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LIST OF ISSUES AND MAJOR CONCLUSIONS 

 

BGE’s analysis in computing the Administrative Adjustment component of the 

Administrative charge is flawed because it does not include costs related to SOS, 

which are currently embedded in distribution service. 

BGE’s proposed Administrative Adjustment of 1.00 mills for Residential, Type I, 

Type II and HPS does not include certain costs the Commission ordered to be 

placed in SOS costs in Order No. 87891. 

UHY recalculated the Administrative Adjustment to include additional costs 

related to SOS.  UHY’s proposed Administrative Adjustment is 11.82 mills per 

kWh for Residential and 21.06 mills per kWh for Type I, Type II and HPS. 

UHY has also provided an alternate computation to common size, or normalize, 

the Administrative Adjustment rate across all SOS customer classes.  UHY’s 

proposed Administrative Adjustment using the alternate computation is 13.89 

Mills per kWh for Residential, Type I, Type II and HPS. 
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I. INTRODUCTION AND BACKGROUND 1 

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TITLE. 2 

A. My name is Chris Peterson.  My business address is 27725 Stansbury Blvd., Suite 3 

200, Farmington Hills, MI 48334. 4 

Q. BY WHOM ARE YOU EMPLOYED, AND ON WHOSE BEHALF ARE 5 
YOU TESTIFYING? 6 

A. I am a Principal of UHY Advisors MI, Inc. (“UHY”) and lead the Fraud and 7 

Forensic Accounting Group out of the Michigan offices. I have worked at UHY, a 8 

national accounting and consulting services firm, for more than twenty years.  I 9 

am submitting this testimony on behalf of the Energy Supplier Coalition 10 

(“Coalition”).  The Coalition is a group of competitive retail electric and natural 11 

gas suppliers comprised of NRG Energy, Inc., Direct Energy Services, LLC, 12 

Vistra Energy Corp. and Interstate Gas Supply, Inc. d/b/a IGS Energy.  13 

Q. IN WHAT AREAS DO YOU SPECIALIZE? 14 

A. I specialize in providing forensic accounting and expert witness services in both 15 

the private and government sectors. I also have extensive experience with fraud 16 

investigations, accounting matters, audits of financial statements, and other attest 17 

engagements.  18 

Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE. 19 

A. My professional experience includes the provision of forensic accounting and 20 

expert witness services for litigation and alternate dispute resolution cases. I have 21 

served as a court appointed forensic accountant and have conducted examinations 22 

for asset misappropriations and fraudulent financial reporting. Other areas in 23 
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which I have professional experience include:(i) internal investigations involving 1 

corruption and governance concerns; (ii) hidden asset discovery and 2 

recovery/damage mitigation for victims of fraud; (iii) assessment of financial 3 

internal controls; (iv) defense of professional malpractice claims for auditors and 4 

accountants; and (v) defense of taxpayers in criminal investigations by the 5 

Internal Revenue Service. Additional information about my professional 6 

experience is included in UHY Exhibit CP10. 7 

Q. PLEASE DESCRIBE YOUR RECENT WORK IN THE GOVERNMENT 8 
SECTOR. 9 

A. I led a team from UHY that was engaged by the State of Michigan to provide 10 

accounting and financial reporting assistance to the Detroit Financial Review 11 

Commission ("DFRC"). The DFRC was created by State statute to provide 12 

financial oversight following the City of Detroit's exit from bankruptcy, which 13 

was the largest municipal bankruptcy in United States history – in excess of $18 14 

billion. I served as a financial expert for the DFRC, and provided an analytical 15 

cross-walk between the Emergency Manager's budget for 2015-2016 and budgets 16 

prepared by the City of Detroit for 2016-2019.  In addition, I have assisted the 17 

General Retirement Systems of the City of Detroit with an internal investigation, 18 

governance, and internal control structure enhancements in periods following the 19 

City's bankruptcy. I have also performed a forensic accounting investigation of 20 

certain expenditures by the former director of the Macomb County Public Works 21 

Department, at the request of its current director, Candice Miller (the former U.S. 22 

Representative for Michigan and former Michigan Secretary of State). A 23 
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corruption probe by the Federal Bureau of Investigation of the former director is 1 

currently ongoing.  2 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND. 3 

A. I graduated from Grand Valley State University, cum laude, with a Bachelor of 4 

Arts degree in Accounting. I am also a licensed Certified Public Accountant in 5 

Michigan. In addition, I am a Certified Fraud Examiner and Certified Internal 6 

Auditor. 7 

Q. HAVE YOU EVER TESTIFIED BEFORE THE MARYLAND PUBLIC 8 
SERVICE COMMISSION (“COMMISSION”)? 9 

A. No. 10 

Q. HAVE YOU EVER TESTIFIED BEFORE ANY OTHER UTILITY 11 
REGULATORY AGENCY? 12 

A. Yes.  I submitted direct and surrebuttal testimony in a proceeding before the 13 

Pennsylvania Public Utility Commission (“PAPUC”) in 2018.  The matter 14 

involved PECO Energy Company, an affiliated entity of Baltimore Gas and 15 

Electric Company (“BGE” or “Company”) through common ownership by 16 

Exelon Corporation.  My testimony addressed the allocation of indirect expenses 17 

between Distribution service and Default service with respect to PECO’s 2018 18 

Tariff – Electric. PAPUC v. PECO Energy Company, Docket No. R-2018-19 

3000164. 20 

Q. HAVE YOU PROVIDED TESTIMONY IN OTHER FORUMS? 21 

A. Yes. I have provided trial and deposition testimony in a number of proceedings 22 

and jurisdictions, which are identified in UHY Exhibit CP11. My testimony as an 23 
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expert witness covers reports on fraud and forensic accounting examinations, 1 

internal audit investigations, opinions on various cost allocation principles and 2 

methodologies, accounting and auditing principles, and standards and practices. 3 

Q. PLEASE STATE GENERALLY WHAT FORMS THE BASIS OF YOUR 4 
RECOMMENDATIONS IN THIS TESTIMONY. 5 

A. My recommendations are based on my review of BGE’s Application for 6 

Adjustments to Electric and Gas Base Rates and Other Tariff Revisions (Case No. 7 

9610), filed May 24, 2019, and BGE’s Company Recommended Electric 8 

Distribution Cost of Service Study (“ECOSS”) and supporting testimony, as well 9 

as discovery responses provided by BGE.  In addition, I have reviewed BGE’s 10 

filings made with the Federal Energy Regulatory Commission (“FERC”) and 11 

BGE’s 2019 Cost Allocation and Transfer Pricing Manual (“CAM”).  I have also 12 

reviewed certain Commission Orders including Case No. 9064: Order No. 81102 13 

– Standard Offer Service (“SOS”), Case No. 9221: Order No. 87891-SOS 14 

Components and Administrative Charge, and Case No. 8950: Order No. 80265-15 

Gas Administrative Charge. 16 

Q. WHAT IS THE SUBJECT MATTER OF YOUR TESTIMONY? 17 

A. In Case No. 9221, the Commission issued Order No. 87891 in which it concluded 18 

that an “Administrative Charge is the appropriate method to allow recovery by 19 

BGE of its ‘variable, prudently incurred costs associated with the procurement or 20 

production of electricity plus a reasonable return.’”1  The Commission ordered the 21 

                                                 

1  Order No. 87891, p. 25. 
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Administrative Charge to consist of five components, as follows:  Incremental 1 

Costs (actual SOS-related); Uncollectible Costs (actual SOS-related); Cash 2 

Working Capital Revenue Requirement; a Return; and an Administrative 3 

Adjustment component.2  The Commission set the initial Administrative 4 

Adjustment component at 0 mills/kWh, and ordered BGE to include computations 5 

for the Administrative Adjustment based on the Company’s cost of service study 6 

in its next rate case.3  In this proceeding, BGE has presented its proposed 7 

Administrative Adjustment, which is the subject matter of my testimony.   8 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 9 

A. The purpose of my testimony is to demonstrate that BGE’s analysis in computing 10 

its proposed Administrative Adjustment is flawed.  My testimony will show that 11 

BGE has not properly allocated costs related to SOS, which are currently 12 

embedded in distribution service to the Administrative Adjustment component of 13 

its Administrative Charge.  My testimony will also show that the 14 

recommendations I make with respect to increases to the Administrative 15 

Adjustment are consistent with the concepts of the BGE’s 2019 CAM, sound 16 

financial accounting cost allocation methodologies, and best practices across a 17 

wide variety of industries. 18 

                                                 

2 Id., pp. 25-26. 
3  Id., p. 26. 
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Q. PLEASE SUMMARIZE YOUR FINDINGS. 1 

A. My testimony addresses BGE’s proposed Administrative Adjustment of 1.00 Mill 2 

per kilowatt hour (“kWh”), which equates to one-tenth of a cent, as a component 3 

of the Administrative Charge for all SOS customer classes. The Administrative 4 

Adjustment proposed for the residential class amounts to a cost adjustment of 5 

$9,564,533 from a total pool of administrative costs of $43,860,239.  Based upon 6 

my review of BGE’s presentation, I believe BGE’s computation of only 1.00 Mill 7 

per kWh for the Administrative Adjustment is significantly understated, and falls 8 

far short of meeting the letter and the spirit of the Commission’s Order. 9 

BGE has omitted significant administrative and general expenses from its 10 

computation of the Administrative Adjustment, including costs of corporate 11 

governance, information technology (“IT”), human resources (“HR”) and other 12 

outside services.   Similarly, BGE has failed to include costs related to customer 13 

accounts, customer service and information, depreciation and amortization, and 14 

allowed return on working capital.  Additionally, BGE’s allocation of 15 

administrative costs to call center, regulatory, accounting and legal functions are 16 

understated and lack support in the data that BGE has provided.   17 

Due to BGE’s omissions from the Administrative Adjustment and the 18 

understatement of costs associated with certain functions that support SOS, I am 19 

recommending that these errors be corrected.  Through the correction of these 20 

errors, I have arrived at cost adjustment for the residential class associated with 21 
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the SOS Administrative Adjustment of $114,299,607.  This information is 1 

presented in UHY Exhibit CP2 and shown in Table CP1, below: 2 

 3 

The result of my proposals is that BGE’s Administrative Adjustment would be 4 

increased to 11.82 Mills per kWh for the residential customer class and 21.06 5 

Mills per kWh for the commercial and industrial classes.  This information is 6 

presented in UHY Exhibit CP3. 7 

II. BGE’S PROPOSED SOS ADMINISTRATIVE ADJUSTMENT 8 
COMPONENT 9 

Q. WHAT IS THE PURPOSE OF THE ADMINISTRATIVE ADJUSTMENT 10 
COMPONENT?   11 

A. Mark D. Case, BGE’s Vice President of Regulatory Policy and Strategy, provided 12 

direct testimony addressing the Commission’s directive to conduct a cost of 13 

in US Dollars Table CP1

Administrative Adjustment Residential

1 Bill ing System Amortization Expense 1,535,786$            
2 Bill ing System Unamortized Costs 1,112,920               
3 Credit & Collections 3,422,086               
4 Bill ing 1,350,648               
5 Call  Center 3,114,680               
6 Regulatory 856,283                  
7 Accounting 12,773                    
8 Legal 965,950                  
9 Customer Accounts Expenses 16,681,814            

10 Customer Service & Info Expenses 1,481,365               
11 Administrative & General Expenses 39,737,534            
12 Depreciation and Amortization 43,873,599            
13 Allowed Return on Working Capital 154,170                  
14 Total Revenue Requirement 114,299,607$        
15 ÷ MWH (2018 calendar year) 9,671,588               

16 Mills per kWh 11.82                       
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service study for the Administrative Adjustment.  Mr. Case states: “The purpose 1 

of the study is to set the Administrative Adjustment component of the SOS 2 

Administrative Charge at a level to better align BGE’s total SOS price with the 3 

electric supply market price, thus leveling the playing field between the Company 4 

and alternative suppliers.”4  The Commission provided additional insight by 5 

stating: “The Administrative Adjustment Component was meant to unbundle 6 

those incremental costs for SOS that are weaved into BGE’s distribution rates 7 

while also keeping the Company’s SOS prices competitive with retail energy 8 

suppliers’ costs and prices.”5 9 

Q. HOW DOES BGE PROVIDE ITS COST OF SERVICE STUDY FOR THE 10 
ADMINISTRATIVE ADJUSTMENT? 11 

A. Jason M. B. Manuel, BGE’s Revenue Policy Manager, also provided direct 12 

testimony.  A portion of Mr. Manuel’s testimony sponsors the Company’s 13 

ECOSS.  Mr. Manuel also discusses the cost of service study for BGE’s Electric 14 

SOS Administrative Adjustment, as required by the Commission’s Order No. 15 

87891, and includes computations for BGE’s proposed Administrative 16 

Adjustment.  17 

                                                 

4  Direct Testimony of Mark V. Case, p. 15. 
5  Order No. 87891, p. 22. 
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Q. CAN YOU BRIEFLY EXPLAIN BGE’S APPROACH TO THE 1 
ADMINISTRATIVE ADJUSTMENT COMPUTATIONS?  2 

A. Yes.  Mr. Manuel’s testimony states “the Company then identified those types of 3 

costs and cost centers that support SOS”6 but were not already functionalized (i.e. 4 

included) in other components of the SOS Administrative Charge.  Such costs and 5 

cost centers were deemed non-incremental to SOS.  Next, BGE “determined a 6 

reasonable approach for functionalizing a portion of the non-incremental costs to 7 

SOS and then allocating those costs by SOS customer class.”7 8 

Q. DO YOU HAVE AN OPINION ON THE REASONABLENESS OF BGE’S 9 
ALLOCATION APPROACH? 10 

A. Yes.  I think the approach that BGE used for allocating costs to the 11 

Administrative Adjustment is reasonable.  However, I believe that BGE’s actual 12 

computation of the Administrative Adjustment is flawed.   13 

Q. PLEASE EXPLAIN YOUR OBSERVATION ABOUT BGE’S FLAWED 14 
ANALYSIS.   15 

A. BGE identified certain “non-incremental” costs and cost centers as supporting 16 

SOS which included: “billing (including the billing system), credit & collections, 17 

customer call center, regulatory, accounting, and legal.”8  These non-incremental 18 

costs are often referred to as “cost pools.”9  BGE’s identification of certain non-19 

                                                 

6  Direct testimony of Jason M. B. Manuel, p. 30. 
7  Id., p. 31. 
8 Id.  
9  “Cost pools” is a term of art in accounting, often used in reference to a commonly used 

cost allocation approach called Activity-Based Costing (“ABC”). ABC will be discussed 
later in Part III of my testimony.  
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incremental costs for the Administrative Adjustment cost pool provides a good 1 

starting point.  However, BGE failed to consider other significant non-incremental 2 

costs attributable to SOS in the computations.    3 

Q. COULD YOU PLEASE PROVIDE EXAMPLES OF COSTS THAT BGE 4 
DID NOT CONSIDER?   5 

A. Yes.  In Order No. 87891, the Commission stated the Administrative Adjustment 6 

should “place into SOS costs – costs that retail suppliers bear and report on FERC 7 

reporting forms – that are not fully represented by the incremental costs recovered 8 

in the Administrative Charge, such as: cost of billing, marketing and 9 

advertisement for customer acquisition; call center operations; product and price 10 

formation; hedging supply commitment; electronic data information; PJM 11 

membership fees; staffing for human resources; and policy and legal services.”10  12 

Of this limited list of cost categories identified by the Commission, BGE’s 13 

computation of the Administrative Adjustment only includes billing, call center 14 

operations and legal services.  It contains none of the other costs that the 15 

Commission said should be allocated to SOS.   16 

Moreover, the use of the term “such as” in the Commission’s order makes clear 17 

its intent was not to provide a complete list of costs to be included in the 18 

Administrative Adjustment.  But rather, the Commission’s Order provides the 19 

general directive that “The Administrative Adjustment Component was meant to 20 

                                                 

10  Order 87891, p. 22. (underline added) 
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unbundle those incremental costs for SOS that are weaved into BGE’s distribution 1 

rates while also keeping the Company’s SOS prices competitive with retail energy 2 

suppliers’ costs and prices.”11  I will identify other costs in my testimony that 3 

BGE should have also included in the Administrative Adjustment to reflect the 4 

costs that it incurs to provide SOS. 5 

Q. WHAT IS THE ADMINISTRATIVE ADJUSTMENT PROPOSED BY 6 
BGE? 7 

A. BGE proposes a 1.00 Mill per kWh Administrative Adjustment for all SOS 8 

customer classes.12  This equates to one-tenth of a cent.  The SOS customer 9 

classes are Residential, Type I, Type II, and Hourly-Priced Service, in accordance 10 

with BGE’s electric Rider 1 – SOS.  The cost of service study for BGE’s 11 

proposed Administrative Adjustment is presented in Company Exhibit JMBM-7, 12 

included in Mr. Manuel’s testimony.  It should be noted that the 1.00 Mill per 13 

kWh Administrative Adjustment proposed by BGE has been rounded up from the 14 

.99 Mills per kWh, as calculated in Company Exhibit JMBM-7.  BGE’s 15 

computation of the Administrative Adjustment is presented in UHY Exhibit CP1, 16 

and serves as the base computation. 17 

                                                 

11  Id. 
12  Direct Testimony of Jason M. B. Manuel, p. 36. 
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Q. WHAT DOES UHY EXHIBIT CP1 SHOW REGARDING BGE’S BASE 1 
COMPUTATION? 2 

A. UHY Exhibit CP1 reflects BGE’s proposed allocation of costs to the 3 

Administrative Adjustment for the residential class is $9,564,533 from a total cost 4 

pool of $43,860,239 in administrative costs for BGE’s electric operating division.  5 

It further shows that BGE used percent of commodity revenue for the allocation 6 

of costs for Billing System Amortization Expense, Billing System Unamortized 7 

Costs, Credit & Collections and Billing.  BGE allocated Call Center costs on the 8 

basis of a calculated number of calls.  As to Regulatory, Accounting and Legal, 9 

BGE allocated costs on the basis of hypothetical calculations of number of hours 10 

spent on SOS.  Also, of note from UHY Exhibit CP1, is the fact that the dollar 11 

allocation to the Administrative Adjustment for Regulatory produces only .01 12 

Mill per kWh in the Administrative Adjustment and the dollar allocations for 13 

Accounting and Legal are so small as to have no effect on the Administrative 14 

Adjustment, as shown in Table CP2 below:  15 

 16 

in mills per kWh Table CP2

Administrative Adjustment per BGE Residential

1 Bill ing System Amortization Expense 0.16                         
2 Bill ing System Unamortized Costs 0.12                         
3 Credit & Collections 0.35                         
4 Bill ing 0.14                         
5 Call  Center 0.21                         
6 Regulatory 0.01                         
7 Accounting 0.00                         
8 Legal 0.00                         

9 Total Mills per kWh 0.99                         
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Q. DID BGE OFFER ANY EXPLANATION FOR ALLOCATING CERTAIN 1 
COSTS ON THE BASIS OF A PERCENT OF REVENUES WHILE 2 
PROPOSING TO ALLOCATE OTHER COSTS ON THE BASIS OF 3 
ALTERNATIVE METHODS? 4 

A. No.  As I previously mentioned, Mr. Manuel’s testimony states that “the 5 

Company determined a reasonable approach for functionalizing (i.e. allocating) a 6 

portion of the non-incremental costs to SOS and then allocating those costs by 7 

SOS customer class.”13  However, Mr. Manuel did not explain the rationale for 8 

determining what is or is not a reasonable allocation methodology. 9 

Q. DO YOU FIND BGE’S PERCENT OF COMMODITY REVENUE COST 10 
ALLOCATION METHOD REASONABLE? 11 

A. Yes.  I believe using an allocation methodology based on the percentage of 12 

electric commodity revenue to total electric operating revenue (i.e. percent of 13 

commodity revenue) is reasonable for the majority of the cost pools to be 14 

allocated to the Administrative Adjustment. 15 

Q. WHAT ABOUT THE CALL CENTER COST ALLOCATION METHOD? 16 

A. BGE tracks the calls that are made to the call center by category, and it appears 17 

that BGE has used that information to arrive at the allocation factor it used to 18 

determine that only 17.6% of the costs associated with the call center are allocated 19 

to the SOS Administrative Adjustment.14  While I will describe below an 20 

alternative approach to calculating those calls, which results in a higher allocation 21 

                                                 

13  Id., pp. 30-31. 
14  See UHY Exhibit CP1, p.2, line 5. 
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to the Administrative Adjustment, I do not take issue with using the number of 1 

calls as an allocator for call center costs since that data is available. 2 

Q. DO YOU FIND BGE’S ALLOCATION METHODS FOR REGULATORY 3 
LEGAL AND ACCOUNTING REASONABLE? 4 

A. No.  BGE has indicated in response to discovery that two employees work 5 

exclusively for SOS.15 BGE did not specify the roles of the two employees, but 6 

presumably the cost is already considered in the SOS rate.  BGE also indicated in 7 

a separate discovery response that “Certain other employees involved with SOS, 8 

but also supporting other processes, direct charge their SOS-related time which is 9 

included in the incremental cost component of the SOS Administrative Charge 10 

and totaled approximately $700,000 in 2018 (including labor and other fringe 11 

benefits).16  BGE did not specify the tasks these employees perform for SOS, but 12 

it contends that the costs associated with them are already addressed in the 13 

Incremental Cost component of the Administrative Charge, separate from the 14 

Administrative Adjustment.  BGE’s discovery response also states “Other 15 

employees supporting SOS indirectly do not track their time such that the cost 16 

allocable to distribution versus SOS are readily available.”17 In the absence of 17 

such tracking, I cannot accept the use of allocation methods based on the 18 

calculation of a hypothetical number of hours to perform a limited number of 19 

tasks.  As I will further explain below, I recommend that BGE be required to use 20 

                                                 

15  BGE’s Discovery response ESCDR01-01. 
16  BGE’s Discovery response ESCDR01-02.  
17  Id. 
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the percent of commodity revenues for the regulatory and legal categories, which 1 

is consistent with its allocations for billing, credit and collections.  I’m unable to 2 

recommend an alternative allocation method for accounting due to time 3 

constraints and limited information, which I will also explain later in my 4 

testimony. 5 

Q. WHAT IS YOUR OPINION WITH RESPECT TO BGE’S PROPOSED 6 
ADMINISTRATIVE ADJUSTMENT?   7 

A. I believe BGE’s computation of only 1.00 Mill per kWh for the Administrative 8 

Adjustment is significantly understated, and falls far short of meeting the letter 9 

and the spirit of the Commission’s Order. 10 

III. COST ALLOCATION PRINCIPLES - UTILITY, BGE AND GENERAL 11 

Q. IS THERE A NATIONAL STANDARD FOR COST ALLOCATIONS IN 12 
THE ELECTRIC UTILITY INDUSTRY? 13 

A. Yes.  The National Association of Regulatory Utility Commissions (“NARUC”) 14 

issued the “Electric Utility Cost Allocation Manual” (“CAM”) in 1992.  The 15 

NARUC CAM provides the terminology and principles for cost allocation and 16 

cost of service studies.  NARUC also issued “Guidelines for Cost Allocations and 17 

Affiliate Transactions” (“Guidelines”).   18 

Q. ARE YOU FAMILIAR WITH THE GUIDANCE PROVIDED IN THE 19 
NARUC CAM AND GUIDELINES? 20 

A. I have reviewed the information contained in the NARUC CAM and Guidelines.  21 

However, Mr. Frank Lacey’s direct testimony submitted on behalf of the 22 

Coalition provides a detailed discussion of the NARUC CAM and Guidelines 23 

from a historical and policy perspective. 24 
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Q. ARE THERE OTHER COST ALLOCATION PRINCIPLES THAT BGE 1 
SHOULD FOLLOW FOR PURPOSES OF THE ADMINISTRATIVE 2 
ADJUSTMENT? 3 

A. The Code of Maryland Regulations (“COMAR”) contains affiliate regulations 4 

that require all public utilities in Maryland, with core and non-core affiliates, to 5 

file a Cost Allocation Manual (“CAM”) with the Commission.18  The regulations 6 

define a CAM as “a compilation of policies and procedures for the allocation and 7 

assignment of costs, which are shared between a utility and its affiliate.”  Also, 8 

the regulations require the CAM to contain the methodology and procedure(s) 9 

used to allocate costs, along with certain other requirements.  Therefore, BGE’s 10 

CAM represents the company’s own cost allocation principles as they relate to 11 

activity with affiliates.19  Mr. Lacey’s direct testimony explains the affiliate 12 

nature of BGE’s SOS, which leads me to conclude that it is reasonable to expect 13 

that BGE would apply the same cost allocation methodology and procedures 14 

contained in the CAM to its computations for the Administrative Adjustment 15 

Q. DOES THE BGE CAM DESCRIBE ITS COST ALLOCATION 16 
PHILOSOPHY? 17 

A. The BGE CAM states: “Cost allocations…are premised on the use of fully 18 

distributed cost allocation methodology.  A fully distributed cost allocation is 19 

premised on the concept of distributing all costs to business activities…based on a 20 

consistent method of determining cost causation from period to period.”20  The 21 

                                                 

18  This requirement is codified under COMAR 20.40.02.07, per the BGE CAM.  
19  It should be noted that BGE’s 2019 CAM was filed May 14, 2019. 
20 BGE 2019 CAM, p. 4. (emphasis added). 
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BGE CAM also asserts: “All resultant cost allocations to BGE and other affiliates 1 

are predicated on some relevant measure of cost causation for that business 2 

activity”.21 3 

Q. ARE YOU FAMILIAR WITH THE “FULLY DISTRIBUTED COST 4 
ALLOCATION METHODOLOGY” BGE CLAIMS TO FOLLOW? 5 

A. Yes.  Fully Distributed Cost Allocation Methodology (“FDC”) is an accounting 6 

approach that has been practiced for decades.  FDC assumes that some accounts 7 

exist that can be allocated to a single service, while other accounts are classified 8 

as common or overhead cost for two or more services.  The underlying concept is 9 

the allocation of costs to individual business activities to more closely reflect cost 10 

causation principles.   11 

Q. ARE THERE OTHER APPROACHES TO COST ALLOCATION? 12 

A. Yes.  Accountants may use several different approaches for costing and cost 13 

allocation purposes.  One commonly used methodology is called Activity-Based 14 

Costing (“ABC”).  Larry M. Walther, an accounting expert, wrote a widely-used 15 

textbook, Principles of Accounting. In it, Mr. Walther gives a simplified 16 

explanation of ABC: “it divides production into core activities, defines costs for 17 

those activities, and allocates those costs to the products based on consumption of 18 

the activities.”22  The objective of ABC is to reach improved measures of cost.  19 

The ABC process of defining costs for an activity involves the development of 20 

                                                 

21  Id. 
22  Principles of Accounting, Chapter 20 – Activity-Based Costing 
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numerous cost pools to be individually allocated, as opposed to large aggregation 1 

of costs using a single allocation methodology.  Accordingly, by using activity 2 

cost pools it is possible to allocate costs to the end objects (consumer services, 3 

products, etc.) more accurately.  4 

Q. ARE THERE OTHER APPLICABLE COST ACCOUNTING CONCEPTS 5 
RELATED TO COST POOLS? 6 

A. Yes.  Absorption Costing is a term of art in financial accounting that refers to the 7 

assignment of all reasonable costs to an activity.  It typically involves allocations 8 

of common variable and fixed costs between activities.  Before common costs can 9 

be allocated, they must be identified and assigned to cost pools.  The concept of 10 

absorption costing is a guiding principle justifying cost allocation.  Following this 11 

guideline, all reasonable costs associated with an activity, including indirect costs, 12 

should be allocated.   13 

Q. WHAT IS THE SIGNIFICANCE OF REFERENCING THESE OTHER 14 
COST ALLOCATION METHODS? 15 

A. The significance of these references is to show that a number of cost accounting 16 

concepts can be relied upon in the allocation of costs to different functions.  17 

Regardless of the particular principles that are followed, the objective is the same.  18 

All reasonable costs incurred by a business must be allocated among the different 19 

functions that it performs. 20 
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Q. IN YOUR OPINION, HAS BGE FOLLOWED ANY OF THESE COST 1 
ALLOCATION PRINCIPLES IN ITS COMPUTATION OF THE 2 
ADMINISTRATIVE ADJUSTMENT? 3 

A. No.  Further, I do not believe that BGE has followed any credible cost allocation 4 

principles in the computation of its Administrative Adjustment. 5 

Q. PLEASE EXPLAIN. 6 

A. BGE omitted many key activities that support SOS from its computations.  A very 7 

significant omission relates to costs it incurs for extensive corporate services that 8 

Exelon Business Services Company, LLC (“EBSC”) provides to BGE under a 9 

General Services Agreement (“GSA”).  Section 7 of the GSA defines the 10 

extensive corporate governance services EBSC provides to affiliates as: “planning 11 

and project evaluation; finance and treasury; accounting and analysis; risk 12 

management; tax; shareholder and investor relations; merger and acquisition 13 

services; strategic planning; diversity; employee and labor relations; HR planning 14 

and development; compensation and benefits; legal services in the areas of 15 

securities, PUHCA, employment, regulatory, contract, litigation and intellectual 16 

property laws; legal and administrative support to the Board of Directors; 17 

environmental compliance activities; ethics and compliance programs; 18 

management services for compliance with Federal laws, regulations and other 19 

policy requirements, including relationship management with the U.S. Congress 20 

and Federal agencies; corporate communications; branding; corporate events; 21 
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charitable support; community relations and communications to local 1 

organizations; and communications to employees.”23  2 

BGE classifies most of the corporate governance services provided by EBSC as 3 

Outside Services for financial reporting purposes.  BGE reports $83.9 million of 4 

Outside Services in its ECOSS (account 923), while allocating none of these costs 5 

to SOS.    Because the outside services provided by EBSC to BGE are of a nature 6 

that are critical to the day-to-day operations of the SOS business, the costs of 7 

these services should not be omitted for purposes of computing the 8 

Administrative Adjustment for SOS.  9 

Q. ARE THERE EXPENSES FOR OTHER ACTIVITIES THAT SHOULD BE 10 
CONSIDERED IN COSTS POOLS FOR THE ADMINISTRATIVE 11 
ADJUSTMENT? 12 

A. Yes.  In my opinion, in addition to the inclusion of Administrative & General 13 

(“A&G”) expenses in the Administrative Adjustment, which would include the 14 

$83.9 million in outside services discussed above, additional cost pools should be 15 

created for BGE’s expenses relating to Customer Accounts, Customer Service & 16 

Information, Depreciation & Amortization, and Allowed Return on Working 17 

Capital.  In consultation with Mr. Lacey, I determined that costs in these pools are 18 

incurred in the provision of SOS based on descriptions of the accounts in the 19 

FERC uniform system of accounts.  Mr. Lacey’s direct testimony sets forth 20 

                                                 

23  BGE Cost Allocation and Transfer Pricing Manual, Revision 14-May14, 2019. Appendix 
G – GSA, p. 6. 
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additional justification for inclusion of these cost pools in the Administrative 1 

Adjustment. 2 

Q. EARLIER YOU STATED THAT YOU WANTED TO DISCUSS BGE’S 3 
PROPOSED CALL CENTER ALLOCATIONS.  CAN YOU PLEASE 4 
ELABORATE ON YOUR CONCERNS WITH THE ALLOCATION OF 5 
CALL CENTER COSTS?   6 

A. Yes.  BGE included a cost pool for Call Center expenses in its computation of the 7 

Administrative Adjustment.  BGE allocates Call Center expenses to the 8 

Administrative Adjustment based on the number of calls answered by category 9 

using BGE’s Call Center interactive voice response system.  BGE only considered 10 

Collection calls and Billing inquiry calls as pertinent to SOS.  In my opinion this 11 

is an error which understates the amount of Call Center costs attributable to the 12 

Administrative Adjustment.  BGE failed to consider that a portion of the calls that 13 

are categorized as Energy Assistance and Start, Stop, Move Service would 14 

necessarily involve SOS.  Neither of these categories is specific to distribution 15 

service, as emergency calls related to outages would be.  Detailed information 16 

about the Call Center allocation is presented in UHY Exhibit CP4.   17 

Q. DO YOU BELIEVE THERE ARE OTHER ERRORS IN BGE’S 18 
COMPUTATION OF THE ADMINISTRATIVE ADJUSTMENT?  19 

A. Yes.  I believe BGE’s cost allocations for Regulatory, Accounting and Legal 20 

Expenses to SOS cost pools are not credible, and in error.  For example, BGE has 21 

$2.6 million in the accounting cost pool related to its electric operating division 22 

by employee hours in the cost center.  However, rather than tracking how much 23 

time employees spend on accounting issues for SOS,  BGE’s allocation is based 24 
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on an unsupported hypothetical premise that 17 employees in the accounting cost 1 

center work a total of 35,360 hours (2,080 hours per year each), but only 222 of 2 

those hours per year are attributable to SOS.24  Accordingly, BGE contends that 3 

only $16,460 of accounting cost is attributable to SOS out of an accounting cost 4 

pool of $2.6 million for the entire electric operating division.  Allocating only 222 5 

hours of time and $16,460 of accounting cost to SOS is equivalent to claiming 6 

that 11% (approximately one-ninth of an FTE) of a single accountant’s time and 7 

annual salary is all that is needed to support the accounting for an electric division 8 

with approximately $1 billion of annual operating revenues.  The allocation 9 

methods and amounts allocated to SOS from the legal and regulatory cost pools 10 

are also grossly in error.  Again, this conclusion is largely based on the fact that 11 

BGE does not consistently require employees to track time spent on these 12 

functions and has failed to offer any basis for its limited hypothetical calculation 13 

of hours used to allocate these costs.  I discuss the accounting allocation in more 14 

detail below.   15 

                                                 

24  BGE Voluntary Production, BGEVPO1-Attachment6-ManuelDirectWorkpaper-SOS 
Administrative Adjustment. 
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IV. UHY’S ANALYSIS OF ADMINISTRATIVE ADJUSTMENT AS A 1 
COMPONENT OF THE ADMINISTRATIVE CHARGE 2 

Q. HAVE YOU CONSIDERED THE IMPACT OF YOUR PROPOSED 3 
CHANGES FOR PURPOSES OF COMPUTING THE ADMINISTRATIVE 4 
ADJUSTMENT? 5 

A. Yes.  I have computed the Administrative Adjustment to reflect the correction of 6 

BGE’s errors and omissions as described in my testimony.  This analysis is 7 

presented as UHY Exhibit CP2. 8 

Q. PLEASE DESCRIBE WHAT UHY EXHIBIT CP2 SHOWS. 9 

UHY Exhibit CP2 (p.1) shows that I recommend allocating $173,074,451 to the 10 

SOS Administrative Adjustment for all customer classes.  This compares to 11 

BGE’s proposed allocation to the SOS Administrative Adjustment of 12 

$12,324,792.  The increase I am recommending is the result of: (i) increasing 13 

BGE’s cost allocations to Call Center, Regulatory and Legal; and (ii) allocating 14 

dollars to additional cost pools that BGE omitted from his calculations for 15 

Customer Accounts Expenses, Customer Service & Info Expenses, 16 

Administrative & General Expenses, Depreciation and Amortization, and 17 

Allowed Return on Working Capital.  These costs are incurred in the provision of 18 

SOS, as explained earlier in my testimony and confirmed by Mr. Lacey’s direct 19 

testimony. 20 

Q. PLEASE PROVIDE A SUMMARY SHOWING THE BUILD UP TO 21 
$173,074,451 IN ADDITIONAL COSTS THAT YOU PROPOSE 22 
ALLOCATING TO THE ADMINISTRATIVE ADJUSTMENT. 23 

A. Table CP3 showing this information is set forth below: 24 

 25 
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 1 

 2 

Q. ARE THERE ADMINISTRATIVE ADJUSTMENT CATEGORIES 3 
SHOWN ON TABLE CP3 THAT DID NOT CHANGE FROM BGE’S 4 
COMPUTATIONS? 5 

A. Yes.  I believe that BGE’s allocations for Billings System Amortization Expense, 6 

Billings System Unamortized Costs, Credit & Collections, and Billing (lines 1 – 4 7 

in the table) are reasonable and I did not make any adjustments to these 8 

categories.  In addition, I did not adjust the Accounting allocation which will be 9 

explained in detail later in my testimony. 10 

Q. WHAT IS THE EFFECT OF YOUR PROPOSED INCREASES TO BGE’S 11 
COST ALLOCATIONS TO CALL CENTER? 12 

A. The effect of increasing BGE’s cost allocations for the Call Center is presented in 13 

UHY Exhibit CP4.  As shown on that exhibit, which details the breakdown of 14 

in US Dollars Table CP3

Administrative Adjustment Total Cost Pool
 

Factor
  

Allocated to SOS

1 Bill ing System Amortization Expense 4,339,919$            45.60% 1,979,003$            
2 Bill ing System Unamortized Costs 3,144,958               45.60% 1,434,101               
3 Credit & Collections 9,670,344               45.60% 4,409,677               
4 Bill ing 3,816,744               45.60% 1,740,435               
5 Call  Center 15,123,798            26.54% 4,013,555               
6 Regulatory 2,419,738               45.60% 1,103,401               
7 Accounting 2,615,096               0.63% 16,460                    
8 Legal 2,729,642               45.60% 1,244,717               
9 Customer Accounts Expenses 40,570,150            45.60% 18,499,988            

10 Customer Service & Info Expenses 3,624,588               45.60% 1,652,812               
11 Administrative & General Expenses 129,355,958          45.60% 58,986,317            
12 Depreciation and Amortization 318,429,337          24.42% 77,766,494            
13 Allowed Return on Working Capital 2,070,509               10.99% 227,492                  

14 Total 537,910,781$        32.18% 173,074,451$        
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various categories of calls that are received in BGE’s Call center, BGE allocated 1 

$2,655,323 of Call Center expenses to the Administrative Adjustment.  While 2 

BGE’s allocation is based on the sum of Collection calls and Billing inquiries to 3 

Total calls, I have added Energy Assistance and Start, Stop Move Service calls 4 

into the allocation formula.  The addition of these calls, which relate to SOS, 5 

results in the amount of $4,013,555 being allocated to the Administrative 6 

Adjustment.   7 

Q. WHAT IS THE EFFECT OF THE INCREASES TO REGULATORY, 8 
ACCOUNTING AND LEGAL? 9 

A. BGE allocated a total of $106,253 of Regulatory, Accounting and Legal expenses 10 

to the Administrative Adjustment.25  While BGE’s $7.76 million cost pool for 11 

Regulatory, Accounting and Legal expenses attributable to the Electric Operating 12 

Division is reasonable, its allocation methodology is arbitrary and does not appear 13 

to be based on cost causation or sound cost allocation principles.  My revised 14 

Regulatory, Accounting and Legal expense allocations result in $2,364,578 for all 15 

SOS customer classes.26  The analysis on UHY Exhibit CP2 (p.1) allocates 16 

$1,103,401 of Regulatory and $1,244,717 of Legal expenses to the Administrative 17 

Adjustment.   For Regulatory and Legal, I used a percent of commodity revenue 18 

allocator to be consistent with BGE’s other allocations, such as Billing.  19 

                                                 

25  See UHY Exhibit CP1, p. 2, lines 6-8, Total. 
26  See UHY Exhibit CP2, p. 1, lines 6-8, Total. 
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With respect to Accounting, I do not view BGE’s allocation as the correct answer 1 

since as I discussed earlier, it relies on the hypothetical calculation of number of 2 

hours spent on SOS.  I also find the current allocation of 11% of one accountant’s 3 

time to be dramatically understated for the needs of a $1 billion business.    4 

However, in consultation with Mr. Lacey, I viewed a revenue-based allocator as 5 

inappropriate for Accounting from a cost causation perspective.  Similarly, other 6 

allocators used by BGE, such as percent of kWh and percent of customers, would 7 

result in too high of an allocation for Accounting.   In effort to maintain 8 

conservatism in this analysis, and because I could not determine a better allocator 9 

with the data available in this proceeding, I have reluctantly let BGE’s allocation 10 

of accounting costs stand.   Accordingly, I would encourage the Commission to 11 

investigate how the resources in the Accounting department are utilized for SOS. 12 

Q. WHAT IS THE EFFECT OF ADDING CUSTOMER ACCOUNTS, 13 
CUSTOMER SERVICE AND INFORMATION, AND ADMINISTRATIVE 14 
& GENERAL EXPENSES? 15 

A. My analyses on UHY Exhibit CP5 reflects a total cost pool of $173,550,696 of 16 

which I allocate $57,900,713 to the SOS residential customer class.  This 17 

allocation reflects $16,681,814 to Customer Accounts, $1,481,365 to Customer 18 

Service and Information, and $39,737,534 to Administrative & General, 19 

respectively.  These expenses are all allocated using the percent of commodity 20 

revenue method.  As indicated earlier in my testimony, BGE failed allocate any of 21 

these costs to SOS.   22 
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Q. WHAT IS THE EFFECT OF ADDING DEPRECIATION & 1 
AMORTIZATION? 2 

A. My analyses on UHY Exhibit CP6 reflect a total cost pool of $318,429,337 for 3 

depreciation & amortization, which I allocate $77,766,494 to SOS, including 4 

$43,873,599 allocated to the SOS residential customer class.27   These expenses 5 

are allocated using the percent of allocated plant in service, except for intangible 6 

plant depreciation & amortization which was allocated using the percent of 7 

commodity revenue method.   The allocated plant in service methodology starts 8 

with identifying the book cost of electric plant fixed assets in service that supports 9 

SOS and allocating the total cost base on percent of commodity revenue; this 10 

analysis is presented in UHY Exhibit CP6, p. 2.  The resulting percentages per 11 

asset class are applied to the respective depreciation and amortization expense; 12 

this analysis is presented in UHY Exhibit CP6, p. 1.  As indicated in my earlier 13 

testimony, BGE failed allocate any of these costs to SOS.  14 

Q. WHAT IS THE EFFECT OF ADDING ALLOWED RETURN ON 15 
WORKING CAPITAL? 16 

A. My analyses on UHY Exhibit CP7 reflects a total cost pool of $28,588,744 for 17 

working capital attributed to distribution per the ECOSS with an allowed return 18 

on working capital of $2,070,509 (i.e. 7.25%).  I allocate an allowed working 19 

capital return of $277,492 to SOS, of which $154,170 relates to the residential 20 

SOS customer class.  These expenses are all allocated using the percent of 21 

                                                 

27  See UHY Exhibit CP6, line 15. 
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allocated plant in service, except for intangible plant depreciation & amortization 1 

which was allocated using the percent of commodity revenue method.  As 2 

indicated in my earlier testimony, BGE failed allocate any of these costs to SOS.   3 

Q. DO THE COSTS IN UHY’S COMPUTATIONS PRESENTED IN UHY 4 
EXHIBIT CP 2 REPRESENT THE ENTIRE UNIVERSE OF COSTS THAT 5 
SHOULD CONSIDERED FOR PURPOSES OF THE ADMINISTRATIVE 6 
ADJUSTMENT? 7 

A. No.  There may be additional costs that were not identified which reasonably 8 

support SOS.  However, we believe our computation is a realistic starting point 9 

for the Administrative Adjustment, given issues with information gaps, time 10 

constraints, and short discovery periods during this rate case proceeding.   11 

Q. HOW DOES UHY’S COMPUTATIONS FOR THE ADMINISTRATIVE 12 
ADJUSTMENT AFFECT THE OVERALL ADMINISTRATIVE 13 
CHARGE? 14 

A. UHY Exhibit CP3 reflects a total Administrative Charge of $194,955,223.   This 15 

contrasts to BGE’s computation of the total Administrative Charge of 16 

$34,205,563, as shown on UHY Exhibit CP1.   17 

V. ALTERNATIVE COMPUTATION 18 

Q. HAVE YOU PERFORMED ANY ALTERNATIVE COMPUTATION OF 19 
THE ADMINISTRATIVE ADJUSTMENT THAT YOU BELIEVE IS 20 
WORTHY OF THE COMMISSION’S CONSIDERATION? 21 

A. Yes.  Mr. Lacey asked me to prepare a computation that distributes all costs 22 

allocated to the SOS equally across the SOS customer classes.  This methodology 23 

is based on MWH consumed in each customer class and follows BGE’s 24 

computation for the Administrative Adjustment of .99 Mills per kWh across all 25 

SOS customer classes (Residential, Type I and II and HPS).   26 
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Q. HOW IS THE ALTERNATIVE COMPUTATION WITH THE MWH 1 
METHODOLOGY DIFFERENT FROM YOUR EARLIER MILLS 2 
COMPUTATION IN UHY EXHIBIT CP2? 3 

A. UHY Exhibit CP2 allocate the SOS cost pools for Customer accounts, Customer 4 

Service & Information, Administrative & General, Depreciation and 5 

Amortization, and Allowed Return on Working Capital using the same allocation 6 

methodologies BGE used for these categories in its ECOSS.  I based the SOS cost 7 

pools on the total costs BGE reported for these categories in its ECOSS. Mr. 8 

Manuel stated in his testimony that BGE’s computation of the Administrative 9 

Adjustment was derived from “the total costs associated with these activities… 10 

tracked in unique projects in the Company’s general ledger.”28  Since BGE used 11 

costs reported in its general ledger, it utilized a blanket MWH allocation 12 

methodology to distribute costs across SOS customer classes such that they all 13 

had the same Administrative Adjustment, .99 Mills per kWh.  This creates a 14 

common sized, or normalized, amount for the Administrative Adjustment across 15 

each SOS customer class.  In developing an alternative computation, I replicated 16 

Mr. Manuel’s approach to arrive at a normalized Administrative Adjustment 17 

across the SOS classes. 18 

Q. WHAT ARE THE RESULTS OF THE ALTERNATIVE COMPUTATION? 19 

A. UHY Exhibit CP8 shows the common sized, or normalized, rate for the 20 

Administrative Adjustment is 13.89 Mills per kWh for each SOS customer class 21 

                                                 

28  Direct testimony of Jason M. B. Manuel, p. 31. 
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(Residential, Type I and II and HPS).  It should be noted, that the Alternate 1 

Computation does not change any of the cost allocations for cost pools related 2 

Billing System amortization expense, Billing System unamortized costs, Credit 3 

and collections, Billing and Accounting as computed by BGE.  The Alternate 4 

Computation also does not change any of the cost allocations to for Call Center, 5 

Regulatory and Legal costs as presented in UHY Exhibit CP2. 6 

Q. HOW DOES UHY’S ALTERNATE COMPUTATION FOR THE 7 
ADMINISTRATIVE ADJUSTMENT IMPACT THE OVERALL 8 
ADMINISTRATIVE CHARGE? 9 

A. The Administrative Charge using the alternate computation is shown on UHY 10 

Exhibit CP9.  The administrative charge by customer class is as follows29: 11 

Residential  15.82 Mills per kWh 12 

 Type I  15.11 Mills per kWh 13 

 Type II  15.02 Mills per kWh 14 

 HPS  14.87 Mills per kWh 15 

VI. CONCLUSION 16 

Q. CAN YOU PLEASE SUMMARIZE YOUR TESTIMONY? 17 

A. Certainly.  My testimony addresses BGE’s proposed Administrative Adjustment 18 

of 1.00 Mill per kWh as a component of the Administrative Charge for all SOS 19 

customer classes.  BGE’s computation of 1.00 Mill per kWh Administrative 20 

                                                 

29  See UHY Exhibit CP9, line 6. 
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Adjustment is presented in UHY Exhibit CP1, and serves as the base 1 

computation.   I believe BGE’s analysis in arriving at its base computation of the 2 

Administrative Adjustment is flawed.  Certain costs included in BGE’s 3 

computation of the Administrative Adjustment were significantly understated; 4 

these costs relate to Call Center, Regulatory, Accounting and Legal expenses.  In 5 

addition, BGE’s base computation fails to include certain costs described by the 6 

Commission in Order No. 87891; these costs include corporate governance, IT, 7 

HR and support provided by EBSC.  BGE accounts for the EBSC expenses 8 

primarily as Outside Services but does not allocate any of them to SOS.  BGE’s 9 

base computation also does not include certain other costs that reasonably support 10 

SOS which are weaved into BGE’s distribution rates.  Costs related to Customer 11 

Accounts, Customer Service and Information, Depreciation and Amortization, 12 

and Allowed Return on Working Capital should all be considered for purposes of 13 

computing the Administrative Adjustment.  Through UHY Exhibit CP 2, I have 14 

recast BGE’s base computation of the Administrative Adjustment to correct the 15 

errors and omissions discussed previously, and include other unbundled costs 16 

supporting SOS.  My computation results in an administrative adjustment of 17 

11.82 Mills per kWh for the residential customer class and 21.06 Mills per kWh 18 

for the commercial and industrial customer classes.  I have also prepared an 19 

alternate computation of the administrative adjustment to common size, or 20 

normalize, the Administrative Adjustment across all SOS customer classes.  The 21 
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alternate computation results in an administrative adjustment of 13.89 Mills per 1 

kWh for residential, and the commercial and industrial customer classes.   2 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 3 


























































	I. iNTRODUCTION AND BACKGROUND
	Q. Please state your name, business address, AND TITLE.
	A. My name is Chris Peterson.  My business address is 27725 Stansbury Blvd., Suite 200, Farmington Hills, MI 48334.

	Q. By whom are you employed, and on whoSE behalf are you testifying?
	A. I am a Principal of UHY Advisors MI, Inc. (“UHY”) and lead the Fraud and Forensic Accounting Group out of the Michigan offices. I have worked at UHY, a national accounting and consulting services firm, for more than twenty years.  I am submitting t...

	Q. IN WHAT AREAS DO YOU SPECIALIZE?
	A. I specialize in providing forensic accounting and expert witness services in both the private and government sectors. I also have extensive experience with fraud investigations, accounting matters, audits of financial statements, and other attest e...

	Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.
	A. My professional experience includes the provision of forensic accounting and expert witness services for litigation and alternate dispute resolution cases. I have served as a court appointed forensic accountant and have conducted examinations for a...

	Q. PLEASE DESCRIBE YOUR RECENT WORK IN THE GOVERNMENT SECTOR.
	A. I led a team from UHY that was engaged by the State of Michigan to provide accounting and financial reporting assistance to the Detroit Financial Review Commission ("DFRC"). The DFRC was created by State statute to provide financial oversight follo...

	Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.
	A. I graduated from Grand Valley State University, cum laude, with a Bachelor of Arts degree in Accounting. I am also a licensed Certified Public Accountant in Michigan. In addition, I am a Certified Fraud Examiner and Certified Internal Auditor.

	Q. HAVE YOU EVER TESTIFIED BEFORE THE MARYLAND PUBLIC SERVICE COMMISSION (“COMMISSION”)?
	A. No.

	Q. have you ever testified before any other utility regulatory agency?
	A. Yes.  I submitted direct and surrebuttal testimony in a proceeding before the Pennsylvania Public Utility Commission (“PAPUC”) in 2018.  The matter involved PECO Energy Company, an affiliated entity of Baltimore Gas and Electric Company (“BGE” or “...

	Q. Have you provided testimony in other forums?
	A. Yes. I have provided trial and deposition testimony in a number of proceedings and jurisdictions, which are identified in UHY Exhibit CP11. My testimony as an expert witness covers reports on fraud and forensic accounting examinations, internal aud...

	Q. PLEASE STATE GENERALLY WHAT FORMS THE BASIS OF YOUR RECOMMENDATIONS IN THIS TESTIMONY.
	A. My recommendations are based on my review of BGE’s Application for Adjustments to Electric and Gas Base Rates and Other Tariff Revisions (Case No. 9610), filed May 24, 2019, and BGE’s Company Recommended Electric Distribution Cost of Service Study ...

	Q. what is the subject matter of your testimony?
	A. In Case No. 9221, the Commission issued Order No. 87891 in which it concluded that an “Administrative Charge is the appropriate method to allow recovery by BGE of its ‘variable, prudently incurred costs associated with the procurement or production...

	Q. what is the purpose of your testimony?
	A. The purpose of my testimony is to demonstrate that BGE’s analysis in computing its proposed Administrative Adjustment is flawed.  My testimony will show that BGE has not properly allocated costs related to SOS, which are currently embedded in distr...

	Q. please summarize your findings.
	A. My testimony addresses BGE’s proposed Administrative Adjustment of 1.00 Mill per kilowatt hour (“kWh”), which equates to one-tenth of a cent, as a component of the Administrative Charge for all SOS customer classes. The Administrative Adjustment pr...
	BGE has omitted significant administrative and general expenses from its computation of the Administrative Adjustment, including costs of corporate governance, information technology (“IT”), human resources (“HR”) and other outside services.   Similar...
	Due to BGE’s omissions from the Administrative Adjustment and the understatement of costs associated with certain functions that support SOS, I am recommending that these errors be corrected.  Through the correction of these errors, I have arrived at ...
	The result of my proposals is that BGE’s Administrative Adjustment would be increased to 11.82 Mills per kWh for the residential customer class and 21.06 Mills per kWh for the commercial and industrial classes.  This information is presented in UHY Ex...
	II. BGE’s Proposed sos administrative Adjustment component


	Q. WHAT IS THE PURPOSE OF the ADMINISTRATIVE ADJUSTMENT COmponent?
	A. Mark D. Case, BGE’s Vice President of Regulatory Policy and Strategy, provided direct testimony addressing the Commission’s directive to conduct a cost of service study for the Administrative Adjustment.  Mr. Case states: “The purpose of the study ...

	Q. HOw does bge provide its cost of service study for the administrative adjustment?
	A. Jason M. B. Manuel, BGE’s Revenue Policy Manager, also provided direct testimony.  A portion of Mr. Manuel’s testimony sponsors the Company’s ECOSS.  Mr. Manuel also discusses the cost of service study for BGE’s Electric SOS Administrative Adjustme...

	Q. CAN YOU BRIEFLY EXPLAIN BGE’S APPROACH TO THE ADMINISTRATIVE ADJUSTMENT COMPUTATIONS?
	A. Yes.  Mr. Manuel’s testimony states “the Company then identified those types of costs and cost centers that support SOS”5F  but were not already functionalized (i.e. included) in other components of the SOS Administrative Charge.  Such costs and co...

	Q. DO YOU HAVE AN OPINION ON THE REASONABLENESS OF BGE’S ALLOCATION APPROACH?
	A. Yes.  I think the approach that BGE used for allocating costs to the Administrative Adjustment is reasonable.  However, I believe that BGE’s actual computation of the Administrative Adjustment is flawed.

	Q. Please explain your observation about BGE’s flawed Analysis.
	A. BGE identified certain “non-incremental” costs and cost centers as supporting SOS which included: “billing (including the billing system), credit & collections, customer call center, regulatory, accounting, and legal.”7F   These non-incremental cos...

	Q. Could you please provide examples of costs that BGE did not consider?
	A. Yes.  In Order No. 87891, the Commission stated the Administrative Adjustment should “place into SOS costs – costs that retail suppliers bear and report on FERC reporting forms – that are not fully represented by the incremental costs recovered in ...

	Q. What is the administrative adjustment proposed by bge?
	A. BGE proposes a 1.00 Mill per kWh Administrative Adjustment for all SOS customer classes.11F   This equates to one-tenth of a cent.  The SOS customer classes are Residential, Type I, Type II, and Hourly-Priced Service, in accordance with BGE’s elect...

	Q. what does uhy exhibit cp1 show regarding bge’s base computation?
	A. UHY Exhibit CP1 reflects BGE’s proposed allocation of costs to the Administrative Adjustment for the residential class is $9,564,533 from a total cost pool of $43,860,239 in administrative costs for BGE’s electric operating division.  It further sh...

	Q. did bge offer any explanation for allocating certain costs on the basis of a percent of revenues while proposing to allocate other costs on the basis of alternative methods?
	A. No.  As I previously mentioned, Mr. Manuel’s testimony states that “the Company determined a reasonable approach for functionalizing (i.e. allocating) a portion of the non-incremental costs to SOS and then allocating those costs by SOS customer cla...

	Q. DO YOU FIND BGE’S PERCENT OF COMMODITY REVENUE COST ALLOCATION METHOD REASONABLE?
	A. Yes.  I believe using an allocation methodology based on the percentage of electric commodity revenue to total electric operating revenue (i.e. percent of commodity revenue) is reasonable for the majority of the cost pools to be allocated to the Ad...

	Q. what about the call center cost allocation method?
	A. BGE tracks the calls that are made to the call center by category, and it appears that BGE has used that information to arrive at the allocation factor it used to determine that only 17.6% of the costs associated with the call center are allocated ...

	Q. do you find bge’s allocation methods for regulatory legal and accounting reasonable?
	A. No.  BGE has indicated in response to discovery that two employees work exclusively for SOS.14F  BGE did not specify the roles of the two employees, but presumably the cost is already considered in the SOS rate.  BGE also indicated in a separate di...

	Q. What IS your opinion with respect to BGE’s Proposed administrative adjustment?
	A. I believe BGE’s computation of only 1.00 Mill per kWh for the Administrative Adjustment is significantly understated, and falls far short of meeting the letter and the spirit of the Commission’s Order.
	III. Cost Allocation principles - UTILITY, BGE and general


	Q. IS THERE A NATIONAL STANDARD FOR COST ALLOCATIONS IN THE ELECTRIC UTILITY INDUSTRY?
	A. Yes.  The National Association of Regulatory Utility Commissions (“NARUC”) issued the “Electric Utility Cost Allocation Manual” (“CAM”) in 1992.  The NARUC CAM provides the terminology and principles for cost allocation and cost of service studies....

	Q. ARE YOU FAMILIAR WITH THE GUIDANCE PROVIDED IN THE NARUC CAM AND GUIDELINES?
	A. I have reviewed the information contained in the NARUC CAM and Guidelines.  However, Mr. Frank Lacey’s direct testimony submitted on behalf of the Coalition provides a detailed discussion of the NARUC CAM and Guidelines from a historical and policy...

	Q. ARE THERE OTHER COST ALLOCATION PRINCIPLES THAT BGE SHOULD FOLLOW FOR PURPOSES OF THE ADMINISTRATIVE ADJUSTMENT?
	A. The Code of Maryland Regulations (“COMAR”) contains affiliate regulations that require all public utilities in Maryland, with core and non-core affiliates, to file a Cost Allocation Manual (“CAM”) with the Commission.17F   The regulations define a ...

	Q. DOES THE BGE CAM DESCRIBE ITS COST ALLOCATION PHILOSOPHY?
	A. The BGE CAM states: “Cost allocations…are premised on the use of fully distributed cost allocation methodology.  A fully distributed cost allocation is premised on the concept of distributing all costs to business activities…based on a consistent m...

	Q. ARE YOU FAMILIAR WITH THE “FULLY DISTRIBUTED COST ALLOCATION METHODOLOGY” BGE CLAIMS TO FOLLOW?
	A. Yes.  Fully Distributed Cost Allocation Methodology (“FDC”) is an accounting approach that has been practiced for decades.  FDC assumes that some accounts exist that can be allocated to a single service, while other accounts are classified as commo...

	Q. Are there other approaches to cost allocation?
	A. Yes.  Accountants may use several different approaches for costing and cost allocation purposes.  One commonly used methodology is called Activity-Based Costing (“ABC”).  Larry M. Walther, an accounting expert, wrote a widely-used textbook, Princip...

	Q. ARE THERE OTHER APPLICABLE COST ACCOUNTING CONCEPTS RELATED TO COST POOLS?
	A. Yes.  Absorption Costing is a term of art in financial accounting that refers to the assignment of all reasonable costs to an activity.  It typically involves allocations of common variable and fixed costs between activities.  Before common costs c...

	Q. what is the significance of referencing these other cost allocation methods?
	A. The significance of these references is to show that a number of cost accounting concepts can be relied upon in the allocation of costs to different functions.  Regardless of the particular principles that are followed, the objective is the same.  ...

	Q. in your opinion, has bge followed any of these cost allocation principles in its computation of the administrative adjustment?
	A. No.  Further, I do not believe that BGE has followed any credible cost allocation principles in the computation of its Administrative Adjustment.

	Q. PLEASE EXPLAIN.
	A. BGE omitted many key activities that support SOS from its computations.  A very significant omission relates to costs it incurs for extensive corporate services that Exelon Business Services Company, LLC (“EBSC”) provides to BGE under a General Ser...

	Q. Are there expenses for other activities that should be considered in costs pools for the administrative adjustment?
	A. Yes.  In my opinion, in addition to the inclusion of Administrative & General (“A&G”) expenses in the Administrative Adjustment, which would include the $83.9 million in outside services discussed above, additional cost pools should be created for ...

	Q. Earlier you stated that you wanted to discuss BGE’s PROPOSED CALL CENTER allocations.  Can you please elaborate on your concerns with the allocation of call center costs?
	A. Yes.  BGE included a cost pool for Call Center expenses in its computation of the Administrative Adjustment.  BGE allocates Call Center expenses to the Administrative Adjustment based on the number of calls answered by category using BGE’s Call Cen...

	Q. DO YOU BELIEVE THERE ARE OTHER ERRORS IN BGE’S COMPUTATION OF THE ADMINISTRATIVE ADJUSTMENT?
	A. Yes.  I believe BGE’s cost allocations for Regulatory, Accounting and Legal Expenses to SOS cost pools are not credible, and in error.  For example, BGE has $2.6 million in the accounting cost pool related to its electric operating division by empl...
	IV. Uhy’s ANAlysis of administrative adjustment as a component of the Administrative Charge


	Q. Have you considered the impact of your proposed changes for purposes of computing the administrative adjustment?
	A. Yes.  I have computed the Administrative Adjustment to reflect the correction of BGE’s errors and omissions as described in my testimony.  This analysis is presented as UHY Exhibit CP2.

	Q. please describe what uhy exhibiT cp2 shows.
	Q. please provide a summary showing the build up to $173,074,451 in additional costs that you propose allocating to the administrative adjustment.
	A. Table CP3 showing this information is set forth below:

	Q. are there administrative adjustment categories shown on table cp3 that did not change from bge’s computations?
	A. Yes.  I believe that BGE’s allocations for Billings System Amortization Expense, Billings System Unamortized Costs, Credit & Collections, and Billing (lines 1 – 4 in the table) are reasonable and I did not make any adjustments to these categories. ...

	Q. what is the effect of your proposed increases to bge’s cost allocations to call center?
	A. The effect of increasing BGE’s cost allocations for the Call Center is presented in UHY Exhibit CP4.  As shown on that exhibit, which details the breakdown of various categories of calls that are received in BGE’s Call center, BGE allocated $2,655,...

	Q. what is the effect of the increases to regulatory, accounting and legal?
	A. BGE allocated a total of $106,253 of Regulatory, Accounting and Legal expenses to the Administrative Adjustment.24F   While BGE’s $7.76 million cost pool for Regulatory, Accounting and Legal expenses attributable to the Electric Operating Division ...
	With respect to Accounting, I do not view BGE’s allocation as the correct answer since as I discussed earlier, it relies on the hypothetical calculation of number of hours spent on SOS.  I also find the current allocation of 11% of one accountant’s ti...

	Q. what is the effect of adding Customer aCCOUNTS, cUSTOMER sERVICE AND INFORMATION, AND aDMINISTRATIVE & GENERAL EXPENSES?
	A. My analyses on UHY Exhibit CP5 reflects a total cost pool of $173,550,696 of which I allocate $57,900,713 to the SOS residential customer class.  This allocation reflects $16,681,814 to Customer Accounts, $1,481,365 to Customer Service and Informat...

	Q. what is the effect of adding Depreciation & Amortization?
	A. My analyses on UHY Exhibit CP6 reflect a total cost pool of $318,429,337 for depreciation & amortization, which I allocate $77,766,494 to SOS, including $43,873,599 allocated to the SOS residential customer class.26F    These expenses are allocated...

	Q. what is the effect of adding allowed return on working CAPITAL?
	A. My analyses on UHY Exhibit CP7 reflects a total cost pool of $28,588,744 for working capital attributed to distribution per the ECOSS with an allowed return on working capital of $2,070,509 (i.e. 7.25%).  I allocate an allowed working capital retur...

	Q. Do the costs in UHY’s computations presented in UHY Exhibit CP 2 represent the entire universe of costs that should considered for purposes of the administrative adjustment?
	A. No.  There may be additional costs that were not identified which reasonably support SOS.  However, we believe our computation is a realistic starting point for the Administrative Adjustment, given issues with information gaps, time constraints, an...

	Q. how does uhy’s computations for the administrative adjustment affect the overall administrative charge?
	A. UHY Exhibit CP3 reflects a total Administrative Charge of $194,955,223.   This contrasts to BGE’s computation of the total Administrative Charge of $34,205,563, as shown on UHY Exhibit CP1.
	V. alternative computation


	Q. have you performed any alternative computation of the administrative adjustment that you believe is worthy of the commission’s CONSIDERATION?
	A. Yes.  Mr. Lacey asked me to prepare a computation that distributes all costs allocated to the SOS equally across the SOS customer classes.  This methodology is based on MWH consumed in each customer class and follows BGE’s computation for the Admin...

	Q. how is the alternative computation with the mwh methodology different from your earlier mills computation in uhy exhibit cp2?
	A. UHY Exhibit CP2 allocate the SOS cost pools for Customer accounts, Customer Service & Information, Administrative & General, Depreciation and Amortization, and Allowed Return on Working Capital using the same allocation methodologies BGE used for t...

	Q. what are the results of the alternative computation?
	A. UHY Exhibit CP8 shows the common sized, or normalized, rate for the Administrative Adjustment is 13.89 Mills per kWh for each SOS customer class (Residential, Type I and II and HPS).  It should be noted, that the Alternate Computation does not chan...

	Q. how does uhy’s alternate computation for the administrative adjustment impact the overall administrative charge?
	A. The Administrative Charge using the alternate computation is shown on UHY Exhibit CP9.  The administrative charge by customer class is as follows28F :
	Residential  15.82 Mills per kWh
	VI. Conclusion


	Q. Can you please summarize your testimony?
	A. Certainly.  My testimony addresses BGE’s proposed Administrative Adjustment of 1.00 Mill per kWh as a component of the Administrative Charge for all SOS customer classes.  BGE’s computation of 1.00 Mill per kWh Administrative Adjustment is presente...

	Q. does this conclude your testimony?

