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ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 12-0001 2 

REBUTTAL TESTIMONY OF  3 

RONALD D. STAFFORD 4 

Submitted on Behalf Of 5 

Ameren Illinois 6 

I. INTRODUCTION 7 

Q. Please state your name and business address. 8 

A. My name is Ronald D. Stafford.  My business address is 1901 Chouteau Avenue, St. 9 

Louis, Missouri. 10 

Q. Are you the same Ronald D. Stafford who submitted direct testimony in this 11 

proceeding? 12 

A. Yes, I am. 13 

II. PURPOSE OF TESTIMONY 14 

Q. What is the purpose of your rebuttal testimony in this proceeding? 15 

A. The purpose of my rebuttal testimony is to respond to certain proposed adjustments to 16 

Ameren Illinois Company d/b/a Ameren Illinois’ (AIC or the Company) formula rate revenue 17 

requirement and Rate MAP-P template and tariff discussed in the direct testimony of Illinois 18 

Commerce Commission (Commission) Staff (Staff) witnesses, Ms. Dianna L. Hathhorn, Ms. 19 

Mary H. Everson, Ms. Burma C. Jones, Mr. Scott Tolsdorf, and Ms. Rochelle M. Phipps; Illinois 20 

Industrial Energy Consumers (IIEC) witness Mr. Stephen M. Rackers, Illinois Office of Attorney 21 
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General (AG) and AARP joint witnesses, Mr. Michael L. Brosch and Mr. David J. Effron; and 22 

Citizens Utility Board (CUB) witness Mr. Ralph C. Smith. 23 

Q. Are you sponsoring any exhibits with your rebuttal testimony? 24 

A. Yes.  I am sponsoring the following exhibits: 25 

• Ameren Exhibit 13.1: Formula Template Rebuttal Revenue Requirement 26 

• Ameren Exhibit 13.2: Workpapers in support of Rebuttal changes to the 27 
Formula Template Revenue Requirement  28 

• Ameren Exhibit 13.3: Schedule FR A-4 Illustration of Reconciliation 29 
Computation under Staff and AIC's Interest Rate Formula 30 

• Ameren Exhibit 13.4: AIC response to Staff Data Request RMP 4.01 31 

• Ameren Exhibit 13.5: Staff  Responses to AIC Data Requests 32 

III. REVENUE REQUIREMENT 33 

Q. Has the Company proposed modifications to revenue requirement and rate base in 34 

response to the direct testimony of Staff and Intervenors in this proceeding? 35 

A. Yes. As will be discussed in the next section of my rebuttal testimony, AIC has adopted a 36 

number of proposals offered by Staff and Intervenors. As a result, AIC has modified its 37 

requested revenue requirement from $814,781,000 to $814,259,000.  This reflects an overall 38 

requested decrease of $19,722,000 or 2.36% before gross up for uncollectibles and a decrease of 39 

$19,849,000 or 2.38% after gross up for uncollectibles, in this initial filing. 40 

Q. What are the overall conclusions of your rebuttal testimony with regard to 41 

requested revenue requirement? 42 

A. The overall conclusions of my rebuttal testimony are: 43 
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• Electric Delivery Service Revenue Requirement:  AIC's electric delivery 44 
service revenue requirement, reflecting adjustments, for purposes of setting the 45 
initial rates under Rate MAP-P, is $814,259,000, and will result in just and 46 
reasonable rates. 47 

• Electric Rate Base:  AIC's rate base, reflecting adjustments, is $2,166,115, 000 48 
under AIC's proposed formula rates. 49 

• Electric Operating Expenses and Other Revenues:  AIC's operating expenses, 50 
reflecting adjustments and before income taxes, are $566,632,000, and after 51 
income taxes, are $673,634,000, and its Other Revenues are $24,724,000, under 52 
AIC's proposed formula rates. 53 

• Overall Weighted Average Cost of Capital:  AIC's overall weighted cost of 54 
capital (rate of return) is 9.02%. 55 

IV. ADJUSTMENTS ACCEPTED 56 

Q. Staff witness, Ms. Hathhorn recommends an adjustment to correct Property Held 57 

for Future Use.  Do you agree with her proposal? 58 

A. Yes.  The correction is reflected on Exhibit 13.1, App 6, Line 2. 59 

Q. Staff, AG/AARP and CUB have proposed an adjustment to reduce the electric 60 

jurisdictional portion of ADIT related to deferred compensation, in the calculation of Rate 61 

Base.  Do you agree? 62 

A. Yes.  In the Company’s response to an AG data request, the Company agreed to reflect an 63 

adjustment in its Rebuttal filing to remove the electric distribution amounts for state and federal 64 

ADIT related to deferred compensation from Rate Base.  The adjustments are reflected on 65 

Exhibit 13.1, App 4, column (C), Lines 1 and 2. 66 

Q. Staff witness, Ms. Jones has recommended that the Company modify its calculation 67 

of Materials and Supplies included in Rate Base from a year end balance to a 13 month 68 

average.  Do you accept her proposal? 69 
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A. Yes.  The electric jurisdictional Materials and Supplies balance has been recalculated 70 

from a year end 2010 balance to a 13 month average balance, as shown on Exhibit 13.1, App 1, 71 

Lines 49-51. 72 

Q. Staff witness, Ms. Everson has recommended that AIC complete a Depreciation 73 

Study and include the results of that study in its next formula rate filing.  Do you agree? 74 

A. Yes.  As indicated by Ms. Everson, AIC is in the process of preparing a Depreciation 75 

Study currently with the intent of including the results of that study in its depreciation rates 76 

beginning January 2013.  AIC also intends to provide the results of the study with evidence 77 

submitted in its May 2013 formula rate filing. 78 

Q. Staff, AG/AARP, and CUB have recommended an adjustment to remove the 79 

portion of the EEI Industry Association Dues allocated to lobbying activities.  Have you 80 

reflected this adjustment in Exhibit 13.1? 81 

A. Yes. The adjustment is included on the lobbying expense adjustment Line 11 of App 7. 82 

Q. Both AG/AARP and CUB recommended an adjustment to remove the costs for 83 

athletic events expenses.  Do you agree with their adjustment? 84 

A. Yes.  I agree with their adjustment in principle.  However, their adjustments differ in 85 

amount. Mr. Brosch recommends an adjustment to reduce operating expenses by $92,000 while 86 

Mr. Smith recommends an adjustment of $98,000.  After further review of the information relied 87 

on my Mr. Brosch and Mr. Smith for their adjustments, the Company has determined that a 88 

portion of the athletic events expense previously attributed to gas operations was not charged to 89 

gas but rather remained on AIC's electric books.  Accordingly, AIC has calculated a corrected 90 
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adjustment of $128,649 and presented that information in response to Staff Data Request ST-91 

4.01.  That reduction to operating expenses is reflected on Exhibit 13.1, App 7, Line 16.  92 

Q. Did Staff witness, Mr. Tolsdorf also remove athletic events expense in his proposed 93 

adjustments to account 909 and account 930 expenses? 94 

A. Yes.  As indicated in the Company’s response to Staff Data Request ST 4.01 (dated May 95 

9, 2012), the majority of the athletic events listed in that response are also included in the 96 

information provided in the Company’s response to Staff Data Request ST 2.07 (dated February 97 

16, 2012), which was relied on by Mr. Tolsdorf for his adjustments to Account 909 and 930 98 

expenses. 99 

Q. Have you made an adjustment to Charitable Contributions? 100 

A. Yes. In response to Staff Data Request ST 1.03 (dated February 10, 2012), the Company 101 

identified an additional amount that it was self-disallowing for certain contributions previously 102 

included in its adjustment. The reduction is reflected on Exhibit 13.1, App 7, Line 5. 103 

Q. In response to Staff Data Request DLH 4.01 (dated February 22, 2012), the 104 

Company agreed to reflect a correction to the Net Plant Allocator.  Has the Company made 105 

that correction? 106 

A. Yes.  A formula correction has been made on Ameren Exhibit 13.1, Sch FR A-2, Line 18, 107 

which changes the amount shown from (9,556) to (9,083).  This also changes the calculated 108 

amount shown on Line 19 from 2,638,953 to 2,638,480 and changes the Net Plant Allocator 109 

percentage shown on Line 20 from 82.89% to 82.87%. 110 
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Q. In response to Staff Data Request BAP 4.05 (dated March 29, 2012), the Company 111 

agreed to reflect a correction to previously disallowed depreciation expense on production 112 

related pension and OPEB costs.  Has that correction been made? 113 

A. Yes. A $6,000 reduction to depreciation expense is reflected on Line 5 of Ameren Exhibit 114 

13.1, App 8. 115 

Q. Both Ms. Hathhorn and Mr. Brosch have proposed adjustments to AIC's requested 116 

level of Non-AFUDC CWIP included in Rate Base.  Has the Company considered their 117 

proposals in the calculation of its rebuttal revenue requirement? 118 

A. Yes. Ms. Hathhorn has reflected an adjustment to remove the three construction work in 119 

progress (CWIP) projects from Rate Base that are also included in projected plant additions.  Mr. 120 

Brosch has proposed to also remove three CWIP projects from Rate Base based on the premise 121 

that these projects have not yet been funded by the Company at year end 2010 as the amounts 122 

owed are still in accounts payable. There is some overlap in their proposed adjustments. Of the 123 

two proposals, the Company believes the Staff proposal has more merit, and has reflected Staff's 124 

adjustment, including adoption of the portion of Ms. Hathhorn's language modifications that 125 

impact Sch FR B-1.   126 

Q. Please explain why you consider Staff's proposal to be more appropriate for 127 

establishing performance-based formula rates. 128 

A. Staff's proposal is more transparent to the reader of the tariff in that CWIP may be 129 

included in Rate Base but only to the extent the projects are not also counted in projected plant 130 

additions. Staff's proposal also removes any double counting in that the only the portion of 131 

requested CWIP that would be included in Sch FR B-1 Rate Base is the portion that is not 132 
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doubled counted with projected additions. Staff's proposal also does not require the Commission 133 

to litigate in future rate proceedings whether the Company's requested CWIP balance should be 134 

allowed for recovery under Section 9-214(e) of the Public Utilities Act, which authorizes the 135 

Commission to allow CWIP investment in rates that will be placed in service within 12 months. 136 

Q. Has AIC accepted any other adjustments of Staff or Intervenors?  137 

A. Yes. A listing of changes to the Rate MAP-P template and tariff are identified in Ameren 138 

Exhibit 12.1 sponsored by AIC witness, Mr. Robert J. Mill. Some of these changes are discussed 139 

elsewhere in my testimony and discussed in Mr. Mill's testimony. I would mention a few more 140 

substantive changes to the template and tariff that have been made in response to Staff's 141 

recommendations. These changes are: (1) added additional source information and notes for 142 

FERC Form 1 revenue inputs on Sch FR A-3 Lines 14-16; (2) provided a new WP 21 with Sch 143 

FR D-1 that would provide a calculation for any applicable performance metrics penalties; (3) 144 

streamlined the presentation of both App 4 and App 10.  145 

V. INTEREST RATE FORMULA FOR THE RECONCILIATION COMPUTATION 146 

Q. Please describe Ameren Exhibit 13.3. 147 

A. Ameren Exhibit 13.3 presents a comparison of AIC's proposed Sch FR A-4 148 

Reconciliation Computation with Staff's proposal1.  In response to Staff's concerns regarding the 149 

presentation of Sch FR A-4, the Company has proposed certain modifications to this schedule2.  150 

The proposed changes are summarized on Ameren Exhibit 12.1 sponsored by Mr. Mill.  Where 151 

                                                 
1 The illustrative example under Staff's formula reflects the change noted in Staff's response to AIC Data Request 
3.02. 
2 One modification addresses a concern raised by Staff regarding use of "PMT" in the year + 2 interest rate formula. 
The Company has changed the formula from a mathematical equation using "PMT" to a formula that expresses the 
same amount in a manner more illustrative of the repayment of amounts owed at a set interest rate for a pre-
established time frame, similar to a home payment loan schedule. 
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changes have been made, they are also noted with a box surrounding the modification 152 

descriptions and formulas to assist review by Staff and other parties.   153 

Q. Please explain why you present a comparison of Staff's calculation sponsored by Ms. 154 

Hathhorn with the Company's Sch FR A-4. 155 

A. The purpose is to populate the Reconciliation Computation with an illustrative example 156 

of both computations holding constant a dollar amount to be reconciled (in this example $1M) 157 

and also holding constant the interest rate (in this example AIC's proposed interest rate of .738% 158 

monthly) to demonstrate that under AIC's interest rate formula, the full amount of dollars to 159 

either be refunded to, or collected from, customers in the reconciliation year + 2 will exactly 160 

equal the amount due to be refunded (or owed). 161 

Q. Why will the amount be refunded to, or collected from, customers, in the second 162 

year after the reconciliation year rather then the year following the reconciliation?  163 

A. Due to regulatory lag, the reconciliation amount will not be reflected in rates until year 164 

+2.  In the reconciliation year (2012 for the first reconciliation) the reconciliation amount, with 165 

interest, will be determined.  In the year following the reconciliation, the reconciliation amount 166 

with accumulated interest will be filed with the Commission on or before May 1 (2013 for the 167 

first reconciliation).  An order will be issued with new rates effective for the first billing cycle in 168 

year +2 (January 2014 for the first reconciliation).  The amount due to be refunded (or owed to 169 

the Company) will continue to accrue interest until fully refunded, or collected, at the end of year 170 

+2. 171 
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Q. Under AIC's proposed interest rate formula, will the reconciliation amount, with 172 

accumulated interest, be fully refunded, or collected, at the end of year +2? 173 

A. Yes.  As shown on Ameren Exhibit 13.3, Page 1, the remaining amount at the end of year 174 

+2 (column G, Line 30) is $0 on a beginning balance of $1M accruing interest at a monthly rate 175 

of .738%,  176 

Q. Under Staff's proposed interest rate formula, will the reconciliation amount, with 177 

accumulated interest, be fully refunded, or collected, at the end of year +2? 178 

A. No.  As shown on Ameren Exhibit 13.3, Page 2, the remaining amount at the end of year 179 

+2 (column G, Line 30) is $720,944 on a beginning balance of $1M accruing interest at a 180 

monthly rate of .738%.  Accordingly, under Staff's proposed formula, the amount refunded to, or 181 

collected from, customers will not be fully addressed in the second year following the 182 

reconciliation, thus requiring further changes to Sch FR A-4. 183 

Q. Please summarize your recommendation. 184 

A. I recommend that the Company's proposed interest rate formula presented on Sch FR A-4 185 

should be adopted by the Commission to properly address the refund or collection of 186 

reconciliation amounts within the Rate MAP-P template calculation and tariff.  187 

VI. STAFF'S ADJUSTMENT TO COMMON EQUITY – GOODWILL 188 

Q. Please describe the adjustments to the common equity balance that Staff proposes. 189 

A. Ms. Phipps recommends that the 12 monthly average balance of common equity be used, 190 

rather than use of a simple average beginning and ending balance (which has been proposed by 191 

Staff for Rate Base calculations), and rather than the year-end balance for 2010 proposed by the 192 
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Company.  She further recommends that the monthly balances be reduced by each of the 193 

following items: (1) the balance of goodwill as specified in Section 16-108.5(c)(2) of the Act; (2) 194 

accumulated other comprehensive income; and (3) the portion of common equity the AFUDC 195 

formula assumes is financing CWIP.  She also subtracted the amount of common equity invested 196 

in Ameren Energy Resources Generating Company (AERG).  She claims this adjustment is in 197 

accordance with Section 9-230 of the Act and necessary to remove any incremental increase in 198 

cost of capital resulting from AIC's affiliation with non-utility companies.  She does not believe 199 

this latter adjustment is necessary in future formula rate proceedings given that AERG was 200 

transferred to a non-utility subsidiary of Ameren Corporation (Ameren) in 2010 in connection 201 

with the reorganization of the Ameren Illinois Utilities into Ameren Illinois. 202 

Q. Has AIC accepted any of Staff's proposed adjustments to the common equity 203 

balance? 204 

A. No.  On rebuttal, AIC is not proposing any changes to the capital structure3, including 205 

AIC's common equity balance.  My testimony specifically addresses Ms. Phipps' proposal to 206 

adjust common equity to remove goodwill.  Messrs. Martin and Nelson also respond to Staff's 207 

proposals regarding AIC's proposed capital structure. 208 

Q. Have you reviewed Ms. Phipps' adjustment at pages 8 and 9 of her direct testimony 209 

to remove goodwill from the common equity balance of the capital structure? 210 

A. Yes.  She subtracts the goodwill balance from common equity without consideration of 211 

all other purchase accounting adjustments.  She claims that she has been "advised that the 212 
                                                 
3 The Company also opposes Ms. Phipps' recommendation to eliminate App 12 and App 13 from the formula rate 
template and tariff that provide key inputs for debt and preferred stock. This proposal is inconsistent with the 
Company and Staff's other proposals to identify key inputs in the development of revenue requirement. Keeping 
these inputs provide additional transparency for the reader of the template or tariff. 
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Section of the Act does not permit substituting all purchase accounting adjustments for the 213 

goodwill balance."  (ICC Staff Ex. 7.0, ll. 183-184.) 214 

Q. Do you agree with her proposal to eliminate the balance of goodwill from common 215 

equity? 216 

A. Yes, but AIC disagrees that this adjustment should occur in isolation without reflecting 217 

all other related purchase accounting adjustments.  Elimination of the goodwill balance is 218 

consistent with longstanding practice of this Commission in Ameren Illinois (and its predecessor 219 

companies) rate cases and other related proceedings.  The practice of removing the goodwill 220 

balance in rate proceedings was reaffirmed by the Commission most recently in Docket No. 11-221 

0282, AIC's request for a general increase in gas delivery rates.  However, as discussed below, 222 

the Commission also has consistently eliminated the goodwill balance, net of all purchase 223 

accounting adjustments.  Ms. Phipps' proposal to adjust the common equity balance to only 224 

deduct the goodwill balance is not consistent with the Commission's prior treatment of AIC's 225 

purchase accounting adjustments.  226 

Q. Has the Company eliminated the entire goodwill balance from common equity as 227 

proposed by Staff? 228 

A. Yes.  This portion of Ms. Phipps' proposal is consistent with the Company's proposed 229 

treatment.  The Company's elimination of goodwill is shown on Ameren Exhibit 13.1, Sch FR D-230 

1 at Line 4.  Since goodwill is a purchase accounting adjustment, the Company's adjustment on 231 

Sch FR D-1 is shown net of all other purchase accounting adjustments, consistent with past 232 

practice of this Commission in rate cases dating back to the acquisition of Illinois Power 233 

Company (IP) by Ameren in 2004. The practice of removing goodwill net of all other purchase 234 
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accounting adjustments was reaffirmed by the Commission most recently in its final order in 235 

Docket No. 11-0282, which found AIC's "purchase accounting and goodwill are intertwined."  236 

Order, Jan. 10, 2012, p. 54. 237 

Q. Did Ms. Phipps recommend that the Commission remove goodwill net of all other 238 

purchase accounting adjustments in Docket 11-0282? 239 

A. No.  Ms. Phipps contested AIC's purchase accounting adjustments claiming they could 240 

not be verified.  Order, Docket 11-0282, Jan. 10, 2012, p. 52.  The Commission rejected her 241 

recommendation to remove the balance of goodwill without netting all other purchase accounting 242 

adjustments.  The Commission's treatment of purchase accounting in Docket 11-0282 was 243 

consistent with AIC's prior treatment of purchase accounting adjustments in its three prior rate 244 

cases, Docket Nos. 06-0070 – 0072, Docket Nos. 07-0585 – 0590, and Docket Nos. 09-306 – 245 

0311. 246 

Q. Does Ms. Phipps agree that purchase accounting adjustments other than the 247 

elimination of goodwill should be considered in the calculation of common equity in this 248 

proceeding? 249 

A. No.  She cites specifically to Section 16-108.5(c)(2) of the Act for her rationale to 250 

eliminate the goodwill balance from AIC's common equity balance for AIC's formula electric 251 

delivery rates, but claims that she has been "advised" that this section of the Act does not permit 252 

the netting of all other purchase accounting adjustments.   253 
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Q. As noted above, Ms. Phipps makes a number of other adjustments to the common 254 

equity balance of AIC's year-end 2010 "actual capital structure."  Does Ms. Phipps explain 255 

why these other adjustments are permissible in a formula ratemaking proceeding? 256 

A. No, she does not.  For her adjustment to AIC's capital structure for the portion of the 257 

long-term debt and common equity that she claims the AFUDC formula assumes is financing 258 

CWIP, she cites prior Commission treatment.  (ICC Staff Ex. 7.0, p. 4, fn. 4.)  For her adjustment 259 

to use an average balance of common equity, she relies on 83 Illinois Administrative Code 260 

285.4000(b).  (ICC Staff Ex. 7.0, p. 8.)  For her adjustment related to AERG, she relies on 261 

Section 9-230 of the Act.  And for her adjustment for accumulated other comprehensive income, 262 

she does not give any rationale.  For none of these adjustments does she provide an explanation 263 

why Section 16-108.5(c)(2) permits these adjustments to the common equity balance, but does 264 

not permit an adjustment to reflect purchase accounting.  When asked for a further explanation 265 

for her adjustments to the common equity balance, Staff objected and generally referred to Ms. 266 

Phipps' testimony.  See Staff Response to Data Request AIC-Staff 1.10, attached as part of 267 

Ameren Exhibit 13.5.  When asked to cite to authority under the formula rate legislation for 268 

support for her adjustments to the common equity balance, Staff objected to the request as 269 

calling for a legal conclusion and again generally referred to Ms. Phipps' testimony.  See Staff 270 

Response to Data Request AIC-Staff 1.21, attached as part of Ameren Exhibit 13.5.4  271 

Q. Can you explain why Ms. Phipps made a number of other adjustments to AIC's 272 

common equity balance, but did not reflect any additional purchase accounting 273 

adjustments? 274 

                                                 
4 Staff admits that it believes that the formula rate legislation does not specify a "measurement methodology for 
capital structure."  See Staff Response to Data Request AIC-Staff 1.12, attached here as part of Ameren Exhibit 13.5. 
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A. No.  It appears Ms. Phipps is selectively making adjustments that reduce AIC's common 275 

equity balance based on past Commission practice, prior Commission cases and other statutes 276 

and regulations, but intentionally opting to not adjust AIC's common equity balance for purchase 277 

accounting, which would partially offset the $414MM reduction for goodwill.  As explained 278 

above, the Commission has consistently found the elimination of purchase accounting from 279 

common equity is appropriate for rate making.  Furthermore, the Commission has consistently 280 

found that all purchase accounting should be eliminated not just from capital structure and rate of 281 

return, but from rate base, operating expenses, and revenue requirement.5  Ms. Phipps' continued 282 

rejection of the elimination of all other purchase accounting adjustments is inconsistent with her 283 

other proposals to eliminate accumulated other comprehensive income from Common Equity 284 

and eliminate fair value adjustments from the calculation of long-term debt, both of which were  285 

generated from or relate to purchase accounting.  Her rejection of purchase accounting 286 

adjustments is also in opposition to Staff's apparent acceptance of AIC's elimination of all other 287 

purchase accounting adjustments in calculation of rate base, operating expenses, and revenue 288 

requirement, and should be rejected.  AIC witness, Mr. Craig D. Nelson explains why AIC 289 

believes that the formula rate legislation should not be read to override the Commission's prior 290 

treatment of purchase accounting. 291 

Q. At pages 9 and 10 of her direct testimony, Ms. Phipps recommends an alternative 292 

adjustment to common equity. Please respond. 293 

                                                 
5 When asked whether Ms. Phipps had an opinion as to whether purchase accounting adjustments should be 
considered in the rate base and/or operating expenses adopted by the Commission in this formula ratemaking 
proceeding, or handled consistently for all components of revenue requirement in this formula ratemaking 
proceeding, Staff objected to the request as calling for a legal conclusion and beyond the scope of Ms. Phipps' 
testimony and referred again to Ms. Phipps' testimony.  See Staff Response to Data Request AIC-Staff 1.13, attached 
here as part of Ameren Exhibit 13.5. 
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A. Ms. Phipps recommends that the Commission consider an alternative two step purchase 294 

accounting adjustment if the Commission agrees with the Company that the elimination of 295 

goodwill should be net of all other purchase accounting adjustments. In effect, her alternative 296 

would eliminate even more common equity (about $460MM vs. $414MM of goodwill at year 297 

end 2010) than under her preferred approach. 298 

Q. Has Ms. Phipps proposed this same adjustment in prior AIC rate cases? 299 

A. Yes.  Ms. Phipps acknowledged that she proposed an adjustment identical or similar to 300 

the alternative adjustment identified in her direct testimony in this proceeding.  See Staff 301 

Response to Data Request AIC-Staff 1.15, attached as part of Ameren Exhibit 13.5.  302 

Q. Does this alternative properly consider the full impact of purchase accounting on 303 

AIC's common equity? 304 

A. No.  This alternative proposal was rejected by the Commission in Docket No. 11-0282.  305 

Order, Jan. 10, 2012, p. 54.  As explained to Staff in that docket and again explained to Staff in 306 

this docket in response to Staff Data Request RMP 4.01 (dated February 22, 2012), which is 307 

attached to my rebuttal testimony as Ameren Exhibit 13.4, the $108MM of income statement 308 

purchase accounting adjustments, referenced at line 192-193 of Ms. Phipps' testimony, are not 309 

included in AIC's retained earnings balance, and have not been in AIC's common equity balance 310 

dating back to Docket No. 09-0306 (Cons.).  In response to Data Request AIC-Staff 1.14 311 

(attached as part of Ameren Exhibit 13.5), Ms. Phipps admitted that her requested adjustment 312 

was for a balance from year end 20086 and, as indicated on RMP 4.01 Attach 3, was based on a 313 

                                                 
6 In response to Data Request AIC-Staff 1.17 (attached here as part of Ameren Exhibit 13.5). Ms. Phipps 
acknowledged that retained earnings increase due to positive net income generated and decrease due to negative net 
income generated and payment of common dividends.  



Ameren Exhibit 13.0 
Page 16 of 34 

balance for net income before any reduction for common dividend payments.  As presented on 314 

both RMP 4.01 Attach 1 (AmerenIP Exhibit 13.5 from Docket No. 09-0308) and RMP 4.01 315 

Attach 3, the entire retained earnings balance for IP at year end 2008 was only $5,884,2337.  316 

Accordingly, AIC calculated a $0 adjustment to retained earnings for AmerenIP purchase 317 

accounting income statement items, as noted in footnote (2) of AmerenIP Exhibit 13.5 in Docket 318 

No. 09-0308, and further explained in great detail to Staff in response to RMP 4.01.  Since the 319 

Commission in its decision in Docket No. 11-0282 believed that "thorough communication could 320 

have resulted in a mutual understanding between the parties" (p. 53) on this issue, AIC extended 321 

an offer to further discuss with Staff at a mutually convenient time in an effort to answer 322 

questions and clarify any uncertainty on Staff's part in its understanding of this adjustment, but 323 

Staff did not choose to discuss this further with the Company in advance of its filing of 324 

testimony in this proceeding. 325 

Q. Ms. Phipps claims the basis for her alternative recommendation is her belief the 326 

purchase accounting adjustments did not result in a single dollar expenditure on utility 327 

plant or reserve, but rather represent a revaluation of utility assets and liability that were 328 

already in place.  She claims such increments to common equity have no place in a rate 329 

setting procedure that is based on original cost rather than fair value.  Is Ms. Phipps' 330 

reasoning flawed? 331 

A. Ms. Phipps' explanation and reasoning are correct but her application is materially 332 

flawed, in that her calculations do just the opposite of her stated goal, which is to remove 333 
                                                 
7 As further explained in the data request response, IP generated negative net income $7,446,481from purchase 
accounting in 2009 and 2010 which were not considered by Ms. Phipps. If the retained earnings adjustment was 
extended to year end 2010, the elimination of negative purchase accounting related retained earnings of $7,446,481 
would result in an increase to the balance of common equity. The Company did not calculate an adjustment to 
common equity for the elimination of negative retained earnings in Docket No. 12-0001. 
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purchase accounting increments from the common equity balance used to set rates.  As she has 334 

stated in testimony, her primary proposal purposely does not eliminate any of the purchase 335 

accounting adjustments to common equity that she states have no place in the rate setting 336 

procedure.  Her alternative proposal eliminates purchase accounting related net income that is no 337 

longer "retained" by the Company, which has the effect of removing from the common equity 338 

balance over $100MM of retained earnings that were not generated by purchase accounting 339 

adjustments, and thus, she misapplies the ratemaking objective she espouses in her testimony.  340 

Q. Please summarize your position on this issue. 341 

A. The Company has properly eliminated goodwill and all other purchase accounting 342 

adjustments from its ratemaking common equity and capital structure.  Staff's attempt to 343 

resurrect an issue rejected by the Commission in past proceedings should again be rejected.  344 

Staff's alternative retained earnings adjustments from a partial calculation of retained earnings 345 

from 2008 is, at best, a form of retroactive ratemaking, and should be rejected for the reasons 346 

discussed above. 347 

VII. INTERVENORS' ADJUSTMENT FOR ACCRUED VACATION 348 

Q. Have you reviewed the recommendations of AG/AARP and CUB to include the 349 

accrued liability reduction to Rate Base? 350 

A. Yes. 351 

Q. Please summarize your understanding of the Intervenors' proposed adjustments. 352 

A. Both Mr. Effron and Mr. Smith recommend that the accrued vacation pay be reflected in 353 

the calculation of payroll expense lead days used in the calculation of cash working capital.  354 
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Absent a showing that the Company has recognized the lag in payment of accrued vacation in the 355 

calculation of cash working capital, then both parties have recommended that accrued vacation 356 

be deducted from Rate Base. 357 

Q. In recent Ameren Illinois rate cases, has the Commission included ADIT related to 358 

accrued vacation pay in Rate Base? 359 

A. Yes. A review of the most recent Orders issued for AIC gas operations in Docket No. 11-360 

0282 and AIC electric operations in Docket Nos. 09-0306 thru 09-0308 (cons.) identify that 361 

ADIT related to accrued vacation pay was included in Rate Base. For gas operations, 100% of 362 

the test year amount was included and for electric operations, over 90% the test year amount was 363 

included in rates based on application of the labor allocator. 364 

Q. In recent Ameren Illinois rate cases, has the Commission reduced Rate Base for the 365 

accrued vacation pay liability? 366 

A. No Rate Base deduction was reflected in AIC’s recent rate cases for AIC gas operations 367 

in Docket No. 11-0282 or AIC electric operations in Docket Nos. 09-0306 thru 09-0308 (cons.). 368 

Also, no cash working capital adjustment was made in the referenced dockets for the longer 369 

payment lag related to accrued vacation.  370 

Q. Does AIC agree with Mr. Effron and Mr. Smith that the lag between the accrual of 371 

vacation pay expense and the actual cash disbursements in payment of the liability for 372 

vacation payment should be reflected in AIC's lead lag study? 373 

A. Yes, as I discuss below. 374 
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Q. Mr. Effron's calculation of the Rate Base deduction varies from Mr. Smith's 375 

calculation. Have you reviewed their calculations? 376 

A. Yes. Mr. Effron relied on an AIC Data Request response as his source for the adjustment. 377 

That Data Request response provided AIC's entire electric and gas liability balance rather than 378 

just the electric balance. Mr. Smith, on the other hand, synchronized his adjustment with the 379 

ADIT electric per books balance. Accordingly, Mr. Smith's adjustment is more reflective of an 380 

electric jurisdictional liability at year end 2010.  381 

Q. Do you support a Rate Base deduction to reflect the accrued vacation liability? 382 

A. No. The accrued vacation liability has not been deducted by the Commission in past rate 383 

cases. Accrued vacation is a current liability on AIC’s books due and payable within one year.  384 

Accordingly, accrued vacation is not a source of non-investor supplied capital available to 385 

finance Rate Base investment.  386 

Q. Do you support an adjustment to Cash Working Capital to reflect the extended lag 387 

in payment for accrued vacation in the calculation of the payroll expense lead days? 388 

A. Yes.  Even though the Commission has not previously adjusted AIC cash working capital 389 

(CWC) payroll expense lead days for the increase accrued vacation lag, I agree that both Mr. 390 

Effron and Mr. Smith's recommendations have merit.  The Company has modified its calculation 391 

of payroll expense lead days in Rebuttal to reflect the lag between the accrual and payment of 392 

vacation pay.  The modification is further discussed in the Rebuttal Testimony of Mr. Heintz and 393 

is reflected in App 3 of Ameren Exhibit 13.1 as a reduction to the Company's requested cash 394 

working capital allowance. 395 
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Q. Mr. Effron claims that there is another reason accrued vacation pay should be 396 

added to the operating reserves, namely that because the Company records deferred tax 397 

debit balances to recognize the timing difference between the accrual and payment of 398 

vacation pay, and includes those tax debit balances in rate base, the accrued liabilities 399 

giving rise to those deferred taxes should be treated as an operating reserve and deducted 400 

from rate base.  Do you agree? 401 

A. No. As indicated above, accrued vacation is a current liability associated with payroll 402 

expenses. As such, the appropriate recognition of the delay in payment is in the cash working 403 

capital calculation.  404 

VIII. INTERVENORS' ADJUSTMENT TO ADIT FOR PROJECTED PLANT 405 

Q. Have you reviewed the recommendations of IIEC, AG/AARP and CUB to adjust the 406 

balance of ADIT to reflect the estimated ADIT that will be generated by 2011 and 2012 407 

plant additions and ultimately included in the calculation of 2012 delivery services rate 408 

base? 409 

A. Yes. 410 

Q. Please explain your understanding of the basis for their respective proposed 411 

adjustments. 412 

A. Mr. Rackers argues that ADIT on projected plant additions should be included in Rate 413 

Base consistent with the Order issued in Docket No. 09-0306 (cons.) and the recognition of 414 

changes to both utility plant and depreciation reserve resulting from the projected plant additions.  415 

Mr. Effron primarily argues that the Company has not recognized the growth in ADIT resulting 416 

from the projected plant additions and cites to various tax provisions, including the existence of 417 
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100% bonus depreciation on 2011 additions and 50% bonus depreciation on 2012 additions.  Mr. 418 

Smith states that Rate Base will be overstated if changes in ADIT largely driven by additional 419 

bonus depreciation approved as part of the 2010 Tax Relief Act are not considered in this 420 

proceeding.    421 

Q. Why did AIC adjust rate base to include projected plant and depreciation reserve 422 

for 2011 and 2012?  423 

A. Both sections 16-108.5(c)(6) and 16-108.5(d)(1) of the Public Utilities Act call for 424 

adjustments to the FERC Form 1 data to reflect "projected plant additions and correspondingly 425 

updated depreciation reserve and expense for the calendar year in which the tariff and data are 426 

filed."  427 

Q. Did AIC adjust any other 2010 balances for rate base items to reflect potential 428 

changes in 2011 and 2012, other than its adjustments to account for projected plant 429 

additions and the corresponding change in the accumulated depreciation reserve? 430 

A. No. 431 

Q. Do the Intervenors' adjustments reflect all potential changes to the components of 432 

the ADIT balance between 2010 and 2012? 433 

A. No.  Their proposals only estimate the change in ADIT due to 2011 and 2012 projected 434 

plant additions without considering other changes to ADIT that would result from depreciating 435 

existing plant, and whether bonus depreciation should be applied to all projected additions.  436 

Their proposals also do not reflect potential changes to other rate base items to reflect 2011 or 437 

2012 amounts.  438 
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Q. Can you explain why Mr. Effron's, Mr. Smith's and Mr. Rackers' adjustments all 439 

differ? 440 

A. Even though each of their adjustments are intended to estimate the effect of projected 441 

plant additions on the ADIT balance, their inputs and assumptions vary and thus result in 442 

different adjustments ranging from $107,990,000 to $172,965,000. 443 

Q. When will the actual balances of ADIT for 2011 and 2012 be reflected in the 444 

calculation of AIC's rate base for formula rates? 445 

A. As Mr. Effron recognizes (AG/AARP Ex. 2.0, p. 16), when AIC files its update and 446 

reconciliation for 2012 in its 2013 filing, the rate base used in the actual revenue requirement for 447 

2012 will reflect the actual balances of ADIT in 2012, subject to any ratemaking adjustments.  In 448 

its recent initial update filing (Docket No. 12-0293), AIC has reflected its actual balances of 449 

ADIT for 2011, with certain ratemaking adjustments, for rates effective January 1, 2013.  As Mr. 450 

Effron recognizes, unlike the other rate base issues raised by AG and other Intervenors, this issue 451 

will be resolved by the reconciliation. 452 

Q. Given that AIC's future filings will reflect AIC's actual balance of ADIT for 2011 453 

and 2012, do you believe it is necessary to adjust the 2010 ADIT balance to reflect the 454 

potential estimated change in ADIT related to 2011 and 2012 projected plant? 455 

A. No.  Reflecting an estimated change in ADIT is an unnecessary step given the fact that 456 

actual data will be included in future true-ups and reconciliations and also given the uncertainty 457 

surrounding development of a reasonable estimate. 458 
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Q. Mr. Smith contends that failure to make his adjustment will "overstate rate base for 459 

the inception rates for the Company's formula rate plan."  Similarly, Mr. Rackers 460 

contends that making his adjustment will address "the Public Utility Act prohibition on 461 

using a rate base amount to set rates that reflect more than the Company’s actual prudent 462 

and reasonable investment used to provide service."  Do you agree with their contentions? 463 

A. No. Mr. Smith does not take into consideration that inception rates will be trued up to 464 

actual 2012 information, with interest. Whether rate base, operating expenses, and revenue 465 

requirement will be higher or lower than the inception rates is a function of the reconciliation and 466 

true-up process. Mr. Rackers' concern is similarly unfounded and without support. Unlike 467 

changes to the Depreciation Reserve resulting from additional depreciation expense on projected 468 

additions, ADIT is a function of the change in the accumulated impact of tax vs. book 469 

depreciation on assets placed in service for a specific (or vintage) year. Since tax depreciation 470 

rates are accelerated relative to book, ADIT is typically positive in the earlier years of an asset. 471 

However, existing assets continue to be book depreciated until they are retired while tax 472 

depreciation related to the same assets stops when the assets are fully tax depreciated. As a 473 

result, the overall change in ADIT can go up or down from year to year taking into consideration 474 

whether vintage year utility plant assets are continuing to be tax depreciated. While in recent 475 

years, the benefits of 50% and 100% bonus depreciation have resulted in sometimes substantial 476 

increases in the net ADIT balance, there is no guarantee that will continue in future years. As a 477 

specific example, all 2011 in service assets that qualified for 100% bonus depreciation will 478 

receive 0% tax depreciation in all future years, even though they will continue to be depreciated 479 

for book purposes. Accordingly, ADIT on 2011 vintage year assets will incrementally result in a 480 

reduction to the overall balance of ADIT for each year subsequent to 2011 until the 100% 481 
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qualifying assets are fully retired from service. Similarly any assets qualifying for 50% bonus 482 

depreciation will be tax depreciated at ½ of the rate otherwise applicable to those assets in all 483 

future years under the applicable tax depreciation rate schedule. Accordingly, Mr. Smith and Mr. 484 

Rackers' concerns are unfounded and should be rejected.  For future update filings, the inclusion 485 

in rate base of changes in the accumulated depreciation reserve corresponding to projected plant 486 

additions will reflect the net plant investment that AIC expects to place in service in the year 487 

prior to the rate effective period related to that update (e.g., AIC's May 2013 update filing will 488 

include projected changes in plant and reserve for 2013 for rates effective January 1, 2014). 489 

IX. INTERVENORS' ADJUSTMENT TO UNAMORTIZED ITC 490 

Q. Both AG/AARP and CUB have recommended that the account 190 asset related to 491 

unamortized investment tax credits be removed from Rate Base. Do you agree? 492 

A. No.  Exclusion of this deferred tax asset would be improper since the underlying tax 493 

benefit related to investment tax credits (ITC) is being flowed through as a benefit to ratepayers 494 

and the underlying assets giving rise to the ITC are included in Rate Base. 495 

Q. Please explain how ratepayers are impacted under the Company's recommendation 496 

in recent rate cases compared to the current proceeding? 497 

Q. Prior to Docket No. 11-0282 and more specifically in Docket Nos. 06-0070 (Cons.), 07-498 

0585 (Cons.), and 09-0306 (Cons.), amortization of ITCs was not reflected as a reduction to 499 

income tax expense in the calculation of AIC revenue requirement. Accordingly, in calculating 500 

the account 190 ADIT balance to include in Rate Base, the Company did not allocate any of the 501 

ADIT asset for unamortized ITCs to electric jurisdictional or gas operations. However, in Docket 502 

No. 11-0282, Staff recommended that ITC amortization expense be reflected as a reduction to 503 
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income tax expense in the calculation of revenue requirement, and the Company agreed.  As a 504 

result, the Company has presented an adjustment in Docket No. 12-0001 to reduce statutory 505 

income tax expenses for the jurisdictional amortization of ITC.  No party has objected to the 506 

reduction to income tax expense for amortization of ITC.  With the change in calculating a 507 

reduction to income tax expenses for ITC amortization, the Company has reflected a 508 

corresponding change to include the jurisdictional portion of the account 190 balance for ADIT 509 

in Rate Base. Accordingly, the Intervenors' proposals to remove the account 190 ADIT asset 510 

should be rejected. As Mr. Effron states in his testimony, certain provisions of the Internal 511 

Revenue Code prohibit the deduction of the Deferred ITC liability from Rate Base. Therefore, no 512 

further adjustments are required. 513 

Q. If amortization of ITC is removed as a the reduction to income tax expense, would 514 

you agree with a reduction to Rate Base for removal of the account 190 asset for ITC? 515 

A. Yes.  If the Commission adopts an approach consistent with Rate Orders predating 516 

Docket No. 11-0282 to remove amortization of ITC from the calculation of income tax expense, 517 

then the Company would agree that the account 190 asset should be removed from Rate Base. 518 

Q. Other than the adjustment to reduce income tax for amortization of ITC, is the 519 

Company's jurisdictional income tax expense calculated at statutory tax rates? 520 

Q. Yes. As explained in response to Staff Data Requests DLH 8.02 and BAP 5.02, the 521 

increase in expense for permanent tax differences and purchase accounting income tax related 522 

eliminations are not reflected in the calculation of statutory tax expense. The only modification is 523 

to reflect amortization of ITC as a reduction to income tax expense. 524 
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X. AG/AARP'S ADJUSTMENT FOR STEP-UP BASIS METRO 525 

Q. At pages 6 and 7 of his direct testimony, Mr. Effron discusses an adjustment to 526 

remove an account 190 ADIT asset from Rate Base.  Do you agree with his proposal? 527 

A. No. Mr. Effron appears to be basing his adjustment on a misunderstanding of the facts 528 

regarding the transaction that gives rise to existence of the ADIT asset, as explained below. 529 

Q. Was there ADIT recorded at the time of Central Illinois Public Service Company’s 530 

purchase of certain tax depreciable assets from Union Electric in 2005? 531 

A. No, there was no net ADIT balance on the books at the time of the purchase of property 532 

by Central Illinois Public Service Company (CIPS).  The property was purchased by CIPS at an 533 

amount equal to Union Electric Company’s (UE) net book value of the assets.  The initial tax 534 

basis of the assets for CIPS was equal to the cost.  Since tax basis was equal to book basis, there 535 

was no book-tax difference and no related ADIT. 536 

Q. If there was no ADIT on CIPS books at the time of the purchase, what does the 537 

ADIT related to “tax depreciation step-up basis Metro” represent? 538 

A. For book purposes, the accounting entries reflected the book value of the assets, 539 

depreciation reserve and ADIT as they were on UE’s records prior to the sale.  Since CIPS had 540 

no difference in book and tax basis, a contra-deferred tax liability was set up in the 190 account 541 

so that net deferred taxes at the date of the purchase on CIPS books was zero. 542 

Q. Mr. Effron states that the deferred tax debit balance is an offset to income tax 543 

expense that was not actually paid and should not be included in Ameren Illinois’ Rate 544 

Base.  Do you agree? 545 
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Q. No.  As stated above, net ADIT included in AIC rate base is zero.  The debit balance of 546 

ADIT in account 190 is offset by an equal amount of credit balance of ADIT in account 282.  For 547 

ratemaking purposes, including the ADIT account 190 balance results in a $0 net deferred tax 548 

liability in Rate Base consistent with the fact that tax basis is equal to book basis for the assets 549 

purchased. 550 

XI. AG/AARP'S ADJUSTMENT FOR LATE PAY REVENUE 551 

Q. Have you reviewed Mr. Brosch's proposed modification to the late payment 552 

allocation? 553 

A. Yes. 554 

Q. Please summarize his proposal. 555 

A. Mr. Brosch argues that the Company's 41.89% allocation of late payment revenues to 556 

electric delivery service is inappropriate and recommends instead that 100% of late payment 557 

revenues be treated as a revenue offset in the determination of electric delivery service rates in 558 

this proceeding.  He considers the late payment revenues to be 100% ICC jurisdictional since 559 

none of the revenue credit is applied to AIC's FERC electric transmission rates. 560 

Q. Mr. Brosch also cites to a recent decision by the Commission in ComEd's Docket 561 

No. 10-0467 citing in favor of AG/AARP's proposal in this docket.  Please respond. 562 

A. While I am not an attorney, my reading of the Order excerpts cited by Mr. Brosch seem 563 

to hinge on the Commission's conclusion at lines 892-893 and 898-899 that all of the charges are 564 

Commission jurisdictional.  565 
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Q. Do you agree that the late payment charge revenues are 100% Commission 566 

jurisdictional? 567 

A. Certainly. I agree that the entire amount of late payment revenues are related to tariffs 568 

administered by the ICC in accordance with the Commission's rules and are therefore, 100% 569 

Commission jurisdictional absent a showing by the Company that a portion of the late payment 570 

charges are FERC related.  571 

Q. Are 100% of the late payment revenues attributable to electric delivery service? 572 

A. No. AIC electric delivery service (DS) customers are also billed under other Commission 573 

tariffs approved by the Company. If, for example, a customer takes electric power supply from 574 

the Company under Rider PER – Purchased Electricity Recovery (Rider PER), the total bill will 575 

be greater and, if the customer pays its bill late, the late payment charge will be greater. 576 

Q. Does the fact that 100% of the revenues are administered under Commission-577 

approved tariffs and Commission rules support inclusion of 100% as a revenue credit in 578 

the calculation of AIC's electric DS revenue requirement. 579 

A. Certainly not, for a number of reasons. This Commission has a long-standing practice for 580 

AIC's electric utilities, in rate orders dating back at least to the unbundling of electric service 581 

rates in Docket No. 06-0070 (Cons.), to include in electric DS cost of service and revenue 582 

requirement only electric distribution system costs to be recovered through electric delivery 583 

service base rates revenues. Consistent with that practice has been to only include as an offset to 584 

electric DS base rate revenues other electric revenues assigned directly to or allocated in part to 585 

electric DS service.  Simply because a component of costs are billed to AIC's electric customers 586 

does not mean that the Commission intends for the Company to recover all costs through electric 587 
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DS rates or apply all revenue credits to electric DS revenues.  If that were true, there would have 588 

been no need to establish separate tariffs to recover electric DS rates separately from 589 

Commission jurisdictional electric power supply, Commission jurisdictional transmission 590 

service, and numerous other Commission jurisdictional tariffs and riders.  Absent re-bundling of 591 

electric service, I have no reason to believe that the Commission will not continue to establish 592 

rates to recover only electric distribution system and electric delivery service related costs 593 

through electric DS rates, even though other costs are also Commission jurisdictional.  594 

Q. In making his proposal to allocate 100% of late payment revenues to electric DS 595 

rates, has Mr. Brosch proposed to include Commission jurisdictional electric power supply 596 

costs in electric DS cost of service? 597 

A. No. Mr. Brosch has not proposed to include any Commission jurisdictional electric power 598 

supply costs in revenue requirement. His proposal to assign 100% of late payment revenues to 599 

electric DS service might have some merit if he had also proposed to include electric power 600 

supply costs in his calculation of cash working capital, rejected AIC's reduction to revenue 601 

requirement for removal of the electric power supply portion of uncollectibles, rejected 602 

application of the revenue allocator to ADIT related uncollectibles, and rejected AIC's reduction 603 

to A&G expense for production employee related pension and other post-employment benefits 604 

(OPEB) costs and electric power supply procurement costs.  However, his asymmetrical 605 

approach of reducing revenue requirement for power supply costs but at the same time 606 

attempting to include all of the power supply related late payment revenues as an offset to 607 

electric DS revenue requirement flies in the face of logic and common sense.  In fact, Mr. Brosch 608 
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did not include any of the aforementioned Commission jurisdictional electric power supply or 609 

production related costs in his calculation of revenue requirement adjustments. 610 

Q. Does the Company recover all of the aforementioned electric power supply related 611 

cost through Rider PER? 612 

A. No. A large portion, but not all, of the electric power supply costs are currently recovered 613 

through Rider PER. 614 

Q. In making his proposal to allocate 100% of late payment revenues to electric DS 615 

rates, has Mr. Brosch proposed to include Commission jurisdictional rider related electric 616 

transmission service or other service costs in electric DS cost of service? 617 

A. No. Mr. Brosch has not proposed to include any Commission jurisdictional electric 618 

transmission or other rider related costs in revenue requirement.  In his direct testimony, Mr. 619 

Brosch did not include any rider related costs in his calculation of cash working capital or in his 620 

calculation of operating expenses to be recovered through electric DS rates.  More specifically, 621 

Mr. Brosch did not add back to revenue requirement any operating expenses recorded directly to 622 

transmission accounts and recoverable through Rider TS – Transmission Service (Rider TS) or 623 

add back any capital costs and functional distribution, customer accounts, customer service or 624 

administrative and general (A&G) related operating expenses that AIC removed from electric DS 625 

revenue requirement related to Rider GC – Government Compliance Adjustment (Rider GC), 626 

Rider EDR – Energy Efficiency and Demand-Response Cost Recovery (Rider EDR) , Rider PSP 627 

– Power Smart Pricing (Rider PSP), Utility Consolidated Billing/Purchase of Receivables 628 

(UCB/POR), and Rider TS from his calculation of AIC electric DS jurisdictional revenue 629 

requirement. 630 
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Q. Do you have an alternative proposal to address the late payment revenue allocation 631 

issue? 632 

A. Yes.  The vast majority of the dollars at issue are related to electric power supply service. 633 

The Company does not recover all of its electric power supply rider related costs currently 634 

through Rider PER and also does not credit back through Rider PER late payment revenues 635 

associated with electric power supply.  The appropriate solution is to address changes to Rider 636 

PER either at the time of the Rate Redesign proceeding or at the time of the next Rider PER 637 

update filing to consider both electric power supply related costs not recovered through electric 638 

DS rates and late payment revenue charges related to the electric power supply portion of a 639 

customer's bill. 640 

Q. Do you have any additional comments in response to Mr. Brosch's proposal? 641 

A. Yes.  Mr. Brosch claims that the Company, by application of a revenue allocator, is 642 

inconsistent in its treatment of late payment revenues when compared to recognition of 100% of 643 

customer deposits as a reduction to Rate Base.  Application of the revenue allocated portion of 644 

late payment revenues and the full Rate Base deduction for customer deposits in electric DS 645 

revenue requirement are both based on long standing Commission precedent.  While there are 646 

some differences in that late payment charges are recorded as revenues and customer deposits are 647 

a recorded as a liability on the Company's balance sheet, they both have some commonality in 648 

that the source for both is the customer taking electric delivery service from the Company and 649 

the amount of revenue/deposit is also impacted by the size of a customer bill.  Accordingly, a 650 

customer taking electric power supply from the Company, all else equal, will be requested to pay 651 

a greater deposit, than a customer that does not take power supply from the Company.  652 
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Accordingly, the Company does not object to assignment of the entire balance of customer 653 

deposits as an offset to Rate Base, consistent with past Commission precedent, or application of 654 

a revenue allocator to the Rate Base deduction.  If the Commission prefers application of a 655 

revenue allocator, the Company would agree to inclusion of the power supply portion of 656 

Customer Deposits as an offset to other costs in its proposed modification to Rider PER. 657 

XII. AG/AARP'S ADJUSTMENT TO REGULATORY ASSET AMORTIZATION 658 

Q. Beginning at page 40, line 949 of his direct testimony, Mr. Brosch discusses a 659 

proposal to modify amortization of two Regulatory Assets. Please explain your 660 

understanding of why he has proposed this change. 661 

A. Mr. Brosch cites to the Order issued in Docket No. 09-0306 as the basis for his proposal. 662 

In that Order, the Commission agreed to a proposed modification to the amortization period for 663 

one asset and authorized the Company to begin amortizing the other asset.  With these changes, 664 

which took effect at the time of new rates in May 2010, the monthly amortization amount 665 

changed, and Mr. Brosch is requesting that the Commission include an annualized amount of the 666 

new monthly amortization amount beginning May 2010 in the calculation of revenue 667 

requirement. 668 

Q. Do you agree with his proposal? 669 

A. No. The Company considers the Act to require use of actual amortization as reported on 670 

FERC Form 1 for the rate year. In the initial filing the rate year is 2010 Form 1 reported data. 671 

Q. Please explain why Mr. Brosch's proposal is deficient. 672 
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A. Mr. Brosch's proposal is a form of annualization. There are numerous sections of the Act 673 

that discuss establishment of the performance-based formula rate revenue requirement based on 674 

the most recent FERC Form 1 data, including multiple references to calendar year and/or rate 675 

year data, but there is no mention of annualized cost inputs to the formula. Furthermore, the 676 

language Mr. Brosch cites at Section 16-108(c)(4) actually supports making no annualization 677 

adjustment. The language states: "recovery of existing regulatory assets over the periods 678 

previously authorized by the Commission". This language uses the word "periods" rather than 679 

"period". There would be no need for this this word to be plural if the intent was to use "the more 680 

recent period" or "the current period" for amortization.  In addition, the intentional use of the 681 

word "previously" rather than, for example, use of the word "currently" also supports the 682 

Company's interpretation that if more than one amortization period existed in the rate year, then 683 

more than one should be applied in the calculation of the rate year  amortization amount.  684 

Finally, since the default source data is Form 1 reported information, the correct interpretation 685 

has to be that the Act intended to reflect amortization for the rate year as reported in Form 1 even 686 

when the amortization amount may have changed due to action of the Commission. Accordingly, 687 

Mr. Brosch's proposal to annualize the amortization amounts for the two regulatory assets should 688 

be rejected.   689 

XIII. OTHER 690 

Q. Please describe Ms. Everson's recommendation on rate case expense. 691 

A. Ms. Everson states the Commission is required to expressly address in its final order the 692 

justness and reasonableness of any amount expended by a public utility to compensate attorneys 693 

or technical experts to prepare and litigate a general rate proceeding under Section 9-229 of the 694 
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PUA.  Specifically, she recommends the Commission include the following in the final order in 695 

this proceeding:  696 

The costs included for recovery in this filing are amortization of costs 697 
approved in Docket No. 04-0294, 07-0585 et al (Cons.), and 09-0306 et al 698 
(Cons.) that were previously established as regulatory assets by the 699 
Commission in that order.  The costs associated with this proceeding were not 700 
incurred in 2010 and as such, are not considered for recovery in this 701 
proceeding.  Costs incurred in 2011 and 2012 that are related to this 702 
proceeding will be considered as part of the proceedings related to recovery of 703 
costs for those years.  Thus, there are no costs expended by the Company to 704 
compensate attorneys or technical experts to prepare and litigate general rate 705 
case filing for the Commission to address in this proceeding. (ICC Staff Ex. 706 
2.0, p. 4.) 707 

Q. Do you agree with her recommendation? 708 

A. Yes. 709 

XIV. CONCLUSION 710 

Q. Do you have anything further to add at this time? 711 

A. No.  This concludes my rebuttal testimony. 712 


