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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 June 15, 2011, marked as AG/CUB/City 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 North Shore Gas 10 

Company (“North Shore” or “NS”) and The Peoples Gas Light and Coke Company 11 

(“Peoples Gas” or “PGL”) witnesses, Schott, Doerk, Gregor, Hentgen, Cleary, Moy, 12 

Phillips, and Grace. (Collectively, North Sore and Peoples Gas are referred to as the 13 

“Companies.”)  I also update certain of my proposed adjustments to rate base and 14 

operating expenses based on the receipt of later information since the preparation of my 15 

direct testimony and on my responses to the Company’s rebuttal testimony, as 16 

contained herein.  17 

 18 

Plant 19 

Q. Did PGL respond to your proposed adjustment to the forecasted balance of 20 

accelerated main replacement costs in its test year rate base? 21 

A. Yes.  Mr. Doerk disagrees with my proposed adjustment and notes that Peoples Gas 22 

has already committed to spend $66.9 million on the accelerated main replacement 23 
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program (“AMRP”) in 2011 and that company labor and material costs, and company 24 

and contract project management costs will be added to those contractor costs.  He 25 

also states that Peoples Gas still plans to spend $124.3 million and $140.4 million in 26 

2011 and 2012, respectively, on the AMRP. 27 

 28 

Q. Do you continue to believe that an adjustment to the PGL forecast of AMRP costs 29 

included in the 2012 test year rate base is appropriate? 30 

A. Yes.  However, I am proposing to modify the adjustment in my direct testimony based 31 

on the additional information contained in the responses to PGL AG 6.01 and PGL AG 32 

6.02. 33 

 34 

Q. What does the information in the responses to PGL AG 6.01 and PGL AG 6.02 35 

show? 36 

A. That information in the response to PGL AG 6.01 shows that the cumulative actual 37 

spending on the AMRP in 2011 through the end of June was $24.7 million.  The 38 

response to PGL AG 6.02 shows that the cumulative amount of budgeted spending on 39 

the AMRP in 2011 through the end of June is $62.0 million.  Thus, through the end of 40 

June 2011, PGL had spent $37.3 million less than the amount reflected in its 2011 41 

budget.   42 

 43 

Q. Based on this experience in 2011 to date, should plant in service in the PGL test 44 

year rate base be modified? 45 
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A. Yes.  At a minimum, the test year rate base should be adjusted to recognize the actual 46 

under-spending experienced on accelerated main replacements through the end of June 47 

2011.  This adjustment reduces the 2011 AMRP plant included in the test year rate base 48 

by $37,324,000.  I believe that this is a relatively conservative quantification of the 49 

appropriate adjustment to 2011 AMRP plant additions because it implicitly assumes 50 

that the actual plant additions for the second half of the year will be on budget, even 51 

though that has clearly not been the case in the first six months of the year. 52 

  Given the Company’s performance in 2011, I believe that it would also be 53 

reasonable to reflect the same reduction to the forecasted additions for 2012.  In this 54 

regard, reduction of the 2012 forecast by $37,324,000 would be a conservative 55 

adjustment.  This proposed adjustment does not extrapolate the Company’s actual 56 

under-spending over the six month period in 2011 to the full year.  Further, this 57 

proposed adjustment also recognizes a level of AMRP plant additions in 2012 that is 58 

$16.1 million higher than the adjusted level of plant additions in 2011.  Accordingly, I 59 

have reflected a reduction of $37,324,000 to the forecasted 2012 AMRP plant additions 60 

on my Schedule DJE-1.1. 61 

 62 

Q. What is the effect of your proposed adjustments to the forecasted 2011 and 2012 63 

AMRP capital expenditures? 64 

A. As can be seen on Schedule DJE-1.1, my proposed adjustments result in a reduction of 65 

$55,985,000 to PGL test year plant in service.  The 2012 test year depreciation expense 66 

is reduced by $1,931,000 and the average balance of accumulated depreciation in 2012 67 
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is lower by $1,610,000.  The net reduction to the 2012 test year rate base is 68 

$54,376,000. 69 

 70 

Q. In your direct testimony, you quantified a derivative adjustment to accumulated 71 

deferred income taxes (“ADIT”).  Why are you not reflecting a similar derivative 72 

adjustment in this rebuttal testimony? 73 

A. In their rebuttal testimony, the Companies incorporated the effect of bonus tax 74 

depreciation in 2011 and 2012 into the computation of the test year balance of ADIT 75 

deducted from plant in service.  However, as explained in the testimony of Mr. Stabile, 76 

the bonus depreciation results in net operating losses (“NOLs”) for income tax 77 

purposes.  The NOLs, in effect, limit the extent to which the bonus depreciation 78 

actually reduces income taxes currently payable in 2011 and 2012.  As described by 79 

Mr. Stabile and Mr. Hentgen, the Companies include the deferred tax assets related to 80 

the NOLs in rate base as offsets to the ADIT generated by the bonus depreciation.  Any 81 

reduction to the bonus depreciation in 2011 and 2012 resulting from reductions to plant 82 

additions will be offset by reductions to the NOLs.  Therefore, there is no net rate base 83 

effect from the loss of the bonus depreciation related to my proposed reductions to 84 

plant additions in 2011 and 2012. 85 

 86 

Q. Do the Companies agree with your direct testimony that to the extent the actual 87 

plant additions related to the AMRP are greater than the amount reflected in the 88 

2012 test year rate base, the revenue requirement effect of the incremental plant 89 

can be recovered through PGL Rider ICR? 90 
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A. No.  It is the interpretation of both Mr. Schott (NS-PGL Ex. 17.0, at 13) and Ms. Grace 91 

(NS-PGL Ex. 28.0, at 39-40) that Rider ICR could not be used to recover the revenue 92 

requirement effect of any AMRP plant additions in excess of the plant that is included 93 

in rate base in this case. 94 

 95 

Q. Assuming that their interpretation is correct, is that appropriate justification for 96 

including PGL’s forecast of plant additions related to the AMRP in the test year 97 

rate base? 98 

A. No.  Based on the actual spending through June 2011, the cumulative AMRP plant 99 

additions through the end of 2012 will be less than the amount forecasted by PGL. 100 

Regardless of the applicability of Rider ICR, PGL’s forecast of plant additions should 101 

be adjusted to reflect something that is more in line with the actual spending on 102 

accelerated main replacements to date. 103 

 104 

Q. Speaking of Rider ICR, do you have a response to the Company’s rebuttal to your 105 

testimony that the formula for the Net Qualifying Infrastructure Plant (“QIP,” 106 

the base to which the pre-tax rate of return is applied to calculate the return 107 

requirement component of the ICR) should be modified so that the accumulated 108 

deferred income taxes related to the qualifying plant expenditures are offset 109 

against the plant balance? 110 

A. Yes.  Ms. Grace states that Rider ICR was modeled on Commission rules applicable to 111 

water and sewer utilities and that accumulated deferred income taxes are not part of 112 

those rules.  It is my understanding that while Rider ICR was modeled on 113 
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Commission rules applicable to water and sewer, it is not identical to those rules.  114 

What I do know is that if the ADIT generated by the plant additions are not offset 115 

against the plant included in the calculation of the return component of Rider ICR, 116 

PGL will earn a return on an investment that it does not actually have.  In my opinion, 117 

such a windfall would be inappropriate and inconsistent with the intent of Rider ICR.  118 

  Mr. Stabile testifies that if the ADIT are included in Rider ICR, then any 119 

concomitant increases in NOL carry-forwards must be taken into account, as is the case 120 

in the determination of the Company’s test year rate base.  I agree that any ADIT offset 121 

should be limited to the amount that reflects actual reductions to current income taxes 122 

payable. 123 

 124 

Q. Do you also agree that the consistency and proration requirements applicable to 125 

the calculation of ADIT in conjunction with a future test year are applicable to 126 

Rider ICR? 127 

A. I agree that there should be no overlap of deferred taxes used in the rate case and in 128 

Rider ICR, as Mr. Stabile states.  To the extent that Rider ICR incorporates forecasts of 129 

future plant additions, the proration requirements cited by Mr. Stabile would also 130 

arguably be applicable.  However, the reconciliation of the actual QIP to the forecasted 131 

QIP is based on actual pant and actual accumulated depreciation.  To comply with the 132 

consistency requirements, the balance of ADIT in the annual reconciliation should also 133 

be the actual balance of applicable ADIT, with no proration. 134 

 135 
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Q. Do you agree with Mr. Stabile that recognition of ADIT in the computation of 136 

Rider ICR would create a risk of violating normalization rules? 137 

A. Absolutely not.   If the ADIT are calculated appropriately, there is no more risk of 138 

violation of the normalization rules from recognition of ADIT in the computation of 139 

Rider ICR than there is from deducting ADIT from plant in service in the context of a 140 

base rate case.  ADIT are recognized in the determination of base rates, and they 141 

should be recognized in the computation of Rider ICR. 142 

 143 

Q. Mr. Stabile also proposes that, as a “safeguard,” no adjustment for ADIT can be 144 

made in the context of any reconciliation proceeding that Peoples Gas in its sole 145 

opinion believes would be a violation of the normalization requirements until 146 

such time as Peoples Gas can secure a binding private letter ruling that indicates 147 

the adjustment would not be a violation.  Would such a condition be 148 

appropriate? 149 

A. No.   The “safeguard” advocated by Mr. Stabile would effectively give Peoples Gas 150 

veto power over the ADIT offset for an indefinite period of time, based on any 151 

hypothetical normalization violation that could be concocted, no matter how contrived, 152 

remote, or unlikely.  This condition would be tantamount to enabling Peoples Gas to 153 

reject an appropriate ADIT offset to the QIP on any whim or flimsy pretext that it could 154 

imagine.  155 

 156 

Q. Have the Companies proposed new adjustments to the forecasted balances of 157 

plant in service in the 2012 test year in their rebuttal testimony? 158 
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A. Yes.  As explained by Mr. Doerk, Peoples Gas and North Shore increased the 159 

forecasted capital expenditures in 2011 and 2012 from the amounts in the original 160 

rate case filing.  The forecasted increases in capital expenditures result in an 161 

adjustment to North Shore rate base of $11,443,000 and an adjustment to the Peoples 162 

Gas rate base of $38,355,000.   163 

 164 

Q. In your opinion are these proposed increases to Companies’ rate bases 165 

appropriate? 166 

A. No.  In 2011 through June, **BEGIN CONFIDENTIAL XXXXXXXXXXXth 167 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX168 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX169 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX170 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX171 

XXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXXX172 

XXXXXXXXXXXXXXXXX END CONFIDENTIAL**  The effect of eliminating 173 

the increases to the original forecasts of plant additions is to reduce the North Shore 174 

rate base by $11,443,000 (NS Schedule DJE-1) and the Peoples Gas rate base by 175 

$38,355,000 (PGL Schedule DJE-1). 176 

 177 

Retirement Benefits - Net 178 

Q. Have you updated you adjustment to the Retirement Benefits – Net based on the 179 

rebuttal testimony of Ms. Phillips and Mr. Hentgen? 180 
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A. Yes.  My summary of adjustments to rate base in this rebuttal testimony reflects the 181 

updates addressed in their rebuttal testimony. 182 

 183 

ADIT – Overhead Capitalized 184 

Q. On page 10 of his rebuttal testimony, Mr. Stabile responds to a question that has 185 

as its premise that you do “not believe that there is risk related to the Overhead 186 

Change” for income tax purposes.  Is this premise an accurate representation of 187 

your testimony? 188 

A. No.  What I said in my direct testimony is that the Companies have not established 189 

that there is any significant risk that the Internal Revenue Service will disallow the 190 

income tax deductions related to the tax accounting method change or that the risk of 191 

such disallowance is any greater than the risk of disallowance associated with any 192 

other income tax deduction.  Although Mr. Stabile discusses what he sees as the 193 

possible risk associated with the change in the tax accounting for overheads, it is 194 

difficult to see from his rebuttal testimony how significant the risk really is or if the 195 

risk approaches anything like the 50% of the ADIT that the Companies are proposing 196 

to ignore.  197 

 198 

Q. Should the full amount of the ADIT associated with the Overhead Change be 199 

included in the balances of ADIT that are deducted from plant in service in the 200 

determination of the Companies’ rate bases? 201 

A. Yes.  The ADIT balances represent the actual cash benefits of the increased tax 202 

deductions related to the Overhead Change already taken by the Companies.  The 203 
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50% offset being advocated by the Companies appears to be a purely arbitrary 204 

estimate of risk related to disallowances of these tax deductions; the Companies have 205 

not established that there is any real relationship between this 50% factor and any 206 

actual risk of disallowance of the deductions related to the Overhead Change.  The 207 

full amounts of the ADIT generated by these tax deductions should be deducted from 208 

the Companies rate bases. 209 

 210 

Employee Complement 211 

Q. In his rebuttal testimony, Mr. Doerk states that he disagrees with your proposed 212 

adjustments to the forecasted 2012 test year headcount because PGL still intends 213 

to increase its headcount to the forecasted level.  Do you have a response? 214 

A. Yes.  The response to AG Data Request 6.07 updated PGL employee levels through 215 

June 2010.  For the first six months of 2011, the average level of total full time 216 

equivalent employees was approximately the same as the 1,089 employees I used to 217 

quantify my proposed adjustment to the Company’s test year forecast of 1,120 full time 218 

equivalent employees.  It may be PGL’s intent to increase its employee level to 1,120, 219 

as described by Mr. Doerk, but so far there is little evidence that it is actually doing so. 220 

 The evidence supports Commission adoption of my employee complement 221 

adjustment. 222 

Incentive Compensation 223 

Q. Do you agree with Ms. Cleary that incentive compensation related to increasing 224 

earnings per share (“EPS”)  should be included in the Companies’ revenue 225 

requirements because increases to EPS lead to direct benefits for ratepayers? 226 
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A. No.  As I explained in my direct testimony, higher rates will result in higher revenues, 227 

which in turn will result in higher earnings.  Ratepayers should not be required to 228 

reward utility management for getting them to pay higher rates.  Accordingly, 229 

incentive compensation based on increasing EPS should not be included in the 230 

Companies’ revenue requirements. 231 

 232 

Distribution Operations Expense 233 

Q. In your direct testimony, you proposed to eliminate forecasted increases in PGL 234 

distribution operations expense related to three items:  1) locates, leak surveys, 235 

and disconnects; 2) increased buildings costs; and 3) inflation.  What was the 236 

Companies’ response in rebuttal testimony? 237 

A. Companies’ witnesses Gregor and Moy accepted the proposed adjustment related to 238 

locates, leak surveys, and disconnects (NS-PGL Ex. 21.0, at 13; NS-PGL Ex. 22.0, at 5) 239 

and the adjustment related to increased buildings costs (NS-PGL Ex. 22.0, at 5).   With 240 

regard to inflation, the Companies clarified the response to AG Data Request 4.23, and 241 

offered an alternative adjustment of $811,000 as compared to the adjustment of 242 

$4,000,000 proposed in my direct testimony (NS-PGL Ex. 21.0, at 13-14). 243 

 244 

Q. Do you accept these adjustments to distribution operations expense presented in 245 

the Companies’ rebuttal testimony? 246 

A. Yes.  With the clarification of the response to AG Data Request 4.23, the alternative 247 

adjustment to inflation in the Companies’ rebuttal testimony appears to be reasonable.  248 
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Therefore, I am not proposing any further adjustment to the Companies’ position in this 249 

rebuttal testimony. 250 

 251 

Employee Benefits Expense 252 

Q. In her rebuttal testimony, Ms. Gregor addresses certain modifications that the 253 

Companies made to the calculation of employee benefits expense charged to 254 

operation and maintenance expense.  Do these modifications resolve the issue 255 

addressed in your direct testimony? 256 

A. Yes.  The Companies have corrected the allocation of employee benefits between 257 

capital and expense in their rebuttal testimony.  I have eliminated this item from my 258 

proposed adjustments to the Companies’ rebuttal positions. 259 

 260 

IBS Benefits Expense 261 

Q. In her rebuttal testimony, Ms. Gregor clarified the response to AG Data Request 262 

1.68, which you cited in your proposed adjustment to the IBS benefits expense 263 

allocated to Peoples and North Shore.  Given the clarification presented by Ms. 264 

Gregor, are you still pursing this issue? 265 

A. No.  Ms. Gregor has justified the allocation of IBS benefits expense to Peoples Gas 266 

and North Shore.  I have eliminated this item from my proposed adjustments to the 267 

Companies’ rebuttal positions. 268 

 269 

Office Supplies and Expense 270 
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Q. Have you reviewed Ms. Gregor’s rebuttal to your proposed adjustments to 271 

Account 921 - Office Supplies and Expense? 272 

A. Yes.  With regard to the self-constructed property no longer being capitalized because 273 

of a change in policy, Ms. Gregor states that the relevant costs (which she describes 274 

as indirect administrative and general costs) are “far enough removed from the actual 275 

construction of the capital asset that it is appropriate to expense these types of costs.”  276 

With regard to the “cellular growth” Ms. Gregor explains that the increase in Account 277 

921 in 2012 actually should have been assigned to Account 903. 278 

 279 

Q. Do you have a response? 280 

A. Yes.  The uniform system of accounts includes items such as general administration 281 

and insurance as components of plant construction costs.  Ms. Gregor does not 282 

explain why capitalizing these overheads on self-constructed property is any less 283 

appropriate than capitalizing these overheads on property constructed by outside 284 

contractors.  I continue to believe that $1,722,000 expense for self-constructed 285 

property should be eliminated, and that expenditure should be treated as an addition 286 

to plant and depreciated. 287 

  As to the expenses related to “cellular growth,” with the shift in accounts 288 

explained by Ms. Gregor, along with the further shifts explained in the response to 289 

PGL AG 6.09, the 2012 forecasts of the affected expense accounts appear to compare 290 

more reasonably to the actual expenses incurred in 2009 and 2010.  Therefore, I am 291 

no longer proposing an adjustment to forecasted 2012 O&M expenses to eliminate the 292 

“cellular growth.” 293 
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 294 

Injuries and Damages 295 

Q. Do you have a response to Ms. Gregor’s disagreement with your proposal to 296 

adjust the forecasted test year injuries and damages (“I&D”) costs billed from IBS 297 

to PGL? 298 

A. Yes.  Ms. Gregor disagrees with my proposed adjustment because she believes that 299 

the total growth in PGL I&D expense from 2009 to 2012, as opposed to just the I&D 300 

billed from IBS, is reasonable, given the actual inflationary increases in those types of 301 

expenses in 2010 and the forecasted inflation in 2011 in 2012.  In my direct 302 

testimony, I described how PGL had not justified the assumptions underlying the 303 

forecasted increase in I&D billed from IBS.  Ms. Gregor has still has not justified 304 

those assumptions.  Any decreases in the elements of I&D other than the amounts 305 

billed from IBS do not make the forecasted increases in the IBS amounts reasonable. 306 

I further note that the actual total I&D expense decreased from $12,912,000 in 307 

2009 to $8,684,000 in 2010, the inflationary effects cited by Ms. Gregor 308 

notwithstanding.  The forecasted total I&D expense of $13,575,000 for 2012 309 

represents an increase of 56% over the actual 2010 I&D expense.  This increase far 310 

exceeds the forecasted inflation noted by Ms. Gregor in her rebuttal.  I still believe 311 

that my proposed adjustment to reduce the forecasted test year I&D allocated from 312 

IBS to PGL by $3,077,000 is appropriate.  313 

 314 

Q. Does this conclude your rebuttal testimony? 315 

A. Yes. 316 


