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Q. Please state your name and business address. 1 

A. My name is David J. Effron.  My address is 12 Pond Path, North Hampton, New 2 

Hampshire. 3 

Q. Have you previously submitted testimony in this docket? 4 

A. Yes.  I submitted Direct Testimony on June 26, 2018, marked as OCA Statement No. 5 

1.   My qualifications and experience are attached to my Direct Testimony. 6 

Q. What is the purpose of this Surrebuttal Testimony? 7 

A. In this Surrebuttal Testimony, I respond to the Rebuttal Testimony of PECO Energy 8 

witnesses Barnett and Yin.  I am also presenting certain modifications to the 9 

adjustments that I proposed in my Direct Testimony and a revised calculation of the 10 

Company’s revenue deficiency (or excess) to incorporate the effect of those 11 

modifications.  I do not respond to all the Company’s Rebuttal addressing the issues 12 

presented in my Direct Testimony.  However, this should not be interpreted to mean 13 

that I agree with the Company’s Rebuttal on those issues or that I no longer believe 14 

that the position expressed on those issues in my Direct Testimony is appropriate. 15 

Q. With the modifications to the original adjustments proposed in your Direct 16 

Testimony, what is the Company’s revenue deficiency? 17 

A. Incorporating the modifications that I in the following Surrebuttal Testimony, I have 18 

calculated a revenue excess of $23,193,000 (see my revised Schedule A, 19 

accompanying this testimony).  20 

 21 

Year End Rate Base and Annualization Adjustments 22 



 2 

Q. What is the Company’s position with regard to the use of a year-end rate base 1 

and annualization of expenses in association with a fully projected future test 2 

year (“FPFTY”)? 3 

A. Mr. Yin addresses this issue and states that he disagrees with my Direct Testimony on 4 

this matter for “several reasons.” 5 

Q. Do any of the reasons cited by Mr. Yin for his disagreement cause you to 6 

reconsider your proposal to reflect an average rate base and eliminate 7 

annualizing adjustment in the determination of the FPFTY revenue 8 

requirement? 9 

A. No.  First, Mr. Yin addresses my testimony that the use of a year-end rate base in the 10 

context of a FPFTY would allow the Company to earn a return on its net plant 11 

investment in advance of when such investment is actually made.  He states that this is 12 

“no reason to reject the Company’s use of year-end plant balances in developing its 13 

proposed rate base” and goes on to say that “even the ‘average’ rate base 14 

methodology … reflects FPFTY plant additions that will not be in service when new 15 

rates are in effect.”  However, as I also stated in my Direct Testimony, under the 16 

Company’s proposal, customers would be paying rates that include a return on a rate 17 

base larger than the actual investment in facilities being used to provide service through 18 

the whole rate year.  This is clearly not true with the average rate base methodology, 19 

where the rates paid by customers in the rate year would reflect the investment in rate 20 

base over the course of that year.  21 

Q. What is the second reason cited by Mr. Yin for opposing the average rate base 22 

methodology? 23 



 3 

A. Mr. Yin cites Act 11, which amended Section 315(e) of the Public Utility Code and 1 

asserts that reducing the Company’s year-end rate base because the Company would 2 

earn a return and depreciation on investment before the corresponding plant is in 3 

service conflicts with the plain language of amended Section 315(e).  I’ll leave it to 4 

the attorneys to argue whether reflecting an average rate base for that reason would 5 

conflict with Section 315(e).  However, Mr. Yin does not state that the Public Utility 6 

Code requires the use of a year-end rate base in conjunction with an FPFTY, nor does 7 

he state that the Public Utility Code prohibits the use of an average rate base in 8 

conjunction with an FPFTY.  Tellingly, he also does not cite any of the other 9 

jurisdictions where a fully projected future test year coinciding with the rate year is 10 

employed as permitting the use of a year-end rate base. 11 

Q. What is the third reason cited by Mr. Yin for opposing the average rate base 12 

methodology? 13 

A. Mr. Yin testifies that the use of an average FPFTY rate base in this case would 14 

advance the date of the Company’s implementation of its Distribution System 15 

Improvement Charge (“DSIC”) from April 2020 to October 2019.  Implementation of 16 

the DSIC, however, is no justification for overstating the base rate revenue 17 

requirement in the present case. 18 

Mr. Yin then goes on to state that “More importantly, if a test year average 19 

rate base were employed, the Company’s annual rate of return immediately following 20 

the FPFTY would fall below the rate of return granted in this case. The only way to 21 

mitigate the attrition that using test-year average rate base and expenses would create 22 

would be to file another base rate case by the end of March 2019.”  This is arrant 23 



 4 

speculation.  Given the existence of the DSIC, and the coordination of the DSIC with 1 

plant included in rate base in rate cases, it is not at all clear that rate base growth 2 

between rate cases would cause any significant attrition of the Company’s earned rate 3 

of return.  The threat of perpetual rate applications is no reason to reject the use of an 4 

average rate base for the FPFTY. 5 

Q. Mr. Yin further claims that it would not be proper to use the full annual amount 6 

of the repairs deduction to calculate the Company’s state and federal income 7 

taxes if only one-half of the Company’s FPFTY plant additions were reflected in 8 

rate base.  Do you concur with this claim? 9 

A. No.  As I explained in my response to PECO-OCA-II-2, which Mr. Yin ignores: 10 

  It is proper to include a “repairs deduction” in calculating allowable income 11 
taxes that reflects additions to plant in service for the fully projected future 12 
test year, because the Company will realize a tax deduction for such plant 13 
costs in the fully projected future test year (2019).  For example, if a plant cost 14 
in December 2019, qualifies as a repair for income tax purposes, the Company 15 
will get an income tax deduction for those plant costs in 2019.  However, the 16 
revenue requirement effect in 2019 of a plant cost incurred in December 2019 17 
will be only 1/12 of that plant cost. 18 

 19 
 There is no inconsistency between including the average balance of distribution plant 20 

in rate base and the repairs deduction for the test year in the calculation of income 21 

taxes.  In fact, this reflects the reality of what actually happens in the test year. 22 

Q. Mr. Yin also claims that using a full annual amount of the repairs deduction for 23 

2019 to calculate the Company’s income tax expense when only one-half of 24 

FPFTY plant additions is reflected in its rate base in not permitted by of the 25 

Public Utility Code, 66 Pa.C.S. §1301.1(a).  Do you have a response? 26 

A. Yes.  Mr. Yin cites the following language from Section 1301.1(a) of the Public 27 

Utility Code: 28 
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 If an expense or investment is not allowed to be included in a public utility's 1 
rates, the related income tax deductions and credits, including tax losses of the 2 
public utility's parent or affiliated companies, shall not be included in the 3 
computation of income tax expense to reduce rates. 4 

 5 
I also addressed this matter in my response to PECO-OCA-II-2: 6 

 Whether Mr. Effron’s proposal complies [with] Section 1301.1(a) of the 7 
Public Utility Code, 66 Pa.C.S. §1301.1(a) is a legal conclusion.  However, 8 
Mr. Effron‘s proposal with regard to the use of an average rate base for the 9 
fully projected future test year does not entail a proposed disallowance of any 10 
expense or investment.  Rather, Mr. Effron is proposing nothing more than to 11 
limit the revenue requirement effect of plant additions in 2019 to the actual 12 
revenue requirement effect of those plant additions in 2019. 13 

 14 
 As I am not proposing to disallow any expense or investment in my recommendation 15 

to employ an average rate base for the FPFTY, the language cited by Mr. Yin is not at 16 

all relevant. 17 

Q. Has Mr. Yin cited any sound reasons why the use of an average rate base in 18 

conjunction with an FPFTY is inappropriate? 19 

A. No, he has not.  I continue to believe that my average test year approach is 20 

reasonable. 21 

 22 

Cash Working Capital 23 

Q. Does the Company agree with your proposed modification to the lag in payment 24 

of gross receipts tax (“GRT”)? 25 

A. No.  Mr. Yin addresses this issue.  He states that PECO is adhering to the generally 26 

applicable payment schedule for GRT and that reliance on the “safe harbor” 27 

alternative would require reliance on uncertain projections and estimates. 28 

Q. Do you have a response? 29 
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A. Yes.  Mr. Yin does not dispute that the Company can pay 90% of the GRT liability on 1 

March 15 of the year for which the tax payment is due, with the remaining 10% paid 2 

on March 15 of the following year without being subject to interest or penalties.  I 3 

continue to believe, for the reasons set forth in my Direct Testimony, that it is 4 

appropriate to utilize this payment schedule in calculating the lag in payment of gross 5 

receipts tax for the purpose of determining the cash working capital requirement. 6 

 7 

Pension Asset 8 

Q. Mr. Yin begins his Rebuttal Testimony on the pension asset issue by stating that 9 

you attempt “to minimize the significance of Duquesne’s 2010 and 2013 rate case 10 

decisions by noting that they approved, in each case, ‘a comprehensive 11 

settlement.’”  Is this an accurate representation of your testimony? 12 

A. No.  My intent in noting that the resolution of the pension asset issue in the Duquesne 13 

cases was part of comprehensive settlements in the respective 2010 and 2013 base 14 

rate proceedings was not to minimize the significance of those cases.  I was simply 15 

putting the treatment of the pension assets in those cases in context. 16 

Q. Mr. Yin states that “Based on the correct rationale that actually supported the 17 

use of January 1, 2007 as the starting date for calculating Duquesne’s pension 18 

asset, PECO should begin measuring its pension asset as of the conclusion of its 19 

1989 base rate case” (PECO Statement 3-R, Page 36).  Has he established that it 20 

is appropriate to include the pension asset accumulated since 1989 in the 21 

Company’s rate base? 22 
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A. No. Mr. Yin does not dispute that January 1, 2007 was approximately the effective 1 

date of rates in Docket No. R-00061346, Duquesne’s last rate case prior to its 2010 2 

rate case, but states “that is not the reason January 1, 2007 was selected as the starting 3 

point for calculating Duquesne’s pension asset” (PECO Statement 3-R, Page 38, 4 

emphasis in original).  He goes on to explain that it is his belief that January 1, 2007 5 

was selected as the starting point for calculating Duquesne’s pension asset because 6 

that is when Duquesne began using the pension contribution, rather than the SFAS 87 7 

accrual, as the basis for the pension expense included in its revenue requirement. 8 

  An examination of the record in Docket No. R-2010-2179522, Duquesne’s 9 

2010 rate case, provides further illustration as to why the Duquesne cases are not 10 

relevant in this proceeding.  (I was the revenue requirements witness for the OCA in 11 

that case.)  The matter of the appropriate starting date for the pension asset was 12 

actually the subject of some back and forth in that case.  Although the Company cited 13 

the effective date of rates in Docket No. R-0061346 (which was January 1, 2007) as 14 

the starting date for the difference between the pension contribution and the pension 15 

accrual (making reference to the point where the pension expense included in its rates 16 

was based on the pension contribution), the actual capitalized pension contribution 17 

that it originally sought to include in rate base went back only to 2008.  Then in 18 

Rebuttal Testimony, Duquesne modified its proposal to include the pension 19 

contribution going back to 2006 in its rate base.  In my Surrebuttal Testimony in that 20 

case, I noted that the rates in Docket No. R-00061346 went into effect in 2007, not 21 

2006, and that therefore, any relevant calculation of the excess of pension 22 

contributions over the SFAS 87 accruals should go back only to 2007. 23 



 8 

  The Settlement in Docket No. R-0061346 adopted January 1, 2007 as the 1 

starting date for calculating the difference between the capitalized pension accruals 2 

and contributions, but there is no explanation of why that was chosen as the starting 3 

date.  There is no particular logic to support Mr. Yin’s contention that the date that 4 

the pension contribution was first included in operation and maintenance for 5 

ratemaking purposes was chosen as the starting date for this calculation. 6 

 7 

Q. Why not? 8 

A. Mr. Yin explains that, in Duquesne’s 1987 rate case, pension costs were based on its 9 

SFAS 87 accrual and that it was not until the 2006 rate case that rates reflected 10 

pension costs based on Duquesne’s pension contributions.  To be accurate, what Mr. 11 

Yin really means when he says that “Duquesne’s pension costs were based on its 12 

SFAS 87 accrual” in its 1987 rate case is that the pension expense included in its pro 13 

forma operation and maintenance expenses was based on the SFAS 87 accrual.  14 

However, the method of determining the pension expense included in the Company’s 15 

revenue requirement had no effect on the determination of the pension capitalized and 16 

included in plant accounts. 17 

  What we are talking about here is not the pension cost included in operation 18 

and maintenance expense; rather it is the pension cost capitalized and charged to plant 19 

accounts.  Even if the pension expense included in operation and maintenance 20 

expense in its 1987 rate case had been based on cash contributions, Duquesne’s 21 

pension cost capitalized and charged to plant would have still reflected the SFAS 87 22 

accrual.  With regard to the capitalized portion of the pension cost, there was no 23 
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change on January 1, 2007.  Therefore, it is not logical that the change in determining 1 

the pension expense included in operation and maintenance expense for ratemaking 2 

purposes would be the basis for the starting point for measuring the difference 3 

between the pension contribution and the SFAS 87 accrual capitalized to plant 4 

accounts.  What Mr. Yin speculates is the “correct rationale for the January 1, 2007 5 

start date for calculating Duquesne’s pension asset” lacks any logical foundation. 6 

 7 

Q. Did the Company also respond to your testimony that it would be extremely 8 

difficult, if not impossible, to determine what pension costs (or any other costs) 9 

were or were not recovered in rates during the period between its 1989 and 2010 10 

rate cases? 11 

A. Yes.  Mr. Yin states that I am assuming that “there needs to be a line by line 12 

reconciliation of each element of revenue requirement PECO claimed in its 1989 case 13 

versus the costs it actually experienced between 1989 and 2010” and that without 14 

such a reconciliation I am taking freedom to “speculate that PECO recovered an 15 

excessive amount of pension cost.” (PECO Statement 3-R, Page 40)  16 

 17 

Q. Have you assumed that there needs to be a line by line reconciliation of each 18 

element of revenue requirement PECO claimed in its 1989 case versus the costs 19 

it actually experienced between 1989 and 2010? 20 

A. No, and nothing I have said requires such an assumption. 21 

 22 
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Q. Are you speculating that PECO has recovered an excessive amount of pension 1 

cost since 1989? 2 

A. No.  Nothing I have said implies that I think that PECO has recovered an excessive 3 

amount of pension costs.  Nor is such a conclusion necessary in determining the 4 

extent to which previous pension distributions allocated to construction should be 5 

eligible to earn a prospective return. 6 

 7 

Q. Mr. Yin states that you contend that, because PECO’s 2010 and 2015 cases were 8 

settled, “it should be assumed that its base rates recovered, and are recovering, 9 

the entire pension expense PECO claimed, which Mr. Effron asserts is more 10 

than PECO’s cash contributions allocated to electric distribution expense in 11 

2011 through 2017.”  (PECO Statement 3-R, Page 42)  Have you offered such a 12 

contention? 13 

A. No.  This canard, which Mr. Yin repeats at the bottom of Page 43 of his Rebuttal 14 

Testimony, is virtually the opposite of what I said in my Direct Testimony.  What I 15 

actually said was that “In Docket No. R-2010-2161575, the PECO revenue 16 

requirement reflected a total electric distribution pension contribution of $48,288,000, 17 

of which $30,827,000 was charged to expense [both amounts were about 1% lower 18 

based on PECO’s Rebuttal position in that case].  As that case was settled, and the 19 

pension expense had been a contested issue, it is hard to say exactly what pension 20 

cost was recovered in rates.”  (OCA Statement 1, pp. 12-13)  All of Mr. Yin’s 21 

subsequent attributions of error spring from this misrepresentation of my Direct 22 

Testimony on this matter. 23 



 11 

  I did go on to state that cumulative expense portions of the pension costs alone 1 

for the years 2011 – 2017 exceeded the Company’s cumulative pension contributions 2 

in those years.  The point is that the pension expense assumed to be recovered in rates 3 

could be less than the pension expense requested by PECO in the years 2011 - 2017 4 

and still be more than the Company’s pension contributions in those years.  Mr. Yin 5 

has presented nothing to challenge that fact.   I continue to believe that any claim that 6 

PECO’s pension contributions for the years 2011 – 2017 exceeded the amounts 7 

recovered in rates for those years is questionable at best. 8 

 9 

ADIT - OPEB 10 

Q. Did the Company address your testimony on the ADIT deferred tax asset related 11 

to the cumulative difference between OPEB accruals and OPEB contributions in 12 

its Rebuttal? 13 

A. Yes.  Mr. Yin addresses this matter on Pages 50 – 54 of his Rebuttal Testimony.  On 14 

Page 53, he describes what he says I “assert” and “contend” in my testimony.  First, 15 

he states that I assert that the deferred tax asset related to the OPEB accrual “consists 16 

of two parts: (1) the net difference between the OPEB contributions and the smaller 17 

deductible amounts since December 31, 2014 (including reversals projected to occur 18 

in 2018 and 2019), which is $24.97 million; and (2) the cumulative difference 19 

between OPEB ‘accruals’ and OPEB contributions.”  20 

Q. Is this merely an assertion on your part, as Mr. Yin claims? 21 

A. No.  This is what the Company stated clearly and without qualification or reservation 22 

in its response to OCA-VI-5 (sponsored by Mr. Yin):  “The present case includes the 23 
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ADIT on the book/tax timing difference related to the OPEB accrual in addition to the 1 

ADIT on the Contribution Limitation.”  The description of the OPEB deferred tax 2 

asset as consisting of two parts is originally the Company’s description, not mine. 3 

  Mr. Yin then states that I contend that “PECO’s claim is different from its last 4 

case, where its claim more closely corresponded to (1) above and did not include the 5 

cumulative difference between OPEB accruals and OPEB contributions.” 6 

Q. Is this merely a contention of yours, as Mr. Yin claims? 7 

A. No.  This is what the Company stated clearly and without qualification or reservation 8 

in its response to OCA-VI-5:  “The Company’s last rate case included the ADIT on 9 

the OPEB Contribution Limitation portion only. The present case includes the ADIT 10 

on the book/tax timing difference related to the OPEB accrual in addition to the ADIT 11 

on the Contribution Limitation.”  The description of the Company’s treatment of the 12 

OPEB deferred tax asset as being different from its last case is originally the 13 

Company’s description, not mine. 14 

  Mr. Yin goes on to say “Mr. Effron contends that the cumulative difference 15 

between OPEB accruals and contributions does not give rise to ADIT and should not 16 

be reflected as a tax asset either.” 17 

Q. Did you, in fact contend that the cumulative difference between OPEB accruals 18 

and contributions does not give rise to ADIT? 19 

A. I did not say any such thing, and there is no reasonable way to interpret this as being 20 

my position. 21 
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Q. Mr. Yin states that he does not agree with your characterization of the two-part 1 

nature of the Company’s OPEB-related ADIT tax asset.  Do you have a 2 

response? 3 

A. As noted above, this “characterization” originated with the Company, not me.  Mr. 4 

Yin is not only disagreeing with me; he is disagreeing with himself. 5 

  Mr. Yin explains his disagreement by saying that “The OPEB-related ADIT 6 

tax asset does not represent the difference between ‘accruals’ of OPEB expense and 7 

the amounts contributed to its OPEB trust.”  This is directly contradicted by Mr. 8 

Yin’s response to OCA-VI-5: “The present case includes the ADIT on the book/tax 9 

timing difference related to the OPEB accrual in addition to the ADIT on the 10 

Contribution Limitation.”  It is “the ADIT on the book/tax timing difference related to 11 

the OPEB accrual” referenced in that response that is in dispute here.  The “ADIT on 12 

the Contribution Limitation” is not. 13 

Q. Has Mr. Yin offered any substantive rebuttal to your testimony on this matter? 14 

A. No.  In my Direct Testimony, I stated that, “The accrued OPEB liability in excess of 15 

contributions is not itself deducted from rate base.  If an item giving rise to ADIT is 16 

not reflected in the determination of rate base, then the deferred tax balance related to 17 

that item should not be reflected in the determination of rate base either.  In its last case, 18 

the Company’s treatment of the accrued OPEB liability and the ADIT related to that 19 

liability was internally consistent.  The Company’s proposed treatment in the present 20 

case is not.”  Mr. Yin has not addressed this testimony.  Rather, he has presented 21 

mischaracterizations that are contradicted by his own responses to OCA discovery. 22 

 23 
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Common Plant 1 

Q. Did the Company address your proposed adjustment to common plant in its 2 

Rebuttal Testimony? 3 

A. Yes.  Mr. Barnett addresses this issue at Pages 2-7 of his rebuttal testimony.  He 4 

states that PECO is on track to complete and place in service all Common Plant 2018 5 

additions by the end of 2018 and notes that as of June 30, 2018, the difference 6 

between the projected actual total-Company 2018 Common Plant additions has been 7 

reduced to 24%. 8 

Q. Does this Rebuttal give you any cause to rethink your proposed adjustment to 9 

common plant? 10 

A. No.  I do not dispute that the Company is forecasting that it will be putting in service 11 

the 2018 common plant additions that it includes in the FPFTY rate base.  I only 12 

question whether the actual additions to common plant will be as great as what the 13 

Company is forecasting.  I agree that the 24% variance in common plant additions as 14 

of the end of June cited by Mr. Barnett is an improvement of the 40% variance as of 15 

the end of April.  However, being 24% under budget does not really offer great 16 

support of the accuracy of the Company’s forecasts of common plant additions. 17 

 18 

Act 40 – Consolidated Tax Adjustment 19 

Q. Did the Company respond to your proposed treatment of the consolidated tax 20 

adjustment (“CTA”)? 21 

A. Yes.  Mr. Yin responds to my proposal with regard to the consolidated tax 22 

adjustment.  His testimony appears to be based on an interpretation of Act 40, which 23 
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added Section 1301.1 to the Public Utility Code.   As I explained in my Direct 1 

Testimony, my adjustment to the Company’s position is based on advice of counsel 2 

that the Company’s treatment of CTA does not comply with Act 40. (OCA Statement 3 

1 at 17-19) 4 

 5 

Leap Year Revenue Normalization 6 

Q. Did the Company respond to your testimony on the leap year revenue 7 

normalization? 8 

A. Yes. Mr. Yin continues to believe that this adjustment is appropriate. 9 

 10 

Q. Does anything in Mr. Yin’s Rebuttal change your opinion on this matter? 11 

A. No.  I continue to believe that elimination of this adjustment is appropriate for the 12 

reason stated in my Direct Testimony. 13 

 14 

Forfeited Discounts 15 

Q. Does the Company agree with your proposed adjustment to forfeited discount 16 

(late payment charge) revenue? 17 

A. No.  Mr. Barnett explains that PECO calculated forfeited discount revenue for the 18 

FPFTY by calculating the average forfeited discount revenue for 2015-2017 as a 19 

percentage of average past due accounts receivable balances for that period and then 20 

applying that percentage to the forecast of past due accounts receivable for the 21 

FPFTY.  He believes that this method is reasonable and produces a more accurate 22 

depiction of what forfeited discount revenue will be for the FPFTY.  He then states 23 
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that past due balances are forecasted to decline in 2019 as compared to the average of 1 

such balances during the recent historical period.  He does not explain why the past 2 

due balances are forecasted to decline in 2019, although this appears to be the 3 

underlying reason why the forfeited discount revenues are projected to be lower in 4 

2019 than in recent years. 5 

Q. Are you modifying your proposed adjustment to forfeited discount revenues 6 

based on Mr. Barnett’s Rebuttal Testimony? 7 

A. No.  I continue to believe that the historic ratio of forfeited discounts to revenue is a 8 

reasonable method to estimate the forfeited discount revenue for the FPFTY. 9 

 10 

Wage and Salary Expense 11 

Q. Does the Company continue to believe that it is appropriate to include the effect 12 

of annualizing wage increases expected to take place in 2019 and in January and 13 

March of 2020 in the calculation of pro forma wage and salary expense? 14 

A. Yes.  Mr. Yin addresses this in his Rebuttal Testimony. 15 

Q. Does his Rebuttal refute the points you made in your Direct Testimony on this 16 

issue? 17 

A. No.  Therefore, I continue to believe that elimination the Company’s annualization of 18 

wage rate increases in, and beyond, the FPFTY from the determination of its test year 19 

revenue requirement is appropriate. 20 

 21 

Pension Expense 22 
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Q. In his Rebuttal Testimony, Mr. Barnett asserts that you did not explain why 1 

your proposed four-year average for pension expense is preferable to the 2 

Company’s proposed five-year average.  Is he correct? 3 

A. No.  In my Direct Testimony, I stated that in the Company’s last rate case, I 4 

recommended that the pro forma pension cost be based on a four-year average 5 

consisting of actual pension contributions in the two most recent actual historical 6 

years and the forecasted pension contributions for the two following years; and I 7 

noted that this was a reasonable weighting between the Company’s actual experience 8 

and the expected level of future pension contributions.  I then stated that I continue to 9 

believe that this method is reasonable.  Thus, I did explain why my proposed method 10 

is preferable. 11 

Q. Did Mr. Barnett explain why he believes his proposed five-year average is 12 

preferable to your proposed four-year average?   13 

A. Yes.  However, he does not explain why he believes that his proposed five-year 14 

average in the present case is preferable to the use of the forecasted FPFTY pension 15 

contribution, as he advocated in the Company’s last case.  Nor does he describe any 16 

circumstances that have changed since the last case that would indicate that the 17 

method of determining the pro forma pension expense should be modified. 18 

  As there has been no change in circumstances, I am continuing to propose the 19 

same method of calculating the pro forma pension expense that I proposed in the 20 

Company’s last rate case.  I continue to believe that this method is reasonable and 21 

appropriate. 22 

 23 
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Uncollectible Accounts Expense 1 

Q. Did the Company respond to your proposed adjustment to pro forma 2 

uncollectible accounts expense? 3 

A. Yes.  Mr. Yin continues to believe that the Company’s three-year average write-off 4 

ratio, which includes 2015, is an appropriate basis to determine the pro forma 5 

uncollectible accounts expense. 6 

Q. Did Mr. Yin offer any refutation of the reasons that you proposed to eliminate 7 

2015 from the calculation of the write-off percentage? 8 

A. No.  In my Direct Testimony, I noted that in response to OCA-VI-14, the Company 9 

stated that “deployment of several collection initiatives … enabled the Company to 10 

reach hard-to-access meters, which further enabled termination of high-balance 11 

accounts. The charge-off of these higher balance accounts primarily occurred during 12 

2014 and 2015. Once addressed, the average value of accounts that charged-off 13 

declined from 2015 to 2017.”  I went on to state that the effect of the write-off of such 14 

accumulated higher balance arrearages should not be a normal, recurring event once 15 

those balances have been addressed. 16 

  I did not propose to eliminate 2015 simply because the write-off percentage 17 

was higher in that year.  I proposed to eliminate 2015 based on the cause of the higher 18 

level of write-offs in that year.  Mr. Yin did not dispute my testimony that the 19 

elevated level of write-offs in 2015 resulting from the deployment of several 20 

collection initiatives was an abnormal, non-recurring event. 21 

  As I noted above, Mr. Barnett, in his Rebuttal Testimony, stated that past due 22 

balances are forecasted to decline in 2019 as compared to the average of such 23 
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balances during the recent historical period.  If the past due balances decline, it would 1 

seem to logically follow that write-offs will also decline.  I did not project any decline 2 

in the write-off percentage from 2016 and 2017.  I continue to believe my proposed 3 

write-off rate is reasonable, and perhaps conservative, for the purpose of determining 4 

the pro forma uncollectible accounts expense. 5 

 6 

Normalized Storm Damage Expense 7 

Q. Does the Company agree with your proposal to use calendar years 2013 – 2017 8 

to determine the normalized storm damage expense? 9 

A. No.  Both Mr. Barnett and Mr. Yin address this issue. They continue to advocate use 10 

of the twelve month periods from 4/1/2013 – 3/31/2014 through 4/1/2017 – 3/31/2018 11 

to determine the normalized storm damage expense. 12 

Q. Why does Mr. Barnett disagree with your recommendation that the five-year 13 

average normalized storm damage expense be based on the annual storm 14 

damage expense incurred in the most recent five calendar years? 15 

A. Mr. Barnett states that I want to select a period that assures the costs of winter storms 16 

Riley and Quinn cannot be recognized in this case.  He goes on to claim that there is 17 

no basis for my contention that the Company has recovered more than its actual storm 18 

expense. 19 

Q. Has Mr. Barnett accurately represented your testimony on this issue? 20 

A. No.  My intent in proposing that the normalized storm damage expense be based on 21 

the actual storm damage was not to select a period that assures the costs of winter 22 

storms Riley and Quinn cannot be recognized in this case.  My intent was to use a 23 



 20 

method that is consistent with the method used by the Company (and, as far as I 1 

know, not opposed by any party) in its last two rate cases. 2 

  I did not contend, as Mr. Barnett claims, that the Company has recovered 3 

more than its actual storm expense.  I did state that the storm damage in 2016 and 4 

2017 was ostensibly less than the storm damage expense included in the Company’s 5 

revenue requirement in Docket No. R-2015-2468981.  I cited this experience to make 6 

the point that nobody would suggest that the Company should refund the difference to 7 

customers when the actual storm damage expense is less than the amount recovered 8 

in rates, and conversely, the Company should not be able to defer the difference for 9 

prospective recovery when the actual storm damage expense is more than the amount 10 

recovered in rates.  However, I offered no contention that the Company over-11 

recovered the cumulative storm damage expense in the years 2011 – 2017. 12 

Q. What is Mr. Yin’s response to your recommendation with regard to the 13 

determination of normalized storm damage expense? 14 

A. Mr. Yin repeats Mr. Barnett’s misrepresentation that I have contended that the 15 

Company has over-recovered the actual storm damage expense incurred since 2010.  16 

He also takes issue with my position that Company should not be authorized to defer 17 

the storm damage costs incurred in the first quarter of 2018 for future recovery if its 18 

proposal to deviate from the use of calendar years for normalized storm damage is 19 

rejected. 20 

Q. Can you further elaborate on why the Company should not be authorized to 21 

defer the 2018 first quarter storm damage costs? 22 



 21 

A. Yes.  As I understand it, the Company has used a normalization approach to storm 1 

damage costs in its last two cases, rather than using reserve accounting to reconcile 2 

actual storm damage costs against the allowance for storm damage costs in rates.  In 3 

fact, Mr. Yin explicitly states that the Company does not use reserve accounting for 4 

storm damage costs. 5 

With the normalization approach, a normalized storm damage cost included in 6 

the revenue requirement, and that is the end of it.  If the actual storm damage cost is 7 

less, the difference is not refunded to customers; and if the actual storm damage cost 8 

is greater, the difference is not recovered from customers.  Allowing selective 9 

departure from this approach to defer the storm damage costs in the first quarter of 10 

2018 would, in effect, be authorizing reserve accounting when the storm damage 11 

costs are greater than normal but requiring normalization accounting when the storm 12 

damage costs are less than normal.  In my opinion, this would be inconsistent and 13 

inappropriate and, over time, could only result in an over-recovery of actual storm 14 

damage costs. 15 

 16 

Costs to Achieve 17 

Q. Does Mr. Barnett accurately characterize the basis of your proposal to eliminate 18 

the amortization of costs to achieve from pro forma FPFTY expenses? 19 

A. He states that the basis for my adjustment is that “PECO’s share of the merger 20 

savings realized to date should be deemed to have offset the costs-to-achieve.”  This 21 

is generally accurate.  What I actually said is that “By the time that the rates in this 22 

case go into effect, those costs to achieve will have been recovered through the 23 



 22 

achievement of merger savings that have not been reflected in rates.”  That is, the 1 

savings will have offset the costs to achieve not just that they should be deemed to 2 

have offset those costs.  3 

Q. Did Mr. Barnett offer any refutation to that testimony? 4 

A. No.  He did say that he understands that “there are exceptions to the rule against 5 

retroactive and single-issue ratemaking that could permit PECO to make its claim.”  6 

If there are such exceptions, I would submit that they should then treat the costs and 7 

the savings symmetrically. If the costs are deferred, then the actual savings should be 8 

credited against those costs.  Doing so, the credits outweigh the costs, and there is 9 

nothing left to recover from customers prospectively.  The amortization should be 10 

eliminated from pro forma test year expenses. 11 

 12 

 13 

Q. Does this conclude your Surrebuttal Testimony? 14 

A. Yes. 15 

 16 
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