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Q. Please state your name and business address. 1 

A. My name is David J. Effron.  My address is 12 Pond Path, North Hampton, New 2 

Hampshire, 03862. 3  

4 

Q. Have you previously submitted testimony in this docket? 5 

A. Yes.  I submitted direct testimony on February 11, 2008, marked as AG/CUB 6 

Exhibit 2.0.  My qualifications and experience are included with my direct 7 

testimony. 8  

9 

Q. What is the purpose of your rebuttal testimony? 10 

A. In this rebuttal testimony, I respond to the rebuttal testimony of Company witnesses 11 

Donnelly, McDonald, and Houtsma/Frank regarding certain issues in the 12 

determination of the Company s revenue requirement and its revenue deficiency 13 

under present rates. I do not respond to the rebuttal testimony of the Companies 14 

witnesses on all revenue requirement issues, but this should not be interpreted to 15 

mean that I agree with the Companies rebuttal positions on those issues.  I also 16 

update certain of my proposed adjustments to rate base and operating expenses 17 

based the receipt of later information since the preparation of my direct testimony 18 

and on my responses to the Company s rebuttal testimony as contained herein.  19 

Finally, I present a revised calculation of the Company s delivery service revenue 20 

deficiency, which incorporates the recommendation of CUB witness Thomas on the 21 

appropriate rate of return. 22  

23 
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Plant Additions 1 

Q. Witnesses Houtsma/Frank state that your calculation of plant additions in 2 

2007 is improper because you have relied on data that are not comparable.  Do 3 

you have a response? 4 

A. Yes.  I relied on the Company s response to AG Data Request 5.01 to calculate the 5 

growth in plant (and accumulated depreciation) in 2007.  I did not realize that the 6 

data provided by the Company in that response were presented on a basis that was 7 

not comparable to the data in ComEd Schedule B-1.  Therefore, my proposed 8 

modification to the Company s forecast of post-test year plant additions must be 9 

modified to correct my reliance on data that were not presented on a comparable 10 

basis. 11   

The other criticisms of my adjustment presented by witnesses 12 

Houtsma/Frank are without merit.  My calculation did not inappropriately assume 13 

that the only activity in 2007 plant in service relates to plant additions.  My 14 

calculation was based on the change in the plant in service from December 31, 15 

2006 to December 31, 2007, which incorporates both additions to and retirements 16 

from plant in service.  The fact that retirements are already reflected by ComEd in 17 

separate adjustments on its Schedule B-2 is irrelevant to my adjustment, and I did 18 

not double-count

 

the retirements from plant in service in my proposed 19 

adjustment. 20  

21 

Q. Have you modified your proposed adjustment to plant in service to 22 

incorporate the necessary corrections? 23 
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A. Yes.    I have corrected my calculation of the adjustment to pro forma plant 1 

additions on my Schedule B-1 accompanying this testimony (AG/CUB (DJE) 2 

Exhibit 5.1 contains all schedules).  I have also modified my proposed adjustment 3 

to take into account additional information on actual plant additions that was not 4 

available at the time of the preparation of my direct testimony. 5  

6 

Q. Please explain your updated adjustment to the projection of plant additions 7 

proposed by the Company.  8 

A. My proposed modification to the Company s forecast is based on the actual plant 9 

additions in 2007.  As can be seen on ComEd Exhibit 21.0 (Donnelly), page 2, the 10 

actual additions to jurisdictional plant in service in 2007 were $767.8 million.  This 11 

translates into average additions of approximately $64.0 million per month.  The 12 

actual plant additions in the first two months of 2008 were $114.1 million, or about 13 

$57.0 million per month, a decrease from the rate of plant additions in 2007. 14   

The Company is projecting additions of $598.0 million, or $85.4 million per 15 

month, over the seven months from February 29, 2008 to September 30, 2008.  As 16 

the above figures demonstrate, the actual rate of plant additions in 2007 and other 17 

recent years has been well below $85.4 million per month.  Given this 18 

inconsistency between the Company s forecast of plant additions and its actual 19 

experience in recent periods, the forecast of plant for the seven months from 20 

February 29, 2008 to September 30, 2008 additions presented by Mr. Donnelly 21 

should be modified. 22 
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I believe that it is reasonable to base the projection of plant additions for the 1 

period from February 29, 2008 to September 30, 2008 on the Company s actual 2 

experience in 2007.  (If the projection were based on the experience in 2008 as 3 

shown on ComEd Exhibit 21.0, page 2, the downward adjustment to the 4 

Company s forecast would be even greater.)  As I show on my Schedule B-1, 5 

modifying the Company s forecast so that it is consistent with the actual experience 6 

in 2007 results in a decrease of $130,060,000 to the Company s forecast of 7 

additions to distribution plant in service and a decrease of $20,021,000 to the 8 

Company s forecast of additions to jurisdictional general and intangible plant in 9 

service.  10  

11 

Q. Are you proposing any other modifications to the Company s calculation of 12 

pro forma plant in service? 13 

A. Yes.  I am also modifying the Company s forecast of retirements from plant in 14 

service.  Retirements do not by themselves affect rate base, as the retirements entail 15 

offsetting entries to plant in service and accumulated depreciation.  However, the 16 

retirements do affect the base on which depreciation is calculated and, therefore the 17 

depreciation expense.  In addition, as my adjustment to the balance of accumulated 18 

depreciation reflects actual retirements, to be consistent, the adjustment to plant in 19 

service should also be based on actual retirements.  After my modification to the 20 

Company s forecast of retirements, I am proposing a net decrease of $49,108,000 to 21 

distribution plant in service and a net decrease of $8,264,000 to jurisdictional 22 

general and intangible plant in service (Schedule B-1). 23 



Docket No. 07-0566 
AG/CUB Exhibit (DJE) 5.0  

5

 
Q. Is it necessary to adjust the new business revenue credit as a result of your 1 

proposed adjustment to plant in service, as witnesses Houtsma/Frank assert in 2 

their rebuttal testimony? 3 

A. Yes.  On ComEd Workpaper WPC-2.16, the revenue credit related to new business 4 

plant additions is based on general customer growth rates but does not appear to 5 

incorporate the addition of new customers related to specific plant additions.  As 6 

my proposed level of plant additions is based on the actual levels of plant additions 7 

in 2007, the calculation of the revenue credit related to new business plant additions 8 

should be modified so that it is consistent with actual plant additions in 2007.  In 9 

response to AG Data Request 10.15 (appended to this testimony as AG/CUB (DJE) 10 

Ex. 5.2), the Company has provided a re-calculation of the new business revenue 11 

credit based on actual customer growth in 2007.  Based on that response, the new 12 

business credit based on actual customer growth in 2007 and projected customer 13 

growth over the first nine months of 2008 is $31,177,000.  This is $4,776,000 14 

greater than the new business revenue credit reflected by ComEd in its calculation 15 

of pro forma operating income under present rates.  Therefore, the new business 16 

revenue credit should be increased by $4,776,000 (my Schedule C-1). 17  

18 

Accumulated Reserve for Depreciation and Amortization 19 

Q. Witnesses Houtsma/Frank characterize your proposed adjustment to the 20 

depreciation reserve as not the direct result of other adjustments that you 21 

have proposed.  Is this characterization inaccurate? 22 
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A. It is not inaccurate, but it is misleading.  My proposed adjustment to the 1 

depreciation reserve is not the direct result of any other adjustment that I have 2 

proposed.  However, it is the direct result of an adjustment proposed by the 3 

Company that I am not contesting.  In this regard, it is no different from my 4 

proposed adjustment to operating reserves related to the Company s pro forma 5 

OPEB adjustment (which the Company appears to think is not unreasonable).  6 

Whether my proposed adjustment to the depreciation reserve is related to any other 7 

of my adjustments or is related to an adjustment proposed by the Company that I 8 

have accepted is completely irrelevant to whether it is appropriate. 9  

10 

Q. Witnesses Houtsma/Frank describe your proposed adjustment to the 11 

accumulated depreciation reserve as being identical to adjustments that have 12 

been considered in prior proceedings involving ComEd (ICC Docket Nos. 05-13 

0597 and 01-0423) and The Peoples Gas Light  and Coke Company and 14 

North Shore Gas Company (ICC Docket Nos. 07-0241/07-0242 Cons.)

  

Is 15 

your proposed adjustment to the balance of accumulated depreciation 16 

identical to the adjustments that were proposed in those cases? 17 

A. Not at all.  In those cases, I proposed to adjust the balance of accumulated 18 

depreciation to recognize one year of additional depreciation expense (minus the 19 

net cost of removal).  In the present case, I am proposing to recognize the change in 20 

depreciation reserve based on the actual growth in the reserve from the end of 2006 21 

to the end of 2007.   As my proposed adjustments in the other cited cases were not 22 

based in the actual changes in accumulated reserve over time, my proposed 23 
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adjustment in this case is not identical to the adjustments that I proposed in the two 1 

cases cited by the Company.  2  

3 

Q. Is the adjustment that you are proposing in this case identical to adjustments 4 

to the depreciation reserve proposed in any other cases? 5 

A. I would hesitate to characterize any adjustment being proposed in one case as being 6 

exactly identical to an adjustment in another case, because circumstances are rarely 7 

identical.  However, the adjustment that I am proposing in this case is substantially 8 

identical to adjustments proposed in at least two other cases.  In Docket Nos. 01-9 

0432 (Illinois Power Company) and 03-0009 (Union Electric Company), the 10 

Commission accepted adjustments to recognize post-test year growth in the 11 

accumulated reserve for depreciation and amortization as offsets to adjustments for 12 

post test year additions to plant in service.  In both of those cases, the adjustments 13 

to the depreciation reserve were based on actual growth in the reserve subsequent to 14 

the end of the test year, which is what I am proposing in the present case. 15  

16 

Q. ComEd describes its method of adjusting the depreciation reserve in 17 

conjunction with its adjustment for pro forma plant additions as being 18 

consistent  with the Part 285 filing requirements.  Are you aware of any 19 

filing requirements that mandate the treatment proposed by ComEd or 20 

prohibit your proposed treatment?  21 

A. No.  Section 287.40 of the Commission s rules, which concerns pro forma 22 

adjustments to historical test year data states that a utility may propose pro forma 23 
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adjustments affecting plant investment.

  
It is important to note that this section 1 

makes no reference to pro forma adjustments for plant additions, only to pro forma 2 

adjustments affecting plant investment. As pointed out by IIEC Witness Gorman 3 

plant investment can reasonably be interpreted to mean the balance on which 4 

investors earn a return, that is the plant net of accumulated depreciation.  If 5 

anything, it would appear the relevant filing requirements would permit a pro forma 6 

adjustment only to the net plant, that is the plant net of accumulated depreciation, 7 

but not a pro forma adjustment to gross plant (and then some) as proposed by 8 

ComEd. 9  

10 

Q. Does your proposed adjustment to the depreciation reserve meet the criteria 11 

for pro forma adjustments set out in Section 287.40? 12 

A. Section 287.40 limits pro forma adjustments to changes that occurred during the 13 

selected historical test year or are reasonably certain to occur subsequent to the 14 

historical test year within 12 months after the filing date of the tariffs and where 15 

the amounts of the changes are determinable.

  

My proposed adjustment not only 16 

meets those criteria, it exceeds them.  First, I have recognized the growth in the 17 

depreciation reserve through December 31, 2007.  That change is not just known 18 

and measurable with reasonable certainty, it is known and measurable with 19 

absolute certainty.  Similarly, it is not just reasonably certain that the depreciation 20 

reserve will grow from December 31, 2007 to September 30, 2008, it is absolutely 21 

certain.  Because the balance of the depreciation reserve as of September 30, 2008 22 

necessarily entails the use of projections, as does the Company s estimate of plant 23 
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additions through that date, it is not possible to calculate that exact balance as of 1 

that date to the last dollar with absolute certainty.  However, it is certain that 2 

depreciation reserve will grow, and that growth is determinable with a degree of 3 

certainty that is at least equal to (and in my opinion greater than) the degree of 4 

certainty that applies to determination of the Company s forecast of plant additions 5 

through September 30, 2008. 6  

7 

Q. Is the assertion by Houtsma/Frank on pages 23-24 of their rebuttal testimony 8 

that your adjustment would move the reserve forward twenty-one months in 9 

time by including twenty-one months of additional depreciation expense on 10 

existing plant in rate base accurate? 11 

A. No.  As I explained above, my adjustment does not simply include twenty-one 12 

months of additional depreciation expense on existing plant in rate base.  Rather 13 

it measures the actual growth in depreciation reserve from December 31, 2006 to 14 

December 31, 2007 and bases the projection to September 30, 2008 on that actual 15 

growth.  My adjustment incorporates all changes affecting the depreciation 16 

reserve, not just increases to the depreciation reserve related to depreciation 17 

expense. 18  

19 

Q. Referring to your proposed adjustment to accumulated depreciation, the 20 

witnesses on page 24 renew their claim that [t]he Commission has considered 21 

and expressly rejected identical adjustments in multiple recent proceedings.  22 

Do you have a response? 23 
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A. Yes.  As I demonstrated above, my proposed adjustment in the present case is not 1 

the same as the adjustments proposed in the other referenced cases.  In addition, the 2 

circumstances in the present case are clearly distinguishable from the cases cited by 3 

the ComEd witnesses. 4  

5 

Q. How are the circumstances in this case distinguishable from the circumstances 6 

in Docket No. 05-0597? 7 

A. First, as I noted in my direct testimony, in the present case the Company itself 8 

adjusted the depreciation reserve for post-test year cost of removal (which increases 9 

its rate base).  ComEd did not propose any similar adjustment in Docket No. 05-10 

0597 and the Commission did not incorporate any such adjustment into the 11 

calculation of the pro forma rate base. 12   

Second, in the present case, the Company is proposing to adjust rate base 13 

for plant additions forecasted to take place 1.75 years, or twenty-one months, after 14 

the end of the test year.  In Docket No. 05-0597, the Company s proposed 15 

adjustment extended only one year after the end of the test year.  Thus, the 16 

Company s proposed adjustment in this case would result in a substantially greater 17 

distortion of the relationship between the plant included in rate base and the 18 

depreciation reserve deducted from that plant in the determination of the net 19 

investment in rate base.  I know of no case where the Commission has allowed an 20 

adjustment for plant additions stretching twenty-one months beyond the end of the 21 

test year.  To do so without making a coordinated adjustment to the depreciation 22 

reserve would be wholly inappropriate. 23 



Docket No. 07-0566 
AG/CUB Exhibit (DJE) 5.0  

11

 
Q. How are the circumstances in this case distinguishable from the circumstances 1 

in Docket No. 01-0423? 2 

A. In Docket No. 01-0423, ComEd proposed an adjustment to rate base to recognize 3 

some of the plant additions taking place out to six months after the end of the test 4 

year.  In this case, ComEd is proposing to recognize all plant additions taking place 5 

out to twenty-one months after the end of the test year.  The rate base adjustment 6 

for plant additions proposed in Docket No. 01-423 has little similarity to the 7 

adjustment being proposed in the present case.  Indeed, the trend from Docket No. 8 

04-0123 to the present case evidences a continuing expansion of the Company s 9 

mismatching of plant in service with the other elements of rate base. 10 

The adjustment to rate base for post-test year plant additions began in 11 

Docket No. 01-0423 with recognition of some of the plant additions taking place up 12 

to six months after the end of the test year, with no offset for growth in the 13 

depreciation reserve.  In Docket No. 05-0597, the Company s adjustment 14 

incorporated all additions taking place up to twelve months after the end of the test 15 

year, again with no offset for growth in the depreciation reserve.  In the present 16 

case, the Company is proposing to recognize all additions taking place out to 17 

twenty-one months after the end of the test year.  Further, not only is the Company 18 

now proposing to ignore the growth in the depreciation reserve that will 19 

indisputably take place, it is proposing a pro forma adjustment to reduce the 20 

depreciation reserve that is deducted from gross plant in the determination of rate 21 

base.  If the Commission authorizes the Company s proposed treatment in the 22 

present case, it would not surprise me if in its next case ComEd proposes a 2009 23 
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test year with an adjustment for plant additions out to 2014 and a pro forma 50% 1 

reduction to the depreciation reserve. 2  

3 

Q. How are the circumstances in this case distinguishable from the circumstances 4 

in Docket No. 07-0241/07-0242 Cons.? 5 

A. Peoples Gas and North Shore did not themselves propose selective adjustments to 6 

recognize post-year changes to the depreciation reserve as ComEd has done in this 7 

case.  Further, the proposed adjustment to rate base in Docket No. 07-0241/07-0242 8 

Cons. recognized plant additions taking place only one year after the test year, not 9 

twenty-one months as proposed by ComEd in the present case.   Finally, as I 10 

explained above, the basis of the adjustment that I am proposing in this case is 11 

different from the basis of the adjustment that was proposed in Docket No. 07-12 

0241/07-0242 Cons.  13  

14 

Q. Witnesses Houtsma/Frank quote at length from the Commission s Order in 15 

Docket No. 07-0241/07-0242 Cons.  Is their quotation of the Commission s 16 

findings complete? 17 

A, No.  At the end of its analysis and conclusion on the accumulated depreciation issue 18 

in that case, the Commission stated Moreover, Staff effectively admits that 19 

additional record analysis is needed to allow for consideration of the GCI s 20 

proposed adjustment.

  

I interpret this to mean that the Commission indicated a 21 

willingness to consider adjustments to the depreciation reserve in the future based 22 

on additional record analysis.  It is the purpose of this testimony to put such 23 
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additional analysis of this issue into the record of this case.  This testimony also 1 

serves to identify facts or circumstance to distinguish why the Commission 2 

should reach a different conclusion in this proceeding on this issue which 3 

witnesses Houtsma/Frank claim have not yet been presented. 4  

5 

Q. Witnesses Houtsma/Frank assert that Commission orders have consistently 6 

recognized the inappropriateness of this adjustment, and have consistently 7 

rejected it.  Is this true? 8 

A. No, it is not.  I have cited two cases above where the Commission adopted 9 

adjustments to recognize post-test year growth the depreciation reserve in 10 

association with rate base adjustments for post test year plant additions.  I believe 11 

that the Commission findings in Docket No. 02-0798, 03-0008, and 03-0009 12 

(Cons.) (Central Illinois Public Service Company and Union Electric Company) are 13 

especially relevant.  In that case the Commission found that: 14 

The Commission generally concurs with Ameren that, consistent 15 
with the Commission s test year rules, a utility has the right to 16 
propose post-test year pro forma capital additions to a historical 17 
test year.  Nevertheless, the Commission has an obligation to 18 
evaluate any such proposed pro forma capital addition to ensure 19 
consistency with the principle underlying the test year.  The 20 
regulatory basis for adopting a test year is to ensure that the rates 21 
established are reflective of costs and revenues that may be 22 
expected for the period during which such rates are in place. 23  

24 
(Order, Page 10) 25    

26   
The Commission found that Union Electric s plant additions should be 27 

included in rate base only to the extent that the additions exceed the increase in 28 

accumulated depreciation, concluding that such treatment more accurately 29 
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matches the costs and revenues that may be expected for the period during which 1 

the rates are in place.

  
There can be no question that the actual accumulated 2 

reserve for depreciation in the present case will be substantially greater as of 3 

September 30, 2008 than it was as of the end of 2006 and will exceed the pro forma 4 

depreciation reserve proposed by the Company by an even greater amount.  If the 5 

Company s proposed adjustment for post-test year plant additions is not offset by 6 

concomitant growth in the depreciation reserve, the goal of ensuring consistency 7 

with the principle underlying the test year

 

will be defeated. 8   

The Commission s Order in Docket No, 01-0432 (Illinois Power) is also 9 

instructive.  The test year in that case was 2000, and Illinois Power proposed to 10 

adjust the rate base for all plant additions through September 30, 2001, plus certain 11 

other additions to plant in service after that date.  The Commission adopted the 12 

adjustment to increase the accumulated reserve for depreciation associated with 13 

plant in service as of December 31, 2000, and the reserve for deferred income 14 

taxes associated with such plant, through September 30, 2001

 

adding that this 15 

adjustment is consistent with the basis for including capital additions in rate base

 

16 

(Order, page 21).  The Commission did not adopt a proposal to extend growth in 17 

the reserve for depreciation and the reserve for deferred income taxes through 18 

June 30, 2002 on the grounds that The Commission is not approving the 19 

inclusion in rate base of all of IP s projected capital additions through June 30, 20 

2002.

 

(Id.)  Although the Commission did not explicitly say so, I believe that the 21 

implication is clear that if all plant additions through June 30, 2002 had been 22 

included in rate base, then it would have been appropriate to extend growth in the 23 
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accumulated reserve for depreciation and the reserve for deferred income taxes 1 

through that date.  I believe that my proposal in the present case is completely 2 

consistent with the Commission s findings and conclusions in Docket No. 01-3 

0432. 4  

5 

Q. Has the Commission ever issued an order setting aside its findings in Docket 6 

No. 02-0798, 03-0008, and 03-0009 (Cons.) or Docket No. 01-0432? 7 

A. To my knowledge, it has not. 8  

9 

Q. On page 23 of their rebuttal testimony, witnesses Houtsma/Frank respond to a 10 

question that presumes that you have testified that it is inappropriate to 11 

reflect a pro forma adjustment for removal costs that reduces the 12 

Depreciation Reserve.  Is that, in fact your testimony? 13 

A. No.  It is my testimony that inclusion of a selective pro forma adjustment to the 14 

depreciation reserve for post-test year cost of removal without consistent 15 

recognition of other changes in the depreciation reserve taking place after the end of 16 

the test year would be inappropriate.  In fact, my own proposed adjustment does 17 

recognize the effect of removal costs on the depreciation reserve, but only in 18 

conjunction with the other post-test year changes to the depreciation reserve. 19  

20 

Q. Witnesses Houtsma/Frank claim that the Company s proposed change in the 21 

Depreciation Reserve for removal costs is distinguishable from the 22 

Depreciation Reserve adjustment proposed by Mr. Effron (and the similar 23 
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proposals of Mr. Griffin and Mr. Gorman) in two important respects.

  
Do 1 

the important respects cited by the witnesses establish a reasonable basis 2 

for distinguishing their cost of removal adjustment from the adjustment to 3 

the depreciation reserve that you are proposing? 4 

A. No.  The two bases cited by the witnesses for making such a distinction are that 5 

First, the removal costs represent actual or expected cash investment in the 6 

system, and second, they are directly related to the pro forma plant additions.   As 7 

far as I can determine, the only relevant distinction between the Company s 8 

proposed adjustment to the depreciation reserve for the cost of removal and an 9 

adjustment that recognizes other changes to the depreciation reserve on a 10 

consistent basis is that the adjustment for cost of removal increases its calculated 11 

revenue requirement while any more complete, consistent, and balanced 12 

adjustment would reduce its revenue requirement.  Neither of the two distinctions 13 

cited by the witnesses is of any merit. 14  

15 

Q. Taking the latter important respect for distinguishing the Company s 16 

adjustment first, are removal costs directly related to the pro forma plant 17 

additions ? 18 

A. No.  As the term implies, cost of removal entails expenditures to remove plant 19 

that is being retired, not plant that is being added.  There are plant retirements 20 

without associated additions and there are plant additions without associated 21 

retirements.  Even where plant is being retired and replaced by new plant, any 22 

relationship between the plant additions and the cost of removal is, at the very best, 23 
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indirect.  To my knowledge, the Commission has never approved such an 1 

adjustment to the depreciation reserve, except in association with recognition of 2 

factors increasing the depreciation reserve. 3  

4 

Q. Is the first important respect for distinguishing the Company s 5 

adjustment, that removal costs represent actual or expected cash investment 6 

in the system, at all valid? 7 

A. Absolutely not.  The contention that the depreciation expense that Mr. Effron and 8 

others propose to add to the reserve is a non-cash accounting accrual that relates 9 

solely to the passage of time and attrition is completely without any basis in fact.  10 

Depreciation is a non-cash expense that is included in the Company s revenue 11 

requirement in the establishment of rates.  When the Company recovers that 12 

depreciation expense from ratepayers, it is getting real cash that is not used to pay 13 

current expenses.  To the extent that depreciation expense results in growth of the 14 

depreciation reserve, that growth represents the original cost of plant that has been 15 

recovered from customers through rates being charged by the Company.  Just as 16 

plant additions represent cash expenditures, the growth in the depreciation reserve 17 

represents recovery of the cost of plant in the form of cash received by the 18 

Company from its customers.  Indeed, if the depreciation reserve represented 19 

nothing more than the accumulation of accounting accruals, there would be no 20 

reason to deduct the reserve from gross plant in service in the determination of 21 

rate base 22  

23 
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Q. Is the post-test year increase in the depreciation reserve related to the post-test 1 

year additions to plant in service? 2 

A. Yes.  In AG Data Request 10.03, ComEd was asked to provide a sources and uses 3 

of funds statement showing how the plant additions in 2007 were financed.   The 4 

Company responded that it finances its business as a whole  through a mix of 5 

funds from operations and short and long-term debt.  The funds from operations 6 

include earnings retained in the business plus depreciation and amortization 7 

expense recovered in the revenues from service provided to customers.  If the 8 

depreciation expense recovered in rates from customers were nothing more than 9 

a non-cash accounting accrual that relates solely to the passage of time and 10 

attrition it could not possibly be a source of funds to finance capital 11 

expenditures.  The fact that the cash flow provided by depreciation and 12 

amortization expense is used to finance capital expenditures disproves the claim 13 

that growth in the depreciation reserve associated with depreciation expense is 14 

completely unrelated to the proposed pro forma plant additions.  As plant 15 

additions are financed in part by cash recovered from customers through the 16 

inclusion of depreciation expense in rates, the recovery of that depreciation 17 

expense is directly related to the plant additions that the Company is proposing to 18 

include in rate base. 19  

20 

Q. Please summarize your position as to why any adjustment to rate base for 21 

post-test year plant additions should be limited to the amount by which such 22 

additions exceed the post-test year growth in accumulated depreciation.  23 
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A. An important principle of ratemaking is that investors should be allowed to earn a 1 

return only on funds that they actually supply to finance assets used to provide 2 

utility service.  Investors should not be allowed to earn a return on funds provided 3 

by customers, governmental entities, or vendors.  The plant in service included in 4 

rate base is reduced by accumulated depreciation, accumulated deferred income 5 

taxes, operating reserves, and other non-investor supplied funds based on this 6 

principle. 7 

As the Company recovers depreciation expense in the rates that it charges, it 8 

is obtaining a source of funds from customers.  That source of funds is used to 9 

finance plant additions.  In effect, by ignoring the post-test year growth in the 10 

depreciation reserve ComEd is proposing to earn a return not only on post-test year 11 

plant additions that are financed by investors, but also on post-test year plant 12 

additions that are financed by customers.  Reducing the Company s adjustment for 13 

post-test year plant additions by related growth in the depreciation reserve is doing 14 

nothing more than allowing investors to earn a return on their actual investment in 15 

utility operations, but only on that actual investment. 16  

17 

Q. Have you updated your proposed adjustment to rate base to recognize post-18 

test year growth in the depreciation reserve? 19 

A. Yes. My updated adjustment to the depreciation reserve is shown on my Schedule 20 

B-1.1 accompanying this testimony.  In my updated adjustment I have removed the 21 

effect of the refunctionalization project from the 2007 balance of the depreciation 22 

reserve.  ComEd makes a separate adjustment for the refunctionalization, and it is 23 
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necessary to make this adjustment to the 2007 balance so that the effect of the 1 

refunctionalization is not double-counted and so that the 2007 balance is stated on a 2 

basis that is comparable to the 2006 balance. 3  

4 

Accumulated Deferred Income Taxes 5 

Q. Have you read the Company s rebuttal testimony regarding your proposal to 6 

recognize the post-test year growth in the balance of accumulated deferred 7 

income taxes ( ADIT )? 8 

A. Yes.  Witnesses Houtsma/Frank oppose this adjustment on substantially the same 9 

grounds that they oppose my adjustment to accumulated depreciation.  As the 10 

Company recovers deferred income tax expense in the rates that it charges, it is 11 

obtaining a source of funds from customers.  As is the case with depreciation 12 

expense, the source of funds provided by deferred income tax expenses is used to 13 

finance its business as a whole including plant additions.  Again, reducing the 14 

Company s adjustment for post-test year plant additions by related growth in the 15 

balance of ADIT is doing nothing more than allowing investors to earn a return on 16 

their actual investment in utility operations, but only on that actual investment.  17 

Unless it is the intent to authorize ComEd to earn a return not on post-test year plant 18 

additions that are financed by customers, the post-test year growth in the balance of 19 

ADIT that is used to finance the post-test year plant additions must be recognized. 20  

21 

Q. Have you updated your proposed adjustment to rate base to recognize post-22 

test year growth in the balance of ADIT? 23 
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A. Yes.  I have updated my proposed adjustment to recognize post-test year growth in 1 

ADIT based on the actual balances of the ADIT line items as of December 31, 2 

2007.  My updated adjustment is shown on my Schedule B-2 accompanying this 3 

testimony. 4  

5 

Customer Advances for Construction 6 

Q. Does your proposed rate base deduction for customer advances rest on an 7 

assumption that none of the amounts have been expended as implied by 8 

witnesses Houtsma/Frank on pages 450-451 of their rebuttal testimony? 9 

A. No.  My proposed adjustment only assumes that as the funds are expended, the 10 

expended funds will be replaced by new advances.  This is borne out by the 11 

Company s response to AG Data Request 10.12 (appended to this testimony as 12 

AG/CUB (DJE) Ex. 5.3).  However, based on my review of that response, it 13 

appears that the balance of customer advances may be at a seasonal high as of 14 

December 31.  Therefore, I am modifying my adjustment to recognize a twelve-15 

month average of the balance of distribution related customer advances rather than 16 

on the balance as of December 31, 2006. 17  

18 

Q. Based on your review of the response to AG Data Request 10.12, are you 19 

proposing any other adjustments to the rate base deduction for customer 20 

advances? 21 

A. Yes.  The Company deducts the balance of customer advances related to line 22 

extensions from rate base.  There does not appear to be any dispute as to whether 23 
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this rate base deduction is appropriate.  The Company deducts the balance as of a 1 

single point in time, December 31, 2006.  As of that date, the balance of customer 2 

advances related to line extensions was $5,076,000.  Referring to the response to 3 

AG Data Request 10.12, it can be seen that the balance of customer deposits related 4 

to line extensions has been growing steadily.  As of December 31, 2007, the 5 

balance was $22,083,000.  I recommend that this balance be deducted from rate 6 

base so that it more closely matches the balance that will likely be outstanding 7 

during the rate effective period.  If anything, this method of quantifying the balance 8 

is conservative, in that the balance has been growing steadily and has continued to 9 

grow since December 31, 2007. 10  

11 

Q. Please summarize your proposed deduction to rate base for customer 12 

advances. 13 

A. I am proposing to reduce rate base by $22,083,000 for customer advances related to 14 

line extensions and $7,904,000 for customer advances related to other distribution 15 

projects.  The total rate base deduction for customer advances is $29,987,000 (my 16 

Schedule B-3). 17  

18 

Construction Work in Progress 19 

Q. Have you reviewed the alternative method of calculating the CWIP in rate 20 

base proposed by ComEd in its rebuttal testimony? 21 

A. Yes.  The alternative to determining a normal level of CWIP proposed by the 22 

Company is to take an average of the ending balances of CWIP over the two years 23 
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ended December 31, 2006, and December 31, 2007. The resulting balance is 1 

$33,682,000.  In the interest of reducing the number of issues being contested in 2 

this proceeding, I have adopted this alternative in my updated calculation of rate 3 

base (my Schedule B). 4  

5 

Revenue and Billing Determinants 6 

Q. In their rebuttal testimony, witnesses Houtsma/Frank assert that your 7 

adjustment to reflect weather normalized sales is duplicative and 8 

inappropriate.  Is their characterization accurate? 9 

A. No.  ComEd did not reflect this adjustment in the calculation of its pro forma 10 

operating income under present rates on its Schedule C-2, which is the source that I 11 

used in the calculation of the Company s revenue deficiency.  Therefore, there is no 12 

duplication.  In effect, my adjustment does nothing more than synchronize the 13 

revenues under present rates and revenue deficiency on ComEd Schedule C-1 with 14 

the revenues under present rates and revenue deficiency on ComEd Schedule A-3.  15 

However, as the Company includes the sales related to the weather normalization 16 

adjustment in the billing determinants used to design the proposed rates, this issue 17 

ultimately is just a matter of presentation rather than a substantive difference in the 18 

positions of the parties. 19  

20 

Q. Are there any substantive issues with regard to the Company s presentation of 21 

its revenues and billing determinants? 22 
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A. Yes.  The Company has made an adjustment to revenues to reflect customer growth 1 

related to its new business plant additions.  This adjustment is shown as a pro forma 2 

increase to Other Revenues , in effect a revenue credit that reduces the total 3 

operating revenue requirement from what it would otherwise be in the absence of 4 

the adjustment.  As the Company correctly notes in the response to AG Data 5 

Request 10.14, it would be duplicative to both recognize the revenue credit in this 6 

manner and also increase the billing determinants used in the designs of rates.  7 

However, the Company s method of reflecting this adjustment does not accurately 8 

capture the effect of the sales adjustment related to new business plant additions. 9   

The adjustment to reflect customer growth is actually an adjustment to 10 

operating revenues on ComEd Schedule C-2, not an adjustment to Other 11 

Revenues.

 

As shown on ComEd Workpaper WPC-2.16, the adjustment affects 12 

billing determinants as well as revenues.  To accurately reflect the impact of this 13 

adjustment, it should be shown as increase to operating revenues, which in turn 14 

results in an increase to the total revenue requirement (but not the calculated 15 

revenue deficiency).  Then, the increase to billing determinants associated with this 16 

adjustment should be included in the design of rates necessary to produce the 17 

required revenues.  The ultimate result will be to lower the new rates.  This is 18 

substantially the same approach used by the Company in its weather normalization 19 

adjustment. 20  

21 

Q. Can you provide an example to illustrate the effect of the modification that you 22 

are proposing? 23 
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A. Yes.  On Schedule C-1 accompanying this testimony, I show the effect of my 1 

proposed modifications on residential rates, based on the Company s original 2 

application.  (The actual effect will depend on the Commission s determination of 3 

the Company s revenue requirement.) As can be seen on this schedule, the effect of 4 

adding the additional revenues to the residential revenue requirement and adding 5 

the additional sales to the pro forma billing determinants is to reduce the proposed 6 

average residential rate from $0.03907 to $0.03894. 7  

8 

Q. Have you separately proposed an adjustment to the Company s new business 9 

revenue credit? 10 

A. Yes.  In my rebuttal testimony on the forecast of plant additions, I propose to 11 

modify the new business revenue credit based on the Company s response to AG 12 

Data Request 10.15.  The billing determinants used in the design of the new rates 13 

should also be increased by the billing determinants indicated in this response, 14 

including the product of the new customers and the use per customer in 2007 for 15 

each customer class, to properly reflect the post-test year growth in customers and 16 

sales. 17  

18 

Merger Costs 19 

Q. On page 56 of their rebuttal testimony, ComEd witnesses Houtsma/Frank 20 

state that certain employees performed merger related work in addition to 21 

their usual duties and that eliminating any of the wages and benefits of those 22 



Docket No. 07-0566 
AG/CUB Exhibit (DJE) 5.0  

26

 
employees will understate the Company s cost of service.  Does this rebuttal 1 

cause you to reconsider your proposed adjustment? 2 

A. No.  What the witnesses seen to be saying is that those employees performed the 3 

merger work for free.  If this is true, then no cost should have been assigned to that 4 

work.  However, ComEd did assign costs to the merger related work performed by 5 

the employees.  As those costs do not relate to the provision of delivery services, 6 

they should not be included in the delivery services revenue requirement. 7  

8 

Incentive Compensation 9 

Q. In their rebuttal testimony, witnesses McDonald and Houtsma/Frank assert 10 

that the cost of the Long Term Incentive Plan ( LTIP ) should be included in 11 

the Company s revenue requirement.  Do you agree? 12 

A. No.  As I understand it, the LTIP consists entirely of stock based compensation.  13 

Because stock based compensation creates incentives to maximize the price of the 14 

stock, the primary beneficiaries of such compensation would be shareholders rather 15 

than ratepayers.  If the LTIP recipients are successful in increasing the price of 16 

Exelon stock, the reward to shareholders should be at least equal to the cost of that 17 

compensation.  Accordingly, I do not believe that is unreasonable for shareholders 18 

to absorb the cost of the LTIP rather than assigning the cost of that program to 19 

ratepayers. 20  

21 
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Q. Witnesses McDonald and Houtsma/Frank state that you erred by including 1 

the Employee Stock Purchase Plan and Severance in your elimination of stock 2 

based compensation.  Do you have a response? 3 

A. Yes.  As the Employee Stock Purchase Plan and Severance are stock based 4 

compensation, I believe that it is reasonable to eliminate those expenses from the 5 

revenue requirement, regardless of whether those programs are formally part of the 6 

incentive compensation programs or not.  However, given the relatively modest 7 

size of those items ($273,000), I have modified my proposed incentive 8 

compensation adjustment to exclude them.  9  

10 

Severance Costs 11 

Q. At page 57 of their rebuttal testimony, Houtsma/Frank claim that in ICC 12 

Docket No. 05-0597 ComEd proposed to recover $158 million of Exelon Way 13 

severance costs over 7.5 years and that the Commission approved this 14 

treatment.  Based on you review, is this an accurate representation of what 15 

transpired in Docket No. 05-0597? 16 

A. No.  The issue in Docket No. 05-0597 related to actual cash expenditures incurred 17 

by ComEd in the 2004 test year in that case.  There was testimony in that case that 18 

the actual costs incurred in 2005, $21 million on a total company basis, results in 19 

an implied amortization period of over seven years ($158 million divided by $21 20 

million = 7.5 years)

 

(Order, Docket No. 05-0597, page 87, citing Hill Reb., 21 

ComEd Ex. 19.0 Corr., 46:1008-17).  However, it does not appear that ComEd 22 

formally requested that it be authorized to defer costs that were incurred in 2003 23 
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and 2004 and to amortize those costs prospectively for ratemaking purposes. In any 1 

event, the Commission did not authorize an after the fact deferral of costs incurred 2 

in 2003 and 2004 and prospective amortization of those costs. 3  

4 

Q. Witnesses Houtsma/Frank point to ICC Docket No. 05-0597, Order, p. 90 as 5 

approving prospective amortization of the Exelon Way severance costs.  Does 6 

any such approval appear there? 7 

A. No.  Again, what was at issue in Docket No. 05-0597 was the expenditures on 8 

Exelon Way severance cost in the 2004 test year.  The Commission analysis and 9 

conclusion at page 90 of the Order in Docket No. 05-0597 approved the inclusion 10 

of that cost in the Company s revenue requirement.  However, the analysis and 11 

conclusion at page 90 of the Order does not even mention amortization of the 12 

Exelon Way severance costs, let alone approve such treatment. 13  

14 

Q. Do you agree with Houtsma/Frank that the Company was required to 15 

record a regulatory asset as a result of Commission action in Docket No. 05-16 

0597?  17 

A. No.  A regulatory asset can be recorded if it is probable that future revenues at 18 

least equal to the capitalized cost will result from inclusion of that cost in 19 

prospective revenue requirements.  Nothing in the analysis and conclusion on this 20 

issue in Docket No. 05-0597 can reasonably be interpreted to have created such a 21 

probability of such recovery. 22  

23 
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Q. Are Houtsma/Frank correct that you sought to have the $18,791,000 of 1 

severance costs excluded from the Company s revenue requirement in 2 

Docket No. 05-0597? 3 

A. Yes.  It was my position in Docket No. 05-0597 case that the Exelon Way 4 

severance costs were non-recurring in nature and that ComEd would have 5 

recovered total cost of the program by retaining over $200 million of savings 6 

from the program before the annual savings were reflected in rates.  Although this 7 

testimony was not refuted, the actual 2004 test year Exelon Way expenditures 8 

were not eliminated from pro forma expenses in that case.  Having retained the 9 

savings from the Exelon Way severance program in the years 2004, 2005, and 10 

2006 and having recovered an additional $18.8 million of costs per year in rates 11 

since Docket No. 05-0597, I do not believe that ComEd should continue to 12 

recover costs that were incurred in 2003 and 2004 through rates being set in the 13 

present case.  The Company s characterization of my recommendation as being 14 

zero recovery of these costs is a gross distortion of my proposal. 15  

16 

Updated Revenue Deficiency 17 

Q. Have you prepared an updated calculation of the Company s revenue 18 

deficiency? 19 

A. Yes.  I have prepared an updated calculation of the Company s revenue deficiency 20 

on my revised Schedule A accompanying this rebuttal testimony.  In addition to 21 

incorporating the modifications and updates addressed in this testimony, I have also 22 

reflected the rate of return as proposed by Mr. Thomas in his rebuttal testimony.  23 



Docket No. 07-0566 
AG/CUB Exhibit (DJE) 5.0  

30

 
With these changes, I have calculated an updated revenue deficiency of 1 

$44,202,000. 2  

3 

Q. Does this conclude your rebuttal testimony? 4 

A. Yes. 5  

6 


