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BRUBAKER & ASSOCIATES, INC. 

Rebuttal Testimony of Michael P. Gorman 
 
 
Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A Michael P. Gorman.  My business address is 16690 Swingley Ridge Road, Suite 140, 2 

Chesterfield, MO 63017. 3 

 

Q ARE YOU THE SAME MICHAEL P. GORMAN WHO PREVIOUSLY FILED 4 

TESTIMONY IN THIS PROCEEDING?   5 

A Yes. 6 

 

Q WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 7 

A I will respond to the direct testimony of Commonwealth Edison Company (“ComEd” or 8 

“Company”) witness Christine M. Brinkman regarding the appropriate rate to use for 9 

calculating interest on the reconciliation balance.  I will also address her testimony 10 

regarding the correct reconciliation balance to which the interest rate should be 11 

applied. 12 

 

Q HAVE ANY OTHER PARTIES ADDRESSED THESE ISSUES? 13 

A Yes.  The Illinois Office of the Attorney General (“AG”) has provided detailed direct 14 

testimony fully explaining both of these issues.  I support the AG’s position to use 15 

only the weighted average cost of capital (“WACC”), rather than the WACC 16 

grossed-up for the effect of income taxes as proposed by ComEd.  I also agree with 17 

the AG’s position to apply the WACC to a reconciliation balance that reflects only 18 

ComEd’s net cash investment, rather than the full reconciliation balance as proposed 19 

by the Company. 20 
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Q DOES MS. BRINKMAN ADMIT THAT THE PUBLIC UTILITIES ACT (“PUA”) 21 

SPECIFIES THE USE OF THE WACC AS THE INTEREST RATE 22 

APPROPRIATELY APPLIED TO THE RECONCILIATION BALANCE?  23 

A Yes.  In her direct testimony,1 Ms. Brinkman states that according to law, the interest 24 

rate applicable to the reconciliation balance is ComEd’s WACC. 25 

 

Q HOW THEN DOES SHE JUSTIFY USING THE WACC GROSSED-UP FOR EFFECT 26 

OF INCOME TAX? 27 

A In her testimony,2 Ms. Brinkman uses terms such as “commonly referred to,” 28 

“traditionally” and “often referred to,” to describe grossing-up the WACC for the effect 29 

of income tax.  30 

 

Q DOES THE PUA SPECIFY GROSSING UP THE WACC? 31 

A No.  The statute requires an interest rate “equal to” the Company’s WACC for 32 

calculating the interest expense on the reconciliation balance.  It is commonly 33 

understood in the industry that interest expense is not grossed up for income tax 34 

because it is tax deductible.  As such, an interest rate should not be grossed up for 35 

income tax expense. 36 

 

                                                 
1ComEd Ex. 1.0 at 13:257. 
2ComEd Ex. 1.0 at 7:142-143, 13:269 and 14:284.  
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Q IN HER TESTIMONY,3 MS. BRINKMAN STATES THAT “PRIOR TO THE [SIC] 37 

COLLECTING THE RECONCILIATION BALANCE, COMED HAS NOT RECEIVED 38 

ANY TAX BENEFIT.”  IS THIS STATEMENT CORRECT? 39 

A No.  ComEd has received a tax benefit and a cash benefit, which is the reason that 40 

the interest rate should only be applied to the net of tax cash investment, or 41 

reconciliation balance. 42 

 

Q PLEASE DESCRIBE THE TAX BENEFIT RECEIVED BY COMED THAT IS 43 

ASSOCIATED WITH THE RECONCILIATION BALANCE? 44 

A In her testimony,4 Ms. Brinkman states that in 2012, according to Generally Accepted 45 

Accounting Principles, the Company recorded an increase in revenue as a result of 46 

the expected future recovery of the reconciliation balance.  This increased recognition 47 

of revenue also allowed ComEd to realize increased earnings in 2012.  Further, 48 

Ms. Brinkman states that there is a book versus tax timing difference on the tax 49 

associated with that revenue recognition.  The Company records revenue in 2012 50 

expected to be received in future periods, but also records a deferred income tax 51 

expense (non-cash) related to the revenue recognition.  The net impact is that the 52 

Company records higher earnings due to the reconciliation revenue, but delays 53 

payment of the income tax associated with the reconciliation revenue until the 54 

revenue is actually recovered from customers (in 2014 for the 2012 reconciliation). 55 

Payment of taxes on the reconciliation revenues is delayed, until the actual 56 

recovery of the reconciliation balance is recovered in 2014.  As such, ComEd does 57 

not incur the actual tax payment associated with reconciliation of revenue until it is 58 

actually recovered.  Hence, the income tax amount of the revenue requirement is not 59 
                                                 

3ComEd Ex. 1.0 at 8:146-147. 
4ComEd Ex. 1.0 at 22:448-449. 
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an out-of-pocket cost of ComEd until the revenue is actually recovered.  As a result, 60 

the out-of-pocket cost to ComEd of the reconciliation balance is the after-tax 61 

reconciliation revenue requirement.  The tax benefit to ComEd is to delay the income 62 

tax payments on the reconciliation revenue requirement until the revenue is actually 63 

recovered from customers, despite recording higher revenues and earnings.   64 

 

Q WHERE IS THIS TAX BENEFIT REFLECTED ON COMED’S BOOKS? 65 

A ComEd has recorded an accumulated deferred income tax (“ADIT”) balance that 66 

reflects this delay in the payment of taxes associated with the recovery of the 67 

reconciliation balance. 68 

 

Q SHOULD THIS TAX BENEFIT REFLECTED IN THE ADIT BALANCE BE 69 

INCLUDED IN THE ADIT OFFSET TO RATE BASE? 70 

A Later in my testimony I will describe the accurate way to calculate the net of tax cash 71 

investment of ComEd in the reconciliation balance to which interest should be 72 

applied.  However, if the Commission does not accept that calculation, the ADIT 73 

recorded on ComEd’s books, associated with the collection of the reconciliation 74 

balance, should be included in the ADIT balance, which offsets rate base.   75 

 

Q PLEASE DESCRIBE THE CASH BENEFIT RECEIVED BY COMED ASSOCIATED 76 

WITH THE RECONCILIATION BALANCE. 77 

A A positive reconciliation balance reflects the fact that ComEd incurred higher costs in 78 

2012 than were anticipated when formula rates were established for that year.  79 

Therefore, ComEd would have enjoyed increased tax deductions and lower taxes as 80 

a result of these higher than anticipated costs.  As a result, ComEd realized a cash 81 
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benefit associated with lower tax payments in 2012 due to the higher costs reflected 82 

in the reconciliation balance. 83 

 

Q SHOULD THIS CASH BENEFIT BE REFLECTED IN THE CALCULATION OF THE 84 

RECONCILIATION BALANCE TO DETERMINE THE NET CASH INVESTMENT OF 85 

COMED? 86 

A Yes.  Prior to calculating interest, the reconciliation balance should be reduced by 87 

41.175%, the composite income tax rate.  This calculation reflects ComEd’s net cash 88 

investment in the reconciliation balance.  The resulting balance is the correct 89 

reconciliation balance to which the interest rate equal to the Company’s WACC 90 

should be applied.  91 

 

Q AT PAGES 3 AND 4 OF MS. BRINKMAN’S TESTIMONY, SHE STATES THAT 92 

COMED’S FORMULA RATE IS A WORKING SPREADSHEET.  PLEASE 93 

COMMENT. 94 

A I do not believe the Commission has included the working spreadsheet as a tariff 95 

rate.  Rather, it is my understanding the Commission intended the spreadsheet to be 96 

part of the workpapers backing the formula rate tariff filing.  In the Final Order in 97 

Docket No. 11-0721, page 153 (Order date May 29, 2012), the Commission stated as 98 

follows: 99 

The fact that tariffs are not comprehensible to most people does not 100 
justify making tariffs more incomprehensible.  IIEC’s recommendation 101 
is well-taken regarding simplification of ComEd’s tariffs pursuant to 102 
Section 16-108.5 of the Public Utilities Act and it is hereby adopted. 103 
Specifically, the workpapers and schedules, etc. may be part of a filing, 104 
but they are not to be part of the tariffs.  The Commission also notes 105 
that Section 16-108.5 of the Public Utilities Act is not easy to 106 
comprehend, but it will last for 10 to 11 years, unless it is dramatically 107 
altered by the General Assembly or the Appellate or Supreme Courts.  108 
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IIEC’s recommendation to instigate a rulemaking regarding a 109 
systematic approach governing the formula rate process will add clarity 110 
to the reconciliations that will take place pursuant to this statute, which 111 
should provide greater clarity for utilities, ratepayers and Commission 112 
Staff.  This recommendation is also adopted by this Commission. 113 

  The tariff rates should simply include the rates, not the spreadsheet used to 114 

derive the rates.  This will keep the tariff rates clear and usable by ratepayers. 115 

 

Q CAN YOU RESPOND TO THE ARGUMENT AT PAGES 26 AND 27 OF 116 

MS. BRINKMAN’S TESTIMONY RELATED TO THE CASH FLOW EXAMPLES 117 

PRESENTED BY MS. BRINKMAN? 118 

A Yes.  At pages 26 through 28, Ms. Brinkman provides an example that attempts to 119 

show that under the ADIT methodology, ComEd will not fully recover its reconciliation 120 

balance and interest expense if the ADIT method is used.  Based on that example, 121 

she produces two scenarios as follows: 122 

1. One scenario has a $100 reconciliation balance and interest calculation of $10. 123 
This would create a reconciliation recovery (balance and interest) of $110.  She 124 
states that the taxes payable on this example would be 40% of this $110, or $44.  125 
The net amount collected by ComEd would be $66 ($110 less 44). 126 

2. In a second scenario, she continues to assume a reconciliation balance of $100, 127 
but an ADIT offset of $40 for a reconciliation balance subject to interest expense 128 
of $60.  ComEd then recovers $6 of interest at a rate of 10%.  In this example, 129 
ComEd’s reconciliation recovery is $106 (balance of $100 and interest expense of 130 
$6).  She calculates the tax cost for this $106 recovery would be $42 (40% of the 131 
reconciliation recovery) for a net amount recovered of $64. 132 

Based on Ms. Brinkman’s example, she claims that ComEd has foregone $2 133 

less cash if the ADIT adjustment is approved.  Thus, if the proposal were adopted, 134 

ComEd would not recover its full cost of carrying the revenue requirement 135 

under-recovery for the 2012 test year. 136 
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Q IS MS. BRINKMAN’S EXAMPLE CORRECT? 137 

A No.  The purpose behind the formula rate law is to allow ComEd to recover its actual 138 

cost of service during the rate period.  The interest expense charged to customers 139 

and recovered from customers for the reconciliation balance should equal ComEd’s 140 

actual interest costs of carrying the reconciliation balance.   141 

As a result, there would be a tax deductibility of the interest expense 142 

recovered by customers that she neglected to reflect in her example.  If the 143 

reconciliation interest expense truly reflects ComEd’s cost of carrying the 144 

reconciliation balance, then Ms. Brinkman’s two scenarios should be adjusted as 145 

follows: 146 

1. In the first example, the $100 reconciliation balance would incur a $10 interest 147 
cost.  ComEd would recover $110 of reconciliation revenue requirement from 148 
customers.  ComEd then would have $10 of interest expense (actual carrying 149 
cost) to offset the $110 of reconciliation revenue collections ($10 of interest and 150 
$100 of reconciliation). 151 

Then ComEd would be subject to income tax based on the reconciliation revenue 152 
requirement balance of $100 ($110 revenue collection less $10 of actual interest 153 
expense).  This would produce an income tax liability of $40 (40% * $100), for a 154 
net of tax cash flow to ComEd of $60. 155 

2. Alternatively, if interest expense is based on the net of tax reconciliation balance, 156 
ComEd would incur an interest expense of $6, and will recover $106 in 157 
reconciliation revenue requirements from customers ($100 balance and $6 of 158 
carrying interest).  ComEd would incur $6 of interest expense on this 159 
reconciliation balance net of ADIT.   160 

ComEd recovers $106 of revenue requirement collected and has $6 of carrying 161 
interest expense, which leaves $100 of taxable revenue requirement.  Applying a 162 
$40 income tax rate to the $100 of taxable revenue requirement, would leave 163 
ComEd with $60 of net of tax cash flow. 164 

In both examples, ComEd charges customers for its actual interest expense, 165 

its actual reconciliation revenue, and is left with the same after-tax revenue 166 

requirement or after-tax cash flow.  The only question is what is ComEd’s actual 167 
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interest cost.  Ms. Brinkman’s example is simply based on a faulty assumption that 168 

the carrying charge does not have an offsetting deductible interest expense. 169 

 

Q DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY? 170 

A Yes, it does. 171 


