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Request AG 1.05 - Ref: ICC Staff Ex. 14.0, page 24 (State Income Tax Rate 
Change). At page 21 of her Rebuttal, Ms. Pearce states, "Based on my understanding 
of Mr. Stabile's rebuttal testimony, I find the Utilities' application of the methodology 
approved in Docket No. 83-0309 to be reasonable. Therefore, I do not support the 
adjustments proposed by the intervener witnesses." Please respond to the following: 

a.	 What is Ms. Pearce's understanding of how the State Income Tax rate 
change was treated by the Commission in its orders in Docket Nos. 12
0321 and 12-0293 for ComEd and for Ameren Illinois Utilities, 
respectively? 

b.	 Does Ms. Pearce believe that "the methodology approved in Docket No. 
83-0309" is reasonable for PGL and NSG, without regard to whether or 
not this "method" was recently applied by the Commission to ComEd and 
AIC? 

c.	 Is it Ms. Pearce's opinion that utilization of Generally Accepted Accounting 
Principles within ASC 740 to account for changes to state income tax 
rates is appropriate or inappropriate for PGL and NSG? 

d.	 Is it Ms. Pearce's opinion that utilization of Generally Accepted Accounting 
Principles within ASC 740 to account for changes to state income tax 
rates is appropriate or inappropriate for ComEd? 

e.	 Is it Ms. Pearce's opinion that utilization of Generally Accepted Accounting 
Principles within ASC 740 to account for changes to state income tax 
rates is appropriate or inappropriate for the Ameren Illinois Utilities? 

f.	 Please provide complete copies of all analyses, workpapers, reports and 
. other documents relied upon in formulating your response to parts (c) 
through (e). 



; .. 
Response to People of the State of Illinois
 

First Set of Data Requests to Staff
 
Docket Nos. 12-0511/12-0512 Cons.
 
Response of Staff Witness Pearce
 

ICC Person Responsible: Bonita Pearce 
Title: Accountant, Financial Analysis Division 
Business Address: Illinois Commerce Commission 

527 East Capitol Avenue 
Springfield, IL 62701 

Date of Response: February 4, 2013 

g.	 Is it Ms. Pearce's opinion that the Commission's orders in Docket Nos. 12
0321 and 12-0293 for ComEd and for Ameren Illinois Utilities, 
respectively, did or did not properly maintain compliance with "the 
methodology approved in Docket No. 83-0309" to account for changes to 
state income tax rates? 

h.	 Explain whether Mr. Pearce's support for Mr. Stabile's Rebuttal position is 
based solely or primarily upon her statement at line 484 that, "I understand 
this conclusion to mean that the method utilized by the Utilities is 
presumed reasonable unless good cause is demonstrated to the contrary." 

Response 

a.	 Ms. Pearce understands this question to refer to the change in the Illinois State 
Income Tax rate (Illinois Senate Bill 2505 on January 13,2011) that increased 
the previous corporate income tax rate of 7.3% to 9.5% during calendar years 
2011 through 2014; with reduction to 7.75% during calendar years 2015 - 2024; 
and further reduction to 7.3% in calendar years beginning after 2024. 

Based on a review of the Final Order in Docket No. 12-0321, pp. 32 - 33, (dated 
December 19, 2012) for ComEd, Ms. Pearce understands the Commission Order 
adopted ComEd's proposed adjustments to reflect the impact of the change in 
state income tax rates, as follows: 

8. Income Taxes 

ComEd points out that the passage of Public Act 96-1496 (Illinois 
Senate Bill 2505) on January 13, 2011, increased the previous corporate 
income tax rate of 7.3% to 9.5% for the years 2011 through 2014, with 
reductions to 7.75% in 2015 and 7.3% in 2025. According to ComEd, this 
change impacts the revenue requirement in several ways. ComEd 
contends that the statutory income tax rate used to calculate the overall 
total income tax rate on Sch. FR C-4 has been revised to reflect the 9.5% 
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statutory income tax rate. CornEd additionally contends that, as a result of 
the change in the rate, previously-recorded ADIT balances, e.g., balances 
as of December 31,2010, were required to be re-measured to reflect the 
deferred tax balances calculated by applying the new tax rates noted 
above. The re-measurement of ADIT resulted in a required increase to 
jurisdictional ADIT as of January 1,2011 of $13.1 million. ComEd submits 
that, consistent with Commission precedent, this shortfall in ADIT is offset 
by a regulatory asset and is being amortized prospectively over the 
remaining life of the underlying asset by applying a weighted average rate 
for future reversals. Amortization of the re-measurement balance resulted 
in a credit of $1.9 million in 2011. ComEd Initial Brief at 33. 

Finally, ComEd states that in 2011, it recognized a significant 
benefit due to the difference between the current income tax rate of 9.5% 
and the rate at which the related deferred tax expense is recorded. 
ComEd submits that the deferred tax rate is lower because, as described 
above, the state income tax rate is scheduled to decline in 2015 and again 
in 2025, which means that some of the deferred tax rates combined with 
the fact that in 2011, it had two notable and significant tax deductions 
resulted in a jurisdictional 2011 tax benefit of $16,960,000, which was 
updated in its June 2012 compliance filing to $16,946,000. ComEd Ex. 
10.2, Sch FR C-4; ComEd Initial Brief at 33-34. No Intervenor or 
Commission Staff contested to the amount of income taxes as 
revised. Therefore the Commission approves ComEd's position. 
(emphasis added) 

Based on the above Commission conclusion, Ms. Pearce understands that the 
Commission approved the adjustments proposed by ComEd because no other 
party objected or proposed an alternative. 

Based on a review of the Final Order in Docket No.12-0293, p. 97 (dated 
December 5,2012) for Ameren Illinois Utilities ("AIU"), the Commission 
concluded the following on the subject of Deferred State Income Tax Expense: 
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e. Commission Conclusion 

The Commission has reviewed the parties' arguments and understands 
that the only material dispute is how to reflect the tax savings amount for 
ratemakinq purposes. The parties' positions focus in large part on the application 
of Section 16-108.5 (c) (4) (F) of the Act. The Commission has considered 
this issue and concludes that Staff, CUB, and AG/AARP have properly 
applied the law for the reasons they offer. For purposes of this adjustment, 
the Commission will adopt Staff's calculations. (emphasis added) 

Ms. Pearce understands that the only issue in dispute was the period of time 
over which the tax savings would be recognized in rates, given AIC's 
interpretation that Section 16-108.5 (c) (4) (F) required amortization of the 
deferred income tax expense over five years, with one-fifth of the cost included in 
operating expense and the remaining four-fifths of the credit included in rate 
base. The Commission Conclusion addressed the proper application of the 
"law", which Ms. Pearce understands to reference Section 16-108.5 (c) (4) (F) of 
the Act, which is not applicable in the instant proceeding. 

b.	 Yes. 

c.	 Ms. Pearce understands that PGL and NSG must adhere to Generally Accepted 
Accounting Principles ("GAAP") for financial reporting purposes. However, she 
recognizes that there may be more than one way to reflect the normalization 
requirements for ratemaking purposes, as addressed by the Commission in 
Docket No. 83-0309. 

d.	 Ms. Pearce has formed no opinion as to the appropriateness of ComEd's 
application of GAAP with regard to changes in state income tax rates. 

e.	 Ms. Pearce has formed no opinion as to the appropriateness of AIU's application 
of GAAP with regard to changes in state income tax rates. 

f.	 See Commission Order, Docket No. 83-0309. 
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g.	 Objection, this question calls for a legal opinion. Without waiving that objection, 
Ms. Pearce has not evaluated the treatment of the methodology approved in 
Docket Nos. 12-0321 and 12-0293 vis-a-vis the methodology approved in Docket 
No. 83-0309 to account for changes in state income tax rates. 

h.	 Ms. Pearce's position regarding Mr. Stabile's application of the methodology 
approved by the Commission in Docket No. 83-0309 is set forth on pp. 21 - 22 of 
her rebuttal testimony (ICC Staff Exhibit 14.0, lines 455 - 489). As stated therein, 
Ms. Pearce recognized the following points in regard to this matter: 

1. Mr. Stabile's assertion that the Company is using the methodology approved 
by the Commission in Docket No. 83-0309; 

2. The methodology approved by the Commission in Docket No. 83-0309 
appears reasonable given that the purpose of docket No. 83-0309 was to 
establish the proper treatment of deferred tax accounts in light of changes in 
statutory income tax rates; 

3. Ms. Pearce's understanding is that the conclusion in Docket No. 83-0309 
means that the method utilized by the Utilities is presumed reasonable unless 
good cause is demonstrated to the contrary; 

4. The Intervenor witnesses did not demonstrate that the Utilities' consistent 
application of the methodology approved by the Commission in Docket No. 83
0309 (which was not referenced in the Orders for Docket Nos. 12-0321 and 12
0293 respectively) is unreasonable. 


