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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 and rebuttal 6 

testimony on behalf of Commonwealth Edison Company (“ComEd”) in this 7 

proceeding? 8 

A. Yes. 9 

B. Purpose of Testimony 10 

Q. What is the purpose of your surrebuttal testimony? 11 

A. The purpose of my surrebuttal testimony is to respond to the rebuttal testimonies of 12 

Illinois Commerce Commission Staff (“Staff”) witness Pearce and Illinois Attorney 13 

General’s Office/Citizens Utility Board (“AG/CUB”) witness Brosch on the subject of 14 

the cash working capital (“CWC”) requirements of ComEd.  I discuss the following 15 

issues raised by Staff and AG/CUB in my surrebuttal: 16 

1. Determination of the Collections Lag of ComEd revenues; 17 

2. The Expense Lead of Inter-Company Billings; 18 

3. The Revenue Lags and Expense Leads of the Energy Assistance 19 

Charge/Renewable Energy Charge (“EAC/REC”) and the Gross Receipts 20 

Tax/Municipal Utility Tax (“GRT/MUT”); and 21 

4. The Revenue Lags and Expense Leads of Pensions/Other Post-Employment 22 

Benefits (“OPEB’s”) and the Amortization of Severance Costs. 23 
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C. Summary and Conclusions of Surrebuttal Testimony 24 

Q. Please summarize your findings. 25 

A. For reasons that I discuss in my surrebuttal testimony, I recommend that ComEd’s 26 

lead/lag study and its result, as modified here, be accepted by the Commission.  I 27 

recommend further that the Commission approve a revised ComEd CWC requirement of 28 

$67.7 million as an addition to rate base.  This amount represents a $22.0 million 29 

reduction from ComEd’s request during rebuttal due to a recommendation of Staff 30 

witness Pearce that I have accepted as well as revisions made to the test year revenue and 31 

expense amounts that are discussed in more detail within the surrebuttal testimony of 32 

ComEd witnesses Houtsma and Fruehe (ComEd Exhibits (“Exs.”) 55.0 and 56.0, 33 

respectively).  Finally, I recommend that Staff witness Pearce’s recommendation of a 34 

cash working capital requirement of $75.8 million for ComEd and AG/CUB witness 35 

Brosch’s recommendation of a zero cash working capital requirement for ComEd both be 36 

rejected. 37 

Q. Why should the Commission reject the CWC amount as recommended by Staff 38 

witness Pearce? 39 

A. Staff witness Pierce’s recommendations should be rejected for the following reasons: 40 

1. Staff witness Pearce, who initially recommended the use of a 64.34 day expense 41 

lead time for inter-company billings in her CWC calculation rather than the 42 

30.35 days as filed by ComEd, now proposes to use an expense lead time of 43 

45.35 days.  The stated rationale for the revision is “This length of time would 44 

more closely approach the expense lead time for non-affiliates, while recognizing 45 

that affiliates invoice charges for their services promptly and on a monthly 46 
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basis”.1 I respectfully disagree with Ms. Pearce on this issue.  Other than the 47 

notion that payments to affiliated interests are “within the Company’s 48 

discretion”2, Staff witness Pearce offers no basis for adding another fifteen days 49 

to the expense lead time calculated by ComEd.  I reiterate that based on actual 50 

payments made, i.e., the Company pays its inter-company bill monthly on or 51 

around the 15th of the month following, the expense lead time associated with 52 

inter-company billings is 30.35 days as filed by ComEd and should be accepted 53 

by the Commission. 54 

2. Staff witness Pearce continues to recommend a negative CWC requirement 55 

associated with the Energy Assistance Charge/Renewable Charge (EAC/REC) 56 

and the Gross Receipts Tax/Municipal Utility Tax (GRT/MUT).3  Again, I 57 

disagree.  As I have stated in my rebuttal testimony, that assumption is incorrect.  58 

Consistent with statutory requirements, these two taxes are paid in the month 59 

following activity during a prior “tax liability” month and as such, would have 60 

both a longer lag in collection time and a shorter lead time for remittances.  Both 61 

would thus have a positive CWC requirement. 62 

Q. Are there any recommendations made by Staff witness Pierce which you are 63 

accepting? 64 

A. Yes.  In the interest of narrowing the list of CWC related issues in this proceeding, I will 65 

accept Staff witness Pearce’s use of 36.32 days as the collections lag for ComEd and 66 

                                                 
1 Staff Ex. 18.0, Lines 730-733. 
2 Staff Ex. 18.0, Lines 721-723. 
3 Staff Ex. 18.0, Lines 735-779. 
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54.47 days as the overall revenue lag for ComEd.4  I recognize that this change to the 67 

collections and revenue lags affect the CWC requirements associated with the EAC/REC, 68 

the GRT/MUT, the Illinois Electricity Excise tax, and City of Chicago Infrastructure 69 

Maintenance Fee as well. 70 

Q. Should the Commission reject the recommendations of AG/CUB Witness Brosch? 71 

A. Yes, AG/CUB Witness Brosch’s recommendations should be rejected for the following 72 

reasons. 73 

1. AG/CUB witness Brosch continues to recommend a zero CWC requirement for 74 

ComEd on the grounds that that the methodology used to determine ComEd’s 75 

collections lag is flawed and its results, therefore, are unreliable.  The rationale for 76 

his recommendation seems to be three-fold:  (a) the methodology used by ComEd 77 

is inconsistent with his professional experience from non-Illinois jurisdictions;5 78 

(b) simply because ComEd used a method that has been previously accepted by 79 

the Commission, that does not make it standard practice;6 and (c) even if the 80 

method used by ComEd is consistent with that previously accepted by the 81 

Commission, the results derived are “inconsistent and over-stated” relative to 82 

what the Commission has previously accepted7.  I disagree with all three aspects 83 

of his rationale on the grounds that (a) his experience of other jurisdictions is 84 

irrelevant in this context, (b) the method that has been used in Illinois over the 85 

past five years or so is the result of a fully vetted regulatory process and serves to 86 

                                                 
4 Staff Ex. 18.0, Lines 829-831. 
5 AG/CUB Ex. 7.0, Lines 340-341. 
6 AG/CUB Ex. 7.0, Lines 326-336. 
7 AG/CUB Ex. 7.0, Lines 309-311. 
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provide policy direction, and (c) ComEd’s specific receivable balances can 87 

generate collections lags that might be viewed as inconsistent with some other 88 

utilities but are certainly not over-stated with respect to other utilities that operate 89 

in a similar environment. 90 

2. AG/CUB witness Brosch observes that ComEd’s result is driven by the 91 

assignment of a full Revenue Lag but a zero Expense Lead time to 92 

Pensions/OPEB’s and Amortization of Severance Cost.8  He ascribes a 93 

“non-cash” nature to both Pensions/OPEB’s and amortization of severance cost 94 

and recommends in essence that amounts associated with pensions/OPEB’s 95 

amounts and severance costs be excluded from a determination of ComEd’s CWC 96 

requirement, i.e., from both revenues and expenses.  I disagree.  As I have 97 

mentioned in my rebuttal testimony, Mr. Brosch is incorrect because he fails to 98 

recognize that both Pension contributions and severance costs represent actual 99 

“pre-paid” cash outlays for which customers are either paying now (amortization 100 

of severance costs) or will pay for in the future (lower than otherwise applicable 101 

pension expense costs).  Thus, they have been conservatively afforded a zero 102 

expense lead time and a full revenue lag time.  103 

D. Itemized Attachments to Surrebuttal Testimony 104 

Q. Are you presenting any exhibits with your surrebuttal testimony? 105 

A. Yes.  I am presenting ComEd Exs. 57.1, 57.2, and 57.3. 106 

                                                 
8 AG/CUB Ex. 7.0, Lines 474-525. 
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II. Collections Revenue Lag 107 

Q. What is your understanding of AG/CUB witness Brosch’s continued stated concerns 108 

with how the Collections Lag was derived in ComEd’s lead/lag study? 109 

A. As I have previously stated, my understanding of AG witness Brosch’s stated concerns 110 

with ComEd’s derivation of collections lag are as follows: (a) that the methodology used 111 

and the results derived by ComEd is inconsistent with his professional experience from 112 

other non-Illinois jurisdictions; (b) simply because ComEd used a method that has been 113 

previously accepted by the Commission, that does not make it “standard practice”; and 114 

(c) even if the method used by ComEd is consistent with that previously accepted by the 115 

Commission, the results derived are inconsistent and over-stated relative to what the 116 

Commission has previously accepted. 117 

Q. Is a comparison with other types of utilities in other jurisdictions relevant to 118 

ComEd’s proceeding?  119 

A. No.  Without a detailed examination of all factors that drive the choice of lead/lag study 120 

and collections lag methods, the overall determination of the revenue requirement and 121 

indeed, the rate-making philosophy in other jurisdictions, a cross-jurisdictional 122 

comparison of a single issue driving revenue requirement is irrelevant.  ComEd, an 123 

electric distribution company, does not operate in Arizona, Hawaii, New Mexico, Texas, 124 

Oklahoma, Iowa, Missouri, or Nevada, and comparing studies from those jurisdictions 125 

with ComEd is meaningless without a detailed examination of each utility in that 126 

respective jurisdiction, the history of rate-making in that jurisdiction, how lead/lag 127 

studies have evolved there, and the genesis of collection lag calculation methods in those 128 
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jurisdictions.9  And my understanding is that such a detailed examination is beyond the 129 

scope of this proceeding which is limited to ComEd’s distribution operations in Illinois. 130 

Q. Is it appropriate for ComEd to have used a method previously accepted by the 131 

Commission to derive its collections lag? 10 132 

A. Yes.  ComEd has rightfully used one method in a suite of available methods to derive its 133 

estimate of collections lag.  This method, the aging of accounts receivable method, has a 134 

history in Illinois and this history is the result of full vetting in regulatory processes over 135 

the past several years and thus constitutes one input to regulatory policy concerning 136 

lead/lag studies.  In response to the direct testimony of AG/CUB witness Brosch, I 137 

acknowledged in my rebuttal testimony that there are other methods for calculating 138 

collections lags, most notably a Days Sales Outstanding or Accounts Receivable 139 

Turnover method, analyzing the entire population of customers, or analyzing a sample of 140 

customers.  My rebuttal testimony discusses the costs, risks, data requirements, and 141 

information technology resource requirements associated with each of these 142 

methodologies.11  Having gone through such a qualitative assessment, the accounts 143 

receivable aging method was selected and used by ComEd.   144 

Q. Can the result of using a collections lag calculation method identical to that which 145 

has been used by other utilities in Illinois produce results different to those other 146 

utilities even though they operate in a similar environment? 147 

                                                 
9 These jurisdictions have been referenced by AG/CUB witness Brosch in AG/CUB Ex. 1.5 and in 

AG/CUB Ex. 1.0 “to illustrate how unreasonable the Company‘s proposed revenue lag value is relative to other 
electric utilities” (AG/CUB Ex. 1.0, Lines 570-571). 

10 As I have mentioned in my rebuttal testimony, the utilities include Peoples Gas and North Shore Gas 
(ICC Docket Nos. 09-0166/0167 Cons.), Nicor (08-0363), and the Ameren Illinois Utilities (09-0306 - 09-0311).   

11 See ComEd Ex 31.0, Lines 239-272. 
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A. Yes, adopting the same methodology for estimating collections lags for different utilities 148 

can result in a potentially different result.  ComEd has used an aging of accounts 149 

receivable method identical to that used by Peoples Gas, North Shore Gas, Nicor, and the 150 

Ameren Illinois Utilities (“AIU”) whereby broad ranges of receivables are assumed to 151 

have an average age around the mid-point of the respective interval.  A dollar-weighted 152 

average age is then calculated for each interval and then summed up across all intervals 153 

to produce the overall collections lag time.  If all customers paid their bills on time, i.e., 154 

within the 0-30 day interval, then ComEd would have no balances beyond 30 days and, at 155 

a minimum, its collections lag would have been 3.57 days12.  ComEd’s customers may 156 

have balances outstanding well beyond the 0-30 day interval and this drives the 157 

collections lag to 39.16 days as originally filed and subsequently revised to 36.32 days in 158 

this surrebuttal testimony.13  Also, such balances within discrete intervals beyond the 159 

0-30 day interval for ComEd might be higher than that at Peoples Gas, North Shore Gas, 160 

Nicor, and AIU, and thus the resulting collections lag might be higher.  Thus, there is 161 

nothing either inconsistent or over-stated about the fact that ComEd’s collections lag is 162 

higher than those reported by other utilities that operate in a similar environment. 163 

Q. AG/CUB witness Brosch claims that there is “no empirical evidence that the 164 

multiple bald assumptions that are employed in his approach are reasonable or 165 

                                                 
12 The 3.57 days is calculated in the following manner.  The US Postal Service reports that first class mail is 

delivered within 1-3 business days of receipt (http://pe.usps.com/text/dmm100/choosing-service.htm).  Assuming 1 
business day for delivery and accounting for weekends, it takes on average about 1.29 days for the bill to reach the 
customer and another 1.29 days for the check from the customer to reach ComEd.  Since mail is generally delivered 
in the morning once a day, the customer, at a minimum would have the bill for a day before mailing the check back 
to ComEd.  This is a grossly conservative estimate and thus termed “the minimum”. 

13 See the rebuttal testimony of ComEd witness Marquez for why ComEd has such balances on its books. 
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accurate in determining ComEd‘s actual lag days associated with collecting 166 

revenues from customers.”  (AG/CUB Ex. 7.0, Lines 268-271)  How do you respond? 167 

A. I have performed an additional analysis where I address the AG/CUB assertion that I 168 

have used multiple “bald assumptions”.  In my additional analysis, which again is 169 

conservative, no mid-points are used – per the US Postal Service guidelines for delivery 170 

of first class mail, the average age for the 0-30 day interval has been established at the 171 

bare minimum of 3.57 days (footnote 12 of this surrebuttal testimony provides an 172 

explanation for how this figure was derived), the average age of receivables in the 173 

31-60 day interval is defined as 31 days, the 61-90 day interval 61 days, and so on.  No 174 

tariff grace periods are provided for any class of customer.  All receivables balances 175 

including those that are more than a year old are included in the analysis.  Finally, 176 

receivables balances associated with inactive accounts are also included in the analysis.  177 

In short, no “bald assumptions” have been made.  As shown on ComEd Ex. 57.2, the 178 

resulting collections lag is 49.55 days, which is higher than what ComEd sought in its 179 

direct case or 39.16 days, and the Staff collections lag estimate that ComEd is accepting 180 

here in order to narrow the issues, i.e., 36.32 days. 181 

Q. Would you agree with AG/CUB witness Brosch’s observation that the presence of 182 

older receivables on ComEd’s books increases the estimate of ComEd’s collections 183 

lag? 184 

A. Yes. 185 

Q. Should such older receivables be used in the calculation of collections lag? 186 
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A. Yes.  As I explained in my rebuttal testimony, their consideration paints a fuller picture 187 

of the time it takes for ComEd to be “made whole” by customers.  One cannot arbitrarily 188 

ignore such older receivables and pretend that they do not exist simply to produce a 189 

collections lag result that approximates what AG/CUB witness Brosch would consider 190 

reasonable and consistent with his experience with lead/lag studies in other jurisdictions. 191 

Q. In his rebuttal testimony, Mr. Brosch claims that “A study of revenue collection lag 192 

days should focus solely upon the timing of amounts actually collected in cash.” 193 

(AG/CUB Ex. 7.0, Lines 436-437) (emphasis removed)  Is this appropriate? 194 

A. Not in my opinion.  As I have stated in my rebuttal testimony, the purpose of determining 195 

a collections lag is to determine how long it takes for a utility to be made whole for 196 

products and services that it supplies to its customers (ComEd Ex. 31.0, Lines 201-202).  197 

Further, in the instance of ComEd, to be made whole necessarily implies that a customer 198 

pays both the current bill and, if relevant, amounts owed from prior bills.  Simply 199 

focusing on the time taken to pay a current bill and ignoring amounts owed on prior ones 200 

goes against the very grain of a determination of CWC, i.e., to determine how much 201 

private investment is required to keep the Company whole for both current amounts owed 202 

as well as past due amounts from customers. 203 

Q. In his rebuttal, Mr. Brosch observes that a significant percentage of extremely old 204 

receivables (121-365 days old) will prove to be uncollectible.14  Does that alter the 205 

calculation of the collections lag for ComEd? 206 

                                                 
14 AG/CUB Ex. 7.0, Lines 454-468.  In quoting ComEd’s response to AG Data Request AG 3.22, 

Mr. Brosch observes that approximately 44% of Residential and Small Commercial and Industrial (SCI) customer 
receivables balances will ultimately become uncollectible. 
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A. No.  As I have stated in my rebuttal testimony, even if the tag “largely uncollectible” is 207 

applied to receivable balances over 120 days old, it does not mean that ComEd would be 208 

made whole any faster.15  No doubt, ignoring such receivables will result in an artificially 209 

lower measure of collections lag, but this picture is incomplete with respect to how long 210 

it would take for ComEd to be made whole.  ComEd would still have to recover these 211 

extremely old receivables over a longer time frame, i.e., including recognizing when they 212 

occur and including them within existing regulatory vehicles (i.e., riders) for later 213 

recovery.  This could take a year.  Bear in mind that while this recognition and inclusion-214 

in-rider process is occurring, investors are providing the funds that customers should 215 

have provided. 216 

Q. Mr. Brosch asserts that ComEd’s expectation is that at least 44% of residential and 217 

SCI receivables balances in the 121-365 days aging category are deemed 218 

uncollectible.16  How would that affect ComEd’s collections lag estimate? 219 

A. Using the same assumptions used in the derivation of the collection lag proposed in my 220 

surrebuttal testimony and focusing on residential and SCI customers only, the Table 221 

below shows the result of: (a) assuming that 44% of residential and SCI receivables will 222 

become uncollectible, and (b) those uncollectible amounts will be recovered through an 223 

uncollectibles rider a year later.    This is in comparison with a “Base Case” where no 224 

such assumptions have been made. 225 

                                                 
15 ComEd Ex 31.0, Lines 197-207. 
16 AG/CUB Ex. 7.0, Line 465. 
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  Base 
Case 

Assuming that 44% of Residential and SCI 
Receivables over 120 Days will become 

Uncollectible 

    Uncollectible  Collectible  Total 

Amounts over 120 Days Old ‐ $    $17,385,795  $22,127,375  $ 39,513,170 

Collections Lag Time    365.00  30.50   

Dollar Weights    44%  56%   

Dollar Weighted Collections 
Lag Time – Days 

38.25 160.60  17.08  177.68 

 226 

Again, focusing on Residential and SCI customers only, we see from the Table above that 227 

it would take 177.68 days for ComEd to be made whole if we assume that 44% of 228 

residential and SCI receivables balances are considered “uncollectible”, compared with 229 

38.25 days if we do not make that assumption.17  Including such receivables in the aging 230 

of receivables method when calculating collections lag therefore -- i.e., not making any 231 

assumptions regarding the uncollectibility of receivables over 120 days old -- results in a 232 

much more conservative estimate of collections lag. 233 

Q. On lines 350-362 of AG/CUB Ex. 7.0, AG/CUB witness Brosch references the 234 

April 29, 2010, Commission Order in the rate proceeding of the Ameren Illinois 235 

Utilities (AIU) adopting a 21 day collection lag for the AIU.18  Is the reference to 236 

that earlier AIU decision relevant? 237 

A. No.  As noted by AG/CUB witness Brosch on footnote 12 of AG/CUB Ex. 7.0, the 238 

Commission Order on Rehearing (at pages 55-56) dated November 4, 2010, modified its 239 

earlier decision adopting a 21 day collection lag for the AIU, explicitly recognizing that 240 

                                                 
17 This 38.25 days is included within the overall 36.32 days of collections lag used by Staff witness Pearce 

and which ComEd is accepting here. 
18 ICC Order in Docket Nos. 09-0306 to 09-0311 (consolidated), dated April 29, 2010. 
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"AIU collects late fees suggests that some customers pay their bills after the dates 241 

specified in the Commission rules.”19 242 

Q. What is your conclusion regarding AG/CUB witness Brosch’s recommendation of a 243 

zero CWC requirement on account of his categorization of ComEd’s collections lag 244 

as “unreliable”? 245 

A. I recommend that the Commission reject Mr. Brosch’s proposal of providing ComEd 246 

with a zero CWC requirement on account of a claimed unreliable estimate of collections 247 

lag.  I recommend further that the Commission accept the revised figure of 36.32 days of 248 

collections lag and 54.47 days of overall revenue lag, which drives the adjusted CWC 249 

amount shown on ComEd Ex. 57.1. 250 

III. Inter-Company Billings Expense Lead 251 

Q. Staff witness Pearce, who initially recommended the use of a 64.34 day expense lead 252 

time for inter-company billings in her CWC calculation rather than the 30.35 days 253 

as filed by ComEd, now proposes to use an expense lead time of 45.35 days.  The 254 

stated rationale for the revision is: “This length of time would more closely 255 

approach the expense lead time for non-affiliates, while recognizing that affiliates 256 

invoice charges for their services promptly and on a monthly basis”.  (Staff Ex. 18.0, 257 

Lines 730-733)  Do you agree? 258 

A. No, I do not.  259 

Q. Why do you not agree? 260 

                                                 
19 With respect to the ICC Order and Order on Rehearing in the Ameren Illinois Utilities cases (Docket 

Nos. 09-0306 to 09-0311 (consolidated)) quoted by the AG/CUB witness (AG/CUB Ex. 7.0, Lines 350-362 and 
Footnote 12), it should be kept in mind that in its direct testimony on rehearing, AIU recalculated their collections 
lag and derived a result of 35.11 days.  See AIU Ex 9.0RH, Lines 213-215, dated July 1, 2010. 
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A. Other than the notion that payments to affiliated interests are “within the Company’s 261 

discretion”20, Staff witness Pearce offers no basis for adding another fifteen days to the 262 

expense lead time calculated by ComEd.  Based on actual payments made in 2009, i.e., 263 

the Company pays its inter-company bill monthly on or around the 15th of the month 264 

following, the expense lead time associated with inter-company billings is 30.35 days as 265 

filed by ComEd and should be accepted by the Commission.  Also, I reiterate what I have 266 

stated in my rebuttal testimony, that ComEd’s expense lead time associated with paying 267 

such an inter-company bill, i.e., 30.35 days, is generally consistent with that filed by 268 

Peoples Gas (36.02 days), North Shore Gas (36.93 days), and Nicor (34.21 days) and 269 

accepted by the Commission in ICC Docket Nos. 09-0166/09-0167 (Cons.) and 270 

08-0363.21  Plus, all these expense lead times are far less than the 45.35 days proposed by 271 

Staff witness Pearce for ComEd. 272 

Q. What do you recommend as the Expense Lead time for Inter-Company billings? 273 

A. I recommend that the Commission direct the use of a 30.35 day expense lead time, as 274 

filed by ComEd, for inter-company billings, when calculating the final amount of cash 275 

working capital requirements to include in ComEd’s rate base. 276 

IV. Revenue Lags and Expense Leads 277 
Of the EAC/REC and the GRT/MUT 278 

Q. Staff witness Pearce maintains her position that the EAC/REC should have a zero 279 

revenue lag and an expense lead time of 35.21 days.  In critiquing ComEd’s analysis, 280 

                                                 
20 Staff Ex. 18.0, Lines 721-723. 
21 See ComEd Ex. 31.0 work papers WP-1 and WP-2, excerpts from ICC Docket Nos. 08-0363 and 

09-0166/09-0167 for the expense lead times associated with inter-company billings and other operations and 
maintenance expenses respectively. 
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she concludes that: “In other words, the Company’s CWC analysis reflects that 281 

payment of the EAC/REC pass-through taxes occurs on average 16 days before the 282 

amounts are collected from customers.” (Staff Ex. 18.0, Lines 773-776)  Do you 283 

agree with Ms. Pearce? 284 

A. Yes, I do.  The Company is in essence paying EAC/REC amounts to the Illinois 285 

Department of Revenue before they are, in the light of the law, collected from customers. 286 

Q. What does the applicable law state? 287 

A. According to 35 ILCS 20 Section 13, Part (f), “By the 20th day of the month following 288 

the month in which the charges imposed by the Section were collected, each public 289 

utility, municipal utility, and electric cooperative shall remit to the Department of 290 

Revenue all moneys received as payment of the Energy Assistance Charge on a return 291 

prescribed and furnished by the Department of Revenue (“IDOR”) showing such 292 

information as the Department of Revenue may reasonably require….”   293 

(http://www.ilga.gov/legislation/ilcs/ilcs3.asp?ActID=1416&ChapAct=305%A0ILCS%A294 

020/&ChapterID=28&ChapterName=PUBLIC%2BAID&ActName=Energy%2BAssista295 

nce%2BAct)  296 

Q. What are the implications of ComEd “following the letter of the law” in this 297 

instance? 298 

A. If ComEd were to make remittances on account of the EAC/REC to the IDOR consistent 299 

with 35 ILCS 20, Section 13, Part (f), service provided in January of any given year, 300 

would be billed in February.  The bill dated February would include amounts due on 301 

account of the EAC/REC.  If January collections for customers served in January were to 302 
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be remitted on February 20th, nothing would be remitted to the IDOR.  To avoid this 303 

situation, and as I have explained in my rebuttal testimony, footnote 9 on page 17 of 304 

ComEd Ex. 31.0, collections of the EAC/REC are “decoupled” from remittances; in other 305 

words, what ComEd remits to the IDOR on account of the EAC/REC is independent of 306 

what it collects.  As part of this decoupling, ComEd calculates the amounts due on the 307 

20th of any given month using a formula that takes into account amounts billed three 308 

month ago, two months ago, and the current month.  The resulting amount is transcribed 309 

onto an RPU-6 form prescribed by the Illinois Department of Revenue, and then remitted. 310 

Q. Wouldn’t this result in the same amount of remittances monthly by ComEd to the 311 

Illinois Department of Revenue? 312 

A. Absolutely.  It is important to keep in mind that the EAC/REC tax is levied on the basis 313 

of a $/customer or $/account.  If the number of accounts/customers do not significantly 314 

change from month to month, then approximately the same amount is remitted by ComEd 315 

to the Illinois Department of Revenue each month regardless of what was actually 316 

collected.  This generates a CWC requirement for ComEd. 317 

Q. Is the situation the same for the GRT/MUT? 318 

A. No.  Contrary to Staff witness Pearce’s assertion (Staff Ex. 18.0, Lines 781-790) and 319 

according to Section 3-53-040 of ComEd Ex. 31.2: “The return and accompanying 320 

remittance shall be due on or before the last day of the month following the month during 321 

which the tax is collected or is required to be collected”, i.e., the EAC/REC and the 322 

GRT/MUT are not the same.22  The “required to be collected” language is what drives the 323 

                                                 
22 Note that ComEd Ex. 31.2 is an excerpt from the Attachment 1 to ComEd’s response to Staff data 

request BAP 4.01. 
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calculus of what needs to be remitted regardless of what was collected. This language is 324 

similar within other municipal ordinances concerning the GRT/MUT.  I have explained 325 

in detail the mechanics of the calculation including the price times quantity equation that 326 

is used to determine the amount of tax owed and remitted in my rebuttal testimony and, 327 

in the interest of brevity, shall not repeat it here (ComEd Ex. 31.0, Lines 342-349). 328 

Q. What is your recommendation with respect to the collection lag time that should be 329 

used when estimating the cash working capital requirements associated with the 330 

EAC/REC and the GRT/MUT? 331 

A. I recommend that the Commission adopt the collection time of 39.26 days as revised here 332 

by ComEd for the purpose of calculating the cash working capital requirements 333 

associated with the EAC/REC and the GRT/MUT 334 

Q. What is your recommendation with respect to the remittance time that should be 335 

used when estimating the cash working capital requirements associated with the 336 

EAC/REC and the GRT/MUT? 337 

A. For reasons described in my rebuttal testimony and adjusted here to the extent necessary, 338 

I recommend that the Commission adopt the remittance time for the EAC/REC and the 339 

GRT/MUT as filed by ComEd, i.e., 26.11 and 32.44 days respectively and not that 340 

recommended by Staff witness Pearce, i.e., 35.21 and 44.21 days respectively. 341 

V. Revenue Lags and Expense Leads of 342 
Pension and Other Post-Employment Benefits 343 
and Amortization of Severance Costs 344 

Q. The AG/CUB witness expresses a concern with your treatment of Pensions/ OPEB’s 345 

in deriving ComEd’s CWC requirement.  What is the concern? 346 
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A. In observing that “Mr. Subbakrishna appear to either not understand why amortizations 347 

and other non-cash expenses must be excluded from the revenue lag computations in 348 

calculating CWC, or he is being intentionally opaque in his Rebuttal on this point” 349 

(AG/CUB Ex. 7.0, lines 507-510), the AG/CUB witness states that my analysis “properly 350 

indicates that pensions and OPEB’s should be assigned a zero day expense lead because 351 

these are non-cash expenses in the test year and are separately included in the rate base. It 352 

is essential to also remove the Pension & OPEB amounts from the revenues in the study 353 

to avoid assigning a full revenue lag with an assumed zero expense lead” (AG/CUB 354 

Ex. 7.0, Lines 480-484). 355 

Q. Is the concern expressed by the AG/CUB witness reasonable? 356 

A. No.  As ComEd witness Houtsma explains in her direct testimony (ComEd Ex 6.0 357 

Revised, lines 560-562), ComEd made a contribution to its pension fund in 2009 and has 358 

included this payment as an asset in its rate-base.23  This payment was made using a 359 

combination of debt and internally generated funds.  ComEd witness Houtsma continues 360 

to explain that the key factor which necessitated the 2009 contribution was a “dramatic 361 

loss in market value of the trust fund investments” “such as those experienced in 2008” 362 

(ComEd Ex. 6.0 Revised, Lines 595-597).  She continues by stating that “This cost is 363 

directly attributable to ComEd employees but was never part of the annual pension 364 

expense reflected in customer rates” (ComEd Ex 6.0 Revised, Lines 599-600) and 365 

concludes by stating that the contribution that was made “will result in a lower pension 366 

                                                 
23 The rationale for why this contribution was made is more fully explained in ComEd Ex 6.0 Revised, 

Pages 28 and 29. 
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expense in years 2010 and beyond than would otherwise be the case because of expected 367 

investment returns” (ComEd Ex 6.0 Revised, Lines 614-616). 368 

Q. If the plan is to include the contribution as an asset in rate-base, would a CWC 369 

requirement associated with it be “double-count”? 370 

A. No, there is no “double-count”.  There has been a cash outflow (i.e., the Company’s 371 

contribution) in advance of customer collections of that cash outflow.  The contribution 372 

made by ComEd was out-of-pocket and was never part of either rates or rate-base.  So, 373 

that ComEd now proposes to include its 2009 contribution in rate-base implies that it has 374 

taken into account the expense lead component associated with the contribution made, 375 

i.e., a cash outflow assigned a zero expense lead time.  Second, this contribution, which 376 

hasn’t been paid for yet (i.e., not in rates during the test year), will benefit customers 377 

going forward with a lower than otherwise applicable pension expense, as discussed by 378 

Ms. Houtsma.  Thus, a full revenue lag is assigned to the contribution. 379 

Q. The AG/CUB witness continues to recommend that the revenue lag associated with 380 

severance costs be excluded from the calculation of ComEd’s CWC requirements.  381 

(AG/CUB Ex. 7.0, Lines 511-525)   Do you agree? 382 

A. No.  The AG/CUB witness’ stated rationale for this position seems to be: “This approach 383 

is not a balanced treatment of cash inflows and cash outflows in the lead/lag study.  One 384 

cannot reasonably exclude by ascribing a zero Expense Lead time�a selected expense 385 

component of the study, while at the same time then applying a full Revenue Lag time�for 386 
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the recovery of the expense without systematically overstating CWC”.24  The AG/CUB 387 

witness’ rationale is misleading and should be rejected. 388 

Q. Please explain why the AG/CUB witness’ rationale is misleading? 389 

A. If cash is paid out well in advance of when authorized recoveries occur, there is a CWC 390 

requirement associated with it.  As explained in my rebuttal testimony, ComEd paid 391 

severance costs in 2004 and received regulatory approval to recover from customers what 392 

it paid out over a period of 7.5 years.25  Thus, (a) what the AG/CUB would term a “cash 393 

outflow” occurred in 2004, i.e., at least five to six years ago from the perspective of the 394 

test year in this rate proceeding; and (b) relative to when the cash outflow occurred, the 395 

cash inflow is occurring five to six years later.  To be conservative in its estimate of cash 396 

working capital requirements, ComEd has assumed a zero expense lead time when in 397 

fact, the lead time for such payments should be in excess of a negative 2,000 days (i.e., 398 

the time when cash was paid out compared with when recovery of such cash payments 399 

are occurring).”  (Part b. of ComEd’s response to AG/CUB DR 14.15, attached as 400 

ComEd Ex. 57.3)  401 

Q. Does this conclude your surrebuttal testimony? 402 

A. Yes. 403 

                                                 
24 AG/CUB Ex. 7.0, Lines 518-522. 
25 ComEd Ex 31.0, Lines 440-442. 


