classified and allocated among the rate classes?

A. Depreciation expense was provided by PECO detailed for each asset account; each component of the Depreciation reserve was functionalized, classified and allocated among rate classes in the same ratio as the related assets.
32.      Q. How were taxes other than gross receipts tax and income taxes functionalized, classified, and allocated among the rate classes?

A. Taxes other than gross receipts tax and income taxes includes PURTA, capital stock tax, payroll-related taxes, local use taxes and real estate taxes.  Payroll-related taxes were functionalized, classified and allocated among rate classes based on direct labor content; capital stock based on Distribution rate base; PURTA and real estate taxes based on Distribution plant; and local use taxes based on operating expenses.
33.      Q. How was gross receipts tax functionalized, classified, and allocated among the rate classes?

A. Gross receipts tax is based on transmission and distribution revenue, purchased power revenue and forfeited discounts (i.e., late payment charges), and was computed for each function, classification and rate class on that basis.
34.      Q. How was income tax expense functionalized, classified and allocated among rate classes?

A. Income tax expense, which is computed based on revenue at present rates, was functionalized, classified and allocated among rate classes in proportion to the pre-tax income at present rates.
35.      Q. How was revenue at present rates computed for each rate class?

A. Distribution revenue at present rates is shown on the proof of revenue at Exhibit HSG 6, pages 4-9 (distribution charges) and page 10 (transmission charges).  The total was functionalized and classified based on pro forma revenue requirements, and was allocated among the rate classes based on the budgeted revenue as shown in the proof of revenue.  Distribution revenue at present rates for each rate class is shown on Exhibit HSG-1, line 1.
Supply charge revenue was functionalized to Supply and allocated among the rate classes based on MWh of generation.  For each rate class and in total, Supply charge revenue was equal to Supply cost-of-service except for very minor differences.
Transmission charge revenue was functionalized to Transmission and allocated among the rate classes based on budgeted transmission revenue as shown in the proof of revenue.

Finance charge revenue was functionalized to Billing and allocated based on historical experience for write-offs.
Rent for Electric Property represents pole rental revenue and was functionalized, classified and allocated in the same ratio as Poles, Towers and Fixtures.


Decommissioning Payments, which is a negative revenue amount in the Future Test Year, represents PECO’s transfer to Exelon Generation pursuant to a restructuring agreement and a Commission Secretarial Letter, amounts that it collects from customers for nuclear decommissioning expense.  This amount was allocated among the rate classes in the same ratio as the revenue had been collected, that is, 1 CP- Transmission.


Other Electric Revenue was allocated among the rate classes based on MWh at the meter.
IV. DEVELOPMENT OF RATE CLASS REVENUE REQUIREMENT

36.      Q. How did you develop the revenue requirements for each class?

A. The revenue requirements for each rate class are computed in the same manner as that used by Company witness Mr. O’Brien in PECO Statement No. 3 to compute the overall revenue requirement for 2010.  The revenue requirements for each rate class are the sum of its allocated operating expenses, depreciation expense, general taxes, return on rate base and income tax expense.  Return on rate base for each rate class was computed by multiplying the rate class’ rate base by the proposed system average rate of return.  Income taxes included in the revenue requirement for each rate class were computed directly by grossing up the required return on rate base for the class at the income tax rate related to the overall revenue requirement.  Exhibit HSG-1, line 22 and Exhibit HSG-1A, line 209, both show the total rate class revenue requirements based on fully allocated distribution cost-of-service at the proposed system rate of return; Exhibit HSG-1, line 17 shows the portion of the total proposed by PECO to be collected in distribution rates.
37.      Q. How did you determine the increase or decrease in revenue needed for each class to produce the system average rate of return?

A. The increase or decrease needed for each rate class is computed by comparing the revenue requirements for each rate class to the revenue that is forecast at present rates for that class.  This is the same method used by Mr. O’Brien in PECO Statement No. 3 with respect to the overall revenue requirement and revenue deficiency.  The increases or (decreases) in rate class revenue needed to produce a return equal to the Company’s proposed overall return are shown in Exhibit HSG-1, line 32 (total increase is $316,359,000).  The increases or (decreases) in Distribution revenue are on line 33 (total increase is $288,365,000) and the increases or (decreases) in Transmission revenue are on line 35 (total increase is $26,681,000).  In addition, Forfeited discounts are expected to increase by $1,313,000 as a result of the increase in rates.
V. RESULTS OF THE PECO COST-OF-SERVICE STUDY

38.      Q. Please describe the information on Exhibit HSG-1.

A. Exhibit HSG-1 compares the revenue at current rates provided by each rate class to the revenue requirement allocated on a cost-of-service basis.
Net income at present rates is shown on line 9.  It is computed by subtracting operating expenses (line 6) and income tax expense (line 8) from revenue at present rates (line 5).  The return on rate base at present rates for each rate class is shown on line 13, and the relative returns are shown on line 14.
Line 22 shows each rate class’ revenue requirement (including revenue from Distribution charges, Transmission charges, Purchased power, Forfeited discounts and Other revenue) at the proposed rate of return.  Line 24 shows the operating expenses, line 25 shows uncollectibles expense, line 26 is gross receipts tax and line 28 is income tax expense; lines 24-26 are based on the revenue requirement.  Line 29 shows Net income at the revenue requirement assuming each rate class pays it full cost-of-service, and line 30 shows rate of return on rate base for each rate class.
Line 32 shows the increase (decrease) in revenue indicated for each rate class; it is the difference between the revenue requirement at full cost-of-service (line 22) and present revenue (line 5).  Line 33 shows the increase (decrease) in distribution charges for each rate class; it is the difference between required revenue from distribution charges (line 17) and present revenue (line 1).  Line 35 shows the increase (decrease) in transmission charges for each rate class; it is the difference between required revenue from transmission charges (line 18) and present revenue (line 2).
39.      Q. Please describe the information on Exhibits HSG-1A though 1F.

A. Exhibit HSG-1A summarizes the allocation results on Exhibits HSG-4A through 4G.  Exhibit HSG-1A shows the allocation of each element of rate base (lines 1-68, operating expenses (lines 69-120), depreciation expense (lines 121-137) and taxes (lines 138-157) among the rate classes.  Total expenses are on line 158.  The exhibit then shows revenues at present rates (lines 160-169) and Net income at present rates (line 172).
A summary of net income at present rates is on lines 174-168, the rate base is on line 190 and the return on rate base at present rates is on line 191.
Class revenue requirements are developed on lines 193-209, revenue at present rates is on line 211 and the excess or (deficiency) is on line 212.
Exhibit HSG-1B summarizes the results of the Class Allocations on Exhibits HSG-4A through 4G by functional classification.  Exhibit HSG-1C presents the functionally classified revenue requirement on a unitized basis.

Exhibit HSG-1D presents unitized customer-related revenue requirement for each rate class (line 32), and those items typically included in the customer charge in Pennsylvania (shaded lines, summarized on line 32).  Exhibit HSG-1E develops the unitized Meter-related revenue requirement for each rate class.
40.      Q. Please describe the information on Exhibits HSG-2.

A. Exhibit HSG-2 shows how each element of the revenue requirement has been allocated among the functions.  The exhibit shows the allocator selected for each element, and the result of the allocation.  The line captions are the same as in Exhibit HSG-1A.
41.      Q. Please describe the information on Exhibit HSG-3.

A. Exhibit HSG-3 shows how each element of the Secondary Distribution functional revenue requirement was classified as demand-related or customer-related.  The exhibit shows the allocator selected for each element, and the result of the allocation.  The line captions are the same as in Exhibit HSG-1A. Items functionalized to Supply are classified 100% commodity, items functionalized to Transmission, Primary HT and Primary are classified 100% demand and items functionalized to Billing are classified 100% customer, therefore there is no need to show the classification of these functions.
42.      Q. Please describe the information on Exhibits HSG-4A through HSG-4G.

A. Exhibits HSG-4A through HSG-4G shows how each element of each functionally classified revenue requirement is allocated among the rate classes.  Each shows the allocator selected for each element, and the result of the allocation.  The line captions are the same as in Exhibit HSG-1A.
43.      Q. Please describe the information on Exhibits HSG-5A through HSG-5E.

A. Exhibit HSG-5A shows the values for functional assignment and allocation of each element of the revenue requirement.  Exhibit HSG-5B shows the values for classification of the Secondary Distribution components.  Exhibit HSG-5C shows the values for assignment and allocation of functionally classified components of the revenue requirement among the rate classes.
Exhibit HSG-5D shows the allocator used for each account, at each step: functionalization; classification; and allocation among rate classes.  Classification is shown only for Secondary Distribution, as all other functions are 100% classified to commodity, demand or customer.
Exhibit HSG-5E presents the Labor cost report.  The Labor percentages shown on the exhibit are applied to the functionally classified account balances on Exhibits HSG-4A through HSG-4G and the resulting Labor allocators are shown on Exhibits HSG-5A, HSG-5B and HSG-5C.

44.      Q. Please explain how the unit-cost results presented in Exhibit HSG-1C were prepared.

A. The Electric COS Model calculates the revenue requirement for each functional classification, as shown on line 209 of Exhibits HSG 4A-4G (Supply Commodity, Transmission Demand, Primary HT Distribution Demand, Primary Distribution Demand, Secondary Distribution Demand, Secondary Distribution Customer and Billing Customer).  The functionally classified revenue requirements are unitized by dividing the totals by the appropriate billing units, as shown on the exhibit.

45.      Q. Which costs were considered in developing the proposed customer charges?

A. The proposed customer charges are based on the specific customer-classified costs in the PECO COS study which are typically considered in Pennsylvania.  Customer related costs include all costs incurred to attach a customer to the distribution system, to meter usage and to maintain the customer's account.  They include capital costs associated with services and meters, and operating costs such as operation and maintenance of these assets, metering and billing and customer service and account expenses.  Total customer costs by rate class for the Future Test Year are shown on Exhibit HSG-1D, line 32.

The costs typically considered in Pennsylvania in developing customer charges are presented on a customer-month basis on line 33, and include the costs on line 10 and lines 13-18.

46.      Q. Please describe the information on Exhibit HSG-6.

A. Exhibit HSG-6 presents the development of the external allocator values.  These are described in the table below.  Except where noted, all data are for the Future Test Year.
Index (page 1)
Summary of External Allocator Values- Class Allocation (page 2)
Summary of External Allocator Values- Functionalization (page 3)
Distribution Revenue at Current Rates (pages 4-9)- Distribution revenue at current rates for 2010, using forecast customer counts, kWh and kW, and current rates
Transmission Revenue at Current Rates (page 10)- Transmission revenue at current rates for 2010

Conductors- Functional Splits (page 11)- Splits Overhead Conductors and Underground Conductors between Primary HT / Primary on one hand, and Secondary on the other hand, based on cost splits.  Same for Underground Conductors.
Conductors- Primary Splits (page 12)- Splits Overhead Conductors Primary HT and Primary, based on conductor mileage splits.  Same for Underground Conductors.

Service Costs (page 13)- Computes investment in services for each rate class at average replacement cost for the period 2004-2009.

Meter Costs (page 14)- Computes investment in meters for each rate class using total installed costs for meters provided by third party.  Computes monthly meter reading fees for each rate class using costs for meters provided by third party.  Computes meter asset use fee for each rate class using total costs for meters provided by third party; this information is used in Account 905 allocator.

Customer Deposits (page 15)- Average customer deposit balances for the period December 2006-May 2009.
Acct903 Allocator (page 16)- Allocates each activity in Customer Records and Collection, Account 903, using an appropriate external allocator.  Rows 1-9 list each activity, the cost of the activity and the allocator assigned to it.  Row 10 summarizes the costs by rate class, and the allocator values are on row 11.

Acct905 Allocator (page 17)- Allocates each activity in Miscellaneous Customer Accounts, Account 905, using an appropriate external allocator.  Rows 1-3 list each activity, the cost of the activity and the allocator assigned to it.  Row 4 summarizes the costs by rate class, and the allocator values are on row 5.

Acct908 Allocator (page 18)- Allocates each activity in Customer Assistance, Account 908, using an appropriate external allocator.  Rows 1-5 list each activity, the cost of the activity and the allocator assigned to it.  Row 6 summarizes the costs by rate class, and the allocator values are on row 7.

Write-Offs (page 19)- Computes the allocator values for the Write-Off allocator using Net write-offs for 2005-2009.

Over60 (page 20)- Computes the allocator values for the Over60 allocator.  The column OVER60-Dol Allocator shows the percentage of the PECO Electric total accounts receivable over 2 months outstanding for each rate class, at each month-end from November 2008-October 2009.

Demand Allocators (page 21)- Computes the demand allocators used in the COS study.

MWh Sales at Voltage Levels (page 22)- Computes MWh at the generator based on 2010 sales at the meter and loss factors, for each rate class.

VI. CONCLUSION

47.      Q. Does this conclude your direct testimony?

A. Yes.
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