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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. 
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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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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  
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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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