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Rebuttal Testimony of Stephen M. Rackers 
 
 
Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A Stephen M. Rackers.  My business address is 16690 Swingley Ridge Road, 2 

Suite 140, Chesterfield, MO 63017. 3 

 

Q ARE YOU THE SAME STEPHEN M. RACKERS WHO PREVIOUSLY FILED 4 

DIRECT TESTIMONY IN THIS CASE?   5 

A Yes, I am. 6 

 

Q WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS 7 

PROCEEDING? 8 

A The purpose of my rebuttal testimony is to respond to the rebuttal testimony of 9 

David A. Heintz (Ameren Exhibit 15), filed on behalf of Ameren Company (“Ameren” 10 

or “Company”), regarding cash working capital (“CWC”).  My rebuttal testimony will 11 

also respond to the rebuttal testimony of Ronald D. Stafford (Ameren Exhibit 13.0) 12 

and James I. Warren (Ameren Exhibit 18), filed on behalf of Ameren, regarding the 13 

amount of accumulated deferred income tax (“ADIT”) reflected in rate base. 14 
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I. Cash Working Capital 15 

Q WHAT CWC ISSUES WILL YOUR REBUTTAL TESTIMONY ADDRESS? 16 

A My rebuttal testimony addresses two components of the CWC determination:  1) the 17 

collection lag component of the revenue lag (“collection lag”) and 2) the revenue lag 18 

for Energy Assistance Charges (“EAC”), which should be zero.  These issues were 19 

discussed in the Rebuttal Testimony of Ameren witness Heintz.  20 

 

 IA. Revenue Collection Lag 21 
 
Q DO YOU AGREE WITH MR. HEINTZ’ ASSERTION THAT THE COMMISSION 22 

ULTIMATELY (ON REHEARING) REJECTED THE USE OF A 21-DAY 23 

COLLECTION LAG, AS RECOMMENDED BY THE IIEC IN DOCKET 24 

NOS. 09-0306, ET AL. (CONS.)?  25 

A No, I do not.  After rereading the relevant section of the Commission’s rehearing 26 

order in that case, I do not see where the Commission stated that it rejected a 21-day 27 

collection lag.  Rather, it appears that the Commission, which limited its inquiry to a 28 

determination of capital costs netted against late fee revenues, ruled only that there 29 

was a cost associated with customers paying late and that this cost needed to be 30 

recognized in the calculation of revenue requirement.  This cost was calculated based 31 

on the difference between the 21-day collection lag proposed by IIEC and the longer 32 

collection lag proposed by Ameren (Rehearing Order ICC Dkts. 09-0306 33 

Consolidated at 55).  While I agree that there is a cost associated with customers who 34 

pay late, as I will discuss later, the 21-day collection lag recognizes the CWC portion 35 

of this cost.   36 
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Q MR. HEINTZ CITES THE COLLECTION LAG FROM DOCKET NO. 11-0282, 37 

AMEREN’S MOST RECENT GAS RATE CASE.  DID THE COMMISSION RULE IN 38 

THE COMPANY’S FAVOR IN THAT CASE, REGARDING THE REVENUE 39 

COLLECTION LAG?  40 

A No.  The collection lag was not a contested issue in that case and the Commission 41 

made no specific finding regarding the appropriateness of the collection lag in that 42 

proceeding. 43 

 

Q MR. HEINTZ STATES THAT SECTION 280.90 OF THE ILLINOIS 44 

ADMINISTRATIVE CODE IS NOT INTENDED TO REPRESENT AMEREN’S 45 

COLLECTION LAG.  WHY IS IT APPROPRIATE TO REFERENCE SECTION 46 

280.90? 47 

A Section 280.90 specifies the due date for bill payments by residential and 48 

non-residential customers.  This is significant because it also defines when 49 

customers’ payments are past-due and they may be assessed late fees, which are a 50 

penalty for late payment.  Late payment is also a detriment to a customer’s payment 51 

history and may impair future dealings with the utility.  Therefore, a customer has 52 

significant incentives to pay on-time, not only to avoid the penalty of late payment 53 

fees, but also to protect their payment history with the utility company. 54 

  In light of the detriments associated with late payments, the Company’s 55 

proposal to use a collection lag reflecting that all customers pay their bills, on average 56 

almost 10 days late, is unreasonable.  Therefore, I am proposing to use 21 days as a 57 

reasonable proxy for the average collection lag.  In addition, since non-residential 58 

customers have a bill due date of 14 days, my recommendation to use the 21-day 59 

residential due date as a proxy for the collection lag is conservative.    60 
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Q IS IT YOUR POSITION THAT EVERY UTILITY SHOULD HAVE THE EXACT SAME 61 

COLLECTION LAG AS SUGGESTED BY MR. HEINTZ? 62 

A No, Mr. Heintz is mischaracterizing my position.  I am using 21 days as a proxy for 63 

the collection lag, because his unreasonable proposal to use a 30.67 day collection 64 

lag is based on unsupported assumptions about customers’ payment behavior.  The 65 

allowed payment period is a reasonable proxy, in the absence of empirical data that 66 

shows that the Company’s customers’ actual payment behavior departs from the 67 

behavior the Commission’s rules are designed to induce.  Ameren has not provided 68 

data on customer behavior or a data analysis that supports its longer collection lag 69 

proposal.  Had the aging analysis prepared by Mr. Heintz produced a more 70 

reasonable result, such as the 23.24 collection lag for North Shore Gas Company 71 

cited by Mr. Heintz, the proxy of 21 days would be unnecessary. 72 

 

Q IN HIS REBUTTAL TESTIMONY (PAGES 29 AND 30), MR. HEINTZ CITES 73 

REVENUE LAGS FROM OTHER UTILITIES.  IS REFERENCE TO THE LAGS OF 74 

OTHER UTILITIES, CONSISTENT WITH HIS POSITION ON THIS ISSUE? 75 

A No.  In the very same answer he states, “The Commission has appropriately relied 76 

upon company-specific collections data in past decisions to establish the collection 77 

lag for utilities in Illinois.  It should continue to do so in this proceeding.” (Ameren 78 

Exhibit 15.0 at 14).  I agree that it is preferable to use company specific data.  79 

However, the analysis of company specific data must use appropriate data and 80 

produce reasonable results.  I would welcome an analysis of actual customer bill 81 

payment behavior over time that relied on a statistically valid sample of individual 82 

Ameren customers as a basis for determining the collection lag.  The aging analysis 83 
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presented by Mr. Heintz is not an examination of Ameren data for individual 84 

customers’ bill payment behavior. 85 

 

Q IS THE ACTUAL BILL PAYMENT BEHAVIOR OF INDIVIDUAL CUSTOMERS 86 

CURRENTLY BEING EXAMINED FOR ANOTHER AMEREN COMPANY? 87 

A Yes.  In the current Ameren Missouri rate case ER-2012-0166, the Missouri Public 88 

Service Commission Staff is working with Ameren Missouri to select a random 89 

sample of individual customer data.  I believe this type of analysis would produce a 90 

more appropriate collection lag that reflected the actual bill payment behavior of 91 

customers.      92 

 

Q IS THE BELL SHAPED CURVE “ILLUSTRATION” USED BY MR. HEINTZ 93 

(AMEREN EXHIBIT 15.0 AT 14) AN ACCURATE PORTRAYAL OF YOUR 94 

POSITION? 95 

A No.  A collection lag reflects a weighting of the number of days customers take to pay 96 

their bills by the amounts paid at the different points in the range of payment dates.  I 97 

will refer to this weighting as dollar-days.  A 21-day average collection lag reflects that 98 

the dollar-days for customers who pay by the 21st day equals the dollar-days for the 99 

customers who pay after 21 days.  A 21 day collection lag does not reflect a specific 100 

limitation on the number of customers who pay beyond 21 days.  Some customers 101 

are paying their bills more than 21 days late, but the weighting of the days these 102 

customers take to pay their bills by the amount paid is equal to the amount paid by 103 

the customers who pay by the 21st day.  On the other hand, the Company’s proposed 104 

collection lag suggests that the dollars-days generated by customers who pay late 105 

exceed the dollar-days generated by the customers who pay by the 21st day following 106 
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billing.  Attached to my testimony is an exhibit (IIEC Exhibit 5.1) that also uses a bell 107 

shaped curve to compare my proposed collection lag to the Company’s. 108 

 

Q PLEASE EXPLAIN THE BELL SHAPE ILLUSTRATION ON EXHIBIT 5.1. 109 

A The IIEC bell shape reflects that the dollar-days for customers who pay by the 110 

21st day equal the dollar-days for the customers who pay after 21 days.  Both halves 111 

of the bell shape reflect the same area, since the average collection lag is the 112 

21 days at the apex of the curve.  The Ameren bell shape reflects that the dollar-days 113 

for customers who pay by the 31st day equals the dollar-days for the customers who 114 

pay after 31 days.  However, as further discussed below, Mr. Heintz presents data 115 

(for what he presumably believes is a representative month) showing that only 28% of 116 

Ameren customers were in arrears.  This means that 72% of the customers were 117 

paying on time.  I have added to the Ameren bell shape a line through the left half 118 

that represents the 21st day.  The area to the left of the 21-day line represents the 119 

dollar-days associated with 72% of customers who pay by the due date.  As can be 120 

seen from the illustration, for both the 31-day collection lag and Mr. Heintz’ arrearage 121 

data to be correct, the dollar-days associated with that 72% of Ameren customers 122 

would have to be significantly less than the dollar-days associated with the 28% of 123 

the customers who are in arrears.  Ameren has presented no data to support that 124 

skewed distribution, which conflicts with Mr. Heintz’ basic normal distribution 125 

assumption.  The approximately 31-day collection lag proposed by Mr. Heintz is 126 

unreasonable and unsupported.  127 
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Q HOW DO THE CUSTOMER STATISTICS CITED BY MR. HEINTZ RELATE TO HIS 128 

PROPOSED COLLECTION LAG?  129 

A Mr. Heintz states that “as of September 30, 2010, approximately 28% of the 130 

Company’s customers had account balances that were in arrears.  Over 13% of the 131 

Company’s customers had account balances in excess of 60 days in arrears.”  132 

Accepting for the sake of argument only that Mr. Heintz presented these data 133 

because they are representative of Ameren customer behavior and, therefore, 134 

relevant to the determination of collection lag, I have attached to my rebuttal 135 

testimony a second exhibit (IIEC Ex. 5.2) that checks Mr. Heintz’ lag calculation 136 

against the collection lag that results from substituting these actual statistics.  For 137 

Mr. Heintz’ assumed payment periods based on the customer statistics provided by 138 

Mr. Heintz, if 28% of the customers are in arrears, 72% of the customers are paying 139 

by at least the 21st day.  Therefore, I assigned 72% to the average lag from zero to 140 

21 days.  With 13% of the customers in arrears in excess of 60 days, I assigned 13% 141 

to the average lag from 61 days to 90 days, the upward bound of the aging study 142 

supported by Mr. Heintz.  The remaining 15% of customers who are in arrears (28% 143 

minus 13%) was assigned to the average lag from 22 days to 60 days reflecting 144 

customers who are past the 21-day due date but are in arrears 60 days or less.  As 145 

the illustration in Exhibit 5.2 shows, a calculation using Mr. Heintz’ mid-point method 146 

results in an average lag of 23.52 days, over seven days less than the 30.67 days 147 

proposed by Mr. Heintz. 148 
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Q MR. HEINTZ CLAIMS THAT YOUR PROPOSED 21-DAY COLLECTION LAG 149 

DOES NOT REFLECT THE COST ASSOCIATED WITH CUSTOMERS PAYING 150 

BEYOND THE DUE DATE (AMEREN EXHIBIT 15.0 AT 15).  WHY IS THIS 151 

INCORRECT? 152 

A My proposed 21-day collection lag reflects an average of those customers who pay 153 

their bills by the 21st day and those who pay later.  If all customers paid by the 154 

21st day, the collection lag would likely be around 11 days, the approximate midpoint 155 

between zero and 21 days.  An additional 10 days in the collection lag (11 days plus 156 

10 days = 21 days) in recognition of an average collection lag of 21 days results in an 157 

increase in the amount of CWC included in rate base and reflects the CWC cost of 158 

customers who pay late.  There are other costs associated with late paying customers 159 

including additional customer billing and collection activities.  However, these costs 160 

are included in the operating expenses reflected in the determination of revenue 161 

requirement in this case.  As a result, there is no need to increase the CWC collection 162 

lag to provide additional revenue requirement for the cost associated with customers 163 

who pay their bills late. 164 

 

Q IS THERE ANY NEED TO MAKE A CWC ADJUSTMENT LIKE THE ONE 165 

ACCEPTED BY THE COMMISSION IN ITS REHEARING ORDER IN DOCKET 166 

NOS. 09-0306, ET AL. (CONS.)? 167 

A No.  As just explained, the additional CWC cost of late paying customers is captured 168 

in the average 21-day collection lag.  The other costs associated with late paying 169 

customers are included in the billing and collection expenses.  Since all these costs 170 

are being reflected in the calculation of rates, there is no need to include any 171 

additional adjustment to capture these costs.  172 
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 IB. EAC Revenue Lag 173 
 
Q HAVE YOU TAKEN A POSITION ON THE CWC ASSOCIATED WITH MUNICIPAL 174 

UTILITY TAX? 175 

A No. 176 

 

Q MR. HEINTZ ALLEGES THAT YOUR PROPOSED ZERO REVENUE LAG FOR 177 

THE EAC IS FLAWED, BECAUSE IT REDUCES THE REVENUE LAG 178 

ASSOCIATED WITH THE TIMING OF THE RECEIPT OF THOSE FUNDS INSTEAD 179 

OF THE EXPENSE LEAD ASSOCIATED WITH THE TIMING OF THE 180 

REMITTANCE OF THE FUNDS (AMEREN EXHIBIT 15.0 AT 16).  IS HE 181 

CORRECT?     182 

A No.  The issue here is Ameren’s management decision to base its remittances to 183 

IDOR on the amounts billed instead of the amounts collected, and to reflect the 184 

revenue billed in its calculation of CWC (“the decision”).  Regardless of whether the 185 

revenue lag calculation is based on the amount billed or collected, the EAC must be 186 

remitted to the IDOR on the 20th of the month.  There is no disagreement regarding 187 

this fact and no need to adjust the expense lead.  However, Ameren’s decision   188 

decreases the time period between EAC collection and remittance and increases the 189 

amount of CWC.  Therefore, it is the revenue lag that must be adjusted. 190 

 

Q WHY IS A ZERO REVENUE LAG REFLECTIVE OF PAYING THE AMOUNT OF 191 

EAC COLLECTED? 192 

A A zero revenue lag reflects that Ameren is merely a conduit for remitting the taxes it 193 

receives during the month prior to the payment to the IDOR on the 20th of the 194 

following month.  Any EAC received, for example during the month of May, is due on 195 
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the 20th of June.  In this example, Ameren has use of the cash, from the average 196 

receipt date of approximately May 16th through the June 20th payment date, 197 

approximately 35 days.  If Ameren is allowed to reflect its management decision 198 

instead of the statutory requirement in CWC, using the amount of revenue billed as its 199 

basis for its remittance to the IDOR, then the revenue lag would include billing lag, 200 

payment processing lag, and bank float lag, as calculated by Mr. Heintz and my 201 

proposed collection lag (1.51 + 1.39 + .97 + 21), totaling 24.87 days.  The calculation 202 

of the resulting CWC requirement also would reflect a remittance amount based on 203 

EAC billed during the month prior to payment, as opposed to EAC collected.  204 

However, this is contrary to the IDOR instructions, which state:  “You must file Form 205 

RPU-6 on or before the 20th day of the month to report and pay the total amount of 206 

assistance charges you collected from your customers during the preceding month.”  207 

It is inappropriate for Ameren to use its management decision respecting the amount 208 

of EAC remitted to the IDOR to create an additional revenue requirement for Ameren 209 

ratepayers.  210 

 However, if the revenue lag for EAC is calculated as shown above, rather 211 

than zero, some adjustment should be made to CWC to reflect the IDOR instructions 212 

and to reflect Ameren having use of the collected amount for 35 days between receipt 213 

and remittance.  Otherwise, the CWC requirement associated with EAC will be 214 

overstated.  215 
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Q IF THE COMPANY CHANGES ITS BASIS FOR THE AMOUNT OF EAC REMITTED 216 

FROM THE AMOUNT BILLED TO THE AMOUNT COLLECTED, WILL THERE BE 217 

A SIGNIFICANT CHANGE IN THE AMOUNT REMITTED? 218 

A No.  Since, in calculating its remittance to IDOR, Ameren reduces the amount billed 219 

by an uncollectible factor, that adjusted amount of EAC billed during a month should 220 

be approximately equal to the amount received/collected from customers during the 221 

month.  Since the EAC is a customer charge, the difference between the amount 222 

collected during a month should not vary significantly from the amount billed during 223 

the month.   224 

 

 Q PLEASE SUMMARIZE YOUR TESTIMONY REGARDING CWC? 225 

A Based on the discussion above and my direct testimony:  (a) the revenue collection 226 

lag should be 21 days and (b) the revenue lag for EAC should be zero.  The 227 

Company’s 30.67-day collection lag and its use of a revenue lag other than zero for 228 

EAC should be rejected. 229 

 

II. Accumulated Deferred Income Tax (“ADIT”) 230 

Q WHAT ADIT ISSUES WILL YOUR REBUTTAL TESTIMONY ADDRESS? 231 

A My rebuttal testimony addresses the rebuttal testimony of Ronald D. Stafford (Ameren 232 

Exhibit 13.0) regarding the update of the ADIT balance included in rate base at a 233 

point in time consistent with Ameren’s update of Plant and the Depreciation Reserve.  234 

I will also address the rebuttal testimony of James I. Warren (Ameren Exhibit 18.0) 235 

regarding the treatment of the ADIT associated with uncertain tax positions (“UTPs”). 236 
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IIA. ADIT Update 237 
 
Q WHAT ARE AMEREN’S ARGUMENTS CONCERNING UPDATES OF THE ADIT 238 

BALANCE INCLUDED IN RATE BASE? 239 

A Mr. Stafford argues against updating the ADIT balance because: 240 

1. The Public Utilities Act only specifies adjustments for projected plant and the 241 
depreciation reserve (Ameren Exhibit 18.0 at 21), 242 

 
2. Other ADIT and other rate base items were not updated (Ameren Exhibit 13.0 at 243 

21),  244 
 
3. There will be future filings to capture the future ADIT balance (Ameren Exhibit 245 

13.0 at 22), and  246 
 
4. Updating the ADIT balance may increase or decrease rate base (Ameren Exhibit 247 

13.0 at 23). 248 
 
 
 

Q WHAT IS YOUR RESPONSE TO MR. STAFFORD’S FIRST ARGUMENT AGAINST 249 

UPDATING THE ADIT BALANCE? 250 

A I have been informed by counsel that while the Public Utilities Act does not 251 

specifically state that the ADIT balance is required to be updated consistent with plant 252 

and the depreciation reserve, the Act states that the performance based rates will 253 

recover the utility’s actual cost of delivery services that are prudently incurred and 254 

reasonable in amount consistent with Commission practice.  Ignoring a significant 255 

increase in the third largest item in rate base would significantly overstate Ameren’s 256 

actual cost of service.  This result will not produce reasonable rates.  Furthermore, 257 

not updating ADIT is inconsistent with Commission practice.  The Commission 258 

ordered an update of the ADIT balance consistent with the update of plant and 259 

depreciation reserve in the previous Ameren electric rate case, Docket No. 09-0306 260 

et al. Consolidated and Commonwealth Edison formula rate case, Docket 261 

No. 11-0271.   262 
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Q MR. STAFFORD CRITICIZES UPDATING ADIT BUT DOES NOT UPDATE THE 263 

OTHER ADIT AMOUNTS OR THE OTHER RATE BASE ITEMS TO WHICH HE 264 

REFERS.  DO YOU OPPOSE UPDATING THE ENTIRE ADIT BALANCE OR 265 

OTHER RATE BASE ITEMS IN ADDITION TO PLANT, DEPRECIATION 266 

RESERVE, AND ADIT?  267 

A No.  My recommendation to update the ADIT balance was not limited to the amount 268 

only related to plant increases.  I am also not opposed to updating other rate base 269 

items.  However, I do not believe updates to additional rate base items will result in 270 

substantially different rates.  In addition, unlike the depreciation reserve and ADIT, 271 

the other rate base items are not specifically related to plant and updating these items 272 

is not required to be consistent with the update of plant. 273 

 

Q WILL THERE BE, AS MR. STAFFORD ASSERTS, FUTURE PROCEEDINGS THAT 274 

WILL REFLECT THE UPDATE OF THE ADIT BALANCE (AMEREN EXHIBIT 13.0 275 

AT 22)? 276 

A Yes.  However, as I previously discussed, ignoring a significant increase in the third 277 

largest item in rate base would significantly overstate the rates charged in the interim.  278 

This overstatement will not produce reasonable rates.  It is appropriate to establish 279 

current rates that more closely reflect Ameren’s actual cost of service than to 280 

intentionally ignore a significant rate base component and overstate rates.  As the 281 

Commission stated in its recent Commonwealth Edison formula rate order:  “The goal 282 

should be to have rates accurately reflect costs, and reconciliation is merely a tool to 283 

correct and adjust unavoidable imbalances.” (Docket No. 11-0721 Final Order at 167) 284 
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Q IS IT REASONABLE TO BELIEVE THAT UPDATING ADIT CONSISTENT WITH 285 

PLANT AND THE DEPRECIATION RESERVE WILL RESULT IN A DECREASE IN 286 

ADIT AS SUGGESTED BY MR STAFFORD (AMEREN EXHIBIT 13.0 AT 23)? 287 

A No.  It is true, that the reserve will decrease in 2012 for 2011 additions that qualified 288 

for 100% bonus depreciation.  However, this is not necessarily true for additions that 289 

qualify for 50% bonus depreciation.  It is also not true for the substantial amount of 290 

plant that did not qualify for bonus depreciation, but did qualify to use accelerated 291 

depreciation rates, which also generate tax depreciation in excess of book 292 

depreciation.  Based on the Company’s previous quantification of the 2012 ADIT 293 

balance, which is significantly higher than the 2010 balance, I do not believe any 294 

reliance should be placed on Mr. Stafford’s suggestion that the 2012 ADIT balance 295 

may be less than the 2010 ADIT balance. 296 

 

 IIB. Uncertain Tax Positions (“UTPs”) 297 
 
Q WHAT ARE MR. WARREN’S (AMEREN EXHIBIT 18.0) ARGUMENTS FOR 298 

REDUCING THE ADIT BALANCE REFLECTED IN RATE BASE FOR UTPS? 299 

 A I believe Mr. Warren’s argument can be summarized as follows.  ADIT is an interest 300 

free loan, unless it is the result of a company taking a UTP.  If the ADIT is the result of 301 

a UTP then it is not interest free and should not be reflected as a reduction to rate 302 

base.  Mr. Warren also takes the positions that it is the federal government that is 303 

supplying the loan rather than the ratepayer and that the capital can only be obtained 304 

by the Company filing a tax return.  I will address all of these topics in my testimony 305 

below. 306 
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Q WHY ARE RATEPAYERS, RATHER THAN THE FEDERAL GOVERNMENT, 307 

ACTUALLY PROVIDING THE LOAN? 308 

A The internal revenue code allows the Company to take the tax deductions at issue, 309 

which result in reduced income taxes.  However, it is the fact that these deductions 310 

are not reflected in the calculation of the income tax expense used in the 311 

determination of the Company’s revenue requirement that generates cash that is 312 

effectively a loan for the utility, and that comes from ratepayers.  Not recognizing the 313 

tax deduction in the calculation of rates results in ratepayers paying more in tax 314 

expense than is currently due to the government.  This difference in cash flow is the 315 

source of what is effectively a loan.  If the deductions authorized by the federal 316 

government were reflected in the income tax calculation and used to reduce rates, 317 

there would be no extra cash.  The Company would not pay the tax associated with 318 

the deduction, and rates would be lower as a result of the deduction being reflected in 319 

the calculation of revenue requirement.  Therefore, the additional funds related to 320 

these tax deductions reflected in ADIT are provided by ratepayers. 321 

 

Q CAN THE CAPITAL ASSOCIATED WITH THE LOAN PROVIDED BY 322 

RATEPAYERS ONLY BE REALIZED BY FILING A TAX RETURN? 323 

A No.  Utilities, like other businesses, are required to make quarterly tax payments.  324 

Recognizing tax deductions that are not reflected in rates in the calculation of these 325 

quarterly tax payments can also generate capital.  A utility does not have to file an 326 

annual tax return to avail itself of beneficial tax deductions and generate capital.  327 
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Q DO YOU AGREE WITH MR. WARREN’S CHARACTERIZATION OF UTPS AS 328 

“NON-ADIT” (AMEREN EXHIBIT 18.0 AT 6)? 329 

A No.  ADIT, whether associated with uncertain tax positions or not, is booked to the tax 330 

reserve in the same way.  However, a second step results in the booking of an offset, 331 

or reduction, to the tax reserve for the portion of ADIT associated with a UTP.  332 

Therefore, both the ADIT and the offsetting UTP are booked to the tax reserve. 333 

  However, renaming the offset as “Non-ADIT,” does not change the fact that 334 

the ratepayer is providing capital to the Company.  The tax deduction that gave rise to 335 

the ADIT was still taken by the Company and was not reflected in the revenue 336 

requirement used to set rates for customers.  Whether the tax position is certain or 337 

uncertain, the ratepayer is providing capital.  If the position is not accepted by the IRS 338 

at some point in the future, the Company will have to pay the money back with 339 

interest.  However, until that day arrives, Ameren has use of the capital. 340 

 

Q DO YOU SUPPORT AMEREN’S RECOVERY OF THE INTEREST, SHOULD THE 341 

COMPANY HAVE TO PAY BACK THE INCOME TAX ASSOCIATED WITH UTPS? 342 

A Yes, once there is a determination rejecting the UTP and requiring payment from 343 

Ameren.  However, if the IRS accepts the Company’s tax position in the future, this 344 

interest will never be paid.  In addition, the interest is not paid during the period the 345 

Company has the cash associated with the tax position.  Only if and when the IRS 346 

determines that the tax position taken by the Company is incorrect will the interest be 347 

paid.  Until the IRS makes its determination, Ameren has use of the capital and is not 348 

required to make any interest payments.  Therefore, interest expense should not be 349 

included in rates until the IRS makes a determination regarding the UTP.   350 
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Q WHAT IS THE EFFECT ON REVENUE REQUIREMENT ASSOCIATED WITH 351 

AMEREN’S PROPOSED TREATMENT OF UTPS?  352 

A Ameren’s position would reduce ADIT and increase rate base by approximately 353 

$44 million. The rate of return factored-up for income taxes and uncollectibles is 354 

approximately 12.7%.  Multiplying the above return factor by the $44 million produces 355 

an annual revenue requirement of $5.6 million.  The Company’s position requires 356 

ratepayers to begin paying this amount when rates are established as a result of the 357 

current formula rate case.  However, the current interest rate associated with 358 

underpayment of taxes is 5%.  This equates to a potential interest of $2.2 million 359 

(5% x $44 million) on an annual basis.  However, the payment of interest is not due 360 

currently, but will potentially be paid at some unknown point in the future.   361 

 

Q DOES THE OPERATION OF FORMULA RATES PROVIDE A MECHANISM TO 362 

QUICKLY ADDRESS SUCH A DETERMINATION BY THE IRS? 363 

A Yes.  Since the formula rate process is continually setting new rates and reconciling 364 

established rates, a mechanism exists to quickly address a future determination by 365 

the IRS regarding an uncertain tax position taken by Ameren. 366 

 

Q WHAT ARE YOUR CONCLUSIONS REGARDING MR. STAFFORD’S AND MR. 367 

WARREN’S PROPOSALS REGARDING THE COMPANY’S ADIT BALANCE 368 

INCLUDED IN RATE BASE? 369 

A I conclude that both Mr. Stafford’s and Mr. Warren’s positions regarding the ADIT 370 

included in rate base should be rejected.  The ADIT balance should be updated to a 371 

point in time consistent with the plant and depreciation reserve recognized in this 372 
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case.  Also, the ADIT balance included in rate base should not be reduced by the 373 

portion identified as a UTP. 374 

 

Q DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 375 

A Yes, it does. 376 
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