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I. Introduction 1 

A. Witness Identification 2 

Q. Please state your name and business address. 3 

A. My name is Nagendra Subbakrishna and my business address is 1717 Arch Street, 4 

Philadelphia, PA  19103. 5 

Q. Are you the same Nagendra Subbakrishna who provided direct testimony on behalf 6 

of Commonwealth Edison Company (“ComEd”) in this proceeding? 7 

A. Yes. 8 

B. Purpose of Testimony 9 

Q. What is the purpose of your rebuttal testimony? 10 

A. The purpose of my rebuttal testimony is to respond to the direct testimony of Illinois 11 

Commerce Commission (the “Commission” or “ICC”) Staff (“Staff”) witness Pearce and 12 

Illinois Attorney General’s Office/Citizens Utility Board (“AG/CUB”) witness Brosch on 13 

the subject of the Cash Working Capital (“CWC”) requirements of ComEd discuss the 14 

following issues raised by Staff and AG/CUB in my rebuttal: 15 

1. Determination of the Collections Lag of ComEd; 16 

2. The Expense Lead of Inter-Company Billings; 17 

3. The Revenue Lags and Expense Leads of the Energy Assistance 18 

Charge/Renewable Energy Charge (“EAC/REC”) and the Gross Receipts 19 

Tax/Municipal Utility Tax (“GRT/MUT”); 20 

4. The Expense Lead of Employee Benefits; 21 
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5. The Revenue Lags and Expense Leads of Pensions/Other Post-Employment 22 

Benefits (“OPEB’s”) and the Amortization of Severance Costs; 23 

6. The Expense Lead of the Illinois Electricity Excise Tax (“IEET”); and, 24 

7. Other general items including (and not limited to) generalizations regarding 25 

lead/lag studies. 26 

C. Summary of Rebuttal Testimony 27 

Q. Please summarize your recommendations to the Commission. 28 

A. For reasons that I discuss in my rebuttal testimony, I recommend that ComEd’s lead/lag 29 

study and its result, as filed, be accepted by the Commission.  The methodology used by 30 

ComEd in this proceeding is consistent with standard practice in Illinois over the past five 31 

years and has been accepted, as I will discuss later, by the Commission in the rate 32 

proceedings of The Peoples Gas Light and Coke Company, North Shore Gas Company, 33 

the Ameren Illinois Utilities, and Nicor Gas Company.  I recommend further that the 34 

Commission approve a revised ComEd CWC requirement of $89.7million as an addition 35 

to rate base.  This amount represents a $6.0 million reduction from ComEd’s request as 36 

originally filed in this proceeding due to revisions made to the test year revenue and 37 

expense amounts that are discussed in more detail within the rebuttal testimony of 38 

ComEd witnesses Houtsma and Fruehe (ComEd Exhibits (“Exs.”) 29.0 and 30.0, 39 

respectively).  Finally, I recommend that Staff witness Pearce’s recommendation of a 40 

cash working capital requirement of $16.9 million for ComEd and AG/CUB witness 41 

Brosch’s recommendation of a zero cash working capital requirement for ComEd both be 42 

rejected. 43 
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Q. Why should the Commission reject the CWC amounts as recommended by Staff 44 

witness Pearce and AG/CUB witness Brosch? 45 

A. Their recommendation should be rejected, as I discuss in more detail later in my rebuttal 46 

testimony, for several reasons.  In brief: 47 

1. Staff witness Pearce’s CWC recommendation is based primarily on her 48 

calculation of the collections lag, which is driven by her selection of an 49 

unjustifiable “cut-off” point for older receivables.  Thus, her result is skewed 50 

downward significantly compared with that filed by ComEd. 51 

2. AG/CUB witness Brosch’s recommendation is based on an unwarranted 52 

conclusion that the methodology used to determine ComEd’s CWC amount as 53 

filed, specifically the calculation of the collections lag, is unreliable.  Other than 54 

ComEd specific adjustments that are duly noted, the same method that has been 55 

accepted by the Commission in the rate proceedings of The Peoples Gas Light 56 

and Coke Company, North Shore Gas Company, the Ameren Illinois Utilities, and 57 

Nicor Gas Company has been used in this instant proceeding. 58 

3. Staff witness Pearce uses a 64.34 day expense lead time for inter-company 59 

billings in her CWC calculation rather than the 30.35 days as filed by ComEd.  60 

That is incorrect because an incorrect presumption is made that ComEd has an 61 

inappropriate preferential billing arrangement with its affiliate, which it does not.  62 

Further, the unique characteristics of non-affiliated vendors over which ComEd 63 

has no control such as (and not limited to) when they bill for products/services 64 

provided and when the utility is obligated to make payment, are ignored. 65 
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4. By erroneously assuming that there is no lag in collection and a longer lead time 66 

in remittances, Staff witness Pearce recommends a negative CWC requirement 67 

associated with the Energy Assistance Charge/Renewable Charge (EAC/REC) 68 

and the Gross Receipts Tax/Municipal Utility Tax (GRT/MUT).  That assumption 69 

is incorrect.  Consistent with statutory requirements, these two taxes are paid in 70 

the month following activity during a prior “tax liability” month and as such, 71 

would have both a lag in collection time and a shorter lead time for remittances 72 

resulting in a positive CWC requirement. 73 

5. Staff witness Pearce incorrectly applies a 14.64 day expense lead time to 74 

employee benefits.  The correct amount of expense lead time that should be 75 

applied to employee benefits is 5.12 days as shown on Schedule B-8, Col. (F), 76 

Line 12 of ComEd’s initial Part 285 filing. 77 

6. To further support his premise that ComEd’s CWC calculation is “unreliable”, 78 

AG/CUB witness Brosch makes an incorrect observation that ComEd’s result is 79 

driven by the assignment of a full Revenue Lag and a zero Expense Lead time to 80 

Pensions/OPEB’s and Amortization of Severance Cost.  Mr. Brosch is incorrect 81 

because he fails to recognize that Pensions/OPEB’s together with their attendant 82 

expense lead times are accounted for elsewhere in rate base, and that the expense 83 

lead time associated with severance costs, because they have been “pre-paid”, is 84 

zero or negative. 85 

7. Finally, AG/CUB witness Brosch misconstrues how the Illinois Electricity Excise 86 

Tax (IEET) works when he presents an alternative calculation that results in a 3.5 87 

days remittance time for the IEET. 88 
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Q. On pages 37-38, lines 890-893, of Staff Exhibit 3.0, Staff witness Pearce states that 89 

“The final balance of Cash Working Capital will be established using the revenue 90 

requirement and methodology that is ultimately approved by the Commission in 91 

this proceeding”.  Do you agree? 92 

A. Yes.  I agree.  The final estimate of cash working capital requirements to include in rate 93 

base should be established once the Commission has finalized the revenue and expense 94 

dollar amounts (or inputs to the cash working capital calculation) to which the lags, leads, 95 

and cash working capital factors should be applied.  96 

D. Itemized Attachments to Rebuttal Testimony 97 

Q. Are you presenting any exhibits with your rebuttal testimony? 98 

A. Yes.  I am presenting ComEd Exs. 31.1, 31.2, 31.3, and 31.4. 99 

II. Collections Revenue Lag 100 

Q. What is Staff’s proposal regarding the collections lag time for ComEd? 101 

A. Staff witness Pearce proposes that the collections lag for ComEd be established at 29.54 102 

days compared with the 39.16 days as filed in its direct case and that I continue to 103 

recommend. 104 

Q. What is the rationale behind Staff’s proposed collections lag time? 105 

A. Staff witness Pearce states that: “The aging categories for all receivables up to 121 days 106 

are based on 30-day increments (e.g., 0-30, 31-60, 61-90, and 91-120).  However, the 107 

final aging category lumps all receivables from 121 to 365 days into a single category.  108 

The span of this aging category produces a higher midpoint of 243 days, which 109 

significantly increases the weighted average collections lag time for each customer 110 
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category.  My calculation limits the last aging category to the same 30-day increment that 111 

is reflected in the other aging categories, for purposes of the CWC calculation.”  (Staff 112 

Ex. 3.0, pp. 42-43, lines 1003-1011) 113 

Q. Do you agree with Staff’s rationale? 114 

A. Not entirely.  While I agree that the final aging category combines all receivables from 115 

121-365 days into a single category, I disagree that the last aging category should be 116 

limited to the same 30-day increment as in the other aging categories for the purposes of 117 

the CWC calculation. 118 

Q. Why did you combine all receivables from 121-365 days into one aging category? 119 

A. To be consistent in terms of a time period with other items considered in the lead/lag 120 

study and in view of the data available for the 12 months of the test year.  ComEd 121 

performed a 13-month analysis of collections spanning the time period December 2008 122 

through and including December 2009.  For the first three months of this period, i.e., 123 

December 2008 through February 2009, the final aging category was defined with in 124 

ComEd’s Customer Information and Accounting Systems as 121-365 days. 125 

Q. Have you re-calculated your collections lag based on more “granular” receivables 126 

aging intervals? 127 

A. Yes, I have.  ComEd Ex. 31.1 provides the result of a re-calculation of ComEd’s 128 

collection lag using 121-150, 151-180, 181-210, 211-270, and 271-365 days rather than 129 

one blanket 121-365 day final aging category.  This analysis has been performed for the 130 

period March 2009 through and including March 2010, i.e., a 13-month period for which 131 
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more granular data is available.  The methodology is the same as that used in ComEd’s 132 

initial filing. 133 

Q. What are the results of your re-calculation of the Collections Lag using a different 134 

time period? 135 

A. When the period for the analysis is changed in light of the available data and additional 136 

aging intervals considered, the collections lag is reduced to 36.32 days compared with the 137 

39.16 days as contained in ComEd’s initial filing.  The overall revenue lag is reduced to 138 

54.47 days compared with the 57.32 days as filed. This result is quite different compared 139 

with that proposed by Staff witness Pearce, i.e., she proposes 29.54 days of collections 140 

lag and an overall revenue lag of 47.70 days respectively. 141 

Q. How should your re-calculation of the collections (and overall revenue) lag be used 142 

in this instant proceeding? 143 

A. I have performed and presented this analysis for informational purposes, i.e., to 144 

demonstrate that Staff witness Pearce’s assumptions and ensuing results are 145 

unreasonable.  At this time, I am not recommending that the result of this additional 146 

analysis be used as it remains a conservative estimate, i.e., receivables balances over a 147 

year old and inactive accounts have been ignored and adjustments have been made to the 148 

average aging time within the 0-30 day aging interval.  149 

Q. Staff witness Pearce states that her adjustment to the Collections Lag “also impacts 150 

the collection of the Illinois Electricity Excise Tax (IEET) and the City of Chicago 151 

Infrastructure Maintenance Fee (“IMF”) pass-through taxes”.  Do you agree? 152 
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A. Yes; in generic terms, any adjustment to the collections lag time will affect the overall 153 

revenue lag time, which, in turn, will have an impact on the time it takes to collect IEET 154 

and IMF amounts from customers. 155 

Q. What is your understanding of the AG/CUB witness Brosch’s concerns with how the 156 

Collections Lag was derived in ComEd’s lead/lag study? 157 

A. Mr. Brosch recommends that ComEd be provided with a zero allowance for cash working 158 

capital on the grounds that its results are unreliable owing in part to how the collections 159 

lag was derived within the study.   By stating that “There is no detail within these broad 160 

ranges that would indicate how many dollars within each range are at the low end, the 161 

middle or upper end of the range” (AG/CUB Ex. 1.0, p. 27, Lines 601-602), Mr. Brosch 162 

first expresses a concern with the use of broad ranges of receivables, specifically the mid-163 

point of such ranges, in the derivation of the collections lag.  Second, Mr. Brosch seems 164 

to find troubling the inclusion of “very old receivables in the calculation, because most 165 

customers who have not paid for service in more than 60 or 90 days would eventually be 166 

disconnected and the related account balances will likely prove to be largely 167 

uncollectible.”  (AG/CUB Ex. 1.0, p. 29, Lines 626-629) 168 

Q. Do you share Mr. Brosch’s concern regarding the use of broad ranges and their 169 

mid-points when calculating the collections lag? 170 

A. No, I do not.  Utilities in Illinois such as Nicor Gas Company, The Peoples Gas Light and 171 

Coke Company, North Shore Gas Company, and the Ameren Illinois Utilities, whose 172 

studies have either been accepted or accepted with modifications by the ICC, have used 173 

broad ranges for receivables together with their attendant mid-points when calculating 174 
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their collections lags.1  ComEd is no different in terms of the environment within which it 175 

operates and the types of customers it serves.  It has used exactly this approach with the 176 

exception that explicit recognition has been given to the amount of time customers have, 177 

to pay their bills (or “grace period”), and receivables over a year old together with 178 

receivables associated with inactive accounts have been excluded.  Additionally, ComEd 179 

has been internally consistent in its study by electing to use a mid-point method for 180 

calculating the collections lag and the expense lead time associated with expense and tax 181 

items such as (and not limited to) payroll, employee benefits, inter-company billings, and 182 

property and other non-pass-through taxes.  This need for internal consistency seems to 183 

be missing in Mr. Brosch’s discussion of the concern he has with broad ranges and mid-184 

points. 185 

Q. Should older receivables be used in the calculation of collections lag? 186 

A. Yes.  Their consideration paints a fuller picture of the time it takes for ComEd to be 187 

“made whole” by customers.  ComEd witness Fidel Marquez (ComEd Ex. 36.0) will 188 

explain further why such receivables continue to remain on ComEd’s books and also has 189 

discussed ComEd’s policy regarding disconnections and uncollectibles in his direct 190 

testimony (ComEd Ex. 10.0). 191 

Q. Mr. Brosch observes that “It would be more reasonable to consider receivables 192 

older than 90 days to be largely uncollectible and not include the balances in the two 193 

                                                 
 
1 See excerpts from the record in ICC Docket Nos. 08-0363, 09-0166/09-0167 (Cons.) and 09-0306/0311 

(Cons) provided as Workpapers WP-1, WP-2, and WP-3 supporting ComEd Ex 31.0. 
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upper [aging] intervals (91-120 682 and 121-365 days).”  (AG/CUB Ex. 1.0, p. 31, 194 

Lines 681-683)  Do you agree? 195 

A. No, I do not. Even if the tag “largely uncollectible” is applied to receivable balances over 196 

90 days old, that does not mean that ComEd would be made whole any faster.  Even if, as 197 

Mr. Brosch suggests, receivables balances over 90 days were to be considered “largely 198 

uncollectible” for the purpose of calculating a collections lag, they would have to be 199 

considered separately to derive the actual amount of time it would take for ComEd to be 200 

made whole.  Also, as indicated in the direct and rebuttal testimony of ComEd witness 201 

Marquez, full recoveries of what Mr. Brosch terms “largely uncollectible amounts” (i.e., 202 

receivable amounts over 90 days old), could take over a year.  ComEd’s consideration of 203 

such receivables in the lead/lag study using a mid-point methodology, therefore, yields a 204 

much more conservative result than what would have been derived using the assumption 205 

proposed by Mr. Brosch and should be adopted by the Commission.  206 

Q. Mr. Brosch performed a simplified analysis of Late Payment Charges (“LPC’s”) to 207 

conclude that such charges are collected from about 32% of total electric sales 208 

revenues and therefore “the majority of ComEd‘s customers pay their bills within 209 

the established due dates.”  (AG/CUB Ex. 1.0, p. 25, lines 561-562)  Do you agree 210 

with his conclusion? 211 

A. No.  While the analysis supporting the conclusion seems appealing on the surface, I 212 

would say that it is fairly simplistic and ignores two important factors.  First, Mr. Brosch 213 

does acknowledge exceptions to the LPC rate of 1.5% that he uses in his analysis and 214 
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waivers that might apply2.  It is important to acknowledge that accounting for such 215 

exceptions might affect his 32% result.  Second, Mr. Brosch seems to implicitly assume 216 

that there is somewhat of a linear relationship between customer size, consumption, and 217 

revenues.  That 32% (accepting the number for now) of electric sales revenues may have 218 

been assessed a late charge does not necessarily imply that “the majority of customers 219 

pay on time”; it could also imply that a relatively fewer number of high load factor 220 

customers, e.g., Small and Large Commercial customers with bigger bills, pay on time. 221 

Q. Even assuming that Mr. Brosch is correct and the majority of ComEd’s customers 222 

(assume 68%, i.e., 100% minus 32%) did pay on time, is it possible on a weighted 223 

basis that the majority of ComEd’s customers “are not only delinquent, but 224 

delinquent by a multiple of the established due dates for payment”? 225 

A. Yes, it is possible.  ComEd’s analysis is a dollar-weighted analysis of all categories and 226 

types of customers, e.g., residential, SCI, LCI, on time paying, late paying, partial paying 227 

and the like.  Receivables balances in aging intervals are used as the basis for determining 228 

the collections lag time.  To the extent that ComEd’s customers who are late payers pay 229 

extremely late (or conversely, when such customers pay, they pay on time), it would 230 

increase the receivables balance in an extremely long aging interval (e.g., the 120 day+ 231 

interval) thereby increasing the weighted average collection time for all customers 232 

(including those that pay on time). 233 

Q. Mr. Brosch suggests that a customer sampling method or a daily accounts 234 

receivable turnover analysis might yield collections lag estimates that could 235 

                                                 
2 Mr. Brosch provides a more detailed explanation of these waivers in footnote 18 on p. 25 of AG/CUB Ex. 

1.0 
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plausibly be considered more “reliable”.  (AG/CUB Ex. 1.0, p. 32, lines 700-711)  Do 236 

you agree? 237 

A. If one used the entire population of 3.5 million ComEd customers to determine the 238 

revenue lag, that would produce the most reliable result!  Short of that, sampling is 239 

appealing as a relatively less cost approach in terms of personnel, time, and information 240 

technology resources for determining how long it takes for a customer to pay not only a 241 

current amount outstanding but prior amounts (if any) as well.  Sampling is probably a 242 

preferred option for smaller utilities where customer strata and consumption/payment 243 

behavior within the strata is more easily discernable.  However, the costs and risks 244 

associated with sampling include (and are not limited to) (a) selecting a somewhat less 245 

than ideal customer/account data set for a utility the size of ComEd, i.e., 3.5 million 246 

customers/accounts), and (b) selecting somewhat less than an ideal time period, might, if 247 

implemented, yield a result that is skewed differently in terms of the time it takes for 248 

customers to pay all balances outstanding, i.e., for ComEd to be made whole.  That brings 249 

in play other more non-survey/sampling methods that certainly cost much less in terms of 250 

personnel, time, and information technology resources.   One such method as suggested 251 

by Mr. Brosch (AG/CUB Ex. 1.0, p. 32, lines 709-710) is a “Daily” accounts receivable 252 

turnover analysis where, on a daily basis, we look at a receivables outstanding position 253 

and a sales position.  We sum the receivables for the year and divide it by annual sales to 254 

derive a days of sales outstanding to use as a proxy for collections lag.  This method does 255 

not cost much if the data is available in that format within a customer service/information 256 

system; if not, the additional cost associated with making the data available in a format 257 

amenable to a daily accounts receivable turnover analysis should be considered as a 258 
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factor in selecting this method.  The down-side is that this method tells the analyst 259 

nothing about the distribution of receivable balance by age on day 1 of the year, and how 260 

that is changing during the course of the year.  The same result could be derived even 261 

more cheaply by simply looking at a FERC Form 1 for a utility such as ComEd, and 262 

using the formula (year-end receivables balance times 365) divided by (annual sales in 263 

dollars).  However, again, this approach tells the analyst nothing about the composition of 264 

the year end receivables, i.e., what percent is 0-30 days old, what percent is 31-60 days 265 

old, what percent is 61-90 days, old, 91-120 days old or greater than 120 days old, which 266 

again, somewhat impairs the reliability of the answer.  So, in sum, I disagree that either a 267 

sampling approach or a daily accounts receivable turnover analysis would yield a result 268 

that is any more cost-effective or more reliable than that used by ComEd in this 269 

proceeding to paint the picture of the time it takes for a utility as unique as ComEd to 270 

collect all monies owed to it by customers. 271 

Q. What is your conclusion regarding AG/CUB witness Brosch’s recommendation of a 272 

zero CWC requirement on account of his categorization of ComEd’s of ComEd’s 273 

collections lag as “unreliable”? 274 

A. For reasons that I have amplified on here, I recommend that the Commission reject Mr. 275 

Brosch’s proposal and accept the collections and resulting revenue lag which drives the 276 

adjusted CWC amount shown on ComEd Ex. 31.4. 277 

III. Inter-Company Billings Expense Lead 278 

Q. Staff witness Pearce proposes an adjustment of the expense lead time associated 279 

with inter-company billings from 30.35 days to that associated with Miscellaneous 280 

Operations and Maintenance (O&M) expenses, i.e., 64.34 days, “[b]ecause the 281 
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timing of payments to affiliated interests is within the Company’s discretion, it 282 

would not be proper to charge ratepayers a higher CWC requirement in order to 283 

pay ComEd’s affiliates earlier than non-affiliated vendors are paid. To do so would 284 

be a form of cross-subsidization.” (Staff Ex. 3.0, p. 39, lines 933-937)  Do you agree? 285 

A. No, I do not.  286 

Q. Why do you not agree? 287 

A. First, the non-affiliated vendors that were considered in the derivation of the 64.34 days 288 

of Miscellaneous O&M expenses are quite different compared with ComEd’s affiliate in 289 

terms of what they provide, when they bill, and, thus, when ComEd pays.  Such non-290 

affiliated vendors provide tree-trimming, paving,  cable and wire products, engineering 291 

products and services, telecommunications services, and such, i.e., generally quite 292 

different than those provided by ComEd’s affiliate to it.  While such vendors typically 293 

have their terms of payment terms defined by contract as “net 30 days” or stated as “net 294 

30 days from the date of invoice”, in some instances, the date on the invoice could be a 295 

month or more after services are provided or products delivered.  ComEd has no control 296 

over when a non-affiliated vendor elects to invoice it for products delivered or services 297 

provided; it simply follows either the contract or invoice terms to make its payment.  To 298 

the extent that such payments are made on the basis of delayed bills from non-affiliated 299 

vendors, the effective expense lead time is increased, thereby lowering the company’s 300 

otherwise applicable cash working capital requirement and ultimately benefiting 301 

customers.  In contrast, ComEd’s affiliate invoices it on a monthly basis, on time, and 302 

thus, the remittance from ComEd to its affiliate is timely as well.  ComEd is by no means 303 

giving preferential treatment to its affiliate. 304 
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Second, the expense lead time associated with paying such an inter-company bill, 305 

i.e., 30.35 days, is generally consistent with that filed by The Peoples Gas Light and Coke 306 

Company (36.02 days), North Shore Gas Company (36.93 days), and Nicor Gas 307 

Company (34.21 days) and accepted by the Commission in ICC Docket Nos. 09-0166/09-308 

0167 (Cons.) and 08-0363.  Also, the Commission concurrently accepted as filed the 309 

Expense Lead times of 43.6 days, 44.16 days, and 49.39 days associated with Other 310 

Operations and Maintenance expenses for Peoples Gas, North Shore Gas, and Nicor, 311 

respectively, as well.3  312 

Q. What do you recommend as the Expense Lead time for Inter-Company billings? 313 

A. I recommend that the Commission direct the use of a 30.35 day expense lead time, as 314 

filed by ComEd, for inter-company billings, when calculating the final amount of cash 315 

working capital requirements to include in ComEd’s rate base. 316 

IV. Revenue Lags and Expense Leads  317 
of the EAC/REC and the GRT/MUT 318 

Q. Staff witness Pearce recommends that a zero day revenue lag and a 35.21 and 44.21 319 

day expense lead time be assigned to the Energy Assistance Charge/Renewable 320 

Energy Charge (EAC/REC) and the Gross Receipts/Municipal Utility Tax 321 

(GRT/MUT), respectively.  (Staff Ex. 3.0, p. 38, lines 903-908)  Do you agree? 322 

A. No, I do not.  Where Ms. Pearce and I agree is that “the Company did not provide any 323 

service in connection with this pass-through tax” (Staff Ex. 3.0, pp. 40 and 42, lines 956-324 

                                                 
3  See ComEd Ex. 31.0 work papers WP-1 and WP-2, excerpts from ICC Docket Nos. 08-0363 and 09-

0166/167 for the expense lead times associated with inter-company billings and other operations and maintenance 
expenses respectively. 



Docket No. 10-0467 
ComEd Ex. 31.0 

Page 16 of 25 
 

57 and lines 985-986).4  ComEd simply acts as a “tax collector” and “tax remitter”, i.e., 325 

collects the tax from the customer and remits it to the appropriate taxing authority.  That 326 

does not alter, however, that ComEd’s role causes it to experience real financial 327 

consequences due to the timing of the collections and the remittances.  We also agree that 328 

both the EAC/REC and the GRT/MUT are paid in the month following any given “tax 329 

liability” month5.  Where we seem to disagree is when the clock begins for both 330 

collections and remittances of the EAC/REC and GRT/MUT, i.e., Staff witness Pearce 331 

assigns a zero day revenue lag (or collection time) and assigns an extra 15.21 days to the 332 

expense lead (or remittance) time for both such pass-through taxes.6 333 

Q. When should the “clock begin” for calculating collections and remittances of the 334 

EAC/REC and the GRT/MUT? 335 

A. Because both the EAC/REC and the GRT/MUT amounts are required to be paid in the 336 

month following a tax liability month, the end of the tax liability month is when the clock 337 

should begin for both collections and remittances of the EAC/REC and the GRT/MUT.7 338 

                                                 
4 In other words, the pass-through tax price (or rate) has nothing to do with utility service as such. 

 
5 Defined here, the “tax liability” month is the month for which the tax is due. 

 
6 I use “Collection Time” rather than “Revenue Lag” as a measure of how long it takes to collect the 

EAC/REC and GRT/MUT from a customer.  Also, I use “Remittance Time” rather than “Expense Lead” as a 
measure of how long it takes ComEd to pay the EAC/REC to the respective taxing authorities.  That is because both 
the EAC/REC and GRT/MUT are neither revenues nor expenses; they are simply “pass-through” dollars.  This, 
however, is just terminology. 

 
7 See Section 3-53-040 of ComEd Ex. 31.2.  “The return and accompanying remittance shall be due on or 

before the last day of the month following the month during which the tax is collected or is required to be collected”.  
Note that ComEd Ex. 31.2 is an excerpt from the Attachment 1 to the response to Staff data request BAP 4.01 
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Q. Why should the clock begin at the end of a tax liability month for the EAC/REC and 339 

the GRT/MUT? 340 

A. The amount to be collected (or remitted) is a somewhat simple Price times Quantity 341 

equation.  The Price is defined by statute or municipal ordinance, e.g., The EAC/REC is 342 

levied on the basis of a defined amount per customer or account (i.e., $/month/account) 343 

and the GRT/MUT is levied on the basis of a defined “stepped” cents per kilowatt-hour 344 

charge on all kilowatt-hours consumed.8  The Quantity variable is defined for the 345 

purposes of the EAC/REC and the GRT/MUT as either a customer count or a kilowatt-346 

hour consumed/delivered during the tax liability month which should generally be 347 

determined once the tax liability month is over.9 348 

Q. How long, on average, does it take for ComEd to realize customer payments of the 349 

EAC/REC and the GRT/MUT? 350 

A. As described in my direct testimony, ComEd estimates that it takes 42.11 days starting 351 

from the end of a monthly service period (or tax liability month) to realize the customer’s 352 

payment including payments of the EAC/REC and the GRT/MUT.  The service period 353 

(i.e., the mid-point of the “tax liability” month or 15.21 days) has been completely 354 

                                                 
 
8 See Section 3-53-020 of ComEd Ex. 31.2.  The stepped cents per kilowatt-hour charge is provided for the 

City of Chicago as an example; other municipalities have a similar “stepped” structure. 

 
9 The timing of when the quantity variable for the EAC/REC and the GRT/MUT is determined might not 

necessarily be the case for all pass-through taxes.  In response to a concern raised by the AG/CUB witness Brosch, I 
discuss the methodology for how the quantity variable is derived for the Illinois Electricity Excise Tax at a later 
point in my rebuttal testimony.  Also, "collections" and "remittances" of pass through taxes are "decoupled" from 
one another owing to IT limitations at ComEd.  Thus, remittances are independent of actual collections with the 
remittance amount calculated in a variety of ways for administrative purposes (e.g., based on estimated billings from 
prior periods, sales from prior periods, pro-rating of customer counts from prior periods etc.).  ComEd sends the 
calculated remittances at a time that is consistent with the requirements stated within the relevant 
ordinances/statutes. 
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excluded from this 42.11 day collection time because (a) the EAC/REC and the 355 

GRT/MUT are not a source of revenue for ComEd, and (b) ComEd does not provide any 356 

form of a utility service to customers in its role as a tax collector. 357 

Q. So, can the collection of the EAC/REC or the GRT/MUT have a zero lag time as Ms. 358 

Pearce would suggest? 359 

A. No.  Unless there is a difference of opinion between Ms. Pearce and I on when the clock 360 

should begin with respect to tax collection, a zero lag is possible only if all customers 361 

paid the EAC/REC and GRT/MUT exactly when their service periods ended and when 362 

their meters were being read, which cannot be the case because the collection mechanism 363 

for the tax liability month (i.e., the bill) has not been generated yet. 364 

Q. What is your recommendation with respect to the lag time that should be used when 365 

estimating the cash working capital requirements associated with the EAC/REC and 366 

the GRT/MUT? 367 

A. I recommend that the Commission adopt the collection time of 42.11 days as filed by 368 

ComEd for the purpose of calculating the cash working capital requirements associated 369 

with the EAC/REC and the GRT/MUT 370 

Q. Staff witness Pearce recommends that the expense lead time for EAC/REC and 371 

GRT/MUT be calculated as the sum of the time taken to pay the tax (i.e., 20 days 372 

and 29 days for the EAC/REC and the GRT/MUT respectively) and a 15.21 day 373 

add-on to reflect the mid-point of the month in which receipts were collected.  (Staff 374 

Ex. 3.0, p. 38, lines 903-908)  Do you agree? 375 
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A. No, I do not.  I agree in principle, not necessarily the actual numbers, with Staff’s 376 

rationale for using a full 20 days for the EAC/REC and 29 days for the GRT/MUT as the 377 

time it takes for ComEd to remit the EAC/REC and GRT/MUT to the respective taxing 378 

authorities.  I disagree with adding an extra 15.21 days to the remittance (or expense 379 

lead) time for the GRT/MUT, on the grounds that it is inappropriate. 380 

Q. Why is the additional 15.21 day add-on for the GRT/MUT inappropriate? 381 

A. As I explained earlier, for remittance purposes, the clock begins at the end of a liability 382 

month.  Adding on an additional 15.21 days to the time taken to pay the tax would imply 383 

that the clock is somehow beginning during the tax liability month, i.e., meters are 384 

somehow being read and bills are being produced even before the tax liability month is 385 

complete. Thus, including a 15.21 day add-on to the “expense lead time” for the 386 

GRT/MUT is inappropriate and ComEd’s estimate of the GRT/MUT remittance time as 387 

filed, i.e., 32.44 days, should be accepted by the Commission. 388 

Q. Is the additional 15.21 day add-on appropriate for the EAC/REC? 389 

A. No.  As explained in ComEd’s response to Staff’s Data Request BAP 4.02 (attached as 390 

ComEd Ex. 31.3), “His statement that the EAC/REC is due to the Illinois Dept. of 391 

Revenue on or before the 20th of the month following the billing month is based on how 392 

the Company calculates the EAC/REC amounts to be remitted to the Illinois Department 393 

of Revenue.  The majority of remittances made by the Company to the Illinois 394 

Department of Revenue on or before the 20th of each month are based on residential and 395 

non-residential accounts billed during the month prior.  Remaining amounts remitted, 396 

again on or before the 20th of each month, are based on the number of such accounts 397 
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billed two months and three months prior.”  The amounts remitted are based on a 398 

calculation of the number of customer/accounts served during the prior month, 2 months 399 

prior, and 3 months prior.  Also two further points to be noted in this context: (a) the total 400 

amount derived from the calculation is remitted from revenues on hand on or before the 401 

20th of the month following, and (b) since the number of customers/accounts are 402 

approximately the same in all three time periods, ComEd remits approximately the same 403 

amount from revenues on hand (not necessarily actually collected amounts) to the Illinois 404 

Department of Revenue monthly. 405 

Q. What is your recommendation with respect to the remittance time that should be 406 

used when estimating the cash working capital requirements associated with the 407 

EAC/REC and the GRT/MUT? 408 

A. For reasons described in my direct testimony and adjusted here to the extent necessary, I 409 

recommend that the Commission adopt the remittance time for the EAC/REC and the 410 

GRT/MUT as filed by ComEd, i.e., 26.11 and 32.44 days respectively. 411 

V. Employee Benefits Expense Lead 412 

Q. Do you agree with Staff witness Pearce’s use of 14.64 days of expense lead time 413 

(Staff Ex. 1.0, p. 43, lines1024-1026) for employee benefits? 414 

A. No.  Staff witness states that “The Company’s CWC calculation reflects an expense lead 415 

time of zero days for employee benefits” (Staff Ex. 3.0, p. 43, lines 1016-1017), which is 416 

incorrect.  I stated in my direct testimony that “the dollar-weighted Expense Lead time 417 

associated with non-claims related employee benefits was determined to be 5.12 days.”  418 

(ComEd Ex. 7.0, p. 20, lines 399-400) This amount of expense lead time is reflected on 419 

Schedule B-8 within the Company’s Part 285 filing, Col. (F), Line 12. 420 
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VI. Revenue Lags and Expense Leads of 421 
Pension and Other Post-Employment Benefits 422 
and Amortization of Severance Costs 423 

Q. AG/CUB witness Brosch claims (AG/CUB Ex. 1.0, p. 34, lines 742-752) the results of 424 

ComEd’s lead/lag study are “unreliable” because a full revenue lag has been 425 

assigned to Pensions/OPEB’s and the Amortization of Severance Costs with a zero 426 

expense lead time for both (referencing ComEd’s Part 285 filing, Schedule B-8, Col. 427 

(F), lines 10 and 11).  Do you agree? 428 

A. No, I do not.  I have been informed by ComEd witnesses Houtsma and Fruehe that first, 429 

with respect to pensions an expense lag exists due to the fact that cash payments to the 430 

pension trust fund have exceeded pension expense accruals, and that this is accounted for 431 

as a separate component of rate base on Schedule B-1 of ComEd’s Part 285 432 

filing.10  With respect to OPEB expenses, the unfunded OPEB liability is similarly 433 

accounted for as a separate component of rate base on Schedule B-1.11  Therefore, 434 

because the timing difference between when these expenses are accrued and the cash is 435 

remitted to the respective trust funds is already reflected in rate base no further 436 

recognition in CWC is appropriate, and would in effect be a double count. 437 

Q. Explain how the Expense Lead time has been factored into Schedule B-1, and not 438 

the Revenue Lag time? 439 

A. For instance, severance costs were paid out to employees in 2004 and, pursuant to the 440 

Commission’s Orders in ICC Docket Nos. 05-0597 and 07-0566, the costs that were paid 441 

                                                 
10 Certain pension costs are included within the Deferred Debits line on ComEd’s Schedule B-1 of its Part 

285 Minimum Filing Requirements. 
11 OPEB Liabilities are included within the Operating Reserves line on ComEd’s Schedule B-1 of its Part 

285 Minimum Filing Requirements. 



Docket No. 10-0467 
ComEd Ex. 31.0 

Page 22 of 25 
 

out then are being amortized or recovered over time (7.5 years) from customers.  Thus, 442 

severance costs have a Revenue Lag time ascribed to them with a zero Expense Lead 443 

time on Schedule B-8.  444 

Q. So then, is it reasonable to consider the results of ComEd’s study “unreliable”? 445 

A. No.  I have explained here why Pensions/OPEB’s and Amortization of Severance Costs 446 

have been assigned a full Revenue lag but a zero Expense Lead time and based on this 447 

reasoning, one could hardly label ComEd’s Lead/Lag study unreliable. 448 

VII. IEET Expense Lead 449 

Q. AG/CUB witness Brosch criticizes your calculation of the Expense Lead time 450 

associated with the Illinois Electricity Excise Tax (IEET) on the grounds that you 451 

have “improperly calculated a 13.3 day pre-payment for this tax by comparing the 452 

payment date to the usage period prior to customer billing.”  (AG/CUB Ex. 1.0, p. 453 

35, lines 768-769)  Do you concur with Mr. Brosch? 454 

A. No, I do not.  The payment date by law should be compared with, as Mr. Brosch 455 

observes, “a usage period prior to customer billing”.   Similar to the EAC/REC and the 456 

GRT/MUT discussed earlier, IEET is a pass-through tax which is calculated using a price 457 

times quantity equation where the price is defined under 35 ILCS 640 section 2-4.  IEET 458 

payments due for a tax liability month are calculated  on the basis of estimated quantities, 459 

the basis for which is provided under Section 2-9(6) of 35 ILCS 640: “Each delivering 460 

supplier whose average monthly liability to the Department under this Law was $10,000 461 

or more during the preceding calendar year, excluding the month of highest liability and 462 

the month of lowest liability in such calendar year, and who is not operated by a unit of 463 

local government, shall make estimated payments to the Department on or before the 7th, 464 
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15th, 22nd and last day of the month during which tax liability to the Department is 465 

incurred in an amount not less than the lower of either 22.5% of such delivering 466 

supplier's actual tax liability for the month or 25% of such delivering supplier's actual tax 467 

liability for the same calendar month of the preceding year.” 468 

Q. Mr. Brosch continues by suggesting that “The only reasonable method would be to 469 

report and pay the current month‘s tax based upon current month‘s billed sales, 470 

rather than assuming an energy usage period prior to the date of billing.”  471 

(AG/CUB Ex. 1.0, p. 35, lines 777-779)  Do you agree? 472 

A. No.  While 35 ILCS 640 Section 2-9(6) might provide for the possibility of using such a 473 

method, i.e., paying “22.5% of such delivering supplier’s actual tax liability for the 474 

month”, Mr. Brosch’s suggested methodology would only work in an environment where 475 

all or at least the majority of ComEd’s 3.5 million plus customers were on real-time 476 

metering.  This way, the kilowatt-hours consumed by them could be quantified in real-477 

time, “rolled-up” into weekly quantities, priced out using the IEET rates provided in 35 478 

ILCS Section 2-4, and paid pursuant to 35 ILCS 640 Section 2-9(6).  This however is not 479 

the case; the majority of ComEd’s customers are not on real-time metering and have their 480 

meters read after the tax liability month is over. 481 

Q. What is your recommendation to the Commission with respect to the Expense Lead 482 

associated with the IEET? 483 

A. I recommend that the Commission reject AG/CUB witness Brosch’s proposal concerning 484 

the IEET and accept ComEd’s method as filed. 485 
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VIII. Response to Generalizations 486 

Q. Mr. Brosch states in his direct testimony that: “A properly prepared Lead/Lag 487 

study that fully considers the timing of all cash expenses will often return a negative 488 

or nearly zero CWC result, because of the extended periods over which utilities 489 

often pay certain taxes and interest expenses.”  (AG/CUB Ex. 1.0, p. 22, lines 496-490 

498)  Do you agree? 491 

A. No.  Mr. Brosch’s own analysis as filed in AG/CUB Ex. 1.5, which presumably consists 492 

of a list of “properly prepared lead/lag studies”, has failed to demonstrate this.12  In 493 

addition, a rudimentary analysis of the information provided in AG/CUB Ex. 1.5 494 

indicates that: (a) some of the utilities are natural gas utilities, (b) some might not be 495 

relevant in a predominantly urban and non-homogenous context such as the City of 496 

Chicago, and (c) some such as Arizona Public Service Company may own and operate 497 

generating facilities thereby (potentially) leading to large property tax bills.  Regardless 498 

of this information though, the conclusion from a review of AG/CUB Ex. 1.5 is clear:  499 

the majority of the utilities shown have a positive CWC requirement rather than negative 500 

or near zero. 501 

Q. Mr. Brosch references ComEd’s prior rate case, ICC Docket No. 07-0566, to 502 

support his recommendation that a zero cash working capital allowance be 503 

approved for ComEd and states that: “It is highly unlikely that ComEd‘s credit and 504 

                                                 
12 Mr. Brosch does, however, state that “While I have not conducted any extensive survey of such studies, I 

have tabulated the overall revenue lags from nine large energy utilities‘ rate case lead lag studies for comparison to 
ComEd‘s recommended 57.32 overall lag day in AG/CUB Exhibit 1.5, so as to illustrate how unreasonable the 
Company‘s proposed revenue lag value is relative to other electric utilities. This effort was not intended to be a 
systematic survey, but draws upon Utilitech‘s experience in other states and indicates a relatively narrow range of 
revenue lag day values, from about 37 to 44 days being recommended by these other large energy utilities, all of 
which are significantly fewer days than ComEd‘s asserted 57.32 day total revenue lag.”  (AG/CUB Ex-1.0, p.26, 
lines 567-575) 
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collections, billing, remittance processing and cash disbursement policies have 505 

changed dramatically since the last rate case.” (AG/CUB Ex. 1.0, p. 23, lines 506-506 

508)  Do you agree? 507 

A. No.  ComEd did not perform a lead/lag study in ICC Docket No. 07-0566 and did not 508 

request a CWC allowance to include in rate base.  Thus, there is no basis for comparison 509 

to the last rate case. 510 

Q. Have you prepared an exhibit using ComEd’s revenues and expenses as filed that 511 

summarizes ComEd’s CWC requirements as adjusted here in your rebuttal 512 

testimony? 513 

A. Yes.  I have prepared ComEd Ex. 31.4, which shows the amounts of CWC as originally 514 

requested, adjustments, and the amount of CWC requested as a result of the adjustments.  515 

The rationale for and nature of the adjustments to the revenue and expense amounts 516 

which, in turn, drive the adjustment to the CWC amount as originally filed, are discussed 517 

in the rebuttal testimony of ComEd witnesses Houtsma and Fruehe. Based on these 518 

revised levels of revenues and expenses, ComEd’s CWC is reduced from $95.7 million as 519 

filed to about $89.7 million as adjusted, i.e., a reduction of $6.0 million. 520 

Q. Does this conclude your rebuttal testimony? 521 

A. Yes. 522 


