
Ameren Exhibit18.0 (2d Rev.) 
 

ILLINOIS COMMERCE COMMISSION 

DOCKET No. 13-0301 

 

 

REVISED SURREBUTTAL TESTIMONY 

OF 

RONALD D. STAFFORD 

 

 

 

 

 

Submitted On Behalf 

Of 

AMEREN ILLINOIS COMPANY 

d/b/a Ameren Illinois 

 

 

 

 

 

SEPTEMBER 17, 2013 

Docket Nos. 13-0501/0517 (cons.) 
Ameren Exhibit 2.2 
Page 1 of 25



Ameren Exhibit 18.0 (2d Rev.) 
 

 

TABLE OF CONTENTS 

 Page No. 

	   INTRODUCTION AND WITNESS QUALIFICATIONS ................................................. 1	  I.
	   PURPOSE AND SCOPE ...................................................................................................... 1	  II.

	   REVENUE REQUIREMENT AND RATE BASE .......................................................... 2	  III.
A.	   Surrebuttal Revenue Requirement and Rate Base without Section 9-201 
Formula Template Changes ............................................................................................. 3	  
B.	   Surrebuttal Revenue Requirement and Rate Base with Section 9-201 Formula 
Template Changes ............................................................................................................. 4	  

	   STAFF’S DEVELOPMENT OF ITS PROPOSED REVENUE REQUIREMENT ...... 5	  IV.

	   AGREED ISSUES AND ACCEPTED ADJUSTMENTS ................................................. 7	  V.
A.	   Purchases – Other ..................................................................................................... 7	  
B.	   Company Use of Fuels ............................................................................................... 8	  
C.	   Supply Cost Adjustments Under Rider PER ......................................................... 9	  
D.	   Incentive Compensation – Derivative ................................................................... 10	  
E.	   Reporting Requirements ......................................................................................... 11	  
F.	   Adjustment to Industry Dues Expense .................................................................. 11	  
G.	   Adjustments to Construction Work in Progress - Accounts Payable ................ 12	  
H.	   Adjustment to Miscellaneous Distribution Expense ............................................ 13	  
I.	   Adjustment to SIG Costs ......................................................................................... 14	  

	   ADJUSTMENTS PROPOSED BY MORE THAN ONE PARTY ................................ 14	  VI.
A.	   Adjustments for Accrued Vacation Reserve ........................................................ 14	  
B.	   Adjustments to ADIT for Metro East Asset Transfer ......................................... 17	  
C.	   Reconciliation Interest Charges ............................................................................. 25	  
D.	   Return on Equity Collar Computation ................................................................. 34	  

	   RESPONSE TO STAFF .................................................................................................. 40	  VII.

A.	   Uncollectible Expense ............................................................................................. 40	  
B.	   Adjustment for Deprecation Expense ................................................................... 40	  
C.	   Recommendation Regarding Rate Case Expense ................................................ 41	  
D.	   Adjustment to Materials & Supplies and Customer Deposits ............................ 43	  
E.	   OPEB Contra-Liability ........................................................................................... 44	  

Docket Nos. 13-0501/0517 (cons.) 
Ameren Exhibit 2.2 
Page 2 of 25



Ameren Exhibit18.0 (2d Rev.) 
 

 ii 

F.	   Reduce Miscellaneous General Expense ............................................................... 47	  
G.	   Purchase Accounting .............................................................................................. 49	  

	   RESPONSE TO AG ........................................................................................................ 59	  VIII.
A.	   Miscellaneous Operating Revenue ........................................................................ 59	  

	   ADDITIONAL CONCERNS AND RECOMMENDATIONS ...................................... 61	  IX.
A.	   AIC Exhibits, Workpapers, and Data Request Responses .................................. 61	  

	   OPEN ITEMS ...................................................................................................................... 62	  X.
	   CONCLUSION .................................................................................................................. 63	  XI.

 

Docket Nos. 13-0501/0517 (cons.) 
Ameren Exhibit 2.2 
Page 3 of 25



Ameren Exhibit 18.0 (2d Rev.) 
Page 2 of 63 

  

 

• Ameren Exhibit 18.1 Surrebuttal Revenue Requirement without Section 9-201 24 
Formula Template Changes  25 

• Ameren Exhibit 18.2 Workpapers in support of Exhibit 18.1 Surrebuttal Revenue 26 
Requirement 27 

• Ameren Exhibit 18.3 Surrebuttal Revenue Requirement with Section 9-201 28 
Formula Template Changes 29 

• Ameren Exhibit 18.4 Workpapers in support of Exhibit 18.3 Surrebuttal Revenue 30 
Requirement 31 

Q. How is AIC presenting its surrebuttal revenue requirement? 39 

 On August 19, 2012, AIC made a tariff filing under Section 9-201 of the Public Utilities A.40 

Act (Act) to implement certain changes to the formula rate structure and protocols, as further 41 

discussed by AIC witness Mr. Robert J. Mill.  If the tariff and template changes are approved on 42 

or before December 1, 2013, then AIC would utilize that template in developing its revenue 43 

requirement.  If the changes are not approved by December 1, AIC would utilize the current 44 

template.  Thus, AIC is presenting two revenue requirements on surrebuttal.  Exhibit 18.1 45 

presents AIC's surrebuttal revenue requirement without the Section 9-201 Formula Template 46 
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Changes filed with the Commission on August 19, 2013.  Exhibit 18.3 presents AIC's surrebuttal 47 

revenue requirement with the Section 9-201 Formula Template Changes.  48 

A. Surrebuttal Revenue Requirement and Rate Base without Section 9-201 49 
Formula Template Changes 50 

Q. What are AIC’s surrebuttal revenue requirement and rate base for the Filing Year1 51 

without Section 9-201 Formula Template Changes? 52 

 As shown on Ameren Exhibit 18.1, Sch. FRA-1, without template changes, AIC’s A.53 

electric formula rate surrebuttal revenue requirement for the Filing Year is $782,510,000 and 54 

AIC's rate base is $2,043,037,000.  The change in revenue requirement for the Filing Year results 55 

in a revenue increase of $17,634,000 before gross-up for uncollectibles.  56 

Q. What are AIC’s total surrebuttal revenue requirement, rate base and Reconciliation 57 

with Interest for the Reconciliation Year without Section 9-201 Formula Template 58 

Changes? 59 

 As shown on Ameren Exhibit 18.1, Sch. FR A-1 REC, without template changes, AIC’s A.60 

electric formula rate surrebuttal revenue requirement for the Reconciliation Year is $774,959,000 61 

and AIC's rate base is $2,009,027,000.  The Reconciliation with Interest calculation is 62 

summarized on Ameren Exhibit 18.1, Sch. FR A-4.  The Variance Before ROE Collar (Collar) 63 

adjustment is $(47,931,000).  The ROE Collar adjustment is $0.  After application of interest at 64 

the weighted average cost of capital (WACC) rate, the Reconciliation with Interest is 65 

                                                

1 Filing Year Revenue Requirement may also be referred to as Initial Rate Year Revenue Requirement or 2014 
Initial Rate Year Revenue Requirement. 
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$(56,376,000).  The Reconciliation with Interest and ROE Collar adjustments are also 66 

summarized on Sch. FR A-1.  67 

Q. What is the resulting change in net revenue requirement after consideration of the 68 

Filing Year and Reconciliation Year amounts, with Interest and the ROE Collar? 69 

 As shown on Ameren Exhibit 18.1, Sch. FR A-1, Line 27, the Change in Net Revenue A.70 

Requirement From Prior Year before Uncollectible Gross Up, without template changes, is 71 

$(38,742,000).  After uncollectible gross up, the Change in Net Revenue Requirement From 72 

Prior Year is $(39,006,000).  This change reflects a net reduction in customer rates from those 73 

currently in effect. 74 

B. Surrebuttal Revenue Requirement and Rate Base with Section 9-201 75 
Formula Template Changes 76 

Q. What are AIC’s surrebuttal revenue requirement and rate base for the Filing Year 77 

with the Section 9-201 Formula Template Changes? 78 

 As shown on Ameren Exhibit 18.3, Sch. FR A-1, with template changes, AIC’s Electric A.79 

formula rate surrebuttal revenue requirement for the Filing Year is $798,217,000 and AIC's rate 80 

base is $2,042,230,000.  The Change in Filing Year Revenue Requirement before Uncollectible 81 

Gross Up results in a revenue increase of $33,341,000.  The Change in Filing Year Revenue 82 

Requirement after Uncollectible Gross Up results is $33,568,000.  83 
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Q. What are AIC’s total surrebuttal revenue requirement, rate base and Reconciliation 84 

with Interest for the Reconciliation Year with the Section 9-201 Formula Template 85 

Changes? 86 

 As shown on Ameren Exhibit 18.3, Sch. FR A-1 REC, with template changes, AIC’s A.87 

Electric formula rate surrebuttal revenue requirement for the Reconciliation Year is 88 

$776,248,000 and rate base is $2,009,027,000.  The Reconciliation with Interest calculation is 89 

summarized on Ameren Exhibit 18.3, Sch. FR A-4.  The Collar adjustment is $(46,642,000).  90 

The ROE Collar adjustment is $0.  After application of interest at the WACC rate, the 91 

Reconciliation with Interest is $(54,860,000).  The Reconciliation with Interest and ROE Collar 92 

adjustments are also summarized on Sch. FR A-1.  93 

Q. What is the resulting net revenue requirement after consideration of the Filing Year 94 

and Reconciliation Year amounts, with Interest and the ROE Collar? 95 

 As shown on Ameren Exhibit 18.3, Sch. FR A-1, Line 30, Net Revenue Requirement is A.96 

$743,584,000.  Prior Year Net Revenue Requirement is $764,512,000.  The Change in Net 97 

Revenue Requirement From Prior Year is $(20,928,000).  This change reflects a net reduction in 98 

customer rates from those currently in effect. 99 
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C. Reconciliation Interest Charges  509 

Q. In Rebuttal Testimony you indicated that changing the reconciliation interest 510 

charges as proposed by Mr. Brosch and Mr. Effron would require a formula template 511 

change.  Do they agree with you? 512 

 They conclude that the issue is really a legal question.  But Mr. Effron does not appear to A.513 

have any concern with addressing his proposal in a separate Section 9-201 proceeding, stating 514 

"the extent that the use of the net-of-tax reconciliation balance in the calculation of interest 515 

requires any changes to the formula rate template that cannot be accommodated in the present 516 

docket, such changes can be incorporated into the docket addressing the AIC filings pursuant to 517 

Section 9-201."  518 

Q. Mr. Effron goes on to argue, however, that "is my understanding that 519 

determination of the appropriate method to apply in these circumstances is within the 520 

purview of the Commission, and the Commission can make a determination of the 521 
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accounting and ratemaking principles that are appropriate in the circumstances." Mr. 522 

Brosch makes a similar argument.  Do you agree? 523 

 To the extent he is arguing the Commission has wide discretion to decide this issue, no.  A.524 

The EIMA provides a comprehensive scheme for formula ratemaking, and sets out detailed 525 

requirements for how formula rates are determined.  As I explained in my Rebuttal Testimony, 526 

the EIMA has an express provision for the calculation of reconciliation interest.  There is no 527 

provision for an adjustment to the reconciliation calculation of the sort Mr. Effron proposes.  528 

Under the circumstances, I do not understand the Commission to be able to adopt adjustments 529 

not authorized by the EIMA.  530 

Q. Does Mr. Effron clarify whether his adjustment applies to the entire reconciliation 531 

balance or just the calculated interest amount? 532 

 He does.  He states that "the interest should be calculated on the reconciliation adjustment A.533 

net of applicable deferred income taxes" but that he "made no mention of reducing the 534 

reconciliation balance to be recovered or refunded."  As a result, I now understand his 535 

adjustment is only to the calculated interest amount. 536 

Q. What do Mr. Brosch and Mr. Effron recommend regarding the calculation of 537 

interest on reconciliation adjustments?  538 

 Mr. Brosch and Mr. Effron continue to propose that, in the case of both under-recoveries A.539 

and over-recoveries, when determining the reconciliation interest amount, the reconciliation 540 

balance be reduced by the applicable tax rate to derive a reconciliation balance net of deferred 541 

income taxes before application of the reconciliation interest rate.  542 
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Q. Are their rationales consistent? 543 

  It is not clear.  Mr. Brosch disagrees with my testimony that there is "no source of cash" A.544 

to support AG's proposed netting and he claims "changes in ADIT balances provide incremental 545 

cash flow."  Mr. Effron states "it’s not that the recording of deferred taxes by itself provides a 546 

cash benefit, but rather that the deferred tax balance represents the cash benefit to the Company 547 

of the reduced income taxes currently payable."  Mr. Brosch claims changes in ADIT balances 548 

provide cash, while Mr. Effron claims the deferred tax balance is the source of cash.  These two 549 

claims appear to conflict with each other and as discussed below, do not support an adjustment to 550 

the Reconciliation Computation.   551 

Q. Mr. Effron claims he did not testify that deferred income taxes recorded by the 552 

Company on any reconciliation under-recoveries will provide a source of cash to the 553 

Company.  Please respond. 554 

 I understand Mr. Effron to argue that if the reconciliation represents an under-recovery, A.555 

the current income tax expense will be lower than it would have been in the absence of the 556 

under-recovery and that the reduction to income taxes currently payable is a real cash benefit that 557 

should be recognized in the calculation of interest on the reconciliation balances.  (AG Ex. 4.0, p. 558 

11.)  Mr. Effron is incorrect.  The real cash benefit is realized when the Company gets real cash 559 

from collection of reconciliation balances with interest, as I discussed in my Rebuttal Testimony.  560 

An accounting entry to record deferred taxes is just that – an accounting entry.  Real cash comes 561 

from cash receipts and those cash receipts will be not realized until the reconciliation amounts 562 

with interest are collected in revenues in future periods, or conversely if amounts are to be 563 
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refunded, real cash is realized by customers via lower revenues, and income taxes payable are 564 

reduced. 565 

Q. Mr. Brosch and Mr. Effron claim that there is real cash from deferred income taxes.  566 

One claims the benefit is in the change in ADIT and the other claims the benefit is in the 567 

balance for ADIT.  Do you agree? 568 

 Neither the ADIT balance nor the change in ADIT represents actual cash in hand.  It is A.569 

fundamental to utility ratemaking that income tax benefits are normalized in rates as the 570 

underlying asset or liability giving rise to the deferred tax benefit is amortized or depreciated. 571 

The most common example of this normalization is the difference between tax and book 572 

depreciation on utility plant assets included in rate base.  The associated ADIT is deducted from 573 

rate base not because the ADIT balance itself, or the change in the ADIT balance, has generated 574 

a real source of cash, but rather because the benefits of accelerated tax depreciation rates have 575 

resulted in the Company being allowed to reduce its current income taxes payable.  This benefit 576 

is not flowed through rates immediately, but is normalized, or averaged, in rates to correlate 577 

more closely with the useful life of the underlying assets giving rise to the tax deduction.  Said 578 

another way, the Company has already received the cash benefit from lower income taxes, and 579 

that tax benefit is a real source of cash, captured through accrual accounting as a temporary 580 

timing difference in ADIT that is deducted in rate base.  ADIT, or changes in ADIT, is not a 581 

source of cash. 582 

Q. Mr. Effron claims "The only reason that the Company gets interest on under-583 

recovered reconciliation balances is that the balance represents revenues foregone … by 584 

the Company because the revenue requirement in effect for a given year was less than the 585 
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actual revenue requirement for that year.  By the same token, the deferred taxes on that 586 

reconciliation balance represent the reduction to taxes currently payable because the 587 

revenue requirement in effect was less than the actual revenue requirement for that year."  588 

Do you agree with this comparison? 589 

 I agree with Mr. Effron’s first statement that interest is collected on under-recovered A.590 

reconciliation balances because those balances represent revenues foregone when the revenue 591 

requirement in effect for a given year was less than the actual revenue requirement.  I disagree 592 

with his second point.  Deferred taxes on the reconciliation balance represent a temporary timing 593 

difference that reverses when the under-recovered reconciliation amounts are recovered in rates. 594 

Q. Do you have any other comments regarding Mr. Effron’s second point above? 595 

 Yes, his proposals to deduct ADIT from the balance used to calculate interest on the A.596 

reconciliation fail to address the reversal of the temporary timing difference for the ADIT 597 

deduction they propose.  Further, it is unclear where the cash to pay income taxes on interest 598 

income on an under-recovered balance, or cash to pay income tax expense on over-recovered 599 

balances will come from, under their proposals.  600 

Q. Please explain what you mean when you say that the AG's proposal does not 601 

address the reversal of temporary timing differences. 602 

 ADIT related to utility plant represents a temporary timing difference that is not flowed A.603 

through rates immediately, but is normalized or averaged in rates to correlate more closely with 604 

the useful life of the underlying assets giving rise to the tax deduction.  Neither Mr. Brosch nor 605 

Mr. Effron has proposed to normalize their ADIT deduction and, furthermore, there is no 606 

opportunity to do so, because the reconciliation calculation is performed one time in each 607 
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calendar year.  In this proceeding, that one-time calculation is for the 2012 reconciliation 608 

balance.  There is no opportunity to normalize, or amortize, the ADIT reduction that the AG 609 

proposes in this case.  The absence of a reversal for the reconciliation interest cost recovery 610 

causes the AG’s ADIT adjustment to result in an arbitrary reduction not consistent with 611 

ratemaking practice for temporary timing differences giving rise to ADIT balances under accrual 612 

accounting. 613 

Q. Please comment on AG’s unwillingness to specify a source of cash to pay interest 614 

income, or refund cash for interest expense, on the reconciliation balance. 615 

 Quite simply, if interest on the reconciliation is calculated net of income taxes, as AG A.616 

proposes, there will not be a source of cash to pay the full amount of income taxes on interest 617 

income, or refund income taxes on interest expense.  I provide an example of this at pages 36-37 618 

of my Rebuttal Testimony. 619 

Q. Did either Mr. Brosch or Mr. Effron respond to your hypothetical example? 620 

 Yes.  First, both Mr. Brosch and Mr. Effron take issue with the applicability of the A.621 

example.  I intended the hypothetical to be a simpler, more readily-understood example of the 622 

principles governing the discussion; it is not intended to be a perfect analogue.  Second, both Mr. 623 

Brosch and Mr. Effron assert that the deferred taxes in this example would result in actual cash 624 

benefits to the mortgage company described in my hypothetical.  For the reasons I explained 625 

above and in my Rebuttal Testimony, deferred taxes do not result in a cash benefit.  The 626 

reduction in current income taxes payable is the actual source of the cash benefit. 627 
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Q. Mr. Effron states that his proposal can benefit the utility: that when there is an 628 

over-collection, netting ADIT against the reconciliation balance will result in a reduction of 629 

interest expense, which "clearly is beneficial to the utility and its shareholders."  Do you 630 

agree? 631 

 Superficially, Mr. Effron is correct that under his proposal, the utility would pay less in A.632 

interest expense in an over collection situation.  But this is not a utility benefit, but a ratepayer 633 

detriment.  Moreover, his point overlooks the purpose of the reconciliation, which is to allow the 634 

utility to recover the full reconciliation balance, with interest (in an under-collection), or allow 635 

the ratepayer recover the full reconciliation balance, with interest (in an over-collection).  In 636 

providing for interest, the EIMA's reconciliation provision compensates the utility or ratepayer 637 

for the time value of money, which the EIMA has determined is the WACC.  The AG’s 638 

approach, however, modifies the calculation of interest on the reconciliation to be something less 639 

than the WACC, because the overall interest amount on the reconciliation balance is lower.  Not 640 

only is this inconsistent with the EIMA, it is a detriment to ratepayers who receive less interest 641 

than they would otherwise.   642 

Q. What is Mr. Brosch's characterization of his position? 643 

 He states that in over-collection situations, the utility has more cash revenue in hand by A.644 

virtue of its over-collection of its overall costs, but must use some of this extra cash to pay 645 

additional income taxes that cannot be eliminated on its tax return.  Thus, he testifies, the net 646 

cash available to the utility in years when over-collection has occurred is the gross amount of 647 

such excess revenues, reduced by the income taxes payable on that excessive revenue.  In an 648 

under-collection situation, he posits the reverse: the utility has reduced taxable revenues that 649 
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create immediate and offsetting cash income tax savings relative to the taxes that will later be 650 

due when the reconciliation revenues are collected from customers.  This occurs because the 651 

regulatory asset that is recorded is to recognize additional book revenues that can be collected 652 

through the reconciliation process is not includable in taxable income.  During the reconciliation 653 

recovery period, the accrued regulatory asset is ratably reversed to recognize that the billed 654 

revenues then being recovered were actually recorded on the books in a prior period.  The 655 

offsetting ADIT balance is also ratably reversed during the recovery period to account for the 656 

higher taxable income caused by delayed rate recovery of the reconciliation revenue amounts 657 

that were not previously taxed.  Mr. Brosch concludes that on the utility’s income tax return, 658 

however, the recorded revenue reconciliation accruals are not recognized.  Instead, the 659 

incremental cash revenue arising from any over or under-recovery of the overall cost of service 660 

is currently taxable.  This is why the utility’s actual amount of invested capital in the regulatory 661 

asset or liability is properly quantified on a net of tax basis. 662 

Q. Do you agree with his analysis? 663 

 As a matter of accounting, yes.  I also agree with Mr. Brosch that a utility’s actual A.664 

amount of invested capital in the regulatory asset or liability is properly quantified on a net of tax 665 

basis for financial reporting where the Company is recording a change in revenues to be 666 

collected, or refunded, in a future period.  To the extent Mr. Brosch believes this testimony 667 

somehow supports his proposal to calculate reconciliation interest net of tax, however, he is 668 

incorrect.  As I stated above and in my Rebuttal Testimony, the Company’s invested capital is 669 

the full reconciliation balance – no more and no less.  Invested capital is not the reconciliation 670 

balance net of tax when the revenue collected and income taxes paid or refunded are deferred to 671 
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future periods.  As Mr. Brosch apparently recognizes in the above discussion, the income tax 672 

benefit is not realized until revenues are collected or refunded.     673 

Q. Under traditional or formula ratemaking, is interest applied to invested capital net 674 

of tax, as AG proposes for the reconciliation interest calculation? 675 

 No.  The full amount of interest is applied to invested capital to provide sufficient funds A.676 

from revenues to pay interest on debt used to finance rate base investment. 677 

Q. Mr. Brosch appears to concede that there is no cash received from deferred taxes, 678 

but states that the proper focus for analysis is the timing of cash receipts of revenues and 679 

cash payments for taxes.  How do you respond? 680 

 I agree that the proper focus is cash receipts of revenues and cash payments for taxes.  He A.681 

appears to agree with me that the Company has more cash revenue when reconciliation balances 682 

have been over-collected and less cash on hand when balances have been under-collected. 683 

Q. However, Mr. Brosch claims that your testimony that “If the Company had billed 684 

and collected the revenues that corresponded to the recording of deferred income taxes, 685 

then there would be actual cash in hand.  Under that scenario, the deferral of income tax 686 

payments would generate cash benefit” makes his point.  Do you agree? 687 

 No.  If the Company had billed and collected the revenues, there would be cash on hand A.688 

to pay current income taxes.  The source of cash is not the recording of deferred income taxes. 689 

The source of cash is revenues collected. 690 
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Q. Please summarize AIC's position on this issue. 691 

 AG’s proposal to calculate the reconciliation interest net of income taxes is flawed for a A.692 

number of reasons as I have discussed in my Rebuttal and Surrebuttal Testimony.  Their proposal 693 

is inconsistent with the approved formula rate template, does not comport with a reading of the 694 

EIMA, does not provide the Company with the correct amount of cash to pay income taxes on 695 

reconciliation interest income on under-collected balances or refund to ratepayers the correct 696 

amount of reconciliation interest expenses on over-collected balances, effectively lowers the 697 

interest rate on reconciliations from the statutorily approved WACC – to the detriment of the 698 

utility and ratepayers, and is inconsistent with traditional and formula ratemaking with regard to 699 

interest on debt used in support of rate base investment.  700 

D. Return on Equity Collar Computation  701 

Q. Please summarize Mr. Effron's position with respect to the ROE collar 702 

computation.  703 

 Mr. Effron continues to argue that average rate base, instead of year-end rate base, should A.704 

be used to determine the return on equity in the collar calculation.   705 

Q. Does Staff agree with Mr. Effron? 706 

 No.  Staff agrees with the mechanics of AIC's approach.  Ms. Ebrey proposed a change to A.707 

the collar calculation that utilizes actual operating expenses, rate base and capital structure for 708 

2012, inclusive of ratemaking adjustments proposed by Staff.  She states that the Company did 709 

not take issue with the mechanics of the computation, and notes that she believes Staff and the 710 

Company agree that the final inputs will reflect the Commission's conclusions on all issues.  711 
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Thus, Staff and the Company are essentially in agreement on the formula to be applied, while 712 

Mr. Effron disagrees.  713 

Q. Did Mr. Effron respond to your claim that his proposed change to the collar 714 

computation would require a template change and so must be accomplished in a Section 9-715 

201 filing? 716 

 Yes.  He says he does not consider it a "substantive" issue, in part because he claims that A.717 

AIC is "also proposing certain changes to the Commission approved formula rate template in the 718 

present case" as set forth in response to Staff Data Request TEE-13.01.  However, he does 719 

acknowledge that his proposal could be addressed in a separate Section 9-201 filing. 720 

Q. Is he correct that AIC is proposing changes to the formula rate template in this 721 

case? 722 

 No.  TEE 13.01 was a list and description of changes AIC intended to propose (and has A.723 

since proposed) in a separate Section 9-201 filing.  AIC has not proposed any changes to the 724 

approved formula rate template in this proceeding.  725 

Q. Substantively, is Mr. Effron's proposal to use average rate base in the collar 726 

calculation appropriate? 727 

 No.  As I stated in my Rebuttal Testimony, Mr. Effron's proposal creates a mismatch that A.728 

will result in an inaccurate ROE collar calculation.  Essentially, he proposes to apply year-end 729 

capital structure ratios to an average rate base amount.  This would produce something other than 730 

a year-end common equity balance, which is required by Section 16-105(c) of the Act.  731 
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Q. Mr. Effron claims your hypothetical example "has nothing to do with the use of an 732 

average vs. year end rate base.  It is actually directed at the convention of using only the 733 

year-beginning and year-end rate base values to determine the average."  Please respond. 734 

 No party disputes that the reconciliation requirement under Public Act 098-0115 (PA A.735 

098-0115) is based on year-end rate base and year-end capital structure.  The illustration presents 736 

an example of a mismatch that occurs if the reconciliation revenue requirement is established 737 

with year-end rate base and capital structure but averages are used for the same values under Mr. 738 

Effron’s ROE collar proposal. 739 

Q. He also claims your hypothetical "if anything…illustrates why the Company’s use 740 

of a year-end rate base tends to deflate the calculated ROE relative to the actual ROE."  Is 741 

he correct? 742 

 No. The illustration provides an apples-to-apples comparison using year-end values for A.743 

rate base and capital structure.  Use of year-end rate base with year-end capital structure aligns 744 

the ROE collar calculation with the calculation of reconciliation requirement, which is also based 745 

on year-end rate base and year-end capital structure.  Mr. Effron’s use of average rate base 746 

changes the capital structure from year-end balances to average balances and directly creates a 747 

mismatch with calculation of the reconciliation revenue requirement. 748 

Q. Do you agree with Mr. Effron's argument that capital structure is not relevant to 749 

the rate base to be used in the ROE collar calculation?  750 

 No.  Mr. Effron makes the statement that "capital structure enters into the formula rate A.751 

template only in the form of capital structure ratios, and is therefore not relevant to the rate base 752 

to be used in the ROE collar computation." (AG Ex. 4.0, p. 7.)  On Schedule FR D-1, the year-753 
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end capital structure balances for Common Equity, Preferred Stock, Long-Term Debt, and Short-754 

Term Debt are entered at lines 5 through 8, respectively, in columns (C) and (D).  As discussed 755 

below, the DS portion of year-end Common Equity, Preferred Stock, Short-Term Debt and 756 

Long-Term Debt Balances are shown on Schedule FR A-3. Mr. Effron is incorrect.   757 

Q. Please further explain your comment above that Mr. Effron’s proposal changes the 758 

capital structure from year-end to average balances under his proposed ROE collar 759 

modifications.  760 

 Mr. Effron’s proposal also changes all capital structure values in the ROE collar A.761 

calculation from year-end to average.  A closer review of his proposed modification to the ROE 762 

collar calculation proves mathematically that use of average rate base when multiplied by the 763 

Common Equity, Preferred Stock, Short-Term Debt and Long-Term Debt percentages on FR A-764 

3, lines 2 through 5, respectively, changes the DS Common Equity, Preferred Stock, Short-Term 765 

Debt and Long-Term Debt Balances from year-end to average balances on lines 6 through 10 (a 766 

point Mr. Effron concedes in response to data request AIC-AG 3.03).  Thus, although Mr. Effron 767 

would have the Commission believe he is not modifying capital structure values in the ROE 768 

collar calculation from year-end to averages, that is precisely the effect of his proposal, because 769 

each subsequent mathematical derivation of capital structure related components changes to 770 

align with use of average capital structure.  Thus, in an example where average rate base is lower 771 

than year-end rate base, Mr. Effron’s proposal has the effect of lowering the calculated amounts 772 

on FR A-3 lines 21-31 to align with averages rather than year-end balances.  In addition, his 773 

proposal changes line 32 DS ROE to divide the resulting DS Net Income by average DS 774 

Common Equity Balance on FR A-3, line 6.  The result is a distorted ROE collar calculation 775 
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based on averages that is not supported by PA 098-0115.  The distorted ROE collar calculation 776 

in turn creates a further mismatch with calculation of the reconciliation revenue requirement. 777 

Q. Please explain how Mr. Effron’s proposed use of average rate base and average 778 

capital structure in the ROE collar calculation creates a mismatch with the calculation of 779 

reconciliation revenue requirement. 780 

 Mr. Effron’s proposal continues to adopt as one key input into the ROE collar A.781 

calculation, at FR A-3 line 15a, the “Updated Reconciliation Amount (Variance before Collar)”.  782 

No party to my knowledge disputes that reconciliation revenue requirement is based on year-end 783 

rate base and year-end capital structure under PA 098-0115.5  Because the reconciliation revenue 784 

requirement is based on year-end rate base and year-end capital structure consistent with PA 785 

098-0115, but Mr. Effron uses average rate base and capital structure for his ROE collar 786 

calculation, he distorts the entire ROE calculation, and has the effect of mitigating the upper and 787 

lower bounds of the ROE collar to an average balance.  The result is that the Company’s FR A-3 788 

line 34 Maximum Allowed ROE (%) and line 35 Minimum Allowed ROE (%) are based on 789 

averages.  If an ROE Collar adjustment, under Mr. Effron’s proposal, due to use of averages, 790 

results in even a $1 adjustment plus or minus, then the Company would not be allowed the 791 

opportunity to earn its Commission determined reconciliation revenue requirement.  792 

                                                

5 Mr. Effron apparently believes that the capital structure only enters in the formula rate template through ratios. As 
discussed earlier, the capital structure amounts enter into the FR A-3 ROE collar calculation and enter into the Cost 
of Capital Computation on FR D-1. 
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Q. Mr. Effron claims "he is not proposing any changes to the capital structure used to 793 

develop the capital ratios used in calculating the rate of return."  Is this correct? 794 

 No.  As explained above, while he may not be directly proposing changes to the capital A.795 

structure used to develop the capital ratios, he is applying that capital ratio to average rate base to 796 

derive the common equity balance for the collar calculation.  This has the effect of producing 797 

average capital structure balances and changing all derivative calculations related to capital 798 

structure, including equity used in the collar calculation, from year-end to an average balance.  799 

Q. Mr. Effron further claims that he " ha[s] not proposed any changes that affect the 800 

reconciliation revenue requirement either directly or indirectly."  Is this correct? 801 

 No. As explained above, the reconciliation revenue requirement is one of the key inputs A.802 

into the ROE collar calculation.  Mr. Effron's modifications have the effect of changing the 803 

amount of the reconciliation revenue requirement Variance with Collar on Schedule FR A-4 line 804 

3. 805 

Q. Do you agree with Mr. Effron that "when rate base increases over the course of the 806 

year, the use of a year-end rate base tends to artificially deflate the calculated earned ROE 807 

relative to the ROE actually earned"? 808 

 No.  A fundamental component of ratemaking is that the capital structure finances rate A.809 

base investment.  Whether or not rate base increases over the course of the year does not matter. 810 

PA 98-0115 prescribes that the reconciliation revenue requirement is calculated using year-end 811 

rate base.  It stands to reasons that proper matching of capital structure with rate base would 812 

require use of year-end capital structure, which is also prescribed in PA 98-0115.  813 
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 RESPONSE TO STAFF VII.814 

A. Uncollectible Expense  815 

Q. Please summarize Ms. Ebrey's position regarding her proposed adjustment for 816 

Uncollectible Expense. 817 

 Ms. Ebrey proposed an adjustment to Uncollectible Expenses in the reconciliation year.  A.818 

In my Rebuttal Testimony, I explained that the adjustment would require changes to the formula 819 

rate template including a different reference on line 2a and the addition of a footnote.  In her 820 

rebuttal testimony, Ms. Ebrey appears to concede that template changes are necessary, but argues 821 

that, as long as the Commission approves the template changes proposed by the Company in a 822 

separate proceeding pursuant to Section 9-201 before December 1, 2013, the compliance filings 823 

resulting from this case will reflect her proposal.  824 

Q. How do you respond? 825 

 Although I am not an attorney, I understand that changes to the formula rate template A.826 

cannot be made in the current proceeding, but must be made in a separate proceeding pursuant to 827 

Section 9-201.  It appears that Ms. Ebrey agrees with me on this point.  As Ms. Ebrey notes, a 828 

filing pursuant to Section 9-201 has been made before the Commission, and this filing reflects 829 

her proposed change.   830 

B. Adjustment for Depreciation Expense  831 

Q. Please summarize Mr. Ostrander's position regarding his proposed adjustment to 832 

Depreciation Expense. 833 

 In his direct testimony, Mr. Ostrander proposed an adjustment to reflect the incremental A.834 

amount of depreciation expense and related changes to rate base components using AIC's 835 
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updated depreciation rate study to calculate depreciation expense associated with 2013 projected 836 

plant additions.  In his rebuttal testimony, Mr. Ostrander modified his proposed adjustment by 837 

calculating depreciation expense to include both 2013 projected plant additions and the 838 

embedded utility plant as of December 31, 2012.  In support of this new calculation, Mr. 839 

Ostrander stated that the reconciliation year revenue requirement is based only on 2012 actual 840 

information, while the depreciation rate changes that took effect in 2013 and should be reflected 841 

in the filing year revenue requirement are based on actual 2012 data plus the impact of 2013 842 

projected plant additions.    843 

Q. What is your response? 844 

As I stated in my Rebuttal Testimony, Mr. Ostrander's proposal would require modification of 845 

the formula rate template, which I understand cannot be accomplished in the context of the 846 

current proceeding.  The Company has made a separate filing before the Commission pursuant to 847 

Section 9-201.  848 
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D. Adjustment to Materials & Supplies and Customer Deposits  878 

Q. Please summarize Mr. Ostrander's position regarding Materials & Supplies and 879 

Customer Deposits in the Filing Year. 880 

 Mr. Ostrander proposed to use year-end rather than average balances of Materials & A.881 

Supplies and Customer Deposits in the Filing Year.  In my Rebuttal Testimony, I indicated that 882 

this adjustment would require a number of modifications to the formula rate template, and that 883 

such changes can only be made in the context of a proceeding pursuant to Section 9-201.  In his 884 

rebuttal testimony, Mr. Ostrander noted that the Company has initiated a separate proceeding 885 

before the Commission in which it seeks modifications of the formula rate template which would 886 

accommodate his adjustment.  Mr. Ostrander stated that as long as the Commission approves the 887 

template changes the Company proposes in its Section 9-201 filing by December 1, 2013, the 888 

compliance filing resulting from this case would reflect the year end Materials & Supplies and 889 

year-end Customer Deposits balances he proposes in the FY revenue requirement. 890 

Q. What is your response? 891 

 I agree that if the Commission approves the template changes the Company proposes in A.892 

its Section 9-201 filing by December 1, 2013, the compliance filing resulting from this case 893 

would reflect the year end Materials & Supplies and year-end Customer Deposits balances he 894 

proposes in filing year revenue requirement.    895 
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