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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, New 2 

Hampshire, 03862. 3 

 4 

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

A. Yes.  I submitted direct testimony on April 28, 2010, marked as AG/CUB 6 

Exhibit 3.0.  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 witness 11 

O’Connor. 12 

 13 

Q. On page 4 of his rebuttal testimony, Mr. O’Connor claims that your testimony on 14 

the Nicor Gas 2010 earnings is irrelevant.  Why did you address this matter in your 15 

direct testimony? 16 

A. I presented testimony that the effect of any merger savings resulting from the proposed 17 

reorganization would be to increase earnings that are already in excess of the Company’s 18 

authorized return on equity.  I used 2010 as a base for examining the return presently 19 

being earned by the Company and what return could reasonably be expected in the 20 

immediate future.  21 

 22 

Q. What is the relevance of the return presently being earned by the Company? 23 
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A. As I said in my direct testimony, I believe that it is highly likely that completion of the 1 

merger will produce immediate savings from synergies and economies of scale. Then 2 

the next question becomes what should be done with such savings.  Were I to propose 3 

that such savings be immediately passed through to customers without regard to whether 4 

the Company was earning an adequate rate of return, this would no doubt raise a claim of 5 

“single issue” ratemaking.  By considering the disposition of the savings in the context of 6 

the rate of return being earned by the Company, any single issue ratemaking concerns are 7 

avoided. 8 

 9 

Q. Mr. O’Connor also asserts that your projected earnings for Nicor Gas for the 10 

period of 2011-2012 are wrong and that you “completely ignore Nicor Gas’ 11 

detailed three year plan submitted in the confidential response to Staff Data 12 

Request RWB 2.01, Exhibit 1A and 1B.”  Do you have a response? 13 

A. Yes.  While I relied on other documents and responses to data requests in my analysis of 14 

earnings in 2011-2012, the information contained in the response to Staff Data Request 15 

RWB 2.01, Exhibit 1A and 1B (Joint Applicants Ex. 11.1, Confidential) is not 16 

inconsistent with the basic conclusion in my direct testimony that the Company is 17 

presently over-earning and will continue to do so through 2012. 18 

 19 

Q. Please explain. 20 

A. The Company itself is projecting net income of **BEGIN CONFIDENTIAL 21 

XXXX**END CONFIDENTIAL in 2011 and **BEGIN CONFIDENTIAL 22 

XXXX**END CONFIDENTIAL in 2012.  Based on a forecasted common equity 23 
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balance of about **BEGIN CONFIDENTIAL XXXX**END CONFIDENTIAL for 1 

those years, the resulting return on equity is approximately **BEGIN 2 

CONFIDENTIAL XXXX**END CONFIDENTIAL in 2011 and **BEGIN 3 

CONFIDENTIAL XXXX**END CONFIDENTIAL in 2012, as compared to the 4 

Company’s authorized return on equity of **BEGIN CONFIDENTIAL 5 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX6 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX**END 7 

CONFIDENTIAL 8 

 9 

Q. What are the known tax law changes that are not reflected in Joint Applicants Ex. 10 

11.1? 11 

A. As described in my Direct Testimony, The Tax Relief, Unemployment Insurance 12 

Reauthorization, and Job Creation Act of 2010 passed by Congress in December 2010 13 

provides that 100% of additions to plant in service in 2011 and 50% of additions to 14 

plant in service in 2012 are immediately deductible for income taxes.  In response to 15 

AG Data Request 5.10, the Company stated that the balances of Deferred Income Taxes 16 

in 2010, 2011, and 2012 in Joint Applicants Ex 11.1 do not reflect the availability of 17 

bonus tax depreciation for those years because the three year plan was prepared before 18 

the applicable legislation was passed.  This availability of this bonus depreciation 19 

provides a significant benefit to the Company and should improve its financial results 20 

materially.  The beneficial effect of the bonus depreciation will be somewhat offset by 21 

the increase in the state income tax rate from 7.3% to 9.5%. 22 

 23 
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Q. What is the effect of updating the forecasts of accumulated deferred income taxes to 1 

incorporate the availability of the bonus depreciation? 2 

A. AG Data Request 5.11 asked the Company to restate the forecasted balances of 3 

deferred taxes in Joint Applicants Ex. 11.1 to reflect the bonus tax depreciation, but the 4 

Company objected to providing the requested restatement.  Therefore, I have prepared 5 

my own analysis of the effect of the bonus depreciation on the Company’s excess 6 

earnings in 2011 and 2012 and attached that analysis to this rebuttal testimony as 7 

Schedule DJE-2.  This analysis also incorporates the effect on the increase in the state 8 

income tax rate. 9 

  As can be seen on Schedule DJE-2, the Company’s forecasts, when updated to 10 

incorporate the effect of known tax law changes, **BEGIN CONFIDENTIAL 11 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX12 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX13 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX14 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX15 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX**END 16 

CONFIDENTIAL 17 

 18 

Q. With regard to any such savings resulting from the reorganization, do you agree 19 

with Mr. O’Connor that the WPS/PEC merger and the reorganization proposed 20 

by the Joint Applicants in this proceeding are completely dissimilar? 21 

A. No.  Obviously no particular merger/reorganization is identical to any other 22 

merger/reorganization, but the WPS/PEC merger is not “completely dissimilar” to the 23 
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reorganization being proposed in this case either.  Certainly the three distinctions cited 1 

by Mr. O’Connor do not establish that the WPS/PEC case should be completely 2 

ignored in considering the savings that the reorganization proposed by the Joint 3 

Applicants in this proceeding can reasonably be expected to produce. 4 

  The first distinction cited by Mr. O’Connor is that the WPS/PEC merger 5 

occurred more than five years ago.  I agree that there have been changes in the general 6 

business and economic environment since then, but five years ago isn’t exactly ancient 7 

history either.  Mr. O’Connor has not identified any specific changes in the business 8 

and economic environment that render the WPS/PEC merger obsolete or irrelevant. 9 

  The second distinction cited by Mr. O’Connor is that the WPS/PEC merger did 10 

not include any commitment to maintain full time equivalent employee (“FTE”) levels 11 

at the utility for any period of time.  I addressed this distinction in my direct testimony.  12 

With regard to the Illinois gas utilities in the WPS/PEC merger, only about 21% of the 13 

savings in personnel costs was estimated to come from utility staffing, with the remaining 14 

79% of savings coming from reductions to corporate staffing.  Further, less than half of 15 

the forecasted savings in WPS/PEC merger were estimated to come from staffing 16 

reductions.  The point is that most of the savings in the WPS/PEC merger were not 17 

related to reductions to FTE levels at the utility.  Just because there is a commitment to 18 

maintain FTE levels at the utility does not mean there will be no savings. 19 

   The third distinction cited by Mr. O’Connor is that the WPS/PEC merger 20 

included detailed projections of annual savings and synergies, as well as costs.  That is 21 

exactly my point.  If the Joint Applicants had prepared any reasonable estimate savings 22 
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and synergies, then it would not be necessary to refer to the WPS/PEC projections of 1 

annual savings and synergies in the present case.  2 

 3 

Q. Is there evidence that the reorganization proposed by the Joint Applicants in this 4 

proceeding will result in savings? 5 

A. Yes.  The best example is probably the $21 million of separation costs being forecasted 6 

by the Joint Applicants, which represents a refinement of an earlier estimate of $15 7 

million.  Obviously, there would be no purpose to such separation costs other than to 8 

reduce the number of employees.  It is implausible that the Company could develop an 9 

estimate and subsequent refinement of the separation costs without some idea of what 10 

the savings resulting from such separations might be.  Yet the Company has steadfastly 11 

declined to provide any substantive details of how the separation costs were developed 12 

or the reduction to labor expense associated with the separations, making it impossible 13 

to estimate the effect of such separations on direct Nicor Gas expenses or expenses 14 

allocated to Nicor Gas.  In these circumstances, there is little alternative other than to 15 

rely on information from other mergers to estimate what savings might reasonably be 16 

expected from the reorganization. 17 

 18 

Q. Is it your testimony that the savings from the reorganization will match the savings 19 

in the WPS/PEC merger or be exactly proportional to those savings? 20 

A. Of course not.  I simply offered the savings in the WPS/PEC merger as an example of 21 

the savings that can result from transactions such as the reorganization being proposed 22 

in the present case.  It appears to be the Joint Applicants’ position that because they 23 
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have not presented any estimate of the savings from the reorganization, there will be no 1 

savings.  This is a non-sequitur, and any claim of zero savings is not plausible. 2 

 3 

Q. In light of the Company’s refusal to identify any potential savings associated with 4 

the proposed merger, what do you recommend? 5 

A. Unless the Joint Applicants provide a reasonable quantification of the savings that can 6 

be expected from the proposed reorganization so that the Commission can make a 7 

finding under Section 7-204(c) of the Public Utilities Act as to the allocation of any 8 

savings resulting from the proposed reorganization and the extent to which savings 9 

should be allocated to ratepayers, then the Application should be rejected.  The starting 10 

point for the required allocation of merger savings under Section 7-204(c) is the 11 

identification of such merger savings.  The appropriate allocation of the merger savings 12 

to ratepayers would ensure that those savings do not serve to enhance the excess return 13 

already being earned by the Company. The development of an estimate and subsequent 14 

refinement of the merger separation costs strongly implies that the reorganization will 15 

produce savings.  Based on my analysis, the Company is presently exceeding its 16 

authorized return and will continue to do so.  If the savings enabled by the 17 

reorganization are not credited to ratepayers, the excess return presently being earned 18 

by the Company will only increase.   19 

 20 

Q. Does this conclude your rebuttal testimony? 21 

A. Yes. 22 


