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I. INTRODUCTION / SUMMARY 

 

Q.  Please state your name and business address.  1 

A. My name is Michael L. Brosch.  My business address is PO Box 481934, Kansas 2 

City, Missouri 64148-1934. 3 

 4 

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

A. I am a principal in the firm Utilitech, Inc., a consulting firm engaged primarily in 6 

utility rate and regulation work.  The firm's business and my responsibilities are 7 

related to regulatory projects for utility regulation clients.  These services include 8 

rate case reviews, cost of service analyses, jurisdictional and class cost allocations, 9 

financial studies, rate design analyses, utility reorganization analyses and focused 10 

investigations related to utility operations and ratemaking issues. 11 

Q. On whose behalf are you appearing in this proceeding? 12 

A. I am appearing on behalf of the People of the State of Illinois represented by the 13 

Attorney General, (“Attorney General” or “AG”).      14 

Q.     Will you summarize your educational background and professional experience 15 

in the field of utility regulation? 16 

A. Yes.  AG Exhibit No. 1.1 is a summary of my education and professional 17 

qualifications.  I have testified before utility regulatory agencies in Arizona, 18 

Arkansas, California, Florida, Hawaii, Illinois, Indiana, Iowa, Kansas, Michigan, 19 

Missouri, New Mexico, Ohio, Oklahoma, Texas, Utah, Washington, and Wisconsin 20 

in regulatory proceedings involving electric, gas, telephone, water, sewer, transit, 21 
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and steam utilities.   A listing of my previous testimonies in utility regulatory 22 

proceedings is set forth in AG Exhibit No. 1.2.  As noted in this listing, I have 23 

testified in several major Illinois proceedings before the Illinois Commerce 24 

Commission (“the Commission” or “the ICC”), including multiple cases involving 25 

Peoples Gas Light & Coke Company, North Shore Gas Company, Commonwealth 26 

Edison Company and the Ameren Illinois Utilities, including the initial and second 27 

round of formula rate case proceedings for ComEd and Ameren Illinois, Docket 28 

Nos. 11-0721, 12-0321, 12-0001 and 12-0293. 29 

Q. What is the purpose of your testimony in this docket? 30 

A. My testimony is responsive to the formula rate update calculations and revenue 31 

requirement calculations of Ameren Illinois Company (“Ameren”, “AIC” or “the 32 

Company”) that are sponsored by various AIC witnesses and are summarized in 33 

Ameren Exhibit 1.3R.  My testimony addresses certain of the ratemaking concepts 34 

and procedures that are being recommended by AIC as well as specific rate case 35 

adjustments that are needed upon continuation of annual formula ratemaking.
 

36 

Q. Please summarize the recommendations that are set forth in your testimony. 37 

A. My testimony addresses several issues impacting the determination of Ameren’s 38 

prospective revenue requirement and the method used to apply interest in the 39 

reconciliation of such revenue requirements using 2012 recorded and adjusted 40 

formula rate input amounts.  41 

   I propose several adjustments to test year operating revenues and expenses 42 

in my testimony.  I recommend inclusion of certain miscellaneous revenues in 43 
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determining the Company’s electric delivery service revenue requirement.  I also 44 

sponsor an expense adjustment to eliminate certain public relations costs that are 45 

not reasonable and necessary for the provision of electric delivery service.  I also 46 

recommend reducing the amount of CWIP allowed in rate base to the extent AIC 47 

has reduced cash CWIP investment because project costs were financed by 48 

Accounts Payable.   49 

   With regard to Cash Working Capital (“CWC”), I revise Ameren’s 50 

proposed lead/lag calculations that apply a revenue lag to pass-through or add-on 51 

taxes and I correct Ameren’s treatment of income tax expenses in calculating CWC, 52 

because the Company is paying no income taxes due to its Net Operating Loss tax 53 

position. 54 

   My testimony also addresses how interest should be applied to the over-55 

recoveries of AIC’s revenue requirement through reconciliation calculations on a 56 

net of income tax basis.   57 

Q. What information have you relied upon in formulating your 58 

recommendations? 59 

A. I have relied upon AIC’s pre-filed testimony and exhibits in this Docket, as well as 60 

the Company’s responses to data requests submitted by Staff and the AG.  I have 61 

also referenced a copy of the Senate Bill 9 modifications to Section 16-108.5 of the 62 

Public Utilities Act, which was provided to me by AG counsel.  I also rely upon my 63 

prior experience with the regulation of public utilities over the past 35 years, 64 
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including significant experience in Illinois and with alternative forms of regulation 65 

for telephone and energy utilities.  66 

Q. Have you prepared any accounting schedules to summarize the adjustments 67 

being proposed in your testimony? 68 

A. Yes.  AG Exhibit 1.3 is a four-page summary of the revenue requirement revisions 69 

being proposed in my testimony.  It should be noted that Mr. Effron and I have not, 70 

with available time and resources, been able to conduct a complete review of all 71 

aspects of the Company’s filing.  As a result, the limited adjustments we are 72 

proposing should be viewed as cumulative with the work and recommendations of 73 

Commission Staff and other parties’ witnesses. 74 

 75 

II. MISCELLANEOUS OPERATING REVENUE. 76 

 77 

Q. What is Miscellaneous Operating Revenue and how is it treated in determining 78 

the Company’s revenue requirement? 79 

A. Miscellaneous Operating Revenue is earned by AIC when utility customers or other 80 

third parties are charged for services other than the retail purchase or delivery of 81 

energy.  Ameren WPC-23b provides a three-page descriptive listing of these types 82 

of revenue, indicating which of the total amounts recorded within the “Per Books” 83 

column in 2012 have been treated by AIC as “Electric Distribution Amount” values 84 

that are recognized in determining the delivery service revenue requirement. 85 

   The jurisdictional amount of total Miscellaneous Operating Revenue is 86 

used to reduce AIC’s revenue requirement because such revenues are earned in 87 
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connection with providing utility services or as a result of being in the utility 88 

business, and therefore contribute to the recovery of the Company’s overall revenue 89 

requirement.  For example, Line 1 of WPC-23b shows that Forfeited Discounts 90 

(also known as Late Payment Charges) in the amount of $11.085 million are treated 91 

as 100 percent Electric Distribution related because such amounts are charged to 92 

customers when remittances are not timely, which revenue then serves to offset 93 

some of the Cash Working Capital (“CWC”) costs incurred by the Company in 94 

financing Accounts Receivable from customers.  In total, $39.1 million of 95 

Miscellaneous Operating Revenues have been treated as a revenue credit by 96 

Ameren.  This amount appears at line 99 of WPC-23b and is carried forward to 97 

Ameren Exhibit 1.3R, Sch. FR A-1, line 21 and Sch. FR A-1-REC line 21, where 98 

these revenues are used to directly reduce the prospective and reconciliation 99 

revenue requirements, respectively. 100 

Q. Has AIC properly treated all of the line item categories of Miscellaneous 101 

Operating Revenues that are listed on WPC-23b? 102 

A. No.  I am proposing several adjustments that are set forth at AG Exhibit 1.3, page 1, 103 

to correct the jurisdictional attribution of certain elements of 2012 Miscellaneous 104 

Operating Revenues that are improperly treated in the Company’s filing. 105 

Q. Please explain the adjustment set forth at lines 1 through 3 of AG Exhibit 1.3, 106 

page 1. 107 

A. This adjustment revises the Company’s treatment of revenues at line 19 of WPC-108 

23b that are captioned “Other Electric Revenue-ARES.”  None of this $1,285,000 109 
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amount is treated as “Allocated to Distribution” in the Company’s filing.  However, 110 

according to the Company’s response to data request AG 2.06(a), “This account 111 

primarily includes payments from entities that are vacating frequencies under 112 

Microwave Relocation Contacts.[sic]”  Additional clarifying information was 113 

provided in response to data request AG 5.03 indicating that, when AIC was using 114 

the microwave frequencies that are now being vacated, the frequencies were used 115 

for “…electric transmission data for SCADA.  These frequencies are no longer 116 

being used and have been sold to various cell phone companies.   The corrected 117 

WPC-23b caption for account 456-001 would be, “Other Electric Revenue.” 118 

   When asked in AG 5.03(b) if these revenues have been credited to the 119 

FERC ratemaking jurisdiction for ratemaking purposes, given the Company’s 120 

proposed “transmission” classification of these transactions, the Company stated, 121 

“No, these revenues are for 2012.  The Company has transitioned from use of an 122 

historical test year, with the most recent historical test year based on 2011 data, to 123 

use of a future test year, with the most recent submission to FERC based on a future 124 

test year of 2013, subject to true up of actual data.  AIC intends to explore whether 125 

the appropriate revenues can be credited to ratepayers under the formula in the 126 

Company’s next FERC jurisdictional filing.”  When asked in AG 5.03(d) to identify 127 

and describe each of the assets that are being referenced to confirm that they are, in 128 

fact, 100 percent transmission-related, the Company stated, “AIC has not identified 129 

the transmission assets that were previously used to transmit transmission data for 130 
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SCADA.  Such identification is not practical given that such revenues are not 131 

directly associated with one or more assets.” 132 

   These responses by AIC are revealing in two respects.  First, the Company 133 

has not been able to clearly show that any of the revenues it received from agreeing 134 

to vacate certain microwave frequencies have been or will be recognized in the 135 

FERC jurisdiction to reduce the Company’s transmission rates or revenues.  136 

Without FERC attribution of the revenues, and with AIC’s proposal to treat none of 137 

these revenues as distribution related, they may ultimately be retained as a windfall 138 

for Ameren shareholders.  Second, the Company’s apparent inability to identify any 139 

specific FERC-regulated transmission assets, “…that were previously used to 140 

transmit transmission data” in connection with these changes” raises a question 141 

regarding whether some of the SCADA circuits being vacated were in fact related 142 

to AIC’s distribution (rather than transmission) SCADA systems.  Absent 143 

clarification of these details, the more appropriate treatment of the microwave 144 

circuit decommissioning payments received from the cell phone companies is a 145 

general allocation of such revenues between the Distribution and Transmission 146 

functions, as shown at lines 2 and 3 of AG Exhibit 1.3, page 1. 147 

Q. What is the adjustment that appears at lines 4 through 6 of AG Exhibit 1.3, 148 

page 1? 149 

A. The Company’s WPC-23b reflects, at lines 20 and 21, revenue received by AIC for 150 

providing “Mutual Assistance” to other utilities to assist with storm restoration 151 

work.  These revenues are allocated 92.06% to Electric Distribution services based 152 
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on the Company’s T&D Allocation factor.  However, a related revenue amount on 153 

line 22 for “Overheads Billed – Other Parties” is not included in column (E) and is 154 

therefore effectively treated as entirely non-jurisdictional.  The response to data 155 

request AG 2.06(c) states that, “This account 456-005 has three lines associated 156 

with miscellaneous operating revenues.  The majority of these dollars are associated 157 

with mutual aid storm work for other utilities.  This function has been identified 158 

separately and allocated 100% to the distribution function.”  Clarification was 159 

requested regarding this explanation in data request AG 5.05 and the Company’s 160 

response indicated that, “Upon further review and the analysis of the transactions 161 

involved, there are a number of transactions in 2012 that were either directly or 162 

indirectly related to the electric distribution business…..[a]ccordingly, the Company 163 

recommends that an electric T&D labor allocator be used to assign a portion of 164 

these revenues to electric distribution, in lieu of a labor intensive detailed analysis 165 

of each transaction or group of transactions within this account.”   166 

The proposed AG adjustment adopts the revision that the Company now 167 

concedes is necessary with regard to the Mutual Assistance overhead revenues.  168 

AIC’s labor and non-labor costs that are incurred in providing mutual assistance to 169 

other utilities to help them recover from storms are largely included within the 170 

delivery service revenue requirement.  Therefore, all of the revenues collected 171 

from other utilities in connection with this work must be reasonably allocated 172 

between the transmission and distribution functions and applied against the 173 

Company’s asserted revenue requirement. 174 
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Q. What is the third adjustment to Miscellaneous Operating Revenues that 175 

appears at lines 7 through 9 of AG Exhibit 1.3, page 1? 176 

 The Miscellaneous Operating Revenues appearing at line 25 of the Company’s 177 

WPC-23b are captioned “Miscellaneous Billings” in the amount $359,000.  This 178 

amount has also been completely excluded by AIC from the credits attributed to 179 

Electric Distribution Service in column (E).  The Company’s response to AG 180 

2.06(b) states, “This account includes revenues from non-service items, property 181 

management, salvage and scrap.”  Clarification was requested regarding this 182 

explanation in data request AG 5.04 and the Company’s response stated, “Upon 183 

further review and analysis of the transactions involved, there are a number of 184 

transactions in 2012 that were either directly or indirectly related to the electric 185 

distribution business, while other transactions are related to either electric 186 

transmission or gas.  Accordingly, the Company recommends that a general plant 187 

allocator be used to assign a portion of these revenues to electric distribution, in lieu 188 

of a labor intensive detailed analysis of each transaction or group of transactions 189 

within this account.”  These amounts should be allocated and then treated as a credit 190 

to the delivery service revenue requirement to offset the Company’s asserted overall 191 

cost of service. 192 

Q. What have you included in AG Exhibit 1.4 in connection with your 193 

Miscellaneous Operating Revenue adjustments? 194 

A. AG Exhibit 1.4 contains copies of AIC responses to data requests AG 2.06, AG 195 

5.03, AG 5.04 and AG 5.05 that are referenced in this section of my testimony. 196 
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 197 

III. RECONCILIATION INTEREST CHARGES. 198 

Q. Can you explain the formula ratemaking reconciliation balance and how it is 199 

calculated? 200 

A. Under the formula rate law, the Commission must compare the calculation of the 201 

prior calendar year revenue requirement, using actual recorded input data as 202 

reported on the Company’s FERC Form 1, to the corresponding previously 203 

approved revenue requirement for that same period.  The Company is then required 204 

to either refund or surcharge this difference in revenue requirement to ratepayers, 205 

plus interest.   206 

Q. What interest rate is to be applied to the reconciliation balance, according to 207 

the laws governing the performance-based formula rate process? 208 

A. I am advised by AG counsel that Senate Bill 9 (Public Act 098-0015) now requires 209 

that, “Any over-collection or under-collection indicated by such reconciliation shall 210 

be reflected as a credit against, or recovered as an additional charge to, respectively, 211 

with interest calculated at a rate equal to the utility's weighted average cost of 212 

capital approved by the Commission for the prior rate year, the charges for the 213 

applicable rate year.”
1
  This represents a change from the short term debt-only 214 

interest rate that was approved for application to reconciliation balances in the 215 

Commission’s rate orders in Docket Nos. 12-0001 and 12-0293.
2
 216 

                                                 
1
  Public Act 098-0015; 220 ILCS 5/16-108.5(d)(1). 

2
  See Final Order dated September 19, 2012 in Docket No. 12-0001 at page 188 and Final Order 

dated December 5, 2012 in Docket No. 12-0293 at page 114. 



Docket No. 13-0301 

Page 11 of 42 

 

 

 

 AG Exhibit 1.0C 

 

 

 

Q. What interest rate has AIC proposed for application to its calculated 217 

reconciliation balance? 218 

A. Ameren proposes, in its formula rate calculations, to apply a “Monthly Interest 219 

Rate” of 0.6803% to the revenue requirement, “Variance With Collar” amount 220 

calculated on Ameren Ex. 1.3R at Sch. FR A-4, lines 3 and 4.  This percentage 221 

represents 1/12 of the Company’s calculated Weighted Average Cost of Capital that 222 

is calculated at Sch. FR D-1 and appears at line 29 in column D.  Thus, AIC is 223 

proposing that the revenue requirement difference arising from the reconciliation 224 

process in future years, whether positive or negative, be allowed to earn the 225 

Company’s calculated overall cost of capital, as required in Senate Bill 9.   226 

Q. Does Ameren’s use of its “Wtd Avg Cost of Capital” at line 29 of Sch. FR D-1 227 

represent, “interest calculated at a rate equal to the utility’s weighted average 228 

cost of capital approved by the Commission for the prior rate year”? 229 

A. Yes. 230 

Q. Aside from the interest rate issue, where you agree with AIC, is there another 231 

substantive issue where you disagree with the Company’s calculations of the 232 

reconciliation amount to be returned to customers? 233 

A. Yes.  The Commission should also consider whether the reconciliation balance, to 234 

which the interest rate is applied, must be adjusted to recognize the Company’s 235 

actual incremental invested capital in financing such balances.   The incremental 236 

actual invested capital associated with reconciliation over- or under-recoveries is 237 

impacted by income tax that is applicable to cash revenues whenever they are 238 
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collected by the utility.  If the recovery of reconciliation surcharges is delayed, the 239 

payment of related income taxes is also delayed.  In Ameren’s case, when revenues 240 

are over-recovered and reconciliation balances are to be returned to ratepayers, the 241 

Company incurs incremental income tax expenses associated with such  242 

 early over-recovery of revenues. These income tax expenses reduce the incremental 243 

capital AIC actually realized from such temporarily excessive revenues and the 244 

amount of interest properly applied to the reconciliation balance should be reduced 245 

accordingly.  In either direction, the Commission should reduce the reconciliation 246 

balance that earns interest so that interest applies only to the net-of-tax incremental 247 

capital investment driven by such over or under-recovery of revenues. 248 

Q. Was this concern regarding the reconciliation balance that is allowed to earn 249 

interest previously presented and considered by the Commission? 250 

A. Yes.  However, the Commission responded with concerns about the completeness of 251 

the record, and did not make a definitive ruling.  In ComEd Docket No. 11-0721, 252 

the need for this further adjustment to the reconciliation balance for deferred income 253 

tax effects was presented, but the Commission found that, “ComEd contends that 254 

this recommendation does not provide ComEd with cash.  AG/AARP provide little 255 

information establishing this procedure is within generally accepted accounting 256 

procedures, or that it would be of benefit to ComEd or to ratepayers.”
3
  With respect 257 

to AIC Docket Nos. 12-0001 and 12-0293, while the issue was presented in my 258 

                                                 
3
  Docket No. 11-0721 Final Order, page 167. 
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testimonies, there was no discussion of the net of tax concern within the 259 

Commission’s Final Orders. 260 

Q. Why are there deferred income tax effects directly attributable to the 261 

reconciliation balance? 262 

A. The reconciliation balance is a regulatory asset or liability representing the utility’s 263 

right to receive or obligation to return revenues in the future.  Changes in the 264 

regulatory asset/liability balance are not subject to current income taxes, but the 265 

utility must recognize deferred income tax balances associated with such changes 266 

because of the known impact upon future taxable income when reconciliation 267 

balances are realized in cash utility rate levels.  Application of interest to only the 268 

net of income tax balance associated with such deferrals would be consistent with 269 

the economic reality that income tax deferrals are realized whenever a utility 270 

experiences a delay in the recovery of taxable revenues that would serve to reduce 271 

the overall interest burden upon ratepayers by about 40 percent.  At the present time, 272 

AIC has over-recovered its 2012 revenue requirement that is subject to 273 

reconciliation, so the application of interest to the net of deferred tax reconciliation 274 

balance serves to properly reduce the amounts refundable to customers. 275 

Q. Please explain the Generally Accepted Accounting Principles (“GAAP”) that 276 

require the recognition of deferred income taxes? 277 

A. Full and complete accounting for income tax expenses must recognize that filing tax 278 

returns and paying income taxes will impact expenses payable in more than one 279 

accounting period.  The relevant GAAP requirements are stated within Accounting 280 
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Standards Codification 740 (“ASC 740”).  Under ASC 740, there are two primary 281 

objectives related to accounting for income taxes:  282 

 a.  To recognize the amount of taxes payable or refundable for the 283 

current year, and  284 

 b.  To recognize deferred tax liabilities and assets for the future tax 285 

consequences of events that have been recognized in an entity's financial 286 

statements or tax returns. 287 

 Recorded ADIT amounts arise from part (b) of this standard, where recognition is 288 

given on the books to the future tax consequences of transactions that are treated 289 

differently in financial statements than on tax returns. 290 

Q. Does GAAP require the recording of deferred income taxes for the 291 

reconciliation revenues that are accrued as a regulatory asset until they are 292 

returned or surcharged to ratepayers? 293 

A. Yes.  Deferred tax expense (or benefit) is the change during the year in an entity’s 294 

deferred tax liabilities and assets.
4
  GAAP requires that deferred taxes be 295 

determined using the following procedures: 296 

  a. Identify the types and amounts of existing temporary differences 297 

and the nature and amount of each type of operating loss and tax 298 

credit carryforward period. 299 

 300 

  b.   Measure the total deferred tax liability for taxable temporary 301 

differences using the applicable tax rate. 302 

 303 

  c. Measure the total deferred tax asset for deductible temporary 304 

differences and operating loss carryforwards using the applicable 305 

tax rates. 306 

                                                 
4
  ASC 740-10-30-4. 
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 307 

  d.   Measure deferred tax assets for each type of tax credit carryforward. 308 

 309 

  e.   Reduce deferred tax assets by a valuation allowance if, based on the 310 

weight of available evidence, it is more likely than not (a likelihood 311 

of more than 50 percent) that some portion or all of the deferred tax 312 

assets will not be realized. 
5
  313 

 314 

 The delayed collection of reconciliation revenues under formula ratemaking creates 315 

a “taxable temporary difference” under step (b) in this listing.  This occurs because 316 

reconciliation revenues are recorded as per book revenues in the year earned (either 317 

as excess or deficiency revenues) while such revenues will not become income 318 

taxable until the year they are approved by the Commission and charged or credited 319 

to ratepayers. 320 

Q. Why do we care about ADIT balances in determining utility rates?  321 

A Utilities are capital intensive businesses that invest continuously in newly 322 

constructed or acquired assets.  These large annual capital investments generate 323 

persistently large income tax deductions for bonus/accelerated depreciation and 324 

other tax deductions and credits that must be normalized by recording ADIT under 325 

the aforementioned GAAP rules.  The requirement for normalization accounting 326 

denies ratepayers any immediate flow-through benefit from such tax deduction 327 

because deferred income tax expense accruals are included as part of total income 328 

tax expense in the revenue requirement.  From a ratemaking perspective, a utility’s 329 

persistently large credit ADIT balance caused by the deferred payment of recorded 330 

tax expenses represents a significant source of capital to the utility.  ADIT balances 331 

                                                 
5
  ASC 740-10-30-5 
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represent a form of zero-cost capital to the utility created by the income tax savings 332 

permitted under tax laws and regulations that are not immediately “flowed through” 333 

to ratepayers. Regulators typically reduce rate base by the  ADIT balances, so as to 334 

properly quantify the net amount of investor-supplied capital to support rate base 335 

assets.  However, because the deferred taxes associated with formula rate 336 

reconciliation balances are more dynamic and the template used to calculate 337 

reconciliation balances is formulistic, a much more precise accounting for 338 

reconciliation interest can be achieved by simply restating the balance to which the 339 

interest rate is applied to a net-of-tax equivalent.  This more precise accounting 340 

assures that interest on the reconciliation balance is only applied to net investor-341 

supplied capital arising from the delayed recovery or return of reconciliation 342 

revenues. 343 

Q. Is there a valid concern that deferred income taxes associated with the 344 

reconciliation balance do not provide any incremental cash for the utility? 345 

A. No.  Changes in ADIT provide incremental cash flows to utilities through the 346 

change in timing of the payment of cash income taxes associated with such tax 347 

deferrals.  Even when utilities are in a Net Operating Loss (“NOL”) carryforward 348 

position, which is currently true for AIC, the size of the NOL in each tax year is 349 

directly impacted by changes in the reconciliation balance regulatory asset and the 350 
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resulting NOL deferred tax asset is included in rate base to directly impact utility 351 

rates.
6
 352 

Q. What changes to Ameren Ex. 1.3R, Sch. FR A-4, the formula rate spreadsheet 353 

template “Reconciliation Computation,” are required in order to apply your 354 

recommendations?  355 

A.  First, the “Variance With Collar” appearing at line 3 should be reduced by related 356 

incremental deferred income taxes using the Company’s composite effective 357 

“Income Tax Rate”, which is derived on Sch. FR C-4, at line 4.  The calculation and 358 

subtraction of related Accumulated Deferred Income Taxes could be inserted as new 359 

line 4, with the resulting “Net of Income Tax Variance” appearing on new line 5 of 360 

Sch. FR A-4.  Then, the “Monthly Interest Rate” on line 4 (to be renumbered line 6) 361 

should be applied to the “Net of Income Tax Variance” on line 5.  362 

Q. Will the computation of interest on the reconciliation balance net of income 363 

taxes benefit AIC ratepayers? 364 

A. Not immediately.  Ameren Exhibit 1.3R at Sch FR A-4 shows that the Company has 365 

a negative “Variance With Collar” amount to be returned to ratepayers.  The net of 366 

tax adjustment to this variance that I propose would reduce the amounts to be 367 

refunded to customers in this proceeding.  However, in future cases, whenever there 368 

are positive “Variance With Collar” amounts to be surcharged and recovered from 369 

customers, the net of tax approach that properly captures deferred tax benefits from 370 

such delayed recovery will be beneficial to ratepayers and more accurate in 371 

                                                 
6
  The Company’s NOL deferred tax assets are included in rate base at Ameren Ex. 1.4R, WP 4, 
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accounting for all of the economic impacts caused by revenue requirement 372 

reconciliation. 373 

 374 

IV. CASH WORKING CAPITAL ISSUES  375 

 376 

Q. Has the Company proposed an allowance for Cash Working Capital (“CWC”) 377 

that increases the rate base used to establish annual formula rates?   378 

A. Yes.  Ameren Ex. 1.3R, at App 3, is the Company’s proposed calculation 379 

supporting an allowance for CWC of $12,104,000.  According to Mr. Stafford’s 380 

testimony, “Cash working capital is derived based on the application of revenues 381 

and expenses from this annual update filing as applied to the expense leads and 382 

revenue lags presented in the direct testimony of Mr. David Heintz (Ameren Ex. 383 

4.0) in ICC Docket No. 12-0001, with the exception of revenue lags for add on 384 

taxes discussed below, and a correction to the Employee Benefits expense lead 385 

addressed in Docket No. 12-0001.”
7
   However, at line 469, Mr. Stafford admits that 386 

AIC has not applied the Commission-approved expense lead days for add on (also 387 

referred to as “pass-through”) taxes in its calculation of CWC.  At line 475, he 388 

states: 389 

 Ameren Illinois is a combined electric and gas utility, bills utility 390 

customers on a combined basis, and has the same remittance 391 

schedule for add on taxes common to both electric and gas billed to 392 

its customers. To the be [sic] consistent with the Commission’s 393 

ruling on analogous add on tax lead day issues in Docket No. 11-394 

                                                                                                                                                 
page 1, lines 5 through 8. 
7
  Ameren Exhibit 1.0, page 13, line 259-264. 
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0282, AIC's last gas rate order,  the Company has elected in this 395 

proceeding to remove the revenue lag billing and service days lead 396 

from both revenues (thus resetting the revenue lag to zero) and 397 

expenses, to derive the actual number of revenue lag and expense 398 

lead days from the date(s) the Company receives monies to the 399 

date(s) such monies are remitted to the appropriate taxing 400 

authority. Accordingly, consistent with the Order in Docket No. 401 

11-0282 (see Appendices A-2, col. (c), lines 2, 14, and 15), the 402 

Company is conceding the revenue lag issue for add on taxes and 403 

reflecting as the expense lead the actual number days [sic] after 404 

receipt of funds to remittance, in the calculation of CWC revenue 405 

lags and expense lead. The Order in Docket No. 11-0282 at page 406 

14 stated that the Commission will revisit this issue if the 407 

Company changes its remittance schedule. However, the Company 408 

has not changed its remittance schedule, and therefore the 409 

conclusion of the Commission in Docket Nos. 12-0001 and 12-410 

0293 does not correctly consider the Commission's finding on the 411 

same issue in Docket No. 11-0282. In summary, revenue lag days 412 

shown on Exhibit 1.1, App 3 lines 2 and 3 are set at 0 consistent 413 

with the Order in Docket No. 11-0282, and expense leads are set at 414 

negative 4 days for energy assistance charges and negative 14 days 415 

for municipal utility taxes consistent with the Company's actual 416 

remittance schedule, and consistent with the Order in Docket No. 417 

11-0282 which established the gas equivalent expense leads at 418 

negative 4 and negative 15 days, respectively. 419 

 420 

Q. Should the Commission adhere to its findings regarding pass-through taxes in 421 

AIC’s last gas rate case, Docket No. 11-0282, as advocated by Mr. Stafford, 422 

rather than its more recent decisions in the formula rate cases involving AIC 423 

and ComEd? 424 

A. No.  The revenue and expense lead/lag day values approved by the Commission for 425 

Municipal Utility Taxes and Energy Assistance Charges in all its recent formula 426 

rate case orders were correctly determined, in comparison to Mr. Stafford’s 427 

alternative proposal that was adopted in AIC’s gas rate case Docket No. 11-0282: 428 
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Figure 1:  Pass-through Tax Lead Day Comparisons.  429 

 

Municipal Taxes Energy Assistance 

 

Rev. Lag Payment Lead Rev. Lag Payment Lead 

AIC Docket 12-0001 0.00  (48.54) 0.00  (38.54) 

AIC Docket 12-0293 0.00  (48.54) 0.00  (38.54) 

ComEd Docket 11-0721 0.00  (44.22) 0.00  (40.69) 

ComEd Docket 12-0321 0.00  (40.11) 0.00  (40.69) 

Stafford Alternative 0.00  (15.00) 0.00  (4.00) 
 Sources:  All amounts from Appendices to Final Orders except “Stafford Alternative” amounts 430 

 The last row of this table reveals how the Company’s alternative proposal for these 431 

pass-through taxes is dramatically inconsistent with the most recent Commission 432 

decisions on this issue.  Mr. Stafford’s creative, but incorrect, alternative lead day 433 

treatment for Municipal Taxes and Energy Assistance Charges should not be 434 

approved by the Commission. 435 

Q. Has there been any change in the remittance schedule for pass-through taxes 436 

that would invalidate the findings of the Commission in all of its recent electric 437 

formula rate case orders? 438 

A. No.  Mr. Stafford observes in his direct testimony at lines 488-491 that, “…the 439 

Company has not changed its remittance schedule, and therefore the conclusion of 440 

the Commission in Docket Nos. 12-0001 and 12-0293 does not correctly consider 441 

the Commission's finding on the same issue in Docket No. 11-0282.”   442 

Q. Has Mr. Stafford focused upon the CWC outcome in Ameren’s prior gas rate 443 

case, Docket No. 11-0282 for any particular reason? 444 
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A. Yes.  In that case, the Commission approved AIC’s proposed alternative method of 445 

determining Ameren’s CWC requirements associated with pass-through taxes.
8
  446 

However, this alternative method is flawed because it results in an improper CWC 447 

outcome, is completely inconsistent with the actual timing of cash flows associated 448 

with such taxes,  and quite obviously conflicts with the more recent electric formula 449 

rate case Commission orders involving AIC and ComEd.   450 

Q. Why is it appropriate to assign a zero revenue lag to pass-through taxes such 451 

as the Municipal Utility Tax and Energy Assistance Charges? 452 

A. The Company acts only as a collection agent for these taxes, adding pass-through 453 

taxes to customers’ bills and collecting such additional charges for later remittance 454 

to the taxing authorities.  These taxes are imposed on the gross receipts that have 455 

been collected by the utility, rather than upon the value of services provided for 456 

which customer remittances have not yet been collected. 457 

Q. Are pass-through taxes a liability of the Companies that must be paid without 458 

regard to whether taxable revenues have been collected from customers? 459 

A. No.  While I am not an attorney and am providing no legal opinion on the matter, 460 

my review of laws and regulations that provide for the collection and payment of 461 

pass-through taxes by the Company indicates that such taxes are payable based 462 

upon collected revenues.  For example, the Municipal Utility Tax provided for at 65 463 

ILCS 5/8-11-2 is a tax on “Gross Receipts” which is defined at paragraph 4(d) as, 464 

                                                 
8
  Docket No. 11-0282, Final Order, p. 14. 
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“…the consideration received for distributing, supplying, furnishing or selling gas 465 

for use or consumption and not for resale.”  The Energy Assistance Charge has 466 

specific remittance requirements stating, “By the 20
th

 day of the month following 467 

the month in which the charges imposed by the Section were collected, each public 468 

utility, municipal utility and cooperative shall remit to the Department of Revenue 469 

all moneys received as payment of the Energy Assistance Charge...”
9
  These are not 470 

taxes imposed upon the utility while it is providing service, but rather are taxes 471 

payable after the fact when money has been received because customer remittances 472 

have already been collected. 473 

Q. Does AIC’s collection and remittance of Energy Assistance Charges or 474 

Municipal Utility Taxes cause any revenues or expenses to be recorded on the 475 

Company’s books? 476 

A. No.  These amounts appear as balance sheet items recorded in Account 241 – Tax 477 

Collections Payable.
10

 478 

Q. What do you mean by your reference to Mr. Stafford’s creative but incorrect 479 

alternative treatment of pass-through taxes? 480 

A. In prior rate cases, Illinois utilities have advocated the assignment of a full revenue 481 

lag to the cash inflows for collection of pass-through taxes and then measured and 482 

utilized the actual cash payment lead days for such taxes.
11

  After the Commission 483 

                                                 
9
  305 ILCS 20/13(f). 

10
  AIC WP 3 REV, page 4, footnotes 11 and 12. 

11
  See, for example, the direct testimony of Mr. David Heintz (Ameren Ex. 4.0) at pages 17-24 and 

Ameren Ex. 4.2 in ICC Docket No. 12-0001. 
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ruled that no revenue lag should be assigned to the collection of pass-through taxes, 484 

Mr. Stafford now claims to be, “…conceding the revenue lag issue for add on taxes 485 

and reflecting as the expense lead the actual number [of] days after receipt of funds 486 

to remittance, in the calculation of CWC revenue lags and expense lead.”
12

  487 

Notably, Mr. Stafford’s significant modifications to the Energy Assistance Charge 488 

and Municipal Utility Tax payment lead day values, compared to the lead days that 489 

were approved in Docket Nos. 12-0001 and 12-0293 for these taxes, simply claw 490 

back nearly all of the CWC value of this issue said by Mr. Stafford to now be 491 

“conceded”. 492 

Q. The Energy Assistance Charge lead day value now advocated by Mr. Stafford, 493 

at Ameren Ex. 1.3R, App 3, line 19, of 4.00 days is considerably shorter than 494 

the 38.54 lead day value approved by the Commission in Docket Nos. 12-0001 495 

and 12-0293.  What explains Mr. Stafford’s newly proposed 34.54-day 496 

reduction in the lead day value for this pass-through tax? 497 

A. The 34.54-day reduction in payment lead days represents subtraction of the billing 498 

and collection lag portions of the Company’s overall revenue lag of 49.75 days.
13

  499 

The effect of Mr. Stafford’s creative alteration of the payment lead is comparable to 500 

simply assigning most of a revenue lag to the cash used to pay these taxes, a 501 

procedure already determined to be inappropriate by the Commission.  By 502 

subtracting a revenue billing and collection lag from the otherwise applicable pass-503 

                                                 
12

  Ameren Ex. 1.0, lines 484-486. 



Docket No. 13-0301 

Page 24 of 42 

 

 

 

 AG Exhibit 1.0C 

 

 

 

through tax payment lead, Mr. Stafford claws back for the utility most of what was 504 

determined to be unreasonable in all four of the Commission’s most recent formula 505 

electric rate case orders. 506 

Q. Is the clawing back of the same revenue lag components against the Municipal 507 

Utility Tax lead days what causes Mr. Stafford’s alternative lead day value to 508 

now be only 14 days in Ameren Exhibit 1.3R, App 3, line 20, rather than the 509 

48.54 lead days that was approved for this tax in Ameren Illinois in Docket 510 

Nos. 12-0001 and 12-0293? 511 

A. Yes.  Again Mr. Stafford has reduced the Commission-approved payment lead days 512 

for this tax by the revenue billing and revenue collection lag elements, 513 

accomplishing most of the outcome associated with applying a revenue lag to this 514 

tax that the Commission found inappropriate in the referenced previous formula rate 515 

case dockets. 516 

Q. At line 489 of his direct testimony, Mr. Stafford states, “…therefore, the 517 

conclusion of the Commission in Docket Nos. 12-0001 and 12-0293 does not 518 

correctly consider the Commission's finding on the same issue in Docket No. 519 

11-0282.”   Did the Commission affirmatively approve the Company’s 520 

alternative lead day calculation method for pass-through taxes in Docket No. 521 

11-0282, based on the merits of that position? 522 

                                                                                                                                                 
13

  The only portion of the Company’s revenue lag value not clawed back as a reduction to the 

payment lead is the service period revenue lag element of one half month or 15.21 days. 
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A. No.  The Commission expressed a different concern in Docket No. 11-0282 about 523 

the amounts that AIC may actually pay for Energy Assistance Charges (“EAC”) 524 

and stated at page 14 of the Order in that docket: 525 

 The question is whether the additional month that AIC could hold the funds should 526 

be imputed for CWC purposes. If AIC were to change its practices, it would mean 527 

that it would effectively remit no EAC charges to the State for one month. Hence, at 528 

the test year level of EAC charges, in the first year of the change, AIC would remit 529 

about $2.3 million less to the State than it would under its current practices.  AIC 530 

states that this could impact the comprehensive low income energy programs 531 

administered by the Illinois Department of Commerce and Economic Opportunity 532 

with these funds. AIC requests that, in calculating the CWC requirement, the 533 

Commission recognize AIC's past method of remitting this pass-through tax and 534 

avoid any negative impacts on the State, low-income customers, and AIC. Staff, on 535 

the hand [sic], contends that ratepayers should not bear the cost of AIC’s 536 

unnecessary early payment and urges the Commission to base the CWC calculation 537 

on AIC's access to these funds and not the date AIC chooses to remit them. 538 

 The Commission understands Staff's position but is not inclined to adopt it. Given 539 

the circumstances surrounding the EAC, the Commission does not believe that the 540 

adjustment sought by Staff is warranted. The Commission will revisit this issue, 541 

however, if AIC alters its EAC remittance schedule. 542 

 543 

Q. Would Ameren and ComEd be required to skip a month of payments of EAC 544 

or Municipal Utility taxes because of Commission adoption of the actual, 545 

measured payment lead days for pass-through taxes rather than Mr. Stafford’s 546 

alternative reduced lead days value? 547 

A. No.  The correction of the CWC calculation would not obligate the utility to change 548 

its tax payment schedule, although it would reduce the CWC allowance by 549 

removing an erroneous factor. 550 
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Q. To your knowledge, has AIC or ComEd skipped a monthly payment of pass-551 

through taxes because of the Commission’s treatment of such taxes in Docket 552 

Nos. 11-0721, 12-0001, 12-0293 or 12-0321? 553 

A. No. 554 

Q. What payment lead day values has ComEd proposed for Energy Assistance 555 

Charges and Municipal Utility Tax in its pending Docket No. 13-0318 formula 556 

rate update CWC calculation? 557 

A. ComEd Ex. 3.18, App 3 in Docket No. 13-0318 reflects that utility’s lead lag study.  558 

ComEd has accepted and used the same 40.69 lead day values for Energy 559 

Assistance Charges that was approved by the Commission in the prior to formula 560 

rate calculations.  ComEd’s Municipal Utility Tax lead day value has been revised 561 

to 36.02 days, which is comparable to the 40.11 day value most recently approved 562 

in Docket No. 13-0321.  ComEd has not proposed restatement of its Energy 563 

Assistance Charge and Municipal Utility Tax payment lead values to offset for 564 

revenue collection lag days, in the manner proposed by Ameren. 565 

Q. Is there another lead/lag issue from Docket No. 12-0293 that should also be 566 

reconsidered and changed? 567 

A. Yes.  At line 27 of Ameren Exhibit 1.3R, App 3, the Company has included 568 

“Income Taxes (Including Investment Tax Credit Adjustment)” in the amount of 569 

$63,097 (thousand) with an expense payment lead of negative 37.88 days.  An 570 

equal annual amount of cash recovery for income taxes is embedded in total 571 
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“Revenues” at line 1 where it is assigned a Revenue Lag of 49.75 days.  The net lag 572 

for these cash flows is therefore 11.87 days (49.75-37.88 days), which contributes 573 

$2.2 million to the Company’s asserted Cash Working Capital Requirement.
14

  574 

However, Ameren is not presently paying income taxes and therefore has no cash 575 

outflows or CWC requirements associated with income taxes.  Therefore, 2012 576 

Income Tax expenses should be recognized to be completely deferred income tax 577 

expenses, which are non-cash expenses properly removed from the CWC 578 

calculations.  App 3 line 8 should be modified with the caption, “(Less) Deferred 579 

Income Taxes” in the amount $63,097 to reduce the total revenues subject to the 580 

revenue lag day value, with a corresponding deletion of the line 27 Income Taxes 581 

amount of $63,097.  AG Exhibit 1.3, page 2 shows these revisions in a different 582 

format, by eliminating both the revenue lag days and the expense lead days AIC has 583 

assigned to its deferred income tax expenses that should be recognized as non-cash 584 

expense amounts (and not allowed to overstate CWC). 585 

Q. Has ComEd, in its formula rate case filings, including Docket No. 13-0318, 586 

more appropriately accounted for deferred income taxes as a non-cash expense 587 

that should not be allowed to overstate CWC? 588 

A. Yes.  At ComEd Ex. 3.18, App 3, that utility’s lead lag study includes zero “Current 589 

State Income Tax” and negative “Current Federal Income Tax” in the calculation of 590 

                                                 
14

  11.87 net lag days / 365 days in a year yields a Cash Working Capital Factor of .03252055.  This 

factor, when applied to $63.1 million in income tax cash flows produces a $2.2 million CWC impact. 
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CWC, which has the effect of not increasing CWC when the utility is experiencing 591 

income tax loss carryforwards. 592 

Q. Has the Commission addressed the treatment of deferred income taxes for 593 

ComEd and Ameren Illinois within prior rate orders? 594 

A. Yes, but not consistently.  As noted above, ComEd’s recognition of negative 595 

currently payable income taxes due to ongoing tax losses provide a more 596 

appropriate accounting for tax losses than AIC’s lumping together of currently 597 

payable with deferred income tax expenses.  In its Final Order in Docket No. 12-598 

0293 the Commission stated: 599 

 The Commission notes that AG/AARP recommend that the 600 

Commission set the revenue lag days and the expense lead days at 601 

zero, since AIC's adjusted income taxes currently payable are 602 

negative. AG/AARP contend that since more than 100% of AIC's 603 

test year income taxes are actually non-cash deferred income taxes, 604 

there is no current period cash flow that could contribute to CWC. 605 

AG/AARP state that the approach it recommends was the method 606 

adopted by the Commission in Docket No. 11-0721. CUB also 607 

recommends that the Commission set the revenue lag and expense 608 

lead values to zero due to AIC's 2011 adjusted income taxes being 609 

substantially negative, asserting that this is consistent with Docket 610 

No. 11-0721. 611 

 In response, AIC argues that in contrast to ComEd, AIC 612 

calculates income tax expenses based on statutory rates, while 613 

ComEd calculates its income tax expense based on actual rates. 614 

AIC asserts that as the two methodologies are not aligned, it would 615 

be inappropriate to impose the method in the ComEd docket on 616 

AIC.  617 

The Commission finds that AIC, as supported by Staff, has 618 

proposed the appropriate method in this docket for determining the 619 

appropriate income tax lead and lag. The Commission agrees that 620 

it has a long-standing practice of not considering current and 621 

deferred income taxes separately. The Commission finds no 622 

evidence has been presented in this proceeding to cause it to vary 623 
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from this treatment. The Commission recognizes that a different 624 

result was adopted in the ComEd docket, Docket No. 11-0721; 625 

however, the Commission recognized in its Docket No. 12-0001 626 

Order that ComEd and AIC calculate income taxes using different 627 

methodologies. The Commission reiterates that should those 628 

methodologies align in the future, or new evidence be presented, 629 

the Commission will re-visit this issue in future proceedings. 630 

[Order pages 45-46] 631 

 632 

 The Commission’s quite different treatment of the same issue, for two similarly 633 

situations utilities within the same State, is not appropriate.  The same Federal and 634 

State income tax laws and regulations as well as the same GAAP accounting 635 

requirements apply to both ComEd and AIC.  Therefore, the CWC methods applied 636 

to income tax expenses for both utilities should also be the same. 637 

Q. What evidence exists to show that AIC has no income taxes that are currently 638 

payable in 2012? 639 

A. The Company’s filing reflects this fact at AIC WP 3 REV, Page 9, lines 33-36 640 

where “Deferred Taxes” exceed 100 percent of “Total Income Taxes.”   641 

Q. Did Ameren Illinois or its parent Ameren Corporation pay any federal income 642 

taxes for the 2012 tax year? 643 

A. No.  In fact, Ameren Illinois does not expect to pay any federal income taxes until 644 

after 2014, according to the following disclosures in the most recent Ameren 645 

Corporation SEC Form 10K: 646 

As of December 31, 2012, Ameren had approximately $605 647 

million in federal income tax net operating loss carryforwards 648 

(Ameren Missouri - $175 million and Ameren Illinois - $175 649 
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million) and $87 million in federal income tax credit carryforwards 650 

(Ameren Missouri - $11 million and Ameren Illinois - $- million). 651 

These carryforwards are expected to offset income tax liabilities 652 

for Ameren Missouri into 2014, and into 2015 for Ameren and 653 

Ameren Illinois, consistent with the tax allocation agreement.
15

 654 

 655 

 Because AIC is not paying income taxes, it cannot have any CWC investment 656 

associated with federal income tax expenses. 657 

Q. How did AIC determine the 37.88 lead day value that Mr. Stafford has applied 658 

to Income Taxes at Ameren Exhibit 1.3R, App.3, line 27? 659 

A. At the Company’s WPB-8, pages 471 and 472, the proposed lead day values for 660 

federal income tax and state income tax are computed using statutory installment 661 

“Tax Due Date” information, rather than any actual payment data.   This approach 662 

is entirely hypothetical for AIC, because the Company has not been paying income 663 

taxes and does not expect to pay income taxes in the period rate established in this 664 

Docket will be effective. 665 

Q. Should AIC be allowed to include additional CWC in its rate base by inclusion 666 

of test year deferred income tax expenses, applying assumed hypothetical 667 

statutory payment dates to such non-cash expenses within the lead lag study? 668 

A. No.  Cash working capital should be calculated based upon consistently applied 669 

measurement of the timing of cash inflows and outflows.  Deferred income taxes by 670 

definition are not paid out in cash, but instead are deferred for expected payment in 671 

                                                 
15

  Ameren Corporation SEC 10K dated 3/01/13, page 73.  Available at: http://phx.corporate-

ir.net/phoenix.zhtml?c=91845&p=irol-sec-Illinois_Power_Company  

http://phx.corporate-ir.net/phoenix.zhtml?c=91845&p=irol-sec-Illinois_Power_Company
http://phx.corporate-ir.net/phoenix.zhtml?c=91845&p=irol-sec-Illinois_Power_Company
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future tax years.  There can be no CWC requirement if there is no current-period 672 

cash transaction. 673 

Q. Have you prepared an Exhibit to summarize the changes you are 674 

recommending to Ameren’s CWC calculations? 675 

A. Yes.  AG Exhibit 1.3 at page 2 is a spreadsheet calculation that reformats and 676 

summarizes Ameren’s lead/lag study (Ex. 1.3R, App.3), to show the line by line 677 

impact of each cost element included in the Company’s lead/lag study.  I have 678 

included the effect of each lead/lag day value that was approved for AIC by the 679 

Commission in Docket No. 12-0293 within this calculation and have also illustrated 680 

the impact of correcting the treatment of deferred income tax expenses as described 681 

herein.  Lines 1 through 21 and columns (a) through (g) of this calculation replicate 682 

the Company’s results on Ameren Ex. 1.3R App. 3, but combine the Revenue Lag 683 

and Expense Lead for each line item so as to show the overall CWC impact of each 684 

element of the analysis.  This simplified presentation format is useful in isolating 685 

the CWC effects associated with the lead/lag study treatment of each category of 686 

transaction.   687 

After this restatement of the Company’s study, I present at columns (h) 688 

through (l), a side-by-side calculation showing each change I am proposing to 689 

illustrate the resulting differences in CWC.  The cells in columns (h) and (i) are 690 

shaded where an AG/AARP change to study inputs has been made.     691 

 692 
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V. PUBLIC RELATIONS EXPENSES. 693 

    694 

Q. Please describe the adjustment appearing at page 3 of AG Exhibit 1.3. 695 

A. At page 335 of its 2012 FERC Form 1, AIC provided a breakdown of its 2012 696 

“Public Relations Expenses” by payee that total about $905,000 prior to further 697 

apportionments between the electric and gas business.
16

  The adjustment I propose 698 

would remove expenses that were incurred by AIC for the apparent purpose of 699 

corporate image enhancement and the promotion of goodwill.  These expenses are 700 

not reasonable or necessary for the provision of utility services and should be 701 

excluded in setting rates.  702 

Q. How did you determine the Public Relations expenses that should not be 703 

funded by utility ratepayers? 704 

A. The adjustment I propose relies in part upon the Company’s identification of 705 

activities and costs that it considered to be potentially comparable to costs 706 

disallowed by the Commission in Docket No. 12-0293, where the costs have not 707 

been removed by the Company in the calculation of AIC’s asserted test year 708 

revenue requirement.  Additionally, I have identified other Public Relations 709 

expenses within Account 930.2 in the 2012 test year that are also for the principal 710 

purpose of corporate image enhancement and that should not be part of the 711 

Company’s revenue requirement. 712 

                                                 
16

  Sum of AIC 2012 FERC Form 1, page 335, lines 7-18. 
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Q. Why are public relations costs that are incurred by utilities for corporate 713 

image-building or goodwill enhancement not properly included in utility 714 

revenue requirements? 715 

A. In addition to the fact that Section 9-225 of the Public Utilities Act identifies 716 

promotional, political, institutional or good-will advertising as expenses requiring a 717 

Commission finding for recovery, ratepayers should not be charged for public 718 

relations expenses that are entirely discretionary and not needed for the provision of 719 

utility services.  This is particularly true when such activities and costs are incurred 720 

for the primary purpose of enhancing the public image of the corporation, building 721 

relationships in local communities or promoting the utility’s views on public policy 722 

or political issues.   If Ameren elects to incur costs in an effort to enhance its public 723 

image and reputation, these discretionary expenditures should not be included in the 724 

revenue requirement.  Ameren has made no showing that these expenses are 725 

prudent, necessary or cost effective in meeting its public utility service obligation. 726 

Q. Has the Commission recently found that advertising and public relations costs 727 

incurred by AIC that are primarily “promotional advertising” or “goodwill or 728 

institutional advertising” under Section 9-225 should not be included in the 729 

Company’s formula revenue requirement? 730 

A. Yes.  For example, in the Final Order in Docket No. 12-0293, the Commission 731 

found that costs incurred by AIC for its “Focused Energy for Life” (“FEFL”) 732 

advertising campaign, stating: 733 

Many of the work descriptions reinforce the notion that the FEFL 734 

campaign is a branding effort. For example, the work description 735 
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provided for several of the invoices from Simantel reads, "Strategy 736 

and plan integration of promise into communication materials." 737 

(See AIC Ex. 24.3 at 1, 3-8, 10, and 11.) The "promise" referenced 738 

is AIC's promise to provide FEFL. Such a work description is 739 

indicative of FEFL being designed primarily to bring AIC's name 740 

before the general public in such a way as to improve the image of 741 

the utility. Other customer benefits and work descriptions on AIC 742 

Ex. 24.3 reference business retention, business cards for 743 

executives, customer surveys preceding new marketing, and 744 

updated policy posters for employees. How such expenditures 745 

constitute recoverable costs under Section 9-225 is unclear. 746 

 747 

Further indication of Ameren's corporate wide marketing efforts is 748 

discernible from AIC's September 19, 2012 motion seeking 749 

confidential treatment of certain marketing materials found in 750 

AG/AARP Ex. 3.4 and AG/AARP/AIC Cross Ex. 1. At paragraph 751 

13 of the motion, AIC asserts that it competes with alternative 752 

retail electric suppliers ("ARES") in Illinois' deregulated power 753 

supply market, which in AIC's opinion warrants the confidential 754 

treatment of its marketing materials. What is interesting about this 755 

statement, however, is that AIC is a delivery services company and 756 

does not compete against ARES. What competitive interest of AIC 757 

would be harmed from disclosure of the marketing materials is not 758 

clear. But what this argument does indicate to the Commission is 759 

that the marketing effort AIC is concerned about and seeks to pass 760 

the costs of along to delivery service customers is actually a 761 

corporate wide effort to improve Ameren's name recognition and 762 

corporate image.  763 

 764 

Accordingly, the Commission finds that the position of Staff and 765 

CUB regarding FEFL expenses should be adopted. AIC and 766 

Ameren are free to undertake efforts to improve their image and 767 

brand, but they may not recover the costs of doing so from 768 

regulated AIC delivery service customers.  [Order p.64] 769 

 770 

 The Commission also excluded consulting fees charged to AIC by Strategic 771 

International Group (“SIG”) because, “From the evidence at hand, the Commission 772 

cannot conclude that AIC's payments to SIG represent reasonable advertising 773 

expenses that should be recovered from customers. The SIG expenses do not seem 774 
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appropriate for inclusion in Account 909, nor are they appropriate for recovery from 775 

delivery service customers under Section 9-225. Accordingly, Staff's adjustment on 776 

this issue is adopted.”
17

  The Commission also disallowed a listing of “P-Card” 777 

charges incurred by AIC for “jackets and other clothing for employees” and certain 778 

“booth decorations” and “athletic event tickets” that were challenged by Staff and 779 

also required AIC to, “…submit for approval its internal controls on P-Card usage 780 

within 45 days of the entry of this Order.”
18

 781 

Q. Has the Company continued to incur the same types of image enhancement 782 

expenses in the 2012 test year? 783 

A. Yes.  In its response to data request AG 2.11, the Company explained that, in its 784 

filing, certain adjustments were made to eliminate $57,000 for athletic/ticket events 785 

and certain E-store invoices, 
19

 “…based on the Commission’s final orders in 786 

Docket Nos. 12-0001 and 12-0293.”  Then, after objecting to the AG’s question, the 787 

Company also identified certain “potentially comparable” FEFL charges that were 788 

allocated to AIC from AMS for corporate communications services provided 789 

primarily by Simantel totaling about $104,000 and another $109,000 in Strategic 790 

International Group fees that were not adjusted and remain within the test year 791 

revenue requirement.  Additionally, AIC’s review of its P-Card spending revealed 792 

about $5,000 that the Company identified as costs to, “…support community 793 

                                                 
17

  Final Order, page 65. 
18

  Id. pages 66-69. 
19

  The Company’s adjustment is summarized at Ameren Ex. 1.4R, Workpaper 7 and in WPC-2.17. 
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outreach efforts, media contact and on-camera activities and booth presentations.”  I 794 

have included a copy of this data request response within AG Exhibit 1.5.   795 

   The adjustment at AG Exhibit 1.3, page 3 includes for disallowance, at 796 

lines 1 through 3, these three expense totals, based upon the Company’s search for 797 

and identification of potentially comparable expenses for FEFL/Simantel , SIG 798 

group and P-Card expenses incurred in the test year. 799 

Q. In addition to expenses that were viewed as comparable to the Commission’s 800 

recent disallowances, did the Company incur additional Public Relations 801 

expenses in the test year for the primary apparent purpose of enhancing the 802 

public image of the Corporation, building relationships in local communities 803 

or promoting the utility’s views on public policy or political issues? 804 

A. Yes.  Lines 5 through 20 of AG Exhibit 1.3 set forth certain other test year Public 805 

Relations expenses that AIC incurred and has included in its asserted revenue 806 

requirement.  I have included these costs in the AG-proposed adjustment because 807 

they represent discretionary expenses not properly included in the Company’s 808 

revenue requirement in the absence of a showing by AIC that such amounts are in 809 

the best interest of ratepayers and are prudent, reasonable and necessary for the 810 

provision of delivery services in Illinois. 811 

Q. Please describe the Karen Foss Communications L.L.C. charges that appear at 812 

line 5 of AG Exhibit 1.3, page 3. 813 

A. Karen Foss was a television anchorwoman on KSDK in St. Louis from 1979 until 814 

December of 2006 and served as Vice President for public relations for Ameren in 815 
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2007.
20

  According to AIC’s response to data request AG 2.12, Attachment 1, Ms. 816 

Foss’ firm provided “communications consulting” including, “Media training for 817 

communicators on best practicies to share outage information with the media” and  818 

“Provided voice over services for company instructional videos.”   The Company 819 

has not identified any inability of its management to properly “share information 820 

with the media” and  there is no reason why Ms. Foss’ service was needed to 821 

provide voice over services for company instructional videos, which could easiliy 822 

have been done by Company employees at no additional cost.  Therefore, lines 5 823 

through 7 of AG Exhibit 1.3, page 3 eliminate these expenses from test-year 824 

revenue requirements. 825 

Q. What services were provided by Obata Design, Inc., the Public Relations 826 

vendor listed at line 8 of AG Exhibit 1.3, page 3? 827 

A. According to the Company’s response to AG 2.12, Attachment 1, this vendor 828 

provided writing and photography services and, “Formatted for Corporate Social 829 

Responsibility Report for display on Ameren.com.”  This document and the related 830 

video is a summary of the Company’s corporate values and aspirations and explains 831 

Ameren’s position relative to environmental, regulatory, legislative and other public 832 

policy issues.
21

  The costs incurred by the Company to produce and publish this 833 

report are not needed to provide utility services in Illinois and are for the apparent 834 

primary purpose of image enhancement and public policy positioning.  Therefore, 835 

                                                 
20

  See: http://en.wikipedia.org/wiki/Karen_Foss 
21

  Available at: 

http://www.ameren.com/Sustainability/Documents/AmerenCorporateSocialResponsibilityReport.pdf 
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lines 8 through 10 of AG Exhibit 1.3, page 3 eliminate these expenses from test 836 

year revenue requirements. 837 

Q. Why have you proposed to disallow the St. Louis Business Journal costs 838 

incurred by AIC in 2012, at lines 11 through 13 of AG Exhibit 1.3, page 3? 839 

A. This charge is described in AG 2.12, Attachment 1, stating, “As sponsor, speaker 840 

and two conference attendees to 8
th

 Annual Women’s Conference.”  There is no 841 

utility business need to incur these discretionary expenses that are for the apparent 842 

purpose of enhancing the public image of Ameren Corporation  through speeches 843 

and conference attendance. 844 

Q. Please describe your proposed treatment of Simantel charges for Public 845 

Relations work totaling $743,635 that appears on lines 14 through 20 of AG 846 

Exhibit 1.3, page 3. 847 

A. I have eliminated one half of the remaining
22

 jurisdictional electric utility share of 848 

charges from this vendor that were recorded as Public Relations expense, pending 849 

more review and confirmation of the nature of work done for AIC by this vendor in 850 

relation to recorded electric expense amounts in the test year. 851 

   Simantel serves as Ameren’s designated Agent of Record for advertising 852 

production and placement and provides communiciations support to the Company 853 

in communicating with customers and other constituencies across many areas 854 

including design and implementation, strategic planning, employee training, various 855 

corporate public relations projects including photo library, town hall meetings and 856 
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annual report and meeting preparation.
23

 In response to data request AG 2.12(d), 857 

which asked for copies of the proposals, contracts and invoices associated with the 858 

Simantel services that were reflected as Public Relations Expense at FERC Form 1, 859 

page 335, the Company provided voluminous and confidential copies of invoices 860 

from Simantel.  However, the invoices, when combined with the Company’s 861 

response to AG 2.12(f),  provide little detail regarding how the Simantel charges on 862 

each invoice were distributed among Ameren entities including AIC or were further 863 

apportioned between electric and gas on AIC books.  Additionally, because the 864 

Simantel work descriptions on the confidential invoices produced by AIC are 865 

somewhat general, data request AG 5.09 was submitted on June 17, 2013 asking  866 

the Company to provide “illustrative copies of specimen work products for each 867 

individually significant effort” with such documents identified to “correspond to the 868 

costs identified in AG 2.11, Attachment 1.”  At the time this testimony was 869 

prepared on July 2, 2013, the only response received for AG 5.09 stated, “AIC is in 870 

the process of compiling and reviewing the volumnous materials, vouchers and 871 

related work produce, including training videos, artwork, and reports.  Once the 872 

materials have been reviewed for relevance, confidentiality and privilege, AIC will 873 

supplement the response to this request.” 874 

                                                                                                                                                 
22

  Remaining charges are the amounts paid to Simantel in addition to amounts believed to be 

potentially comparable to FEFL campaign activities. 
23

  AIC response to AG 2.12, Attachment 1. 
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Q. Do the confidential Simantel invoices provide any general indication of the 875 

nature of the public relations work performed for AIC in 2012 that supports 876 

removal of such expenses from utility revenue requirements? 877 

A. Yes.  Simantel invoice documentation within AG 2.12, confidential Attachment 4.1, 878 

uses the following terms to describe  some of the discretionary work that was done 879 

for AIC.  These descriptions, while vague, suggest that significant portions of 880 

Simantel’s work in 2012 was not necessary for the provision of regulated electric 881 

delivery service and was motivated primarily by a goal of enhancing the public 882 

image and reputation of Ameren: 883 

 2012 Town Hall Presentations (Att. 4.1, pages 10-14) 884 

 Mission, vision and values posters for General Office (pages 15, 19, 36-38) 885 

 Environmental conditioning concept development (pages 17,18, 20) 886 

 Developing Point of View Reports (page 25-29) 887 

 Community Connections Volunteer Strategy (page 30) 888 

 Internal Training Messages – Corporate Positioning (page 34-35) 889 

 Online Reputation Management Plan (page 39) 890 

 Similarly discretionary and non-essential work by Simantel was described very 891 

generally in confidential invoices included in AG 2.12, Attachment 4.2 with the 892 

following terminology: 893 

 Diversity Department Banner Development (Att. 4.2, pages 1-2) 894 

 Design Ameren Volunteer T-shirts (page 16) 895 

 Design President’s Performance Leadership Award mark/patch (page 17-18) 896 
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 Washington University clean coal research/report (page 32-33) 897 

 Design Methane to Megawatts TV message (page 35) 898 

 Develop Ameren Christmas Card (page 37) 899 

 I have included copies of the AIC responses to AG 2.11 and 2.12, excluding the 900 

more voluminous and confidential attachments, within AG Exhibit 1.5. 901 

Q. Please describe in more detail the adjustment to Strategic International Group 902 

(“SIG”) fees that appears at line 2 of AG Exhibit 1.3, page 3. 903 

A. In response to AG 2.11(d), AIC stated that “Strategic International Group fees of 904 

$109,080 were included in the test year revenue requirements as a part of Account 905 

909.  Monthly meetings with AIC were held to plan work schedules and review 906 

progress.  These expenses were not removed and included consulting and  907 

management services specific to AIC in the area of community and customers 908 

relations.”  In the confidential response to data request BAP 8.01, Attachment 1, 909 

pages 7 and 8, the “Scope of Work Number ” for SIG was described as, “Scope of 910 

Project from March 1, 2011 to February 29, 2012, Strategic International Group 911 

will provide consulting and management services specific to issues facing the Client 912 

in the areas of government relations and issues management, it is expressly 913 

understood that the Services under this contract shall not include any lobbying 914 

activities as defined by local, state and federal laws.”  For these services, Ameren 915 

agreed to compensate SIG $15,000 per month for the duration of this Agreement. 916 

   When asked in data request AG 5.11 to provide “[c]opies of illustrative 917 

work products for each of this vendor’s individually significant efforts in 2012…” 918 
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the Company produced no documents and stated, “Regular meetings were held to 919 

discuss ongoing customer communications in areas of community and customer 920 

relations and issue management.  No written work products were developed.  921 

Meeting notes were not taken.”  In the absence of any documentation to support the 922 

reasonableness of these costs, they are removed in the AG-proposed adjustment. 923 

 A copy of the Company’s response to AG 5.11 is also contained within AG Exhibit 924 

1.5. 925 

 926 

VI.   CONSTRUCTION WORK IN PROGRESS. 927 

 928 

Q. What is the purpose of the adjustment you proposed at AG Exhibit 1.3, page 929 

4? 930 

A. Ameren has proposed rate base inclusion for certain construction projects that were 931 

included in its per books balance of Construction Work in Progress (“CWIP”) 932 

because such projects were not earning AFUDC as of December 31, 2013.  These 933 

projects are listed at Ameren Ex. 1.4R at Workpaper 15, with a total cost of 934 

$604,097 being proposed for rate base inclusion.  The Company has identified 935 

certain outstanding Accounts Payable vendor charges related to several of the listed 936 

projects, in the amounts set forth at line 1 of AG Exhibit 1.3, page 4.  The existence 937 

of these Accounts Payable balances means that vendors rather than shareholders 938 

have funded a portion of these CWIP investments as of year-end.  To recognize this 939 

non-shareholder funding for CWIP, I have quantified the adjustment needed to 940 
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reduce Ameren’s asserted rate base for CWIP that is not subject to AFUDC and that 941 

has not been funded by AIC investors because of vendor-supplied financing. 942 

Q. How did you determine which of AIC’s CWIP projects were funded by 943 

Accounts Payable? 944 

A. In its response to AG 5.01, Attachment 1, the Company provided the necessary 945 

information to quantify this adjustment.  I have included a copy of this response in 946 

AG Exhibit 1.6. 947 

Q. Is your adjustment to recognize Accounts Payable Related to CWIP identical 948 

in concept to the treatment afforded another element of AIC’s asserted rate 949 

base? 950 

A. Yes.  At Schedule B-8.1, the Company reduces its average per books General 951 

Materials and Supplies Balances for the estimated amount of “related accounts 952 

payable” associated with such balances.  This has the effect of ensuring that 953 

ratepayers are not forced to pay a rate base return on Materials and Supplies 954 

investments that are actually supported by unpaid vendors’ account payable 955 

balances, rather than utility investor-supplied capital. 956 

Q. Has the Commission previously concluded that CWIP allowed into rate base 957 

should be reduced to account for related Accounts Payable balances? 958 

A. Yes.  In its order in AIC Docket No. 12-0001, the Commission stated:  959 

 First, the Commission agrees that Staff's original adjustment to remove 960 

projects duplicated in projected plant and CWIP not subject to 961 

AFUDC is reasonable and is adopted by the Commission. Next, the 962 

Commission agrees with Staff and AG/AARP that the additional 963 

adjustment to remove Accounts Payable associated with the remaining 964 

project included in CWIP not subject to AFUDC is necessary since 965 
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such vendor financing is not a shareholder cost that needs a rate base 966 

return. This conclusion is also consistent with the Commission's 967 

treatment of a similar issue in Docket No. 11-0721. [Final Order p. 73] 968 

 969 

Q. Is your adjustment to CWIP consistent with the Commission’s conclusions 970 

quoted above? 971 

A. Yes.  A utility’s investment in CWIP is recorded on an accrual basis at the end of 972 

each month, even though part of the month end balance includes expected charges 973 

from vendors to the project that have not yet been paid by AIC.  As noted by the 974 

Commission, “such vendor financing is not a shareholder cost that needs a rate base 975 

return.” 976 

Q. Has AIC made both of the two adjustments to CWIP that were approved by 977 

the Commission in Docket Nos. 12-0001 and 12-0293? 978 

A. No.  According to Mr. Stafford’s direct testimony, “The amount of CWIP included 979 

in rate base has been adjusted to remove amounts included in the Company's 2013 980 

projected plant additions, but has not been adjusted to remove the accounts payable 981 

portion of such CWIP at year-end, due to the time lag between investment by the 982 

Company, and reimbursement of such costs in rates.”
24

 983 

Q. Do you agree with Mr. Stafford that the “time lag between investment by the 984 

Company and reimbursement of such costs in rates” justifies ignoring the 985 

payables associated with CWIP? 986 

A. No.  The projects included in CWIP are not being “reimbursed in rates”, but rather 987 

an allowance for AIC’s ongoing investment in CWIP that cannot earn AFUDC is 988 

                                                 
24

  Ameren Ex. 1.0, page 22, lines 448-452. 
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being allowed to earn a return continuously through approved rate levels.  The 989 

listing of discrete CWIP projects that do not earn AFUDC is constantly changing 990 

and continuously creates new additions to Plant in Service as each new project is 991 

completed and placed into service.  The formula ratemaking process under EIMA 992 

provides an allowance for projected net additions to Plant in Service and then a full 993 

reconciliation to ensure that such added plant is afforded the allowed return.  Mr. 994 

Stafford’s argument that some “time lag” exists with regard to CWIP ignores the 995 

effect of the formula ratemaking process and does not support ignoring the accounts 996 

payable that are associated with the Company’s non-AFUDC eligible CWIP 997 

projects. 998 

 999 

VII.   CONCLUSION AND RECOMMENDATION. 1000 

 1001 

Q. What is your recommendation regarding the initial revenue requirement to be 1002 

determined for Ameren in this Docket? 1003 

A. I recommend that AIC’s delivery service revenue requirement be adjusted to reflect 1004 

the recommended changes described in my testimony.  This amount should be 1005 

further modified for any Commission-approved ratemaking adjustments proposed 1006 

by the Staff and other parties, that are not addressed in my or Mr. Effron’s Direct 1007 

Testimony. 1008 

 1009 

Q. Does this conclude your testimony at this time? 1010 
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A. Yes.  1011 


