
 
STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 
 
 
 

COMMONWEALTH EDISON COMPANY ) 

       )   

Annual formula rate update and revenue  )  Docket No. 12-0321 

requirement reconciliation authorized by  ) 

Section 16-108.5 of the Public Utilities Act  ) 

 

 

 

 

 

 

 

             

 

DIRECT TESTIMONY OF DAVID J. EFFRON 

ON BEHALF OF 

THE PEOPLE OF THE STATE OF ILLINOIS 

AND 

AARP 
 

             

 
 
 
 

AG/AARP Exhibit 2.0 
 
 
 

JULY 17, 2012 
 



ILLINOIS COMMERCE COMMISSION DOCKET NO. 12-0321 

DIRECT TESTIMONY OF DAVID J. EFFRON 

TABLE OF CONTENTS 

     Page 

I. STATEMENT OF QUALIFICATIONS 1 
II. INTRODUCTION AND SUMMARY OF TESTIMONY 2 
III. RATE BASE 3 
IV. BILLING DETERMINANTS 5 

 

 

 



Docket No. 12-0321 

AG/AARP Exhibit 2.0 

 1 

I. STATEMENT OF QUALIFICATIONS 1 

Q. Please state your name and business address. 2 

A. My name is David J. Effron.  My business address is 12 Pond Path, North Hampton, 3 

New Hampshire, 03862. 4 

 5 

Q. What is your present occupation? 6 

A. I am a consultant specializing in utility regulation. 7 

 8 

Q. Please summarize your professional experience. 9 

A. My professional career includes over thirty years as a regulatory consultant, two years 10 

as a supervisor of capital investment analysis and controls at Gulf & Western Industries 11 

and two years at Touche Ross & Co. as a consultant and staff auditor.  I am a Certified 12 

Public Accountant and I have served as an instructor in the business program at 13 

Western Connecticut State College. 14 

 15 

Q. What experience do you have in the area of utility rate setting proceedings and 16 

other utility matters? 17 

A. I have analyzed numerous electric, gas, telephone, and water filings in different 18 

jurisdictions.  Pursuant to those analyses I have prepared testimony, assisted attorneys 19 

in case preparation, and provided assistance during settlement negotiations with various 20 

utility companies. 21 

  I have testified in over three hundred cases before regulatory commissions in 22 

Alabama, Colorado, Connecticut, Florida, Georgia, Illinois, Indiana, Kansas, Kentucky, 23 
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Maryland, Massachusetts, Missouri, Nevada, New Jersey, New York, North Dakota, 24 

Ohio, Pennsylvania, Rhode Island, South Carolina, Texas, Vermont, Virginia, and 25 

Washington. 26 

 27 

Q. Please describe your other work experience. 28 

A. As a supervisor of capital investment analysis at Gulf & Western Industries, I was 29 

responsible for reports and analyses concerning capital spending programs, including 30 

project analysis, formulation of capital budgets, establishment of accounting 31 

procedures, monitoring capital spending and administration of the leasing program.  At 32 

Touche Ross & Co., I was an associate consultant in management services for one year 33 

and a staff auditor for one year. 34 

 35 

Q. Have you earned any distinctions as a Certified Public Accountant? 36 

A. Yes.  I received the Gold Charles Waldo Haskins Memorial Award for the highest 37 

scores in the May 1974 certified public accounting examination in New York State. 38 

 39 

Q. Please describe your educational background. 40 

A. I have a Bachelor's degree in Economics (with distinction) from Dartmouth College 41 

and a Masters of Business Administration Degree from Columbia University 42 

 43 

II. INTRODUCTION AND SUMMARY OF TESTIMONY 44 

Q. On whose behalf are you testifying? 45 
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A. I am testifying on behalf of the People of the State of Illinois as represented by the 46 

Illinois Attorney General (“AG”) and AARP. 47 

 48 

Q. What is the purpose of your testimony? 49 

A. On June 13, 2012 Commonwealth Edison Company ("ComEd" or "the Company") 50 

submitted its filing in compliance with the final Order in ICC Docket No. 11-0721, 51 

dated May 29, 2012.   I have reviewed that filing, and I address certain issues in the 52 

Company’s development of its formula rates pursuant to Section 16-108.5 of the 53 

Public Utilities Act.  In particular, I address an issue in the determination of the rate 54 

base to be used in calculation of the Company’s revenue requirement, and I address an 55 

adjustment to the billing determinants used by the Company to calculate the rates 56 

necessary to produce the net revenue requirement in its compliance filing. 57 

 58 

III. RATE BASE 59 

Q. Has the Company included accrued vacation pay in the operating reserves that 60 

are deducted from plant in service in the determination of rate base? 61 

A. Yes.  The Company’s calculation of the rate base deduction for accrued vacation pay is 62 

shown on ComEd Exhibit 10.3, WP 5, Page 6.  The Company also calculated a 63 

deferred debit related to capitalized vacation pay.  That deferred debit is added back to 64 

rate base on ComEd Exhibit 10.3, WP 5, Page 5. 65 

 66 

Q. What does the deferred debit balance related to capitalized vacation pay 67 

represent? 68 
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A. In response to AG Data Request 3.02, the Company explained that: “Because vacation 69 

pay is charged to specific capital projects during the year in which vacation is taken, the 70 

cost of the estimated vacation pay liability expected to be distributed to capital in the 71 

following year is recorded as a deferred debit to the ComEd general ledger in FERC 72 

Account 186- Deferred Debits.”  The Company further explained in response to AG Data 73 

Request 3.03 that “the rate base deduction [for accrued vacation pay] should be reduced 74 

by the amount of this related deferred debit, since these deferred costs have not been 75 

recovered from ratepayers.” 76 

 77 

Q. Do you agree with the Company’s addition of the deferred debit balance related to 78 

capitalized vacation pay to its rate base? 79 

A. I agree that to the extent that accrued vacation has not been included in operating 80 

expenses and is not included in the plant that is either in rate base or accruing AFUDC, 81 

that portion of accrued vacation pay should not be included in the operating reserves 82 

that are deducted from rate base.  However, I disagree with the Company’s treatment of 83 

the deferred debit balance related to accrued vacation pay as a separate addition to its 84 

rate base. 85 

 86 

Q. Why do you disagree with the Company’s treatment of the deferred debit balance 87 

related to accrued vacation pay? 88 

A. The Company adds the deferred debit to rate base on ComEd Exhibit 10.3, WP 5, Page 89 

5.  This item does not require investor supplied funds and should not be explicitly 90 

included in the Company’s rate base.  Rather, the debit balance should be netted against 91 

the accrued vacation pay that is included in operating reserves.  This is more than 92 
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merely a matter of presentation because of the way the deferred taxes are synchronized 93 

with the accrued vacation pay included in the rate base deduction for operating 94 

reserves. 95 

 96 

Q. Have you calculated the effect of netting the deferred debit against the accrued 97 

vacation pay included in operating reserves, rather than making a separate 98 

addition to rate base for the deferred debit? 99 

A. Yes.  On Schedule DJE-1, I have eliminated the deferred debit from rate base and 100 

instead offset the deferred debit against the accrued vacation pay included in operating 101 

reserves.  I then calculated the deferred taxes by multiplying the accrued vacation pay 102 

net of the deferred debit by the combined income tax rate of 41.175%.  As can be seen 103 

on this schedule, the net rate base deduction that I have calculated is $8,540,000 greater 104 

than the net rate base deduction calculated by the Company.  Therefore, I recommend 105 

that the rate base used in developing the Company’s formula rate revenue requirement 106 

be reduced by $8,540,000. 107 

 108 

IV. BILLING DETERMINANTS 109 

Q. Has the Company included 2012 projected plant additions in its delivery services 110 

rate base? 111 

A. Yes.  The Company has included $937.2 million of 2012 projected plant additions in its 112 

delivery services rate base, offset by an associated increase of $377.7 million in the 113 

balance of accumulated depreciation.  In its compliance filing, the Company has also 114 

recognized an increase of $184.3 in the balance of ADIT, and a decrease of $8.5 115 
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million in the balance of construction work in progress.  The net effect is to increase the 116 

Company’s delivery services rate base by $366.7 million. 117 

 118 

Q. Do the 2012 plant additions include plant related to customer growth? 119 

A. Yes.  One of the components of the total of plant additions estimated for 2012 is for 120 

“New Business.”  Examples are equipment and line extensions to serve new 121 

residential or commercial development.  The “New Business” component of the 2012 122 

plant in service additions, approximately $130.0 million, represents facilities to 123 

accommodate customer growth. 124 

 125 

Q. Should the billing determinants used in the calculation of rates necessary to 126 

produce the required revenues be adjusted to reflect customer growth in 2012? 127 

A. Yes.  In past rate cases, ComEd has recognized post-test year growth in sales and 128 

revenues, consistent with its proposed inclusion of New Business plant in its 129 

adjustment for post-test year plant additions.  The purpose of this adjustment was to 130 

match the billing determinants used in the determination of pro forma revenues (under 131 

both present and proposed rates) to the plant used to provide service included in rate 132 

base. 133 

  The pro forma revenues under present rates do not enter directly into the 134 

formula rate calculations presented by the Company.  However, the pro forma billing 135 

determinants are used to determine the rates necessary to produce the approved net 136 

revenue requirement.  I recommend that, consistent with the inclusion of New Business 137 

plant additions in 2012 in the rate base, the pro forma billing determinants related to 138 



Docket No. 12-0321 

AG/AARP Exhibit 2.0 

 7 

customer count (the customer charges and the standard metering service charges) be 139 

adjusted to recognize customer growth in 2012. 140 

 141 

Q. Is your adjustment necessary to properly match the billing determinants used in 142 

the determination of pro forma revenues to the plant used to provide service 143 

included in rate base? 144 

A. Yes. 145 

 146 

Q. Did you propose a similar adjustment in Docket No. 11-0721? 147 

A. Yes. 148 

 149 

Q. What was the Commission’s finding on this matter in Docket No. 11-0721? 150 

A. The Commission Analysis and Conclusions on the issue of New Business and Billing 151 

Determinants found that:  “ComEd, in short, has not presented valid reasons for 152 

rejecting the AG/AARP proposal. The AG/AARP proposal is reasonable and it is 153 

approved. ComEd shall adjust its billing determinants accordingly.”  Order, May 29, 154 

2012, at 75-76 155 

 156 

Q. Did ComEd adjust its billing determinants for 2012 new business in its compliance 157 

filing of June 13, 2012 in the present case? 158 

A. No. 159 

 160 
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Q. If the filing of June 13, 2012 purports to be in compliance with the Commission’s 161 

Order in Docket No. 11-0721, why did the Company not adjust the 2011 billing 162 

determinants to reflect 2012 New Business, consistent with the Commission 163 

Analysis and Conclusion in that case? 164 

A. In response to AG Data Request 5.03, ComEd stated that it made no adjustment to 165 

billing determinants to reflect 2012 New Business because:  “Both the Commission’s 166 

direction, and the proposal upon which the direction was based, specifically addressed 167 

adjustments to only 2010 billing determinants. Neither the Commission’s direction nor 168 

the approved proposal upon which the direction was based addressed adjustments to 2011 169 

billing determinants (or any other year for that matter).”  Evidently, it is the Company’s 170 

position that the adjustment to reflect New Business billing determinants has no 171 

applicability outside of Docket No. 11-0721. 172 

 173 

Q. Do you agree that the principle of adjusting the billing determinants to reflect 174 

New Business adopted by the Commission in Docket No. 11-0721 is inapplicable to 175 

the present case? 176 

A. No.  The Company has adjusted the 2011 rate base to include New Business plant 177 

additions in 2012.  That New Business plant will be used to serve new customers.  It is 178 

still appropriate and internally consistent to match the billing determinants used in the 179 

calculation of rates necessary to produce the approved net revenue requirement to the 180 

plant used to provide service included in rate base.  Therefore, the Company’s billing 181 

determinants based on customer count should be adjusted in conjunction with the 182 

Company’s adjustment to include 2012 plant additions in rate base.  183 

 184 
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Q. How are you proposing to adjust the pro forma billing determinants that are used 185 

to develop the rates necessary to produce the net revenue requirement calculated 186 

on Schedule FR A-1? 187 

A. The average number of residential customers in 2011 increased by 0.40% over the 188 

average number of residential customers in 2010.  The average number of small 189 

commercial and industrial customers in 2011 increased by 0.88% over the average 190 

number of small commercial and industrial customers in 2010. (The increase in 191 

customer bills due to increases in large commercial and industrial customers does not 192 

have a material effect on the determination of rates.)   I believe that these growth rates 193 

are reasonably representative of the customer growth rates that can be expected from 194 

2011 to 2012.  (ComEd failed to provide actual customer data for 2012 in a timely 195 

fashion.)  In designing the rates to produce the approved revenue requirement, I 196 

recommend that the billing determinants used to set rates reflect a 0.40% increase in the 197 

number of residential bills and an 0.88% increase in the number of small commercial 198 

and industrial bills, in order to reflect estimated annual growth in the number of 199 

customers in those classes and to be consistent with the inclusion of 2012 New 200 

Business plant additions in rate base. 201 

 202 

Q. Does this conclude your direct testimony? 203 

A. Yes. 204 


