
 
STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 
 

 

 Illinois Commerce Commission    )  

On Its Own Motion     )  

)  ICC Docket No. 13-0553  

vs.        )  

)  

Commonwealth Edison Company    )  

)  

Investigation of Tariffs Approved in   )  

ICC Docket 13-0386      ) 
 

 

 

 

 

             

 

REBUTTAL TESTIMONY OF DAVID J. EFFRON 

ON BEHALF OF 

THE PEOPLE OF THE STATE OF ILLINOIS 
 

             

 
 
 
 

AG Exhibit 4 
 
 
 

OCTOBER 17, 2013 
 



ILLINOIS COMMERCE COMMISSION DOCKET NO. 13-0553 

REBUTTAL TESTIMONY OF DAVID J. EFFRON 

TABLE OF CONTENTS 

     Page 

I. INTRODUCTION 1 
II. ACTUAL RATE BASE TO BE USED IN COLLAR CALCULATION 1 
III. CALCULATION OF INTEREST ON RECONCILIATION ADJUSTMENTS 3 

 

 

 



Docket No. 13-0533 

AG Exhibit 4.0 

 1 

I. INTRODUCTION 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. Have you previously submitted testimony in this docket? 6 

A. Yes.  I submitted direct testimony on October 11, 2013, marked as AG Exhibit 2.0.  7 

My qualifications and experience are included with my direct 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 

Brinkman.  12 

 13 

II. ACTUAL RATE BASE TO BE USED IN COLLAR CALCULATION 14 

Q. Is it “inherently illogical” to use an average rate base in the ROE collar 15 

calculation as Ms. Brinkman claims (ComEd Ex. 1.0, at 10:202-204)? 16 

A. No.  Ms. Brinkman characterizes the collar calculation as being “the last step in 17 

calculating the final revenue requirement for a given calendar year” (ComEd Ex. 18 

1.0, at 11:207-208).  However, the collar calculation is not a part of the 19 

determination of the Company’s revenue requirement for a given year.  Rather, it is 20 

a determination of whether the rates in effect for a given year produced a return on 21 

equity outside a defined range, which would in turn result in a credit to, or recovery 22 

from, customers.  I am not proposing any modifications to the rate base used in 23 
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establishing the initial revenue requirement or to the rate base used in the 24 

reconciliation.  I am only proposing a modification to the rate base used in the 25 

collar calculation so that the actual capital used to support the rate base in the year 26 

for which that calculation is being performed is properly stated.  In no way does this 27 

have “the effect of replacing the year-end rate base … values utilized in the 28 

reconciliation calculation with an average rate base” as Ms. Brinkman erroneously 29 

claims.  ComEd Ex. 1.0, at 11:209-211.  In fact, I am making no recommendation 30 

regarding the reconciliation calculation. 31 

  Ms. Brinkman goes on to state that it is her understanding that “the notion of 32 

allowable earnings is grounded in the ratemaking principle that utilities must have 33 

the opportunity to earn returns commensurate with capital market demands” 34 

(ComEd Ex. 1.0, at 11:213-215).  My proposal does not compromise this principle 35 

in any way, shape, or form.  However, it is my position that the calculation of those 36 

returns should reflect the actual capital invested in the enterprise over the period for 37 

which the return is calculated. 38 

 39 

Q. Is your proposal “internally inconsistent” as Ms. Brinkman asserts (ComEd Ex. 40 

1.0, at 11:219-222)? 41 

A. No.  Her Exhibit 1.04, which she claims demonstrates this “internal inconsistency,” 42 

does nothing to establish the “incongruous result” or “discrepancy” that Ms. 43 

Brinkman describes.  She claims that the use of an average rate base in the ROE 44 

calculation results in an “artificially inflated earned ROE” when the year-end rate 45 

base is larger than the average rate base.  But this conclusion is wholly circular.  46 
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The only reason that the earned ROE is “artificially inflated” in her example is that 47 

it is compared to the ROE calculated using a year end rate base.  However, the 48 

calculation of the ROE using the year end rate base is artificially deflated because it 49 

overstates the capital deployed to earn income over the course of the year. 50 

  If anything, ComEd Exhibit 1.04 demonstrates why the use of a year end 51 

rate base in the ROE collar calculation understates the actual earned ROE when the 52 

year end rate base is greater than the average rate base.  For example, the 53 

calculation in Column (A) (Year End Rate Base) calculates the interest expense for 54 

2012 by multiplying the cost rate of long term debt by the long term debt balance as 55 

of the end of 2012 (the long term debt ration applied to the year-end rate base).  But 56 

this is not the actual interest expense for the year.  The actual interest expense for 57 

2012 reflects the balance of long term debt over the course of the year, not the 58 

balance as of the end of the year.  Thus, the calculation in Column (A) (Year End 59 

Rate Base) overstates the 2012 interest expense and understates the net income 60 

earned for the year.  The ROE is then calculated by dividing that understated net 61 

income by the end of year equity balance, rather than the equity balance outstanding 62 

over the course of the year as the income was earned, which further understates the 63 

actual earned ROE.  To avoid such understatement of the earned ROE, the average 64 

rate base should be used in the collar calculation. 65 

 66 

III. CALCULATION OF INTEREST ON RECONCILIATION ADJUSTMENTS 67 

Q. Do you have a response to Ms. Brinkman’s testimony on the accumulated 68 

deferred income taxes (“ADIT”) related to reconciliation balances? 69 
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A. Yes.  Throughout her testimony on this matter, Ms. Brinkman appears to implicitly 70 

assume that ComEd has no taxable income or current income tax liability outside of 71 

the reconciliation process.  That is the only possible premise for her conclusion that 72 

ADIT related to a reconciliation under-recovery does not represent a source of cash 73 

to the Company (ComEd Ex. 1.0, at 22:445-447).  However, if ComEd actually has 74 

taxable income independent of the reconciliation process, then the fact that the 75 

actual revenue requirement was greater than the revenue requirement in effect for 76 

the year means that such taxable income and cash income tax expense were lower 77 

than they would have been otherwise.  That provides a real cash benefit to ComEd, 78 

and that cash benefit should be recognized in the calculation of interest on the 79 

balance of the net reconciliation adjustment. 80 

 81 

Q. Is Ms. Brinkman correct that the income tax expense is not lower than it would 82 

have been as a result of the book-tax timing difference in the recognition of the 83 

reconciliation revenues (ComEd Ex. 1.0, at 23:459-461)? 84 

A. This is technically correct but misleading.  The total income tax expense is not lower; 85 

however, the cash income tax expense is lower as a result of the deferred recognition 86 

of the reconciliation revenues for income tax purposes.  There is no dispute that if the 87 

revenue requirement in effect for the year had been higher, income taxes currently 88 

payable would have been higher.  The deferred income taxes represent the reduction 89 

to the cash income tax expense, and that is the balance that should be recognized in 90 

the calculation of the interest on the reconciliation balance. 91 
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  PA 98-0015 provides for interest on the “under-collection indicated by such 92 

reconciliation” when the revenue requirement in effect for a given year was less 93 

than the actual revenue requirement for that year.  By the same token, the deferred 94 

taxes on that reconciliation balance represent the reduction to taxes currently 95 

payable because the revenue requirement in effect was less than the actual revenue 96 

requirement for that year.  The cash benefit represented by a deferred tax credit 97 

balance is every bit as real as the cash requirement represented by an under-98 

recovered reconciliation balance.  The reality of the cash benefit represented by the 99 

deferred taxes should be recognized in the calculation of interest on the 100 

reconciliation balance. 101 

 102 

Q. Can you concisely summarize why it is appropriate to calculate interest on the 103 

reconciliation balance net of deferred income taxes? 104 

A. When the Company ultimately recovers (or refunds) the reconciliation balance, the 105 

net cash it receives (or refunds) will be that reconciliation balance net of income 106 

taxes.  There is no dispute on this point.  This net cash is what the Company has 107 

foregone (or what it is holding pending the refund), and it is this net cash requirement 108 

(or source) on which interest should be calculated.  It’s that simple. 109 

 110 

Q. Does this conclude your rebuttal testimony? 111 

A. Yes. 112 


