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ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 12-   2 

DIRECT TESTIMONY OF  3 

DAVID A. HEINTZ 4 

Submitted on Behalf Of 5 

Ameren Illinois 6 

I. INTRODUCTION 7 

A. Witness Identification 8 

Q. Please state your name and business address. 9 

A. My name is David A. Heintz.  My business address is 293 Boston Post Road, Suite 500, 10 

Marlborough, Massachusetts 01752. 11 

Q. By whom are you employed and in what capacity? 12 

A. I am a Vice President with Concentric Energy Advisors, Inc. (Concentric). 13 

Q. Please describe Concentric. 14 

A. Concentric is a management consulting and economic advisory firm focused on the North 15 

American energy and water industries.  Concentric specializes in regulatory and litigation 16 

support, transaction-related financial advisory services, energy market strategies, market 17 

assessments, energy commodity contracting and procurement, economic feasibility studies, and 18 

capital market analyses and negotiations. 19 

Q. What are your responsibilities as Vice President? 20 
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A. As a consultant, my responsibilities include assisting clients in identifying and addressing 21 

business issues.  My primary areas of focus have been regulatory-, financial- and operational-22 

related issues. 23 

Q. Please describe your education background and relevant experience. 24 

A. See a summary of my education and experience as set forth in Ameren Exhibit 4.1. 25 

Q. Have you testified before regulatory authorities in the past? 26 

A. Yes.  I have previously testified before the Illinois Commerce Commission (Commission) 27 

as well as the Arkansas Public Service Commission, the Connecticut Department of Public 28 

Utility Control, the Georgia Public Service Commission, the Massachusetts Department of 29 

Public Utilities, the New Jersey Board of Public Utilities, the New York State Public Service 30 

Commission, the Pennsylvania Public Utility Commission, the Rhode Island Public Utilities 31 

Commission and the Federal Energy Regulatory Commission. 32 

Q. On behalf of which party are you presenting this testimony? 33 

A. I am sponsoring this testimony on behalf of the electric business of Ameren Illinois 34 

Company (AIC or Company). 35 

B. Purpose, Scope and Identification of Exhibits 36 

Q. What is the purpose of your direct testimony in this proceeding? 37 

A. The purpose of my direct testimony is to sponsor the Company’s cash working capital 38 

requirement request, which is supported by a lead-lag study. 39 

Q. Are you sponsoring any schedules? 40 
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A. Yes, in addition to my direct testimony, I am sponsoring Ameren Exhibits 4.1 through 41 

4.3. 42 

II. CASH WORKING CAPITAL 43 

Q. Has Concentric performed a study to determine the level of cash working capital 44 

AIC’s electric business requires to finance its day-to-day operations? 45 

A. Yes, Concentric performed a lead-lag study by analyzing AIC’s cash transactions and 46 

invoices for the twelve months ended September 30, 2010.  The developed leads and lags were 47 

then applied to the 2010 adjusted expense levels. 48 

Q. Please define what you mean by the phrase cash working capital. 49 

A. Cash working capital (CWC) is the amount of funds required to finance the day-to-day 50 

operations of the Company.  A CWC requirement represents the amount of cash the Company 51 

needs to keep on hand to meet its cash operating expenses. 52 

Q. Are the methods Concentric used to determine the CWC requirement consistent 53 

with the Illinois Commerce Commission’s past decisions on CWC? 54 

A. Yes, the methods used to determine the CWC requirement are consistent with the Illinois 55 

Commerce Commission’s (Commission) decisions in prior AIC rate cases. 56 

Q. Has Concentric calculated the Company's CWC requirements employing what is 57 

referred to as the Gross Lag methodology? 58 

A. Yes.  Ameren Exhibit 4.2 shows the CWC requirement for AIC’s electric business 59 

employing the Gross Lag methodology. 60 

Q. Please explain how the Gross Lag methodology works. 61 
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A. Under the Gross Lag methodology, the revenue lag is divided by 365 days to arrive at a 62 

CWC factor for revenues. That factor is then multiplied by the company's adjusted revenues.  63 

The revenues are adjusted to remove all non-cash items and other revenues which are not 64 

available to pay cash expenses.  Such offsets typically include depreciation, return on equity, and 65 

uncollectibles. 66 

Expense leads are also divided by 365 days to arrive at the CWC factor associated with 67 

each expense classification.   The factor is then multiplied by the appropriate expense level.  The 68 

revenue and expense CWC requirements are then summed to determine the overall CWC 69 

requirement for the company. 70 

Q. When employing the Gross Lag methodology, is it important that the level of 71 

revenues and expenses reflected in the analysis equal? 72 

A. Yes.  It is important that there be symmetry between the level of cash operating revenues 73 

and cash operating expenses reflected under the Gross Lag methodology.  The purpose of the 74 

CWC analysis is to analyze the timing of cash receipts and cash outflows.  To get an accurate 75 

determination of a company’s CWC requirements, the level of revenues considered in the CWC 76 

analysis should be sufficient to reflect the payment of all cash operating expenses.  If there is an 77 

imbalance between the level of operating revenues and expenses, there will be an artificial 78 

imbalance in the resulting level of CWC requirement. 79 

Q. How should the results of the CWC analysis be treated for ratemaking purposes? 80 

A. The CWC requirements should be included as part of AIC’s rate base for ratemaking 81 

purposes. 82 
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Q. Is the analysis of the differences between the revenue lags and expense leads 83 

typically referred to as a lead-lag study? 84 

A. Yes.  CWC determinations are generally intertwined with lead-lag studies that are used to 85 

analyze the lag time between the date customers receive service and the date that customers' 86 

payments are available to the company.  This lag is offset by a lead time during which the 87 

company receives goods and services, but pays for them at a later date. 88 

 The “lead” and “lag” are both measured in days.  The dollar-weighted lead and lag days 89 

are then divided by 365 to determine a daily CWC factor.  This CWC factor is then multiplied by 90 

the annual test year cash revenues and expenses to determine the amount of CWC required for 91 

operations.  The resulting amount of CWC is then included as part of the Company's rate base. 92 

Q. What are the various leads and lags that should be considered in a CWC analysis? 93 

A. Two broad categories of leads and lags should be considered: 1) lags associated with the 94 

collection of revenues owed to the company (revenue lags); and 2) lead times associated with the 95 

payments for goods and services received by the company (expense leads). 96 

Q. What is a revenue lag? 97 

A. A revenue lag refers to the elapsed time between the delivery of the company’s product 98 

(i.e., electricity) and its ability to use the funds received as payment for the delivery of the 99 

product. 100 

Q. What is an expense lead? 101 

A. The expense lead refers to the elapsed time from when a good or service is provided to 102 

the company to the point in time when the company pays for the good or service and the funds 103 

are no longer available to the company. 104 
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Q. What was the source of information you employed to determine the leads and lags in 105 

your CWC analysis? 106 

A. Information from Ameren Services Company’s Accounts Payable, Customer Service, 107 

Human Resources, Payroll, and Tax systems as well as records from the Company's bank 108 

accounts was utilized.  The information derived from these sources, together with analyses of 109 

specific invoices, led to the determination of the appropriate number of lead-lag days for the 110 

Company. 111 

A. Revenue Lag 112 

Q. How was the revenue lag determined? 113 

A. The revenue lag measures the number of days from the date service was rendered by AIC 114 

until the date payment was received from customers and such funds were available to the 115 

Company.  The revenue lag was divided into five distinct components: 1) service lag; 2) billing 116 

lag; 3) collections lag; 4) payment processing lag, and 5) bank float on collections from 117 

customers.  Considered together, these five components of the revenue lag totaled a weighted 118 

average of 49.75 lag days for the electric business.  An explanation of each component of the 119 

base revenue lag follows. 120 

Q. What is meant by service lag? 121 

A. The service lag refers to the number of days from the mid-point of the service period to 122 

the meter reading date for that service period.  Using the mid-point methodology, the average lag 123 

associated with meter reading was 15.21 days (365 days in the year divided by 12 months 124 

divided by 2). 125 

Q. What is the mid-point methodology to which you refer? 126 
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A. The mid-point methodology presumes that service is provided ratably over the course of 127 

a month.  As a result, the mid-point of a period (typically a month) is used to represent the point 128 

at which costs are equally shared by shareholders and customers. 129 

Q. What is meant by billing lag? 130 

A. Billing lag refers to the average number of days from the date on which the meter was 131 

read until the date the monthly bill was mailed to the customer.  The billing lag was determined 132 

by analyzing the Company’s monthly billing schedules and meter reading records.  The average 133 

billing lag was determined to be 1.51 days. 134 

Q. What is meant by collections lag? 135 

A. The collections lag refers to the average amount of time from the date when the monthly 136 

bill was mailed to the customer to the date that the Company received payments from its 137 

customers.  The collection was calculated employing actual aged receivables from the 138 

Company’s Customer Service System.  The weighted aged receivables for the twelve months 139 

ended September 30, 2010 were adjusted to reflect potentially uncollectible receivables.  The 140 

average collection lag was determined to be 30.67 days. 141 

Q. What is meant by payment lag? 142 

A. Payment lag refers to the elapsed time between the Company’s receipt of the customers’ 143 

payments and the transmittal of such payments to the bank for collection from the customers’ 144 

account.  Considering all of the different methods by which customers paid their monthly bills 145 

and the timing of such payment processing methods during the twelve months ended September 146 

30, 2010, the payment lag was determined to be 1.39 days. 147 

Q. What is meant by bank float? 148 
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A. Bank float refers to the elapsed time between the Company's deposit of the customers’ 149 

checks and the Company’s access to the cash.  Examination of the Company's bank records and 150 

cash availability summaries during the twelve months ended September 30, 2010 reflected that 151 

there was a float time of 0.97 days between aggregate deposits of customer checks into the 152 

Company's bank account and the Company's access to the cash. 153 

Q. Please summarize the calculation of the revenue lag days. 154 

A. The calculation of the revenue lag, by lag component is summarized in the following 155 

table. 156 

Revenue Lag 
Component

Lag 
Days

Service  15.21 

Billing            1.51 

Collections 30.67 

Payment Processing           1.39 

Bank Float           0.97 

Total Revenue Lag 49.75 

B. Expense Leads 157 

Q. What expense-related leads were considered in the lead-lag analysis? 158 

A. Lead times associated with the following cash expense categories were considered in the 159 

study: a) Employee benefits; b) electricity purchases; c) base payroll; d) FICA (social security) 160 

and other withholdings; e) other O&M expenses; f) general taxes including taxes other than 161 

income taxes; g) federal income taxes; h) state income taxes; and i) interest on long-term debt. 162 

Q. How was the expense lead for each of the cash expense categories determined? 163 
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A. The expense lead for each cash expense category was determined based upon a review of 164 

actual cash outlays for services received during the twelve months ended September 30, 2010.  165 

Each expense lead consists of one or more of the following: 1) service lead; 2) payment lead; and 166 

3) bank float lead. 167 

Q. When would a service lead be applicable? 168 

A. The Company typically incurs two types of cash expenses – those associated with a 169 

service provided by a vendor or the purchase of a good or product.  For those cash expenses 170 

which had a discernible period of delivery (i.e., a service-related expense), the service lead 171 

would be applied.  Similar to the service lag, the service lead represents the midpoint of the 172 

period over which the service was provided to the Company.  For example, the payroll expense 173 

would be for a period of time during which employees provided their services in return for a 174 

paycheck. If the paycheck covered a two-week period, the service lead would be the mid-point of 175 

the two week period. 176 

 If the incurred expense was attributable to the purchase of a good or product, (as opposed 177 

to a service), there would be no service lead. 178 

Q. What does the payment lead represent? 179 

A. The payment lead represents the elapsed time from when AIC received a good (i.e., date 180 

of purchase) or service (i.e., invoice) until the date on which the Company issues payment for 181 

such good or service. 182 

Q. What is the bank float lead? 183 



Ameren Exhibit 4.0 
Page 10 of 25 

580 

A. The bank float lead represents the elapsed time from the date the Company issues 184 

payment via check for the good or service until such time as the funds are withdrawn from the 185 

Company’s bank account. 186 

Q. What types of leads associated with the Company's Employee Benefit programs 187 

were considered in the analysis? 188 

A. The lead times associated with the following major categories of the Company's 189 

employee benefit programs were analyzed: a) group life insurance, b) group health insurance 190 

including claims processing, claims payment, and administration costs, and c) the Company's 191 

401-K plan.  Taken together, these programs had a dollar-weighted lead time of 12.69 days for 192 

the twelve months ended September 30, 2010.  The payments were made electronically, so no 193 

bank float was included in the expense lead. 194 

Q. What were the expense leads associated with the Company's group life insurance 195 

program? 196 

A. The analysis of invoices paid to the Company's providers of group life insurance for the 197 

twelve months ended September 30, 2010 generated a weighted average lead time of 23.87 days.  198 

Since payments were made electronically to each of these providers, no additional float time was 199 

considered. 200 

Q. What were the expense leads associated with the Company's group health insurance 201 

programs? 202 

A. The Company's group health insurance program had two major categories of activities: a) 203 

claims processing and payment, i.e., from the time a claim was submitted to the time the 204 

reimbursement occurred, and b) administration-related expenses.  Based on annual summaries of 205 
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performance provided to the Company by its group health plan administrators, the claims 206 

processing and payment period was determined to be 11.64 days.  Based on an examination of 207 

invoices and payment instructions from within the Company's accounts payable system, the lead 208 

time for group health administration expenses was determined to be 7.94 days.  Bank float was 209 

not included in the derivation of the expense lead.  These lead times were all based on actual 210 

expenses paid during the twelve months ended September 30, 2010. 211 

Q. What was the expense lead associated with the Company's matching of employee 212 

contributions to the 401-K plan? 213 

A. The expense lead time associated with the Company’s 401-k plan matching was 14.52 214 

days.  Since payments to the Company's 401-k fund managers were made electronically, bank 215 

float time was not included in the analysis. 216 

Q. What was the expense lead associated with the Company's purchases of electricity? 217 

A. During the twelve months ended September 30, 2010, AIC purchased power from auction 218 

and the Midwest Independent System Operator (MISO).   Beginning in June 2010, however, all 219 

power was supplied by the MISO and will be going forward.  Based on an examination of the 220 

service periods and payment dates for the Company’s source of purchased power, a lead time of 221 

28.50 days was determined.  The purchased power expense lead is used to set power rates only 222 

and included for recovery through Rider PER (Purchased Energy – Supply Procurement) at the 223 

time Rider PER values are reset. No allowance for cash working capital associated with 224 

purchased electricity has been included in the Company’s delivery service rate base. 225 

Q. Please provide an explanation of the leads associated with the Company's payroll 226 

expenses. 227 
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A. The Company's payroll records for the twelve months ended September 30, 2010 were 228 

analyzed to measure the number of lead days between the Company's receipt of services from its 229 

employees and the related payment for those services. Payroll lead days were calculated by: a) 230 

calculating the nominal and weighted lead time by pay day, b) adding to the estimate of weighted 231 

lead an amount to cover the float time where checks rather than direct deposits were used as the 232 

basis for compensating employees, and c) weighting the resulting lead days by the amounts paid 233 

by the Company to cover their payroll obligations.  To the extent that employees were 234 

reimbursed for their services by check, an additional float time of 5.51 days was added.  The 235 

resulting total on a dollar-weighted basis, including float time, was 10.55 days. 236 

Q. Please explain the lead effects associated with FICA and other federal and state 237 

withholding taxes. 238 

A. The Company electronically transfers the dollar amounts associated with the employee 239 

and employer share of Federal Insurance Contributions and federal and state withholding taxes to 240 

the appropriate federal and state authorities on their respective due dates; the next business day 241 

to the federal authorities, and the third business day following the end of a period (periods end on 242 

the 7th, 15th, 22nd, and the last day of the month) to state taxation authorities.  Taking this 243 

payment schedule into account and considering weekends and bank holidays, an incremental 244 

lead time of 2.50 days was estimated for federal withholding while social security or FICA-245 

related transactions had a lead time of 2.58 days.  This lead time is “incremental” in the sense 246 

that it should be added to the lead time on base payroll to derive the total amount of lead time 247 

associated with federal withholding taxes.  Similarly, an incremental lead time of 6.54 days was 248 

determined for transactions involving the State of Illinois.  Since the federal withholding, FICA, 249 

and state withholding amounts were remitted to the respective authorities via wire transfer, no 250 
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additional bank float was included in the analysis.  The resulting weighted payroll expense lead 251 

was 11.39 days. 252 

Q. What are Other O&M expenses and what lead times were associated with such 253 

expenses? 254 

A. The Company engages in transactions with other vendors (not associated with pensions, 255 

benefits, payroll, purchased power, or taxes) for a variety of purposes including facility 256 

maintenance, system maintenance, service reliability, and customer service.  Invoices from 257 

providers of such services during the twelve months ended September 30, 2010 were analyzed in 258 

order to calculate a lead time associated with payment for services related to Other O&M 259 

activities.  On average, invoices were paid by the Company 48.87 days after receipt, which 260 

includes 7.41 days of bank float since most of these Other O&M related expense payments were 261 

made by check. 262 

Q. What does bank float mean in the context of the Company's accounts payables? 263 

A. Bank float is the difference in time between the date the Company mails a check to one 264 

of its vendors and the date the cash leaves the Company's bank account. 265 

Q. Why is it necessary to consider the float on the Company's accounts payables in a 266 

lead-lag study? 267 

A. It is the Company's intent to present an unbiased and comprehensive analysis of its cash 268 

working capital requirements to the Commission in this proceeding; thus, the estimate of float 269 

(or bank processing) time was considered in both the receivable and payable side of the cash 270 

working capital equation. 271 

Q. How was the bank float on the Company's accounts payables determined? 272 



Ameren Exhibit 4.0 
Page 14 of 25 

580 

A. The float time was determined using data on non-payroll related cancelled checks 273 

provided by the Company's bank.  Using actual checks for the twelve months ended September 274 

30, 2010, the analysis indicated that the average float time was 7.14 days, on a dollar weighted 275 

basis. 276 

Q. What general taxes that were not pass-through taxes were considered in the 277 

analysis? 278 

A. The following general taxes were considered in the study: a) Federal Unemployment 279 

Taxes; b) State Unemployment Taxes; c) Corporation Franchise Taxes; d) Real Estate and 280 

Property taxes; e) Electricity Excise Tax; f) Electricity Distribution Tax; g) St. Louis Corporate 281 

Earnings and Payroll Tax; and h) Gross Receipts Tax.  Where taxes were required to be paid to a 282 

single taxing authority pursuant to a set schedule, the statutory payment dates were considered in 283 

the analysis. 284 

Q. Explain the lead effects associated with each type of non-pass through general taxes 285 

considered in the analysis. 286 

A. The treatment of each category of general taxes in the study is described below: 287 

 Federal Unemployment Taxes:  Federal Unemployment Tax Act ("FUTA") taxes were 288 

paid quarterly by the Company based on a schedule established by the Internal Revenue 289 

Service. Using a mid-point approach, a weighted lead time of 76.38 days was determined. 290 

Since payments were made by wire transfer, no bank float time was included. 291 

 State Unemployment Taxes:  The Company paid unemployment taxes on behalf of its 292 

employees who work in the State of Illinois. Based on the statutory schedule of payments 293 

to the State of Illinois, a dollar-weighted lead of 76.38 days was determined excluding 294 

bank float since payments are made by ACH or wire transfer. 295 

 Corporation Franchise Taxes:  The Company paid to the State of Illinois a corporation 296 

franchise tax. Taking into account the statutory due dates for the tax, an expense lead 297 

time of 161.97 days was determined.  Since corporation franchise taxes were wire 298 

transferred, no additional float time was included in the calculation. 299 
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 Property Taxes:  The Company paid real estate and property taxes to counties in the State 300 

of Illinois.  All current-year property taxes were due around the middle of the year 301 

following the current year. Using data on the Company’s payments for calendar year 302 

2009, a dollar-weighted expense lead of 375.08 days was determined. Since payments 303 

were made by check, 7.14 days of float time was included. 304 

 Federal Excise Tax:  Federal Excise Taxes were due monthly on the 15th day of the 305 

month following the service period. Taking this information into account, a weighted 306 

expense lead time of 30.21 was determined. Since payments were made by ACH/wire 307 

transfer, no additional float time was considered. 308 

 Electric Distribution Tax – The Electricity Distribution Tax is imposed on a utility based 309 

upon kilowatt hours delivered to its customers.  The tax is paid in four quarterly 310 

installments on the 15th of March, June, September and December.  Based upon these 311 

payment dates, an estimated weighted expense lead time of 30.13 days was determined.  312 

No float time was included since payments are made by wire transfer. 313 

 St. Louis Corporate Earnings and Payroll Expense Tax: The Company pays corporate 314 

earnings taxes to the City of St. Louis.  This tax is paid by check to the City of St. Louis 315 

at the end of the month following each quarter. Taking this information into account, the 316 

expense lead time associated with corporate earnings taxes was determined to be 83.51 317 

days. 318 

 Gross Receipts Tax:  In the State of Illinois, gross receipts taxes were payable to 319 

municipalities and were typically estimated as a percent of billings to customers within 320 

the municipality.  The Company paid these taxes on the last day in the month following 321 

the month for which the taxes were due.  Based on the dates on which taxes were due and 322 

payments were made, a dollar-weighted lead time of 45.63 days was determined.  Since 323 

payments were made by ACH/wire transfer, no additional float time was considered. 324 

 Pole Tax– The tax is an annual tax paid to the Village of East Alton based upon the 325 

number of poles in the Village as of July 1.  Payment of the tax is due the first week of 326 

July each year. 327 

Q. How did your study address federal income taxes? 328 

A. The lead time associated with federal income tax payments was based on the provisions 329 

of the Internal Revenue Code that require estimated tax payments of 25 percent of total income 330 

taxes due on April 15, June 15, September 15, and December 15 of the current year.  Taking this 331 

schedule into consideration a lead time of 37.88 days for federal income tax payments made by 332 
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the Company was determined.  This lead time did not include bank float since payments were 333 

made electronically. 334 

Q. How did the study address state income taxes? 335 

A. Illinois requires estimated state income tax payments of 25 percent on April 15, June 15, 336 

September 15, and December 15 of the current year. Taking this schedule into consideration, a 337 

weighted expense lead time of 37.88 days for state income tax payments was determined.  Since 338 

payments were made electronically, no additional float time was included. 339 

Q. Provide a description of how lead times associated with the Company's interest 340 

expenses were addressed by the study. 341 

A. The Company's interest payments on its long-term bonds were made from current 342 

revenues.  Thus, there was a lead (or lag) between the date the interest payments were collected 343 

from customers and the date when such amounts were paid to financial institutions.  The 344 

Company generally made interest payments on its long-term debt twice a year at varying times.  345 

Using actual due dates on interest payments during the twelve months ended September 30, 346 

2010, a dollar-weighted lead of 91.25 days for interest payments was determined.  Since interest 347 

payments were made electronically, no additional lead time was included. 348 

Q. Were bank facility fees included in the lead-lag study? 349 

A. Yes. In prior AIC rate cases, Staff recommended that bank facility fees should be part of 350 

the Company’s cost of capital rather than being included in administrative and general expenses.  351 

This change required the calculation of a separate expense lead for the bank facility fees which 352 

reflect the specific circumstances of the payments. 353 

Q. What expense lead have you calculated for the bank facility fees? 354 
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A. The expense lead for the bank facility fees is negative 156.59 days, based upon the three 355 

components of the fees: 356 

• The administrative agency fee that is paid one time each year; 357 

• The up-front syndication and arrangement fees that are one time payments 358 

made when the facility begins, and; 359 

• The annual facility fees which are paid quarterly in arrears. 360 

C. Pass-Through Taxes 361 

Q. What pass-through taxes are included in the CWC analysis? 362 

A. The pass-through taxes considered in the CWC analysis were: 1) Energy Assistance 363 

Charges; and 2) Municipal Utility Tax. 364 

Q. Do all utilities treat pass-through taxes in a similar manner? 365 

A. No.  Based upon my review of testimony from recent rate proceedings before the Illinois 366 

Commerce Commission, it is evident that different utilities treat pass-through taxes in different 367 

manners.  For example, some utilities record pass-through taxes as revenues and expenses while 368 

others do not.  Some utilities have remitted payments to the various taxing authorities based upon 369 

actual billings and cash collections while others rely upon estimated billings and cash 370 

collections. Given that companies handle pass- through taxes in different manners, it is only 371 

appropriate that the specific methods employed by AIC should be examined and relied upon to 372 

assess the timing associated with the billing, collection and remittance of the pass-through taxes 373 

to the appropriate taxing authorities.  As I will discuss below, the actual timing of the billing, 374 

collection and remittance of pass-through taxes by AIC has been evaluated in the lead-lag study. 375 

Q. Are pass-through taxes recorded as revenue by the Company? 376 
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A. The pass-through taxes imposed upon the utility are recorded as revenues and expenses 377 

on the Company’s financial books and excluded from revenues via a ratemaking adjustment 378 

when determining the revenue requirement. 379 

Q. Are the dollars associated with each of the pass-through taxes that will be discussed 380 

below included in the customers’ monthly utility bill? 381 

A. Yes.  The monthly bill sent to customers is the only vehicle by which the Company bills 382 

its customers for the pass-through taxes. 383 

Q. Are the revenues attributable to pass through taxes collected in the same manner 384 

and at the same time as all other revenues? 385 

A. Yes.  The Company’s customers pay one bill. That bill (and thus the payment) represents 386 

both operating revenues associated with the provisioning of gas and electric service as well as 387 

revenues associated with pass-through taxes. 388 

Q. In its Final Order in the Company’s prior rate case (i.e., Docket No. 09-0306 et. al. 389 

(Cons.)), the Commission stated “Since every dollar for pass-through taxes is collected 390 

from the ratepayers, the inflows and outflows earmarked for these taxes should be 391 

perfectly balanced. Thus the need for CWC should not arise with respect to pass-through 392 

tax transactions.1”  How do you respond to the Commission’s position? 393 

A. While the Commission’s position is conceptually ideal, unfortunately the actual timing of 394 

the billing of customers for utility services, the collection of the customers’ payment for such 395 

services and the timeframe in which the Company must remit payment for the pass-through taxes 396 

are not synchronized.  This timing difference leads to a CWC requirement associated with pass-397 

                                                            
1  Order, p. 56 
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through taxes.  In some instances the Company collects the customers’ payment of the monthly 398 

utility bill prior to the remittance of the payment of the pass-through tax to the taxing authority.  399 

In other instances, the Company must remit payment of the pass-through tax to the taxing 400 

authority prior to the receipt of the customers’ payment of the monthly utility bill. Each of the 401 

pass-through taxes, therefore, has both a revenue lag and expense lead associated with the 402 

billing, collection and remittance of the specific tax. 403 

Q. Is it appropriate to evaluate the timing differences associated with pass- through 404 

taxes based upon the Company’s specific handling of pass-through taxes?  405 

A. Yes.  As stated in the Commission’s Final Order in a recent Peoples Gas/North Shore Gas 406 

rate case: 407 

This is a factual question that rests on when a utility must make certain 408 

payments, such as taxes, and when it receives the cash from ratepayers 409 

to the make the payments. Whether the payments are based on estimate 410 

or actual cash receipts does not matter. If shareholders make a payment 411 

because the money has not yet been received from ratepayers, then this 412 

amount is appropriately contained in the calculation of cash working 413 

capital. Lead lag studies are the method by which this is determined. It is 414 

to be expected that each utility‘s lead-lag study will show different 415 

results and, thus, the decision in Nicor 2008 is not controlling.2 416 

Q. Have you analyzed AIC’s timing differences associated with the collection and 417 

remittance of pass-through taxes in the lead-lag study? 418 

A. Yes, the actual timeframes in which the pass-through taxes were billed, collected and 419 

remitted by the Company have been fully analyzed.  The results of the analyses are described 420 

below. 421 

                                                            
2  Docket No. 09-0166 et.al. (Cons.), Final Order, p. 24. 
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1. Energy Assistance Charge 422 

Q. Please describe the nature of the Energy Assistance Charge. 423 

A. Each public utility pays an Energy Assistance Charge monthly for each of its electric 424 

customers.  The monthly charge for residential electric customers is $0.48 per month.  The 425 

charge is $4.80 per month for each non- residential electric customer using less than 10 426 

megawatts of peak demand.  The monthly charge is $360 per month for non-residential electric 427 

customers that had 10 megawatts or greater of peak demand. 428 

Q. What revenue lag was assigned to the Energy Assistance Charge in the lead- lag 429 

study? 430 

A. Given that the Energy Assistance Charge is based upon the number of customers and not 431 

usage, the revenue lag assigned to the charge in the lead-lag study excluded the service lag and 432 

consisted of the billing lag, collections lag, payment processing lag and bank float.  Therefore, a 433 

revenue lag of 34.54 days was assigned to the Energy Assistance Charge. 434 

Q. Please describe the timing of the remittance of the Energy Assistance Charge.  435 

A. The Company pays the Energy Assistance Charge into a fund managed by the State of 436 

Illinois to assist low income customers in paying their utility bills.  The charge includes the 437 

Energy Assistance Charge and Renewable Energy Charge.  These payments are made to the 438 

Illinois Department of Revenue via a monthly return due on or before the 20th day of the month 439 

following that in which service was provided.  Therefore, as an example, payments associated 440 

with all electric bills associated with usage for the month of January 2011 would be remitted to 441 

the State of Illinois on February 20, 2011. 442 
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2. Municipal Utility Tax 443 

Q. What is the Municipal Utility Tax? 444 

A. Municipalities are allowed to assess a tax on utility services received by residents in the 445 

various municipalities in the State of Illinois.  This Municipal Utility Tax (MUT) tax is billed 446 

and collected by the electric service provider. 447 

Q. Is the MUT assessed based upon customer usage? 448 

A. Yes.  Municipalities are allowed to assess a tax of up to 5 percent of the kilowatt hours 449 

billed therefore, the higher the usage of electricity the higher the tax. 450 

Q. What revenue lag was assigned to the MUT in the lead-lag study? 451 

A. Given that the MUT is based upon usage, and that usage occurs over the course of a 452 

given month, the revenue lag associated with the MUT assigned in the lead-lag study consisted 453 

of the service lag, billing lag, collections lag, payment processing lag and bank float.  Therefore, 454 

a revenue lag of 34.54 days was assigned to the MUT. 455 

Q. When are payments associated with MUTs remitted to the taxing bodies? 456 

A. The Company paid the MUTs on the last day of the month following the month in which 457 

usage occurred.  Therefore, as an example, payments associated with all electric bills associated 458 

with usage for the month of January 2011 would be remitted to the appropriate municipality on 459 

February 28, 2011.   460 

3. Calculation of Net Lead for Pass-Through Taxes 461 

Q. How are you proposing that the CWC requirement associated with pass-through 462 

taxes should be determined? 463 
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A. The Company’s CWC requirement related to pass-through taxes should be based solely 464 

upon the timing of the cash receipts and cash payments, thereby eliminating the concern of 465 

whether pass-through taxes are related to the provisioning of a service.  Therefore, the CWC 466 

analysis related to pass-through taxes focuses solely on when the funds become available to the 467 

Company and when the funds are remitted to the taxing authorities. 468 

Q. How do you propose to determine the date on which the funds become available to 469 

the Company? 470 

A. The sole method by which funds are collected from customers is via the monthly bill and 471 

the customers’ ultimate payment of that bill.  Therefore, I have analyzed the billing and 472 

collections process, as it relates to pass-through taxes, to determine when such funds become 473 

available to the Company. 474 

Q. Please explain how you determined the dates on which funds were available to the 475 

Company and when such funds were remitted to the taxing authorities for each of the pass-476 

through taxes. 477 

A. I used the same data used to prepare the lead-lag study to determine the timing of the 478 

Company’s billings, collections and remittances.  The days, by billing cycle were used to 479 

determine the date meters were read, the date bills were issued, and the elapsed time until 480 

customer payments were made and processed.  This analysis provided a date, by billing cycle, on 481 

which the funds were available for use by the Company.  Reviewing all of the billing cycles for a 482 

given month, I was able to determine the midpoint of when funds would be available during a 483 

given month.  This midpoint date serves as the date funds were available to the Company.   484 

 The second facet of the analysis was to determine the date on which the funds for each 485 

tax are remitted to the taxing authorities.  For this portion of the analysis, I referred to the 486 
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enabling legislation for each of the pass-through taxes to determine the day of the month, quarter 487 

or year on which the funds were to be remitted.  The Company’s practice is to remit taxes to the 488 

taxing authorities based upon billings adjusted for debts written off each month.  The difference 489 

between the date on which funds are available to the Company and the date on which funds were 490 

remitted by the Company reflects the number of days that funds are available to the Company.  491 

This difference was used to determine the CWC requirement associated with each tax. 492 

Q. Can you provide an example of how the date on which funds were available was 493 

determined? 494 

A. Certainly.  The calculation of the date on which funds were available to the Company for 495 

the month of June 2010 is shown on Ameren Exhibit 4.3. Using data for that as an example, the 496 

customers’ meters included in billing cycle 1 were read on May 27, 2010.  The bills were mailed, 497 

on average, 1.5 days later.  Based upon collections data, it was determined that, on average, 498 

customers paid those bills approximately 30 days after they were mailed by the Company.  499 

Adding to that, payment processing time and bank float of approximately 2.5 days, the total 500 

elapsed time from meter reading date to cash in hand was 34.53 days.  Adding 34.53 days to the 501 

date the meter was read produces a date of June 30, 2010. 502 

 Since there are 21 billing cycles in a month, the midpoint for each cycle was determined.  503 

Again, based on billing and collections data, the midpoint of the month was determined to be 504 

June 16, 2010.  The midpoint date for each month is the date on which funds were available to 505 

the Company.   506 

 To simplify this analysis, all months were treated the same, and therefore concluded that 507 

funds would be available to the Company on the 16th of the month in which service was 508 
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provided to the customer.  The actual midpoint, by month, may vary slightly depending upon the 509 

number of days in the month and the date on which each billing cycle was read. 510 

Q. Given the analysis of pass-through taxes, what are the expense leads associated with 511 

the Energy Assistance Charge and the Municipal Utility Tax? 512 

A. The net expense lead for the Energy Assistance Charge (i.e., revenue lag minus expense 513 

lead) was determined to be 4.00 day.  The net expense lead for the Municipal Utility Tax was 514 

determined to be 15.00 days. 515 

D. Expense Levels 516 

Q. Have you reviewed the level of operating expenses which Ameren witness Ronald 517 

Stafford sponsors for purposes of the CWC requirements calculation? 518 

A. Yes, I have. 519 

Q. Do you have any observations regarding the operating expenses? 520 

A. While I did not identify any concerns regarding the level of operating expenses, my 521 

review was limited to the appropriateness of the types of expenses included in the CWC analysis. 522 

Q. Please explain. 523 

A. The revenues included in the CWC analysis are those that are generated from regulated 524 

rates.  Employing the Gross Lag methodology, the revenues are adjusted to eliminate non-cash 525 

items.  The resulting figure represents the revenues that are available to pay cash operating 526 

expenses.  Therefore, the expenses included in the CWC analysis should reflect only those cash 527 

expenses which are paid from the cash operating revenues. 528 
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Q. Are the revenue lag and expense leads that you have discussed in your direct 529 

testimony estimates of the elapsed times measured? 530 

A. No.  The revenue lag and expense leads reflect actual elapsed timing of cash flows during 531 

the twelve months ended September 30, 2010. 532 

Q. What level of CWC requirements have been included in rate base for the AIC’s 533 

electric businesses employing the Gross Lag methodology? 534 

A. The amount of CWC included in the Company’s rate base for the electric business is 535 

$11,631,166. 536 

III. CONCLUSION 537 

Q. Does this conclude your direct testimony? 538 

A. Yes, it does. 539 


