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I. INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. Ralph C. Smith, 15728 Farmington Road, Livonia, Michigan 48154. 3 

 4 

Q. Are you the same Ralph C. Smith who previously filed direct testimony in 5 

this proceeding? 6 

A. Yes, I am.   7 

 8 

Q. What is the purpose of your Rebuttal Testimony? 9 

A. My Rebuttal Testimony responds to certain issues addressed in the Rebuttal 10 

Testimony of Ameren Illinois Company (“Ameren”, “AIC”, or “Company”) filed 11 

on July 31, 2012. 12 

 13 

Q. Have you attached an Exhibit? 14 

A. Yes.  CUB Exhibit 2.1 contains Ameren’s responses to discovery that are 15 

referenced in my rebuttal testimony. 16 

 17 

Q. How is the remainder of your testimony organized? 18 

A. It is arranged by issue discussion. 19 
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II. ISSUE DISCUSSION 20 

Adjustments Accepted by Ameren 21 

Q. Has Ameren indicated that it has accepted certain adjustments 22 

recommended in the direct testimony of Staff and Intervenors? 23 

A. Yes.  Ameren has indicated in its rebuttal that it has accepted a number of 24 

adjustments, including the following: 25 

• Staff witness Ebrey’s adjustment to carry forward uncollectibles expense, 26 

but only to the extent that the Commission accepts the agreed-to revisions 27 

to Schedule FR A-IRC and tariff language that modifies Rider EUA.1 28 

• Materials and Supplies included in rate base are to be calculated using a 29 

13-month average.2 30 

• Disallowance of $115,000 of EEI Industry dues allocated to lobbying 31 

activities.3 32 

• Disallowance of $48,791 of advertising expenses that were recorded in 33 

Account 909.4 34 

• Company Finding regarding original cost to be included in Order.5 35 

                                                 

1 Ameren Ex. 11.0 at page 3. 

2 Id. at 4; Ameren Ex. 11.1, page 17, App 1, lines 49-50; and Ameren Ex. 11.2, pages 15-
16. 

3 Id at 4 and Ameren Ex. 11.2, pages 7-8. 

4 Id at 5 and Ameren Ex. 11.2, page 9. 

5 Id at 5. 
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Ameren has accordingly modified its requested revenue requirement from 36 

$799.707 million to $798.075 million, and has modified its overall requested 37 

decrease to $16.128 million or 1.98% after gross-up for uncollectibles. 38 

 39 

Q. Would reflecting only those few adjustments that Ameren has accepted be 40 

sufficient to appropriately state the Company’s formula rate plan electric 41 

distribution service revenue requirement? 42 

A. No.  Additional adjustments are necessary beyond those that Ameren has accepted 43 

in order to appropriately state the Company’s revenue requirement. 44 

Deduct Accrued Liability for Vacation Pay from Rate Base 45 

Q. Please describe Ameren’s response to your adjustment to deduct the accrued 46 

liability for vacation pay from rate base. 47 

A. Ameren continues to disagree that the accrued liability for vacation pay should be 48 

deducted from rate base because the Company claims it is not a source of non-49 

investor supplied capital available to finance utility rate base investment.6  50 

Ameren presents a corrected amount of $11.982 million for the jurisdictional 51 

adjustment in Ameren Exhibit 11.5, page 5 of 12, which was from a Staff 52 

response to AIC-Staff data request 6.08. 53 

 54 

                                                 

6 See, e.g., Ameren Ex 11.0, pages 13-17, lines 264-352. 
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Q. Do you agree with using the $11.982 million for the jurisdictional adjustment 55 

in Ameren Exhibit 11.5, page 5 of 12, as the net rate base deduction amount 56 

for the accrued liability for vacation pay?  57 

A. Yes.  58 

 59 

Q. Please explain why the accrued liability for vacation pay should be deducted 60 

from rate base. 61 

A. The accrued liability for vacation pay should be deducted from rate base because 62 

it represents a source of non-investor supplied capital that should be taken into 63 

account in the determination of utility rate base.  As shown on Ameren Ex 11.5, 64 

page 5 of 12, the Company had an accrued liability for vacation pay balance in 65 

each month of 2011.  This indicates that this is a consistent source of non-investor 66 

supplied capital. 67 

Additionally, the matching principle requires that the accrued liability for 68 

vacation pay and the related accumulated deferred income tax (ADIT) balance be 69 

treated similarly; however, Ameren has included the debit-balance ADIT related 70 

to the accrued liability for vacation pay in rate base without deducting the 71 

corresponding accrued liability for vacation pay from rate base.   72 

Finally, there are strong similarities between ComEd and Ameren with 73 

respect to the accrued liability for vacation pay, which dictate that the same 74 

ratemaking treatment should apply for this same item for both companies.  Both 75 

companies accrue for vacation pay as it is earned throughout the year and the 76 

balances of accrued vacation pay are paid after the end of the year, but are 77 
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replenished with new accruals.  Thus, the accrued liability for vacation pay should 78 

be treated similarly for ratemaking treatment, i.e., as a rate base deduction, for 79 

both utilities. 80 

 81 

Q. Do other parties, such as Staff and the AG/AARP agree that the accrued 82 

liability for vacation pay should be deducted from Ameren IL’s rate base? 83 

A. Yes.  Witnesses for the Staff and the AG/AARP have also recommended that the 84 

accrued liability for vacation pay should be deducted from Ameren IL’s rate base. 85 

 86 

Q. Do the Commission’s Final Decision in Docket No. 11-0721 (ComEd) and the 87 

Proposed Decision in Docket No. 12-0001 (Ameren IL) reach a similar 88 

conclusion concerning requiring a rate base deduction for the accrued 89 

liability for vacation pay? 90 

A. Yes.  Both the Commission’s Final Decision in Docket No. 11-0721 (ComEd), at 91 

pages 67-70, and the Administrative Law Judges’ (“ALJs’”) Proposed Order in 92 

Docket No. 12-0001 (Ameren IL), at pages 53-59, reach a similar conclusion and 93 

require that the accrued liability for vacation pay be reflected as a deduction from 94 

the utility’s rate base.   95 

 96 

Q. Please summarize your recommendation concerning deducting the accrued 97 

liability for vacation pay from rate base. 98 

A. For the reasons described in my direct testimony and above, the accrued liability 99 

for vacation pay should be deducted from Ameren’s rate base.   Ameren’s rate 100 



Docket No. 12-0293 
CUB Ex 2.0 

Corrected 

Page 6 of 52 

base should be reduced by $11.982 million for the jurisdictional adjustment for 101 

the accrued liability for vacation pay per Ameren Exhibit 11.5, page 5 of 12. 102 

FIN 48 – Rate Base Treatment of Uncertain Tax Positions 103 

Q. What is Mr. Warren’s recommended treatment of FIN 48 amounts related to 104 

uncertain income tax positions? 105 

A. Mr. Warren argues that rate base should be increased for FIN 48 amounts on the 106 

basis that FIN 48 amounts are not ADIT.7  He claims, for example, at page 15-16 107 

that: 108 

ADIT amounts are deferrals permitted by the tax law. FIN 109 
48 amounts are deferrals that are not so permitted.  The 110 
former are amounts that will not be owed until sometime in 111 
the future. The latter are currently owed. 112 

  113 

Q. Is there any merit in Mr. Warren’s claim that FIN 48 amounts are not 114 

ADIT? 115 

A. No.  There is no merit in this claim by Mr. Warren.  He attempts to make a 116 

distinction where none exists.  FIN 48 amounts relate to deductions that have been 117 

claimed by the Company on a tax return, as do ADIT amounts.  The Company 118 

must have a reasonable basis for claiming deductions on a tax return.  The 119 

Company has realized tax benefits from taking such tax positions.  Moreover, the 120 

future tax amounts owed with respect to ADIT, including FIN 48 amounts, are 121 

both owed sometime in the future.  Though the Company claimed deductions on 122 

                                                 

7 See, e.g., Ameren Ex 15.0. 
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its tax returns and thus avoided paying income taxes, it nonetheless seeks to 123 

ignore this source of non-investor supplied capital for ratemaking purposes.  The 124 

Company has use of the funds provided by the tax savings generated by taking the 125 

tax positions and claiming the deductions.  Additionally, the FIN 48 amounts are 126 

required to be treated as ADIT according to FERC accounting guidance. 127 

 128 

Q. Please explain the FERC accounting guidance for uncertain income tax 129 

positions. 130 

A. As described in my testimony in Docket No. 12-0001, on May 25, 2007, in FERC 131 

Docket No. AI07-2-000, and in my direct testimony in the current docket, FERC 132 

provided guidance on accounting for uncertainty in income taxes.  That FERC 133 

regulatory accounting guidance on uncertain taxes provides as follows: 134 

Under existing Commission requirements, entities measure 135 
and recognize current and deferred tax liabilities (and 136 
assets) based on the positions taken or expected to be taken 137 
in a filed tax return and recognize uncertainties regarding 138 
those positions by recording a separate liability for the 139 
potential future payment of taxes when the criteria for 140 
recognition of a liability contained in FASB Statement No. 141 
5, Accounting for Contingencies, are met, generally as part 142 
of the accrual for current payment of income tax.  Where 143 
uncertainties exist with respect to tax positions involving 144 
temporary differences, the amounts recorded in the 145 
accounts established for accumulated deferred income taxes 146 
are based on the positions taken in the tax returns filed or 147 
expected to be filed.  [Temporary difference as used here 148 
means a difference between the tax basis of an asset or 149 
liability as reflected or expected to be reflected in a tax 150 
return and its reported amount in the financial statements.] 151 
Recognition of a separate liability for any uncertainty 152 
related to temporary differences is therefore not necessary 153 
because the entity has already recorded a deferred tax 154 
liability for the item or would be entitled to record a 155 
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deferred tax asset for the item if a separate liability for the 156 
uncertainty was recognized.  157 

This practice results in the accumulated deferred income 158 
tax accounts reflecting an accurate measurement of the cash 159 
available to the entity as a result of temporary differences.  160 
This is an important measurement objective of the 161 
Commission Uniform Systems of Account because 162 
accumulated deferred income tax balances, which are 163 
significant in amount for most Commission jurisdictional 164 
entities, reduce the base on which cost-based, rate-165 
regulated entities are permitted to earn a return.  FIN 48, 166 
which does not permit a liability for uncertain tax 167 
positions related to temporary differences to be 168 
classified as a deferred tax liability, frustrates this 169 
important measurement objective.   Therefore, entities 170 
should continue to recognize deferred income taxes for 171 
Commission accounting and reporting purposes based on 172 
the difference between positions taken in tax returns filed 173 
or expected to be filed and amounts reported in the 174 
financial statements. Also, consistent with the direction 175 
provided in Docket No. AI93-5 regarding the 176 
implementation of FASB Statement No. 109, public 177 
utilities and licensees, natural gas companies and 178 
centralized service companies should not remove from 179 
accumulated deferred income taxes and reclassify as a 180 
current liability the amount of deferred income taxes 181 
payable within 12 months of the balance sheet date. 182 
(Emphasis supplied.) 183 

 184 

Q. Is recognizing the FERC accounting guidance important for this issue? 185 

A. Yes.  It is important that the Commission consider the FERC accounting guidance 186 

with respect to FIN 48 especially in this case, because this case uses a formula 187 

rate base that is based upon costs reported in the Company’s FERC Form 1.  188 

Thus, consistency with the accounting guidance from FERC regarding amounts 189 

that are reported in the FERC Form 1 has special relevance to the formula rates 190 

being developed in the current case.  The purpose of the FERC guidance is for the 191 
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reporting of financial information in the FERC Form 1, which provides the inputs 192 

for the formula rates.  As I pointed out in my direct testimony, other utilities, such 193 

as the Indiana utility operating subsidiary of American Electric Power Company, 194 

have made their ratemaking filings reflective of the FERC accounting guidance 195 

and have treated their FIN 48 amounts as ADIT.  Ameren is also an electric utility 196 

and should thus be similarly following the FERC guidance for uncertain income 197 

taxes.  Following the FERC guidance for uncertain tax positions is also a good 198 

general practice because it properly recognizes this source of non-investor 199 

supplied capital. The FERC accounting guidance on uncertain tax positions 200 

should also therefore be applied for AIC.  Ameren has not identified any 201 

legitimate reason to deviate from FERC guidance on this issue. 202 

 203 

Q. How have Ameren’s past estimates of FIN 48 amounts compared with 204 

amounts of deductions that have been disallowed? 205 

A. Ameren’s 2011 results shows that Ameren’s “experts” who estimated the FIN 48 206 

amounts related to uncertain tax positions had in fact substantially over-estimated 207 

the impact of uncertain income tax positions in 2010, and significant reversals 208 

were thus recorded in 2011.8  The Company’s response to data request AG 2.18 in 209 

Docket No. 12-0001 stated that in 2011 it recorded interest on FIN 48 liabilities as 210 

a credit to the income statement of $1,029,527: 211 

This decrease to interest expense was a net of the accrual of 212 
interest expense for 2011, along with a reversal of interest 213 
accrued but not paid related to the 2005-2006 audit cycle, 214 

                                                 

8 .  See, e.g., CUB Ex. 1.3 in Docket No. 12-0001 at 12. 
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and a change in methodology in the interest calculation 215 
related to prior year net operating losses.  216 

 Additionally, the Company’s response to AG 1.089 in the current docket also 217 

states that forecasted interest expense on the FIN 48 liabilities for 2012 is zero, 218 

and that interest would be calculated at the rate of 4%, if applicable.  This interest, 219 

if applicable, at 4% which is tax deductible, is much lower than Ameren’s WACC 220 

or the Company’s equity return, especially when the equity return is “grossed-up” 221 

for income taxes.  Ratepayers should not be required to pay a WACC or an equity 222 

return on a source of capital that at best is zero-cost and at worst carries a 4% tax-223 

deductible interest cost. 224 

 225 

Q. Have other parties recognized that FIN 48 amounts are a source of non-226 

investor supplied capital?  227 

A. Yes.  Witnesses for the Staff and the AG/AARP have also recognized that the FIN 228 

48 amounts are a source of non-investor supplied capital, and should therefore be 229 

deducted from rate base. 230 

 231 

Q. Does the Proposed Decision in Docket No. 12-0001 (Ameren IL) reach a 232 

similar conclusion concerning requiring a rate base deduction for the impact 233 

of tax deductions that the utility has classified as uncertain, i.e., treating the 234 

related tax savings as ADIT that reduces utility rate base? 235 

                                                 

9 See, CUB Ex. 1.3, page 14 of 36, in Docket No. 12-0293. 
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A. Yes.   The Proposed Decision in Docket No. 12-0001 reaches a similar conclusion 236 

concerning  requiring a rate base deduction for the impact of tax deductions that 237 

the utility has classified as uncertain, i.e., treating the related tax savings as ADIT 238 

that reduces utility rate base. 239 

 240 

Q. Is the Proposed Decision in Docket No. 12-0001 to treat FIN 48 amounts as 241 

ADIT that is deducted from utility rate base, also consistent with the 242 

Proposed Decision in Ameren IL’s last Illinois electric distribution service 243 

rate case?10 244 

A. Yes, it is.  Page 18 of the Proposed Order in Docket Nos. 11-0279 & 11-0282 245 

(Cons.) states as follows concerning the deduction of FIN 48 amounts from rate 246 

base: 247 

Whether FIN 48 amounts should be deducted from rate 248 
base is an issue of first impression before the Commission.  249 
But as the parties have demonstrated, other state 250 
commissions have addressed this issue and come to 251 
different conclusions.  Therefore, regardless of the outcome 252 
here, the Commission will not be the sole outlier in the face 253 
of a consistent regulatory practice. 254 

 Like customer advances and customer deposits, FIN 255 
48 amounts represent non-shareholder supplied funds.  256 
Each of these types of funds essentially represents loans 257 
and accrues interest.  GCI does not appear to characterize 258 
FIN 48 amounts as interest free loans, which AIC seems to 259 
suggest GCI is doing.   In light of GCI's arguments, the 260 
Commission can see no clear reason why FIN 48 funds that 261 
have not been repaid to the taxing authorities should not be 262 
deducted from rate base.  The primary argument against 263 
GCI's proposal is that it would discourage utilities from 264 

                                                 

10 This is the Ameren electric distribution rate case that was withdrawn by Ameren before 
a final order was issued. 
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taking aggressive tax positions.  But by allowing AIC to 265 
recover from ratepayers any interest accrued on FIN 48 266 
funds in its cost of service, AIC should still have an 267 
incentive to make such tax arguments.  If it prevails, AIC 268 
retains the interest expense that the IRS will not be asking 269 
for.  If it fails, AIC will pay the interest expense that it has 270 
collected in its cost of service.  Accordingly, the 271 
Commission adopts GCI's position and directs that FIN 48 272 
funds that have not been repaid to the taxing authorities be 273 
deducted from rate base.  AIC may recover from ratepayers 274 
any interest accrued on FIN 48 funds in its cost of service. 275 

    276 

Q. Have Mr. Warren’s opinions against treating FIN 48 amounts as ADIT that 277 

is deducted from utility rate base also been rejected in a Proposed Decision in 278 

another recent rate case? 279 

A. Yes.  Mr. Warren’s opinion against treating FIN 48 amounts as ADIT that is 280 

deducted from utility rate base was also rejected in the Proposed Decision in 281 

Docket No. 11-0767, Illinois-American Water Company. That case was another 282 

recent docket before this Commission in which Mr. Warren made similar claims 283 

that FIN 48 amounts were not ADIT and should therefore not be deducted from 284 

the utility’s rate base.  The Proposed Decision in Docket No. 11-0767 rejected 285 

those claims by Mr. Warren, and would require that FIN 48 amounts be treated as 286 

ADIT that reduced utility rate base.   287 

 288 

Q. Please summarize your recommendation concerning treating FIN 48 289 

amounts as ADIT that is deducted from the utility’s rate base. 290 

A. For the reasons described in my direct testimony and above, the ADIT balance 291 

that is deducted from utility rate base should not be reduced by any FIN 48 292 

amounts.  The Company’s attempt to add FIN 48 amounts to rate base for 293 
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uncertain tax positions should be rejected.  As shown on CUB Ex. 1.2, Schedule 294 

B-2, filed with my direct testimony, this adjustment removes Ameren’s proposed 295 

ADIT FIN 48 debit balance of $8.589 million from rate base. 296 

 297 

ADIT Debit Balance for Federal Investment Tax Credit 298 

Q. Please explain Company witness Ronald Stafford’s response to your 299 

adjustment to remove an ADIT debit balance item for federal investment tax 300 

credits from rate base. 301 

A. At Ameren Ex. 11.0, pages 21-23, Mr. Stafford argues for the inclusion of an 302 

ADIT debit balance in rate base for investment tax credits.  At page 23, lines 479-303 

484, he states that the Company has reduced its request for deferred tax asset 304 

recovery by removing 2/5 of the deferred tax asset amount for the portion offset 305 

by the tax gross-up effect on the regulatory liability, resulting in a reduction in the 306 

Company’s requested ADIT asset amount from $2.825 million to $1.695 million.  307 

Mr. Stafford indicates that this reduction is consistent with a proposal made in 308 

Ameren’s Initial Brief in Docket No. 12-0001 (footnote, p.33). 309 

 310 

Q. How does the Proposed Decision in Docket No. 12-0001 treat the ADIT debit 311 

balance for ITCs proposed by Ameren? 312 

A. This issue is addressed at pages 59-65 of the ALJ’s Proposed Order in Docket No. 313 

12-0001.  In that docket, AG/AARP and CUB recommended that the ADIT debit 314 

balance for ITC be removed from Ameren’s proposed rate base.  Staff also 315 
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supported the need and appropriateness for this adjustment in its brief. As stated 316 

on page 65 of that Proposed Order: 317 

As indicated, Staff now recommends the Commission 318 
accept the AG/AARP and CUB adjustment to rate base so 319 
as to remove inclusion of a deferred tax asset related to 320 
AIC's past ITCs. Staff argues the Commission has never 321 
allowed a return on such an asset, and indicates that the 322 
record in Docket No. 11-0282, AIC's last gas rate case, 323 
shows that no deferred tax asset for ITCs was included in 324 
rate base.  325 

AG/AARP recommend that the deferred tax item labeled 326 
unamortized ITC should be eliminated from the 327 
determination of the balance of ADIT deducted from plant 328 
in service in the calculation of AIC’s delivery services rate 329 
base. AG/AARP note that elimination of this item increases 330 
the net balance of ADIT by $3,423,000 and decreases 331 
AIC’s rate base by the same amount. AG/AARP contend 332 
that there is no justification for inclusion of the deferred 333 
income tax balance related to the unamortized ITC in rate 334 
base. AG/AARP suggest that if the deferred ITC is not 335 
deducted from rate base, then the deferred tax debit balance 336 
that arises directly from that deferred ITC should not be 337 
added to rate base.  338 

CUB also asserts that AIC has failed to meet its burden to 339 
demonstrate that unamortized ITC should be added to its 340 
rate base. CUB opines that the IRC permits sharing of ITC 341 
benefits between utility investors and customers either by: 342 
(1) deducting ITC from rate base, and not reflecting an 343 
impact on income tax expense; or (2) reflecting ITC is as a 344 
reduction to income tax expense by amortizing it, thus not 345 
reflecting a deduction (and no increase) to rate base for any 346 
deferred ITC balance. CUB notes that under neither option 347 
is an amount added to the utility’s rate base for 348 
unamortized ITC.  349 

The Commission agrees with AG/AARP and CUB as to the 350 
appropriate treatment of this item. For the reasons set forth 351 
by AG/AARP and CUB, the Commission finds that the 352 
proposed adjustment they suggest is appropriate and it will 353 
be adopted for purposes of this proceeding. 354 

 355 
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I agree with the conclusion stated in the Proposed Order in Docket No. 12-0001 356 

concerning this issue.  The ADIT debit balance for ITC should also be removed 357 

from Ameren’s rate base in the current case. 358 

 359 

Q. Why should the ADIT debit balance for ITC be removed from Ameren’s 360 

proposed rate base in the current case? 361 

A. In addition to the facts and circumstances being similar to those in Docket No. 12-362 

0001, Ameren has similarly failed to justify inclusion of the ADIT debit balance 363 

for ITC in rate base in the current docket.  In accordance with normalization 364 

requirements, ITC can be reflected for ratemaking purposes as either (1) a 365 

reduction to rate base by reflecting the accumulated deferred ITC balance as a 366 

deduction from rate base, or (2) a reduction to income tax expense by amortizing 367 

it ratably over the useful life of the plant to which it relates.  Either of these 368 

methods is appropriate, and is provided for under the Internal Revenue Code and 369 

Treasury Regulations as accepted normalization methods to reflect ITC for 370 

ratemaking purposes.  The Company is amortizing ITC as a reduction to income 371 

tax expense.  This is shown on Ameren Exhibit 1.1, Schedule FR A-1, line 18, 372 

and App 9, line 1, Amortization of ITCs.  The reduction to income tax expense 373 

from the ITC amortization decreases the revenue requirement. 374 

Amortizing ITC as a reduction to income tax expense is one of the 375 

methods provided to normalize ITC in the Internal Revenue Code and Treasury 376 

Regulations.  Under that method, there is no rate base impact of the deferred ITC.  377 

The alternative method is to deduct ITC from rate base and not reflect an impact 378 
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on income tax expense.  Because Ameren has chosen to reduce income taxes for 379 

the ITC amortization, there is no basis for either adding or deducting the ITC 380 

from rate base.  Ameren has provided no valid basis to add the deferred ITC to 381 

jurisdictional rate base.  Removal of the Accumulated Deferred ITC that AIC 382 

proposed to include in rate base reduces the Company’s proposed jurisdictional 383 

rate base by $2.825 million, as shown on CUB Ex. 1.2, Schedule B-3, filed with 384 

my direct testimony.  385 

Because Ameren in its rebuttal has reduced its proposed rate base amount 386 

by 2/5 (or 40%) to $1.695 million, the entire $1.695 million should be removed 387 

from Ameren’s updated rate base request.  The adjustment to Ameren’s original 388 

filing removes the entire $2.825 million ADIT debit balance for ITC from 389 

Ameren’s proposed rate base. 390 

 391 

Estimated ADIT Impact from Tax over Book Depreciation on 2012 392 
Plant Additions for Bonus Tax Depreciation 393 

Q. What is Mr. Stafford’s response to your adjustment to jurisdictional rate 394 

base for ADIT related to Tax Over Book Depreciation on projected 2012 395 

Plant Additions? 396 

A. Mr. Stafford addresses this at Ameren Ex. 11.0, pages 17-20.  Rather than reflect 397 

ADIT on 2012 plant additions at this time, Mr. Stafford would prefer to have such 398 

ADIT addressed only in the reconciliation proceeding.  He relies upon sections 399 

16-108.5(c)(6) and 16-108.5(d)(1) of the Public Utilities Act, neither of which 400 



Docket No. 12-0293 
CUB Ex 2.0 

Corrected 

Page 17 of 52 

mentions ADIT as an item to be reflected in projected amounts.11  He also refers 401 

to the Commission’s Order in Docket No. 11-0721, which had required this 402 

adjustment for ComEd, but Mr. Stafford would like for the Commission to not 403 

reach a similar conclusion for Ameren for this same item.  He instead wants the 404 

Commission to look at the evidence Ameren presented in Docket No. 12-0001, 405 

which he claims supports the Company’s position on this issue.12 406 

 407 

Q. What rationale did the Commission state in its Order in Docket No. 11-0721 408 

(ComEd) as a basis for this adjustment? 409 

A. The Commission’s May 29, 2012 Final Order in Docket No. 11-0721 found that 410 

ADIT related to estimated plant additions should be reflected in the determination 411 

of the utility’s formula rates.  As described at pages 59-60 of the Commission’s 412 

Final Order in that case, the Commission concluded that ignoring the ADIT 413 

directly related to the utility’s jurisdictional plant increases ignores accounting 414 

principles and appellate precedent.  This ADIT is a derivative adjustment caused 415 

primarily by plant additions and is a source of non-investor supplied funds to the 416 

utility.  Moreover, because federal tax laws regarding 2011 tax depreciation allow 417 

businesses such as ComEd and Ameren to currently depreciate plant additions at 418 

100% for federal income tax purposes, the utility has the use of funds that it 419 

would not have otherwise had access to without borrowing or financing.  Not 420 

recognizing this ADIT that is directly related to the projected plant additions 421 

                                                 

11 Ameren Ex. 11.0, at page 18, lines 369-377. 

12 Id at pages 17-18, lines 365-368. 
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would essentially produce a loan at the ratepayers’ expense for several months to 422 

the utility.  At page 59 of its Final Order in Docket No. 11-0721, the Commission 423 

concluded that:  “It cannot have been the intention of the General Assembly, 424 

when enacting Section 16-108.5, to allow this statute to artificially raise rates for 425 

several months.”  At page 60 of that Order, the Commission ultimately concluded 426 

that, for ComEd, rate base for plant additions should be adjusted to account for 427 

the related 2011 ADIT in the amount of $265.681 million.  The Commission’s 428 

Final Order in Docket No. 11-0721 on this issue thus supports an adjustment to 429 

Ameren’s current formula rate plan filing to reflect an ADIT reduction to rate 430 

base for the ADIT related to Ameren’s estimated 2012 jurisdictional plant 431 

additions. 432 

 433 

Q. Mr. Stafford also referred to the evidence presented in Docket No. 12-0001.  434 

What does the Proposed Order in Docket No. 12-0001 state concerning this 435 

issue? 436 

A. The Proposed Order in Docket No. 12-0001 addresses this issue at pages 44-53.  437 

Pages 52-53 state that, as the Commission found in Docket No. 11-0721, it is 438 

appropriate under the facts presented in this docket to update the ADIT balances 439 

as requested by Staff and Intervenors to reflect the estimated ADIT that will be 440 

generated by 2011 and 2012 plant additions. 441 

 442 

Q. Do other witnesses recommend that ADIT impacts related to the projected 443 

2012 plant additions be reflected in determining Ameren’s rate base? 444 
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A. Yes.  Staff witness Chang and AG/AARP witness Effron have made similar 445 

recommendations. 446 

 447 

Q. Please summarize your recommendation on ADIT related to the Company’s 448 

projected 2012 plant additions. 449 

A. Similar to the Commission’s findings in Docket No. 11-0721, it is appropriate and 450 

reasonable to reflect the impact of 2012 projected additions on ADIT and to 451 

reflect the estimated ADIT impacts in determining Ameren’s rate base.  Because 452 

of the benefits of the 50% and 100% bonus tax depreciation, which have resulted 453 

or are expected to result in substantial increases to the net ADIT balance, it is 454 

important to reflect such impacts in the current Ameren formula rate plan case. 455 

 456 

Impact of Changes in State Corporate Income Tax Rate on Deferred 457 
State Income Tax Expense 458 

Q. How does Ameren’s rebuttal address the impact of known changes in the 459 

state income tax rate on deferred state income tax expense? 460 

A. Mr. Stafford addresses this issue at Ameren Ex. 11.0, pages 34-39.  The Illinois 461 

state income tax rate is currently 9.5% in 2011, will change to 7.75% in 2015, and 462 

will change in 2025 from 7.75% back to the same 7.3% rate that was in effect 463 

prior to 2011.13  At pages 36-37, Mr. Stafford agrees with AG/AARP and CUB 464 

concerning the facts related to the temporary state income tax rate, and at page 37, 465 

                                                 

13 Id. at page 34, footnote 6; and page 35, lines 746-749. 
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lines 782-793, he agrees with AG/AARP and CUB that the phenomenon of 466 

having a tax rate change generating savings should be reflected in the revenue 467 

requirement.  He shows on Ameren Ex. 11.3, attached to his rebuttal, that the 468 

change in deferred income tax expense of calculating current income tax expense 469 

at 9.5% while amortizing 2011 tax benefits at 7.75% or 7.3% results in a 470 

reduction to 2011 actual jurisdictional income tax expense of $4.137 million.  As 471 

he also shows on Ameren Ex. 11.3, the reduction to deferred state income tax 472 

expense of $6.365 million is partially offset by a higher federal income tax 473 

expense of $2.228 million.  The difference between those two amounts is the 474 

$4.137 million net reduction to income tax expense.  At page 37, lines 798-799, 475 

he states that this $4.137 million is close to the “placeholder” calculation of 476 

$3.983 million submitted by CUB that was reflected in my direct testimony.   477 

At page 39, lines 828-838, Mr. Stafford claims that, since the impact of 478 

the state tax rate change exceeds $3.7 million,14 Section 16-108.5(c)(4)(F) of the 479 

Act requires it to be treated as a deferral subject to amortization.  Accordingly, 480 

Mr. Stafford states that Ameren Ex. 11.1, Schedule FR B-1, line 31 and App 5 481 

have been adjusted to reflect amortization of the $4.137 million credit due to the 482 

state tax rate change.  Ameren thus proposes that net 2011 deferred state income 483 

tax savings of $4.137 million be amortized over 5 years, with 1/5 of the cost 484 

savings included in operating expense in the amount of $827,000 as detailed on 485 

                                                 

14 Note that Mr. Stafford appears to focus only on the $4.137 million net deferred income 
tax decrease to reach this conclusion; however, when the $1.814 million increase in current state 
income taxes (Ameren Ex. 11.0, page 36, lines 760-762) resulting from the same change in state 
income tax rates (from 7.3% to 9.5% in 2011) is considered, the net impact is well below the $3.7 
million level stated in the statute. 
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AIC Exhibit 11.1, App 7, line 29, and the remaining 4/5, or $3.310 million of the 486 

credit included in rate base, as detailed in AIC Ex. 11.2, Workpaper 5, page 4 of 487 

16, line 8. 488 

Finally, at page 39, lines 840-843, Mr. Stafford states that, “since the tax 489 

rate change giving rise to the deferred income tax expense reduction occurred in 490 

the year prior to AIC’s opt-in to formula rates and prior to the first calendar year 491 

reconciliation and true-up, the Company does not intend to continue the deferral 492 

and amortization of this credit in subsequent formula rate proceedings.” 493 

 494 

Q. Do you agree with Ameren’s calculation of the $4.137 million net state 495 

deferred income tax savings? 496 

A. Yes.  Mr. Stafford’s calculation of the $4.137 million net state deferred income 497 

tax savings on Ameren Ex. 11.3, based on a reduction to deferred state income tax 498 

expense of $6.365 million, offset by higher federal income tax expense of $2.228 499 

million, appears reasonable and is in line with the $3.983 million “placeholder” 500 

amount described in my direct testimony.  Consequently, the $3.983 million 501 

“placeholder” amount described in my direct testimony should be updated to 502 

reflect the $4.137 million net state deferred income tax savings on Ameren Ex. 503 

11.3. 504 

 505 

Q. Do you agree with Ameren’s proposed amortization approach for this state 506 

income tax rate impact? 507 
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A. No.  I disagree with Ameren’s proposed amortization approach for a number of 508 

reasons.  First, as noted above, the net impact does not exceed $3.7 million when 509 

both current state income taxes (increase of $1.814 million) and the $4.137 net 510 

decrease to deferred state income tax expense from the state income tax rate 511 

change are considered.  Additionally, the impacts on deferred state income tax 512 

expense related to the known changes in the state income tax rate are annually 513 

recurring; this is not an isolated impact confined to calendar year 2011.   Because 514 

the state income tax rate in 2012 through 2014 will also be 9.5% and is provided 515 

by statute to decline to 7.75% for 2015 through 2024 and to 7.3% in 2025, there 516 

will be differences in the state income tax rate Ameren uses to compute Illinois 517 

state income taxes annually.  If this were an isolated event occurring only in one 518 

year, such as 2012, then it would be similar to an incremental storm event, and 519 

amortization provided for in Section 16-108.5(c)(4)(F) of the Act would be 520 

appropriate.  However, because the state tax rate differential is an ongoing, annual 521 

phenomenon, the annual impact should be reflected rather than a 1/5 amortization.  522 

I also note that Ameren has recalculated its 2011 jurisdictional state 523 

income tax expense for the difference between the 7.3% and 9.5% Illinois state 524 

income tax rates, and has noted that this calculation resulted in a net increase in 525 

state and federal income tax expense of $1.814 million.15  Ameren has used the 526 

9.5% income tax rate to calculate income taxes in the determination of its revenue 527 

                                                 

15 See, e.g., Ameren Ex. 11.0, page 36, lines 760-762. 
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requirement.16  Under the matching principle, there should be consistency in the 528 

period used for the calculation of current and deferred income tax expense.  529 

However, Ameren seeks to use calendar 2011 for its calculation for current state 530 

income tax expense but to reflect only 1/5 of the known and measureable impact 531 

of the state income tax rate changes in its filing for deferred state income tax 532 

expense.  Consequently, proper matching of 2011 current and deferred state 533 

income tax expenses should reflect the $4.137 million net 2011 impact on 534 

deferred state income tax expenses.   535 

 536 

Q. Are there any other concerns with Ameren’s proposed 1/5 amortization 537 

approach to the state income tax rate differences that will result in annual 538 

impacts on deferred state income tax expense? 539 

A. Yes.  First, it does not qualify for amortization under Section 16-108.5(c)(4)(F) of 540 

the Act because the net impact of the$4.137 million decrease and the $1.814 541 

million increase is below the $3.7 million threshold.   542 

Additionally, the state tax rate change is not an isolated event occurring 543 

only in 2011.  As noted above, the state income tax rate differences will affect 544 

deferred state income tax expense annually, not only in 2011, but for each year 545 

until 2025 when the Illinois state income tax rate reverts to 7.3%.  The Illinois 546 

state income tax rate of 9.5% applies in 2011 as well as in 2012 through 2014, 547 

thus additional annual reductions in Ameren’s deferred state income tax expense 548 

will occur in 2012, 2013 and 2014, as well as in 2015-2024 when the state income 549 

                                                 

16 Id at lines 763-766. 
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tax rate is 7.75%.  Thus, Ameren’s amortization proposal could potentially result 550 

in piling up amortization impacts annually for years 2012 through 2024, having 551 

amortizations carry on beyond 2024 into 2025-2028.  This is a convoluted way to 552 

treat deferred state income tax expense.  In contrast, reflecting the known and 553 

measurable annual impact on deferred state income tax expense annually would 554 

appropriately match the impacts on current and deferred state income tax expense 555 

resulting from the state tax rate change and would avoid an unnecessary cycle of 556 

overlapping five-year amortizations.  Again, the state income tax rate changes 557 

have annually recurring impacts through 2024, and are therefore unlike an 558 

isolated incremental major storm event, that would appropriately be subject to 559 

amortization treatment pursuant to Section 16-108.5(c)(4)(F).   560 

 561 

Q. Have you attached some of Ameren’s responses to discovery, which shed 562 

additional light on this issue? 563 

A. Yes.  CUB Exhibit 2.1 contains Ameren’s responses to data requests AG 6.17, 564 

6.18, and 6.20.  Ameren’s response to AG 6.17(a) indicates that the $4.137 565 

million net deferred state income tax savings is a credit and would represent a 566 

regulatory liability, but Ameren has not recorded the $4.137 million credit as a 567 

regulatory liability on its financial statements.  The response to AG 6.17(b) and 568 

(c) indicate that Ameren has not performed a similar calculation for 2012 or 569 

subsequent years.  Ameren’s response to AG 6.18(e) indicates that neither Mr. 570 

Stafford nor AIC believes that the income tax expense reduction that was 571 

experience in 2011 will not recur in 2012 and 2013.  The Company’s response to 572 
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AG 6.18(d) indicates that the Company’s proposed treatment of the deferred 573 

income tax expense reduction as a regulatory liability under Section 16-574 

108.5(c)(4)(F) of the Act is for purposes of calculating the 2011 revenue 575 

requirement only, and, as proposed by the Company, has no bearing on how any 576 

future year differences between deferred tax provisions and then current tax rates 577 

would addressed.  The Company’s response to data request AG 6.20(a) describes 578 

how the Company has considered the currently enacted statutory federal and state 579 

tax rates, including the impact of the graduated change in the Illinois income tax 580 

rate in 2015 and 2025. 581 

 582 

Q. What other source have you relied upon for concluding that reflecting the 583 

annual impact on deferred state income tax expense related to the state 584 

income tax rate changes is a reasonable and appropriate approach? 585 

A. I have also looked at how ComEd, the other large electric utility with a formula 586 

rate plan, has reflected this tax issue in its filing in Docket No. 12-0321.  In 587 

Docket No. 12-0321, ComEd witness Fruehe has discussed these impacts 588 

including ComEd’s significant deferred tax expense adjustment arising from the 589 

scheduled reductions in Illinois state income tax rates that allow Deferred Income 590 

Tax Expense to be recorded at lower than current state income tax statutory rates.  591 

As explained by ComEd witness Fruehe in ComEd Ex. 3.0, at pages 36-38, lines 592 

766-792: 593 

The passage of Illinois Senate Bill 2505 on January 13, 594 
2011 increased the previous corporate income tax rate of 595 
7.3% to 9.50% for the years 2011 through 2014, with 596 
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reductions to 7.75% in 2015 and 7.3% in 2025. This change 597 
impacts the revenue requirement in several ways. 598 

First, the statutory state income tax rate used to calculate 599 
the overall total income tax rate on Schedule FR C-4 has 600 
been revised to reflect the 9.5% statutory state income tax 601 
rate. 602 

Second, as a result of the change in the rate, previously 603 
recorded accumulated deferred income tax balances, i.e. 604 
balances as of December 31, 2010, were required to be 605 
remeasured to reflect the deferred tax balances calculated 606 
by applying the new tax rates noted above. The 607 
remeasurement of ADIT resulted in a required increase to 608 
jurisdictional ADIT as of January 1, 2011 of $13.1 million. 609 
Consistent with prior ICC guidance (ICC Docket No. 83-610 
0309, addressing the manner in which deferred tax impacts 611 
resulting from tax rate changes should be addressed), this 612 
shortfall in ADIT is offset by a regulatory asset and is 613 
being amortized prospectively over the remaining life of 614 
the underlying assets by applying a weighted-average rate 615 
method for future reversals. Amortization of the 616 
remeasurement balance was a credit of $1.9 million in 617 
2011.  618 

Finally, in 2011, ComEd recognized a significant benefit 619 
due to the difference between the current income tax rate of 620 
9.50% and the rate at which the related deferred tax 621 
expense is recorded. The deferred tax rate is lower because, 622 
as described above, the state income tax rate is scheduled to 623 
decline in 2015 and again in 2025, which means that some 624 
of the deferred taxes recorded in 2011 will reverse in later 625 
years when the state income tax rate is scheduled to be 626 
lower. This difference in current and deferred tax rates, 627 
combined with the fact that during 2011 ComEd had two 628 
notable and significant tax deductions (100% bonus 629 
depreciation and the expense related to the adoption of the 630 
T&D repairs safe harbor methodology) resulted in a 2011 631 
tax benefit of $16,960,000 (jurisdictional), which is 632 
included in the tax adjustments shown on Schedule FR C-4. 633 

 This adjustment described in the last sentence quoted above reduces ComEd’s 634 

deferred state income tax expense for 2011 by approximately $16.960 million. 635 

 636 
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Q. Should the impact of the Illinois state income tax rate change be treated 637 

similarly for ComEd and Ameren in determining their respective formula 638 

rate plan revenue requirements? 639 

A. Yes, it should because it is the same state corporate income tax rate change that 640 

affects both of these utilities; thus, the treatment for formula rate plan revenue 641 

requirement purposes should be similar.  The Illinois state income tax rate 642 

changes have impacted both utilities. The impact on their 2011 deferred state 643 

income tax expense has now been calculated in each utility’s respective formula 644 

rate plan docket.  ComEd’s approach of reflecting the reduction to deferred state 645 

income tax expense occurring in the calendar year appears to be a reasonable and 646 

appropriate way of reflecting the state income tax rate change impact on deferred 647 

state income tax expense.  In contrast, Ameren’s original proposal (to ignore it) 648 

and its revised proposal (to establish five-year amortizations of annual impacts) 649 

appears to be inconsistent with ComEd’s approach to addressing this same state 650 

income tax rate change in other proceedings.  Additionally, Ameren’s approach of 651 

reflecting annual 1/5 impacts of the state income tax rate change and potentially 652 

piling up a series of consecutive annual five-year amortizations for annual 653 

impacts on deferred state income tax expense for 2012 through 202817 is 654 

unreasonable and unnecessary because the net 2011 impact is below $3.7 million 655 

and because the temporary state income tax rate change is not similar in concept 656 

or affect to an incremental major storm event. 657 

                                                 

17 2028 is four years beyond 2025, when the Illinois corporate income tax rate reverts to 
the 7.3% rate that was in effect for years prior to 2011. 
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 658 

Q. Please summarize your recommendation concerning the impact on current 659 

state income tax expense related to the changes in the state income tax rate. 660 

A. The net increased current state income tax expense of approximately $1.814 661 

million resulting from the state income tax rate change has already been reflected 662 

in Ameren’s direct and rebuttal filings.  So there is no need for an additional 663 

adjustment to current state income tax expense for the impact of this tax rate 664 

change. 665 

 666 

Q. Please summarize your recommendation concerning the impact on deferred 667 

state income tax expense related to changes in the state income tax rate. 668 

A. The net reduction to deferred state income tax expense of $4.137 million, 669 

consisting of a reduction to deferred state income tax expense of $6.365 million 670 

which is partially offset by higher federal income tax expense of $2.228 million, 671 

as shown on Ameren Ex. 11.3 has not been reflected by Ameren in its original 672 

filing, and has only been reflected by Ameren in its rebuttal filing as a 1/5 673 

amortization impact.  The full net $4.137 million reduction to deferred income tax 674 

expense should be reflected as a reduction to income tax expense.  This is 675 

consistent with the treatment applied by ComEd for this state tax rate change.  676 

This adjustment should be made for the reasons described above and in my direct 677 

testimony. 678 

 679 
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Corporate "Branding" and E-Store Expense 680 

Q. Did the Company agree with your removal of Corporate “Branding and E-681 

Store expense? 682 

A. No.  Ms. Pagel addresses this at Ameren Ex. 14.0, pages 20-21.  She explains that 683 

“branding”/e-store expenses were incurred as materials and were restocked in the 684 

e-store18, but she maintains these expenses are not intended to promote AIC’s 685 

image.19 686 

   687 

Q. Do you agree that the Company’s “branding”/e-store expense should be 688 

charged to Illinois ratepayers? 689 

A. No.  Illinois ratepayers should not be paying for AIC to stock an e-store with 690 

Ameren corporate branded products.  The available of corporate branded products 691 

is not necessary for the provision of electric service.  Section 9-225(1)(d) of the 692 

Act defines “goodwill or institutional advertising” as “any advertising or national 693 

basis designed to bring the utility’s name before the general public in such as way 694 

as to improve the image of the utility …”  Such corporate branded products are 695 

more appropriately considered to be an element of goodwill or institutional 696 

advertising, and therefore the cost should be borne by shareholders, not 697 

ratepayers. 698 

 699 

                                                 

18 Ameren Ex. 14.0 at page 21, lines 412-413. 

19 Id at page 21. 
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Image Building Advertising – “Focused Energy. For Life.” 700 

Q. Did Ameren agree with your adjustment to remove expense for the “Focused 701 

Energy. For Life.” Advertising campaign? 702 

A. No.  Ms. Lord in Ameren Ex. 17.0 provides an explanation of the Company’s 703 

“Focused Energy. For Life.” advertising campaign.  At pages 3-4, for example, 704 

she states that: 705 

… the advertising in question should not be thought of 706 
simply as Focused Energy. For Life. advertising.  Rather, it 707 
is a series of educational messages distributed via mass 708 
media, which is the most cost effective means of reaching 709 
AIC’s 1.2 million electric customers over its 43,000 square-710 
mile territory. 711 

Ms. Lord goes on at pages 4-5 of her rebuttal testimony to explain that, 712 

due to the merger of the three legacy companies into one, with a new company 713 

name, existing legacy company advertisements had to be revised.  At page 5, she 714 

acknowledges the definition of “goodwill or institutional advertising” under ILCS 715 

5/9-225(1)(d), but she nevertheless claims that the “Focused Energy. For Life.” 716 

advertising were not designed as image advertising.  At page 13, she disagrees 717 

that the “Focused Energy. For Life.” advertisements are institutional corporate 718 

image-building, but claims instead that they were efforts to educate customers as 719 

their energy advisor.  At page 13, she states that the “Focused Energy. For Life.” 720 

is not just an image campaign, and that AIC seeks to satisfy all the needs of its 721 

customers, including the need for accurate, timely information on services related 722 

to topics such as energy conservation, safety and reliability. 723 

 724 
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Q. Does Ameren’s rebuttal on the “Focused Energy. For Life.” corporate 725 

advertising campaign convince you that the cost of this should be borne by 726 

Illinois ratepayers? 727 

A. No.  The “Focused Energy. For Life.” corporate advertising campaign is 728 

essentially a corporate branding campaign, and the cost of this should accordingly 729 

be borne by shareholders.  The specific advertisements related to this corporate 730 

branding campaign were provided in response to Staff data request MHE 2.07, 731 

which was included with my direct testimony at CUB Ex. 1.3, pages 26-31.  An 732 

examination of each such advertisement under this campaign reveals it to be 733 

corporate branding and image building in content. 734 

The advertisement “Powering a Strong Future” shown on CUB Ex. 1.3, 735 

page 27, is corporate image building with no specific information on energy 736 

conservation, safety or reliability. 737 

The advertisement “Employees bring ‘Focused Energy’ to life” on page 738 

28, states:  “When we focus our energy on issues that matter, we get results.”  739 

This advertisement similarly has no specific information on energy conservation, 740 

safety or reliability, and is corporate image building in nature. 741 

The advertisement “Creating Value” on CUB Ex. 1.3, page 29, states:  742 

“People may hear the word ‘brand’ or ‘identity’ and think of a company name, 743 

log or tagline. But brand extends beyond those symbols.”  This “Focused Energy. 744 

For Life.” advertisement similarly has no specific information on energy 745 

conservation, safety or reliability, and is corporate image building in nature. 746 
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The advertisement “Q&A: More than an energy provider ... an energy 747 

advisor” on CUB Ex. 1.3, page 30, addresses these questions: “How was the 748 

format for the educational campaign decided?”,  “How are the topics chosen?”, 749 

and “Why does Ameren use mass media?”  A caption for a picture states:  750 

“Customers view Ameren employees as credible sources of information.  751 

Employees take center stage in a series of educational television messages to 752 

begin airing this fall.”  The ad also includes balloons of “What do customers 753 

value?” including price, service, reliability, help reduce use and cost, and 754 

environmental commitment.  Again, this appears to be institutional corporate 755 

branding, and has no specific information on energy conservation, safety or 756 

reliability, although it does mention some of these as generalized topics. 757 

The advertisement “What does Focused Energy. For Life. mean to you?” 758 

on CUB Ex. 1.3, page 31 asks Ameren co-workers, four of whom provide 759 

corporate image building type quotes.  The bottom states as follows: 760 

Focused Energy. For Life. is our promise.  When we 761 
consistently keep that promise to our customers, they trust 762 
us and understanding we are working in their best interest.  763 
And when we earn their trust, we are more likely to gain 764 
their support and be successful. 765 

Again, no specific information on how a customer can conserve energy, safety or 766 

reliability is provided.  This is also institutional corporate branding. 767 

In summary, the advertisements that Ameren provided for its “Focused 768 

Energy. For Life.” advertising campaign, which are identified in my direct 769 

testimony at CUB Ex. 1.3, pages 27-31, demonstrate that this is corporate image-770 

building advertising.  As such, the cost should be borne by shareholders, and not 771 

by Illinois ratepayers.  772 
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    773 

Image Building Corporate Sponsorships in Account 930.1 774 

Q. Please explain the Company’s response to your adjustment to remove 775 

corporate sponsorships that Ameren recorded in account 930.1. 776 

A. Ms. Pagel addresses Staff, AG/AARP and CUB adjustments to account 930.1 for 777 

image building corporate sponsorships at Ameren Ex. 14.0, pages 22-24.  At page 778 

23, she states that the intended purpose of the customer outreach was to educate 779 

customers on energy efficiency customer program as well as actions taken by the 780 

utility to improve reliability through smart grid initiatives on the system and ways 781 

to stay safe around electricity.  On page 23, she also states that she is unaware of 782 

any prior Commission docket where such costs were disallowed.  At pages 23-24, 783 

she mentions AIC’s “self-disallowance” of $127,154, which relate to costs for 784 

athletic events and tickets. 785 

 786 

Q. Are you satisfied that Ameren’s “self-disallowance” of $127,154 is sufficient 787 

to remove the corporate image building costs from account 930.1? 788 

A. No.  The issue is whether customers should be required to reimburse Ameren for 789 

its decision to sponsor an organization or event.  The sponsorships that Ameren 790 

has withdrawn in its “self disallowance” do not seem significantly different from 791 

those which Ameren continues to seek recovery; the main difference appears to be 792 

that Ameren did not physically receive tickets or admission to an event.  The 793 

common feature underlying such sponsorships is that they put the Ameren 794 
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corporate name before the public in a philanthropic light.  While Ameren claims 795 

this is not the intention of its sponsorships, this is the meaning of goodwill and 796 

institutional advertising.  Charging ratepayers for this cost would contravene 797 

Section 9-225.  Ameren can continue to act as a good corporate citizen and enjoy 798 

the ensuing benefits, but it should not pass the cost of doing so onto Illinois 799 

ratepayers.  Thus, the “self disallowance” proposed by the Company is inadequate 800 

to remove the corporate image building costs from account 930.1.    801 

 802 

Q. What amount of adjustment beyond the Company’s “self-disallowance” 803 

amount appears to be necessary: 804 

A. The Company’s response to data request AG 6.19 (which addressed an AG/AARP 805 

sponsored adjustment calculation) suggests that an additional expense adjustment 806 

of at least $167,000 beyond AIC’s $127,000 “self-disallowance” is necessary.  807 

After applying the 93.07% electric jurisdictional factor, the expense reduction is 808 

$155,000. 809 

 810 

Late Payment Fee Revenue 811 

Q. What does Ameren’s rebuttal state concerning Late Payment Fee Revenue? 812 

A. Mr. Stafford addresses this issue at Ameren Ex. 11.0, pages 28-34.  He admits at 813 

page 29 that 100 percent of electric late payment fee revenues are Commission-814 

jurisdictional.  He claims that a large portion, however, relate to services other 815 

than electric delivery service.  At pages 32-33, he discusses the Commission’s 816 
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Decision in Docket No. 10-0467, a ComEd case.  He indicates agreement with 817 

AG/AARP witness Brosch that all late payment revenues for AIC are collected 818 

from tariffs that are Commission jurisdictional.  Mr. Stafford claims, however, 819 

that including all late payment revenues would not be appropriate because 820 

Ameren submitted extensive evidence in Docket No. 12-0001 with regard to 821 

electric costs and the assignment of and allocation of those costs to either the 822 

electric business recoverable through the electric distribution service (“DS”) 823 

revenue requirement, or assignment/allocation of those costs to other business 824 

lines, such as gas, electric production, electric transmission, or other.  At page 34, 825 

Mr. Stafford states that the vast majority of dollars at issue for late payment 826 

revenues are related to electric power supply service, and, as he testified in 827 

Docket No. 12-0001, claims that the Company does not recover all of its electric 828 

power supply related costs through Rider PER and does not credit back through 829 

Rider PER late payment revenue associated with electric power supply.  He thus 830 

proposes to address changes to Rider PER at some point, rather than to fully 831 

reflect late payment revenue in the development of formula rates for distribution 832 

service. 833 

 834 

Q. Do you agree with AG/AARP witness Brosch’s proposed adjustment for late 835 

payment fee revenue? 836 

A. Yes.  Ameren admits that the late payment fee revenue is 100 percent 837 

Commission-jurisdictional.  Additionally, any alleged problems that may exist 838 

with Rider PER are independent of the formula rate review, and in this docket the 839 
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Commission should correct the inappropriate allocation of late payment revenue. 840 

The Commission reached a similar conclusion with respect to a similar issue in 841 

Docket No. 10-0467 concerning ComEd and adopted a similar recommendation 842 

by AG witness Brosch in that proceeding.  The Proposed Order in Docket No. 12-843 

0001 at pages 104-105 reaches a similar conclusion.  For purposes of Ameren’s 844 

formula rate plan revenue requirement, the late payment revenue should similarly 845 

be treated as 100 percent jurisdictional. 846 

 847 

Use of Average Calendar Year Rate Base for Annual 848 
Reconciliations 849 

Q. How does Ameren’s rebuttal address the use of an average test year for 850 

formula rate revenue requirement reconciliations? 851 

A. Company witness Nelson states at Ameren Ex. 9.0, lines 41-42, that the question 852 

of the appropriate reconciliation rate base is not relevant to this proceeding 853 

because “the reconciliation rate base to be used in the formula rate will be 854 

determined in Docket 12-0001, which will establish the formula rate structure and 855 

protocols.”  Nevertheless, Mr. Nelson, at Ameren Ex. 9.0, pages 2-10, offers the 856 

Company’s interpretations about why a year-end rate base should be used for 857 

reconciliations. 858 

 859 

Q. Do you agree with Ameren’s proposal to use a year-end rate base for formula 860 

rate plan reconciliations? 861 
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A. No.  Section 16-108.5(c)(6) of the Public Utilities Act specifically says 862 

“applicable calendar year” and a calendar year is a 12-month period starting on 863 

January 1 and ending on December 31.  For rate base, the calendar year is this 864 

period and should thus reflect actual additions and retirements that have occurred 865 

during the year.  Additionally, the FERC Form 1, which is the starting point for 866 

reconciliations, includes both beginning and end-of-year information for balance 867 

sheet accounts.  Moreover, the fact that the FERC Form 1 includes beginning and 868 

end-of-year information for balance sheet accounts suggests that an average rate 869 

base should be used. 870 

 871 

Q. At pages 5-6 of Ameren Ex. 9.0, Mr. Nelson cites to House Resolution 1157 872 

and to a similar Illinois Senate resolution.  Please comment.   873 

A. While I am not offering a legal opinion, I am advised by CUB counsel that HR 874 

1157 was adopted, as amended on July 11, by the House on August 17, 2012, and 875 

a similar resolution was introduced in the Senate but has not been called for a 876 

vote.  Additionally, CUB counsel advises me that such resolutions are not binding 877 

on the Commission and the Public Utilities Act remains as it was amended by the 878 

EIMA (Public Acts 97-0616 and 97-0646).  Since Public Acts 97-0616 and 97-879 

0646 have not been amended, this would presumably continue to leave discretion 880 

to the Commission to make its own informed determination on this matter.  881 

 882 

Q. Why is the use of an average test year appropriate for formula rate plan 883 

reconciliations? 884 
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A. For purposes of measuring the utility’s earnings for the calendar year period of 885 

the formula rate plan true-up feature, an average rate base concept should be used.  886 

This is necessary for proper matching of the measurement information.  The 887 

earnings for the applicable calendar year are matched with the average rate base 888 

investment during the same applicable calendar year.   889 

 890 

Q. At page 7 of Ameren Ex. 9.0, Mr. Nelson claims that use of an average 891 

reconciliation rate base would create a situation in which ratepayers are not 892 

paying for the full amount of utility plant providing them service.  Please 893 

respond. 894 

A. Utility rate base is not constant from January through December.  New plant may 895 

be added.  Existing plant is depreciated.  The use of average rate base for the 896 

purposes of determining the reconciliation revenue requirement accurately reflects 897 

the utility’s actual cost of delivery services over the applicable calendar year 898 

period and is thus appropriate.  Moreover, because the Company’s distribution 899 

revenue requirement is reconciled, customers will pay, or be refunded, differences 900 

between the projected and actual revenue requirement, with interest on the 901 

reconciliation balances.  This results in customers paying appropriately for the 902 

utility plant that is providing service to them. 903 

  904 

Q. Please summarize why the use of an average rate base for the annual 905 

reconciliation filings is necessary and appropriate. 906 
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A. Use of an average rate base for the annual reconciliation filings is necessary and 907 

appropriate for the following reasons:  908 

1) The average rate base concept is consistent with the stated language of 909 

Section 16-108.5 of the Public Utilities Act, which provides for an 910 

“applicable calendar year,” which is a 12-month period starting on 911 

January 1st and ending on December 31st. 912 

2) Average rate base appropriately matches revenues and the cost of plant for 913 

the applicable calendar year. 914 

3) Average rate base measures the appropriate amounts of under-recovery or 915 

over-recovery for the calendar year. 916 

4) The use of the average rate base concept is consistent not only with the 917 

understanding of numerous parties, including CUB, AG/AARP, IIEC and 918 

Staff, but also with the Commission’s Final Order in Docket No. 11-919 

072120, and with these parties’ recommendations in Ameren’s formula 920 

rate plan case, Docket No. 12-0001, which is currently pending before the 921 

Commission. 922 

 923 

Carrying Cost for Under- or Over-Collected Balances 924 

Q. What does the Company’s rebuttal recommend for the carrying cost for 925 

under- or over-collected balances? 926 

                                                 

20 CUB acknowledges that the average rate base concept is one of the issues from ComEd 
Docket No. 11-0721 that is to be addressed by the Commission on rehearing in that proceeding. 
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A. Ameren recommends that its weighted average cost of capital (“WACC”) be 927 

applied for both over- and under-collections.21  Mr. Nelson states, at page 11, that 928 

Ameren does not agree with proposals that carrying costs be based on short-term 929 

debt interest rates because, if reconciliation amounts affect only short-term debt, 930 

the effect on short-term debt will be fully reflected in the Company’s actual 931 

capital structure used for ratemaking purposes.  He states that it is not appropriate 932 

to both assign some amount of short-term debt exclusively to reconciliation 933 

amounts and to also reflect it in the capital structure as though it were supporting 934 

rate base generally.  At page 12, Mr. Nelson asserts that there is no basis in law or 935 

regulatory policy for using an asymmetrical approach for interest charges on over- 936 

and under-collections.  At pages 12-13, he claims that the hybrid interest rate 937 

approach and method adopted by the Commission in Docket No. 11-0721 938 

(ComEd) would not be appropriate for Ameren because it would not compensate 939 

Ameren for its actual costs and would require Ameren to alter its capital structure 940 

to fund reconciliation amounts with debt irrespective of other consequences.  At 941 

page 13 he also notes that HR 1157 contains a statement that the reconciliation 942 

interest be set at the utility’s WACC, determined in accordance with the statute, 943 

which represents the reasonable cost and means of financing a utility’s investment 944 

and operating costs. 945 

 946 

Q. What is CUB’s recommendation for the interest rate that should be 947 

applicable for over- and under-collected reconciliation balances? 948 

                                                 

21 See, e.g., Ameren Ex. 9.0, at pages 10-13. 
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A. I recommend that the interest rate for over-collections be based on the utility’s 949 

WACC in order to protect ratepayers from utility over-projections of plant 950 

additions or other utility efforts to manage the balances to produce over-collected 951 

reconciliation balances.   952 

I recommend that the interest rate for under-collections be based on a 953 

hybrid mix of debt for durations that correspond with the collection period, i.e., 954 

the financing period, for the under-collected reconciliation balances.  This is 955 

similar to the hybrid debt-based interest cost rate approach that the Commission 956 

used in its May 29, 2012 order in Docket No. 11-0721 (ComEd), which is before 957 

the Commission on reconsideration of that and other issues. 958 

 959 

Q. What interest rate did the Commission’s Order in Docket No. 11-0721 dated 960 

May 29, 2012 require for ComEd’s formula rate plan? 961 

A. The Commission’s May 29, 2012 Order in Docket No. 11-0721 required a 962 

carrying cost rate of 3.42 percent for ComEd’s reconciling balances, based on a 963 

roughly equal “hybrid” mixture of short- and long-term debt.  The Commission’s 964 

Order addressed the carrying cost rate at pages 161-166.  At page 166 of that 965 

Order, the Commission stated that: 966 

The Commission observes that neither Subsection (c) nor 967 
(d) of Section 16-108.5(c) nor Section 16-108.5(d) 968 
specifies the interest rate to be applied to the reconciliation 969 
balance. (220 ILCS 5/16-108.5(c) and (d)). The time line 970 
for capital investments required by the EIMA starts with 971 
the rate year and continues the next year in which the 972 
reconciliation is filed, and ends the following year when the 973 
reconciliation adjustment goes into effect. A participating 974 
utility will incur capital costs to fund the plant additions 975 
made in a rate year and the reconciliation adjustment under 976 
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Section 16-108.5(c) provides the only opportunity to 977 
mitigate the lagged recovery of the financing costs of 978 
hundreds of millions of dollars of those plant additions, 979 
every year.  980 

The Commission finds that the customer deposit rate is 981 
designed to reflect a short term cost of money for 982 
customers, and not reflective of a utility’s cost of capital 983 
nor the cost of financing these longer term utility 984 
investments. Application of the customer deposit rate 985 
currently set at 0% is unrelated to the actual cost of the 986 
capital supporting these investments. Such a situation is 987 
contrary and impermissible under the EIMA’s directive that 988 
performance-based formula rates shall ‘[p]rovide for the 989 
recovery of the utility's actual costs of delivery services.’ 990 
(220 ILCS 5/16 108.5(c)(1); see also 220 ILCS 5/16 991 
108(c)).  992 

Regarding our review of the various positions on this issue 993 
the Commission shares the concern raised by Staff that 994 
using the WACC as ComEd proposes would treat the 995 
reconciliation amount like a rate base investment rather 996 
than a reconciling item. We also find credence in the point 997 
raised by the Company that the reconciliation adjustments 998 
will represent significant investments and operating 999 
expenses funded by the participating utility.  1000 

The Commission recognizes that the [sic] due to the EIMA 1001 
timeline for the reconciliation period the interest rate is 1002 
both short term and long term in nature. As discussed 1003 
above, the customer deposit rate does not encompass the 1004 
long term aspect of the time period of the reconciliation. 1005 
The WACC includes the weighted costs of short-term debt, 1006 
long-term debt, and common equity. The Company 1007 
proposes the WACC which is inclusive of the common 1008 
equity, which does not represent debt on which to set an 1009 
interest rate. The Commission believes there is value in 1010 
setting an interest rate based upon debt that is relevant to 1011 
the Company for the time duration of the reconciliation. In 1012 
order to capture the unique aspects of the relevant period 1013 
we find that a hybrid approach should be utilized to 1014 
determine the appropriate interest rate. Such a hybrid 1015 
calculation would take the weighted costs of short-term 1016 
debt and long-term debt and exclude the weighted cost of 1017 
common equity as the methodology in calculating the 1018 
interest rate. This results in an interest rate of 3.42%. The 1019 
Commission concludes that this hybrid interest rate of 1020 
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3.42% is reasonable and appropriate to be utilized for the 1021 
reconciliation period and is hereby adopted. 1022 
 1023 

Thus, the Commission ordered a carrying cost rate of 3.42 percent for ComEd 1024 

based on an approximately equal blend of short- and long-term debt to correspond 1025 

with the approximate time duration of the collection of the reconciliation 1026 

balances. 1027 

 1028 

Q. Do you believe that there is merit in the blended or hybrid debt cost rate 1029 

found by the Commission to be appropriate in its May 29, 2012 decision in 1030 

Docket No. 11-0721? 1031 

A. Yes.  The use of a hybrid debt cost rate for under-collections would be 1032 

appropriate, as recognized by the Commission, because it represents an interest 1033 

rate that is based upon debt that is relevant to the Company for the time duration 1034 

of the reconciliation.  Accordingly, I recommend that AIC’s weighted average 1035 

cost of capital should be applied to over-collections for the reasons stated in my 1036 

earlier testimony and herein, and that a hybrid or blended debt-based cost rate be 1037 

applied to under-collected reconciling balances.   1038 

 1039 

Q. In your opinion, could the use of a hybrid debt cost rate, such as the one used 1040 

in the Commission’s May 29, 2012 Order in Docket No. 11-0721, be fair and 1041 

reasonable? 1042 
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A. Yes, particularly for under-collected reconciliation balances.22 The use of such a 1043 

hybrid debt cost rate could be viewed as fair and reasonable based on an 1044 

assumption that approximately half of (i.e., the first year of) an under-collection 1045 

could be financed by AIC using short-term debt and the other half (or second 1046 

year) of an under-collection could be financed at a longer-term debt cost.  Debt 1047 

temporarily issued to finance under-collected reconciling balances could be 1048 

identified and excluded from the utility’s capital structure to avoid any potential 1049 

issues with double counting such debt. 1050 

 1051 

Q. At page 12 of his rebuttal testimony, AIC witness Nelson has claimed that 1052 

there is no basis in law or regulatory policy for using an asymmetrical 1053 

approach for interest changes on over- and under-collections.  Please explain 1054 

the regulatory principles involved in applying the utility’s WACC only to 1055 

utility over-collected reconciling balances. 1056 

A. The application of the utility’s WACC only to over-collected balances is 1057 

necessary in order to protect ratepayers from AIC’s management decisions that 1058 

could produce an over-collected reconciliation balance by over projecting plant 1059 

addition amounts or by curtailing spending, e.g., to manage the impact on 1060 

earnings.  AIC will be responsible for developing the amount of its projected plant 1061 

additions for each year and could thus generate over-collections simply by over-1062 

                                                 

22 As described in my testimony, a recommendation is also being offered for the 
Commission’s consideration, consistent with my Direct testimony in this proceeding (as well as 
in Docket No. 11-0721 and in Docket No. 12-0001), which is to base the carrying cost rate for 
over-collected reconciliation balances on the utility’s WACC. 
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projecting such plant additions.  AIC could also make a management decision to 1063 

curtail capital expenditures after a revenue requirement has been authorized by 1064 

the Commission.  Requiring a higher interest rate for over-collections, i.e., the 1065 

utility’s WACC, will thus provide an appropriate and necessary deterrent to AIC 1066 

that will discourage the Company from making intentional over-projections of 1067 

plant additions, or, after such projections have been accepted by the Commission 1068 

as the basis for AIC’s formula rates, making decisions to curtail planned capital 1069 

spending.  The use of AIC’s WACC for over-collections is also similar to the 1070 

standard ratemaking treatment for other sources of non-investor supplied capital, 1071 

such as accumulated deferred income taxes related to plant, which are deducted 1072 

from rate base and thus effectively receive a reduction to return (or a carrying 1073 

cost) based on the utility’s WACC. 1074 

On the other hand, allowing interest on under-collections based on a 1075 

hybrid debt-based rate will also encourage the Company to make accurate 1076 

projections of plant additions, because its earnings on under-collected balances 1077 

resulting from mis-projecting plant additions or making subsequent decisions to 1078 

under-spend the budgeted amounts would be at the hybrid debt-based rate.  1079 

Moreover, the hybrid debt-based cost rate used would conceptually correspond 1080 

with the one to two-year time period associated with the collection of an under-1081 

recovered reconciliation balance.  1082 

 1083 

Q. Can you provide an illustrative example of how a regulatory commission 1084 

applies a utility’s WACC only to over-collected balance that are owed to 1085 
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ratepayers, while providing for an interest-based carrying costs on under-1086 

collected balances? 1087 

A. Yes.  As I discuss below, the Florida practice of deducting over-collected 1088 

recovery mechanisms from utility rate base (to effectively provide ratepayers with 1089 

a return at the utility’s WACC) while excluding under-recovered balances from 1090 

utility rate base (which effectively allows the utility to collect only the carrying 1091 

charge rate provided for in the surcharge, typically a short-term debt rate) 1092 

provides a regulatory illustration of how this appropriate regulatory policy is used 1093 

to fairly balance the interests of the utility and its customers, and to encourage the 1094 

utility to make accurate projections so as not to produce large over-recoveries.23 1095 

 1096 

Q. You mentioned a Florida Public Service Commission policy and regulatory 1097 

practice of deducting over-collected cost recovery mechanisms from utility 1098 

rate base while excluding under-recovered balances from utility rate base.  1099 

Can you please elaborate on that practice and how it effectively applies the 1100 

utility’s WACC to over-collected balances, while allowing the utility to collect 1101 

carrying costs at a lower debt-based interest rate (i.e., at a commercial paper 1102 

rate) on under-collected balances? 1103 

A. Yes.  The following discussion is from Florida Public Service Commission Order 1104 

No. PSC-10-0153-FOF-EI (March 17, 2010), a Florida Power and Light 1105 

                                                 

23 See, e.g., Florida Public Service Commission Order No. PSC-10-0153-FOF-EI (March 
17, 2010), a Florida Power and Light Company rate case, Florida PSC Docket Nos. 080677-EI, 
090130-EI, at pages 94-95. 
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Company rate case, Florida PSC Docket Nos. 080677-EI, 090130-EI, at pages 94-1106 

95 and sheds further light on the issue: 1107 

According to FPL witness Ousdahl, our current practice for 1108 
clause over- and under-recoveries is not equitable.  She 1109 
testified that: 1110 

The Commission has not permitted FPL to remove 1111 
the liability from working capital even though FPL 1112 
compensates customers by paying interest on the 1113 
over-recovery through the cost recovery clauses.  1114 
This is inconsistent with the treatment of 1115 
underrecoveries, where the Commission has 1116 
previously required FPL to remove the asset from 1117 
working capital. 1118 

Witness Ousdahl argued that this Commission should 1119 
acknowledge that base rates should never include the cost 1120 
of capital associated with clause over- or under-recoveries, 1121 
as such costs are already provided for in the clause rate 1122 
itself.  She further argued that the regulatory liability 1123 
associated with projected over-recoveries should be 1124 
removed from working capital.  1125 

OPC stated that over-recoveries represent funds the 1126 
Company owes customers and if they excluded from 1127 
working capital, customers would be providing interest the 1128 
company returned in the clause.  OPC further stated that the 1129 
under-recoveries are collected from the customers at the 1130 
commercial paper rate.  In addition, if a clause under-1131 
recovery is included in base rates, the company will receive 1132 
a double return on the under-recovery.  1133 

OPC argued that the Commission’s practice has been to 1134 
exclude fuel under-recoveries, which are assets, from 1135 
Working Capital, and to include over-recoveries, which are 1136 
liabilities.  Furthermore, the rationale for including over-1137 
recoveries as a reduction to working capital is to provide 1138 
the Company with an incentive to make its projections for 1139 
the cost recovery clause as accurate as possible and avoid 1140 
large over-recoveries.24   1141 

                                                 

24 Order No. 12663, issued November 7, 1983, in Docket No. 830012-EU, In re:  Petition 
of Tampa Electric Company for an increase in rates and charges and approval of a fair and 
reasonable rate of return, pp. 14-15; and Order No. PSC-93-0165-FOF-EI, issued March 29, 
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We agree with the assessment of OPC as to how we have 1142 
handled fuel over-recoveries in calculating the working 1143 
capital allowance in prior rate case proceedings.  In the 1144 
Company’s last rate proceeding, its [over-collected] fuel 1145 
over-recovery was included in the calculation of the 1146 
working capital allowance.  There is no compelling 1147 
evidence in the record that indicates our policy should be 1148 
changed.  Utilities should strive to reasonably project 1149 
expenses so as to avoid over-collecting from customers.  1150 
Therefore, the over-recovery that shall be included in the 1151 
calculation of the working capital allowance for 2010 is 1152 
$101,971,000. 1153 

 1154 

As can be seen from this discussion, the rationale for including over-1155 

recoveries as a reduction to utility rate base is to provide the utility with an 1156 

incentive to make its projections for the cost recovery clause as accurate as 1157 

possible and avoid large over-recoveries.  Deducting the over-collected balances 1158 

from utility rate base has the result of effectively applying the utility’s WACC to 1159 

the over-collected balances. 1160 

The Florida regulatory practice described above also excludes under-1161 

collected cost recovery clause balances from utility rate base.  As described 1162 

above, that exclusion effectively results in the utility charging customers for 1163 

carrying costs on the under-collected balances at a short-term debt cost rate, i.e., 1164 

at the commercial paper rate.  1165 

The Florida Public Service Commission has found this asymmetrical 1166 

approach to interest rates on over- and under-collected adjustment clause balances 1167 

                                                                                                                                                 
1993, in Docket No. 920324-EI, In re:  Application for a rate increase by Tampa Electric 
Company, p. 38. 
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to be fair and reasonable in a series of cases, notwithstanding opposition from 1168 

utilities. 1169 

 1170 

Q. Does the fact that there is a one or two year lag for the reconciliation 1171 

balances to be recovered invalidate the use of a debt-based interest rate for 1172 

under-collections? 1173 

A.  No.  The fact that there is a one year reconciliation collection lag for some items 1174 

and a two-year reconciliation lag for other items would not invalidate the concept 1175 

of applying a hybrid debt-based cost rate, based on a mixture of short-term and 1176 

longer-term (e.g., two-year debt) debt for under-recovered reconciliation balances.    1177 

 1178 

Q. Could debt be the most reasonable method for a utility to temporarily 1179 

finance a reconciliation balance under-collection? 1180 

A. Yes.  The cost rates for short-term debt have been much lower than permanent 1181 

forms of financing such as utility common equity.  Additionally, interest is tax 1182 

deductible.  In contrast, a utility equity return is not deductible and requires an 1183 

income tax gross-up, thus making it by quite a large margin the most expensive 1184 

form of financing.   1185 

 1186 

Q. Have you become aware of an additional issue regarding the appropriate 1187 

interest rate to apply to over- and under-collections? 1188 

A. Yes.  A “net of tax” issue has been addressed in detail in the ComEd Docket No. 1189 

11-0721 rehearing, as it affects the financing of the reconciling balance and 1190 
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therefore has ramifications for the financing costs.  In establishing the carrying 1191 

cost rate, another issue has also been presented, which involves consideration of 1192 

how the under- or over-collection balances interact with income taxes, and what 1193 

ramifications this “net of tax” issue has on (1) the net balance of under- or over-1194 

collection that is financed by investors or ratepayers and (2) the carrying cost rate 1195 

applied to that balance.   1196 

 1197 

Q. In the context of the ComEd Docket No. 11-0721 rehearing on the matter of 1198 

the carrying cost rate, has Staff indicated its agreement that the “net of tax” 1199 

issue has merit?  1200 

A. Yes.  Staff’s brief in the ComEd Docket No. 11-0721 rehearing agreed that 1201 

income tax should be deducted from the reconciliation balance.  Staff’s brief in 1202 

the Docket No. 11-0721 rehearing proceeding, specifically stated at page 48 that:  1203 

“Staff has concluded that interest should not be earned on the income tax portion 1204 

of the reconciliation balance.”  Staff’s brief stated further at page 51 that:   1205 

Staff agrees with Mr. Brosch, Mr. Effron, and Mr. Smith 1206 
that the interest rate should be calculated on a net of tax 1207 
basis.  Further, Staff agrees that the formula for effectively 1208 
excluding the income tax balance from the calculation of 1209 
interest on the reconciliation balance is as follows: 1210 

Annual Interest Rate x (1 – Composite Income Tax Rate) = 1211 
Annual Interest Rate Net of Income Taxes. 1212 

Staff’s brief at pages 52-53 also succinctly summarized the “net of tax” issue as 1213 

follows: 1214 

In summary, the question concerning whether the interest 1215 
rate should be calculated on a net of income tax basis is 1216 
straightforward: Will ComEd pay the income taxes in the 1217 
reconciliation balance in advance of recovering that cost 1218 
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from ratepayers?  The answer is unambiguously “no.”  1219 
Therefore, [the] interest rate should be calculated on a net 1220 
of tax basis so that ComEd does not earn interest on the 1221 
income tax portion of the reconciliation balance. 1222 

 1223 
Q. What should the Commission provide for in the current case, so that 1224 

Ameren’s interest rate that is applied to the reconciliation balance is 1225 

calculated in recognition of this “net of tax” issue? 1226 

A. The Commission should require that the interest rate on the reconciliation balance 1227 

is calculated on a net of tax basis.  The formula for effectively excluding the 1228 

income tax balance from the calculation of interest on the reconciliation balance 1229 

as presented in the ComEd Docket No. 11-0721, and which would apply 1230 

conceptually in a similar manner to Ameren, is as follows: 1231 

Annual Interest Rate x (1 – Composite Income Tax Rate) = 1232 
Annual Interest Rate Net of Income Taxes. 1233 

 1234 

Q. Please summarize your recommendations on the carrying costs for over- and 1235 

under-collected reconciliation balances. 1236 

A. I recommended that carrying costs on Ameren’s over-collections should be 1237 

computed at the Company’s overall weighted average cost of capital (“WACC”) 1238 

and that carrying costs on Ameren’s under-collections should be computed at a 1239 

hybrid debt-based rate that corresponds with the one- to two-year reconciliation 1240 

balance recovery period.  Debt identified with temporary financing of under-1241 

collected reconciling balances can be excluded from the utility’s capital structure, 1242 

similarly to how short-term debt identified with financing construction is 1243 

identified and excluded from capital financing rate base for some Illinois utilities. 1244 
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Consideration should also be given to the income taxes related to 1245 

reconciling balances and to the “net of tax” issue relating to carrying costs. 1246 

 1247 

Q. Does that conclude your rebuttal testimony? 1248 

A. Yes, it does.   1249 


