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 1 

Q. Please state your name and business address. 1 

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

New Hampshire, 03862. 3 

 4 

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

A. Yes.  I submitted direct testimony on October 26, 2010, marked as AG/CUB Exhibit 6 

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

 8 

Q. What is the purpose of your rebuttal testimony? 9 

A. In this rebuttal testimony, I respond to the rebuttal testimony of Company witnesses 10 

Guerra, O’Connor, Donnelly, Houtsma, and Fruehe. I also update certain of my 11 

proposed adjustments to the Company’s positions based on updated information and 12 

modifications that I am adopting in this rebuttal testimony. 13 

 14 

Post Test Year Plant Additions 15 

Q. Several of the Company’s witnesses (Guerra, O’Connor, Donnelly) claim in their 16 

rebuttal testimony that your proposal to exclude plant additions subsequent to 17 

March 31, 2011 from the Company’s pro forma rate base is based on the 18 

unrealistic assumption that there will be no additions to plant in service in the 19 

second quarter of 2011.  Is your proposal, in fact, based on such an unrealistic 20 

assumption? 21 

A. Of course not.  The Company’s rate base will only increase to the extent that additions 22 

to plant in service in a given period exceed the concomitant growth in the depreciation 23 
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reserve and the balance of accumulated deferred income taxes (“ADIT”) for the same 24 

period.  The Company’s argument regarding the unrealistic assumption implicit in my 25 

testimony only makes sense if one also assumes that there will be no growth in 26 

deprecation reserve or ADIT in the second quarter of 2011, a clearly unreasonable 27 

assumption.  No matter how many of the Company’s witnesses repeat this canard, it is 28 

not true. 29 

  I understand that ComEd prefers to ignore the basic relationship among gross 30 

plant, depreciation reserve, and ADIT for the purpose of calculating its pro forma rate 31 

base, but the Company’s preference does not change the reality.  If there is anything 32 

that is “simply impossible to reconcile with reality” (ComEd Ex. 32, 5:85), it is the 33 

Company’s continuing insistence that its rate base should reflect post test year growth 34 

in gross plant in service without reference to concomitant growth in depreciation 35 

reserve and ADIT. 36 

  My proposal to eliminate plant additions after March 31, 2011 does not rest on 37 

an assumption that there will be no plant additions in the second quarter of 2011.  I am 38 

proposing to eliminate the Company’s forecasted plant additions in the second quarter 39 

of 2011 from the pro forma rate base because the extent to which plant additions will 40 

exceed concomitant growth in the depreciation reserve and ADIT in the second quarter 41 

of quarter of 2011 cannot reasonably be characterized as known and measurable with 42 

any reasonable degree of certainty.  43 

 44 

Q. Can you demonstrate why the growth in net plant in the second quarter of 2011 is 45 

not known and measurable? 46 
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A. Yes.  The actual gross additions to jurisdictional plant in service in the first quarter of 47 

2010 averaged approximately $41 million per month (response to AG Data Request 48 

13.12, Attachment 1).  Current depreciation expense is running at about $35 million per 49 

month, and growth in ADIT is running about $4 million per month (exclusive of bonus 50 

depreciation or any potential expansion of the repair allowance deduction).  Thus, if the 51 

gross plant additions in second quarter of 2011 are only 5% less than the actual plant 52 

additions in the first quarter of 2010, those plant additions would be approximately 53 

offset by depreciation expense and growth in ADIT.  Therefore, while it is possible, 54 

perhaps even probable, that the plant additions in the second quarter of 2011 will 55 

exceed the growth in depreciation reserve and ADIT, I don’t believe that it can properly 56 

be characterized as “known”. 57 

 58 

Q. Do the Company’s updates filed with its rebuttal testimony lend any additional 59 

support to its claim that the future additions to plant in service based on its 60 

forecasts are known and measurable? 61 

A. No.  For example, in its direct case, the Company was forecasting that the additions to 62 

plant in service in 2010 would be $718 million.  Now the Company is forecasting that 63 

the plant additions in 2010 will be $666 million, a reduction of $52 million.  The 64 

individual components of the forecasts show even greater discrepancies proportionally.  65 

In its direct case, the Company was forecasting additions to general plant of $83 million 66 

in 2010.  Now the Company is forecasting additions to general plant of $49 million in 67 

2010, a decrease of 41%.  These discrepancies are additional evidence of why the 68 
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Company’s forecasts of plant additions in 2011 cannot be considered known and 69 

measurable. 70 

 71 

Q. Are you updating your proposed adjustment to eliminate the Company’s forecast 72 

of plant additions for the second quarter of 2011 from the pro forma test year rate 73 

base? 74 

A. Yes.  The Company’s pro forma adjustment to plant in service now includes 75 

$200,886,000 of additions in the second quarter of 2011 (response to Attorney 76 

General Data Request 13.01).  Therefore, elimination of these additions reduces the 77 

pro forma test year rate base by $200,886,000 (Schedule DJE-1.1). 78 

 79 

Q. Are you also updating your proposal to modify the Company’s forecast of 80 

additions to general and intangible plant in service? 81 

A. Yes.  Based on the rate of actual additions to general and intangible plant in service 82 

through October 2010, I believe that a modification to the Company’s forecast of 83 

general and intangible plant through March 31, 2011 is in order. 84 

  The actual jurisdictional additions to general plant in service in the first ten 85 

months of 2010 were $28,624,000.  Projecting this rate of additions through March 31, 86 

2011, the projected additions are $42,936,000.  This is $16,710,000 less than the 87 

jurisdictional general plant additions forecasted by the Company through March 31, 88 

2011 (Schedule DJE-1.1). 89 

  The actual additions to intangible plant in service in the first ten months of 2010 90 

were $33,798,000.  Projecting this rate of additions through March 31, 2011, the 91 
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projected plant additions are $50,697,000 on a jurisdictional basis.  This is $16,097,000 92 

less than the jurisdictional intangible plant additions forecasted by the Company 93 

through March 31, 2011 (Schedule DJE-1.1). 94 

  Therefore, I recommend that the pro forma jurisdictional general plant in 95 

service included in the Company’s rate base be reduced by $16,710,000 and that the 96 

pro forma jurisdictional intangible plant in service included in the Company’s rate 97 

base be reduced by $16,097,000.  As I stated in my direct testimony, the forecast of 98 

plant in service as of March 31, 2011 should be trued up to the actual balances as of 99 

that date.  Therefore, these adjustments should be considered “place-holders” until the 100 

forecasted plant in service as of March 31, 2011 is trued up to the actual balance as of 101 

that date. 102 

. 103 

Plant in Service – Underground Cable 104 

Q. Ms. Houtsma proposes to include the $18.7 million of underground cable costs 105 

(that were eliminated from the Company’s rate base in Docket No. 07-0566) in its 106 

rate base in this case on the grounds that the disallowance in the last case did not 107 

preclude inclusion of those assets in rate base in future cases.  Do you have a 108 

response? 109 

A. Yes.  If the $18.7 million of underground cable costs had not been eliminated from the 110 

plant in service on the Company’s books, then no pro forma adjustment in the present 111 

case would be necessary.   If the disallowance of the $18.7 million in the last case was a 112 

pro forma adjustment to rate base only for the purpose of that case, the Company has 113 

not explained why it wrote those assets off from its books of account.  The fact that the 114 
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$18.7 million was eliminated from the plant balance on the Company’s books of 115 

account implies that that it was not just a pro forma adjustment to rate base in the last 116 

case, but rather a permanent adjustment.  In addition, the Company still has not cited 117 

anything from the Commission’s findings in Docket No. 07-0556 that would indicate 118 

that the adjustment to plant was solely for the purpose of that case.  Therefore the 119 

Company’s pro forma adjustment to increase plant in service for $18.7 million of 120 

underground cable should be eliminated. 121 

 122 

Depreciation Reserve 123 

Q. Have you read the Company’s rebuttal testimony regarding your proposed 124 

adjustment to roll forward the depreciation reserve to match the adjustment for 125 

post-test year additions to plant in service? 126 

A. Yes.  Ms. Houtsma covers this issue in her rebuttal testimony.  She does not address the 127 

mismatch between reflecting plant in service as of June 30, 2011 (or March 31, 2011) 128 

in rate base and reflecting a balance of accumulated depreciation that is actually less 129 

than the balance as of December 31, 2009, the end of the test year.  Contrary to Ms. 130 

Houtsma’s rebuttal testimony, the approach applied in the Company’s direct case is 131 

not appropriate and a pro forma adjustment to roll forward the depreciation reserve is 132 

required to ameliorate that mismatch. 133 

 134 

Q. Have you updated your proposed adjustment to roll forward the depreciation 135 

reserve to March 31, 2011? 136 
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A. Yes.  In response to Attorney General Data Request AG 13.10, the Company provided 137 

the increase to the depreciation reserve from additional depreciation expense through 138 

June 30, 2011.  I have used that information to quantify the necessary adjustment to 139 

match the depreciation reserve as of March 31, 2011 to plant in service as of that date.  140 

I have calculated that recognition of the additional depreciation expense through March 141 

31, 2011 results in an incremental adjustment to the Company’s depreciation reserve of 142 

$476,281,000 (Schedule DJE-1.3). 143 

  In addition, consistent with my proposal to limit the pro forma adjustment to 144 

rate base to plant additions through March 31, 2011, I have also eliminated the charge 145 

against the depreciation reserve for forecasted cost of removal in the second quarter in 146 

2011.  This elimination is necessary to calculate the forecasted depreciation reserve as 147 

of March 31, 2011.  The elimination of the forecasted cost of removal in the second 148 

quarter of 2011 increases the pro forma depreciation reserve by $13,827,000. 149 

  I am now recommending a total adjustment to the pro forma depreciation 150 

reserve of $490,108,000 (Schedule DJE-1.3) 151 

 152 

Accumulated Deferred Income Taxes 153 

Q. Are you also updating your proposed adjustment to roll forward the ADIT 154 

reserve to March 31, 2011? 155 

A. Yes.  As I stated in my direct testimony, the test year balance of ADIT should be 156 

adjusted to reflect the growth that will be available to finance the growth in plant 157 

balances after the test year.  In response to Attorney General Data Request AG 13.11, 158 

the Company provided the increase to the ADIT related to post test year plant additions 159 
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through March 31, 2011.  The response to Staff Data Request TEE 2.01 can be used to 160 

derive the growth in ADIT related to embedded test year plant in service through 161 

March 31, 2011.  I have calculated an adjustment of $39,209,000 to the Company’s pro 162 

forma balance of ADIT (Schedule DJE-1.4) 163 

. 164 

Deferred Debits - Pension 165 

Q. Have you reviewed Ms. Houtsma’s rebuttal to your proposal to remove the $92 166 

million pension contribution in 2009 from rate base? 167 

A. Yes.  In her rebuttal testimony on page 24, at lines 504 – 508 Ms. Houtsma claims that 168 

there is a discrepancy between my direct testimony on the pension accruals and 169 

contributions in the years 2007 – 2009 and the amounts shown in the response to Staff 170 

Data Request BAP 2.02. 171 

 172 

Q. Is there such a discrepancy in your direct testimony? 173 

A. Yes.  My testimony on this matter requires clarification and correction. On page 15 of 174 

my direct testimony at lines 331 – 332, I stated that “for the three years prior to 2009 175 

the ComEd pension contributions were below the pension accruals.”  In the next 176 

sentence, I said that “The pension accruals for the three years 2007-2009 were $106 177 

million, while the pension contributions for those three years were only $15 million.”  178 

This sentence should have referred to the three years prior to 2009 (as referenced in the 179 

prior sentence), which would be 2006 – 2008, rather than 2007 – 2009.  In fact, the 180 

pension accruals (periodic pension cost) for the three years 2006-2008 were $106 181 

million, while the pension contributions for those three years were only $15 million.  182 
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Thus, the larger contribution in 2009, in effect, compensates for the difference between 183 

the pensions accruals and the contributions in the years 2006 – 2008.  As I said in my 184 

direct testimony, if the pension contributions in the earlier years had been equal to the 185 

pension accruals in those years, then the catch-up contribution in 2009 would not have 186 

been necessary. 187 

 188 

Q. Do you agree with Ms. Houtsma that if the pension contributions in the earlier 189 

years had been greater, the cumulative effect on the Company’s balance sheet 190 

would ultimately be the same? 191 

A. Yes.  However, it does not necessarily follow from this that the pension contribution 192 

in 2009 should be included in rate base.  To the extent that the pension accruals are 193 

matched by contributions, there will be no increase in the prepaid pension asset 194 

included on the Company’s balance sheet. If the contributions in the years 2006 – 195 

2008 had been equal to the accruals in those years, the Company would have no 196 

argument that the contributions had resulted in prepaid pensions that should be 197 

included in rate base.  Similarly, to the extent that contribution in 2009 was, in effect, 198 

a catch-up for the difference between accruals and contributions in the years 2006 – 199 

2008, it should not be included in rate base. 200 

 201 

Q. What is the effect of eliminating the 2009 pension contribution from the 202 

Company’s rate base? 203 

A. The effect is to reduce the Company’s deferred debits included in rate base by 204 

$92,591,000.  The offsetting adjustment to remove related ADIT is $23,841,000 based 205 
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on the Company’s rebuttal testimony.  Therefore, the net reduction to rate base is 206 

$68,750,000 (Schedule DJE-1.5). 207 

 208 

Revenues - New Business Plant Additions 209 

Q. Are you modifying your proposed adjustment to the new business revenue credit 210 

based on the rebuttal testimony of Mr. Fruehe? 211 

A. Yes.  In his rebuttal testimony, Mr. Fruehe states that the new business revenue credit 212 

should apply only to revenue growth due to new customers rather than changes in sales 213 

due to other factors.  As he explains, “Since ComEd has requested inclusion of its pro 214 

forma plant additions, it is reasonable to offset that cost increase with the revenues it 215 

may receive from the new customers from that same period.”  ComEd Ex. 30, 216 

21:457-459. 217 

  However, if the new business revenue credit is related to plant additions to 218 

provide service to new customers, then the revenue credit should reflect the revenue 219 

from those new customers.  ComEd is forecasting a decrease in large commercial and 220 

industrial (“LCI”) customers from the test year into 2011.  Even assuming that this 221 

forecasted reduction actually does take place, it is not clear how installing new plant 222 

in service would be related to a reduction to the number of customers.  That is, even if 223 

there is a net decrease in LCI customers, by definition, that decrease cannot be the 224 

result of adding new customers, but must be due to some other factor.  Thus, if the 225 

purpose of the new business revenue credit is to offset the cost of plant to serve new 226 

customers included in the pro forma rate base, then the new business revenue credit 227 

should not include the effect of a decrease in customers. 228 
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  229 

Q. What do you recommend? 230 

A. The Company’s calculation of the new business revenue credit includes the effect of a 231 

forecasted decrease in the number of LCI customers.  This forecasted decrease in LCI 232 

customers reduces the new business revenue credit by $5,263,000.  I recommend that 233 

this reduction to revenues from LCI customers be eliminated from the new business 234 

revenue credit.  Elimination of the LCI reduction would increase the new business 235 

revenue calculated by the Company to $8,776,000, based on customer growth through 236 

June 30, 2011.  Extending this new business revenue credit to March 31, 2011 rather 237 

than June 30, 2011, consistent with my adjustment to the Company’s forecasted level 238 

of plant-in-service, the result is a revenue credit of $7,313,000.  This is $3,800,000 239 

greater than the new business revenue credit calculated by the Company.  Therefore, I 240 

recommend that pro forma operating revenues be increased by $3,800,000 (Schedule 241 

DJE-2.1a). 242 

 243 

Number of Employees 244 

Q. Does Mr. Fruehe have a valid criticism when he states that in your adjustment for 245 

the Company’s employee complement, you have selectively chosen “a single 246 

operating expense to move out of the test year and into the future, ignoring other 247 

costs that may have increased” (ComEd Ex. 30, 5:105-107)? 248 

A. No.  Mr. Fruehe does not dispute that the employee complement has been reduced from 249 

the test year.  However, he claims that the savings from the decrease in base payroll are 250 

largely offset by increased overtime and fringe benefit costs.  In fact, I have 251 
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recognized the increased overtime as an offset to the base payroll savings in my 252 

calculations, and the Company has already recognized increases in fringe benefit 253 

costs by means of pro forma adjustments.  In this regard, there is nothing selective 254 

about my adjustment. 255 

 256 

Q. What about Mr. Fruehe’s statement that since “ComEd anticipates that full year 257 

2010 Customer Operations and Operations O&M total payroll costs to be only 258 

$286,829 lower than 2009” (ComEd Ex. 30, 6:115-116), your numbers are not 259 

valid? 260 

A. I believe that, if anything, his statement confirms the reasonableness of my adjustment.  261 

The Company’s pro forma adjustments recognize an increase to payroll expense of $8.8 262 

million for wage rate increases, offset by a reduction of $3.7 million for ComEd 263 

workforce reductions.  Thus, based on the Company’s pro forma adjustments, the 264 

prospective payroll expense should be about $5.1 million higher than the actual 2009 265 

payroll expense.  If ComEd anticipates that full year 2010 Customer Operations and 266 

Operations O&M total payroll costs to be $286,829 lower than 2009, this would 267 

clearly imply that a pro forma reduction to payroll expenses beyond what ComEd 268 

reflects in its own pro forma adjustments is appropriate. 269 

  The responses to Attorney General Data Requests 13.08 and 13.09 indicate 270 

that, based on the actual results through October, the Company is now anticipating 271 

full year 2010 Customer Operations and Operations O&M total payroll costs to be 272 

$403,000 higher than 2009.  However, this is still substantially below the prospective 273 
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increase to payroll implicit in the Company’s calculations of pro forma payroll 274 

expense and implies that a further adjustment is still appropriate. 275 

 276 

Q. Have you re-calculated your proposed adjustment based on more recent 277 

information? 278 

A. Yes.  As of October 2010, the most recent information available at the time of 279 

preparation of this rebuttal testimony, there were 5,712 ComEd employees.  That was 280 

147 fewer than the actual 2009 average number of employees as adjusted to reflect the 281 

annualization of the 2009 severance program.  I recommend that pro forma payroll 282 

expense be adjusted to reflect the decrease in the number of employees through 283 

October 2010, net of the effect of the annualized increase to overtime (which 284 

approximates the Company’s forecast of increased overtime for all of 2010).  This 285 

adjustment results in a reduction of $4,152,000 to pro forma test year jurisdictional 286 

operation and maintenance expense (Schedule DJE-2.2a). 287 

 288 

Legal Fees 289 

Q. Does Mr. Fruehe agree with your proposed adjustment to eliminate legal costs 290 

related to an Internal Revenue Service (“IRS”) dispute associated with the tax 291 

treatment of the gain on the sale of fossil generating units in 1999? 292 

A. No.  It appears to be his position that the general allocator used by the Company to 293 

allocate expenses between transmission and distribution should achieve a reasonable 294 

allocation of the total costs included in Account 923 – Outside Services (the account to 295 
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which those legal costs were charged), even if some individual items in that account 296 

might relate more to one particular function than another. 297 

 298 

Q. Is this a valid reason to reject your proposed adjustment? 299 

A. No.  My proposed adjustment addresses legal fees related to the IRS dispute associated 300 

with the tax treatment of the gain on the sale of fossil generating units.  These legal 301 

fees are related to generation and should be removed from Account 923 before any 302 

allocation between transmission and distribution.  As I noted in my direct testimony, 303 

the Company removed accumulated deferred income taxes related to the gain on the 304 

sale of fossil units from the deferred taxes deducted from plant in service in the 305 

determination of rate base.  The points raised by Mr. Fruehe can also be applied to the 306 

ADIT related to the gain on the sale of fossil units.  If the legal fees related to the tax 307 

treatment of the gain on the sale of fossil generating units are not eliminated from the 308 

pro forma distribution expenses, then the ADIT related to the gain on the sale of fossil 309 

units should be included in the ADIT that are deducted from the Company’s 310 

distribution rate base.  311 

 312 

Exelon Way (2003-2004) Severance Expense 313 

Q. Were the Exelon Way severance costs previously ever found to be recoverable 314 

through 2014, as Ms. Houtsma claims (ComEd Ex. 29.0, 47:1006-1007)? 315 

A. No.  Ms. Houtsma is correct that in Docket No. 05-0597, the Commission found that 316 

those costs were recoverable, and in Docket No. 07-0566, the Commission found that 317 

the Company’s creation of a regulatory asset related to those costs was appropriate and 318 
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that the amortization over 7.5 years was appropriate.  However, as far as I can tell the 319 

Commission never found that it was appropriate for the Company to wait until 2007 to 320 

begin amortizing these costs or that the amortization of these costs was to be reflected 321 

in rates through 2014.  The great majority of the Exelon Way severance costs were 322 

actually incurred in 2003.  The Company did not wait until 2007 to begin depreciating 323 

plant that was put into service in 2003. It is not logical that the Company would wait 324 

until 2007 until commencing amortization of the Exelon Way severance costs.  325 

  In the response to Attorney General Data Request 13.14, the Company cites rate 326 

case expense as an example of a cost where amortization begins when rate recovery 327 

commences.  To me, this example corroborates the reasonableness of commencing 328 

amortization of Exelon Way severance expenses in 2003 rather than 2007.  That is, the 329 

amortization of rate case expense begins when the rates that were the subject of the case 330 

go into effect, resulting in a proper matching of revenues and expenses.  Similarly the 331 

amortization of the Exelon Way severance costs should have commenced in 2003, 332 

when the Company began realizing the cost savings from that program, which would 333 

have resulted in a proper matching of benefits and expenses. 334 

. 335 

Q. Are you effectively proposing to “disallow 40% of those previously approved 336 

costs by eliminating the last 3 years of the 7.5 year amortization” (ComEd Ex. 337 

29.0, 47:1003-1004), as Ms. Houtsma asserts? 338 

A. No.  If the amortization began in 2003 (or even 2004), as it should have, then the 339 

amortization would be complete by the time that the rates in this case go into effect, as 340 

the full 7.5 years of amortization would have been recorded by then.  The savings from 341 
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the program in the years 2003- 2006, which were not reflected in rates in those years, 342 

were well more than adequate to absorb the amortization in those years.  The Company 343 

cannot reasonably argue that it has not recovered the amortization of the costs through 344 

retained savings in those years. 345 

 346 

Q. Mr. O’Connor chimes in that you are “happy to recognize the cost savings that 347 

have resulted from the Exelon Way program, while repeatedly seeking to push 348 

the costs aside” (ComEd Ex. 26.0, 16:351-352).  Is this an accurate 349 

representation of your position? 350 

A. No.  I am not proposing to reach back to 2003 – 2006 to capture the Exelon Way 351 

savings in those years and then credit those savings to ratepayers, as Mr. O’Connor 352 

implies.  Rather, it is ComEd who is seeking to retain the substantial savings in the 353 

years 2003- 2006 for shareholders, while seeking to have customers absorb 100% of 354 

the cost of the program.  I am proposing to do nothing more than match the recovery of 355 

the costs of the program to the cost savings from the program. 356 

 357 

Q. Do you agree with Houtsma that the recovery of these costs “began in January 358 

2007 with the effectiveness of new rates in that proceeding” (ComEd Ex. 29.0, 359 

47:1002-1003)? 360 

A. No.  The recovery of the costs of the Exelon Way severance program began when the 361 

Company began experiencing the savings from that program. 362 

 363 
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Q. Is your position that the expensing of the costs of the Exelon Way program should 364 

have commenced in 2003 and 2004 a novel or unique proposal? 365 

A. No.  In fact, ComEd itself originally expensed the costs of the program in 2003 and 366 

2004.  The amount of the expense recorded in 2004, the test year in Docket No. 05-367 

0597, was $21 million, or $18.7 on a jurisdictional basis.  This is the amount that was 368 

included in the Company’s revenue requirement in that case, based on the fact that this 369 

expense was recorded in the 2004 test year.  In late 2006, after the Commission’s order 370 

in Docket No. 05-0597, the Company reversed the totality of the costs that originally 371 

had been expensed in 2003 and 2004 and began expensing those very same costs again 372 

in 2007. 373 

  The Company now seeks to pretend that the expense in 2004 was never 374 

recorded in that year, although it was the very expense recorded in 2004 that was 375 

reflected in Docket No. 05-0597 revenue requirement, and to expense those same costs 376 

again in 2011 and subsequent years.  It is difficult to imagine a better example of 377 

double recovery of the same costs than what the Company is proposing for the Exelon 378 

Way severance costs in the present case.  I continue to believe that my adjustment to 379 

eliminate the amortization of Exelon Way severance costs from pro forma test year 380 

expenses is appropriate. 381 

 382 

2009 Severance Costs 383 

Q. Is Ms. Houtsma correct that you have not included any justification of your 384 

alternative recommendation of a 7.5 year amortization period for the 2009 385 
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severance costs if the Commission does allow prospective recovery of those costs 386 

(ComEd Ex. 29.0, 46:988-989)? 387 

A. No.   I stated in my direct testimony that the cost reductions resulting from the 388 

program should last longer than three years, and the amortization period should be 389 

extended to better match the realization of benefits.  While the bulk of the benefits of 390 

the severance program are likely skewed to the earlier years (and thus will be 391 

sufficient to recover the cost of the program by the time the rates in this case go into 392 

effect), Ms Houtsma does not dispute that benefits should continue at some level 393 

beyond three years. 394 

 395 

Medicare Part D Amortization 396 

Q. Ms. Houtsma opposes your recommendation to amortize the recovery of the 397 

Medicare Part D taxes over ten years because if this proposal is adopted, “ComEd 398 

would not have collected from customers the full amount of tax due by the time 399 

it needs to be paid.”  (ComEd Ex. 29.0, 30:628-629.)  Do you have a response? 400 

A. Yes.  In response to Attorney General Data Request 13.13, the Company was unable to 401 

specify the time by which the full amount of the tax due needs to be paid, other than 402 

to say that it will not be due before January 1, 2013, and that “The exact timing of 403 

when the tax is due is dependent on when the federal government remits the cash 404 

subsidies to ComEd.”  As Ms. Houtsma does not appear to know specifically when the 405 

tax due will need to be paid, I am not sure how she knows that the necessary amounts 406 

will not have been collected from customers by that time.  My proposed ten-year 407 

amortization period is intended to be consistent with “when the federal government 408 

remits the cash subsidies to ComEd,” and therefore I believe that it is reasonable. 409 
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 410 

Amortization of Intangible Plant 411 

Q. Are you modifying your proposed adjustment to the amortization of intangible 412 

plant based on the rebuttal testimony of Ms. Houtsma? 413 

A. Yes.  In response to Attorney General Data Request 13.16, the Company provided 414 

specific information on the amortization of intangible plant by vintage.  Based on this 415 

response and the net balances of intangible plant by vintage in the response to Attorney 416 

General Data Request 6.32, the 2002 and 2005 vintages of intangible plant will be 417 

completely amortized by March 31, 2011. 418 

I have reflected amortization expense on post-test year additions to intangible 419 

plant through March 31, 2011 in pro forma amortization expense.  To be consistent, 420 

there should also be a matching adjustment to recognize reductions to amortization 421 

from intangible plant becoming fully amortized by that time.  Elimination of the 422 

amortization of 2002 intangible plant reduces pro forma amortization expense by 423 

$4,721,000, and elimination of the amortization of 2005 intangible plant reduces pro 424 

forma amortization expense by $908,000.  The total reduction to amortization expense 425 

is $5,629,000.  On a jurisdictional basis, this reduces pro forma amortization expense 426 

by $4,987,000 (Schedule DJE-2.3c).  If it is appropriate to recognize amortization on 427 

additions to post-test year intangible plant, then it is also appropriate to recognize these 428 

reductions to amortization expense, which will take place before the rates in this case 429 

go into effect. 430 

 431 
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Q. Do you agree with Ms. Houtsma that there are a number of utilities other than 433 

Com Ed that are awaiting further direction from the IRS before claiming the 434 

expanded income tax deductions for repairs pursuant to proposed regulations 435 

issued in March 2008, and Revenue Procedure 2009-39? 436 

A. Yes.  ComEd is not the only electric utility that has not yet availed itself of the 437 

expanded deductions for repairs.  However, is my understanding that most electric 438 

transmission and distribution companies have either already been granted permission 439 

or are in the process of obtaining permission to make the referenced tax accounting 440 

change (response to Attorney General Data Request 1.43, Attachment 1, Page 2). 441 

Thus, ComEd’s failure to take advantage of this enhanced income tax deduction 442 

appears to be at odds with the practice of the majority of other electric transmission 443 

and distribution companies. 444 

 445 

Q. Do you agree with Ms. Houtsma that rather than resulting in a “windfall” to 446 

shareholders, the tax benefits will serve to reduce the non- recovery of new 447 

investments until ComEd’s next rate case? 448 

A. No.  When considered together with growth in the depreciation reserve and other 449 

ongoing growth in the balance of ADIT, the tax benefits of the repair allowance, 450 

including the Section 481(a) catch-up adjustment, could well be more than adequate 451 

to offset ongoing additions to plant in service between rate cases. 452 

 453 

Q. Does this conclude your rebuttal testimony? 454 

A. Yes. 455 


