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 1 

Q. Please state your name and business address. 1 

A. My name is David J. Effron.  My business address is 12 Pond Path, North Hampton, New 2 

Hampshire, 03862. 3 

 4 

Q. Have you previously submitted testimony in this docket? 5 

A. Yes.  I submitted direct testimony on July 3, 2012, marked as AG/AARP Exhibit 2.0.  My 6 

qualifications and experience are included with my direct testimony. 7 

 8 

Q. What is the purpose of your rebuttal testimony? 9 

A. In this rebuttal testimony, I respond to the rebuttal testimony of Ameren Illinois Company 10 

(“Ameren,” “AIC” or “the Company”) witnesses Nelson, Stafford, and Warren. 11 

 12 

Q. Do you have schedules accompanying this rebuttal testimony? 13 

A. No.  The Company’s rebuttal has not caused me to change my position on any of the 14 

positions expressed in my direct testimony, and I am not modifying the quantification of 15 

any of my proposed adjustments to the Company’s rate base. 16 

 17 

1. ADIT- Unamortized Investment Tax Credit 18 

Q. What is Mr. Stafford’s position on your proposed adjustment to remove the deferred 19 

tax debit balance related to unamortized investment tax credits (“ITCs”) from the 20 

balance of accumulated deferred income taxes deducted from plant in service in the 21 

determination of the Company’s delivery services rate base? 22 
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A. Mr. Stafford opposes this adjustment.  He states that it is appropriate to include the 23 

electric jurisdictional portion of this tax asset in rate base because the deferred tax asset 24 

exists whether or not the Company has elected to reduce rate base  by the unamortized 25 

balance of ITCs or reduce income tax expense for amortization of ITCs.   Ameren Ex. 26 

11.0 at 22 27 

 28 

Q. Do you agree with his reasoning? 29 

A. No.  As I noted in my direct testimony, the deferred tax asset related to ITCs is the result 30 

of offsetting entries to Account 190 (deferred tax assets) and Account 254 – Other 31 

Regulatory Liabilities.  Mr. Stafford does not dispute this fact.  The regulatory liability in 32 

Account 254 is not deducted from rate base, and the offsetting deferred tax asset should not 33 

be added to rate base. 34 

 35 

Q. How do you respond to Mr. Stafford’s claim that ratepayers are better off with the 36 

amortization of the investment tax credits than they would be with the alternative 37 

option of deducting the deferred ITCs from rate base? 38 

A. This claim is both irrelevant and misleading.  The only reason that the revenue requirement 39 

effect of the amortization is greater now than the revenue requirement effect of the 40 

alternative rate base deduction is that the ITCs are near the end of their life.  On a present 41 

value basis over the whole life of the ITCs, ratepayers would have been much better off 42 

with Option 1, rate base deduction, than they are with Option 2, ratable amortization.  The 43 

Company elected the ITC option that was most beneficial to its shareholders, not to its 44 

customers. 45 
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 46 

2. ADIT- Tax Depreciation Step-up Basis Metro 47 

Q. Does Mr. Stafford agree with your proposed adjustment to remove the balance of 48 

ADIT related to “tax depreciation step-up basis Metro” from the Company’s rate 49 

base? 50 

A. No.  He states that the net ADIT for this item included in the AIC rate base is zero - that 51 

the debit balance of ADIT in account 190 is offset by an equal amount of credit balance 52 

of ADIT in account 282. Ameren Ex. 11.0, at 27: 565-566. 53 

 54 

Q. Do you have a response? 55 

A. Yes.  As I noted in my direct testimony, there were related ADIT on the books of UE at the 56 

time of the transfer to UE. For ratemaking purposes, that ADIT balance should follow the 57 

assets, without any entry to Account 190 to offset the credit balance of ADIT.  Otherwise, 58 

the net rate base value of the assets would be higher in the hands of CIPS than the net rate 59 

base value of the assets was in the hands of the affiliate from whom the assets were 60 

purchased, and this would clearly be inappropriate.  The issue here is not what is presently 61 

on the Company’s books.  The issue is whether what is on the Company’s books is 62 

appropriate for ratemaking. 63 

 64 

3. ADIT – FIN 48 65 

Q. What is your understanding of the Company’s position regarding the treatment of the 66 

FIN 48 liabilities in the determination of rate base? 67 
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A. Based on the rebuttal testimony of Mr. Warren, the Company opposes my recommendation 68 

to treat the FIN 48 liabilities as ADIT and deduct those balances from plant in service in 69 

the determination of rate base in this case.  However, Mr. Warren does not disagree that 70 

the FIN 48 liabilities represent non-investor supplied funds.  Further, based on Mr. 71 

Warren’s rebuttal testimony on page 16, at lines 336-337, the Company agrees that any 72 

FIN 48 liabilities should be deducted from rate base when the actual rate base is 73 

calculated in the reconciliation process as part of the formula rate statute. 74 

 75 

Q. What then do you see as the main issue between the Company and you on this issue? 76 

A. I agree with Mr. Warren that “the dispute is entirely over what happens in the interim” 77 

(Ameren Ex. 15.0, at 16:336-337) between the establishment of inception rates and the 78 

reconciliation to the actual revenue requirement. I also agree with Mr. Warren that “In 79 

truth, there will be a true up but what happens in the interim should be governed by the 80 

best information available as of the date for the establishment of rate base in this 81 

proceeding.”  (Id. at 16:340-342) 82 

 83 

Q. In your opinion, is the Company’s calculation of rate base governed by the best 84 

information available? 85 

A. No. For some inexplicable reason, Mr. Warren seems to think that the best information 86 

available implies a FIN 48 balance of zero.  Yet he does not cite any information that 87 

would establish that an assumption of a zero liability is appropriate.  His recommendation 88 

of a zero FIN 48 liability is not based on any information, let alone the best information 89 

available, and it should be rejected by the Commission. 90 
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 91 

4. Accrued Vacation 92 

Q. How does the Company respond to your proposal to deduct the accrued liability for 93 

vacation pay from rate base? 94 

A. Mr. Stafford states that “Accrued vacation is a current liability on AIC’s books due and 95 

payable within one year. Accordingly, accrued vacation is not a source of non-investor 96 

supplied capital available to finance Rate Base investment.”  (Ameren Ex. 11.0, at 97 

14:286-288) 98 

 99 

Q. Do you agree that because the accrued vacation is due and payable within one year 100 

that means that it is not a source of non-investor supplied capital available to finance 101 

rate base investment? 102 

A. No.  The fact that the accrued vacation is payable within one year has nothing to do with 103 

whether it is a source of non-investor supplied capital.  In fact, as the vacation accrual 104 

from the prior year is paid off, it is replaced with accruals for vacation pay in the current 105 

year.  In effect, the accrued vacation pay becomes a continuing, permanent balance. 106 

 107 

Q. Mr. Stafford also presents an example that purports to show that vacation pay is not 108 

a source of non-investor supplied capital because it has not been fully recovered in 109 

rates in prior cases.  Does the example presented by Mr. Stafford have any 110 

probative value? 111 

A. No.  The example presented by Mr. Stafford on pages 14-16 of his rebuttal testimony 112 

arbitrarily uses a rate case filed in 2005 with a 2004 test year as a starting point.  Mr. 113 
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Stafford then states that “There was no rate case test year filed for 2005, so the 2005 114 

accruals were not recovered in rates.” (Ameren Ex. 11.0, at 15:312-313)  However, the 115 

2005 rates reflected the vacation pay that was accrued in whatever the test year used to 116 

establish the rates in effect in 2005 was.  Mr. Stafford has not established that the 117 

vacation accrual in 2005 was materially different from the vacation accrual in that test 118 

year.  Just because a given year was not a test year in a rate case does not mean that the 119 

expenses incurred in that year were not recovered from ratepayers, as Mr. Stafford 120 

appears to assume. 121 

  Further, the accrual from the 2004 test year was recovered in rates and continued 122 

to be recovered in rates for as long as the rates based on the 2004 test year were in effect 123 

(for example, in 2007).   Mr. Stafford has provided no evidence that the accrual in the 124 

2004 test year was not a reasonable representation of the prospective vacation accruals 125 

going forward, as is the case for any other test year expense.  Mr. Stafford’s example is 126 

irrelevant to whether a given expense was or was not recovered in rates.  127 

 128 

5. Plant Additions – ADIT on Bonus Depreciation 129 

Q. Did the Company respond to your proposal to include the effect of the ADIT 130 

generated by the bonus depreciation on the 2012 plant additions in the calculation of 131 

the pro forma delivery services rate base? 132 

A. Yes.  Mr. Stafford opposes this recommendation on pages 17-20 of his rebuttal testimony.  133 

For the most part, his opposition appears to be based on his interpretation of sections 16-134 

108.5(c)(6) and 16-108.5(d)(1) of the Public Utilities Act (“the Act”).  Not being an 135 

attorney myself, I’ll leave the interpretation of the Act to counsel.  However, I would note 136 
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that based on its findings in Docket No. 11-0721, the Commission’s interpretation of the 137 

relevant sections of the Act is not the same as Mr. Stafford’s. 138 

  Mr. Stafford also goes on to say I suggest that this adjustment is only needed 139 

because it reduces, not increases, the discrepancy between the rate base established in this 140 

proceeding and the rate base established in the subsequent reconciliation proceeding. He 141 

then states that “whether something is increasing or decreasing the rate base is irrelevant, 142 

and should not be the driving force to the argument.” (Ameren Ex. 11.0, at 19:395-396) 143 

  First I did not suggest that this adjustment is “only needed” because it reduces the 144 

discrepancy.  The main reasons that this adjustment is appropriate are that it is directly 145 

related to the 2012 plant additions and that it reflects what will actually take place. Mr. 146 

Stafford does not argue otherwise.  Second, saying that my proposed adjustment will 147 

likely reduce the discrepancy is not the same as saying it will reduce the rate base.  I 148 

agree with Mr. Stafford that whether something is increasing or decreasing the rate base 149 

should not be the driving force to the argument, and I did not cite the end result of my 150 

proposed adjustment as its justification. 151 

 152 

6. Average vs. Year End Rate Base in Reconciliation 153 

Q. What is the Company’s position on the use of average rate base in the reconciliation 154 

of the Company’s revenue requirement? 155 

A. Mr. Nelson states that .the question of the appropriate reconciliation rate base is not 156 

relevant to this proceeding because the reconciliation rate base to be used in the formula 157 

rate will be determined in Docket No. 12-0001.  (Ameren Ex. 9.0, at 2:39-42) 158 

 159 
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Q. Do you agree with that position? 160 

A. I agree that the reconciliation rate base to be used in the formula rate will be determined 161 

in Docket No. 12-0001. I also expect that the Commission’s decision on this issue in 162 

Docket No. 12-0001 will be in line with its decision in Docket No. 11-0721 on 163 

rehearing.  Whether that renders the issue irrelevant to the present docket, I’ll leave to 164 

counsel.  However, I continue to believe that the average rate base should be used in the 165 

calculation of the actual revenue requirement for the prior rate year in the reconciliation 166 

process, for the reasons stated in my direct testimony. 167 

 168 

Q. Do you have a response to Mr. Nelson’s assertion that “use of an average 169 

reconciliation rate base, as Staff and interveners recommend, would create a situation 170 

in which ratepayers are not paying for the full amount of utility plant providing them 171 

service” (Ameren Ex. 9, at 7:151-153). 172 

A. Yes.  To paraphrase Mr. Stafford at page 19, lines 405-406 of his rebuttal testimony, Mr. 173 

Nelson does not take into consideration that the inception rates are being trued 174 

up to actual  information, with interest.  The true-up with interest puts the 175 

Company in exactly the same economic and financial position that it would be if 176 

all the costs in the year being reconciled were recovered contemporaneously. 177 

 178 

Q. Has Mr. Nelson explained his disagreement with your testimony that the rate of 179 

return times the average rate base is the dollar cost to the Company of carrying its net 180 

capital investment for the year? 181 

A. No.  He is asked that question at page 7, lines 154-158 of his rebuttal testimony.  While he 182 

states that he disagrees in his response, he does not actually explain that disagreement or 183 
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point out anything in my testimony that would cause him to disagree.  Rather, he presents 184 

an alternative view of what he believes to be the “key question” – whether the rates a 185 

customer is paying match the costs incurred to serve the customer.  If a year end rate base 186 

is used in the reconciliation, the answer to this “key question” is no.  The return 187 

requirement included in the actual revenue requirement would differ from the actual dollar 188 

cost of capital incurred by the Company to carry its investment.   However, if an average 189 

rate base is used in the reconciliation, the answer to Mr. Nelson’s  “key question” is yes - 190 

the rates paid by a customer match the costs incurred to serve the customer.  The use of an 191 

average rate base in the reconciliation is the only way to achieve this proper matching. 192 

 193 

Q. Does this conclude your rebuttal testimony? 194 

A. Yes. 195 


