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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 January 13, 2012, marked as AG/AARP 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 Commonwealth Edison 10 

(“ComEd” or “the Company”) witnesses Houtsma, Fruehe, and Hengtgen. 11 

 12 

1. ADIT-Provision for Bad Debt 13 

Q. Mr. Fruehe disagrees with your proposal to allocate the accumulated deferred 14 

income taxes (“ADIT”) on the provision for bad debt to delivery services based on 15 

the allocation of bad debt expense, because ComEd does not “allocate the ADIT 16 

related asset associated with the Bad Debt reserve to its transmission revenue 17 

requirement or to its charges computed under Rider PE – Purchased 18 

Electricity.”  ComEd Ex. 13, at 10:202-205.  Do you have a response? 19 

A. Yes.  In response to AG Data Request 9.06, the Company acknowledged that there is 20 

no explicit prohibition to the recovery of the ADIT asset related to the Bad Debt 21 

Reserve in either its transmission revenue requirement or in Rider PE.  The Company 22 

does not recover the return on the ADIT asset related to the Bad Debt Reserve in 23 
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either its transmission revenue requirement or in Rider PE because it chooses not to 24 

do so.  This ADIT debit balance is directly related to the bad debt expense itself, and 25 

the allocation of the ADIT should follow the allocation of the bad debt.  I continue to 26 

believe that my allocation of the ADIT debit balance on the Bad Debt Reserve to the 27 

delivery services rate base based on the allocation of uncollectible accounts expense 28 

is appropriate. 29 

 30 

2. ADIT- Accrued 401(k) Match 31 

Q. What is the Company’s position with regard to the deferred tax debit balance 32 

related to the accrued 401(k) match? 33 

A. This item is a component of what I had described in my direct testimony as the ADIT 34 

related to the Reserve for Employee Litigation.  In his rebuttal testimony, Mr. Fruehe 35 

states that 401(k) match tax deduction has not been recognized at year end and thus 36 

the related ADIT debit balance should be included in rate base (ComEd Ex. 13.0, at 37 

9:181-183). 38 

 39 

Q. Do you agree? 40 

A. If the balance of ADIT is included in rate base, then the funds provided by the accrual 41 

for the 401(k) match should also be recognized in the calculation of the delivery 42 

services rate base.  In response to AG Data Request 9.03, the Company described a lag 43 

in payment of the 401(k) match that is the same as the lag in payment for incentive pay.  44 

ComEd included incentive pay expense in its cash working capital calculation with a 45 
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228.50 day lead in payment.  The same treatment should be applied to the 401(k) 46 

match. 47 

 48 

Q. What is the effect of reflecting a 228.50 day lead for the 401(k) match expense in 49 

the calculation of the cash working capital requirement? 50 

A. The effect is to reduce the Company’s cash working capital calculation requirement by 51 

$2,718,000.  Mr. Brosch has incorporated this adjustment into his lead-lag study.  If this 52 

adjustment is not made to the Company’s cash working capital, then the $1,847,000 of 53 

ADIT related to the “Company Match 401k Plan” on ComEd Ex. 13.02-WP4-ADIT 54 

REV, Page 1 should be removed from the Company’s rate base.  55 

 56 

3. ADIT - Supplemental Employee Retirement Plan 57 

Q. Has ComEd modified its treatment of ADIT related to the supplemental employee 58 

retirement plan? 59 

A. Yes.  In its rebuttal testimony, Com Ed treats the deferred tax debit balance related to 60 

the supplemental employee retirement plan as an offset to the deferred tax credit 61 

balance on Schedule FR C-3 in the calculation of the pension funding cost included in 62 

pro forma expenses (ComEd Ex. 13.0, at 11).  That is the treatment that I 63 

recommended in my direct testimony.  Therefore, this issue has been resolved. 64 

 65 

4. Accrued Vacation 66 

Q. How does the Company respond to your proposal to deduct the accrued liability 67 

for vacation pay from rate base? 68 
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A. Mr. Fruehe states that, in his opinion, it is not appropriate to reduce rate base by the 69 

accrued liability for vacation pay (ComEd Ex. 13.0, at 12:254-259).  Mr. Hengtgen 70 

claims that the lead in payment of vacation pay is the same as it is for base pay, and that 71 

lead has been appropriately incorporated into the Company’s calculation of its cash 72 

working capital requirement (ComEd Ex. 16.0, at 29:623-636). 73 

 74 

Q. Does the Company’s response satisfactorily resolve the treatment of the accrued 75 

liability for vacation pay? 76 

A. No.  The lead in payment of vacation pay is not the same as the 15.05 day lead in 77 

payment of base pay. The accrued liability for vacation pay is equal to approximately 78 

one year of vacation pay expense.  This implies that the vacation pay expense is 79 

accrued well in advance of when it is actually paid (that is, when the employees 80 

actually take their earned vacations).  In response to AG Data Request 9.09, ComEd 81 

stated that “The balance in the vacation liability as of December 31, 2010 was the 82 

estimated cumulative amount that became payable in 2011 to employees on ComEd’s 83 

payroll as of January 1, 2011.”  Although, as ComEd states, the year-end liability may 84 

reflect the amount of vacation pay that will become payable at the beginning of the 85 

following year, in practice the vacation liability is actually paid over the course of the 86 

following year.  In fact, in response to AG Data Request 9.07, the Company 87 

acknowledges that “the Accrued Vacation Pay balance represents the probable 88 

amount of vacation that will be taken within a year of the rate base date.”  This 89 

significantly longer lead in payment of vacation pay is not implicitly recognized in 90 

the calculation of cash working capital.  Therefore, the accrued liability for vacation 91 
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pay in excess of the lead in payment of base pay, or $43,341,000 (Schedule DJE-92 

1.2R), should be included in operating reserves. 93 

 94 

Q. If the accrued liability for accrued vacation pay is not included in operating 95 

reserves, should there be any other adjustment to the Company’s rate base? 96 

A. Yes.  If the accrued liability for accrued vacation pay is not included in operating 97 

reserves, then to be consistent, the deferred tax debit balance related to vacation pay 98 

should be removed from the Company’s rate base.  Removal of the ADIT balance 99 

related to accrued vacation pay would reduce the Company’s rate base by 100 

$15,875,000. 101 

 102 

5. Accrued Incentive 103 

Q. Did the Company modify its treatment of accrued incentive pay expense in its 104 

rebuttal testimony? 105 

A. Yes.  The Company modified its calculation of cash working capital to recognize a 106 

228.5 day lead in payment of incentive pay expense (ComEd Ex. 16.6).  This 107 

modification reduced its cash working capital requirement by approximately $17 108 

million from the amount in its direct case. 109 

 110 

Q. Does the Company’s treatment of incentive pay in its rebuttal testimony resolve 111 

the issue? 112 

A. Not completely.  I am still recommending two modifications to the Company’s 113 

treatment of accrued incentive pay in its rebuttal testimony.  First, the accrued 114 
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liability for the capitalized portion of incentive pay should be included in the 115 

operating reserves that are deducted from rate base.  Second, the deferred tax debit 116 

balance related to incentive pay should be synchronized with the balance of accrued 117 

incentive pay recognized in the determination of rate base. 118 

 119 

Q. Why should the accrued liability for the capitalized portion of incentive pay be 120 

included in the operating reserves that are deducted from rate base? 121 

A. The Company has, in effect, recognized the accrued liability for the expense portion of 122 

incentive pay in the calculation of its cash working capital requirement.  That is, the 123 

$18,152,000 reduction to the cash working capital requirement related to incentive pay 124 

expense on ComEd Ex. 16.6 is approximately equal to the average accrued balance for 125 

the expense portion of incentive pay for the year.  However, the Company’s treatment 126 

does not address the portion of incentive pay that is not charged directly to operation 127 

and maintenance expense. 128 

  A portion of incentive pay is capitalized and charged to plant accounts.  The 129 

portion of the accrued liability related to capitalized incentive pay represents capitalized 130 

costs for which funds have not yet been disbursed (that is, not actually paid to 131 

employees).  Accordingly, the accrued liability related to capitalized incentive pay 132 

should also be deducted from rate base.  In this regard, the accrued liability for 133 

capitalized incentive pay is similar to accounts payable applicable to construction work 134 

in progress, which ComEd appears to agree in principle should be a reduction to rate 135 

base (ComEd Ex. 16.0, at 27), although the proper amount is in dispute.  136 

 137 
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Q. What is the effect of including the liability for capitalized incentive pay in the 138 

operating reserves deducted from rate base? 139 

A. The effect is to reduce the Company’s delivery service rate base by $10,562,000 140 

(Schedule DJE-1.2R). 141 

 142 

Q. Why should the deferred tax debit balance related to incentive pay be 143 

synchronized with the balance of accrued incentive pay recognized in the 144 

determination of rate base? 145 

A. The deferred tax debit balance related to incentive pay varies directly with the balance 146 

of accrued incentive pay itself.  The Company accrues the cost of incentive pay over 147 

the course of the year, as it is earned.  The balance of accrued incentive pay that is 148 

recognized in the calculation of rate base (the total of the expense portion included in 149 

cash working capital and the capitalized portion included in operating reserves) 150 

represents the average balance of the accrued liability over the course of the year.  151 

However, the ADIT related to incentive pay on ComEd Ex. 13.02, WP-4 Revised 152 

represents the ADIT on the accrued liability as of December 31, when the accrued 153 

liability is at its high point.  Unless the ADIT related to incentive pay on ComEd Ex. 154 

13.02, WP-4 Revised is adjusted and appropriately synchronized there will be a 155 

mismatch, with the accrued liability being stated at the average balance for the year 156 

while the directly related balance of ADIT is stated at the high point for the year. 157 

 158 

Q. How should the balance of ADIT related to incentive pay be synchronized with 159 

the accrued incentive pay recognized in the determination of rate base? 160 



Docket No. 11-0721 

AG/AARP Exhibit 4.0 

 8 

A. Very simply, the balance of ADIT should be calculated by multiplying the balance of 161 

accrued incentive pay by the combined tax rate of 39.745%. 162 

 163 

Q. What is the effect of synchronizing the balance of ADIT related to incentive pay 164 

with the balance of accrued incentive pay recognized in the determination of rate 165 

base? 166 

A. The effect is to reduce the debit balance of ADIT related to incentive pay by 167 

$8,908,000 (Schedule DJE-1.2R) and to reduce the Company’s delivery services rate 168 

base by the same amount. 169 

 170 

6. Deferred Credits 171 

Q. Does ComEd agree with your recommendation to deduct the deferred credits for 172 

“Initial Payments- Contracts” from rate base? 173 

A. Yes.  However, the Company uses a different factor to allocate the deferred credit to 174 

distribution service from the allocation factor that I used in my direct testimony.  Based 175 

on my review, the allocation factor proposed by ComEd in its rebuttal testimony 176 

appears to be reasonable.  Therefore, this issue has been resolved. 177 

 178 

7. Plant Additions – ADIT on Bonus Depreciation 179 

Q. Did the Company respond to your proposal to include the effect of the ADIT 180 

generated by the bonus depreciation on the 2011 plant additions in the calculation 181 

of the pro forma delivery services rate base? 182 
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A. Yes.  Mr. Fruehe opposes this recommendation because, as he puts it, I have focused on 183 

only one element of dozens of line items of ADIT that change on an annual basis and 184 

that “attempting to update the formula rate calculation for every ADIT change would 185 

add a significant, unnecessary amount of complexity.” (ComEd Ex. 13.0, at 6:120-186 

127) 187 

 188 

Q. Is this an appropriate reason to reject your recommendation? 189 

A. No.  It is certainly true that other items of ADIT are continually changing.  It would 190 

make little sense to attempt to capture the effect of all these changes when the revenue 191 

requirement calculated in this case is ultimately going to be trued up to the actual 192 

revenue requirement in 2012.  However, it is the magnitude of the ADIT on the 2011 193 

plant additions that sets it apart.  I have quantified an adjustment to rate base of 194 

$265,681,000 for the ADIT related to the bonus depreciation on 2011 plant additions.  195 

Mr. Fruehe does not dispute this quantification, and he does not cite any potential 196 

changes in any other items of ADIT that would result in a material offset to the 197 

magnitude of the ADIT on the 2011 plant additions.  I continue to believe that this 198 

adjustment to the Company’s delivery services rate base is appropriate in the 199 

circumstances of this case. 200 

 201 

8. Billing Determinants 202 

Q. In his rebuttal testimony, Mr. Fruehe claims that your proposed adjustment to 203 

billing determinants is not necessary because the billing determinants will be 204 

updated annually.  ComEd Ex. 13, at 45-46.  Do you have a response? 205 
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A. Yes.  The updates to which Mr. Fruehe refers will affect the determination of rates 206 

prospectively, but they will not cure the inconsistency of including 2011 New Business 207 

plant additions in rate base in this case without recognizing the effect of the 2011 New 208 

Business customers on billing determinants.  For example, when the Company makes 209 

its filing in 2013, the new rates will reflect billing determinants in 2012, but those rates 210 

will not go into effect until 2014.  The reconciliation for 2012 will not be affected by 211 

the actual billing determinants in that year but will only compare the actual 2012 212 

revenue requirement to the authorized revenue requirement.  The only way to capture 213 

the customer growth associated with the New Business plant additions in the 214 

determination of rates is to adjust the billing determinants used in the design of rates. 215 

 216 

9. Average vs. Year End Rate Base in Reconciliation 217 

Q. Does Company Witness Houtsma agree that, for the purpose of reconciling the 218 

revenue requirement in effect for the prior year to the actual revenue requirement 219 

for that year, the actual revenue requirement should reflect the average rate base? 220 

A. No.  According to Ms. Houtsma, the use of a year-end rate base is consistent with the 221 

statute, in particular 220 ILCS 5/16-108.5 (c)(6)(d)(1). ComEd Ex. 12.0 at 32:703-222 

711, which she states, requires that the reconciliation be calculated consistently with 223 

the initially established revenue requirement to which it is reconciled 224 

 225 

Q. Do you agree with her interpretation? 226 

A. No.  The cited section does not say that the use of an average rate base is proscribed in 227 

the calculation of the actual revenue requirement because a year-end rate base was used 228 
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initially in the calculation of the revenue requirement being reconciled.   In fact, the 229 

cited section does not say anything about a year end rate base being used in the 230 

calculation of the actual revenue requirement. 231 

  Ms. Houtsma also claims that a year-end rate base must be used because the 232 

statute specifies that the reconciliation shall rely on the FERC Form 1 data for the 233 

current year.  The FERC Form 1 for the current year includes plant in service, 234 

depreciation reserve, and other elements of rate base data for the beginning of the 235 

year as well as the end of the year.  The rate base data as of the beginning of the 236 

current year is the same as the rate base data as of the end of the prior year.  The 237 

FERC Form 1 data for a given year can be used to calculate the average year rate base 238 

just as well as the end of year rate base in that year; and the average rate base should 239 

be used because that is the proper measure of the actual net investment used to 240 

provide delivery services over the course of the year. 241 

  Ms. Houtsma then goes on to note that “On the matter of how to calculate rate 242 

base, however, the statute makes no mention of the use of average data in the 243 

determination of rate base for the reconciliation.”  ComEd Ex. 12.0 at 33:725-726.  244 

While this true, the statute also makes no mention of the use of year-end data in the 245 

determination of rate base for the reconciliation. 246 

 247 

Q. Do you agree with Ms. Houtsma that the use of a year-end rate base is consistent 248 

with traditional ratemaking principles? 249 

A. I agree that the use of a year-end rate base is consistent with traditional ratemaking 250 

principles in Illinois when a historic test year is used.  However, the year-end rate base 251 



Docket No. 11-0721 

AG/AARP Exhibit 4.0 

 12 

in a historic test year is not being used to measure the “actual revenue requirement” for 252 

that historic year or to determine the rates to be in effect for that historic year.  Rather, 253 

the historic year end rate base (with any appropriate pro forma adjustments) is being 254 

used to determine rates to be in effect prospectively. 255 

  The use of an average rate base is consistent with traditional ratemaking 256 

principles when the test year coincides with the period that rates are in effect.  Ms. 257 

Houtsma is correct that the rates for the year being reconciled do not literally go into 258 

effect at the beginning of that year.  However, with the reconciliation, the Company is 259 

put in the same position that it would be if the rates necessary to recover the actual 260 

revenue requirement had been in effect for the whole year.  Using the example of 261 

2013, as in my direct testimony, the reconciliation of 2013 revenue requirement will 262 

put the Company in same position as it would be if the rates necessary to recover the 263 

actual 2013 revenue requirement were in effect since the beginning of 2013.  Thus, 264 

the average rate base should be used in the determination of the actual revenue 265 

requirement for the period being reconciled. 266 

 267 

Q. Does Ms. Houtsma argue that as a general matter it is appropriate to use the 268 

year-end rate base in the calculation of the actual revenue requirement for a 269 

given year? 270 

A. No.  As Ms. Houtsma testifies, the statute requires “reconciliation of the revenue 271 

requirement that was in effect for the prior rate year (as set by the cost inputs for the 272 

prior rate year) with the actual revenue requirement for the prior rate year.” However, 273 

Ms. Houtsma does not argue that an after-the-fact measurement of the “actual 274 
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revenue requirement” requires the use of a year-end rate base.   Nor could she, 275 

because the average rate base is the only proper measure of the actual net investment 276 

used to provide delivery services “for the prior rate year” (as opposed to the net 277 

investment as of a point in time). 278 

  In effect then, Ms. Houtsma appears to be arguing that the statute relies on a 279 

definition of “actual revenue requirement” that differs from the general usage of that 280 

term.  As I stated in my direct testimony, the use of an average rate base is appropriate 281 

in the calculation of what the revenue requirement would have been had the actual 282 

cost information for the applicable calendar year been available at the filing date.  283 

The average rate base should be used in calculating the actual revenue requirement to 284 

be used for the purpose of reconciliation. 285 

 286 

10. Conclusion 287 

Q. Have you prepared revised schedules of your proposed adjustments to the 288 

Company’s rate base? 289 

A. Yes.  My proposed adjustments to the rate base in the Company’s rebuttal testimony 290 

are summarized on my Schedule DJE-1R. 291 

 292 

Q. Does this conclude your rebuttal testimony? 293 

A. Yes. 294 


