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STATE OF ILLINOIS 
ILLINOIS COMMERCE COMMISSION 

 
 
 

AMEREN ILLINOIS COMPANY   ) 
       )   
Rate MAP-P, Modernization Action Plan  )  Docket No. 12-0001 
Pricing Filing      ) 
    
 
 

INITIAL BRIEF OF  
THE PEOPLE OF THE STATE OF ILLINOIS 

AND AARP 
 

The People of the State of Illinois, by LISA MADIGAN, Attorney General of the State of 

Illinois (the “People,” or “AG”) and AARP, through its counsel, pursuant to the Commission’s 

rules, 83 Ill. Admin. Code 200.800 and the schedule established by the Administrative Law 

Judges, file their Initial Brief in response to the request by Ameren Illinois Company (“Ameren”, 

“AIC” or “the Company”) to opt into formula rate regulation under Section 16-108.5 of the 

Public Utilities Act (“PUA” or “the Act”) and to set initial rates to become effective in October, 

2012. 

I. INTRODUCTION 
A. Procedural History 
B. Legal Framework and Standards 

 
1. New Section 16-108.5 Created A New Statutory Structure For 

Determining the Utility’s Revenue Requirement 
 

This docket is the first filing by Ameren under the 2011 amendments to the Public 

Utilities Act that added new sections 16-108.5 and 16-108.6.  Section 16-108.5 allows Ameren to 

request special rate treatment upon committing to invest a total of $625 million in electric system 
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upgrades over ten years, meet certain job creation requirements, and establish a customer 

assistance program.  220 ILCS 5/16-108.5(b) & (b)(1)(A)& (b-10).  Included in the electric 

upgrades commitment is a requirement for Ameren to invest over a 10-year period, an estimated 

$360,000,000 to upgrade and modernize its transmission and distribution infrastructure and in 

Smart Grid electric system upgrades, including, but not limited to: 

(i) additional smart meters; 
(ii) distribution automation; 
(iii) associated cyber secure data communication network; and 
(iv) substation micro-processor relay upgrades. 

 

220 ILCS 5/16-108.5(b)(2)(B).  

The new section describes the special rate treatment as:     

a performance-based formula rate approved by the Commission, 
which shall specify the cost components that form the basis of the 
rate charged to customers with sufficient specificity to operate in a 
standardized manner and be updated annually with transparent 
information that reflects the utility’s actual costs to be recovered 
during the applicable rate year, which is the period beginning with 
the first billing day of January and extending through the last 
billing day of the following December. 

220 ILCS 5/16-108.5(c).  The statute also includes provisions regarding the ratemaking treatment 

of various components of the formula, including capital structure, 220 ILCS 5/16-108.5(c)(2); 

cost of equity, Id. at (c)(3); an earnings collar, Id. at (c)(5); various “protocols” or ratemaking 

factors, such as treatment of incentive compensation, pension and post-employment benefits 

expenses, severance costs, amortization over five years of costs that exceed $10 million, and 

allocation methods for common costs. Id. at (c)(4)(A)(B)(C)(F) & (I).    

 The statute directs the utility to make an annual filing on or before May 1 that includes 

“updated costs inputs” for the formula and “the corresponding new charges.”  The inputs, or 
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costs, are based on “final historical data reflected in the utility’s most recently filed annual FERC 

Form 1 plus projected additions and correspondingly updated depreciation reserve and expense 

for the calendar year in which the inputs are filed.”  Id. at 16-108.5(d).  As a result, each year 

subsequent to the establishment of the formula, the utility files new costs and new rates.  This 

differs from current practice where rate changes are only requested when the utility finds that 

revenues do not provide an acceptable profit margin. 

 In addition to establishing annual rate changes, Section 16-108.5 grants the utility the 

extraordinary right to reconcile the revenue requirement set for the prior year with actual costs 

incurred in that year, and to either apply a surcharge or a credit to consumers’ bills to provide the 

utility with “what the revenue requirement would have been had the actual cost information for 

the applicable calendar year been available at the time of filing.”  220 ILCS 5/16-108.5(c)(6).  In 

general, the formula is supposed to:  

Provide for the recovery of the utility’s actual costs of delivery 
services that are reasonable in amount consistent with Commission 
practice and law.  The sole fact that a cost differs from that 
incurred in prior calendar year shall not imply the imprudence or 
unreasonableness of that cost or investment. 

Id. at (c)(1). 

Section 16-108.5 establishes a cycle of rate filings.  This first filing in Docket No. 12-

0001 sets the details of the formula in template and tariff form, and the inception revenue 

requirement to be effective for the last few months of 2012 based on 2010 FERC Form 1 data, 

plus projected net plant additions for 2011 and 2012.  There is no reconciliation in this initial 

docket. 

In April of 2012, the Company filed Docket No. 12-0293, which includes an update of 

the initial filing using FERC Form 1 2011 actual cost inputs, plus projected net plant additions 
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for 2012.  Because of the timing of Ameren’s election to participate under the Act, this second 

filing contains no reconciliation of 2011 actual revenue requirements. 

In May of 2013, the Company will again reset inception rates that will be charged 

beginning in January 2014, based on FERC Form 1 2012 actual cost inputs, projections of net 

plant additions expected in 2014 and with a reconciliation of the Company’s 2012 actual revenue 

requirement to the revenue requirement(s) that were effective during 2012 on a weighted basis.  

In each subsequent May, a new filing will reset inception rates and reconcile prior year revenue 

requirements using FERC Form 1 actual cost data, plus projections of net plant additions for the 

subsequent year. 

The statute is premised on the determination of revenue requirements based on “actual” 

FERC Form 1 costs.  However, FERC Form 1 reports are inherently historical, reporting the 

prior year’s results of operations.  Accordingly, the revenue requirement for a given year is 

subject to “reconciliation” to capture the actual data included in the FERC Form 1.   This brief 

will refer to the “inception” revenue requirement and the reconciled revenue requirement as 

necessary. 

2. The Formula and Revenue Requirement Ameren Filed on January 3, 
2012 Contain Provisions that Overstate Both Its Inception and Its 
Reconciliation Revenue Requirement and Rates. 

 

On January 3, 2012, Ameren filed the proposed rates (Rate MAP-P) that are the subject 

of this docket and declared itself a “participating utility” as that term is described in Section 16-

108.5 of the Act.  Under the new law, as a participating combination utility, Ameren’s must 

invest an incremental $625 million in electric system upgrades over ten years.  Of this amount, 

$265 million will be for the purpose of upgrading the distribution infrastructure and $360 million 

will be incurred for smart grid deployment.  These investment commitments are included in the 
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Company’s Modernization Action Plan (“MAP”).   The statute requires a Commission order 

“approving, or approving as modified, the performance-based formula rate, including the initial 

rates” within 270 days given Ameren’s January filing date – in this case by September 29, 2012.  

220 ILCS 5/16-108.5(c).  The Commission is directed to “conduct an investigation of the tariff in 

a manner consistent with the provisions of this subsection (c) and the provisions of Article IX of 

this Act to the extent they do not conflict with this subsection (c).”  Id. “Such review shall be 

based on the same evidentiary standards, including but not limited to, those concerning the 

prudence and reasonableness of the costs incurred by the utility, the  Commission applies in a 

hearing to review a filing for a general increase in rates under Article IX of this Act.”  Initial 

rates are to take effect within 30 days after the Commission approves the formula tariff.  Id. 

 This docket involves essentially three parts:   

� First, Commission review of Ameren’s proposed formula rate proposal, including 
the regulatory treatment of various rate base and expense items.   

� Second, the Commission must determine the 2011 revenue requirement that will 
result from the application of the formula for rates effective in October, 2012.  
The Commission must determine whether the costs reflected in the 2010 FERC 
Form 1 and the resulting rates are just, reasonable and prudent and comply with 
Commission practice.  This includes review of the accounting treatment of 
various costs as well as whether the specific amounts requested are reasonable 
and prudent.  The key issues raised by the People and AARP are the treatment of 
accumulated deferred income taxes, cash working capital, accrued vacation pay, 
discretionary branding, sponsorship and athletic event costs, allocation of late 
payment revenues, lobbying expenses, regulatory asset amortizations and CWIP 
investment accounts payable offset.  Staff and other parties have raised other 
adjustments.  The People and AARP reserve the right to comment on other 
parties’ positions in their Reply Brief. 

� Third, the Commission must establish how the reconciliation will work in the next 
formula rate filing.  An annual reconciliation of the total revenue requirement 
guarantees the utility full recovery of all reasonable and prudent costs.  It removes 
the incentive inherent in test year ratemaking to achieve efficiency between rate 
cases, and creates a “cost plus” method of regulation.  This extraordinary 
reconciliation must be considered on its own terms, independent of how rates are 
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set under a traditional test year where rates are expected to remain in effect for 
several years.  The key reconciliation issues are:  the use of average rate base in 
the reconciliation to accurately reflect actual capital investments made throughout 
the year rather than a year-end rate base, which will overstate rate base by adding 
capital costs for the entire year as if the cumulative year-end investment level had 
been maintained all year; and the appropriate interest rate to apply to any credit or 
surcharge resulting from the reconciliation amount.1 

In summary, this docket addresses both the extraordinary challenge of determining the details of 

formula regulation and reconciliation required by Section 16-108.5 and the more traditional job 

of determining just, reasonable and prudent costs and rates. 

C. Participation in EIMA/Formula Rates without AMI Plan Approval 
 

As noted above, a utility that chooses to participate in formula rate regulation is required 

to make certain smart grid investments, including investment in Advanced Metering Technology 

(“AMI”), under Section 16-108.5 and 16.108.6 of the Act.  While Ameren requested approval of 

an AMI investment plan on March 30, 2012, thereby triggering the 60-day review timeline, the 

Commission entered an order on May 29, 2012 denying approval of that plan. The Commission 

concluded that it could not make a finding that the AIC Plan was cost-beneficial, as required 

under Section 16-108.6 of the Act, based on the evidence in the record.  ICC Docket No. 12-

0293, Order of May 29, 2012 at 59.  Accordingly, the question arises as to whether the 

Commission has the authority to proceed with the establishment of formula rates in this docket, 

given the rejection of the Ameren AMI Plan.   

 Since the Commission’s Order denying approval of the Ameren AMI Plan, the Company 

has requested rehearing and filed a new plan with a new cost/benefit analysis.  The new EIMA 

                                                             
1  Section 16-108.5(c)(6) states that the formula must “[p]rovide for an annual reconciliation, with interest as 
described in subsection (d) of this Section.”   Subsection (d) provides:  “Any over-collection or under-collection 
indicated by such reconciliation shall be reflected as a credit against, or recovered as an additional charge to, 
respectively, with interest, the charges for the applicable rate year.”   
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provisions are silent on the issue of rehearing, and how it affects the other rate-setting timelines 

referenced in Section 16-108.5 of the Act.  See 220 ILCS 5/16-108.5, 16-108.6.  Accordingly, 

principals of statutory interpretation require the Commission to view the Act as a whole, and that 

the legislature did not intend absurdity, inconvenience or injustice.  Quality Saw and Seal, Inc. v. 

Illinois Commerce Com'n, 374 Ill.App.3d 776, 783, 871 N.E.2d 260, 267 (2d Dist. 2007).   

Under Section 10-113 of the Act, a party is entitled to seek rehearing from the 

Commission from a Commission order.  220 ILCS 5/10-113.  The Commission must act on 

Ameren’s Application for Rehearing, or forego action (thereby presumptively denying the 

application), by July 18, 2012.  It remains to be seen whether (1) the Commission will grant 

rehearing; and (2) if it does, whether the Plan will be deemed cost-beneficial.  Under Section 10-

113 of the Act, the Commission must enter an Order on rehearing within 150 days (five months) 

after granting any such application.  220 ILCS 5/10-113.   

A review of the timelines for Commission action on AMI filings in both the new EIMA 

provisions as well as how the Commission treated the ComEd formula rate and AMI filings, is 

informative in addressing the pending question in this docket.  Under Section 16-108.5(b)(1), 

(b)(2) and 16-108.6(c) of the Act, a utility seeking formula rate regulation can have an AMI 

docket pending at the time the Commission enters an order establishing formula rates.  See 220 

ILCS 5/16-108.5(b)(1), (b)(2) and 220 ILCS 5/16-108.6(c).  This is precisely what happened in 

the relevant ComEd formula rate/AMI proceedings.  In those dockets, a Commission order was 

entered in the Company’s formula rate case, Docket No. 11-0721, before the Commission acted 

on ComEd’s AMI proposal (Docket No. 12-0298).  Specifically, the formula rate order was 

entered nearly a full month before the Commission’s Order in ComEd’s AMI filing (12-0298), 

with the formula rate Docket No. 11-0721 Order issued on May 29, 2012 and the Commission’s 
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AMI order entered on June 22, 2012, nearly a full month later.  ComEd’s formula rate 

compliance filing rates were filed with the Commission on June 6, 2012 and took effect on June 

20, 2012.    

Accordingly, based on the precedent established to date in the ComEd formula rate/AMI 

filings, the Commission may and should proceed with the entry of a formula rate order regardless 

of any schedule approved in any Commission rehearing of the Ameren AMI Plan, including one 

that allows for entry of a Commission order after the issuance of the ComEd AMI Order.  Unless 

and until the Commission denies Ameren’s application for rehearing and/or Ameren’s second 

attempt at an AMI Plan, the Commission should permit this proceeding to proceed and enter an 

order by September 29, 2012, consistent with the statutory timeline established in Section 16-

108.5 of the Act. 

II. RATE BASE 
C. Overview 
D. B. Uncontested or Resolved Issues 

1. Gross Plant in Service (except for C.8) 

2. Accumulated Depreciation 

3. Plant Held for Future Use 

4. ADIT – Deferred Compensation 

 

This balance of Accumulated Deferred Income Taxes represents deferred taxes on 

accruals for deferred compensation in excess of amounts currently deductible for income taxes.  

AG/AARP Ex. 2.0 at 7.  In its response to AG Data Request 2.11, the Company explained that 

the accrued liability for deferred compensation at AIC is related to CILCO Deferred 

Compensation for participants who retired prior to its acquisition by Ameren Corporation. In 

response to AG Data Request 2.10, Ameren stated that “the Company no longer considers the 
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deferred compensation ADIT to be applicable to the current cost of providing service to electric 

distribution customers, and intends to remove the ADIT balance from jurisdictional rate base in 

its Rebuttal Filing.”  However, this item was not removed in the Company’s direct case. Mr. 

Effron proposed an adjustment to remove the ADIT on this deferred compensation from the 

Company’s rate base.  Removal of this deferred tax debit balance reduces the Company’s 

delivery services rate base by $2,924,000 (Schedule DJE-1.2).  

In their Rebuttal testimony, Ameren agreed to this adjustment.  See Ameren 13.0 at 3. 

5. Materials and Supplies 

6. Cash Working Capital – Employee Benefits/Payroll Lead 

Ameren witness Mr. Heintz’ workpapers include calculations of payment dates and 

amounts for each element of employee benefits, including Medical and Dental plan payments, 

life insurance funding, 401k funding and pension plan funding.  However, in compiling the 

overall Employee Benefits lag day value, the Company did not include the calculated payment 

lag data for pensions.   So as to more completely account for cash flow patterns associated with 

Employee Benefits, AG/AARP witness Michael Brosch included the Company’s calculations 

capturing the timing of pension funding payments within the test year Employee Benefits lag day 

value.   AG/AARP Exhibit 3.1, page 2 in column (i) reflects this modification to the Ameren 

CWC lead/lag values.  Ameren witness Heintz accepted Mr. Brosch’s proposed modification to 

the employee benefits expense lead to recognize the timing of cash outflows for pension 

expenses2
 

7. Customer Advances 
8. Customer Deposits 
9. OPEB Liability 

 

                                                             
2  Ameren Ex. 15.0 at 18. 
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E. C. Contested Issues 
1. Cash Working Capital 

  
In its direct case, the Company proposed an $11,631,000 allowance for Cash Working 

Capital (“CWC”) within the rate base used to establish annual formula rates.  Ameren Ex. 2.1 at 

App 3; Ameren Ex. 4.2.   AG/AARP witness Michael Brosch, a utility rate analyst and 

accountant with more than 30 years experience testifying in some 18 states, including Illinois3, 

reviewed the Company’s lead/lag study and CWC allowance request and proposed several 

modifications to the Ameren CWC proposal, including a recommendation that the Commission 

reject the Company’s use of an arbitrary midpoint revenue collection lag methodology.  

Notwithstanding the flawed midpoint assumption methodology used by Mr. Heintz, Mr. Brosch 

recommends at this time, and only for initial determination of the inception rates that will later 

be subject to reconciliation, that the Company’s proposed lead lag study at Ameren Ex. 2.1, App 

3 and Ex. 4.2 be modified to incorporate the following changes and then employed to set rates: 

 
1. Revision of Ameren’s estimated revenue collection lag to insert 

reasonable grace period assumptions, as were used in ComEd’s 
calculations approved by the Commission in Docket No. 10-0467, 
so as to provide conservatism and recognition of the period within 
which residential and commercial customers’ bills are payable but 
not delinquent. 
 

2. Reinstatement of the Commission’s ordered treatment of pass-
through taxes, assigning no revenue lag to these amounts where 
Ameren serves as the collection agent and not tax is owed until 
after revenues are collected by Ameren. 

 

3. Inclusion of cash flow payment lag days for pension expense 
funding within the employee benefits lag included in determining 
CWC. 
 

                                                             
3  Mr. Brosch’s professional qualifications and experience are detailed in AG/AARP Ex. 1.1. 
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Id.  He further recommends that, before any CWC allowance is permitted in future formula rate 

changes or as part of the reconciliation of 2012 revenue requirements to actual costs in the 

Company’s May 2013 filing, AIC be ordered to conduct a more extensive analysis of its actual 

revenue collection lag days and revise the CWC calculations to reflect the results of such study, 

as more fully described below.  AG/AARP Exhibit 3.1 at page 2 is a spreadsheet calculation that 

reformats and summarizes Ameren’s lead/lag study, Ex. 13.1, App.3, to show the line by line 

impact of each cost element included in the Company’s study.  After this restatement of the 

Company’s study, Mr. Brosch presented at columns (h) through (l), a side-by-side calculation 

showing each change he proposes to illustrate the resulting differences in CWC.  The cells in 

columns (h) and (i) are shaded where an AG/AARP change to study inputs has been made.  

Ameren witness Heintz accepted Mr. Brosch’s proposed modification to the employee benefits 

expense lead to recognize the timing of cash outflows for pension expenses4, as noted in the 

Uncontested Issues section labeled part II.B above.   A discussion of the contested CWC issues 

follows 

a. Pass-Through Taxes Revenue Lag 

 

As explained in Mr. Brosch’s Direct testimony, the Commission must correct the 

Company’s recognition of these pass-through expenses to reflect a zero revenue lag day value 

associated with pass-through charges for Energy Assistance Charges, Municipal Utility taxes and 

Gross Receipts Taxes.  See AG/AARP Ex. 1.0 at 31-32; AG/AARP Exhibit 3.1, page 2, lines 10-

12.  This is necessary to reflect the fact that these taxes are completely ratepayer funded and have 

no CWC impact because the inflows and outflows earmarked for these taxes occur after taxable 

revenues have been collected by the utility.  Ameren has made no showing that there is a need 

                                                             
4 Ameren Ex. 15.0 at 18. 
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for CWC with respect to pass-through tax transactions.    Staff witness Daniel Kahle concurred 

on this point and recommended Commission adoption of similar CWC adjustments.  Staff Ex. 

5.0 at 4.  

This AG/AARP-proposed adjustment is also consistent with the Commission’s finding in 

the 09-0306 (cons.) Order, Ameren’s last completed rate case, which accepted Staff’s position 

that pass through taxes are completely funded by ratepayers, with the inflows and outflows 

earmarked for these taxes perfectly balanced.  Like their conclusion in this docket, the 

Commission Staff likewise took issue with the Company’s treatment of pass-through taxes in the 

calculation of the Revenue Collection Lag in the Company’s lead/lag study.  The Commission 

adopted the Staff’s adjustment to the Companies’ CWC proposal, stating: 

 
As an initial matter, the Commission accepts Staff's argument that 
the utility has no "investment" associated with pass-through taxes. 
Since every dollar for pass-through taxes is collected from the 
ratepayers, the inflows and outflows earmarked for these taxes 
should be perfectly balanced. Thus the need for CWC should not 
arise with respect to pass-through tax transactions. This conclusion 
is consistent with prior Commission decisions.  Nicor Docket No. 
08-0363 at 11-12.  Staff distinguishes pass-through taxes from 
other cash flows in that, unlike other revenue, pass-through taxes 
are not directly associated with the provision of utility service. The 
Commission believes that Staff makes a legitimate point here. The 
Company would have us believe there is an additional and 
measurable cost to pass-through taxes but fails to illustrate how a 
tax that is completely ratepayer-funded could generate any costs or 
expense. This is simply not the case. The Commission finds that 
Staff's proposed adjustment to the CWC requirement must be 
accepted.   

 
ICC Docket No. 09-0306 (cons.), Order of May 6, 2010 at 54. 

 

More recently, the Commission again found in Commonwealth Edison Company 

(“ComEd”) Docket No. 10-0467, that pass-through taxes should not be assigned a revenue lag 
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because they are payable after revenues are collected from customers.  There, the Commission 

noted: 

The Commission agrees with Staff’s interpretation as to the 
EAC/REC and GRT/MUT tax issues. For the EAC/REC tax, the 
utility shall remit all moneys received as payment to the Illinois 
Department of Revenue by the 20th day of the month following the 
month of collection. Under the GRT/MUT tax, this ordinance 
requires ComEd to file a monthly tax return to accompany the 
remittance of such taxes, due by the last day of the month 
following the month during which such tax is collected.  Both the 
statute and ordinance requires ComEd to remit these pass-through 
taxes after they have been collected from customers.  ComEd 
stated in its briefs that the Company correctly pays these taxes in 
the month following activity that occurs in a prior “tax liability” 
month.  The Commission concludes that the CWC calculation for 
GRT/MUT pass-through taxes should reflect zero revenue lag days 
and 44.21 expense lead days and zero revenue lag days and 35.21 
expense lead days for EAC/REC pass-through taxes as supported 
by Staff.   

 
ICC Docket No. 10-0467, Order of May 24, 2011 at 48.  Accordingly, the adjustments 

recognized in Mr. Brosch’s recalculation of the Ameren CWC allowance has the effect of 

eliminating the revenue lag day values for these pass-through amounts, as previously ordered by 

the Commission.  AG/AARP Ex. 3.1, at 2, lines 10-12.  Both Staff witness Daniel Kahle and 

IIEC witness Rackers proposed similar adjustments.  Staff Ex.  5.0 at 5; IIEC Ex. 2.0 at 5. 

Consistent with these adjustments, Mr. Brosch also revised the expense lead day value 

for the Energy Assistance Charge because Illinois law provides that a public utility engaged in 

the delivery of electricity shall assess each of its customer accounts a monthly charge and shall 

remit all moneys received as payment to the Illinois Department of Revenue by the 20th day of 

the month following the month of collection. 305 ILCS 20/13.  These terms yield an expense 

lead days value of 20 days, plus half of the prior month of 15.2 days, for a total expense lead of 

35.2 days.  AG/AARP Ex. 1.0 at 32-33.    
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Ameren witness Heintz objected to Mr. Brosch’s, Staff’ and IIEC’s proposed pass-

through tax adjustments to the CWC calculation.  He claimed that the Company has had a long-

standing practice of remitting pass-through taxes based upon monthly billings adjusted for write 

offs, and the time and resources that would be required to modify systems to file the reports on 

an alternative date justify retention of the filing dates and CWC requirement calculation assigned 

to these pass-through taxes.  Ameren Ex. 15.0 at 10.  As noted by Staff witness Kahle, however, 

the Company chooses to remit pass-through taxes earlier than State statutes and municipal 

ordinances require. The result is a net revenue collection lead that is understated by the 

difference between the date the Company remits pass-through taxes and the date the Company is 

required to remit pass-through taxes. This understatement causes a higher CWC requirement.  

Staff Ex. 14.0 at 4. While Ameren and ComEd do not operate in the same municipalities, they 

both operate under the same State statutes for the EAC tax.  As noted by Mr. Kahle, it would be 

unreasonable for a formula rate to incorporate a different lag for the same tax in a formula that 

should, for the most part, be the same. Staff Ex. 14.0 at 6.  Accordingly, the AG/AARP 

adjustments to remove the revenue lag assigned to the aforementioned pass-through taxes in the 

calculation of Ameren’s CWC requirement should be adopted in the Commission’s order 

b. Revenue Collection Lag 

In Ameren’s last rate order in Docket No. 09-0306 – 09-0311 (cons.), the Commission 

rejected Ameren’s proposed revenue lag, with the following explanation: 

The Commission has concerns about AIU's proposed method for 
calculating the CWC requirement. The Commission understands 
that IIEC's reason for proposing 21 lag days is that it is the 
maximum lawful period customers can delay payment. Section 
285.2070 of Part 285 specifically contemplates the use of a 
lead/lag study. AIU presented a detailed lead/lag study using 
methods that have been adopted by the Commission in numerous 
previous proceedings, but AIU assumed, rather than proved, the 
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collection lag periods used in its study. The absence of empirical 
evidence supporting the collection lag assumptions used in 
Ameren‘s lead/lag study weighs against the utility, which has the 
burden of proof in this proceeding. Under these circumstances, 
IIEC's proposal to use a 21 day collection lag in calculating the 
CWC requirement is hereby adopted.   
 

ICC Docket No. 09-0306 (cons.), Order of May 6, 2010 at 54. 
 

In its Order on Rehearing issued November 4, 2010, the Commission revised its decision 

regarding the revenue collection lag day after concerns were raised by AIU regarding the 

inclusion of significant amounts of late fee revenues while the ICC-approved revenue collection 

lag assumed customers’ remittances fell generally within the Commission’s 21-day payment 

rules: 

While the evidence and arguments on Rehearing are not 
what the Commission anticipated, they are helpful in considering 
the issue of CWC and the Commission appreciates the input of the 
parties. It appears that no party disputes AIU's estimate of the 
revenue it receives in late payment fees. While IIEC disputes that 
AIU incurs a cost associated with late payments, it does not appear 
to contest the method for quantification offered by AIU. The 
Commission's review of the record indicates that AIU actually has 
collected revenues associated with late payments. The fact that 
AIU collects late fees suggests that some customers pay their bills 
after the dates specified in the Commission's rules. If all customers 
paid their bills by the time specified in the Commission rules, it 
would not be possible for AIU to collect late fees.  

IIEC argues there is no connection between the amount of 
late fees collected and AIU's estimate of the capital costs 
associated with late payments. The Commission believes, however, 
that inherently, if a customer does not pay its bill in a timely 
manner, it will be necessary for a utility to finance its operations in 
interim with an alternate source of capital. This is the entire reason 
for a CWC allowance and a lead/lag study.  

The Commission is of the opinion that the methodology 
espoused by AIU and Staff is the most appropriate for calculating 
AIU's CWC allowance in this instance. The position of AIU, as 
adopted by Staff, persuasively shows the effect of the late fee 
revenue on AIU's capital costs, and as such it will be adopted by 
the Commission on Rehearing.  
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ICC Docket No. 09-0306 (cons,), Order of November 4, 2011 on Rehearing at 56. 
 
This historical perspective regarding lead lag study issues is important, because in its formula 

rate calculations, AIC is again employing the same form of revenue collection lag calculations 

used in Docket Nos. 09-0306 through 09-0311, under which the Company has assumed, rather 

than proven, dates when customers, on average, actually remit payments of their utility bills. 

Mr. Brosch explained that the revenue lag is the single most important lag value in a 

study of CWC, because it is applied to the largest amount of dollars, i.e., the entire revenue 

stream of the utility.  He documented a number of problems with Ameren’s method of 

calculation to estimate the revenue collection lag, all of which are similar to the problems he 

noted in the recent ComEd formula rate case, Docket No. 11-0721, and likewise similar to the 

problems addressed by the Commission in Ameren Docket Nos. 09-0306 consolidated.  ComEd, 

Ameren and other Illinois utilities have adopted a shortcut method to estimate the revenue 

collection lag, in place of more traditionally used methods that more accurately quantify this 

important lead lag study value.  This shortcut method was characterized in the previously quoted 

Commission Order as, “…AIU assumed, rather than proved, the collection lag periods used in its 

study.  The absence of empirical evidence supporting the collection lag assumptions used in 

Ameren‘s lead/lag study weighs against the utility, which has the burden of proof in this 

proceeding.”  ICC Docket No. 09-0306 (cons.), Order of May 6, 2010 at 54.   

As explained by Mr. Brosch, since lead lag studies first emerged in the 1980s as the 

preferred and most accurate approach to quantify CWC, measurement of the revenue collection 

lag has most frequently been quantified using either a statistical sampling of actual customer 

remittances or a calculation of daily average Accounts Receivable “turnover” ratios that indicate 

the average number of days of revenues outstanding calculation.  Mr. Brosch testified that the 
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Commission’s recent, repeated acceptance of the utilities’ unsubstantiated assumptions about 

when customer payments are received is an arbitrary methodology not commonly used in the 

states in which he has testified.  Either of the alternative, more precise methods referenced above 

can produce reasonable estimates of how quickly utility customers actually pay their bills and 

have received widespread acceptance among regulators.  However, either as a result of limited 

data availability and/or an interest in overstating revenue collection lags, Illinois utilities have 

achieved some success convincing the Commission that arbitrary mid-point remittance 

assumptions applied to broad categories of aged receivables can achieve a reasonable result.  The 

People and AARP, however, urge the Commission to revisit this issue based on the evidence of 

this record and order Ameren to improve upon the accuracy of revenue collection lag 

quantification to ensure that Ameren ratepayers are not paying excessive rates.   AG/AARP Ex. 

1.0 at 23.  Requiring Ameren to revisit its CWC estimation methodology is essential because, 

unlike past rate cases, the Company proposes to retain these assumptions and not re-visit its 

CWC needs for a three-year period under formula rate regulation.  Ameren Ex. 1.0 at 19-20  

AG/AARP Ex. 3.1 summarizes the changes Mr. Brosch recommends be made to the 

Ameren CWC study, and the reduction to Ameren’s asserted 49.75 Revenue Lag Days, as shown 

in column (c) of that exhibit.  Ameren’s revenue lag is comprised of five segments, including: 

 
1. A customer usage or service period lag of 15.21 days, plus 
2. An average billing period lag of 1.51 days, plus 
3. A collection lag between the billing date and customer remittances estimated at 30.67 

days by Ameren, plus 
4. A payment processing lag of 1.39 days for processing and depositing of remittances, 

plus 
5. A bank float of 0.97 days until deposited funds are available for use by AIC.5 

 

                                                             
5  Ameren Ex. 4.0, Page 8. 
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As noted above and in the Commission’s previous rate order, there are major problems 

with the third element of the Company’s calculation that must be corrected.  Ameren should be 

required to undertake a systematic study of the timing of customers’ actual remittances to more 

accurately estimate its revenue collection lag; using either of the two generally accepted methods 

used in other regulatory jurisdictions that employ lead lag studies.  Mr. Brosch testified that tntil 

improvements are made in this area, the Company’s lead/lag study is hopelessly inaccurate and 

should not be relied upon in any future formula ratemaking process. 

The revenue collection lag underlying AIC’s proposed CWC amounts was estimated by 

Mr. Heintz through application of very crude assumptions to quite broad “aged” categories of 

month-end accounts receivable balances.  Mr. Heintz admitted has not actually measured how 

long it takes to collect revenues from Ameren customers.  Tr. at 181-182.   Instead he looks to a 

breakdown of the Companies’ recorded week-end Accounts Receivable balances by customer 

class and assigns, without any supporting analysis, the following arbitrarily assumed revenue 

collection dates to each grouping of aged receivable balances: 

Receivable 
Age>> 

 0 – 
30 

Days  
 31 - 60 

Days 

 61 – 
90 

Days  
 Over 90 

Days 

Residential 15 45 75 90 

Non-Residential 15 45 75 90 

For example, every one of the thousands of residential customer accounts with balances 

ages that ranged from 0 to 30 days old were arbitrarily assumed to be remitted precisely on day 

15; while accounts ranging from 31 to 60 days old were assumed to be remitted precisely at the 

mid-point of this period, on day 45, and all residential customer accounts with balances 61 to 90 

days old are assumed to be fully paid to AIC precisely on day 75, which is again the 
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mathematical mid-point of the period.  Id. at 24.  For all customer account balances more than 90 

days old, a statistically impossible average age of 90 days was assumed by Mr. Heintz in place of 

an alternative mid-point assumption. 

While the People and AARP challenged the similar midpoint methodology employed by 

ComEd in the 10-0467 and 11-0721 dockets, that Company did attempt to limit the financial 

impact of some of the gross inaccuracies arising from the utilization of arbitrary Accounts 

Receivable aging mid-point assumptions.  As noted by Mr. Brosch, ComEd applied certain 

“grace period” assumptions to the youngest aging categories in an effort to introduce 

conservatism into the otherwise unsupportable mid-point assumptions that were applied to aged 

accounts receivables.  For example, because residential customers have 20 days before their 

unpaid utility bills are delinquent, ComEd assigned an assumed zero-lag value to all residential 

balances 0-30 days old.   ComEd also assigned an eight-day assumed remittance date to its small 

and large commercial accounts falling within the same aging category because of payment due 

date terms in the Commission’s rules.  These changes did not remedy the inherent inaccuracy 

caused by using unproven mid-point assumptions applied to each Accounts Receivable aging 

category, but they did produce a result for ComEd that was somewhat more credible than could 

be calculated without injecting these additional assumptions regarding grace periods.  Id. 

Mr. Brosch noted that ComEd’s CWC witness in the 11-0721 docket explained the 

multiple adjustments he made to accounts receivables aging mid-point assumptions as follows: 

In several areas, I made calculations in which the result reflected a 
conservative cash working capital requirement. For the collection 
lag calculation, I excluded accounts receivable amounts over 365 
days old and I also excluded amounts related to inactive accounts. 
In calculating the collection lag, I also did not incorporate lags for 
the various grace periods that the different classes of customers 
have to pay their bills, resulting in a conservative calculation. 
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ICC Docket No. 11-0721, See ComEd Ex. 9.0.  These more conservative assumptions, if applied 

by Mr. Heintz within the AIU lead lag study, would produce significantly different CWC results.  

However, Mr. Heintz has completely ignored the payment due date grace periods that customers 

have to pay their bills.  Additionally, the Ameren study does not exclude accounts receivable 

amounts over 365 days old or the amounts related to inactive accounts, yet another reason why 

the AIU asserted CWC value is overstated. 

Notwithstanding the flawed midpoint assumption methodology used by Mr. Heintz, Mr. 

Brosch recommends at this time, and only for initial determination of the inception rates that will 

later be subject to reconciliation, that the Company’s proposed lead lag study at Ameren Ex. 2.1, 

App 3 and Ex. 4.2 be modified to incorporate revision of Ameren’s estimated revenue collection 

lag to insert reasonable grace period assumptions, as were used in ComEd’s calculations 

approved by the Commission in Docket No. 10-0467, so as to provide conservatism and 

recognition of the period within which residential and commercial customers’ bills are payable 

but not delinquent.  Id.   

Revised Revenue Lag Day values are shown in column (h) of AG/AARP Exhibit 3.1, 

page 2, which are significantly lower than Ameren’s 49.75 day overall revenue lag that is set 

forth in column (c) of that exhibit.  Mr. Brosch revised the Company’s revenue collection lag 

calculations to insert the same grace period customer remittance assumptions that were 

previously adopted by ComEd and that were approved by the Commission in Docket No. 10-

0467.  These assumptions serve to replace Mr. Heintz’s assumed 15-day collection lag 

assumption for the 0-30 day aging category with an assumed zero and eight lag day value, for 

residential and commercial receivables, respectively.  Mr. Brosch then retained all of the 

Company’s other arbitrary assumptions and methods in estimating the revenue collection lag 
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calculations, that are used to determine my revised overall revenue lag in column (h) of 41.12 

days. 

Mr. Brosch explained specifically how ComEd considered payment due date grace 

periods when estimating the revenue collection lag.  Under Part 280.90 of the Commission’s 

rules, residential service bill due dates cannot be less than 21 days after the delivery date on the 

bill.  83 Ill.Admin.Code Part 280.90.  For non-residential service, the due date cannot be less 

than 14 days.  Id.  No late payments charges can be assessed until utility service becomes past 

due under these limitations.6   These due date grace periods that are specified in the 

Commission’s rules should be considered in formulation of the assumptions applied to aged 

receivables, if the flawed accounts receivable aging methodology is employed at all.  Since these 

grace period assumptions were found reasonable for ComEd, there is no reason to apply different 

assumptions in AIC’s lead lag study calculations.  A complete explanation as to how these grace 

period assumptions were considered and incorporated in the ComEd lead/lag study is attached to 

Mr. Brosch’s direct testimony as AG/AARP Ex. 1.10. 

The CWC impact of revising Ameren’s collection lag and overall revenue lag for the 

effects of billing grace periods, using ComEd’s methodology, is significant.  The collection lag 

component of the revenue lag changes from 30.67 days in AIC’s study to 22.04 days using the 

ComEd grace period assumptions.  This 8.63 reduction in collection lag days results in a revised 

overall revenue lag of 41.12 days, compared to Ameren’s proposed 49.75 day revenue lag.  The 

overall impact upon CWC included in rate base from a 8.63 day reduction in the revenue lag is 

                                                             
6  For governmental customers and school districts, this grace period is expanded to 45 days after the bill is 
rendered.  Id. 
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approximately $13.2 million less Cash Working Capital in rate base, and should be adopted by 

the Commission.7 

In response to Mr. Brosch’s proposal, Ameren witness Heintz complained that the 

inclusion of grace period assumptions “superimposes an adjustment proposed by another 

company in a different proceeding to AIC’s aged receivables.”  Ameren Ex. 15.0 at 19.  He 

claimed that there is no evidence that the grace period assumption insertion is applicable to 

Ameren customer payment patterns.  Id.  This argument, however, misses the mark.  The 

insertion of grace period assumptions simply recognizes that  due date grace periods that are 

specified in the Commission’s rules should be considered in formulation of the assumptions 

applied to aged receivables. See 83 Ill.Admin.Code Part 280.90.  These grace periods apply to all 

utilities under ICC rules, and must be recognized – particularly since the Company itself 

presented no data or analysis of its customer payment patterns.  

Moreover, Ameren in this docket has recommended an inexplicably higher revenue lag 

days calculation in Illinois than has been proposed or adopted for Ameren’s utility operation in 

Missouri.  For example, the 49.75 day revenue lag proposed by Mr. Heintz for use in Illinois is 

clearly excessive when compared to either the Ameren utility operation in Missouri or to the 

AG/AARP revenue lag of 41.12 days that Mr. Brosch sponsors.  AG/AARP Ex. 3.0 at 16.   

In general defense of his arbitrary midpoint revenue collection lag methodology, Mr. 

Heintz also points out that the Commission has adopted the midpoint aging interval approach in 

other major utility rate cases.  Ameren Ex. 15.0 at 20-21.  In response, Mr. Brosch prepared a 

comparison of AIC’s results to non-Ameren utilities outside of Illinois as a test of 

reasonableness.  AG/AARP Ex. 3.3, attached to Mr. Brosch’s Rebuttal testimony, shows that for 

                                                             
7  8.63 days / 365 days changes the CWC factor by .02364.  Applying this change to overall cash flows of 
$559.6 million in the lead lag study creates an impact of 13.2 million (.02364 * $559.6 million). 
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nine large utilities outside of Illinois, the revenue lag day value asserted by the utility’s witnesses 

ranged from 387.0 to 44.2 days.  These comparisons all show Mr. Heintz’s proposed revenue lag 

to be excessive.  See AG/AARP Ex. 3.3, page 2 of 12.  

The revised revenue lag day value resulting from the inclusion of grace period 

assumptions will significantly improve the reasonableness of the Company’s study, by injecting 

conservatism into the results produced by Ameren’s inherently imprecise and arbitrary mid-point 

assumptions, causing the resulting revenue lag to be more consistent with the results of other 

large utilities outside of Illinois.  However, an actual measurement of the revenue collection lag 

should be required of AIC in the future.  In order to more precisely correct the Company’s 

estimated revenue collection lag day value and ensure that ratepayers are not overpaying for 

utility service, the Company should be required to conduct statistical samples of actual customer 

remittances, to determine the average number of days between collection date and the related 

prior billing date(s).  Alternatively, the Company should be required to collect and analyze its 

average daily electric service accounts receivables balance, net of the related uncollectibles 

reserve, to quantify how many days of its sales are “outstanding” within these balances.   

Mr. Brosch explained that this Accounts Receivables “turnover” calculation relies upon 

dividing the net average daily balance of Accounts Receivables by annual utility sales revenues 

and is routinely used in other jurisdictions to quantify the revenue collection lag for energy 

utilities.  Ameren should be required to employ either or both of these methods in future lead lag 

studies to actually measure customer remittance patterns and more accurately quantify the 

revenue collection lag, before any future CWC amounts are included in rate base. 

In response to the proposal that Ameren actually study and measure customer payment 

patterns, Ameren witness Heintz claims that there is bias towards customers that pay their bills 
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on time and ignores (or penalizes the Company for) those customers who have outstanding 

balances.  Ameren Ex. 15.0 at 22-23.  But this argument is a red herring because there is no bias 

in studying the timing of actual customer payments to quantify the revenue lag.  A reasonable 

sample of customers’ remittances would not be biased toward customers who pay their bills on 

time, because the sample would also capture payments made “late” if properly designed and 

conducted.  There also is no “penalty” associated with customers having outstanding balances, as 

suggested by Mr. Heintz, because all accounts receivable are ultimately either paid by customers 

or become uncollectible, and utility rates are set based upon a revenue requirement inclusive of 

uncollectible expenses.  Full rate recovery of uncollectible expense means that AIC’s paying 

customers end up providing cash funding to fully compensate for any unpaid balances of other 

customers.  AG/AARP Ex. 3.0 at 17-18.     

While Mr. Heintz also complained that he is unaware of any “preferred and most accurate 

approach” to lead/lag study analysis, Mr. Brosch’s rebuttal testimony provides a detailed 

discussion of the daily accounts receivable turnover approach and the sampling of customers’ 

remittance approaches in AG/AARP Ex. 3.4.  These methodologies are routinely applied by 

other utilities in CWC presentations that Mr. Brosch has observed and reviewed in other 

proceedings throughout the country.  AG/AARP Ex. 3.0 at 19.  It is important that the 

Commission order the Company to utilize a CWC analysis methodology that balances both the 

Company’s and ratepayer financial interests.   We now know that under formula ratemaking, the 

Company will be resetting its rates each year, subject to subsequent year reconciliation.  That 

shift in regulatory rate-setting justifies requiring the utility to conduct its CWC needs in a more 

reliable way than simply utilizing a midpoint aging interval methodology.  The AG/AARP 

recommendation is that, for purposes of setting rates in this docket, the Commission should 
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adopt Mr. Brosch’s 41.12 revenue lag number, based upon accounts receivable aging midpoints 

with the same grace period assumptions that were approved for ComEd in Docket Nos. 10-0467 

and 11-0721.  Customer remittance due dates pursuant to the Commission’s rules are the same 

for Ameren and ComEd, and AIC has provided no justification for deviation from this previously 

approved methodology.   The Commission should also order Ameren to either conduct a daily 

accounts receivable turnover analysis or use a statistically valid sample of customers’ actual 

remittances, for use in supporting the Company’s revenue collection lag day value within its next 

presentation of CWC needs in its 2013 formula rate filing.   

 
c. Income Tax Lead and Lag 

Another flaw in the Ameren CWC presentation relates to its application of revenue and 

expense lead/lag calculations to about $77 million of Income Tax expenses, as if such amounts 

represent cash transactions.  However, in the test year, more than 100 percent of AIC income 

taxes are “deferred” taxes, largely because of sizable income tax deductions being taken for 

bonus tax depreciation.  AG/AARP Ex. 1.0 at 33.  At AIC Schedule C-5a, test year recorded 

income tax expense of approximately $66 million consists of about $116 million of deferred 

income tax expense and about $50 million of negative current income tax expense.  After all of 

Ameren’s proposed ratemaking adjustments and its proposed revenue reduction, adjusted 

currently payable income tax expense remains substantially negative, as shown in the following 

table:  

 Test Year Income 
Tax Expense 

Currently 
Payable Deferred 

Test Year 
Per Books 

Tax Expense 

AIC Current 

Income Tax 

Adjustments 

Adjusted 

Currently 

Payable 

State Income Taxes 
       

(8,870) 
       

21,258  
       

12,388  
       

8,867  
       

(3) 
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Federal Income 
Taxes 

       
(39,423) 

       
94,480  

       
55,057  

       
1,995  

       
(37,428) 

Investment Credits 
       

(1,245) 
       

-   
       

(1,245) 
       

-   
       

(1,245) 

  Total Income 
Taxes 

       
(49,538) 

       
115,738  

       
66,200  

       
10,862  

       
(38,676) 

Source:  AIC Schedules C-5a p. 3 and C-1 p. 3.  The breakdown of income tax expenses between 

the amounts that are deferred versus currently payable is very important in determining CWC, 

because deferred income tax expense represents a non-cash accrual for taxes that are expected to 

become payable in future years, while only the “currently payable” income tax expenses are cash 

costs that are relevant in determining CWC.  Ameren’s CWC study fails to do just that.   Id. at 

34.  

To correct this error, AG/AARP witness Brosch set the Revenue Lag Day and Expense 

Lead Day values to zero, as shown at line 17 of AG/AARP Exhibit 3.1, page 2.  Mr. Brosch 

explained that because test year adjusted income taxes currently payable are substantially 

negative, it is inappropriate to assign any CWC to this expense.  More than 100% of AIC test 

year income taxes are actually non-cash deferred income taxes, for which there is no current 

period cash flow that could contribute to CWC.  It is therefore essential that no lead/lag values be 

applied to this non-cash expense element.  This result can be achieved by either setting the 

lead/lag values to zero or setting the test year income tax expense amount to zero within the 

CWC computations.  Id.  

This “setting to zero” approach for income tax expenses was employed by ComEd in its 

formula rate case evidence in Docket No. 11-0721.  Id. at 35.  ComEd is also deferring all of its 

income tax liability due to bonus depreciation and other favorable tax deductions it is able to 

claim.  In ComEd Surrebuttal Exhibit 25.1, ComEd CWC witness John Hengtgen revised that 
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utility’s lead/lag study by setting currently payable income taxes at zero so as to eliminate any 

CWC for ComEd’s non-cash deferred income tax expense recoveries from ratepayers.  That 

same result is necessary in determining AIC’s cash working capital allowance in this case. 

Ameren witness Heintz responded to Mr. Brosch’s proposed adjustment by noting that 

Ameren “has a long-standing practice of employing statutory tax rates and payment dates when 

calculating its income tax expense for revenue requirement purposes,” and that “[a]s such, the 

Company does not distinguish between current and deferred tax expense,” nor include permanent 

tax differences in its income tax expense calculations.  Ameren Ex. 15.0 at 26.  These arguments 

should be rejected, however.  As noted by AG/AARP witness Brosch, there is no dispute 

regarding how to calculate incomes taxes, the use of statutory tax rates or the treatment of 

permanent tax differences in the ratemaking income tax expense calculation.  Ameren confuses 

the calculation of income tax expense with the CWC treatment of cash flows associated with 

income taxes.  CWC that is includable in rate base is focused on the timing of cash flows through 

the utility, rather than how to quantify income tax expense for ratemaking purposes.  AG/AARP 

Ex. 3.0 at 19-20.  

The record evidence shows that in Ameren’s case, no income taxes have been payable for 

several years and the Company  in a large federal income tax loss carry-forward position that 

insures that no taxes will be payable in the near future, through the end of 2013, due to Ameren’s 

utilization of bonus depreciation and tax accounting changes.  Id. at 20, 22.  Income taxes that 

are not payable to the government are “deferred” income taxes which are non-cash expenses 

properly excluded from lead lag studies of cash working capital.  During cross-examination, 

Ameren witness Heintz testified that he did not examine when Ameren last paid or will be 

paying state and federal taxes.  Tr. at 180.  Mr. Brosch’s proposed adjustment simply recognizes 
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that unless utility income taxes are currently payable in cash to the governments, there can be no 

CWC needs associated with such taxes.     

In Docket No. 11-0721, ComEd’s formula rate docket, the evidence showed that ComEd, 

too, has no currently payable income taxes due to large income tax deductions causing more than 

100 percent of ratemaking income tax expense to be in the form of deferred income taxes.  In its 

Order in that docket, the Commission excluded deferred state and federal income taxes from the 

Company’s CWC calculation.  AG/AARP Ex. 3.0 at 21.   

Finally, Mr. Heintz’s claim that including these tax amounts in the CWC calculation 

“maintains a consistent treatment of income tax expense for ratemaking purposes and avoids 

…swings in balances” likewise misses the mark.  Ameren Ex. 15.0 at 26-27.  Mr. Brosch 

testified that it is always necessary to isolate and exclude non-cash expenses such as depreciation 

expense, amortization expense and deferred income taxes when calculating CWC.  This is a 

routine practice that is widely accepted in Illinois and other states.  AG/AARP Ex. 3.0 at 21.  As 

Mr. Brosch noted, “Only cash expenses belong in lead lag studies, and deferred income taxes are 

not cash expenses.”  Id. at 21-22.  

Ameren’s application of revenue and expense lead/lag calculations of about $77 million 

in Income Taxes, as if such amounts represent cash transactions, needlessly augments Ameren’s 

asserted CWC request.  That approach should be rejected in favor of Mr. Brosch’s correction, 

removing these amounts from the CWC lead/lag calculations.    

Additionally, it should be noted that the operating expense input amounts in column (b) 

of AG/AARP Ex. 3.1, p. 2 should be updated in the Commission’s ordered amounts in this 

docket, and then applied to the CWC factor amounts shown in column (k) to derive total CWC to 

be included in the AIC formula rate base.  Mr. Brosch testified that he expects the result of such 
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updating to be negative CWC.  A negative CWC result is indicative of the fact that Ameren’s 

ratepayers, employees, vendors and taxing authorities, rather than its investors, are supplying the 

net cash working capital that is required to operate the business.  This negative amount should be 

included in rate base to fully and properly quantify investors’ overall net investment in rate base.  

AG/AARP Ex. 1.0 at 35-36.   

d. Vacation Pay 

 The Company’s treatment of Vacation Pay in its CWC presentation is referenced in Part 

II.C.4. below.   

2. ADIT – FIN 48 

 The ADIT-FIN 48 balances represent the amount of deferred tax liabilities that have been 

reclassified to FIN (Financial Interpretation) 48 liabilities related to uncertain tax positions that 

may ultimately have to be paid to the government.  AG/AARP Ex. 2.0 at 8.  Ameren reduced the 

balance of ADIT deducted from its delivery services plant in service, which has the effect of 

increasing the rate base and the Company’s revenue requirement, to reclassify certain ADIT 

related to uncertain tax positions.  The Company shows debit balances of ADIT designated as 

ADIT FIN 48 for both state and federal taxing jurisdictions, with the federal balance at 

$35,701,000, and the balance of ADIT FIN 48 – State at $7,994,000.  See AG Cross Ex. 8. 

AG/AARP witness David Effron, a regulatory accountant and consultant who has 

testified in more than 200 cases before regulatory commissions in some 24 states, including 

Illinois, took issue with Ameren’s unsupported reduction of the ADIT balance and corresponding 

increase to its rate base.  He recommended that these non-investor supplied funds be restored to 

the balance of ADITS (which reduces rate base) based on his analysis of Company information 

related to these deferred tax amounts.  Based on responses to AG data requests, the FIN 48 

liabilities as of December 31, 2010 represent liabilities associated with the 2005-2006, 2007-
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2009, and 2010 audit cycles.  The liabilities relate to what the Company describes as uncertain 

tax positions on casualty loss deductions, mixed service costs, and deductions for transmission 

and distribution repairs.  Id. at 1, 2, 9.   

 The Company’s reduction of the ADIT to reflect the reclassification as FIN 48 liabilities 

is not justified and should be rejected by the Commission.  As Mr. Effron explained, until these 

deferred tax liabilities are actually paid to the relevant taxing authorities, they represent non-

investor supplied funds that are available to the Company – a fact that is not disputed by 

Ameren.  Ameren Ex. 18.0 at 13.  In fact, it is now known that certain of the balances will not 

have to be paid, and the undisputed evidence shows that it is highly likely that much of the 

remainder of the FIN 48 liabilities will not have to be paid, as discussed below, and therefore 

should be treated as ADIT (and deducted from plant in service) for the purpose of determining 

the Company’s rate base. 

 Generally speaking, any uncertainty associated with these FIN 48 tax deduction amounts 

may be removed by (1) the review of the technical merits of the position by the relevant taxing 

authority and expert; (2) the expiration of the statute of limitations related to the tax deduction; 

or (3) a law change or court decision.  Tr. at 574-575.  In response to AG Data Request 2.17, the 

Company stated that the 2005-2006 audit cycle settled in June 2011.   The actual payment related 

to this cycle was $3,212,000 (Schedule DJE-1.2), compared to a FIN 48 liability of $8,899,000 at 

12/31/10 (both stated on a jurisdictional basis).  Thus, the remaining $5,687,000 of the FIN 48 

liability related to the 2005-2006 audit cycle should be classified as ADIT and deducted from 

rate base.  AG/AARP Ex. 2.0 at 9. 

 Also, in response to AG Data Request 5.03, the Company indicated that the 2007 audit 

cycle was expected to settle in 2012 with a payment of $858,000 (Schedule DJE-1.2) on a FIN 



35 
 

liability of $1,392,000.  The remaining $533,000 of the FIN 48 liability related to the 2007 audit 

cycle should also be classified as ADIT and deducted from rate base.  Id. at 10.  Ameren did not 

dispute Mr. Effron’s testimony on the point that these amounts identified through discovery will, 

infact, not have to be paid.  Tr. at 580.  

 In addition to these certain determinations regarding these FIN 48 amounts, Mr. Effron 

testified that he believed it is highly likely that much of the remainder of the FIN 48 liabilities 

will not have to be paid for two reasons.  First, as shown in the response to AG Data Request 

2.19, the Company is accruing interest expense on only $8.4 million of the FIN 48 tax liability as 

of December 31, 2010.  The main reason that this is so much less than the FIN 48 liability as of 

that date is the availability of net operating loss carry forwards (NOLs).  That is, even if the 

“uncertain” tax positions result in disallowances, the disallowances will not actually result in tax 

payments to the extent that there are NOLs available to offset those disallowances.  Id.  In fact, 

the Company includes the deferred tax debit balances related to the NOLs in rate base (that is, 

the NOLs reduce the net credit balance of ADIT).  The record evidence also shows that as of 

December 31, 2011, the FIN 48 balance is at that same $8.4 million amount. See AG Cross Ex. 

9; Tr. at 589.  To the extent that these deferred tax assets can be used to offset FIN 48 income tax 

liabilities, there is a double counting of the NOLs and the FIN 48 deferred tax items, and it is 

improper to include both in rate base.  AG Ex. 2.0 at 10.   

 The second reason the Company is unlikely to have to pay these deferred tax items can be 

found in response to other AG data requests, according to Mr. Effron.  In Ameren’s response to 

AG 2.20, the Company stated that AIC filed an application for a change of accounting method 

regarding the deduction and capitalization of expenditures under Internal Revenue Code Section 

263 (a), and that it was currently working to calculate the effect of such modification but has not 
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yet modified its accounting for repairs pursuant to Revenue Procedure 2011-43.  In response to 

AG 5.02, the Company noted that the tax position related to T&D repairs for 2010 will no longer 

be uncertain once the method change related to accounting for repairs pursuant to Revenue 

Procedure 2011-43 has been filed.  Given that many other electric utility companies have already 

modified their accounting for repairs, with considerable tax savings, Mr. Effron stated that he 

believes that it is quite likely that when Ameren makes this modification to its tax accounting, 

the FIN 48 liability related to the transmission and distribution repairs deductions will be 

resolved without any further payment by Ameren.  AG/AARP Ex. 2.0 at 11. 

Accordingly, based on this Company-supplied information, the remainder of the ADIT 

debit balances related to FIN 48 should be eliminated from the balance of ADIT deducted from 

plant in service.  Elimination of these debit balances, in effect, reverses the reclassification of the 

ADIT balances to FIN 48 liabilities for the purpose of determining the Company’s electric rate 

base.  The effect of eliminating the deferred tax debit balances related to FIN 48, other than those 

balances that have actually been paid or are likely to be paid, is to increase the balance of ADIT 

by $39,625,000 and to reduce the electric rate base by the same amount (Schedule DJE-1.2).   

There is no dispute that this balance represents non-investor supplied funds as long as the 

balance is outstanding.  Ameren Ex. 18.0 at 13; Tr. at 577-578. Mr. Effron noted that the rate 

base determined in this case will be reconciled to the actual rate base for 2012.  To the extent that 

any of the FIN 48 liability has been paid, such repayment will be reflected in the determination 

of the actual 2012 rate base.  However, to the extent that the Company still has a FIN 48 liability 

outstanding in 2012, that balance should be included in the ADIT balance deducted from the 

actual rate base used in the reconciliation, as by definition such amounts will not have been paid.  

In this regard, the rate base deduction for the FIN 48 liability poses no risk to the Company as 
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long as the rate base originally used to establish rates in a given filing is ultimately trued up to 

the actual rate base.  Stated another way, if some portion of the FIN 48 liability is ultimately paid 

back to the government, the Company will be made whole when the rate base is reconciled.  But 

as long as the FIN 48 liability is outstanding, it represents a source of non-investor supplied 

funds to the Company and should be included in the ADIT deducted from the Company’s rate 

base.  Id. at 12.  IIEC witness Stephen Rackers and CUB witness Ralph Smith proposed similar 

adjustments. 

  Given Mr. Effron’s conclusion that the Company will not pay any interest on the FIN 48 

liability that he proposes be deducted from the Company’s rate base, he does not propose that 

interest on the FIN 48 liability be included in the Company’s revenue requirement.  However, if 

the Company does incur interest expense in 2012 on the FIN 48 liability, then such interest for 

2012 should be included in the Company’s 2012 operating expenses in the determination of its 

actual revenue requirement in the reconciliation.  Id.  

 In response to this adjustment, Ameren sponsored the testimony of tax attorney James 

Warren, who took issue with the AG/AARP-proposed FIN 48 adjustment. Mr. Warren claims 

that its FIN 48 amount is not ADIT capital, and should not be treated as such.  Ameren Ex. 18.0 

at 12.  The apparent basis for this belief is that “the Company’s internal experts and external 

auditors” have determined as of December 31, 2010 that the Company will have to pay the 

federal and state governments the income taxes that have been deferred and identified as FIN 48 

amounts.  Tr. at 581.  However, notwithstanding this view, Mr. Warren also admitted during 

cross that since December 31, 2010, Ameren now knows for certain that a significant portion of 

the amounts identified as FIN 48 ADITS by the Company will not have to be paid.  Tr. at 583-

584. 
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Regardless of this acknowledgement, the Company never identified who these so-called 

“internal experts and outside auditors” were, nor presented them to testify.  Mr. Warren made 

clear, too, that he is not one of the “internal experts or outside auditors” referenced in his 

testimony, and that he, in fact, performed no analysis of the likelihood that the Company will 

have to pay the amounts as taxes.  Tr. at 581, 582.   Mr. Warren acknowledged during cross-

examination that his recommendation to reduce the Company's recognized accumulated deferred 

income taxes and leave the FIN 48 amounts in the Company's rate base for ratemaking purposes 

essentially asks the Commission to accept the (hearsay) opinions of these unnamed referenced 

internal experts and external auditors.  Tr. at 583.   

The Commission should reject Mr. Warren’s invitation to rely on hearsay claims about 

the likelihood of having to pay certain FIN 48 ADIT amounts, especially in light of the evidence 

presented by Mr. Effron that these amounts have either been declared by the Company to be not 

owed to the government or highly unlikely to ever be paid.  The Company’s position appears to 

be based on the odd theory that the FIN 48 should be added to rate base, based on the opinions of 

the “internal experts or outside auditors” as December 31, 2010, no matter how erroneous those 

opinions proved to be.  In other words, the Company is saying that the Commission should rely 

on the opinions of the “internal experts or outside auditors” as December 31, 2010 rather than the 

undisputed reality of what actually happened with the FIN 48 liabilities. 

As noted by Mr. Effron, if the best information available is that these FIN 48 liabilities 

will not have to be paid, then the starting point for ratemaking purposes should treat the FIN 48 

liabilities as ADIT, and they should be deducted from rate base given their undisputed status as 

non-investor-supplied funds. 

 



39 
 

3. ADIT – Projected Additions 

 Ameren included $405,523,000 of 2011 and 2012 projected plant additions in its delivery 

services rate base rate base.  The Company also recognized an associated increase in the balance 

of accumulated depreciation of $304,728,000 for 2011 and 2012.  The net effect is to increase 

rate base by $100,795,000.  AG/AARP Ex. 2.0 at 15.  After reviewing the Ameren rate base 

presentation, AG/AARP witness Effron discovered that the Company has not recognized the 

growth in accumulated deferred income taxes (ADIT) directly related to the 2011 and 2012 

projected plant additions.  Given the ratemaking dictates of Section 16-108.5 of the Act, Mr. 

Effron testified that it is appropriate to include the effect of the ADIT generated by the 2011 and 

2012 plant additions in the calculation of the delivery services rate base.  Id. at 16. 

He explained that when the Company reconciles the revenue requirement for 2012 

developed in this case to the actual 2012 revenue requirement in its 2013 filing, there is no 

question that the rate base used in the actual revenue requirement calculation will reflect the 

actual balances of ADIT in 2012.  Therefore, the ADIT generated by the 2011 and 2012 plant 

additions will ultimately be included in the calculation of the 2012 delivery services rate base. 

Unlike the other rate base issues addressed in this testimony, this issue will eventually be 

resolved by the reconciliation.  There would be little purpose in proposing an adjustment to 

increase ADIT if the only effect would be to increase the difference between the rate base used 

in this filing (which for simplicity is referenced as the “test year rate base”) and the actual 2012 

rate base.  However, in the circumstances of this case, it does not appear that recognition of the 

ADIT generated by the 2011 and 2012 plant additions will increase the difference between the 

test year rate base and the actual rate base.  Id. at 16-17. 

 Moreover, in 2011, the existence of 100% bonus depreciation provides the Company with 

a tax deduction equal to the amount of additions to plant in service, and in 2012 the existence of 
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50% bonus depreciation provides the Company with a tax deduction equal to one-half of the 

amount of additions to plant in service.  This will lead to growth in the balance of ADIT in 2011 

and 2012 well in excess of the growth that would take place in the absence of the bonus 

depreciation.  Id. at 17. 

 In addition, Ameren has filed an application for a change of accounting method regarding 

the deduction and capitalization of expenditures under Internal Revenue Code Section 263 (a).  

While the Company has not yet modified its accounting for repairs, the tax benefits are likely to 

be substantial when it does so.  Id. 

For example, in Docket No. 11-0721, Commonwealth Edison Company estimated the tax 

deduction associated with the Section 481(a) (“catch-up”) component of this tax accounting 

change would be approximately $600 million, with a concomitant increase to the balance of 

ADIT of approximately $240 million.  In these circumstances, Mr. Effron testified that it is 

appropriate to recognize the ADIT on the bonus depreciation in 2011 and 2012 as an offset to the 

growth in net plant.  Id.  

 In accordance with these conclusions, Mr. Effron recommends that an adjustment 

increasing the balance of ADIT related to 2011 and 2012 plant additions by $107,990,000 be 

made.  Thus, the balance of ADIT deducted from plant in service in the determination of the 

delivery services rate base should be increased by this amount.  In the circumstances of this case, 

Mr. Effron noted that this adjustment would tend to reduce, rather than increase, any discrepancy 

between the test year rate base in this case and the actual 2012 rate base. 

Ameren witness Stafford opposed this recommendation because he argues that it only 

estimates the change in ADIT due to 2011 and 2012 projected plant additions without 

considering other changes to ADIT that would result from depreciating existing plant or whether 
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bonus depreciation should be applied to all projected additions.  He claimed further that it also 

does not reflect potential changes to other rate base items in 2011 or 2012.   Ameren Ex. 13.0 at 

21. 

 These arguments are not persuasive, however.  While it is certainly true that other items 

of ADIT are continually changing, it would make little sense to attempt to capture the effect of 

all these changes when the revenue requirement calculated in this case is ultimately going to be 

trued up to the actual revenue requirement in 2012.  However, it is the magnitude of the ADIT on 

the 2011and 2012 plant additions that sets it apart and makes this adjustment necessary in order 

to reflect the best information available in setting rates.  AG/AARP Ex. 4.0 at 9. 

Mr. Effron’s quantified an adjustment to rate base of $107,990,000 for the ADIT related 

solely to the bonus depreciation on 2011 and 2012 plant additions.  Mr. Stafford does not dispute 

this quantification, and he does not cite any potential changes in any other items of ADIT or 

other rate base items that would result in a material offset to the magnitude of the ADIT on the 

2011 and 2012 plant additions.  Nor has he identified any plant additions in 2011 or 2012 that do 

not qualify for bonus depreciation.  Mr. Effron’s well-reasoned adjustment to the Company’s 

delivery services rate base is appropriate here in order to ensure that the rate base is not 

improperly inflated and correctly reflects changes to ADIT that are identifiable and significant.   

 
4. Accrued Vacation Pay as Operating Reserve 

In determining rate base, a utility must take into account the fact that not all of the 

expenses it accrues in a given time period will be paid out in that same time period.  The lag 

between accrual and payment must be taken into account in calculating the utility’s cash working 

capital allowance, part of the investment upon which the utility will be granted a return.  In 

Ameren’s case, the Company explained in its response to AG Data Request 2.14 that it accrues 
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and expenses vacation pay in the year prior to that in which the employee actually receives 

payment.   AG/AARP Ex. 2.0 at 13.  Therefore, this lag between accrual of vacation pay expense 

and the actual cash disbursement must be accounted for in determining Ameren’s rate base.

 The problem with Ameren’s accounting for accrued vacation pay is that the Company did 

not distinguish its treatment of accrued vacation pay expense, but instead implicitly included 

vacation pay in its calculation of cash working capital as part of total payroll expense, which 

carries a lag in payment not of a year, but of only 11.39 days.  Id., citing Ameren Ex. 2.1 at 18.  

As AG/AARP witness Effron explains, because the source of all funds provided by the longer 

lag in payment of vacation pay is not implicitly recognized in Ameren’s calculation of cash 

working capital, Ameren’s rate base must be modified to reflect this lag.  Ameren’s accrued 

liability for vacation pay therefore should be treated as an operating reserve (an expense that has 

been accrued, but not yet paid) and deducted from rate base.  AG/AARP Ex. 2.0 at 14.  

 In addition, Ameren’s rate base must be modified to correctly reflect the tax effects of the 

operating reserve balance that has been deducted from rate base.  Ameren cannot deduct vacation 

pay expense for income tax purposes until that vacation expense is paid.  The Company’s rate 

base must recognize the fact that accruals for vacation pay occur in advance of payment by 

recording deferred taxes, resulting in deferred tax debit balances that are included in rate base 

and that offset the accrued reserve balance deduction from rate base.   The Company’s deferred 

tax debit balances included in rate base should be calculated consistent with the accrued liability 

giving rise to those deferred taxes and deducted from rate base. 

 The cost of vacation pay recognized in 2010 was the full amount of vacation pay earned 

in that year, and not, as Ameren has maintained, just the increment added to vacation pay 

liability in that year.  AG/AARP Ex. 4.0 at 6-7.  Ameren accrued vacation pay applicable to 
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jurisdictional electric delivery services for 2010 in the amount of $11,834,000 as vacation pay 

was earned, and reversed vacation pay applicable to electric delivery services in the amount of 

$11,478,000, as vacation pay earned in 2009 was paid out.   Of this $11,834,000, $675,000 was 

recognized in the Company’s cash working capital allowance, so the difference of $11,159,000 

should be treated as an operating reserve and deducted from rate base.  

 Additionally, Ameren’s related deferred tax debit balance included in rate base should be 

modified so that it is consistent with the balance that is deducted from rate base. Based on a 

combined income tax rate of 39.745%, Ameren’s deferred tax debit balance in connection with 

its 2010 accrued vacation pay is $4,703,000 ($11,834,000 X .39745 = 4,703,000).  That is 

$547,000 less than the year-end deferred tax debit balance of $5,250,000 reflected on Ameren 

Exhibit 13.2, Workpaper 4.  Therefore, the Company’s deferred tax debit balance should be 

reduced by $547,000.  AG/AARP Ex. 4.0 at 8-9. 

 The appropriate treatment of Ameren’s accrued vacation pay results in a deduction to rate 

base of $11,159,000 (operating reserve for an expense item that has accrued but not yet paid) 

plus $547,000 (the difference between Ameren’s deferred tax debit balance and the proper 

deferred tax debit balance), for a total rate base deduction of $11,706,000.  AG/AARP Ex. 4.0, 

Schedule DJE-1R.  The Commission should adopt this very straightforward and reasonable 

adjustment. 

 
5. Account 190 Asset – Unamortized ITCs 

Accumulated deferred income taxes represent the cumulative effect of income tax assets 

or liabilities recorded on temporary differences between book income and taxable income.  

AG/AARP Ex. 2.0 at 3.  AG/AARP witness David Effron analyzed the balances of accumulated 

deferred income taxes (“ADIT”) deducted from utility plant in service in the determination of the 
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Company’s rate base and concluded that certain adjustments to Account 190 are necessary to 

properly reflect the ADIT debit balance and the corresponding deductions to Ameren’s rate base 

for purposes of setting rates.  Mr. Effron proposes adjustments related to three items included in 

Account 190:  unamortized investment tax credit, tax depreciation step-up basis Metro, and 

deferred compensation.  Each of these items is an ADIT debit balance.  As the net ADIT on 

Ameren Exhibit 2.1 is a credit balance that is deducted from plant in service in the determination 

of rate base, the Company’s inclusion of these debit balances in the total ADIT has the effect of 

reducing the net rate base deduction for ADIT.  As noted earlier in this Brief, Ameren accepted 

Mr. Effron’s proposed adjustment to ADIT related to deferred compensation. 

 The balance of ADIT related to unamortized investment tax credit represents the electric 

distribution portion of accumulated deferred income taxes on federal investment tax credits, 

according to the Company’s response to AG data request 2.08.  AG/AARP Ex. 2.0 at 4.   

Deferred investment tax credits represent tax savings that the Company has realized but has not 

recognized as income.  Because of certain provisions of the Internal Revenue Code, the deferred 

investment tax credit cannot be deducted from rate base although it does represent non-investor 

supplied funds.  The deferred investment tax credit is shown as a liability on the Company’s 

balance sheet (but not deducted from rate base).  The ADIT debit balance in Account 190 is, in 

effect, an offset to the investment tax credit liability.  Id. 

In response to response to AG Data Request 2.08, the Company explained its rationale 

for including this item in its delivery service rate base, noting that “Since the underlying assets 

giving rise to the tax deferral are included in rate base and amortization of investment tax credits 

is flowed to ratepayers as a benefit in the calculation of income tax expense, the Company 

believes it is appropriate to include the jurisdictional portion of this deferred tax in the 
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Company's rate base.”  Id. at 5.  The evidence shows, however that this explanation does not 

justify inclusion of the deferred income tax balance related to the unamortized investment tax 

credit in rate base.  As noted by Mr. Effron, while it is correct that the amortization of investment 

tax credits is reflected as a credit to income tax expense in the calculation of the Company’s 

revenue requirement, the deferred investment tax credit itself is not deducted from the 

Company’s delivery services rate base.  If the deferred investment tax credit is not deducted from 

rate base, then the deferred tax debit balance that arises directly from that deferred investment 

tax credit should not be added to rate base.  In other words, the deferred income taxes on the 

deferred investment credit should be treated consistently with the deferred investment tax credit 

itself.  Id. 

 In accordance with this analysis, Mr. Effron recommended that the deferred tax item 

labeled unamortized investment tax credit should be eliminated from the determination of the 

balance of accumulated deferred income taxes deducted from plant in service in the calculation 

of the Company’s delivery services rate base.  Elimination of this item increases the net balance 

of accumulated deferred income taxes by $3,423,000 (Schedule DJE-1.1) and decreases the 

Company’s rate base by the same amount.  Id. at 6. 

 In response to this adjustment, Ameren witness Stafford rejected Mr. Effron’s proposed 

adjustment and argued that because the Company has “presented an adjustment” to reduce 

income tax expense of  the amortization of ITC, the Company has also reflected a 

“corresponding change” to include the Account 190 deferred taxes related to the ITC in rate 

base.  Ameren Ex. 13.0 at 25.  As noted by Mr. Effron, however, it is not appropriate to include 

the Account 190 deferred taxes related to the ITC in rate base because the amortization of the 

ITC is included in operating income.   
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First, the reduction of income tax expense for the amortization of the ITC is not an 

“adjustment” to test year expenses.  The amortization of the ITC was actually recorded on the 

Company’s books in 2010 and reduced the net income tax accordingly.  The Company reflected 

the effect of this item in its calculation of net income tax expense, which did not require any 

adjustment to the actual expense.  However, the deferred tax item in Account 190 does not arise 

from the amortization of ITC.  It arises from the deferred credit balance of ITC on the 

Company’s balance sheet, which represents realized tax savings which have not yet been 

reflected in the income statement.  The Company does not dispute this simple fact.  As the 

deferred credit balance of ITC is not deducted from the Company’s rate base, the directly related 

deferred tax debit balance should not be included in the net balance of ADIT and used to 

increase the Company’s rate base.  AG/AARP Ex. 4.0 at 1. 

 Addition, the Commission should note that the Account 190 deferred tax debit balance 

related to ITC was explicitly excluded from the determination of the delivery services rate base 

by Commonwealth Edison Company in Docket No 11-0721, although the amortization of ITC 

was credited to income tax expense in that case.  That treatment was not disputed by any of the 

parties and was accepted by the Commission in the determination of the revenue requirement in 

that case.  Id. at 2.   

 For these reasons, Mr. Effron’s elimination of the deferred tax item labeled unamortized 

investment tax credit from the determination of the balance of accumulated deferred income 

taxes deducted from plant in service in the calculation of the Company’s delivery services rate 

base should be adopted. 

 



47 
 

6. Account 190 Asset – Step-Up Basis Metro 

Mr. Effron’s second proposed adjustment relates to an item included in Account 190 

identified as Tax Depreciation Step-up Basis Metro.  This ADIT balances represents certain tax 

depreciable assets that were transferred in 2005 by Union Electric to CIPS, according to the 

Company.  AG/AARP Ex. 2.0 at 6.  The transfer took place at the book value of the assets, 

which at the time of the transfer was higher than the tax basis.  Because the transfer of the assets 

was between affiliated members of a consolidated tax return, there was no gain for tax purposes 

at the time of the transfer.  However, CIPS “stepped up” the tax basis of the assets to their book 

value at the time of the transfer.  With the book basis equal to the tax basis, there would be no 

net deferred taxes, and CIPS recorded a deferred tax asset that offset the related accumulated 

deferred taxes at the time of the asset transfer.  Id. 

  The evidence shows, however, that the balance of ADIT related to “tax depreciation step-

up basis Metro” should not be includable in the Company’s rate base.  AG/AARP witness Effron 

testified that the transfer of the assets from UE to CIPS at book value did not result in any 

payment of taxes at the time of the transfer, and this transfer of property from one regulated 

utility to another should not result in any increase to the net value of those assets included in the 

Company’s rate base.  For ratemaking purposes, the ADIT associated with the assets at the time 

of the transfer should follow the assets, without any offset.  Id. at 6-7. 

 The deferred tax debit balance is, in effect, an offset to an income tax expense that was 

not actually paid.  This item did not require any actual outlay of investor funds, and it should not 

be included in the Company’s rate base.  Elimination of the state and federal deferred ADIT on 

“tax depreciation step-up basis Metro” reduces the Company’s jurisdictional rate base by 

$7,057,000 (Schedule DJE-1.1). 
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 Ameren witness Stafford objected to Mr. Effron’s proposed adjustment.  He stated that 

because CIPS acquired the relevant property from UE at net book cost, the book cost of the 

property was the same as the tax basis to CIPS at the time of the acquisition, and thus there was 

no book-tax difference and no ADIT for CIPS at the time of the acquisition.  Ameren Ex. 13.0 at 

26.  This argument is not persuasive, however.   

As Mr. Effron explained, there were related ADIT on the books of UE at the time of the 

sale, as Mr. Stafford acknowledges.  Ameren Ex. 13.0 at 26.  That ADIT balance should follow 

the assets, without any entry to Account 190 to offset the credit balance of ADIT.  Otherwise, the 

net rate base value of the assets would be higher in the hands of CIPS than the net rate base value 

of the assets in the hands of the affiliate from whom the assets were purchased, which would 

clearly be inappropriate.    

In addition, it was established during cross-examination that the offsetting entries at the 

time that the deferred tax assets were established was to income, rather than rate base.  Tr. at 

230-235; See also AG Cross Ex. 1.   In other words, the Company booked income at the time of 

the transfer and is now seeking to have ratepayers pay a return on the asset that was recorded in 

associate with that income.  The deferred tax debit balance is, in effect, the other side of a gain 

booked at the time of the asset transfer.  Ameren should not have booked a gain on the transfer of 

assets between affiliates, and customers should certainly not be required to pay a return on an 

asset that was recorded in association with that gain.  The Commission should adopt Mr. 

Effron’s well-supported adjustment.     

 
7. CWIP Not Subject to AFUDC 

Among the projects for which Ameren Illinois is requesting rate base recovery is a list of 

items that were included in its balance of Construction Work In Progress (“CWIP”), but which 
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were not earning Allowance For Funds Used During Construction (“AFUDC”) as of end of the 

test year period for this case (December 31, 2010).   Some of these projects were removed in 

response to a Staff-sponsored adjustment, and as a result Ameren’s Rebuttal CWIP position is 

quantified at Ameren Ex. 13.2, Workpaper 15, Page 50.  However, the Company-supplied 

information still identifies that Accounts Payable did still remain as to several of these listed 

projects.  Vendors, rather than shareholders, had actually funded these CWIP investments as of 

year-end 2010.  AG/AARP Ex. 1.0 at 45; AG/AARP Ex. 3.0 at 33.  This means that AIC investors 

provided none of the capital used to finance these projects and they need not be excluded from rate 

base.   

To properly remove that portion of the requested CWIP, AG/AARP witness Michael 

Brosch quantified the adjustment needed to reduce the Company’s asserted rate base for CWIP 

not subject to AFUDC that has not actually been funded by Ameren Illinois investors.  In its 

response to Data Request AG 4.16, the Company provided the necessary information for Mr. 

Brosch to quantify this adjustment.  AG/AARP Ex. 1.0 at 45.  The resulting AG/AARP proposed 

adjustment is shown on AG/AARP Exhibit 3.1, which starts with Ameren’s reduced CWIP amount 

and recognizes that the remaining projects were more than 100 percent financed by accounts payable 

balances, and therefore need not be included in rate base.  Mr. Brosch’s adjustment is consistent 

with the Commission’s recent determination, in ComEd rate case Docket No. 10-0467, that 

CWIP should be properly reduced for Accounts Payable before being added to rate base: 

 
…It appears that there was no attempt on the part of ComEd to determine what, if any, of 
these smaller projects are funded by the lag between the time when they are booked and 
when the bills for these items/payment to employees or contractors are actually paid. As 
the AG and CUB point out, many of these items can be temporarily financed by time. 
Additionally, the AG asserts that ComEd’s lead/lag study does not include CWIP-related 
items and ComEd’s evidence provides no specifics indicating that the AG or Mr. Brosch 
are wrong in this regard.  
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While Ms. Houtsma’s testimony in this regard is vague, the Commission cannot conclude 
that it is inadmissible as a matter of law. (e.g., Fraley v. City of Elgin, 251 Ill. App. 3d 
72, 76-77, 621 N.E.2d 276 (2nd Dist. 1993), discussing when factual conclusions are 
totally unsupported factually, and therefore may be disregarded, as a matter of law). 
$12.6 million is at issue, and it concerns many, many, small projects that can be 
completed quickly. The Commission also cannot state, within a reasonable degree of 
certainty, that all of these projects are vendor-financed. The Commission appreciates the 
fact that accrual-based accounting records record items that will become due and owing 
in the future, as opposed to when the bills for those projects become due and owing. The 
Commission also appreciates the fact that there can be a lag between when work is 
performed and when the bill for that work is paid. However, without evidence indicating 
that these two lags allow ComEd to pay for its CWIP-related projects, the Commission 
cannot state, within a reasonable degree of certainty, that ComEd’s CWIP-related 
projects are financed by these two lags.  
However, in ComEd’s next rate case, any lead/lag study shall include the effect of 
accrual accounting on payment for its smaller CWIP-related payments (the payments 
that are at issue here and that are not accounted for with AFUDC). Failure to do so could 
result in a determination that ComEd did not meet its burden of proof, or, that ComEd 
failed to comply with a Commission Order, with all of the penalties that are provided for 
such failure in the Public Utilities Act. 
 

ICC Docket No. 10-0467, Order of May 24, 2011 at 30-31 (emphasis added). 
 
 Ameren Illinois witness Ronald Stafford was unaware of this recent CWIP decision in 

Docket 10-0467.  Tr. 306.  He acknowledged that the utility’s proposed CWIP projects in this 

case “may include” charges from vendors that remained in Accounts Payable at year end 2010.  

Tr. 304-305.  But Mr. Stafford argues in his surrebuttal testimony that these projects should be 

included anyway, because the CWIP amounts were ultimately paid (later outside of the test year 

period).   Ameren Ex. 23.0, p. 21.  Mr. Stafford admitted that the amounts in question were paid 

in 2011.  Tr. 305-306.     

 The evidence is clear that vendors – not shareholders – have funded certain projects 

identified as CWIP in the Company’s rate base presentation.  For all of the reasons cited above, 

Mr. Brosch’s adjustment to remove CWIP projects from rate base that were more than 100 

percent financed by accounts payable balances should be adopted. 
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8. Average Rate Base – Projected Plant/ADR/ADIT 

9. Other 

 
 
 
 
 

 
III. OPERATING EXPENSES 

A. Overview 
B. Uncontested or Resolved Issues 

1. Adjustment for Athletic Ticket/Event Expenses 
2. Adjustment for Contributions to Political Groups/Quincy Gems 
3. Adjustment for EEI Memberships Dues Allocated to Lobbying 
4. Correction for Previously Disallowed Depreciation Expense 

C. Contested Issues 
1. Section 9-277 Donations/Charitable Contributions 
2. Account 909 – Advertising Expense  

a. Signage Costs 
 

b. Brand Related Expenses 
 

Section 9-225(3) of the Illinois Public Utility Act sets forth the categories of advertising 

that shall be considered allowable operating expenses for an electric utility.  220 ILCS 5/9-

225(3).  Political, promotional, institutional and goodwill advertising are specifically excluded.  

Subsection 9-225(3)(i).  “Goodwill or institutional advertising” is defined in the law as being 

“designed primarily to bring the utility's name before the general public in such a way as to 

improve the image of the utility . . .”  Subsection 9-225(1)(d).  AG/AARP witness Michael 

Brosch identified $718,000 of such goodwill expenses which were incurred to examine the 

“Ameren” name and corporate logo, including work done by a contractor to transition to the 

“Ameren Illinois” name within the Community and Public Relations functions.  AG/AARP Ex. 

1.0, p. 44; AG/AARP Ex. 1.3, p. 6, Line 1.  These expenses are not reasonable or necessary for 

the provision of utility services and should be excluded in setting rates.  AG/AARP Ex. 1.0, p. 

44. 
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Staff Witness Scott Tolsdorf similarly proposes to exclude these branding related 

expenses as not falling within the legal categories of allowable advertising expenses.  Staff Ex. 

15.0, p. 7, Schedule 15.02.  Ameren responses to data requests identify $430,576 of Ameren 

Illinois electric jurisdictional branding related expense associated with a “significant effort to 

examine the Ameren name and logo . . . managed through the Corporate Communications 

group”.  Staff Ex. 15.0, pp. 11-12 (citing Company response to Staff Data Request ST 2.07R).    

Mr. Tolsdorf notes that additional invoices and information provided by the Company in support 

of its request for certain branding expenses (Company responses to Staff Data Requests ST 

2.07R and ST 6.04) could not be matched to those expenses.  Staff Ex. 15.0, pp. 8-9; see also  

Tr. at 124-138.  The record is clear that the primary and prevailing purpose of these expenses 

were promotional and intended to advance the goodwill image of the utility, rather than to 

promote any allowable goal under the law.  Ameren has failed to meet its evidentiary burden to 

properly isolate any portion of these branding related expenses that could be categorized as an 

allowable advertising expense. 

 Company witness Stan Ogden acknowledges that Ameren Illinois customers have no 

choice as to its delivery service.  Tr. at 150.  However, Mr. Ogden continues to argues that these 

branding expenses should be charged to its monopoly delivery service customers, based on the 

claim that in 2010 the merger and consolidation of the three legacy companies had created name 

confusion that made such expenses necessary change “to ensure that the Company’s customers 

and members of the public had accurate information so as to enable them to properly identify the 

Company and/or to make contact with AIC to obtain pertinent information regarding their use of 

the Company’s electric delivery service system.  Ameren Ex. 16.0, p. 21.   
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However, Ameren Illinois had already expended money to prominently place its new 

name and logo on the monthly bills that are sent to consumers.  Tr. at 151.  Ameren Illinois 

workers in the field carry employee IDs that properly identify them as working for Ameren 

Illinois.  Tr. at 151.  If a customer used a phone number from an earlier legacy company due to a 

downed wire or other safety problem, that customer would still properly reach their utility 

delivery company because all previous phone numbers worked correctly. Tr. at 149.  Call center 

automated attendants already immediately advise consumers who call that they have reached 

Ameren Illinois.  Tr. at 152.  The utility’s website is currently and prominently captioned with 

the Ameren Illinois name and logo.  Tr. at 152.  Therefore, the additional funds at issue which 

were expended to explore customer reactions to a new corporate brand were not necessary to 

address customer confusion for public safety related purposes; rather those expenses were merely 

designed to promote the utility’s goodwill image and new brand.   

Even though Mr. Ogden claims that these expenses were related to addressing confusion 

that existed in 2010 about the consolidation of legacy utilities, he testified that such branding 

expenses will continue into the future: “So it is a very dynamic element when you talk about 

customer research. So we do intend to continue to do that in helping us understand what 

messages do we need to deliver to customers and get the Ameren Illinois name recognized.”  Tr. 

at 159.  Such ongoing research is not plausibly related to the one-time merger and consolidation 

transitioning, and is not essential or necessary to the provision of electric delivery service.   

A significant portion of these contested 2010 branding expenses were paid to marketing 

consultants to conduct and analyze focus groups, and to develop Ameren’s new “value 

statement”.  Tr. at 155-157.   These are the type of expenses that the Commission has disallowed 

in a prior Northern Illinois Gas Company rate case, stating, “The Commission is not persuaded 
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that market intelligence gathering and other branding expenditures benefit ratepayers in any way. 

Such expenses therefore should not be borne by ratepayers.” Docket No. 04-0779, Final Order, 

272 p. 37.   

The new “value statement” that was developed as a product of the disputed branding 

related costs, (“Focused Energy. For Life.”), is a patently obvious attempt at goodwill 

advertising and brand name puffery.  It is simply not believable that this vague slogan was 

intended as a message essential to public safety or to combating customer post-merger confusion 

over the identity of the electric company.  When asked on the witness stand to give examples of 

the customer confusion that was being addressed, Mr. Ogden first discussed confusion between 

the Missouri and Illinois media markets (Tr. at 153), but he later acknowledged that “Focused 

Energy. For Life.” is a statement used on in media by Ameren affiliates on both sides of the 

Mississippi River.  Tr. at 157. 

Mr. Ogden acknowledged that some of the claimed expenses in this category do not 

relate to safety, storm preparation, electric supply choice, energy efficiency, or any other 

allowable category, claiming that “identity” was one of the goals of the expenditures in dispute.  

Tr. at 161.  However, he did not identify what portions were for corporate identity, as opposed to 

the other claimed categories.  Ameren has failed to meet its evidentiary burden to properly 

isolate any portion of these branding related expenses that could be categorized as an allowable 

advertising expense, and thus the Commission should adopt the AG/AARP proposed adjustment. 

 
c. E-store Costs 

 
AG/AARP witness Michael Brosch identified $158,000 of claimed expenses related to 

re-stocking an internal Ameren Illinois e-store.  AG/AARP Ex. 1.0, p. 44; AG/AARP Ex. 1.3, p. 

6, line 2.  Consistent with the legal analysis and discussion in the previous issue, AG/AARP 
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believes that this expense for stocking the store with corporate branded merchandise is 

unrecoverable “institutional or goodwill advertising” that should not be borne by consumers.  

These expenses are neither reasonable nor necessary to the provision of utility services and thus 

should be excluded in setting rates.  AG/AARP Ex. 1.0, p. 44.  Moreover, Mr. Ogden presumed 

that the re-stocking in 2010 was related to the adoption and transition to a new corporate name 

(Tr. at  163), and thus was likely to be higher than an ongoing, reasonable re-stocking expense 

might be going forward. 

 The AG/AARP adjustment should be adopted by the Commission. 

 
d. Other Account 909 Expenses 

3. Account 930.1 – Corporate Sponsorship 
 
 

AG/AARP witness Michael Brosch identified $236,000 of claimed expenses related to 

corporate sponsorships that he believes are not reasonable and necessary business expenses 

necessary for the provision of utility service, and thus should be disallowed.  AG/AARP Ex. 1.0, 

p. 44-45; AG/AARP Ex. 1.3, p. 6, lines 6-8.  In its response to Staff Data Request ST 2.06, 

Ameren identified a number of test year expenditures for tickets, signage and sponsorship costs 

for various athletic events.  These expenses are not required to be incurred to provide public 

utility services and have been disallowed in the proposed Adjustment. A copy of Ameren’s 

confidential response to ST 2.06 1053 and its Attachment 1 are provided within AG/AARP 

Exhibit No. 1.8.  Moreover, consistent with the legal analysis and discussion above relating to 

branding expenses, AG/AARP believes that these sponsorships and related expenses constitute 

“institutional or goodwill advertising” and should not be recovered from electric delivery service 

customers.  Both Staff and CUB witnesses proposed similar adjustments.   
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4. Regulatory Asset Amortization 
 

Section 16-108(c)(4)(G) of the Act requires that a participating utility’s formula rate shall 

provide for “recovery of existing regulatory assets over the periods previously authorized by the 

Commission.”  220 ILCS 5/16-108(c)(4)(G).  Ameren Ex. 2.1 at page 8, Sch. FR C-1, line 18 

includes $7.131 million of “Regulatory Asset Amortization” within the revenue requirement.  

The Company’s test year regulatory asset amortization amount is comprised of $352,000 for 

Severance Cost amortization and $6,779,000 for Integration Cost amortization. 

According to Ameren’s responses to several AG data requests, the origin of these two 

regulatory assets can be traced to specific severance and merger-related actions.  A Severance 

Cost amount that was incurred and recorded by Ameren in 2009, was allowed regulatory 

recovery via amortization in Docket No. 09-0306.  Amortization over three years was recorded 

by AIU, starting in May of 2010 in the monthly amount of $43,999.  Since only eight months of 

amortization was recorded in 2010, Ameren has included a total of $352,000 in test year expense 

for this regulatory asset.  AG/AARP Ex. 1.0 at 41.   

 Regulatory asset recovery of merger integration costs commenced after Ameren acquired 

Illinois Power and received regulatory approval in Docket No. 04-0294 for this reorganization, 

and was granted corresponding amortization and recovery of a total of up to $67 million of 

merger integration costs over a four-year period from 2007 through 2010.  In the subsequent 

Docket No. 09-0306 consolidated rate cases, the remaining balance for the integration cost 

regulatory asset was recalculated to be amortized over two years.  This produced an irregular 

pattern of monthly integration cost amortization expenses in 2010, with $1.015 million recorded 

in each of the first four months of the year and $0.34 million recorded monthly from May 

through December of 2010.  Id. at 41-42.  AG/AARP Exhibit 1.6, attached to Mr. Brosch’s 
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testimony, includes complete copies of the AIU responses to Data Requests AG 1.12, AG 4.05, 

AG 4.06 and AG 4.07 that address these regulatory asset amortization matters. 

 AG/AARP witness Brosch proposed an adjustment to amortization expense to conform 

with the amortization periods  and amounts most recently approved by the Commission in AIU 

Docket Nos. 09-0306 consolidated.  In those cases, amortization over specified periods produced 

monthly expense amounts of $43,999 and $339,630 for the severance and merger integration 

regulatory assets, respectively.  AG/AARP Ex. 1.0 at 41-42.   

Aside from the requirements of the Act, it is appropriate to restate the test year recorded 

amortization expenses to match the Commission-authorized recovery periods and amounts.  The 

AIU rates being set at this time will tend to under-recover severance costs and over-recover 

merger integration costs unless Mr. Brosch’s proposed adjustment is made to restate recorded 

expenses to ICC-authorized amortization periods and annual expense levels. Using the 

rescheduled amortization periods ordered by the Commission in Docket No. 09-0306 

consolidated will also help to ensure that completion of amortization occurs on the books within 

a future reconciliation period, so that ratepayers receive proper reconciliation credit for such 

expiring amortizations, Mr. Brosch explained.  Id. at 43.   

In response to Mr. Brosch’s proposed adjustment, the Company’s rebuttal on this issue 

does not challenge the facts or ratemaking arguments supportive of the AG/AARP-proposed 

adjustment, but instead focuses on specious legal arguments.  Ameren Ex. 13.0 at 32-33.   Mr. 

Stafford’s rebuttal refers to “numerous sections of the Act that discuss establishment of the 

performance-based formula rate revenue requirement based on the most recent FERC Form 1 

data, including multiple references to calendar year and/or rate year data, but there is no mention 

of annualized cost inputs to the formula.”    Id. at 33.   
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Ameren asks this Commission to ignore evidence that the recorded amounts are 

inaccurate and inconsistent with recent Commission findings that update these amortization 

amounts.  Ameren applies a tortured reading of the words “periods” and “previously” in Section 

16-108.4(c)(4) to argue that the Commission should ignore its previous findings in its Docket 

No. 09-0306 Order.     But Section 16-108.5 of the Act in no way precludes ratemaking 

adjustments to restate amortization expenses at authorized annual levels of expense.  In fact, the 

new statute specifically retained Commission authority to “initiate and conduct an investigation 

of the (formula rate) tariff in a manner consistent with the provisions of this subsection (c) and 

the provisions of Article IX of this Act to the extent they do not conflict with this subsection (c). 

220 ILCS 5/16-108.5(c).    

AG/AARP Exhibit 3.1 at page 4, line 1 shows the monthly amortization expense 

previously authorized by the Commission for 2009 Severance Costs (column c) and Merger 

Integration costs (column d).  These amounts are multiplied by 12 at line 2 to derive the 

equivalent annual amounts last authorized by the Commission.  When compared to the 

Company’s proposed annual expense levels (at line 4), the adjustments needed to conform 

amortization expense to the amortization periods previously authorized by the Commission 

appear at line 5 and line 6, with the total amount carried forward to AG/AARP Exhibit 1.3, page 

1 in column (e).  These adjustments should be adopted by the Commission. 

5. Other 
 
 
IV. REVENUES 

A. Uncontested or Resolved Issues 
 

B. Contested Issues 
1. Late Payment Revenues 
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Late Payment Charges are added to ratepayers’ bills when payments have not been 

received by bill due dates.  AIU Electric Service Schedule Ill. C.C No.1, Original Sheet No. 

3.018 provides for a “…late payment charge equal to 1.5% per month” to be assessed “on any 

amount considered past due,” as more fully described in the tariff.  In the test year, Ameren 

recorded as “forfeited discounts” in Account 450 total late payment revenues of $11.38 million, 

as shown at Ameren Ex. 2.1, page 28 within App 10.  However, rather than properly accounting 

for all of these recorded revenues within its asserted revenue requirement, the Company applies a 

“revenue” based allocation factor of 41.89% which results in only $4.767 million of the total 

recorded late payment revenues being recognized for ratemaking purposes.  This diminished 

$4.767 million value is carried forward as part of the total of $24.7 million of Other Operating 

Revenues from line 14 of App 10, for inclusion as a revenue credit to the overall revenue 

requirement at Ameren Exhibit 2.1, page 1 (Sch. FR A-1) at line 21. 

In this case, Ameren seeks to treat as non-jurisdictional for ratemaking purposes the other 

58.11% of the AIU late payment revenues.  Ameren Ex. 2.1.  The result is that the balance of the 

late payment charge revenues is not being credited to reduce the revenue requirement and will be 

retained by shareholders, because no other regulatory jurisdiction would receive any revenue 

credits for this other 58.11% share.  AG/AARP Ex. 1.0 at 37. 

 According to the Company’s response to AG 4.14, “The reason that Ameren Illinois 

attributes only 41.89% of such revenues to electric delivery service is because 41.89% of 

revenues from a customer’s electric bill that generates the late payment charges is for electric 

delivery service.”  This response provides additional arguments for shareholder retention of late 

payment charge revenues and has been included within AG/AARP Exhibit 1.5 in its entirety.   
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While Ameren provides service in another jurisdiction besides the ICC, none of the late 

payment charge revenues have been attributed to the Federal Energy Regulatory Commission 

(“FERC”) jurisdiction by Ameren.  Wholesale transmission services are regulated by the FERC 

and AIU submits annual formula rate adjustment applications with the FERC to update its cost-

based open access transmission rates based upon current costs and revenues.  When allocations 

are aligned or conformed between the ICC and FERC jurisdictions, Ameren will recover 100% 

of its costs overall after consideration is given to expenses, rate base investments and revenue 

credits that are available to offset such costs.  Ameren, however, does not allocate any portion of 

its late payment revenues to the FERC jurisdiction for ratemaking purposes.    The Company 

admitted in its response to AG 1.07(d) that, “None of the Illinois Forfeited Discount revenues 

have [been] treated as a revenue credit in determining Ameren’s FERC transmission revenues in 

the Companies’ most recent transmission rate adjustment proceeding.  AIU does not provide 

service in any jurisdictions other than the ICC and the FERC.  AG/AARP Ex. 1.0 at 37-38.  

Therefore, the Company’s creative but specious rationale for denying ratepayers the benefit of 

these late payment revenues should be rejected. 

In Docket No. 10-0467, the Commission addressed the proper jurisdictional allocation of 

late payment revenues.  In that case, ComEd had proposed retaining a substantial share of its late 

payment revenues for its shareholders, through application of a revenue-based allocation factor, 

similar to Ameren’s proposed treatment of these revenues.  In its final Order, the Commission 

rejected the Company’s proposed allocation methodology, stating: 

 ComEd has classified the $13.986 million as non-
jurisdictional.  However, as CUB points out, the only “other 
jurisdiction” that ComEd is subject to is the FERC.  Yet clearly, 
except for $2 million, which was accounted for by Mr. Effron, 
these are not FERC-related charges.  Additionally, ComEd is in the 
business of delivering electricity. In that capacity, to many 
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customers, it provides the electricity to deliver.  Therefore, whether 
the late charges are upon delivery charges or upon the electricity 
delivered, they are imposed to the delivery service that ComEd 
provides to the individual customer involved.  
 To illustrate the fallacy of ComEd’s argument, the 
Commission points out that a consumer’s total bill has many 
charges, including such items as those for state and local taxes.  
The interest charge is imposed on all of these charges.  Yet, it 
cannot be said that state and local taxes are non-jurisdictional.  The 
Commission concludes that ComEd has failed to establish, on an 
evidentiary basis, that a portion of these charges is not 
jurisdictional.   
 
 On Exceptions, ComEd avers that the conclusions above 
are inconsistent with other instances in which this Commission has 
found charges to be jurisdictional.  (ComEd Brief on Exceptions at 
100-101).  However, this situation, unlike the other situations, 
clearly does not involve non-jurisdictional charges.      
 The Commission further rejects ComEd’s argument that, 
pursuant to AG/CUB witness Brosch’s approach, retail electric 
suppliers’ customers would receive an unfair “advantage,” due to 
the fact that they are subject to a lesser charge to ComEd (but one 
that will undoubtedly also be charged by retail electric suppliers).  
There has been no showing here that the system, which creates the 
potential for great profit (late payment charges) for bundled service 
customers who are late, versus a lesser profit for ComEd (use of a 
retail electric suppliers for the supply of electricity, and, therefore, 
a lesser amount, upon which, ComEd can charge a late payment 
fee percentage) creates any “advantage” for retail electric 
suppliers’ customers.  The only “advantage” is that ComEd 
receives greater profit from bundled customers.  The Commission 
fails to see how receipt of a greater profit from one group of 
customers could elevate into discriminatory charges, or, any 
legally-recognized “advantage.”  Also, this charge is only imposed 
upon customers when they do not pay their bills on time.  The 
Commission, therefore, adopts AG/CUB witness Brosch’s 
adjustment on this issue.  
 

ICC Docket No. 10-0467, Order of  May 24, 2011 at 306.   
 
 As noted by AG/AARP witness Brosch, the situation with regard to Ameren’s late 

payment revenues is nearly identical to that of ComEd, except that Ameren is not crediting any 

of its late payment charge revenues to the FERC jurisdiction for ratemaking purposes.  
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Consistent with the Commission’s conclusion in Docket No. 10-046, late payment revenue 

should be treated as 100% ICC-jurisdictional and not be subject to any arbitrarily applied  

revenue-based allocation factor that would allow Ameren shareholders to retain a portion of such 

revenues.  These amounts are paid entirely by retail ratepayers pursuant to ICC rules and 

Ameren’s Illinois tariff.    

It is significant, too, that Ameren’s proposed treatment of late payment revenues is 

inconsistent with its treatment of other customer provided funds.   For example, Customer 

Deposits are assessed based upon the relative size of anticipated customer bills and such deposits 

serve to secure payment for all elements of billed revenues, including recovery of power supply 

(production), transmission and distribution cost recoveries.  However, at Ameren Ex. 2.2, page 

51 Workpaper 2, Customer Deposit balances are treated as 100 percent jurisdictional in 

determining delivery service revenue requirements.  This is an appropriate treatment of these 

funds, and a similar 100% assignment to retail delivery services should also apply to late 

payment revenues.  AG/AARP Ex. 1.0 at 40. 

AG/AARP adjustment to Other Revenues appearing in column (d) of AG/AARP Exhibit 

3.3 includes a reversal of the AIU proposed jurisdictional allocation of late payment revenues, 

and a more detailed calculation of the adjustment Mr. Brosch proposes is set forth at page 3 of 

AG/AARP Exhibit 1.3.  

In response to the AG/AARP proposal that 100 percent of Late Payment Charge revenues 

be treated as ICC jurisdictional and credited in determining the formula rate revenue 

requirement, Ameren witness Ronald Stafford agrees with Mr. Brosch that the entire amount of 

late payment revenues are ICC jurisdictional, but does not agree that all such revenues should be 

attributed to electric delivery service.  Ameren Ex. 13.0 at 28.  Mr. Stafford appears to support 
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attribution of some unspecified amount of late payment revenues to Rider PER – Purchased 

Electricity Recovery.  He offers vague references to “...separate tariffs to recover electric DS 

rates separately from Commission jurisdictional electric power supply, Commission 

jurisdictional transmission service, and numerous other Commission jurisdictional tariffs and 

riders” and then claims, and then claims with no supporting analysis that the unbundling of 

electric delivery service does not support Company  recovery of “all costs through electric DS 

rates or apply all revenue credits to electric DS revenues.”  Id. at 28-19.  Despite his multiple 

references to various non-delivery service tariffs and rider, Mr. Stafford  provided no showing 

that these other charges to consumers have actually been reduced to account for any crediting of 

late payment revenues.  Instead of making this showing, Mr. Stafford suggests that some alleged 

but unquantified under-recovery of power supply costs may result if Ameren’s shareholders are 

not allowed to retain more than half of late payments revenues.  In response to these arguments, 

Mr. Brosch observed that the Company has made no showing that any relevant costs were not 

recovered or any facts that justify shareholder retention of such revenues.  AG/AARP Ex. 1.0 at 

39-40.  

The notion that the unbundling of electric supply, transmission and delivery service 

justifies Ameren’s proposed retention of the majority of late payment revenues for indirect 

recovery of otherwise under-recovered costs is creative but not correct.  In each rate case there 

should be a full and complete accounting for all AIC revenues, including late payment revenues.  

Presumably, Ameren would have cited any past ICC decision specifically addressing 

jurisdictional allocation of late payment charge revenues if the issue had previously been 

considered and resolved as the Company proposes in this docket.  Instead of providing such a 

specific citation to a relevant litigated issue, Mr. Stafford simply references the Commission’s 
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past acceptance of Ameren’s allocation procedures, which he claims, “…has been to only 

include as an offset to electric DS base rate revenues other electric revenues assigned directly to 

or allocated in part to electric DS service.”  Ameren Ex. 13.0 at 28.  As noted above, when the 

Commission specifically addressed the jurisdictional treatment of late payment charge revenues 

as proposed by Mr. Brosch for ComEd in the context of formula ratemaking, the Commission 

accepted that proposal.   

Mr. Stafford submits that an appropriate solution to any disputed late payment revenue 

allocation is to “address changes to Rider PER (Purchased Electricity Recovery) either at the 

time of the Rate Redesign proceeding or at the time of the next PER update filling to consider 

both electric power supply related costs not recover through electric DS rates and late payment 

revenue charges related to the electric power supply portion of a customer’s bill.”  Ameren Ex. 

13.0 at 31.  In the meantime, Mr. Stafford would have Ameren retain late payment revenues for 

shareholders and overstate the delivery service revenue requirement.  The People and AARP 

assert that, absent substantial evidence to the contrary, it is reasonable to assume that each of the 

various tariffs and riders mentioned by Mr. Stafford that are separately administered for AIC 

operations are properly based upon reasonable isolation of relevant costs for recovery through 

such tariff/riders.  Ameren failed to provide such contrary evidence or quantify any alleged 

under-recoveries through other riders or AIC tariffs, particularly of any magnitude sufficient to 

justify shareholder retention of millions of late payment charge revenues each year.   If there is 

some deficiency in cost recovery in a particular tariff or rider, or a “need to establish a separate 

tariff,” Ameren or some other party should petition the Commission to remedy any cost recovery 

problems that exist.    However, it is not reasonable for Ameren to exclude late payment 

revenues from the delivery services jurisdiction because of some perceived but unproven under-



65 
 

recovery of Rider PER costs, or other costs AIC believes are not being reasonably recovered 

through some other Rider or other rate element.  

In defense of its proposed allocation of late payment charge revenues, Ameren seeks to 

shift to AG/AARP witness Brosch an insurmountable burden to analyze and adjust for a myriad 

of imagined problems in other Ameren rates and riders.  For example, Mr. Stafford  claims that 

Mr. Brosch’s “….proposal to assign 100% of late payment revenues to electric DS service might 

have some merit if  he had also proposed to include electric power supply costs in his calculation 

of cash working capital, rejected AIC's reduction to revenue requirement for removal of the 

electric power supply portion of uncollectibles, rejected application of the revenue allocator to 

ADIT related uncollectibles, and rejected AIC's reduction to A&G expense for production 

employee related pension and other post-employment benefits (OPEB) costs and electric power 

supply procurement costs.”  Ameren Ex. 13.0 at 29.  But as Mr. Brosch noted, if there are any 

supply related costs or adjustments that are necessary, one would expect those issues to be 

addressed in connection with the administration of Rider PER.  Mr. Brosch added that if Ameren 

has a positive cash working capital requirement associated with its power supply function, the 

Company should be required to quantify this requirement and modify Rider PER.  The effect of 

Ameren’s position, however, would be to let Ameren shareholders retain millions of late 

payment revenue dollars just in case such a cost exists and is not being fully recovered.  

Similarly, if Ameren showed that there are actual under-recoveries due to the rate of 

uncollectibles for supply charges, a better response would be to request modification of the 

Uncollectible Rider EUA to revise uncollectible recoveries based upon relevant, actual factual 

data, rather than permitting shareholder retention of late payment revenues on the unproven 
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premise that they could be compensatory for such alleged but unstated under-recoveries.  

AG/AARP Ex. 3.0 at 28. 

As for Mr. Stafford’s claim that it would be necessary to reject AIC's reduction to A&G 

expense for production employee related pension and other post-employment benefits (OPEB) 

costs and electric power supply procurement costs if late payment revenues are not partially 

retained for shareholders, Mr. Stafford has made no showing that the jurisdictional treatment of 

late payment revenues has anything to do with pension and OPEB cost adjustments otherwise 

made by the Commission.  Id.  

Mr. Stafford also lists a multitude of other tariffs and riders and states that he states Mr. 

Brosch should have included unspecified “rider related costs in revenue requirement” in 

connection with allocation of 100% of late payment revenues to DS rates.  Ameren Ex. 13.0 at 

30.  This argument is plainly specious.  AG/AARP are not obligated to perform cost of service 

studies or reconciliation audits for all of Ameren’s various rate riders in order to determine this 

utility’s overall formula revenue requirement.  In fact, when AIC developed the revenue-based 

allocation factor that it applied to late payment revenues, the Company did none of these things 

that it now demands of AG/AARP.    

The Commission should not allow AIC to retain for shareholders the majority of its late 

payment revenues and then, at some unspecified future date, “… address changes to Rider PER 

in the future,” as Mr. Stafford suggests.  Any alleged problems that may exist with Rider PER or 

other Ameren tariffs are independent of this formula rate review.  In this docket, the Commission 

should correct inappropriate allocations of late payment revenues that are collected by the utility 

as part of its delivery services function, with late payment revenue treated as 100% ICC-
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jurisdictional and not subject to any revenue-based allocation factor that would allow Ameren 

shareholders to retain a portion of such revenues.   

 

V. RATE OF RETURN 
A.  Overview 
B. Uncontested or Resolved Issues 

1.  Rate of Return on Common Equity 
 
 

C. Contested Issues 
 
 

1. Year End or Average Capital Structure 
2. CWIP Accruing AFUDC Adjustment 
3. Common Equity Balance –Purchase Accounting 
4. Subsequent Discussions/Report on Capital Structure 
5. Common Equity Ratio/Cap Limit 
6. Balance and Embedded Cost of Long-Term Debt 
7. Balance and Embedded Cost of Preferred Stock 
8. Cost of Short-Term Debt, including Cost of Credit Facilities 
9. Other 

 
 
VI. REVENUE REQUIREMENT 

 

The effect of this filing will be to decrease, when the rates first become effective, 

Ameren Illinois’ total company delivery service revenue requirement as compared to the revenue 

requirement established in Ameren Illinois’ most recent electric rate case, ICC Docket Nos. 09-

0306 (cons.).  Ameren Petition at 5.  In accordance with the ratemaking adjustments sponsored 

by AG/AARP witnesses Brosch and Effron, AG/AARP recommend that the Commission 

approve a Net Revenue Requirement of no more than $781,233,000, resulting in a rate decrease 

of no less than $52.7 million, as compared with Ameren’s proposed $19.7 million rate reduction.  

See AG/AARP Ex. 3.1 at 1.  AG/AARP reserve the right to comment on other parties’ positions 

in their Reply Brief. 
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VII. COST OF SERVICE AND RATE DESIGN 
 
 

A.   Resolved Issues 
1. Standard of Review for Rate MAP-P Class Cost Allocation and Rate 
Design 
2. ECOSS Class Cost Allocation 
3. Class Revenue Allocation 
4. Rate Design 
5. Section 16-108.5(c)(4) Protocols - Weather Normalization and 
6. Common Costs 

 
B.   Contested Issues 

 
 
VIII.  FORMULA RATE TARIFF 
 A. Uncontested or Resolved Formula/Tariff/Filing Issues  

1. Uncollectibles Expense – Reconciliation in Rider EUA  
2. Interest Rate Formula for Reconciliation Computation 
3. Miscellaneous Staff/AIC Agreed-Upon Tariff Language Changes 
4. Period of Time for Filing Compliance Formula Tariff with ICC 

 
B. Contested Formula/Tariff/Filing Issues 

1. Incentive Compensation – Stated Level/Test of Reasonableness 
2. Incentive Compensation – Metrics/Requirements 
3. Affiliate Service Charges – Stated Level/Test of Reasonableness 
4. Rate Case Expense – Stated Level/Test of Reasonableness 
5. Schedules to be Included in Rate MAP-P/Tariff Complexity 
6. Filing of Final Approved Formula Template/Schedules with ICC 
7. Rulemaking – Formula Rate Process 
8. Other 

 
C. Contested Reconciliation Issues 

 
1. Year End or Average Rate Base 

 
The Formula for the Reconciliation of the Revenue Requirement Will Only 
Represent Actual Costs if Average, Not End-of-Year, Rate Base Is Used. 

 

Ameren’s ability to recalculate its annual revenue requirement retroactively and recover 

the difference between the inception revenue requirement (based on the prior year FERC Form 1 

data plus projected plant additions) and that same year’s FERC Form 1-derived actual revenue 
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requirement is a major change in regulation.   This true-up process changes a fundamental effect 

of the prior regulatory system:  it allows the Company to retroactively charge or credit 

consumers for changes in its costs that occur after the rate is set, effectively eliminating all 

regulatory lag while shifting responsibility for changing costs entirely onto ratepayers.  As a 

result, test year principles must be rethought in order to accommodate this change in the law and 

the framework of Illinois regulation. 

Traditionally a utility’s revenue requirement is set pursuant to test year rules to estimate 

the utility’s annual revenue needs for an indefinite future.  By law, the revenue requirement 

cannot be changed retroactively.   By contrast, the inception revenue requirement set under 

Section 16-108.5 is designed to be serve as an interim revenue requirement, subject to 

modification after actual cost data is available on the FERC Form 1, with interest added to any 

over or under-recoveries of actual costs.  Section 16-108.5(d) (1) provides: 

(1) The inputs to the performance-based formula rate for the applicable 
rate year shall be based on final historical data reflected in the utility's 
most recently filed annual FERC Form 1 plus projected plant additions 
and correspondingly updated depreciation reserve and expense for the 
calendar year in which the inputs are filed. The filing shall also include a 
reconciliation of the revenue requirement that was in effect for the prior 
rate year (as set by the cost inputs for the prior rate year) with the actual 
revenue requirement for the prior rate year (as reflected in the applicable 
FERC Form 1 that reports the actual costs for the prior rate year). Any 
over-collection or under-collection indicated by such reconciliation shall 
be reflected as a credit against, or recovered as an additional charge to, 
respectively, with interest, the charges for the applicable rate year.  
 

220 ILCS 5/16-108.5(d)(1).  Each May 1st, Ameren proposed to file its calculation of prospective 

changes to the formula rate revenue requirement using inputs from the prior year’s FERC Form 1 

and other data sources.  Ameren Ex. 1.0 at 26.  If the actual FERC Form 1 data for the revenue 

requirement year produces a higher revenue requirement than the previously established 
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inception revenue requirement, the difference (with interest) is added to the rates consumers pay 

in the next annual set of rates.  It is also possible for the actual revenue requirement to be lower 

than the inception rates, although as AG/AARP witness Brosch pointed out, revenue requirement 

increases, not decreases, are expected due to the incremental, large investment commitments 

contained in the Act.  AG/AARP Ex. 1.0 at 10-11; 220 ILCS 5/16-108.5(b). 

The question of whether the rate base to which the utility’s cost of capital is applied 

should be measured as an average or at year-end must be carefully considered in light of this new 

regulatory structure.   This Commission has historically allowed year-end rate base when setting 

prospective revenue requirements so as to reduce the regulatory lag inherent in traditional 

regulation.  However, under the Act that now allows the full recovery of costs that deviate from 

the inception revenue requirement, with interest, the traditional “regulatory lag” resulting from 

the use of a historical test year and the need to wait eleven months to change tariffed rates is 

eliminated.    

Rate base is a key component of the revenue requirement, being the investment on which 

the utility is allowed to earn a profit.  How the rate base is presented in the reconciliation docket 

determines how much return on capital investment consumers must provide to shareholders and 

investors.  In determining the inception revenue requirement (e.g. for 2011), the formula rate 

utilizes an end-of-year rate base taken from the prior FERC Form 1 year (2010), plus plant 

additions (for 2011).   The inception revenue requirement, however, does not represent the final 

amount of revenues that consumers will provide the utility for the year.   While using the end-of-

year rate base and including the coming year’s plant additions minimizes the expected difference 

between the reconciliation revenue requirement and the inception revenue requirement, the 

reconciliation revenue requirement is the final calculation that must necessarily account for 
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actual incurred levels of cost, including actual expenses throughout the year and actual net 

investment requiring a return throughout the year.  The use of an end-of-year rate base (from the 

former year) in determining the inception revenue requirement is the first step in estimating that 

year’s revenue requirement that will be later subject to reconciliation, but it does not compel the 

use of an end-of-year rate base in the calculation of the reconciliation.  220 ILCS 5/16-108.5(c). 

The reconciliation revenue requirement and the inception revenue requirement have different 

functions, use different data sets, and produce different results.   

Using an average rate base in the reconciliation year will properly quantify capital costs 

as they accumulate over the year rather than as a point in time (end-of-year), better matching the  

other elements of the revenue requirement and income in a given year.  The proper level of 

return for investors should reasonably compensate the actual level of capital invested in the 

delivery service business throughout the true-up period.  AG/AARP Ex. 1.0 at 9.  If the rate base 

were calculated as of year-end, consumers would pay a return on the total annual as if that 

amount were funded (and a return needed) every day of the year.  However, the investment can 

be expected to be made ratably over the course of the year – not on January 1.  As noted by 

AG/AARP witness Effron, the average rate base measures the net investment in facilities to 

provide utility service over the course of the year, rather than as of a point in time as of the end 

of the year.  AG/AARP Ex. 2.0 at 19.  AIC’s investment in assets serving delivery service 

customers is generally higher at year-end than throughout the reconciliation year.  Id.  The effect 

of using a year-end rate base is to improperly treat investment as of December 31 as if it had 

been made the prior January 1.  This results in consumers paying a return on investment before it 

is made and will systematically overstate the capital cost charged to consumers.   
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The average or year-end rate base approach to the calculation of the reconciliation 

revenue requirement is an important issue in the establishment of the formula rate process 

because the Company is committing to making incremental investments in electric system 

upgrades estimated at $625 million over ten years, with $265 million for the purpose of electric 

system upgrades and $360 million for smart grid deployment.8   These “incremental” 

investments totaling $625 million are above and beyond Ameren’s normal pace of spending to 

accommodate replacement of aging plant, customer growth and other ongoing capital programs.  

AG/AARP witness Brosch testified that if we assume ratable capital spending and the impact of 

only the incremental investment commitments in years one through ten of the program, annual 

rate base growth caused by the new investments could average about $62 million per year.   The 

“value” of reconciling the revenue requirement using year-end versus average rate base would be 

approximately one-half the ratable investment growth expected each year, since the mid-point of 

spending in a typical future year could be at the $31 million level of plant additions, while by 

year-end plant additions could total the $62 million.   Translating this typical rate base difference 

of $31 million into revenue requirement would produce additional annual revenues for AIC after 

reconciliation of approximately $4.4 million per year.   AG/AARP Ex. 1.0 at 9-10. 

Ameren, in fact, anticipates significant and continuous growth in its ratemaking capital 

structure in every year of the infrastructure investment plan, according to Company projections.   

The Company’s confidential response to Staff Data Request No. RMP 1.01 in Attachment 2 

provided projections showing substantial year over year growth in both the Company’s total 

Capitalization and in its Net Property Plant and Equipment assets that comprise the majority of 

the rate base each year.  With persistently growing future rate base investment levels, there is no 

doubt that using a year-end rate base in the reconciliation of annual revenue requirements will 
                                                             
8 Ameren Petition at 2, par. 3. 
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overstate charges to customers and inflate the Company’s return on actual investment, relative to 

the actual cost of capital for the year being examined.  AG/AARP Ex. 1.0 at 10; AG/AARP Ex. 

1.4(Confidential).  

To illustrate the problem, AG/AARP witness Brosch presented a table that shows the 

impact upon equity returns of targeting an assumed nine percent ROR on such a growing rate 

base, but then calculating revenue requirements on year-end, rather than average invested capital. 

Mr. Brosch’s exhibit assumes steady annual growth in future rate base and the corresponding 

amount of common equity capital in the utility, at a pace of five percent per year spread evenly 

throughout each year.  The following table shows the impact upon equity returns of targeting an 

assumed 9% ROR on such a growing rate base, but then calculating revenue requirements on 

year-end rather than average invested capital: 

Illustration of Average VS Year-end Rate Base ($ millions) - post tax return and ROE % difference 

 Year Projected Rate Base Return at 9% on Rate Base Return Average ROE 

 

Beg. Of Year End of Year Average End of Year Average Difference Equity @ 54% Impact 

1           2,000              2,100        2,050                 189                 185                    5                1,107  0.41% 

2           2,100              2,205        2,153                 198                 194                    5                1,162  0.41% 

3           2,205              2,315        2,260                 208                 203                    5                1,220  0.41% 

4           2,315              2,431        2,373                 219                 214                    5                1,281  0.41% 

5           2,431              2,553        2,492                 230                 224                    5                1,346  0.41% 

AG/AARP Ex. 1.0 at 11.   

With these assumptions, the post-tax return available for return on equity (“ROE”) capital 

exceeds the intended ROE by approximately 41 basis points each year, adding about $5 million 

of return costs, plus the related factor-up for income taxes, to the revenue requirement burden 

faced by ratepayers.  If rate base grows more rapidly than five percent per year, the ROE 

variance relative to intended earnings levels would be even larger, and vice-versa.  Id.  Given the 
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specific statutory formula for determining ComEd’s cost of equity, see 220 ILCS 5/16-

108.5(c)(3), the Commission should not allow an inadvertent increase in the authorized profit 

level by using year-end rather than the more representative average rate base for determining the 

actual, reconciled revenue requirement. 

Mr. Brosch explained that the utility’s actual investment in new plant and the 

corresponding growth in newly invested equity and debt capital tend to grow gradually 

throughout the year.  Therefore, the associated return requirement for such capital also grows 

gradually throughout the year.  If the revenue requirement calculation is improperly based upon 

the year-end level of such rate base investment, as if that investment were fully incurred on 

January 1 and existed in all months of the test year, the resulting return requirement is 

systematically overstated.  This is the financial result caused by Ameren’s proposal to utilize a 

year-end rate base within the reconciliation process.  AG/AARP Ex. 1.0 at 12. 

Mr. Brosch explained that the only valid reason for employing a year-end rate base in an 

otherwise average test year approach is to reduce regulatory lag by approximately six months, 

which is the difference between the mid-point of an historical test year and year-end.  It should 

be noted that when a year-end or “annualized” rate base is used by regulators, it is common for 

other elements of the revenue requirement such as wage rates, employee headcounts, customer 

counts, depreciation expense and other known changes to be similarly annualized at year-end.  

The combined impact of such broadly applied annualization adjustments is to reduce regulatory 

lag.  Id. 

If AIC’s revenue requirements are to now be annually trued-up, however, so as to fully 

recover jurisdictional actual incurred costs, there is no need to address regulatory lag through use 

of a year-end rate base.  Traditional test-year regulation involves setting utility rates that remain 
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unchanged until the “next” rate case is filed, causing regulatory lag to exist when cost changes 

occur between  test year rate cases.  However, regulatory lag concerns are completely mitigated 

by the new formula ratemaking regime, where Ameren will be made “whole” with interest for 

changes in all of its actual jurisdictional costs incurred to provide delivery services in Illinois.  

When the formula-based revenue requirements, which are inclusive of projected net plant in 

service additions, are trued-up through the reconciliation process to actual cost levels, any 

revenue requirement variances are allowed interest charges to be sure that regulatory lag imposes 

no financial consequences on AIC.  In this new regulatory environment, there is absolutely no 

need for the Commission to permit the use of year-end rate base as a remedy for regulatory lag. 

Id. 

AG/AARP witness Brosch explained that with the new annual reconciliation process in 

place to true-up Ameren’s asserted revenue requirement to its actual cost levels, the methodology 

being used to develop the inception revenue requirement, such as depicted on Ameren Ex. 2.1 at 

Schedule FR A-1, is of less importance to AIC’s earnings than the method to be used in the 

future when calculating the true-up charges or credits to customers in future reconciliation 

proceedings.   Id. at 13.  The revenue requirement that is ultimately payable by ratepayers is the 

amount calculated after reconciliation, plus any associated carrying charges on such over or 

under-recoveries.   

Ameren, on the other hand, argues that a year-end approach should be used.  Ameren 

witness Nelson asserted that an “average reconciliation rate base concept is not provided for, or 

consistent with, the provisions of Section 16-108.5 of the Act.”  Ameren Ex. 11.0 at 2.  He 

complains that the use of an average rate base is inconsistent with “the Commission’s treatment 

of historical annual periods in traditional ratemaking,” and argues that an average approach 
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“creates a mismatch between rates that customers pay and the cost of plant to provide them 

service” and “produces an under-recovery for reconciliation rate base.”  Id.   

There are several reasons why this rationale should not be adopted by the Commission.  

First, a search of Section 16-108.5 of the Act reveals no reference to use of either an average or 

an end-of-year rate base approach to reconciliation.  Thus, it is clearly within the Commission’s 

authority and discretion to resolve the issue.  Second, the Commission addressed the issue of 

whether an average reconciliation rate base is consistent with the Act in the recent ComEd 

decision.  At page 18 of its Order, the Commission stated: 

The Commission concludes that an average rate base 
should be used going forward in reconciliations in the manner set 
forth by the IIEC, the AG, CUB, the City of Chicago, the AARP 
and Staff.  In so holding, the Commission notes that traditionally, 
rates are set pursuant to a “test year,” which is a sort of one-year 
“snapshot” of a utility’s operations, either in a particular future 
year, or, based upon a previous year’s operations. A “test year” has 
been defined as a consecutive 12-month period that is a 
representative year for a utility in terms of costs and revenues 
relative to the year in which rates will be in effect.  (See, e.g., 
AEP.com).  The test year average proposed by these many parties 
embodies a future test year concept, averaging the test year with 
the previous year, in order to more accurately account for plant 
additions that span more than one month or that span from one 
year to the next.   

The statute here contemplates a scenario that is different 
from a test-year rate case, as it is one that will involve a yearly 
“true up” of statutorily-defined expenditures and items.  It is not 
like an historical test year, in that, while it does concern what 
happened in the past, it continues from year to year, in accordance 
with what Section 16-108.5 provides.  It is not a “snapshot,” 
therefore, of what occurred in a particular year.  Nor is it like a 
purchased gas or other type of traditional (e.g., coal tar clean-up) 
reconciliation in that it does not just concern a particular set of 
costs, for which no rate of return, or other items, such as 
depreciation, is allowed (which is the case in a purchased gas 
reconciliation or coal tar reconciliation).  Yet, the General 
Assembly clearly envisioned a process where there would be a 
“running tabulation” regarding certain items from year-to-year, 
which bears some resemblance to established reconciliation cases.     
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If the General Assembly intended to include only year-end 
balances in this regard, it would have so stated.  It did not.   

 
ICC Docket No. 11-0721, Order of May 29, 2012 at 18.9 
 

Mr. Nelson quotes from Section 16-108.5(d)(1) which states, “The inputs to the 

performance-based formula rate for the applicable year shall be based on final historical data 

reflected in the utility’s most recently filed annual FERC Form 1…” (emphasis added).”   

Ameren Ex. 11.0 at 4.  But this language does not preclude use of average rate base calculations 

in the reconciliation process.  As noted by AG/AARP witness Brosch, all of the information 

required to calculate an average rate base can be derived from final annual FERC Form 1 data.  

In fact, for most elements of rate base the data presented within the FERC Form 1 contains both 

beginning of year and end of year balances to support such an average calculation.  AG/AARP 

Ex. 3.0 at 8.   

Mr. Nelson also claims that the General Assembly specified that “the actual costs for the 

prior rate year” will be used, and that the language “drives home the ‘actual cost’ theme by 

specifying an annual reconciliation “with what revenue requirement would have been had the 

actual cost information for the applicable calendar year been available at the filing date.”  

Ameren Ex. 11.0 at 4.  These arguments likewise miss the mark.  Actual cost information for the 

applicable calendar year can be accumulated and compiled using either average or year-end 

calculations.   The amounts properly used to calculate an average rate base are no less “actual” 

than the amounts that would be used to calculated a year-end rate base.  As Mr. Brosch noted, 

the Commission should be focused upon reconciling Ameren’s revenue requirement with the 

actual amounts of expenses, taxes and return on investment incurred by the Company to provide 

                                                             
9 Last month, the Commission granted ComEd’s request for rehearing on the issue of whether average vs. year-end 
rate base should be utilized in the formula rate reconciliation revenue requirement.  A Commission Order on 
Rehearing is expected by late September based on the schedule recently established for the Rehearing.   
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service during the reconciliation period.  AG/AARP Ex. 3.0 at 8.  Ameren’s year-end balance of 

invested capital is less indicative of the actual amounts of investment that existed throughout the 

year than the same calculation performed on an average basis.  In fact, Ameren witness Craig 

Nelson agreed that Ameren will not spend all of the money that is set aside for capital additions 

and add all of the plant on the first day of the year.  Tr. at 52.  He concurred that the Company’s 

infrastructure spending is more gradual, with new plant added throughout the year.  Id.  Mr. 

Nelson agreed, too, that the end-of-year plant balance amounts listed in the FERC Form 1 

include plant investments that were not in service earlier in the year.  Id.  Principles of equity and 

fairness dictate the use of an average rate base to most accurately measure the Company’s actual 

invested capital throughout the reconciliation year.   

Mr. Nelson further asserts that an average rate base is only appropriate with a future test 

year because, “With a future test year, new rates will typically go into effect early in the future 

test period – in other words before the full investment cost for the test period has been incurred 

and before all plant projected for in the future period is in service. Thus, an average rate base is 

reasonable because again it matches the rates paid by utility ratepayers with the cost of the plant 

actually providing them service.”   Ameren Ex. 11.0 at 5.   

Again, the Company’s logic on this point is flawed.  The revenue requirement 

reconciliation process required under the Act ensures a complete matching of rate and revenue 

levels with the cost of actually providing service during that same period and provides for the 

accrual of interest on any difference between actual costs and allowed revenues.  In this context, 

Mr. Nelson’s discussion of future versus historical test years is not applicable because the 

reconciliation process is designed to ensure a full matching of revenues with overall actual costs 

without regard to how rate and revenue levels were initially set.  Again, the key question is 
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whether average or year-end investment levels are most indicative of the utility’s actual deployed 

investment throughout the reconciliation year.  AG/AARP Ex. 3.0 at 9.  The answer to that 

query, as Mr. Nelson acknowledges given Ameren’s gradual investment pattern throughout a 

given year, is an average rate base.       

Ameren witness Robert Mill complains that the use of an average reconciliation rate base 

would create a mismatched result, by reconciling “an estimated revenue requirement initially 

calculated assuming a year-end rate base, to a subsequent calculation using a fully historical 

period and an average rate base.”   Ameren Ex. 12.0 at 4.  This, however, is a straw man 

argument.  No mismatching is created by preparing the estimated revenue requirement initially 

calculated using a year-end rate base approach and then reconciling such estimates using an 

average rate base approach.  The reconciliation procedure will make Ameren whole for its actual 

costs incurred to provide service, plus interest that is to be accrued on any amounts over or 

under-recovered.  Any mechanical differences that may exist in the determination of the 

inception versus the reconciliation revenue requirement are significant only to the utility’s cash 

flow and do not affect to its earnings due to the fact that the statute provides for interest during 

the period that reconciled revenue requirement amounts have not yet been credited or charged to 

customers.  AG/AARP Ex. 3.0 at 10.   

Mr. Mill also complains reconciling to an average rate base, “…will likely result in AIC 

simply not recovering the difference between the average rate base amount and the year-end 

plant balance for the reconciliation period.”  Ameren Ex. 12.0 at 4.  Once again, however, this is 

an illusory problem.  The Company should not be allowed to recover a return on more invested 

capital than actually exists throughout the period being reconciled.  Indeed, this is the point of 

using an average rate base -- to better quantify Ameren’s actual invested capital throughout the 



80 
 

reconciliation year.  Ameren should absolutely be required to “forego those dollars each year”10  

that result from utilization of a year-end rate base because the Company’s year-end investment 

levels are not representative of actual invested capital earlier and throughout the same year.  

AG/AARP Ex. 3.0 at 11. 

In Ameren Ex. 2.1, the Company has proposed a spreadsheet template to document the 

calculation steps to be employed in administering Rate MAP-P.  AG/AARP witness Brosch 

explained that a few simple revisions to this template are needed to ensure that the reconciliation 

of revenue requirements is performed using an average rate base approach.  The simplest 

revision would be to insert two additional lines at what is presently identified as Sch. FR A-1-

REC in the proposed spreadsheet template.  The existing line 11 of this Schedule now references 

Sch. FR B-1 at line 36 to insert a year-end rate base from the current filing made each year.  Mr. 

Brosch recommended inserting one additional line beneath existing line 11 to insert from the 

prior year’s filing the Sch. FR B-1, line 36 recorded year-end rate base at December 31 of the 

previous year.  Then a second new line would be inserted to calculate the mathematical average 

of the prior year-end and current year-end rate base values to quantify an average rate base for 

purposes of calculating the “Net Revenue Requirement – Reconciliation” on Schedule FR A-1-

REC each year.    Conforming changes would be needed within the Rate MAP-P to effect 

reconciliation of the revenue requirement on an average rate base approach.11  The same 

                                                             
10 Ameren Ex. 12.0 at 4. 
11 A more complex calculation of the actual average rate base used in reconciliation could be employed, that would 
require more elaborate spreadsheet template revisions than are recommended above.  For example, certain elements 
of the rate base that are included in the amounts used above are not presently quantified at a single point in time, but 
are instead based upon 13-month averages or specific calculations, such as customer deposits and CWC.  It may be 
worthwhile in the interest of accuracy to substitute the most currently available 13 month averages or separately 
calculated CWC amounts within the average rate base amounts being used in reconciliation.  These more complex 
calculations could be ordered by the Commission to be included in a compliance filing from AIC once the more 
substantive issues involving the reconciliation process are resolved.  AG/AARP Ex. 1.0 at 15. 
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template changes were ordered by the Commission for implementation by ComEd in Docket No. 

11-0721.   

In sum, actual rate base return requirements for an annual period are not, by definition, 

year-end costs, particularly when large, incremental investments are required of participating 

combination utilities under the Act.  Further, by reconciling all differences between the inception 

revenue requirement and the recorded, actual revenue requirement in determining next year’s 

rates with interest, the Company is compensated for any short term delay in receiving its entire, 

actual revenue requirement, adjusted annually.  The use of average vs. year-end rate base in the 

reconciliation must be reviewed in light of the goal of determining actual costs consistent with 

the reconciliation calculation in the statute.  Ameren’s preference for year-end rate base for 

purposes of the reconciliation should be rejected because it will systematically overstate both the 

Company’s revenue requirement and its return on equity, in comparison to actual levels of 

capital investment throughout the year.  In order to ensure that ratepayers are truly paying “the 

actual costs for the prior rate year,” as referenced in Section 16-108.5(d)(1), the Commission 

should require the modification of Rate MAP-P to ensure the reconciliation of revenue 

requirements is performed using an average rate base approach. 

2. Interest Rate on Under/Over Collections 

As explained above, the Act requires that the calculated difference between the 

previously approved inception revenue requirement and the later reconciled, actual revenue 

requirement is to be added into the next year’s revenue requirement, with interest, so that the 

utility ultimately receives the full recovery of the “actual” cost of service from consumers.  The 

relevant section states: 

The filing shall also include a reconciliation of the revenue 
requirement that was in effect for the prior rate year (as set by the 
cost inputs for the prior rate year) with the actual revenue 
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requirement for the prior rate year (as reflected in the applicable 
FERC Form 1 that reports the actual costs for the prior rate year). 
Any over-collection or under-collection indicated by such 
reconciliation shall be reflected as a credit against, or recovered as 
an additional charge to, respectively, with interest, the charges for 
the applicable rate year. 

 

220 ILCS 5/16-108.5(d).   In contrast to the specific return on equity described elsewhere in 

Section 16-108.5, the drafters of this subsection did not specify the interest rate to apply to the 

reconciliation amount and did not refer to either the return on equity or any other measure of 

capital cost for this purpose.  Accordingly, the Commission must determine the appropriate rate 

of interest to apply to reconciliation amounts based on the nature of the cost. 

The formula prepared by Ameren would have consumers pay the Company its weighted 

average cost of capital on any reconciliation amount.  Ameren Ex. 2.1 at Sch. FR A-4, lines 1 

through 3.  In addition to not being authorized by the statute, which calls for simple “interest,” 

this would result in an excessive interest rate that does not represent the actual cost of 

incremental new capital needed for the short period of time that the reconciliation amount will be 

outstanding before its guaranteed recovery under the formula.   

The potential reconciliation amount will not be known until the review of the actual data 

for the revenue requirement is presented, and will be set for recovery for the next annual rate 

year.  As such, the known balance will be collected within the year following the determination 

of the reconciliation amount.  This represents a short term obligation (as it can be a credit or a 

charge).  These balances therefore do not require permanent financing by Ameren, and should 

not be expected to require new Ameren common stock issuances or parent company equity 

infusions for financing.  There is no basis to assume that incremental equity financing will occur 

in connection with the annual revenue reconciliations. AG/AARP Ex. 1.0 at 16-17.  The interest 
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rate on the reconciliation amounts should not be inflated by treating this regulatory asset like 

longer term assets, as Ameren’s approach would do. 

AG/AARP witness Brosch recommended that a short term debt interest rate should be 

used for purposes of reconciliation credits and charges, recognizing Ameren’s ability to access 

credit markets at favorable cost rates to finance short term asset investments.  For example, the 

average cost of short term debt to Ameren Corporation was only 2.3% in 2011.   An alternative 

cost rate for consideration is the interest rate Ameren currently pays on customer deposit 

balances, which is presently zero percent.   Id. at 17. 

Mr. Brosch noted that short term debt cost rates have recently remained at historically 

low levels and tend to be generally lower than the costs of more permanent debt capital most of 

the time.  With the large anticipated infrastructure investments AIC will make pursuant to new 

Section 16-108.5 and because inflation impacts upon annual operating expenses are not projected 

beyond test year end in setting formula rates, it is reasonable to expect future reconciliations to 

often yield reconciliation balances that are chargeable to ratepayers.  Under these circumstances, 

a relatively lower interest rate would be beneficial to ratepayers. Both Staff and CUB witnesses 

likewise endorsed use of a short term debt interest rate on reconciliation balances.   

Ameren witness Nelson took issue with these proposals.  He claimed it is inappropriate 

“to both assign some amount of short-term debt exclusively to reconciliation amounts and also 

reflect it in the capital structure as though it were also supporting rate base generally.”  Ameren 

Ex. 11.0 at 12.    The gist of Mr. Nelson’s argument on this point is that it is not appropriate to 

both assign some short term debt exclusively to reconciliation amounts and also reflect it in the 

capital structure as though it were also supporting rate base.  This concern, however, would only 

be valid if Ameren actually financed regulatory asset amounts resulting from the reconciliation 
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process solely with incremental short term debt.  Ameren’s argument on this point wrongly 

assumes that regulators attempt to directly assign capital to particular investments, which is a 

false assumption.    

Reconciliation balances can be either positive amounts that require incremental financing 

until recovered from customers or negative amounts that provide capital from customers until 

refunded through rates.  When combined with other constantly changing elements of working 

capital, utility cash flows are dynamic and incremental financing requirements can be met a 

number of different ways that do not imply any direct assignment or capitalization to particular 

assets.  In fact, Mr. Nelson agreed during cross-examination that every dollar in Ameren's 

capitalization cannot be sourced to specific rate base or other assets.  Tr. at 58.  For example, 

when Ameren Corporation issues common stock and some of the proceeds are invested in AIC, it 

is not possible to identify the specific assets within Ameren Illinois Company's rate base that 

were financed with that specific equity issuance.  Id.  Accordingly, it is not possible to know, 

when we look at Ameren’s cash flow from operations, which specific dollars were re-invested in 

the business and which dollars were used to pay dividends to Ameren Corporation. Tr. at 59.  

Similarly, when Ameren witness Nelson receives his paycheck, he does not know whether those 

particular dollars came from Ameren's earnings or from a specific recent financing made by the 

company.  Tr. at 60.    

The purpose of the AG/AARP recommendation regarding use of a short-term debt cost 

interest rate on reconciliation balances was to recognize the short-term, working capital nature of 

such amounts that are pending recovery from or return to ratepayers and to then encourage 

Ameren to incrementally finance such balances with short-term debt, so as to reduce the cost of 

such financing to the extent possible.  AG/AARP Ex. 3.0 at 12.  However, if other forms of 
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capital, such as long term debt, are also assumed to be supportive of reconciliation regulatory 

asset balances, Mr. Nelson’s concerns about double counting short-term debt are not warranted.  

Mr. Brosch testified that if specific types of capital are not prescribed by the Commission for 

financing reconciliation balances, in favor of simply setting a reasonable interest rate for such 

balances, Ameren is free to manage its capital structure decisions without regard to any specific 

assignments of short-term debt or any other types of capital.  Id.   

Moreover, Ameren’s has failed to demonstrate that it is appropriate to apply an overall 

WACC to the reconciliation balance as a carrying charge.  The Company has not shown, for 

example, that reconciliation balances would require any new equity financing or other 

incremental permanent financing by Ameren.  The Commission’s Final Order in ComEd Docket 

No. 11-0721 rejected ComEd’s request, like Ameren’s, to approve the utility’s WACC to 

calculate carrying charges on any reconciliation balances.  The Commission concluded: 

Regarding our review of the various positions on this issue 
the Commission shares the concern raised by Staff that using the 
WACC as ComEd proposes would treat the reconciliation amount 
like a rate base investment rather than a reconciling item.  We also 
find credence in the point raised by the Company that the 
reconciliation adjustments will represent significant investments 
and operating expenses funded by the participating utility.  
 The Commission recognizes that the due (sic) to the EIMA 
timeline for the reconciliation period the interest rate is both short 
term and long term in nature.  As discussed above, the customer 
deposit rate does not encompass the long term aspect of the time 
period of the reconciliation.  The WACC includes the weighted 
costs of short-term debt, long-term debt, and common equity.  The 
Company proposes the WACC which is inclusive of the common 
equity, which does not represent debt on which to set an interest 
rate.  The Commission believes there is value in setting an interest 
rate based upon debt that is relevant to the Company for the time 
duration of the reconciliation.  In order to capture the unique 
aspects of the relevant period we find that a hybrid approach 
should be utilized to determine the appropriate interest rate.  Such 
a hybrid calculation would take the weighted costs of short-term 
debt and long-term debt and exclude the weighted cost of common 
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equity as the methodology in calculating the interest rate.  This 
results in an interest rate of 3.42%.  The Commission concludes 
that this hybrid interest rate of 3.42% is reasonable and appropriate 
to be utilized for the reconciliation period and is hereby adopted.   

 
ICC Docket No. 11-0721, Order of May 29, 2012 at 166.12  This “hybrid” approach adopted by 

the Commission, if also applied to AIC, would avoid Mr. Nelson’s concern regarding an alleged 

need to specifically assign and track incremental short term debt associated with reconciliation 

balances.  Either the Brosch-recommended short term interest rate or the hybrid approach 

endorsed by the Commission in the ComEd formula rate case should be applied to any 

reconciliation balances (and credits) calculated each year under the reconciliation process 

envisioned in Section 16-108.5 of the Act. 

In addition to applying a short term debt rate to any reconciliation balances (or credits), 

or the use of a hybrid interest rate approach as recently approved by the Commission, Mr. Brosch 

also proposed the use of an alternative accounting measure that could appropriately be employed 

to determine the interest cost applicable to revenue requirement reconciliation variances. The 

Commission could deem the revenue requirement variances under formula ratemaking to be 

regulatory assets that represent a deferral of operating expenses to be recoverable (or returnable) 

in future rate periods.  Since operating expenses are income tax deductible when incurred by the 

taxpayer, the deferred income tax balances associated with such expense deferrals could be used 

to reduce the balance upon which interest is accrued.  Application of interest to only the net of 

income tax balance associated with such deferrals is consistent with the economic reality that 

income tax savings would be realized from AIC’s delayed recovery of tax deductible expenses 

                                                             
12 Last month, the Commission granted ComEd’s request for rehearing on the issue of the interest rate to be assessed 
on formula rate conciliation charges and credits.  A Commission Order on Rehearing is expected by late September 
based on the schedule recently established for the Rehearing.   
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and would  serve to reduce the overall interest burden upon ratepayers by about 40 percent.  

AG/AARP Ex. 1.0 at 18-19. 

Changes to Ameren Ex. 2.1, Sch. FR A-4, the formula rate spreadsheet template 

“Reconciliation Computation,” are required in order to apply Mr. Brosch’s (and Staff and CUB) 

recommendations.  First, the “Variance” appearing at line 3 should be reduced by associated 

incremental deferred income taxes using the Company’s composite Effective Income Tax Rate, 

which is derived on Sch. FR C-4, at line 4.  The calculation and subtraction of related 

Accumulated Deferred Income Taxes could be inserted as new lines 4 and 5 on Sch. FR A-4.  

Then, the “Monthly Interest Rate” on line 4 (to be renumbered line 6) should be modified to tie 

to Ameren’s current cost of short term debt, to be determined within App 12 of the template.  

3. Other 

D. Other Legal Issues 
 

1. CUB’s Additional Steps for Commission Review of Project Costs 

IX. OTHER 
A. Resolved or Uncontested Issues 

1. Original Cost Determination 
2. Uncollectibles Expense – Net Write Off in Rider EUA 
3 Net Plant Allocator 
4. Depreciation Study 
5. Rate Case Expense – Section 9-229 Statement 

 
B. Contested Issues 

1. Income Taxes – Interest Synchronization 
2. Gross Revenue Conversion Factor 

 
X. CONCLUSION 

 WHEREFORE, the People of the State of Illinois respectfully request that the 

Commission enter an order consistent with the recommendations made in this Brief.  
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