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Witness Identification 1 

Q. Please state your name and business address. 2 

A. My name is Karen Chang.  My business address is 527 East Capitol 3 

Avenue, Springfield, Illinois 62701. 4 

Q. By whom are you employed and in what capacity? 5 

A. I am currently employed as an Accountant in the Accounting Department 6 

of the Financial Analysis Division of the Illinois Commerce Commission 7 

(“ICC” or “Commission”). 8 

Q. Please describe your professional background and affiliations. 9 

A. I graduated from the University of Illinois in Springfield with a Bachelor’s 10 

degree in Accountancy in 1993 and a Master of Business Administration 11 

degree in 2001.  I am a licensed Certified Public Accountant and a 12 

Certified Internal Auditor.  I joined the Commission as an Economic 13 

Analyst in the Rates Section of the Telecommunications Division in 2000.  14 

In February 2012, pursuant to a reorganization of the Public Utilities 15 

Bureau, I was reassigned to the Accounting Department of the Financial 16 

Analysis Division. 17 

Prior to the Commission, I worked in public accounting for four years and 18 

in internal auditing for four years in another State agency and a private 19 

business.  20 

Q. Have you previously testified before any regulatory bodies?  21 

A. Yes.  I have testified on several occasions before the Commission.   22 
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Q. What is the purpose of your testimony in this proceeding? 23 

A. I have reviewed and analyzed Ameren Illinois Company’s (“AIC” or 24 

“Company”) documents and information which were filed on April 20, 25 

2012. 26 

 The purpose of my testimony is to propose adjustments to the 27 

Company’s Statement of Rate Base and Operating Income concerning 28 

Accumulated Deferred Income Taxes (“ADIT”), Charitable Contributions, 29 

Industry Association Dues, and Advertising Expense.  I will also address 30 

a finding on the original cost determination. 31 

Schedule Identification 32 

Q. Are you sponsoring any schedules with your testimony? 33 

A. Yes.  I prepared the following schedules that show data as of, or for the 34 

test year ending December 31, 2011: 35 

Adjustment Schedules 36 

Schedule 3.01 -   Adjustment to ADIT – Projected Plant Additions 37 

Schedule 3.02 -   Adjustment to Charitable Contributions  38 

Schedule 3.03 -   Adjustment to Industry Association Dues 39 

Schedule 3.04 -   Adjustment to Advertising Expense (CONF.) 40 

Attachments 41 

Q.  Have you included any attachments to your testimony? 42 

A. Yes.  I have included the following attachments, which present 43 

information prepared by the Company: 44 
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Attachment A – Economic Development Council for Central Illinois 45 

Invoice (CONF) 46 

 Attachment B –Ameren Corporation Charitable Contribution Policy  47 

Adjustment to Accumulated Deferred Income Taxes (“ADIT”) 48 

Q. Please describe Schedule 3.01, Adjustment to ADIT. 49 

A. Schedule 3.01 presents my adjustment to AIC’s accumulated deferred 50 

income taxes related to the 2012 projected plant additions.   The 51 

Company has included projected 2012 additions in distribution plant, 52 

general plant and intangible plant totaling $245,188,000 in its rate base.  53 

AIC also recognized an associated increase in the balance of 54 

accumulated depreciation of $7,197,000.  However the Company did not 55 

account for the related growth in ADIT that will occur due to the 56 

existence of the 50% bonus depreciation available in 2012. Bonus 57 

depreciation will provide AIC with a tax deduction equal to 50% of the 58 

additions placed in service which will cause ADIT to grow at a rate higher 59 

than usual. 60 

Q. Is your proposed adjustment to accumulated deferred income tax 61 

consistent with prior Commission decisions and appellate court decisions 62 

on this issue? 63 

A. Yes. The Commission concluded in its order entered May 29, 2012 in 64 

Docket No. 11-0721 on pages 59-60 that rate base should be reduced by 65 

the ADIT on the allowed projected plant additions. That order describes 66 
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ADIT as a derivative adjustment that is primarily caused by plant 67 

additions.  68 

 The order stated: 69 

ComEd does not dispute that an adjustment must be made for ADIT in 70 
formula rates pursuant to Section 16-108.5.  Rather, ComEd argues 71 
that ADIT must be accounted for in the reconciliation of actual figures 72 
for 2011.  It is true, as ComEd argues, that the statutory provision 73 
regarding what is to be included at this juncture in time, does not 74 
mention ADIT.  (220 ILCS 5/16-108.5(c)(6)). However, the statute is 75 
silent altogether with regard to ADIT and with regard to many other 76 
items that all agree must be included in, or deducted from, rates.  If 77 
the Commission were to ignore ADIT on ComEd’s plant investments, 78 
we would be ignoring basic accounting principles and appellate 79 
precedent.  (See, Ameren Illinois Co. v. Ill. Commerce Comm., 2012 80 
IL. App. (4th) 100962 at 31, 2012 Ill. App. LEXIS 175 (4th Dist. 2012), 81 
determining, with regarding to an ADIT adjustment to Ameren’s rate 82 
base, that Section 9-211 of the Public Utilities Act requires that rate 83 
base cannot exceed the investment value that a utility actually uses to 84 
provide utility services.).   85 
 86 
ADIT, a derivative adjustment that is caused primarily by plant 87 
additions, is a source of revenue for a utility.  Because federal tax laws 88 
regarding 2011 allow businesses like ComEd, currently, to depreciate 89 
plant additions at 100%, ComEd has use of funds now that it would 90 
not have otherwise normally have had access to without borrowing or 91 
other forms of financing.  In effect, ignoring this windfall to ComEd 92 
would be to allow ComEd an interest-free loan at the ratepayers’ 93 
expense for several months.  It also would artificially increase rates 94 
until the time when a final order in the 2011 reconciliation docket takes 95 
place.  It cannot have been the intention of the General Assembly, 96 
when enacting Section 16-108.5, to allow this statute to artificially 97 
raise rates for several months.  In fact, this statute provides that the 98 
performance-based formula rate shall: 99 
 100 

Reflect the utility’s actual capital structure for the applicable 101 
year, excluding goodwill, subject to a determination of 102 
prudence and reasonableness consistent with Commission 103 
practice and law.   104 
 105 

(220 ILCS5/16-108.5(c)(2)).  Even ComEd has admitted, in essence, 106 
that its actual capital structure includes ADIT on ComEd’s 2011 plant 107 
additions.  (See, e.g., ComEd Initial Brief at 44, stating that adjusting 108 
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for ADIT in this context “would make rate base closer. . .  to actual 109 
2011 rate base.”). 110 
 111 
Finally, Section 16-108.5 is a very detailed statute that articulated 112 
many matters with great specificity.  (See, e.g., 220 ILCS 5/16-113 
108.5(c)(3)(A), which provides that the performance-based formula 114 
rate approved by the Commission shall  do the following:  115 
(3) Include a cost of equity, which shall be calculated as the 116 
sum of the following: 117 
 118 

(A) the average for the applicable calendar year of the 119 
monthly average yields of 30-year U.S. Treasury bonds 120 
published by the Board of Governors of the Federal 121 
Reserve System in its weekly H.15 Statistical Release or 122 
successor publication; and 123 
 124 
(B) 580 basis points. 125 
 126 

(220 ILCS 5/16-108.5(c)(3)(A) and (B)).  One would expect that, after 127 
the General Assembly treated so many issues with specificity that it 128 
would have specifically excluded ADIT in the statute, if that were its 129 
intent.  It did not.  The Commission therefore adopts the proposal 130 
made by the AG and others to adjust plant additions to account for 131 
ADIT in the amount of $265,681,000.   132 

 The appellate court has agreed that derivative adjustments to rate base 133 

items to achieve a matching of the additions to the offsetting derivative 134 

adjustments are appropriate. The appellate court’s review of 135 

Commonwealth Edison’s 2007 rate case continued to use this logic, 136 

basing its opinion on matching the value of the investment to the ordered 137 

rate base. The appellate court decision states:   138 

We conclude that the Commission miscalculated the value of 139 
the plant investment by recognizing increases in rate base 140 
investment value due to post-test-year additions without 141 
recognizing contemporaneous offsetting decreases in the 142 
value of that investment attributable to ongoing depreciation. 143 
Section 9-211 (of the Public Utilities Act) essentially requires 144 
the Commission to ensure that a utility’s approved rate base 145 
does not exceed the investment value that the utility actually 146 
uses to provide service. The measure of the amount of 147 
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investment so dedicated must account for both increases and 148 
the decreases over a consistent period. Under section 9-211, 149 
contemporaneous increases and decreases to rate base are 150 
not severable items that can be given disparate treatments. 151 
The utility’s plant in service, and net plant are opposing sides 152 
of the coin. The Commission approved a rate base that 153 
exceeds the investment value ComEd actually dedicates to 154 
utility services. The approval of excess rate base violates 155 
section 9-211 by overstating ComEd’s revenue requirement. 156 
(Commonwealth Edison v. Illinois Commerce Comm. 405 Ill 157 
App. 3d 389, 937 N.E2d 685, 701-03 (2nd Dist 2010)) 158 

My adjustment to ADIT will (1) provide a match of 2012 projected plant 159 

additions with the corresponding offsetting items in AIC’s rate base; and  160 

(2) be consistent with Commission practice and recent court opinions 161 

and should be adopted. 162 

Adjustment for Charitable Contributions 163 

Q. Please describe Schedule 3.02, Adjustment for Charitable Contributions. 164 

A. Schedule 3.02 reflects the calculation of my adjustment for Charitable 165 

Contributions based on my understanding of Section 9-227 of the Public 166 

Utilities Act (“Act”).  Page 2 of Schedule 3.02 lists the donations to 167 

organizations that I am disallowing that are not Section 501 (c)(3) 168 

Charitable Organizations according to the U. S. Internal Revenue Code.   169 

Q. What does Section 9-227 of the Act state?  170 

A. Section 9-227 of the Act states:  171 

It shall be proper for the Commission to consider as an operating 172 
expense, for the purpose of determining whether a  rate or other 173 
charge or classification is sufficient, donations made by a public 174 
utility for the public welfare or for charitable scientific, religious or 175 
educational purposes, provided that such donations are 176 
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reasonable in amount. In determining the reasonableness of such 177 
donations, the Commission may not establish, by rule, a 178 
presumption that any particular portion of an otherwise reasonable 179 
amount may not be considered as an operating expense. The 180 
Commission shall be prohibited from disallowing by rule, as an 181 
operating expense, any portion of a reasonable donation for public 182 
welfare or charitable purposes. 183 

Q. Explain the basis for your disallowance of the donations to the eleven 184 

organizations listed on page 2 of Schedule 3.02. 185 

A. The donations made to the eleven organizations listed on page 2 of 186 

Schedule 3.02 are not charitable contributions for the public welfare.  For 187 

a donation to be considered a charitable contribution, the donation 188 

should be made to an organization that is a Section 501(c)(3) tax-exempt 189 

organization which is consistent with Ameren’s policy regarding 190 

charitable giving. 191 

Q. What is Ameren’s policy for the kind of organizations that charitable 192 

contributions should be made to? 193 

A. The Ameren Corporation Charitable Contribution Policy is attached and 194 

identified as Attachment B.  195 

The first paragraph of the policy states:  196 

The Company recognizes its civic responsibility to contribute to the 197 
social, cultural and economic vitality of the communities it serves.  198 
The Company also believes that recognition of charitable needs is a 199 
basic part of good corporate citizenship.  200 

Paragraph 6 states:  201 

Specific Consideration:  Generally, the Company makes charitable 202 
contributions to tax-exempt, not-for-profit organizations, as defined 203 
under Section 501 (c ) (3) of the U.S. Internal Revenue Code, 204 
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serving the area which includes the service territories of the 205 
Company’s operation subsidiaries.  206 

 Paragraph 2 of AIC’s policy acknowledges that the Company’s charitable 207 

contributions are generally not treated as a recoverable expense by 208 

regulatory authorities and are not automatically included in rates.   209 

Q. Do you have additional rationale for your disallowance? 210 

A. Yes, many of the donations that I recommend be disallowed were not 211 

made to organizations that provide for the public welfare, but to 212 

community or economic development organizations that provide a 213 

business networking function or promote tourism.  214 

One example is a donation to provide promotional activities for the town 215 

of Du Quoin. The purpose of this donation is to attract visitors to the town 216 

in order to benefit local businesses and increase tax revenue. This type 217 

of donation is not a charitable contribution for the public welfare because 218 

it does more to promote business interests than charity.  219 

Another example of disallowed contributions are those made to the 220 

Economic Development of Central Illinois. This organization provides 221 

more benefit to local businesses than the public welfare.   An invoice 222 

from the Economic Development of Central Illinois provided by AIC in its 223 

response to Staff Data Request (“DR”) KC 3.01 is identified as 224 

Attachment A CONF.  The invoice states that the billing is for “1/11-12/11 225 

Annual Investment”.  The organization’s website, http://centralillinois.org, 226 

states its purpose as follows: 227 

http://centralillinois.org/
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Welcome to the Peoria Metro! This is your access point for 228 
business opportunities in Central Illinois. The Economic 229 
Development Council for Central Illinois serves the businesses 230 
and communities of the Peoria metropolitan region by 231 
strengthening the local business structure and assisting 232 
companies in relocating or expanding in our region. 233 

The mission statement or invitation to join mentions nothing about 234 

charitable giving. The mission is focused on promoting business.  AIC 235 

and 89 other businesses are listed under the website tab labeled “OUR 236 

INVESTORS” and to the right column of each business listed is the web 237 

address link to ”the investors” home page.   This is a positive effort for 238 

encouraging business growth in the area, but not representative of 239 

charitable giving for the public welfare.   240 

 Utility ratepayers should not be obligated to fund contributions to 241 

organizations that have a primary focus of promoting business rather 242 

than charitable giving.   243 

Q. Did the Commission previously exclude donations to community and 244 

economic development organizations in AIC’s previous electric rate 245 

case? 246 

A. Yes. The Commission has excluded donations to community and 247 

economic development organizations in Docket No. 09-0306 and in the 248 

following cases: 249 

  Docket No. 11-0436 Aqua Illinois, Inc. 250 

  Docket No. 10-0194 Aqua Illinois, Inc. 251 

  Docket No. 08-0363 Northern Illinois Gas Company 252 
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  Docket No. 03-0403 Consumers Illinois Water Company 253 

  Docket No. 03-0008 Central Illinois Public Service Company 254 

  Docket No. 02-0690 Illinois American Water Company 255 

Adjustment to Industry Association Dues 256 

Q. Please describe Schedule 3.03, Adjustment to Industry Association 257 

Dues. 258 

A. Schedule 3.03 calculates my disallowance of membership dues paid to 259 

Edison Electric Institute (EEI), specifically the portion related to 260 

influencing legislation or lobbying activities.   According to the 261 

Companies response to Staff DR KC 5.05 Attach 1, the provided EEI 262 

invoice states:  263 

1. The portion of 2012 membership dues relating to influencing 264 
legislation, which is not deductible for federal income tax 265 
purposes, is estimated to be 26%. 266 

2. The portion of the 2012 industry issues support relating to 267 
influencing legislation is estimated to be 36%. 268 

Q. What is the basis for disallowing the amounts related to influencing 269 

legislation? 270 

A. Section 9-224 of the Act (220 ILCS 5/9-224) states that the Commission 271 

shall not consider as an expense of any public utility company for the 272 

purpose of determining any rate or charge, any amount expensed for 273 

political activity or lobbying.   274 

Adjustment for Advertising 275 

Q. Please describe Schedule 3.04, Adjustment for Advertising. 276 
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A. Schedule 3.04 calculates my disallowance of advertising costs that I 277 

have determined to be institutional, lobbying, or those which are 278 

unsupported.  These costs do not meet the requirements for recovery as 279 

advertising programs pursuant to Section 9-225 of the Act. 280 

Q. Please provide the rationale for disallowing institutional advertising costs. 281 

A. Institutional advertising primarily promotes the “Ameren” Company name 282 

to the public.  Section 9-225(2) of the Act states that advertising costs of 283 

a good will or institutional nature shall not be considered for purpose of 284 

determining rates.  For example, sponsorships for the Decatur 285 

Celebration, season tickets to the Peoria Chiefs, Herrin Festa Italiana, 286 

Peoria Area Chamber of Commerce sponsorship of the Marigold 287 

Festival, radio advertising on the Illini Sports Network and sponsorship of 288 

the Peoria Civic Center’s Broadway Theater provide name recognition 289 

and goodwill for Ameren rather than safety and educational benefits to 290 

ratepayers.  291 

Q. Please provide the rationale for unsupported advertising programs. 292 

A. The information provided to support the cost of the advertising program 293 

was insufficient for Staff to make a determination as to whether the 294 

advertising program qualified for recovery through rates pursuant to 295 

Section 9-225 of the Act.  These items are invoices from advertising or 296 

consulting entities contained in AIC WPC 8, Attach 1 and 8 that describe 297 

the services rendered as “consulting services” or include a description of 298 

items provided. For example, on page 16 of the file labeled WPC-8 299 
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Attach 3, the service billed is for “Consultation services June 1st-June 300 

30th 2011.”  Another example can be found on page 169 of the file 301 

labeled WPC-8 Attach 1, part 3, the service billed is in “Consultation 302 

Management Services Tendered During the month of November 2011”.1 303 

 This type of generic description of services rendered without additional 304 

information regarding the consultation services rendered for advertising 305 

purposes does not comport with the requirements of PUC Section 9-226 306 

or with 83 Ill. Adm. Code 295.40 and thus should be disallowed. 307 

Original Cost 308 

Q. Do you have a recommendation regarding the Company’s request for an 309 

original cost finding? 310 

A. Yes. I recommend the Commission approve the Company’s request for 311 

an original cost finding (Ameren Ex. 1.0, p. 19, lines 371-375) and 312 

Ameren Ex. 1.3) if the Commission makes any additional adjustments to 313 

plant, those adjustments should also be reflected in the original cost 314 

determination. Therefore, I recommend the Commission include the 315 

following language in the Findings and Orderings paragraphs of its Order 316 

in this proceeding: 317 

 (#) the Commission, based on AIC’s proposed original 318 
 cost of plant in service as of December 31, 2011, 319 
 before adjustments of $5,023,011, and reflecting 320 
 the Commission’s determination adjusting that 321 
 figure, unconditionally approves $5,023,011 as the 322 

                                            
1
 The file labeled WPC-8 Attach contained no page numbers. Staff provided its own count of 

page numbers for this testimony. 
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 composite original cost of jurisdictional distribution 323 
 services plant in service as of December 31, 2011.  324 

Conclusion 325 

Q. Does this question end your prepared direct testimony? 326 

A. Yes. 327 


