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EXHIBIT P-3
SCHEDULE DMD-4-R1

PUBLIC SERVICE ELECTRIC & GAS COMPANY

ELECTRIC DISTRIBUTION 
 OPERATIONS & MAINTENANCE EXPENSES

EXCLUDING FUEL COSTS, DEPRECIATION, AMORTIZATION AND TAXES
($000)

2008 2009*

Distribution Operations $64,180 $55,811

Distribution Maintenance $99,517 $100,586

Total Distribution O&M $163,696 $156,397

* six months actual and six months estimated
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EXHIBIT P-4
SCHEDULE JC-6-R1

PUBLIC SERVICE ELECTRIC & GAS COMPANY

GAS OPERATIONS & MAINTENANCE EXPENSES
EXCLUDING FUEL COSTS, DEPRECIATION, AMORTIZATION AND TAXES

($000)

2008 2009*

Gas Production, net Fuel $1,197 $1,090

Gas Supply, net Fuel $3,734 $3,621

Gas Storage Operations $82 $59

Gas Storage Maintenance $265 $331

Distribution Operations $55,092 $54,151

Distribution Maintenance $24,645 $27,849

Total O&M $85,015 $87,101

* six months actual and six months estimated
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DIRECT TESTIMONY  
OF 

DANIEL M. FURLONG 
ASSISTANT CONTROLLER 

 

 My name is Daniel M. Furlong and I am the Assistant Controller-

PSE&G of Public Service Enterprise Group, Inc. (PSEG) Services Corporation.  I am 

responsible for all accounting matters for Public Service Electric and Gas Company 

(PSE&G, Public Service, the Company, Petitioner).  My qualifications and experience 

are set forth in Schedule DMF-1. 

 

PURPOSE OF TESTIMONY 13 
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 I have been asked to prepare a detailed Lead-Lag Study and to present 

testimony in connection with the current PSE&G electric and gas distribution base rate 

case.  The Lead-Lag Study being presented in this case utilizes accounting information 

from the twelve months ending June 30,2009, (the most recent information available 

when the Study commenced) to determine the leads and lags that are applied to the test 

period income statement dollars for the twelve months ended December 31, 2009.  I 

have completed the study, assisted by PSE&G personnel, under my direction and my 

responsibility.  During this proceeding, I will also be responsible for filing updates to the 
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test period to reflect additional actual data, consistent with the testimony of Mr. Mark 

Kahrer. 
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CASH WORKING CAPITAL REQUIREMENT ANALYSIS 4 
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 Working Capital is the average amount of capital over and above 

investments in plant and other separately identified rate base items provided by investors 

of PSE&G, to bridge the gap between the time expenditures that are required to provide 

service and the time collections are received for that service. 

 This definition is different than the accounting definition of the term 

"Working Capital" which is the net difference between current assets and current 

liabilities. 

 The format I used in this Working Capital presentation consists of 

material and supplies, prepayments and other.  The "other" component represents the 

Cash Working Capital addressed by the Lead-Lag Study and the Asset/Liability 

Analysis.  The materials and supplies and prepayments element of PSE&G’s working 

capital are included in Mr. Kahrer’s testimony. 

 Attached is a set of Schedules, which summarize the results of the electric 

and gas distribution Lead-Lag Study.  Schedule DMF-2 is a summary of total Other 

Cash Working Capital requirements using the electric and gas distribution test period for 
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the 12-months ended December 31, 2009.  The amount required to cover cost of service 

shown on line 1 is supported by Schedule DMF-3.   
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 Schedule DMF-3, Average Daily Balance, represents the average daily 

amount of electric and gas expenses that are required to cover cost of service (Total 

Requirement/365).  Schedule DMF-3, Net Lead-Lag, represents the revenue recovery 

lag as compared to the weighted lag of allowable costs to determine a net lag of (19.5 

days) for electric distribution operations and a net lag of (20.4 days) for gas distribution 

operations.  These results, multiplied by the average daily balance, produce the net Cash 

Working Capital requirement for cost of service of $279.809 million, for electric and 

$157.666 million for gas, as shown on Schedule DMF-3, and Schedule DMF-2. 

 Additional detail regarding the lag in the revenue recovery is shown on 

Schedule DMF-4.  On Schedule DMF-4, I have used the 12-months ended June 30, 

2009, for the measurement of the revenue lag at 49.31 days. 

 In calculating the lag for the residential, commercial/industrial, street 

lighting, sale for resale, transportation revenue and appliance service revenue shown on 

Schedule DMF-4, we first recognized the average period of service before a meter is 

read.  PSE&G generally reads its meters once a month on a cycle basis.  Therefore, the 

average time between meter reading dates is 30.4 days (365 divided by 12).  To 

determine the average period from the time service is rendered until the meter is read, 

30.4 is divided by two.  The answer then is 15.2 days. 
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 Next, the time period from the average meter reading date to the time of 

collection (collection lag) was calculated.  This was determined by comparing the 

average daily balance of accounts receivable to the average daily-billed sales for the 

twelve month period ended June 30, 2009.  This produced the average number of days 

of revenue included in the average accounts receivable balance.  The answer produced 

34.11 days, is the collection lag.  Adding the service period of 15.2 days and the 

collection lag of 34.11 days produces the 49.31 days revenue lag for residential, 

commercial/industrial, street lighting, sales for resale, transportation revenue and 

appliance service revenue accounts. 
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 I would note that although bills are not calculated, prepared and sent out 

until several days after the meters are read, they are recorded on the books as sales and 

as accounts receivable as of the day of the meter reading.  Therefore, the collection lag 

explained in the preceding paragraph incorporates the lag from meter reading to billing. 

 The weighted lag for pensions and benefits is calculated on Schedule 

DMF-5.  The lags were based on an analysis of the various benefit plans and their 

current contractual or actual payment requirements, and result in a weighted average lag 

of (1.02 days) for electric and (1.99 days) for gas.  A zero lag was used for Other Post 

Retirement Benefits (OPEB) since the Cash Working Capital impact of the accrual and 

recovery of this cost is reflected on Schedule DMF-8. 
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 The lag in the payment of electric distribution supply costs, Schedule 

DMF-6, is based on electric purchases during the 12-month period ending June30, 2009 

pursuant to a contract with third-party suppliers in order to supply the Basic Generation 

Service (BGS) to PSE&G customers.  The lag in payment of electric supply costs also 

includes an analysis during the same time period of non-utility generation (NUG) 

contracts supply based on the Board of Public Utilities (BPU, Board) approved 

contracts.  The lag in the payment of gas distribution supply costs, Schedule DMF-6, is 

based on natural gas purchases during the 12-month period ending June 30, 2009 from 

PSEG Power under the Requirements contract, as a result of Docket No. GM00080564.   
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 The measured lag in payment of salaries and wages is 14.97 days as 

shown on Schedule DMF-3.  This is based on the weighted average lag for payroll paid 

on both a weekly and bi-weekly basis for PSE&G employees. 

 Returning to Schedule DMF-3, the lag day calculation for uncollectible 

accounts expense is based on a measurement of the average number of days each 

accrued dollar is included in the reserve for doubtful accounts for electric and gas 

customers.  For example, in the twelve-month period ended June 30, 2009 the accrual 

for electric uncollectible accounts was $49.5 million.  The average balance in the reserve 

for the same period of time was $24.2 million.  Dividing the average balances by the 

daily average accrual (total accrual divided by 365) results in the number of days each 

accrual dollar is included in the reserve before being written off, or 178.28 days for 
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electric customers.  Under the same scenario for gas customers, the accrual was $40.5 

million and the average balance in the reserve was $33.2 million.  This resulted in an 

average days outstanding for gas of 299.55 days. 
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 The lag for other operating and maintenance (O&M) expenses was also 

calculated based on expense payments for the 12-months ended June 30, 2009.  The 

largest portion represents amounts paid through accounts payable with the balance 

representing miscellaneous accruals and cost distributions.  Although this category 

accounts for a small portion of the revenue requirement it requires a significant amount 

of time and expense to examine. 

 As such, we examined accounts payable invoices, not charged to other 

expense categories, of $25,000 and higher for the representative months of February and 

May 2009 and August and November 2008.  The sample analysis resulted in a weighted 

average lag of 28.09 days for other O&M. 

 Depreciation expense reflects a zero lag because accumulated depreciation 

is deducted from rate base when recorded, not when collected from customers. 

 The lag of 37 days for current Federal income taxes is based on the 

statutory payment schedule in year 2009.  For Federal income taxes, the payment 

schedule calls for paying 100% of the total tax in four installments during the current 

year.  For State income tax purposes, PSE&G is required to pay 100% of its tax liability 
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by June 15 of the current year.  This resulted in a prepayment of (77.11) days on average 

for electric and a prepayment of (84.79) days on average for gas. 
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 Deferred income taxes reflect a zero lag because they are deducted from 

rate base when recorded, not when collected from customers.  In Docket No. 

ER85121163 (In the Matter of the Petition of Public Service Electric and Gas 

Company to Increase Base Rates for Electric and Gas Tariffs), the Board adopted a 

portion of the Administrative Law Judge’s (ALJ) Initial Decision in which deferred 

Federal income taxes were excluded from the Lead-Lag Study.  The stated basis for 

the exclusion was an erroneous conclusion drawn by the ALJ that no investor capital 

was required for Federal taxes and therefore inclusion in the Study was inappropriate.  

There should be no dispute that investor capital was expended when plant assets were 

acquired.  That invested capital and the provision of the federal tax code allowing for 

more liberal tax depreciation compared to book depreciation give rise to deferred tax 

expense that is used to reduce that investor-financed plant (rate base).  The crux of 

concern in the ALJ’s conclusion adopted by the Board at that time is the fact that the 

amount deducted from rate base for these items will not be collected from customers 

for 49.31 days (equal to the revenue collection lag) after the recognition of these 

expenses.  It is my opinion that the inclusion of deferred taxes in PSE&G’s Cash 

Working Capital requirement with a zero lag is appropriate and warranted.  I urge the 
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Board to reconsider this issue based upon the facts which I have presented in this 

proceeding. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

 Schedule DMF-7 supports the weighted average calculation of the lags in 

payment of the various taxes other than Federal and State income taxes.  Schedule 

DMF-7 reflects the payment lag associated with TEFA based on 12-months ended June 

30, 2009 tax payments and results in a 136.0 lead.  Schedule DMF-7 includes a real 

estate tax lag of (18.12) days, payroll taxes lead of 17.99 days, New Jersey Energy Sales 

Tax lag of (54.47) days for electric and (55.74) days for gas, New Jersey Corporate 

Business Tax lag of (125.70) days for electric and gas, New Jersey Sales and Use Tax 

lead of 34.72 days and other miscellaneous items for a composite of 84.3 days lead for 

electric and 213.8 day lead for gas. 

 The zero lag used for the return on invested capital is in recognition of the 

fact that the return is earned when service is provided. 

 As I described in my earlier discussion of Schedule DMF-3, the weighted 

lags for electric total cost of service are shorter than the lag in receipt of revenues by 

19.5 days producing a Cash Working Capital requirement equal to $279.809 million.  

The weighted lags for gas total cost of service are shorter than the lag in receipt of 

revenues by 20.4 days producing a Cash Working Capital requirement equal to 

$157.666 million. 
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 On Schedule DMF-2, the net sources of electric Cash Working Capital not 

considered elsewhere amounting to $71.696 million are subtracted from the $279.809 

million to derive a $208.113 million other cash working capital total.  The net sources of 

gas Cash Working Capital not considered elsewhere amounting to $87.359 million are 

subtracted from the $157.666 million to derive a $70.307 million other cash working 

capital total. 
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 Schedule DMF-8 provides the details of the $71.696 million electric and 

$87.359 million gas net source of cash working capital not considered elsewhere.  The 

listed assets are additional requirements for Working Capital and the liabilities are 

sources.  The amounts in these accounts were not considered when analyzing leads 

and lags for operating expense, but have a direct relationship with the electric and gas 

distribution rate base of PSE&G. 

 Significant amounts included in other assets are other accounts receivable, 

special deposits, other post retirement benefits and the prepayment of New Jersey 

Energy Sales Tax.  Miscellaneous other accounts receivable includes billings for 

relocation work, insurance claims, etc.  Such expenditures are required to be made in the 

day-to-day operation of the utility, but are not charged to utility operations and therefore, 

were not included in the lead-lag measurements.  These expenditures are eventually 

reimbursed by the State or other agencies.  However, there is a continuing Working 

Capital investment required for such expenditures until reimbursement is received. 
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 Post retirement benefits represent the asset/liability associated with the 

expense recognition of SFAS 106 and the associated recovery of costs from customers.  

Sales tax represents the amount of investor-supplied cash required to prepay the State of 

New Jersey for its annual sales tax liability.  Special deposits represent the Company 

assets created as a result of the cumulative effect of annual pension funding in excess of 

SFAS No. 87 (pension accounting) expense and the funding of non-qualified pension 

costs. 
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 The liability section of Schedule DMF-8 includes the recognition of 

OPEB benefits, as previously discussed. 

 The majority of the accounts payable amount shown reflects the recording 

of payables for contractors and other material and supply (M&S) inventories.  Since the 

other M&S balance is included as a separate component of Working Capital, it is 

necessary to reduce Working Capital requirements by the amounts included in other 

M&S inventory, which have not yet been paid.  One of the larger amounts included in 

miscellaneous current and accrued liabilities, is the vacation accrual.  The lag in 

disbursement of vacation payments was not considered when the salaries and wages lag 

was measured. 

 The net excess of electric and gas distribution liabilities over assets, 

shown on Schedule DMF-8, is a source of Working Capital.  The $(159.055) million is 

shown on line 2 of Schedule DMF-2 and is used to reduce the amount of Other Cash 
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1 

2 

3 

4 

Working Capital.  The net amount of $278.420 million is the calculated electric and gas 

distribution Cash Working Capital requirement of Public Service Electric and Gas 

Company. 

 This concludes my testimony at this time. 
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 6 

 My name is Daniel M. Furlong and I am the Assistant Controller-7 

PSE&G of Public Service Enterprise Group, Inc. (PSEG) Services Corporation.  I am 8 

responsible for all accounting matters for Public Service Electric and Gas Company 9 

(PSE&G, Public Service, the Company, Petitioner).  My qualifications and experience 10 

are set forth in Schedule DMF-1. 11 

 12 

PURPOSE OF TESTIMONY 13 

 I have been asked to prepare a detailed Lead-Lag Study and to present 14 

testimony in connection with the current PSE&G electric and gas distribution base rate 15 

case.  The Lead-Lag Study being presented in this case utilizes accounting information 16 

from the twelve months ending June 30,2009, (December 31, 2008 (Tthe most recent 17 

information available when the Study commenced) to determine the leads and lags that 18 

are applied to the test period income statement dollars for the twelve months ended 19 

December 31, 2009.  I have completed the study, assisted by PSE&G personnel, under 20 

my direction and my responsibility.  During this proceeding, I will also be responsible 21 
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for filing updates to the test period to reflect additional actual data, consistent with the 1 

testimony of Mr. Mark Kahrer. 2 

 3 

CASH WORKING CAPITAL REQUIREMENT ANALYSIS 4 

 Working Capital is the average amount of capital over and above 5 

investments in plant and other separately identified rate base items provided by investors 6 

of PSE&G, to bridge the gap between the time expenditures that are required to provide 7 

service and the time collections are received for that service. 8 

 This definition is different than the accounting definition of the term 9 

"Working Capital" which is the net difference between current assets and current 10 

liabilities. 11 

 The format I used in this Working Capital presentation consists of 12 

material and supplies, prepayments and other.  The "other" component represents the 13 

Cash Working Capital addressed by the Lead-Lag Study and the Asset/Liability 14 

Analysis.  The materials and supplies and prepayments element of PSE&G’s working 15 

capital are included in Mr. Kahrer’s testimony. 16 

 Attached is a set of Schedules, which summarize the results of the electric 17 

and gas distribution Lead-Lag Study.  Schedule DMF-2 is a summary of total Other 18 

Cash Working Capital requirements using the electric and gas distribution test period for 19 
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the 12-months ended December 31, 2009.  The amount required to cover cost of service 1 

shown on line 1 is supported by Schedule DMF-3.   2 

 Schedule DMF-3, Average Daily Balance, represents the average daily 3 

amount of electric and gas expenses that are required to cover cost of service (Total 4 

Requirement/365).  Schedule DMF-3, Net lLead-Lag, represents the revenue recovery 5 

lag as compared to the weighted lag of allowable costs to determine a net lag of 6 

(19.518.3 days) for electric distribution operations and a net lag of (20.418.4 days) for 7 

gas distribution operations.  These results, multiplied by the average daily balance, 8 

produce the net Cash Working Capital requirement for cost of service of 9 

$279.809272.972 million, for electric and $157.666 143.224 million for gas, as shown 10 

on Schedule DMF-3, and Schedule DMF-2. 11 

 Additional detail regarding the lag in the revenue recovery is shown on 12 

Schedule DMF-4.  On Schedule DMF-4, I have used the 12-months ended June 30, 13 

2009 calendar year 2008, for the measurement of the revenue lag at 49.31 46.07 days. 14 

 In calculating the lag for the residential, commercial/industrial, street 15 

lighting, sale for resale, transportation revenue and appliance service revenue shown on 16 

Schedule DMF-4, we first recognized the average period of service before a meter is 17 

read.  PSE&G generally reads its meters once a month on a cycle basis.  Therefore, the 18 

average time between meter reading dates is 30.4 days (365 divided by 12).  To 19 
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determine the average period from the time service is rendered until the meter is read, 1 

30.4 is divided by two.  The answer then is 15.2 days. 2 

 Next, the time period from the average meter reading date to the time of 3 

collection (collection lag) was calculated.  This was determined by comparing the 4 

average daily balance of accounts receivable to the average daily-billed sales for the 5 

twelve month period ended June 30, 2009 December 31, 2008.  This produced the 6 

average number of days of revenue included in the average accounts receivable balance.  7 

The answer produced 34.11 30.87 days, is the collection lag.  Adding the service period 8 

of 15.2 days and the collection lag of 34.11 30.87 days produces the 49.31 46.07 days 9 

revenue lag for residential, commercial/industrial, street lighting, sales for resale, 10 

transportation revenue and appliance service revenue accounts. 11 

 I would note that although bills are not calculated, prepared and sent out 12 

until several days after the meters are read, they are recorded on the books as sales and 13 

as accounts receivable as of the day of the meter reading.  Therefore, the collection lag 14 

explained in the preceding paragraph incorporates the lag from meter reading to billing. 15 

 The weighted lag for pensions and benefits is calculated on Schedule 16 

DMF-5.  The lags were based on an analysis of the various benefit plans and their 17 

current contractual or actual payment requirements, and result in a weighted average lag 18 

of (1.02 0.59 days) for electric and (1.99 1.86 days) for gas.  A zero lag was used for 19 
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Other Post Retirement Benefits (OPEB) since the Cash Working Capital impact of the 1 

accrual and recovery of this cost is reflected on Schedule DMF-8. 2 

 The lag in the payment of electric distribution supply costs, Schedule 3 

DMF-6, is based on electric purchases during the 12-month period ending June30, 2009 4 

year 2008 pursuant to a contract with third-party suppliers in order to supply the Basic 5 

Generation Service (BGS) to PSE&G customers.  The lag in payment of electric supply 6 

costs also includes an analysis during the same time period for year 2008 of non-utility 7 

generation (NUG) contracts supply based on the Board of Public Utilities (BPU, Board) 8 

approved contracts.  The lag in the payment of gas distribution supply costs, Schedule 9 

DMF-6, is based on natural gas purchases during the 12-month period ending June 30, 10 

2009 year 2008 from PSEG Power under the Requirements contract, as a result of 11 

Docket No. GM00080564.   12 

 The measured lag in payment of salaries and wages is 14.97 days as 13 

shown on Schedule DMF-3.  This is based on the weighted average lag for payroll paid 14 

on both a weekly and bi-weekly basis for PSE&G employees. 15 

 Returning to Schedule DMF-3, the lag day calculation for uncollectible 16 

accounts expense is based on a measurement of the average number of days each 17 

accrued dollar is included in the reserve for doubtful accounts for electric and gas 18 

customers.  For example, in the twelve-month period ended June 30, 2009 December 31, 19 

2008 the accrual for electric uncollectible accounts was $4749.5 .4 million.  The average 20 
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balance in the reserve for the same period of time was $1924.2 .8 million.  Dividing the 1 

average balances by the daily average accrual (total accrual divided by 365) results in 2 

the number of days each accrual dollar is included in the reserve before being written 3 

off, or 178.28 152.99 days for electric customers.  Under the same scenario for gas 4 

customers, the accrual was $40.5 41.5 million and the average balance in the reserve was 5 

$33.2 27.9 million.  This resulted in an average days outstanding for gas of 299.55 6 

246.31 days. 7 

 The lag for other operating and maintenance (O&M) expenses was also 8 

calculated based on expense payments for the 12-months ended June 30, 2009 2008.  9 

The largest portion represents amounts paid through accounts payable with the balance 10 

representing miscellaneous accruals and cost distributions.  Although this category 11 

accounts for a small portion of the revenue requirement it requires a significant amount 12 

of time and expense to examine. 13 

 As such, we examined accounts payable invoices, not charged to other 14 

expense categories, of $25,000 and higher for the representative months of February, 15 

and May 2009 and, August and November 2008.  The sample analysis resulted in a 16 

weighted average lag of 28.09 18.78 days for other O&M. 17 

 Depreciation expense reflects a zero lag because accumulated depreciation 18 

is deducted from rate base when recorded, not when collected from customers. 19 
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 The lag of 37 days for current Federal income taxes is based on the 1 

statutory payment schedule in year 2009 2008.  For Federal income taxes, the payment 2 

schedule calls for paying 100% of the total tax in four installments during the current 3 

year.  For State income tax purposes, PSE&G is required to pay 100% of its tax liability 4 

by June 15 of the current year.  This resulted in a prepayment of (77.11) days on average 5 

for electric and a prepayment of (84.79) days on average for gas. 6 

 Deferred income taxes reflect a zero lag because they are deducted from 7 

rate base when recorded, not when collected from customers.  In Docket No. 8 

ER85121163 (In the Matter of the Petition of Public Service Electric and Gas 9 

Company to Increase Base Rates for Electric and Gas Tariffs), the Board adopted a 10 

portion of the Administrative Law Judge’s (ALJ) Initial Decision in which deferred 11 

Federal income taxes were excluded from the Lead-Lag Study.  The stated basis for 12 

the exclusion was an erroneous conclusion drawn by the ALJ that no investor capital 13 

was required for Federal taxes and therefore inclusion in the Study was inappropriate.  14 

There should be no dispute that investor capital was expended when plant assets were 15 

acquired.  That invested capital and the provision of the federal tax code allowing for 16 

more liberal tax depreciation compared to book depreciation give rise to deferred tax 17 

expense that is used to reduce that investor-financed plant (rate base).  The crux of 18 

concern in the ALJ’s conclusion adopted by the Board at that time is the fact that the 19 

amount deducted from rate base for these items will not be collected from customers 20 
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for 49.31 46.07 days (equal to the revenue collection lag) after the recognition of 1 

these expenses.  It is my opinion that the inclusion of deferred taxes in PSE&G’s Cash 2 

Working Capital requirement with a zero lag is appropriate and warranted.  I urge the 3 

Board to reconsider this issue based upon the facts which I have presented in this 4 

proceeding. 5 

 Schedule DMF-7 supports the weighted average calculation of the lags in 6 

payment of the various taxes other than Federal and State income taxes.  Schedule 7 

DMF-7 reflects the payment lag associated with TEFA based on 12-months ended June 8 

30, 2009 year 2008 tax payments and results in a 136.0 lead(47.5) lag.  Schedule DMF-7 9 

includes a real estate tax lag of (18.1227.75) days, payroll taxes lead of 17.99 days, New 10 

Jersey Energy Sales Tax lag of (54.4761.72) days for electric and (55.7445.67) days for 11 

gas, New Jersey Corporate Business Tax lag of (125.7077.11) days for electric and 12 

(84.79) days for gas, New Jersey Sales and Use Tax lead of 34.72 34.81 days and other 13 

miscellaneous items for a composite of 84.3 days lead for electric and 213.8 day lead for 14 

gas. 15 

 The zero lag used for the return on invested capital is in recognition of the 16 

fact that the return is earned when service is provided. 17 

 As I described in my earlier discussion of Schedule DMF-3, the weighted 18 

lags for electric total cost of service are shorter than the lag in receipt of revenues by 19 

19.5 18.3 days producing a Cash Working Capital requirement equal to $279.809 272.97 20 
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million.  The weighted lags for gas total cost of service are shorter than the lag in receipt 1 

of revenues by 20.4 18.4 days producing a Cash Working Capital requirement equal to 2 

$157.666 143.22 million. 3 

 On Schedule DMF-2, the net sources of electric Cash Working Capital not 4 

considered elsewhere amounting to $71.696 124.27 million are subtracted from the 5 

$279.809 272.97 million to derive a $208.113 148.71 million other cash working capital 6 

total.  The net sources of gas Cash Working Capital not considered elsewhere amounting 7 

to $87.359 25.99 million are subtracted from the $157.666 143.22 million to derive a 8 

$70.307 117.23 million other cash working capital total. 9 

 Schedule DMF-8 provides the details of the $71.696 124.27 million 10 

electric and $87.359 25.99 million gas net source of cash working capital not 11 

considered elsewhere.  The listed assets are additional requirements for Working 12 

Capital and the liabilities are sources.  The amounts in these accounts were not 13 

considered when analyzing leads and lags for operating expense, but have a direct 14 

relationship with the electric and gas distribution rate base of PSE&G. 15 

 Significant amounts included in other assets are other accounts receivable, 16 

special deposits, other post retirement benefits and the prepayment of New Jersey 17 

Energy Sales Tax.  Miscellaneous other accounts receivable includes billings for 18 

relocation work, insurance claims, etc.  Such expenditures are required to be made in the 19 

day-to-day operation of the utility, but are not charged to utility operations and therefore, 20 
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were not included in the lead-lag measurements.  These expenditures are eventually 1 

reimbursed by the State or other agencies.  However, there is a continuing Working 2 

Capital investment required for such expenditures until reimbursement is received. 3 

 Post retirement benefits represent the asset/liability associated with the 4 

expense recognition of SFAS 106 and the associated recovery of costs from customers.  5 

Sales tax represents the amount of investor-supplied cash required to prepay the State of 6 

New Jersey for its annual sales tax liability.  Special deposits represent the Company 7 

assets created as a result of the cumulative effect of annual pension funding in excess of 8 

SFAS No. 87 (pension accounting) expense and the funding of non-qualified pension 9 

costs. 10 

 The liability section of Schedule DMF-8 includes the recognition of 11 

OPEB benefits, as previously discussed. 12 

 The majority of the accounts payable amount shown reflects the recording 13 

of payables for contractors and other material and supply (M&S) inventories.  Since the 14 

other M&S balance is included as a separate component of Working Capital, it is 15 

necessary to reduce Working Capital requirements by the amounts included in other 16 

M&S inventory, which have not yet been paid.  One of the larger amounts included in 17 

miscellaneous current and accrued liabilities, is the vacation accrual.  The lag in 18 

disbursement of vacation payments was not considered when the salaries and wages lag 19 

was measured. 20 
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 The net excess of electric and gas distribution liabilities over assets, 1 

shown on Schedule DMF-8, is a source of Working Capital.  The $(159.055) 150.26) 2 

million is shown on line 2 of Schedule DMF-2 and is used to reduce the amount of 3 

Other Cash Working Capital.  The net amount of $278.420 265.94 million is the 4 

calculated electric and gas distribution Cash Working Capital requirement of Public 5 

Service Electric and Gas Company. 6 

 This concludes my testimony at this time. 7 



SCHEDULE DMF-2-R1

 

PUBLIC SERVICE ELECTRIC AND GAS COMPANY

OTHER CASH WORKING CAPITAL
TWELVE MONTHS ENDING DECEMBER 31, 2009

(THOUSANDS)

Electric Gas Total

(1) Amount Required to Recover Cost of Service $279,809 $157,666 $437,475

(2) Net Assets and Liabilities (71,696) (87,359) (159,055)

(3)Total Other Cash Working Capital $208,113 $70,307 $278,420



SCHEDULE DMF-3-R1
PAGE 1 OF 3

Test Test 
Year 2009 Year 2009

6 and 6 Thousands 6 and 6 Thousands
Amount Lag Days Dollar Days Amount Lag Days Dollar Days

Total Revenue Requirement 5,237,452 49.31 258,258,758 2,820,985 49.31 139,102,770

     Requirements:

Electric Supply Costs 3,683,550 36.12 133,049,826 0 0 0
Gas Supply Costs 0 0.00 0 1,920,321 34.61 66,462,308
Salary and Wages 198,479 14.97 2,971,370 220,254 14.97 3,297,202
Pension and Benefits 123,275               (0.59)      (72,732) 84,463                 (1.86)      (157,101)
Uncollectibles 55,661 178.28 9,923,243 33,005 299.55 9,886,648
Other O&M 375,031 28.09     10,534,621 158,558 28.09 4,454,344
Depreciation & Amortization 306,622 0 0 94,538 0 0
Income Taxes:
Current Federal 106,110 37.00 3,926,070 (10,699) 37.00 (395,865)
Current State (CBT) 28,139 (77.11) (2,169,798) 7,962 (84.79) (675,127)
Deferred (30,648) 0 0 79,070 0 0
Taxes Other than Income Tax 114,502 (19.93) (2,282,025) 61,055 (20.78) (1,268,883)
Return on Investment 276,731 0 0 172,458 0 0
Total Requirement 5,237,452 29.76 155,880,575 2,820,985 28.93 81,603,526

Average Daily Balance 14,349 7,729

NET LEAD/LAG 19.5 20.4
NET REQUIREMENT $279,809 $157,666

Note: Test year amounts are based on six (6) months actual and six (6) months plan.

PUBLIC SERVICE ELECTRIC AND GAS COMPANY

ELECTRIC GAS

SUMMARY OF NET CASH WORKING CAPITAL
REQUIRED FOR COST OF SERVICE

FOR THE TWELVE MONTHS ENDING DECEMBER 31, 2009
BASE RATE CASE

Thousands 



SCHEDULE DMF-3-R1
PAGE 2 OF 3

ADJUSTMENT PAGE

Actual 6 and 6 Actual 6 and 6
Test Year 2009 Test Year Test Year 2009 Test Year 
Amount Adjustment Adjusted Amount Adjustment Adjusted

Total Revenue Requirement 5,249,729 (12,277) 5,237,452 2,847,868 (26,883) 2,820,985

     Requirements:

Electric Supply Costs 3,683,550 0 (1) 3,683,550 0 0 0
Gas Supply Costs 0 0 1,938,154 (17,833) (1) 1,920,321
Salary and Wages 198,479 198,479 220,254 220,254
Pension and Benefits 123,275 123,275 84,463 84,463
Uncollectibles 55,661 55,661 33,005 33,005
Other O&M 387,308 (12,277) (2) 375,031 167,608 (9,050) (2) 158,558
Depreciation & Amortization 306,622 306,622 94,538 94,538
Income Taxes: 0 0
Current Federal 110,407 (4,297) (3) 106,110 (1,290) (9,409) (3) (10,699)
Current State (CBT) 28,857 (718) (3) 28,139 9,535 (1,573) (3) 7,962
Deferred (35,663) 5,015 (3) (30,648) 68,088 10,982 (3) 79,070
Taxes Other than Income Tax 114,502 114,502 61,055 61,055
Return on Investment 276,731 276,731 172,458 172,458
Total Requirement 5,249,729 (12,277) 5,237,452 2,847,868 (26,883) 2,820,985

Adjustments:
(1) To remove electric and gas supply costs from test year deferred fuel revenues and expenses.
(2) to remove electric and gas RAC and SBC amounts from test year deferrals.
(3) Switch between Federal and State Deferred items to Federal and State Current items at the Federal rate of 35% and the State rate of 5.85%.

ELECTRIC GAS
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PUBLIC SERVICE ELECTRIC AND GAS COMPANY
Adjustments to

Reconciliation of Operating Expenses to Cost of Service
12 Months ended December 31, 2009

Electric Gas Total
SUPPLY COST
Deferred fuel - unallowable fuel expense - gas 0 (24,244) (21,489)
Deferred fuel - non taxable income - gas 0 6,411 6,411

0 (17,833) (15,078)

To remove gas supply costs from Test Year Deferred 
fuel revenue and expense.

OTHER O&M
Electric RAC and SBC Deferrals (12,277) 0 (7,267)
Gas RAC and SBC Deferrals 0 (9,050) (7,703)

(12,277) (9,050) (14,970)

To remove  RAC and SBC amounts from test year deferrals.

INCOME TAXES
Federal deferred 4,297 9,409 13,706
State deferred 718 1,573 2,291

5,015 10,982 15,997

Federal Current (4,297) (9,409) (13,706)
State current (718) (1,573) (2,291)

(5,015) (10,982) (15,997)

Switch between Federal and State Deferred and Current items.

TOTAL REQUIREMENT (12,277) (26,883) (30,048)



SCHEDULE DMF-4-R1

(THOUSANDS)

Weighted Weighted
Total Average Thousand Total Average Thousand

Revenues  (1) Lag Days Dollar Days Revenues  (1) Lag Days Dollar Days

Electric Gas

Residential 2,242,618$  49.31 110,583,494$     Residential 1,320,305$  49.31 65,104,240$       
Commercial/Industrial 2,952,779    49.31 145,601,532 Commercial/Industrial 495,181       49.31 24,417,375
Street Lighting 81,099         49.31 3,998,992 Transportation Revenues 989,496       49.31 48,792,048
Sales For Resale 203,225       49.31 10,021,025 Appliance Service Revenues 36,051         49.31 1,777,675
Misc Other (229,992)      49.31 (11,340,906) Misc Other 6,835           49.31 337,034

Total $5,249,729 49.31 $258,864,137 Total $2,847,868 49.31 $140,428,372

Note (1):     The revenues are six (6) months actual and six (6) months plan. The revenues do not include a reclass of deferred item revenues as refelected on Schedule DMF-2.

PUBLIC SERVICE ELECTRIC AND GAS COMPANY

SUMMARY OF LAG TIME FROM SERVICE TO COLLECTION
TWELVE MONTHS ENDING DECEMBER 2009
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Weighted Thousand Weighted Thousand
Lag Dollar Lag Dollar

Electric  Amount Days Days Gas  Amount Days Days

Pensions 27,213$         (13.50) (367,376)$      Pensions 32,424$         (13.50) (437,724)$      
OPEB  (1) 72,733           0.0 0 OPEB  (1) 26,124           0.0 0
Medical Insurance (2) 17,999           9.81 176,570         Medical Insurance (2) 19,557           9.81 191,854         
Group Life Insurance 349                12.88 4,495             Group Life Insurance 418                12.88 5,384             
Thrift & Savings Plan (3) 3,845             14.97 57,560           Thrift & Savings Plan (3) 4,576             14.97 68,503           
Dental Plan 1,136             2.80 3,181             Dental Plan 1,363             2.80 3,816             

Total 123,275$      (1.02)     (125,570)$     Total 84,462$        (1.99)     (168,167)$     

Note: Test year amounts are based on six (6) months actual and six (6) months plan
1. Included in the asset and liability analysis
2. Includes Wrk's Comp,Death Ben, and Other
3. Uses the payroll lag

(Thousands)

PUBLIC SERVICE ELECTRIC AND GAS COMPANY

CALCULATION OF LAG TIME IN PAYMENT
FOR PENSIONS AND BENEFITS

TWELVE MONTHS ENDING DECEMBER 31, 2009
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Thousand
Amount Lag Days Dollar Days

ELECTRIC

Purchase Power - BGS 3,338,893 35.23 117,629,200
Purchase Power - NUG (1) 344,657 44.78 15,433,740
Total 3,683,550 36.12 133,062,941

GAS

Natural Gas Supply Cost 1,938,154 34.61 67,079,510

(1) NUG payments are made pursuant to PSE&G's PEP tariff and PURPA Contracts. 

THOUSANDS

PUBLIC SERVICE ELECTRIC AND GAS COMPANY

CALCULATION OF LAG TIME IN PAYMENT
FOR FUEL EXPENSE

TWELVE MONTHS ENDING DECEMBER 31, 2009
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DAYS
BGSS-RSG BGSS-I Less O&M TOTAL SERVICE PERIOD MIDPOINT DATE PAID LAG

Jan-08 271,200,895$      98,201,600$    (248,322)$        369,154,173$      01/01/08 01/31/08 01/16/08 02/20/08 35.0 12,920,396,055$       
Feb-08 269,296,565$      99,275,642$    (289,843)$        368,282,364$      02/01/08 02/29/08 02/15/08 03/20/08 34.0 12,521,600,376$       
Mar-08 226,367,235$      83,303,902$    (228,222)$        309,442,915$      03/01/08 03/31/08 03/16/08 04/21/08 36.0 11,139,944,940$       
Apr-08 107,247,240$      42,128,595$    (210,825)$        149,165,010$      04/01/08 04/30/08 04/15/08 05/20/08 34.5 5,146,192,845$         
May-08 84,167,025$        29,116,759$    (236,722)$        113,047,062$      05/01/08 05/31/08 05/16/08 06/20/08 35.0 3,956,647,170$         
Jun-08 69,314,958$        20,516,330$    (247,593)$        89,583,695$        06/01/08 06/30/08 06/15/08 07/21/08 35.5 3,180,221,173$         
Jul-08 64,922,682$        21,904,467$    (199,883)$        86,627,266$        07/01/08 07/31/08 07/16/08 08/20/08 35.0 3,031,954,310$         

Aug-08 53,310,593$        16,463,814$    (315,198)$        69,459,209$        08/01/08 08/31/08 08/16/08 09/22/08 37.0 2,569,990,733$         
Sep-08 54,809,338$        15,454,588$    (290,426)$        69,973,500$        09/01/08 09/30/08 09/15/08 10/20/08 34.5 2,414,085,750$         
Oct-08 100,798,230$      31,195,587$    (285,903)$        131,707,914$      10/01/08 10/31/08 10/16/08 11/20/08 35.0 4,609,776,990$         
Nov-08 183,883,012$      52,076,312$    (244,108)$        235,715,216$      11/01/08 11/30/08 11/15/08 12/19/08 33.5 7,896,459,736$         
Dec-08 264,553,665$      87,673,307$    (281,698)$        351,945,274$      12/01/08 12/31/08 12/16/08 01/20/09 35.0 12,318,084,590$       

Total 2008 1,749,871,438$   597,310,903$  (3,078,743)$     2,344,103,598$   34.86 81,705,354,668$       

Jan-09 333,510,150$      106,598,766$  (430,873)$        439,678,043$      01/01/09 01/31/09 01/16/09 02/20/09 35.0 15,388,731,505$       
Feb-09 234,989,481$      63,522,115$    (388,146)$        298,123,450$      02/01/09 02/28/09 02/14/09 03/20/09 33.5 9,987,135,575$         
Mar-09 187,330,927$      47,448,603$    (280,346)$        234,499,184$      03/01/09 03/31/09 03/16/09 04/20/09 35.0 8,207,471,440$         
Apr-09 93,690,760$        20,189,693$    (273,596)$        113,606,857$      04/01/09 04/30/09 04/15/09 05/20/09 34.5 3,919,436,567$         
May-09 45,472,204$        10,676,863$    (222,964)$        55,926,103$        05/01/09 05/31/09 05/16/09 06/19/09 34.0 1,901,487,502$         
Jun-09 34,979,070$        8,621,257$      (250,128)$        43,350,199$        06/01/09 06/30/09 06/15/09 07/20/09 34.5 1,495,581,866$         
Jul-09 -$                     -$                 -$                 -$                    07/01/09 07/31/09 07/16/09 08/20/09 35.0 -$                           

Aug-09 -$                     -$                 -$                 -$                    08/01/09 08/31/09 08/16/09 09/21/09 36.0 -$                           
Sep-09 -$                     -$                 -$                 -$                    09/01/09 09/30/09 09/15/09 10/20/09 34.5 -$                           
Oct-09 -$                     -$                 -$                 -$                    10/01/09 10/31/09 10/16/09 11/20/09 35.0 -$                           
Nov-09 -$                     -$                 -$                 -$                    11/01/09 11/30/09 11/15/09 12/21/09 35.5 -$                           
Dec-09 -$                     -$                 -$                 -$                    12/01/09 12/31/09 12/16/09 01/20/10 35.0 -$                           

Total 2009 929,972,592$      257,057,297$  (1,846,053)$     1,185,183,836$   40,899,844,454$       

BGSS Actual Bills for 2004 to 2009
Payment from PSE&G to PSEG ER&T
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NUG Payments (1) Service Period Midpoint Date Paid Days Lag Lag Day $

Jan-08 $25,799,541 1/1/08 1/31/08 1/16/08 2/29/08 44 $1,135,179,792
Feb-08 $26,252,636 2/1/08 2/29/08 2/15/08 3/31/08 45 $1,181,368,614
Mar-08 $33,157,076 3/1/08 3/31/08 3/16/08 4/30/08 45 $1,492,068,428
Apr-08 $37,439,402 4/1/08 4/30/08 4/15/08 5/30/08 45 $1,684,773,094
May-08 $31,649,273 5/1/08 5/31/08 5/16/08 6/30/08 45 $1,424,217,272
Jun-08 $42,137,409 6/1/08 6/30/08 6/15/08 7/31/08 46 $1,938,320,793
Jul-08 $35,147,528 7/1/08 7/31/08 7/16/08 8/29/08 44 $1,546,491,242

Aug-08 $34,727,751 8/1/08 8/31/08 8/16/08 9/30/08 45 $1,562,748,803
Sep-08 $35,430,953 9/1/08 9/30/08 9/15/08 10/31/08 46 $1,629,823,846
Oct-08 $35,977,426 10/1/08 10/31/08 10/16/08 11/28/08 43 $1,547,029,333
Nov-08 $28,249,647 11/1/08 11/30/08 11/15/08 12/31/08 46 $1,299,483,748
Dec-08 $27,974,364 12/1/08 12/31/08 12/16/08 1/30/09 45 $1,258,846,399

Total 2008 $393,943,006

Jan-09 $13,505,318 1/1/09 1/31/09 1/16/09 2/27/09 42 $567,223,370
Feb-09 $25,772,960 2/1/09 2/28/09 2/14/09 3/31/09 45 $1,159,783,209
Mar-09 $32,927,350 3/1/09 3/31/09 3/16/09 4/30/09 45 $1,481,730,753
Apr-09 $36,585,618 4/1/09 4/30/09 4/15/09 5/29/09 44 $1,609,767,205
May-09 $38,730,588 5/1/09 5/31/09 5/16/09 6/30/09 45 $1,742,876,443
Jun-09 $36,268,917 6/1/09 6/30/09 6/15/09 7/31/09 46 $1,668,370,201

381,298,422$      44.78 $17,074,174,553
(1) Payments are made on the last business day of the following month.

USED TO CALCULATE LAG DAYS
Estimates from Rich Aicher Plan

Jul-09 31,134,929
Aug-09 28,779,229
Sep-09 26,467,355
Oct-09 25,041,010
Nov-09 24,081,503
Dec-09 25,362,652

Total 2009 344,657,430
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LAG Day dollars
BGS-CIEP BGS-FP TOTAL SERVICE PERIOD MIDPOINTDATE PAID LAG

-$                      
Jan-08 17,127,224$        233,082,062$     250,209,286$        01/01/08 01/31/08 01/16/08 02/20/08 35.0 8,757,324,994                      
Feb-08 16,421,440$        216,496,291$     232,917,731$        02/01/08 02/29/08 02/15/08 03/20/08 34.0 7,919,202,849                      
Mar-08 17,191,869$        213,105,753$     230,297,621$        03/01/08 03/31/08 03/16/08 04/21/08 36.0 8,290,714,356                      
Apr-08 17,342,711$        194,060,498$     211,403,210$        04/01/08 04/30/08 04/15/08 05/20/08 34.5 7,293,410,743                      
May-08 17,301,110$        201,080,004$     218,381,114$        05/01/08 05/31/08 05/16/08 06/20/08 35.0 7,643,338,989                      
Jun-08 24,646,990$        385,327,023$     409,974,013$        06/01/08 06/30/08 06/15/08 07/21/08 35.5 14,554,077,464                    
Jul-08 25,713,624$        437,854,880$     463,568,504$        07/01/08 07/31/08 07/16/08 08/20/08 35.0 16,224,897,631                    

Aug-08 17,012,591$        368,265,042$     385,277,633$        08/01/08 08/31/08 08/16/08 09/22/08 37.0 14,255,272,413                    
Sep-08 13,645,935$        326,293,640$     339,939,575$        09/01/08 09/30/08 09/15/08 10/20/08 34.5 11,727,915,350                    
Oct-08 9,862,742$          237,200,723$     247,063,465$        10/01/08 10/31/08 10/16/08 11/20/08 35.0 8,647,221,287                      
Nov-08 9,855,808$          245,015,288$     254,871,096$        11/01/08 11/30/08 11/15/08 12/22/08 36.5 9,302,795,015                      
Dec-08 9,929,612$          274,920,154$     284,849,767$        12/01/08 12/31/08 12/16/08 01/20/09 35.0 9,969,741,829                      

-$                      
Total 2008 196,051,656$      3,332,701,358$  3,528,753,014$     35.31 124,585,912,919                  

BGS Actual Bills through July 2009
Payment from PSE&G to BGS Suppliers
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PUBLIC SERVICE ELECTRIC AND GAS COMPANY

CALCULATION OF LAG TIME IN PAYMENT OF
TAXES OTHER THAN FEDERAL INCOME TAXES
TWELVE MONTHS ENDING DECEMBER 31, 2009

THOUSANDS

Electric Gas

Weighted Thousand Weighted Thousand
Amount Lag Days Dollar Days Amount Lag Days Dollar Days

Transitional Energy Facilities Assessment (TEFA) 91,409 136.00 12,431,658 41,540 136.00 5,649,390
Real Estate Tax 17,786 (18.12) (322,282) 14,553 (18.12) (263,700)
Payroll Taxes 23,358 17.99 420,210 19,111 17.99 343,807
New Jersey Energy Sales Tax 372,794 (54.47) (20,306,622) 198,806 (55.74) (11,080,724)
New Jersey Corporate Business Tax 25,974 (125.70) (3,264,816) 7,573 (125.70) (951,845)
New Jersey Sales and Use Tax 7,691 34.72 267,002 4,766 34.71 165,444
Other-Misc.(Nwk City Tax)&(Local Franchise) 306 84.28 25,817 795 213.86 170,031

539,318 (19.93) (10,749,033) 287,144 (20.78) (5,967,598)
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PUBLIC SERVICE ELECTRIC AND GAS COMPANY

SUMMARY OF NET ASSETS AND LIABILITIES
          REQUIRED FOR COST OF SERVICE

TWELVE MONTHS ENDING JUNE 2009

(THOUSANDS)

Assets Electric Gas

Other Accounts Receivable 27,127 31,063
Other Post Retirement Benefits 408,101 333,901
Prepayments 173,894 109,614
Special Deposits 25,857 21,156
Miscellaneous Deferred Debits 7,625 3,003

Total Assets 642,605 498,738

Liabilities

Other Post Retirement Benefits 610,081 499,158
Current & Accrued Liabilities 25,436 20,811
Taxes Payable 379 310
Miscellaneous Current and Accrued
  Liabilities 64,733 54,631
Other Deferred Credits 13,672 11,186

Total Liabilities 714,301 586,096

Net Assets/Liabilities (71,696) (87,359)
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SUPPLEMENTAL TESTIMONY  
OF 

MARK G. KAHRER 
VICE PRESIDENT-FINANCE 

 

 My name is Mark G. Kahrer and I am an employee of Public Service 

Electric and Gas Company (PSE&G, Public Service, the Company, Petitioner).  My 

business address is 80 Park Plaza, Newark, New Jersey. 

 

QUALIFICATIONS 11 

12 

13 

14 

 A summary of my qualifications was provided in my direct testimony 

(Exhibit P-7, Schedule MGK-1) filed on May 29, 2009. 

 

PURPOSE OF TESTIMONY 15 

16 

17 

18 

19 

20 

21 

22 

 In this PSE&G electric and gas distribution rate case I filed direct 

testimony (Exhibit P-7 of the Company’s May 29, 2009 filing) as the Company’s 

witness to support financial policy and revenue requirements.  My direct testimony 

addressed: 

• The overall need for the regulatory relief being sought in this filing; 

• The Company’s capital structure; 

• The growth in the Company’s investment in rate base; 
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• The capital expenditure review process; 1 

2 
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17 

18 

19 

20 

• Establishment of a gas weather normalization clause; 

• Changes to the Capital Adjustment Charge (CAC) including the establishment 

of a pension expense tracker and the inclusion of all non-revenue producing 

electric and gas capital expenditures; and 

• Revenue requirements based upon electric and gas operating income for the 

proposed test year and pro-forma adjustments that are necessary to properly 

determine a normalized operating year along with adjustments to reflect the 

levels of activity for the period of time when new rates are expected to be in 

effect. 

 The test year in this proceeding is the twelve-month period ending 

December 31, 2009.  The May 29th filing consisted of three months actual (actual 

through March 31, 2009) and nine months estimated data.  The purpose of this 

testimony is to update the revenue requirements to reflect an additional three months 

of actual information (actual through June 30, 2009).  This is to insure that the Board 

will have as much actual information available as possible as it reviews this filing.  

Test year information will be further supplemented when additional actual 2009 data 

becomes available.  All supporting schedules in my direct testimony are updated for 

the additional three months of actual information, a change to the income tax rate 

from 40.85% to 41.084% (to reflect the continuation of the 4% surcharge to the 9% 
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New Jersey State Income Tax Rate), and, if indicated, any corrections to those 

schedules will be noted and explained. 

1 
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3  

DESCRIPTION OF SCHEDULES PROVIDED 4 
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 Schedule MGK-4 R-1 presents the electric and gas distribution revenue 

requirements of $147.02 million and $105.95 million, respectively, over existing 

revenues.  The request represents the additional electric and gas distribution revenues 

the Company requires to meet its obligation to safely and properly serve its 

customers.  Schedule MGK-5 R-1 summarizes the electric and gas rate bases, and 

Schedule MGK-17 R-1 reflects electric and gas operating income. 

 Schedules MGK-17 R-1 through MGK-26 R-1 provide the details of 

operating income, Schedules MGK-10 R-1 through MGK-16 R-1 provide the details 

of the rate bases and Schedules MGK-27 R-1 through MGK-46 provide the pro-forma 

adjustments, which I discuss later in my testimony.  PSE&G’s capitalization and the 

electric and gas revenue factors are presented in Schedules MGK-6 R-1 through 

MGK-9 R-1. 

 Schedules MGK-E3 R-1 and MGK-G3 R-1 show the derivation of the 

monthly revenue requirements calculations for electric and gas, respectively, under 

the PSE&G Capital Stimulus Infrastructure Investment Program. 
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 The revised schedules are as discussed in my direct testimony filed on 

May 29, 2009 based on the books and records of the Company which are maintained 

in accordance with the Uniform System of Accounts prescribed by the Board and the 

Federal Energy Regulatory Commission (FERC).  Except where noted, these attached 

revised schedules have only changed to reflect an update from the original schedules 

based on actual data for the period January 1, 2009 through March 31, 2009 to 

schedules based on actual data for the period January 1, 2009 through June 30, 2009 

and to reflect the change in the effective tax rate to 41.084% as discussed above. 

1 

2 

3 

4 

5 

6 

7 

8 

9  

CAPITAL STRUCTURE 10 

11 

12 

 I am sponsoring a capital structure in this case as presented on Schedule 

MGK-6 R-1 and shown below. 

 Amount 
($ Million’s)

 
Percent 

Embedded 
Cost 

Weighted 
Cost 

     
Long-Term Debt  $3,471 46.68% 6.11% 2.85% 
     
Preferred Stock  80 1.07 5.03 0.05 
     
Customers’ Deposits  78 1.05 2.34 0.02 
     
Common Equity  3,807 51.20 11.50 5.89 
     
Total  $7,436 100.00%  8.81% 
 13 
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 The Company’s capital structure is indicative of what the financial 

community is expecting in order for the Company to be able to raise funds at the best 

possible rates and whenever the need arises.   

1 

2 
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4  

ADJUSTMENTS TO THE CAPITAL ADJUSTMENT CHARGE  5 
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 CAC Reset and Inclusion in Rate Base:  A CAC was established for 

both electric customers and gas customers effective with the Board’s April 16, 2009 

decision approving the Stipulation of Settlement regarding the CESI.  A filing will be 

made by the Company in October 2009 that would be the basis for establishing new 

electric and gas CACs effective January 1, 2010 such that costs would be fully 

recovered over the period January 1 through December 31, 2010.  With new base 

electric distribution and gas distribution rates expected to go into effect on March 1, 

2010, the CAC effective on January 1, 2010 will be changed effective March 1, 2010 

to reflect the impacts of rolling the net un-recovered CESI out of the CAC and into 

the rate base for recovery through the new base distribution rates.  This adjustment to 

the CAC is per the Board’s April 16, 2009 decision approving the CESI. 

  Schedules MGK-E3 R-1 and MGK-G3 R-1 present the monthly 

revenue requirements calculation for the CAC for the period March 1, 2010 through 

December 31, 2010 for electric and gas, respectively.  The impact on revenue 

requirements for updating for April through June 2009 actual expenditure and 
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resulting changes to the projected investment spend pattern beyond June 2009 and a 

revision to the tax depreciation lives is to increase the total revenue requirements for 

the period March 1, 2010 through December 31, 2010 by $2.117 million for electric 

and $670,024 for gas. 

1 

2 

3 
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5  

REVENUE REQUIREMENTS--ADJUSTMENTS TO BASE ELECTRIC AND 6 
GAS DISTRIBUTION RATES 7 

8 
9 
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16 

17 

18 

19 

20 

 
 The following is an outline of the supporting schedules included in this 

supplemental testimony: 

• Schedule MGK-4 R-1:  Determination of Revenue Requirements 

• Schedule MGK-5 R-1:  Rate Base 

• Schedule MGK-6 R-1:  Weighted Average Cost of Capital  

• Schedules MGK-7 R-1 and 8 R-1:  Support for WACC components 

• Schedule MGK-9 R-1:  Revenue Factor 

• Schedules MGK-10 R-1 through 16 R-1:  Support for components of rate base 

• Schedule MGK-17 R-1:  Income Statement 

• Schedules MGK-18 R-1 through 26 R-1:  Support for components of the 

income statement 

• Schedule MGK-27 R-1:  Pro-forma Distribution Operating Income 
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• Schedules MGK-28 R-1 through 46 R-1:  Support for pro-forma adjustments to 1 

test year operating income 2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Each schedule, where appropriate, will reflect information for both electric 

distribution and gas distribution. 

 

Determination of Revenue Requirements—Schedule MGK-4 R-1 

 Schedule MGK-4 R-1 shows the determination of the revenue 

requirement increase.  Based upon rate bases of $3.84 billion and $2.34 billion for 

electric distribution and gas distribution, respectively, pro-forma operating income of 

$252.18 million and $144.59 million for electric and gas, respectively, and a required 

rate of return of 8.81%, the increase in required revenue requested is $147.02 million 

for electric distribution (an increase relative to the original filing of $13.3 million) and 

$105.95 million for gas distribution (an increase relative to the original filing of $9.03 

million). 

 

Utility Rate Base—Schedule MGK-5 R-1 

 Schedule MGK-5 R-1 presents projected total electric and gas utility 

rate bases at December 31, 2009 and February 28, 2010.  Electric rate base is 

expected to be $3.73 billion by year end 2009 and $3.84 billion at the beginning of the 

rate year.  Similarly, gas rate base is expected to be $2.26 billion by year end 2009 
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and $2.34 billion at the beginning of the rate year.  The adjusted rate bases as of 

February 28, 2010 also reflect the inclusion of the then un-recovered in-service 

investments in capital infrastructure, currently collected through the CAC.  The 

amount included in rate base as of the date new base rates will go into effect is $92.01 

million for electric distribution and $79.77 million for gas distribution.  The change in 

the capital infrastructure investment rolled into rate base at February 28, 2010 reflects 

the actual additions to plant in-service through June 30, 2009 and an update to the 

expected amounts to be closed to plant in-service as of February 28, 2010.  The 

components of the Company’s distribution rate bases are supported by Schedules 

MGK-10 R-1 through 16 R-1 and will be addressed below. 
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Revenue Factor—Schedule MGK-9 R-1 

 The electric revenue factor utilized by the Company in this proceeding 

is 1.7011.  The factor is updated to reflect the continuation of the 4% surcharge 

applied to the 9% State of New Jersey Corporate Business Tax (bringing the rate to 

9.36%), the 35% Federal income tax, and the assessments for the Board (0.1853%) 

and the Division of Rate Counsel (Rate Counsel) (0.0359%).  The gas revenue factor 

is 1.7257.  The updated factor for gas reflects the inclusion of an updated rate for 

uncollectibles of 1.42%.  Electric uncollectibles are recovered through the Societal 

Benefits Charge (SBC) and are not in distribution base rates. 
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Utility Plant In Service—Schedule MGK-10 R-1 1 
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 The electric utility and gas utility plant in service, as shown on Schedule 

MGK-10 R-1, is estimated to be $6.05 and $4.72 billion at February 28, 2010, 

respectively (a decrease relative to the original filing of $7.42 million for electric and 

an increase of $2.65 million for gas).  

 
Plant-In-Service Additions from December 31, 2008 Through the Beginning of the 
Rate Year—Schedule MGK-11 R-1  
 
 Schedule MGK-11 R-1 provides the direct additions to plant in-service 

from the actual year end 2008 projected through the beginning of the rate year.  

Additions are expected to total $372.20 million for electric and $242.34 million for 

gas.  

 

Accumulated Depreciation—Schedule MGK-12 R-1 

 The accumulated depreciation balance reflects the recognition of annual 

depreciation charges projected through February 28, 2010 based upon the current 

BPU-approved electric and gas distribution depreciation rates.  The accumulated 

depreciation balance at February 28, 2010 has increased by $9.84 million and $8.04 

million for electric and gas, respectively, from that shown on Schedule MGK-12 in 

the Company’s May 29th filing.  The increase is primarily due to lower retirements 

and the related balance sheet impacts of the pro forma adjustment to annualize the 
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