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STATE OF ILLINOIS 

 
      ILLINOIS COMMERCE COMMISSION 

 
  

THE PEOPLE OF THE STATE OF ILLINOIS,  ) 
ex. rel. LISA MADIGAN,      ) 
Attorney General of the State of Illinois   ) 
        ) 
Complaint to suspend tariff changes submitted by   )  
Ameren Illinois and to investigate Ameren Illinois Rate  )  
MAPP pursuant to Sections 9-201, 9-250 and 16-108.5 ) Docket No. 13-0501 
of the Public Utilities Act     )   
        ) (cons.) 
        ) 
AMEREN ILLINOIS COMPANY    )  
d/b/a Ameren Illinois      )  Docket No. 13-0517 
Revisions to its Formula Rate Structure and Protocols ) 

 
CORRECTED INITIAL BRIEF OF 

THE PEOPLE OF THE STATE OF ILLINOIS 
 
The People of the State of Illinois, by Attorney General Lisa Madigan (AG or the People) 

submit the following Corrected Initial Brief to address the formula rate tariff changes proposed 

in the People’s Verified Complaint; to address the formula rate tariff changes proposed by 

Ameren Illinois Company (Ameren, AIC or the Company) in its August 19, 2013 tariff filing, 

suspended on September 10, 2013 and subject to investigation in this docket; and to address the 

changes proposed by the Staff of the Illinois Commerce Commission (Staff). 

I. INTRODUCTION 

A.  Introduction 

This docket was initiated by the Verified Complaint of the People of the State of Illinois, 

requesting formula rate tariff changes and consolidated with the Commission’s suspension of 

tariff changes filed by AIC on August 17, 2013.  AIC’s electric delivery rates are set pursuant to 
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the Electric Infrastructure Modernization Act, 220 ILCS 5/16-108.5 (EIMA or Section 16-

108.5), enacted in October, 2011 and amended effective May 22, 2013 by Public Act 98-0015.   

EIMA authorizes electric utilities to change their rates every year based on a formula approved 

by the Commission.   Unlike other tariffs that set the rates, terms and conditions of service, or 

address discrete cost items such as uncollectibles1 or energy efficiency,2 the formula rate tariff 

comprehensively addresses all aspects of the Company’s delivery service revenue requirement.   

B.  Procedural History 

The Commission initially approved AIC’s formula rate tariff on September 5, 2012 in 

ICC Docket 12-0001.  It applied the tariff in ICC Docket 12-0293, setting rates to be effective on 

January 1, 2013.  AIC appealed those orders, and the appeals are pending.  In the meantime, the 

General Assembly amended Section 16-108.5, addressing the treatment of four accounting items:  

(1) the return on the pension asset, 220 ILCS 5/16-108.5(c)(4)(D); (2) the use of year-end rate 

base in determining the reconciliation revenue requirement, id. at 16-108.5(d); (3) the use of the 

weighted average cost of capital as the interest rate applicable to the reconciliation balance, id. at 

16-108.5(d); and (4) the use of the year-end capital structure, subject to a determination of 

prudence and reasonableness consistent with Commission practice and law, in the formula rate 

approved by the Commission.3  Id. at 16-108.5(c)(2).  P.A. 98-0015 was effective on May 22, 

2013.  The amendment also directed the Commission to approve the utilities’ request to make 

changes conforming to the amendments within 21 days. Id. at 16-108.5(k). 

                                                
1 220 ILCS 5/16-111/8. 
2 220 ILCS 5/8-103(f)(6); Ameren Rider EDR – Energy Efficiency and Demand Response Cost Recovery, 

Ill.C.C. No. 1, 1st Revised Sheet No. 42 (April 1, 2013), approved in Docket 10-0568, Order at 92-93 (Dec. 21, 
2010). 

3 A change was also made to Section 16-108.5(g) concerning the “average amount paid per kilowatthour” 
but that change is not relevant to the issues raised in this docket. 
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On April 19, 2013, prior to the effective date of P.A. 98-0015, Ameren filed its annual 

formula rate update and revenue requirement reconciliation under Section 16-108.5(d), initiating 

ICC Docket 13-0301.  On May 30, 2013, the Company filed revisions to its formula rate tariffs 

in response to P.A. 98-0015 in a separate proceeding, Docket 13-0385, pursuant to Section 16-

108.5(k)(1).  The Commission approved that tariff filing on June 5, 2013.   On June 5, 2013, 

Ameren filed Supplemental Direct Testimony in its annual formula rate update Docket 13-0301 

modifying its formula rate tariff and its requested revenue requirement.   

In Docket 13-0301, the People,  Staff and other parties filed Direct and Rebuttal 

testimony on July 3, 2013 and August 26, 2013 respectively.   Ameren filed Rebuttal and 

Surrebuttal testimony on July 29, 2013 and September 5, 2013. In its Rebuttal and Surrebuttal 

testimony, AIC witnesses argued that certain adjustments recommended by Staff and the People 

required changes in the formula rate tariff.  AIC Exs. 1.1, 1.2, 2.1 and 2.2.       

On August 19, 2013 and in response to certain Staff testimony in Docket 13-0301, AIC 

filed proposed revisions to its formula rate tariff sheets with the Commission, pursuant to 

Sections 9-201 and 16-108.5(c) of the PUA.   AIC’s proposed tariff revisions included changes 

to Uncollectible Expense, Depreciation Expense, presentation of net revenue requirements, and 

year-end balances of Materials Supplies and Customer Deposits.  On August 30, 2013, the 

People  filed a Complaint, designated as Docket No. 13-0501, requesting the Commission to 

suspend AIC’s August 19, 2013 formula rate tariff filing and seeking two changes to AIC’s 

performance-based formula rate structure discussed by their witnesses in Docket 13-0301, which 

AIC witnesses argued required tariff changes.   Complaint by the People of the State of Illinois 

To Suspend Tariff Changes Submitted By Ameren Illinois And To Investigate Ameren Illinois’ 

Rate MAPP Pursuant To Sections 9-201, 9-250 and 16-108.5(c) of the Public Utilities Act; AIC 
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Ex. 1.1 and 2.1.   On September 10, 2013, the Commission issued an order suspending Ameren’s 

August 19, 2013 tariff filing and initiating a hearing in Docket 13-0517.    

Ameren, Staff and the People filed a Joint Motion to Consolidate the People’s complaint 

docket (13-0501) with the review of Ameren’s requested tariff changes (13-0517).  The parties 

agreed that tariff change proposals would be addressed in the Consolidated Dockets, and not in 

Docket 13-0301.  On September 23, 2013 the Commission allowed the consolidation and agreed 

that tariff changes would be decided in the Consolidated Dockets.  Annual revenue requirement 

changes – with or without tariff changes – will be decided in Docket 13-0301, presumably after 

an order is entered in this Consolidated Docket. 

The People, Ameren and Staff filed testimony on October 2 and October 7, 2013.  On 

October 10, 2013, an evidentiary hearing was held and AG Exhibits 1.0 (Michael L. Brosch), 2.0 

(David J. Effron), 3.0 (Michael L. Brosch), 4.0 (David J. Effron), being excerpts from their 

testimony in Docket 13-0301, were admitted, along with their affidavits (AG Ex. 7.0 and 8.0).  

The People also offered excerpts from the transcripts of the cross examination of Ameren 

witnesses Mill and Stafford from Docket 13-0301 as AG Exhibits 5 and 6, respectively.  AG 

Exhibits 6.1 and 6.2 are copies of AG Cross Exhibits 5 and 6 from the cross examination of Mr. 

Stafford in Docket 13-0301. 

At the evidentiary hearing, it was agreed that the Commission would postpone 

considering the recommendation of Staff witness Ebrey that the Commission determine what 

portions of Ameren’s Exhibit 2.4 (or 2.5, reflecting the changes Ameren requests in this docket) 

require a Section 9-201 proceeding under Section 16-108.5(c)(6).4  Without waiving any 

                                                
4  The relevant portion of Section 16-108.5(c)(6) provide:  “Subsequent changes to the performance-based 

formula rate structure or protocols shall be made as set forth in Section 9-201 of this Act, but nothing in this 
subsection (c) is intended to limit the Commission’s authority under Article IX and other provisions of this Act to 
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arguments or positions regarding which aspects, schedules, appendices, workpapers or line items 

of Ameren Exhibit 2.4 can be changed with or without a Section 9-201 proceeding, the People 

will present argument on all of their recommended adjustments, and present the changes to 

Ameren Exhibit 2.4 that are necessary to implement the adjustment. 

C. Legal Standard 

Section 16-108.5 authorized the Commission to approve a “formula rate” whereby an 

electric delivery services utility’s rates could be set annually using data from the utility’s FERC 

Form 1.  The statute directs the Commission to: 

specify the cost components that form the basis of the rate charged to customers 
with sufficient specificity to operate in a standardized manner and be updated 
annually with transparent information that reflects the utility’s actual costs to be 
recovered during the applicable rate year, which is the period beginning with the 
first billing day of January and extending through the last billing day of the 
following December.   
*** 
The performance-based formula rate shall be implemented through a tariff filed 
with the Commission consistent with the provisions of this subsection (c) that 
shall be applicable to all delivery service customers.  The Commission shall 
initiate and conduct an investigation of the tariff in a manner consistent with the 
provisions of this subsection (c) and the provisions of Article IX of this Act to the 
extent they do not conflict with this subsection (c).   

  

Section 16-108.5(c) further specifies that the formula shall “provide for the recovery of the 

utility’s actual costs of delivery services that are prudently incurred and reasonable in amount 

consistent with Commission practice and law.”   220 ILCS 5/16-108.5(c)(1).  In addition, various 

inputs to the formula are specified, including how the cost of equity will be calculated and nine 

                                                                                                                                                       
initiate an investigation of a participating utility’s performance-based formula rate tariff, provided that any such 
changes shall be consistent with paragraphs (1) through (6) of this subsection (c).”  220 ILCS 5/16-108.5(c)(6). 



 
 

6 
 

“protocols” which are all “subject to a determination of prudence and reasonableness consistent 

with Commission practice and law.”  Id. at 16-108.5(c)(4)(A)-(I).   

 In a break from the rule against retroactive ratemaking,5 the statute directs that the 

formula provide for an annual reconciliation of the revenue requirement “with what the revenue 

requirement would have been had the actual cost information for the applicable calendar year 

been available at the filing date.”  Id. at 16-108.5(c)(6).  Details on how the reconciliation is to 

be determined are provided in Section 16-108.5(d). 

 In conducting the reconciliation, the statute further specifies that each year, the 

Commission must consider the return on equity actually received by the utility in the 

reconciliation year, and determine whether that return either exceeded or missed the target return 

on equity by 50 basis points.  Id. at 16-108.5(c)(5).  This provision is often referred to as the 

“Return on Equity Collar” because it authorizes the utility to either return to consumers the profit 

that exceeds 50 basis points over the authorized return, or charge consumers so that the utility 

recovers no more than 50 basis points less than its authorized return.   Id. at 16-108.5(c)(5). 

  Section 16-108.5(c) addresses the Commission’s initial review and approval of the 

formula rate tariff, and Section 16-108.5(c)(6) addresses the process to adopt changes.  The 

relevant portion of Section 16-108.5(c)(6) provides: 

Subsequent changes to the performance-based formula rate structure or 
protocols shall be made as set forth in Section 9-201 of this Act, but nothing in this 
subsection (c) is intended to limit the Commission's authority under Article IX and 
other provisions of this Act to initiate an investigation of a participating utility's 
performance-based formula rate tariff, provided that any such changes shall be 
consistent with paragraphs (1) through (6) 6  of this subsection (c). Any change 
ordered by the Commission shall be made at the same time new rates take effect 
following the Commission's next order pursuant to subsection (d) of this Section, 

                                                
5  See, e.g., Business and Professional People v. Illinois Commerce Comm’n, 146 Ill.2d 175, 243 (1991). 
6 Paragraphs (1) through (6) of subsection (c) established the ratemaking protocols for the annual revenue 

requirement established by the Commission annually.  220 ILCS 5/16-108.5(c). 
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provided that the new rates take effect no less than 30 days after the date on 
which the Commission issues an order adopting the change. 

 

220 ILCS 5/16-108.5(c)(6) (emphasis added).   Section 9-201(b) of the Act provides that the 

Commission may suspend and hold a hearing on any tariff filing upon its own motion or upon a 

complaint.  The relevant text of Section 9-201(b) provides: 

Whenever there shall be filed with the Commission any schedule stating an 
individual or joint rate or other charge, classification, contract, practice, rule or 
regulation, the Commission shall have power, and it is hereby given authority, 
either upon complaint or upon its own initiative without complaint, at once, and if it 
so orders, without answer or other formal pleadings by the interested public 
utility or utilities, but upon reasonable notice, to enter upon a hearing concerning 
the propriety of such rate or other charge, classification, contract, practice, rule or 
regulation, and pending the hearing and decision thereon, such rate or other charge, 
classification, contract, practice, rule or regulation shall not go into effect. 

 

220 ILCS 5/9-201(b) (emphasis added).   

The Commission’s review of the formula changes proposed in this consolidated 

proceeding must determine whether the existing formula rate structure complies with the terms 

of Section 16-108.5, which requires that the utility’s revenue requirement be based on the 

utility’s actual costs except where the statute specifically directs how a particular cost is treated 

in the formula or the reconciliation.   See 220 ILCS 5/16-108.5(c)(1)(quoted above) and 220 

ILCS 5/16-108.5(d)(1)(“Notwithstanding anything that may be to the contrary, the intent of the 

reconciliation is to ultimately reconcile the revenue requirement reflected in rates for each 

calendar year…with what the revenue requirement determined using a year-end rate base for the 

applicable year7 would have been had the actual cost information for the applicable calendar year 

been available at the filing date.”).  The Commission’s review of the tariff is to be “based on the 

same evidentiary standards, including but not limited to, those concerning the prudence and 

                                                
7  Added in P.A. 98-0015, effective May 22, 2013. 
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reasonableness of the costs incurred by the utility, the Commission applies in a hearing to review 

a filing for a general increase in rates under Article IX of this Act.”  Id. at 16-108.5(c)(6).   

The People will address the two changes to Ameren Exhibit 2.4 and Ameren Exhibit 2.5 

(which incorporates Ameren’s proposed changes) identified in their Complaint that are necessary 

for Ameren’s formula rate structure to conform with the terms of Section 16-108.5 and the 

changes Ameren seeks in Ameren Exhibit 2.5, including a change to the treatment of 

depreciation for the “projected rate base” portion of the filing year revenue requirement. 

 

II. FORMULA RATE ISSUES  

A. Uncontested Issues 

1.  Uncollectible Expense 

Section 16-108.5(c) provides that:  “In the event the utility recovers a portion of its costs 

through automatic adjustment clause tariffs on the effective date of this amendatory Act of the 

97th General Assembly, the utility may elect to continue to recover these costs through such 

tariffs, but then these costs shall not be recovered through the performance-based formula rate.”  

Ameren currently has an automatic adjustment clause tariff allowing it to track its uncollectible 

expense and pass that cost on to consumers.  Staff Ex. 1.0 at 4.   Staff witness Ebrey 

recommended that Ameren remove the effect of the uncollectible expense from the formula rate 

and from the reconciliation calculation due to this automatic adjustment clause tariff.    Id.   

Ameren agreed, and filed tariffs to remove the effect of the uncollectible expense as Staff 

recommended. 

 The statute clearly requires that if the utility has an automatic adjustment clause tariff for 

a particular cost, it cannot recover that same cost in its formula rate.  The Commission should 
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assure that Ameren made appropriate changes to Schedules FR A-1 and FR A-1 REC to remove 

the effect of the uncollectible expense from the formula rate revenue requirement.   

a. Reconciliation Year – FR A-1 REC 
 

The People do not object to the changes in Ameren Exhibit 2.5, Schedule FR A-1 REC 

proposed by the Company to remove the uncollectible factor from the formula rate calculation.  

B. Contested Issues 

1. Return on Equity Collar Calculation  

The People request that the Commission correct Ameren Exhibit 2.4 to eliminate an 

unauthorized change to the Return on Equity (ROE) collar computation found on Schedule FR 

A-3 that occurred as a consequence of that schedule erroneously referring to an input on 

Schedule FR A-1 REC in calculating the collar.  The Commission approved an ROE collar 

computation in Dockets 12-0293 and 12-0001 that reflected an accurate calculation of the ROE 

realized by the Company in the reconciliation year.  P.A. 98-0015 did not address the 

computation of the ROE collar, and no change should have been made to that aspect of the 

Schedule FR A-3 ROE collar computation in Ameren’s post P.A. 98-0015 filing, effective June 

5, 2013.  The People request that the Commission modify Ameren’s Schedule FR A-3 to return 

the ROE collar computation to its original terms. 

In Ameren Dockets 12-0001 and 12-0293 and in Commonwealth Edison Dockets 11-

0721 and 12-0321, the Commission determined that in order to reflect the actual costs incurred 

by the utility in the reconciliation year, the formula rate template should use the average rate 

base for calculating the reconciliation year revenue requirement.  E.g., Docket 12-0001, Order at 

174-175 (Sept. 19, 2012). The Commission also used the average rate base in calculating the 

ROE collar, which is shown on Schedule FR A-3.  Docket 12-0321, Order at 4 (Dec. 19, 2012).  
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As AG witness David Effron testified in this docket, “[t]he net income used in the ROE 

calculation is the income earned over the course of the year, not the annualized net income being 

earned at the end of the year.  To be consistent, the common equity balance used in the 

denominator of the ROE calculation should be the average balance of common equity over the 

course of the year.”  AG Ex. 2.0 at 3-4.   

In P.A. 98-0015, the General Assembly made several changes to the law governing how 

the formula rate is administered.  Specifically, it amended Section 16-108.5(d)(1) which 

addresses the inputs to the formula rate revenue requirement and how the filing year and the 

“prior” year revenue requirements are to be reconciled.  In describing the reconciliation revenue 

requirement, Section 16-108.5(d)(1) provides as follows, with the P.A. 98-0015 changes 

underlined: 

The filing shall also include a reconciliation of the revenue requirement that was 
in effect for the prior rate year (as set by the cost inputs for the prior rate year) 
with the actual revenue requirement for the prior rate year (determined using a 
year-end rate base) that uses amounts reflected in the applicable FERC Form 1 
that reports the actual costs for the prior rate year. Any over-collection or under-
collection indicated by such reconciliation shall be reflected as a credit against, or 
recovered as an additional charge… 
 

P.A. 98-0015, 220 ILCS 5/16-108.5(d)(1).  This subsection addresses how the reconciliation 

revenue requirement is to be calculated.  Indeed, the last paragraph of subsection 16-108.5(d)(1) 

states:   

Notwithstanding anything that may be to the contrary,  the intent of the 
reconciliation is to ultimately reconcile the revenue requirement reflected in rates 
for each calendar year, beginning with the calendar year in which the utility files 
its  performance-based formula rate tariff pursuant to subsection (c) of this 
Section, with what the revenue requirement determined using a year-end rate 
base for the applicable calendar year would have been had the actual cost 
information for the applicable calendar year been available at the filing date.  
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220 ILCS 5/16-108.5(d)(1)(underlined added by P.A. 98-0015, italics added).  This section does 

not address the ROE collar computation. 

 The ROE collar computation is described in a different Subsection:  16-108.5(c)(5).  

Unlike Subsection 16-108.5(d) which addresses the calculation and treatment of the utility’s 

expenses and revenue requirement,  Subsection 16-108.5(c)(5) addresses the Company’s actual 

profitability.   The ROE collar allows the utility to retain earnings up to 50 basis points over the 

authorized return, and requires it to accept earnings up to 50 basis points below the authorized 

return.  If the utility’s earnings fall outside these bands, it can impose an additional charge (if 

earnings are more than 50 basis points below the authorized return) or it must credit the 

difference to consumers (if earnings are more than 50 basis points above the authorized return).  

 Key factors in determining the utility’s prior year ROE are its rate base, its net income, 

and its capital structure.  AG Ex. 2.0 at 3.  As Mr. Effron testified, the net income component of 

the ROE calculation is the income earned over the course of the year.  Id.  Section 16-108.5(c) 

(5) directs the Commission to calculate the earned rate of return: 

using costs and capital structure approved by the Commission as provided in 
subparagraph (2) of this subsection (c), consistent with this Section, in accordance 
with Commission rules and orders, including, but not limited to, adjustments for 
goodwill, and after any Commission-ordered disallowances and taxes.   

 
Section 16-108.5(c)(2) states that the formula rate shall: 

 Reflect the utility's actual year-end capital structure for the applicable calendar 
year, excluding goodwill, subject to a determination of prudence and 
reasonableness consistent with Commission practice and law.  

 

While Section 16-108.5 requires that “year-end rate base” be used in determining the 

reconciliation revenue requirement and the utility’s capital structure, it does not specify or 
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require that year-end rate base be used in the ROE collar calculation established in Section 16-

108.5(c)(5).    

 In Docket 12-0001, the Commission concluded that average rate base more accurately 

reflected the actual costs of the utility in the reconciliation year than year-end rate base.  Order at 

175 (Sept. 19, 2012).  The average rate base was used in both the reconciliation revenue 

requirement calculation and the ROE collar calculation.  AG Ex. 2.0 at 4:215-219; Docket 12-

0321, Order at 4 (Dec. 19, 2012).   Subsequently, the General Assembly adopted P.A. 98-0015.  

That statute directed that the formula rate reconciliation revenue requirement use “year-end rate 

base,” but did not change the law in regard to the calculation of the ROE collar.  Compare 220 

ILCS 5/16-108.5(d)(1) and 16-108.5(c)(5). Despite the absence of any change to the law in 

regard to the use of average rate base in the ROE collar calculation, Ameren changed its tariff on 

June 5, 2013 to replace the use of the average rate base in the ROE collar calculation with the use 

of year-end rate base.  Because Line 1 of Schedule FR A-3, which lays out the ROE collar 

calculation, takes the rate base value from Line 11 of Schedule FR A-1 REC, which calculates 

the reconciliation revenue requirement, the ROE calculation was automatically and incorrectly 

modified.  This change was neither authorized nor required by P.A. 98-0015. 

 The ROE collar calculation is designed to assure that the utility does not actually receive 

revenues, and earn returns, that differ by more than 50 basis points from the utility’s authorized 

return.  This requires that the Commission determine the utility’s actual net income, applicable 

rate base, and common equity ratio based on its year-end capital structure.  AG Ex. 2.0 at 3:191-

193.  P.A. 98-0015 did not change the accounting analysis that demonstrates that using the 

average rate base accurately reflects the utility’s actual costs over the course of the year.  Further, 

using average rate base in the ROE collar computation matches the net income used in the ROE 



 
 

13 
 

calculation, which is the income earned over the course of the year, with the rate base as it 

existed during the course of the year.  See AG Ex. 2.0 at 3-4.  Consistent with Section 16-

108.5(c)(2) and (5), the year-end capital structure, showing the percentages of rate base funded 

by debt and by equity, is used to establish the dollar value of common equity.  Company witness 

Stafford admitted during cross-examination that the term capital structure is used to refer to the 

“mix of debt or equity capital.”  AG Ex. 6.0 at 36 (Docket 13-0301 Tr. at 252:1-2). 

In its Order in Docket 12-0001, the Commission noted that EIMA did not specify exactly 

how the "actual costs of delivery services" are to be determined.  While P.A. 98-0015 specified 

the use of year-end rate base for some aspects of the formula rate, it did not address the ROE 

collar other than by reference to year-end capital structure.  Because P.A. 98-0015 did not 

require that the ROE collar calculation use year-end rate base, the ROE collar calculation should 

be done so that it most accurately accounts for AIC’s actual costs, and matches revenues and rate 

base. 

AG witness David Effron explained that in order to reflect AIC’s actual costs for the 

collar period, the year-end common equity ratio should be applied to the average rate base 

because that “will produce a dollar balance that correctly represents the actual capital supplied by 

equity investors to support the Company’s rate base over the course of the year for which the 

ROE is being calculated.”  AG Ex. 2.0 at 3.  Mr. Effron explained:  

To be consistent, the common equity balance used in the denominator of the ROE 
calculation should be the average balance of common equity over the course of 
the year.  In times when the common equity balances is growing, using the end of 
period balance of common equity will understate the actual ROE earned on 
common equity provided by investors over the course of the year, and in times 
when the common equity balance is decreasing, using the end of period balance of 
common equity will overstate the actual ROE earned on common equity provided 
by investors over the course of the year. 
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Id. at 4.   It is vital that the ROE accurately reflect the investment provided by investors over the 

course of the year in order to accurately assess the return ratepayers are actually providing to 

investors. 

 Mr. Effron illustrated the problem with using year-end rather than the average rate base 

to determine the ROE by assuming a savings account where $100 per month is deposited over 

the course of a year, where the interest rate on the account is 5%.  Mr. Effron assumed an 

investor opened a savings account at the beginning of the year, added $100 per month to that 

account over the course of the year.  At the end of the year, the investor will have contributed 

$1,200 to the account.  However, the investor will have no claim to interest of $60, or 5% times 

$1,200.  Rather, the interest earned would be $30, or 5% times $600, the average balance of the 

amount contributed for the year.  Notwithstanding the stated interest rate of 5%, if one calculated 

the interest rate by dividing $30 (the interest actually received) by the cumulative year-end 

balance of $1,200 amount, the result would be 2.5%.  This obviously understates the interest rate 

earned by the investor on deposits actually made. AG Ex. 2.0 at 5:227-238.  In situations where 

the account balance is declining rather than increasing, using the year-end balance will overstate 

the return; if the account balance is increasing, the use of year-end balances will understate the 

return.  Id.   The same principle applies to the calculation of the earned ROE when rate base is 

increasing or decreasing.   

The Commission recognized this effect in the docket reviewing the Commonwealth 

Edison initial formula rate proposal.  In Docket 11-0721, the Commission stated: 

…merely using ComEd’s rate base as of December 31st of any year assumes that its 
investment in plant is the same on January 1st (and thereafter) of that year as it is on 
December 31st of that year. Actual cost information for an entire year will inevitably 
include both additions and subtractions throughout a particular year. Well-established 
rules of statutory construction require interpretation of the General Assembly’s intent 
in a manner that avoids an absurd, unjust or unreasonable result. (See, e.g., People v. 
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Kohl, 364 Ill. App. 3d 495, 497, 847 N.E.2d 150 (2d Dist. 2006)). Here, ComEd’s 
construction of Section 16-108.5 yields unjust or unreasonable results, as it does not 
give the proper weight to what actually happened in the months previous to 
December 31st of any given year when determining rate base and the calculations 
that must be made upon rate base (e.g., the increases and decreases to depreciation of 
the pro forma capital additions during a given year).  
 

Docket 11-0721, Order on Rehearing at 18 (Oct. 3, 2012).  These concerns apply to the use of 

average versus year-end rate base to determine the ROE collar.  Similarly, in Docket 12-0001 the 

Commission concluded that the use of average rate base for purposes of determining the 

reconciliation revenue requirement “will accurately reflect AIC's actual cost of delivery services 

over the investment period.”  Order at 175.   

The Commission and the utilities applied the average rate base finding in the initial 

formula rate review dockets to the calculation of the ROE collar as well.  Significantly,  P.A. 98-

0015 did not address the treatment of rate base in the ROE collar computation.  While the 

Commission previously found that the use of average rate base most accurately reflects the 

investments made over the course of year, the General Assembly did not direct the Commission 

to change the calculation of the ROE collar to replace this more accurate calculation with a year-

end rate base value as it did for the reconciliation revenue requirement.   Accordingly, the change 

Ameren made in its schedules to use year-end rate base rather than average rate base to calculate 

the historical ROE was not authorized by P.A. 98-0015 and should be reversed.  

Prior to the P.A. 98-0015 changes in the schedules made in Ameren’s June 5, 2013 filing, 

Schedule FR A-3 of Ameren Exhibit 2.4 provided that the ROE collar computation be based on 

the average rate base, by reference to the average of the rate base on Schedule FR B-1, line 36 as 

of December 31, 2012 and the rate base on Schedule FR B-1, line 36 as of December 31, 2011.  

AG Ex. 2.0 at 5-6:243-250.  In order to continue to use average rate base in the ROE collar 

computation, the Commission should order that Ameren Exhibit 2.4, Schedule FR A-3 be 
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amended as shown on Exhibit 1 to the People’s Verified Complaint in this docket, attached to 

this Initial Brief as Exhibit 1. 

The effect of this change is to apply the year-end capital structure, containing the 

common equity ratio shown on Ameren Exhibit 2.4, Sch. FR D-1 (see Exhibit 1, Lines 6 and 36), 

to the average rate base investment, representing the change in rate base investment over the 

course of the year.   As Mr. Effron pointed out, “the capital structure enters into the formula rate 

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

base to be used in the ROE collar computation.”  AG Ex. 1.0 at 6:151-153.  The statutory 

requirement to use the year-end capital structure simply means that the year-end common equity 

ratio will be applied to the appropriately calculated rate base investment.  Mr. Effron’s approach 

maintains the year-end relationship between debt and equity, and applying it average rate base 

recognizes the growth of investment over the year.  This approach therefore correctly applies the 

terms of Section 16-108.5(c)(5) and (c)(2).8   

The effect of incorporating the requirement in P.A. 98-0015 to use year-end capital 

structure in the ROE collar computation, while retaining the use of average, actual rate base to 

determine AIC’s actual return, is that AIC’s actual ROE for 2012 was 9.51%, or 19 basis points 

more than the collar allows.  Ameren Ex. 2.4, Sch. FR A-3, line 33-34 (allowed ROE was 8.82%, 

                                                
8 Section 16-108.5(c) (5) directs the Commission to calculate the earned rate of return “using costs and 

capital structure approved by the Commission as provided in subparagraph (2) of this subsection (c), consistent with 
this Section, in accordance with Commission rules and orders, including, but not limited to, adjustments for 
goodwill, and after any Commission-ordered disallowances and taxes.”   

Section 16-108.5(c)(2) states that the formula rate shall “reflect the utility's actual year-end capital structure 
for the applicable calendar year, excluding goodwill, subject to a determination of prudence and reasonableness 
consistent with Commission practice and law.” 

While Section 16-108.5 requires that “year-end rate base” be used in determining the reconciliation revenue 
requirement and the utility’s capital structure, it does not specify or require that year-end rate base be used in the 
ROE collar calculation established in Section 16-108.5(c)(5).    
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and maximum allowed ROE is 9.32%).  This results in a credit to ratepayers of $3,381,000.  AG 

Ex. 2.0 at 6:253-258. 

In conclusion, the People request that the Commission revise the reference in FR 

Schedule A-3 so that Line 1 defines rate base as the average of reconciliation year year-end rate 

base and the prior year year-end rate base.  This singular change will insure that the ROE collar 

computation reflects the actual return earned by investors over the course of the year, and results 

in an accurate ROE collar for purposes of setting rates the following year. 

2. Reconciliation Interest Calculation  

A key difference between the formula rate process and traditional ratemaking is that the 

formula rate statute allows the utility to restate its revenue requirement using historical data from 

the prior year reported in the FERC Form 1.  220 ILCS 5/16-108.5(c)(6) and (d).   The historical 

revenue requirement for reconciliation purposes is determined using actual FERC Form 1 data, 

subject to Commission review, and is compared to the revenue requirement in effect during the 

historical year.  The statute allows the utility to collect interest on the reconciled revenue 

requirement as follows: 

Any over-collection or under-collection indicated by such reconciliation shall be 
reflected as a credit against, or recovered as an additional charge to, respectively, 
with interest calculated at a rate equal to the utility’s weighted average cost of 
capital approved by the Commission for the prior year, the charges for the 
applicable rate year.   

 
220 ILCS 5/16-108.5(d)(1)(underlined language added by P.A. 98-0015).  As indicated by the 

underlined language, P.A. 98-0015 specified the “interest” applicable to the over- or under-

collection to be the utility’s weighted average cost of capital.  This is a substantially higher rate 

than the short-term interest rate the Commission approved in the initial formula rate dockets.  

Docket 12-0001, Order at 188 (Sept. 19, 2012); Docket 11-0721, Order on Rehearing at 36 (Oct. 
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5, 2012).  For example, Ameren’s short term debt interest rate in the reconciliation year was 

0.10%, as compared to the weighted average cost of capital of 8.163%.  Ameren Exhibit 2.4, 

Sch. FR D-1, lines 20, 29, Col. D.   

 The statute directs the Commission to allow interest on the over- and under-collections 

“indicated by such reconciliation.”  220 ILCS 5/16-108.5(d)(1).  While the statute could have 

directed the Commission to apply interest to the full reconciliation balance, it only authorizes 

interest on the “over-collection or under-collection.” This requires the Commission to determine 

the actual over- or under-collection, taking into consideration the cash flow effect of the formula 

rate process.  The Commission should apply interest to the utility’s actual cash expense to 

conform to the legislative intent that the reconciliation reflect “the actual cost information for the 

applicable calendar year.”  220 ILCS 5/16-108.5(d)(1).   The utility pays income taxes on the 

revenues it receives, and the amount of taxes actually paid by the utility in a given calendar year 

depends on the revenues actually received.  Thus, regardless of whether the reconciliation 

revenue requirement is larger or smaller than that in effect during the year, the determination of 

the actual cash over- or under-collection indicated by the reconciliation will be affected by the 

timing of the payment of the income tax expense.  AG Ex. 1.0 at 4-5:234-248; AG Ex. 2.0 at 8-

9:309-325.    

 The payment of income taxes in the year revenues are received by the utility has a 

substantial effect on the actual cash flow of the utility.  In a situation where the utility has under-

recovered its reconciled revenue requirement, which is the opposite of AIC’s present 

circumstance,  Mr. Effron described how the non- payment of income taxes (because revenues 

are not yet received) reduces the cash needed to fund an under- or over-collection as follows: 

 For example, if a cost of $1,000 is deferred for future recovery from customers but that cost 
is deductible for income tax purposes as incurred and the combined income tax rate is 40%, 
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then the cost will reduce income tax expense by $400 (40% * $1,000).  The net cash to carry 
the deferral is $600 ($1,000 - $400), and only this net balance should serve as the basis on 
which carrying costs are accrued.  The same logic applies when the reconciliation adjustment 
represents a credit balance owed to customers. 

 

AG Ex. 2.0 at 7:278-284.  In other words, if the reconciliation formula shows that the utility 

under-collected revenues of $1,000 in 2012, it will not pay the associated taxes until those 

revenues are received from consumers in 2014, reducing the cash needed in the reconciliation 

year, e.g. 2012 to fund the $1,000 deficit by the tax rate, e.g. 40%.  If the utility over collected 

the $1000 in revenue from ratepayers in 2012, it would have realized only $600 in net cash after 

tax.  Company witness Stafford confirmed a similar hypothetical on cross-examination. AG Ex. 

6.0 at 44-45 (citing Docket 13-0301, Tr. at 260:25-261:8).   The utility should not receive interest 

to compensate it for the payment of taxes in 2012 when those taxes will not be paid until the 

utility receives the under-collected revenues in 2014.   

When the Commission applied the short term interest rate, which was 2.3% in 2011,9 the 

failure to adjust the over- or under-collection to account for the income tax effect was “relatively 

immaterial.”  AG Ex. 2.0 at 9:330-333.  However, with the substantial increase in the interest 

rate to equal the weighted average cost of capital (8.163% for AIC) now required under P.A. 98-

0015, accounting for the tax effect of the delay associated with the reconciliation has become 

significant.  In Ameren’s pending annual formula rate docket, where the reconciliation results in 

an over-collection necessitating a credit to consumers, accounting for the timing of tax payments 

will reduce the credit to consumers.  AG Ex. 1.0 at 10:366-368.  In future years, if the 

reconciliation balance results in a charge, consumers will properly benefit when income tax 

deferrals are properly considered.  Id.   

                                                
9 Docket 12-001, Order at 188 (Sept. 19, 2012). 
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 The need to apply the reconciliation interest to a net reconciliation balance was raised by 

the People in Docket No. 11-0721, Commonwealth Edison Company’s first formula rate docket, 

where the Commission expressed concerns about the completeness of the record, and did not 

make a definitive ruling.  In this docket, a full record has been developed, demonstrating that it is 

necessary to account for the tax effect in determining the under- or over-collection indicated by 

the reconciliation that is subject to interest. 

The formula rate law consistently recognizes and incorporates Commission authority to 

review costs and accounting treatment and to apply Commission rules and practices.  For 

example, Section 16-108.5(d)(3) authorizes the Commission: 

to enter upon a hearing concerning the prudence and reasonableness of the costs 
incurred by the utility to be recovered during the applicable rate year …. The 
Commission shall apply the same evidentiary standards, including but not limited 
to, those concerning the prudence and reasonableness of the costs incurred by the 
utility… as it would apply in a hearing to review a filing for a general increase in 
rates under Article IX of this Act. 
 

220 ILCS 5/16-108.5(d)(3); see also id. at 16-108.5(c)(1) & (6).  The recognition of the effect of 

deferred taxes is a well-established regulatory practice.    For example, electric utilities must 

include a schedule of ADIT (accumulated deferred income taxes) in rate case filings, 83 Ill. 

Admin. Code 288.2080 (Sch. B-9), and all jurisdictional amounts of recorded ADIT credit and 

debit balances are regularly included- in rate base.  In Ameren’s initial formula rate case, for 

example, an adjustment to rate base was made to recognize the vacation reserve, and the 

adjustment was offset by related ADIT balances.  Docket 12-0001, Order at 58-59 (discussing 

effect of deferred taxes on vacation reserve).10  Other ADIT related issues were addressed in 

                                                
10   The Commission adopted the AG/AARP adjustment, after describing it as follows:  “The Commission 

notes that AG/AARP believe the appropriate treatment of AIC’s accrued vacation pay results in a deduction to rate 
base of $11,159,000 (operating reserve for an expense item that has accrued but not yet paid) plus $547,000 (the 
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Docket 12-0001 on pages 5 (deferred compensation); 43 (FIN 48); 51 (plant additions); and 69 

(Step-Up Basis Metro East).  These issues all involved rate base assets that earn a return, and the 

ADIT balance associated with the asset was  necessarily included in rate base to achieve the 

required consistency.  Under the formula rate law, the under- or over-collection indicated by the 

reconciliation is not included as a rate base item, but the utility can recover interest at a rate 

equal to the weighted average cost of capital.  In order to be consistent with standard regulatory 

practice that “matches” ADIT elements to the associated assets included in rate base, the effect 

of deferred taxes on the under- or over-collection indicated by the reconciliation balance subject 

to interest must be recognized.  

AG witness Brosch testified that applying interest to an adjusted under- or over-

collections to reflect the income tax effect is also completely consistent with GAAP procedures 

and rules.  Under GAAP accounting rules, if there is an under-collection of revenues, the utility 

is required to record a deferred income tax expense related to the reconciliation balance because 

it is able to defer the payment of income taxes while awaiting recovery of reconciliation 

revenues.  These deferrals of income tax expense have the effect of reducing the amount of 

capital the utility must carry in support of the under-collected reconciliation revenue 

requirement.  Full and complete accounting for income tax expenses recognizes that income 

taxes have a major impact on expenses payable in more than one accounting period.  The 

relevant GAAP requirements are stated within Accounting Standards Codification 740 (“ASC 

740”).11  AG Ex. 1.0 at 6-8:278-320. 

                                                                                                                                                       
difference between AIC’s deferred tax debit balance and the proper deferred tax debit balance), for a total rate base 
deduction of $11,706,000.”  Deferred tax balances are part of any adjustment that implicates a timing difference. 

 
11  Under ASC 740, there are two primary objectives related to accounting for income taxes:  

a.  To recognize the amount of taxes payable or refundable for the current year, and  
b.  To recognize deferred tax liabilities and assets for the future tax consequences of events 

that have been recognized in an entity's financial statements or tax returns.  AG Ex. 1.0 at 21.  Recorded 
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The delayed collection (or refund) of reconciliation revenues under formula ratemaking 

creates a “taxable temporary difference” under GAAP rules.  This occurs because the utility pays 

taxes on revenues actually received in the reconciliation year rather than on the revenue level 

indicated in the reconciliation revenue requirement and balance.  Reconciliation revenues are 

recorded as per book revenues in the reconciliation year (either as excess or deficiency revenues) 

but these revenues will not become income taxable until the year they are charged or credited to 

ratepayers.  AIC witness Stafford agreed.12   

 AIC witnesses argued that the fact that the utility does not pay taxes until it receives the 

associated revenues does not provide the utility with “cash.”  AIC Ex. 9.0 at 35:782.  This 

argument ignores the effect of the timing of the payment of income taxes.  Mr. Brosch pointed 

out that “[c]hanges in ADIT provide incremental cash flows to utilities through the change in 

timing of the payment of cash income taxes associated with such tax deferrals.”  AG Ex. 1.0 at 

9:346-348.  In fact, the essential purpose of deferred taxes is to provide the taxpayer with low-

                                                                                                                                                       
ADIT amounts arise from part (b) of this standard, where recognition is given on the books to the future tax 
consequences of transactions that are treated differently in financial statements than on tax returns.  
Deferred tax expense (or benefit) is the change during the year in an entity’s deferred tax liabilities and 
assets.  A.S.C. 740-10-30-4.  GAAP requires that deferred taxes be determined using the following 
procedures: 

a.  Identify the types and amounts of existing temporary differences and the nature and 
amount of each type of operating loss and tax credit carryforward period;  

b. Measure the total deferred tax liability for taxable temporary differences using the 
applicable tax rate;  

c. Measure the total deferred tax asset for deductible temporary differences and operating 
loss carryforwards using the applicable tax rates; 
 d. Measure deferred tax assets for each type of tax credit carryforward; and 

  e. Reduce deferred tax assets by a valuation allowance if, based on the weight of available 
evidence, it is more likely than not (a likelihood of more than 50 percent) that some portion or all of the 
deferred tax assets will not be realized.  A.S.C. 740-10-30-5.   
 
12 Mr. Stafford testified that the utility “would pay income taxes when they received that 46.6 million in 

cash at the time that the current income taxes are actually due, and they wouldn't pay income taxes at the time they 
record an accounting entry to defer the balance. They would pay the income taxes when they were due. And just the 
opposite effect works in an under and over-collection.  Taxes are refunded at the time the money is refunded to 
customers, not at the time that an accounting entry is made to record deferred income taxes.”  AG Ex. 6.0 at 43-
44:25-9. 
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cost or no-cost capital by allowing the taxpayer to retain cash that otherwise would have been 

paid in taxes.    The statute indicates that interest is to be applied to “the under- or over-collection 

indicated by the reconciliation” so that the utility’s actual costs are covered.  220 ILCS 5/16-

108.5(d)(1).  Because the utility’s actual cost is affected by income taxes, it is necessary to 

incorporate the effect of income taxes so that interest is only applied to the net-of-tax over- and 

under-collections.  AG Ex. 3.0 at 11-15. 

 Ameren Exhibit 2.4, Schedule FR A-4 contains the data for the reconciliation 

computation, including the application of interest to the under- or over-collection indicated by 

the reconciliation.   While the question of which provisions, schedules, and appendices of 

Exhibit 2.4 require a Section 9-201 action to be changed and which do not, will be addressed 

after the expected order in this docket, the People propose the following change to Schedule FR 

A-4 without waiving any arguments or positions about whether this change in fact requires a 

change in the formula rate structure or protocols. 

 Schedule FR A-4, Reconciliation Computation, should be amended so that Line 3, 

Variance with Collar, becomes new line 3a and new lines 3b and 3c are inserted above the 

existing line 4.  The Variance with Collar at existing line 3 (the new line 3a) would be reduced 

by associated incremental accumulated deferred income taxes (ADIT) arising from the 

reconciliation balance.  New Line 3b would multiply the Company’s composite Effective 

Income Tax Rate, which is found on Sch. FR C-4 at line 4, times minus one (-1), times the 

Variance with Collar (on the new line 3a) to quantify the offsetting “Accumulated Deferred Tax 

at Tax Rate” to be shown on new line 3b.  Summing the Variance with Collar amount on the new 

line 3a with the calculated offsetting Accumulated Deferred Tax at Tax Rate on new line 3b 

yields the Net of Income Tax Variance with Collar at new line 3c, to which the Monthly Interest 
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Rate at Line 4 would apply, as set forth in the monthly amounts in Column C under a revised 

“Net Variance” column heading.  The calculation of interest on the reconciliation variance 

balance for the reconciliation year shown at Lines 5 through 16 should use the Net of Income 

Tax Variance with Collar value from Line 3c.  Finally, it is necessary to insert new line 32a to 

Restore Deferred Income Taxes to the principal amount to be carried forward as the 

“Reconciliation with Interest” on line 33. The proposed changes were shown on Exhibit 2 to the 

People’s Complaint, and that document is attached to this Initial Brief as Exhibit 2. 

3. Depreciation Expense   
 

The People support in part and oppose in part the Company’s proposed adjustment to its 

filing-year depreciation expense found on Schedule FR C-2 of its formula rate tariff.  In the 

interests of transparency, the tariff revision and its accompanying workpaper should be modified 

to more clearly show the derivation of the adjustment. 

The Company’s proposed adjustment, which implements changes in depreciation accrual 

rates that the Company made effective January 2, 201313, would result in an increase to filing-

year depreciation expense of $15.8 million14 in 2013’s formula rate update, Docket No. 13-0301.  

One approach to implementing the change in depreciation accrual rate that became effective on 

January 2, 2013 would be to simply use historical depreciation rates found in the 2012 FERC 

Form 1 in projecting depreciation on projected 2013 plant, and allow the Company to reconcile 

its 2013 revenue requirement with actual costs in 2014’s formula rate update.  While rates would 

be lower this year, this approach would lead to a significant increase in rates next year to reflect 

the larger depreciation expense.  Further, consumers would be charged interest at the weighted 

average cost of capital on the under-collection indicated by the reconciliation in that year’s 

                                                
13 AG Ex. 6.0 at 7 (13-0301 Tr. at 223:17-21). 
14 Staff Ex. 4.0, page 20. 
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formula rate update.  So despite the fact that the use of 2013 depreciation rates deviates from the 

statutory directive15 to use actual historical data from the prior-year FERC Form 1 to determine 

the filing year revenue requirement, the People agree that the new depreciation accrual rates 

should be implemented as an adjustment to the formula rate tariff and applied in Docket No. 13-

0301.  In future years when the depreciation accrual rate does not change, the historical 

depreciation rates from the FERC Form 1 should be used in setting the filing year revenue 

requirement. 

However, the modifications to the FR schedules the Company proposed to implement 

this change fail to provide the information necessary for the formula “to operate in a 

standardized manner and be updated annually with transparent information.”  220 ILCS 5/16-

108.5(c).   The People urge that the Company present the derivation and calculation of its 

depreciation adjustment in a more transparent fashion, as the presentation in the Company’s 

August 19, 2013 filing and workpapers does not provide the information necessary to identify 

the relevant depreciation adjustment.  

Background 

The Company’s proposed change to its depreciation calculation on Schedule FR C-2 of 

its revised formula rate tariff (AIC Ex. 2.5) is based on a depreciation accrual study completed 

for the Company by an outside consultant, Gannett Fleming, Inc., in October 2012, updating its 

depreciation accrual rates.  The accrual study is found at AG Exhibit 6.1 in this consolidated 

docket.  The accrual study changes the Company’s depreciation rate on distribution plant from 

3.28% to 3.50% and its depreciation rate on general plant from 4.49% to 5.56%.  AG Ex. 6.1 at 

9.  The study is based on data curves “developed at the Iowa State College Engineering 

Experiment Station” in 1935 (Id. at 14) and further developed in 1957 (Id. at 14, 19).  Actual 
                                                
15 220 ILCS 5/16-108.5(d)(1). 
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observed data of the utility plant under study is “smooth[ed]” based on the Iowa curves.  Id. at 

27.  Mr. Stafford admitted during cross-examination that he is “not familiar with how the Iowa 

curve works fully” and did not “know to the extent the data from the 1930[s] is utilized.”  AG 

Ex. 6.0 at 11 (13-0301 Tr. at 227:21-24).  Mr. Stafford stated that the Gannett-Fleming 

depreciation study is “utilizing best practice” (Id. at 12 (13-0301 Tr. at 228:4-5)), but the 

Company did not offer proof in the record that the study is based on best industry practice, other 

than Mr. Stafford’s statements. 

As Mr. Stafford confirmed during cross-examination, prior to the Company’s August 19, 

2013 tariff filing, Schedule FR C-2 of the Company’s formula rate tariff (found in Ameren 

Exhibit 2.4) presented the Company’s prior-year FERC filed depreciation expenses shown on 

Line 1, plus some adjustments on Lines 2 through 4, multiplied by the appropriate jurisdictional 

allocators on Line 6.  Id. at 12-13 (13-0301 Tr. at 229:23 – 230:3).  Schedule FR C-2 also 

presented at Line 8 the Company’s forecasted depreciation expense on filing-year projected plant 

additions, as calculated on Lines 15-17 of the second page of Appendix 8 of the Company’s 

formula rate tariff.  Id. at 13 (13-0301 Tr. at 230:3-7).  The forecasted change in depreciation and 

amortization found in Appendix 8 was calculated based on projected net plant additions for the 

filing year, multiplied by actual depreciation rates for the prior year; the latter was calculated on 

Lines 19 through 21 of Appendix 8 using actual FERC-filed plant balance and depreciation 

amounts for the prior year.  Id. at 13 (13-0301 Tr. at 230:9-17).  Those actual calculated 

depreciation rates for 2012 were 3.26% for distribution plant, 2.43% for general plant (Id. at 13-

14 (13-0301 Tr. at 230:18 - 231:2), and 3.57% for intangible plant. 
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Ameren’s Proposed Changes 

As Mr. Stafford admitted during cross-examination, the Company’s August 19, 2013 

tariff filing modifies Schedule FR C-2 of the Company’s formula rate tariff (shown in Ameren 

Exhibit 2.5) by inserting a new Line 8a to accommodate changes to forecasted depreciation on 

prior-year plant and projected plant additions based on the Gannett-Fleming study.  Id. at 12, 14 

(13-0301 Tr. at 229:14-22, 231:3-10).  The new Line 8a attempts to show the increment in filing-

year forecasted  depreciation stemming from the difference between (i) the new Gannett Fleming 

calculated depreciation accrual rates that were implemented on January 1, 2013 and (ii) the 

calculated depreciation rates from Lines 19 through 21 of Appendix 8.  Id.  The August 19, 2013 

revision also inserts a new Line 8b on Schedule FR C-2 to add the old Line 8 with forecasted 

depreciation on projected plant additions to the increment in forecasted depreciation found on the 

new Line 8a amounts; the tariff revision then modifies Line 10 to multiply the new Line 8b 

(instead of Line 8, before the change) by the jurisdictional allocators found on Line 9 of 

Schedule FR C-2.  AG Ex. 6.0 at 12 (13-0301 Tr. at 229:2-13).   

Mr. Stafford also indicated during cross-examination that “the only time that you would 

see an adjustment” [on Line 8a of Schedule FR C-2] “would be at the time of the new 

depreciation rate study” (AG Ex. 6.0 at 49 (13-0301 Tr. at 269:1-5)) and that, if approved, Line 

8a “would show zeroes next year” [in the Company’s 2014 formula rate update proceeding] (Id. 

(13-0301 Tr. at 269:14-16)).  Because the Company conducts a depreciation accrual study only 

“approximately every five years or so” (AG Ex. 6.0 at 7 (13-0301 Tr. at 223:12-13)), Line 8a 

should show zeroes for the next several years of Ameren’s electric formula rate update filings. 

Currently, the only detailed explanation for these depreciation adjustments in the 

Company’s filings in either Docket No. 13-0301 or this consolidated docket is a single number, 
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“$15,800”, found at the third page of the Company’s Workpaper 18.   Mr. Stafford admitted 

during cross-examination that Workpaper 18 only shows the $15,800 figure and does not show 

the calculations leading up to that figure.  AG Ex. 6.0 at 21 (13-0301 Tr. at 237:10-15). The 

entry shown on Workpaper 18 is not broken down among distribution plant, G&I plant 

(depreciable), and G&I plant (amortized), as it is on Schedule FR C-2.  Moreover, that entry in 

Workpaper 18 points to ICC Staff Schedule 7.05 FY from Docket No. 13-0301 (found in Staff 

Exhibit 4.0, pages 20-21 in this consolidated docket) as a source for the figure.   That Staff 

Schedule in turn points to calculations found on Company responses to Staff data requests that 

were not submitted into evidence until the People submitted them as a cross-exhibit during the 

evidentiary hearing in Docket No. 13-0301.    

Staff witness Ostrander arrived at the adjustments on his Schedule 7.05 FY from Docket 

No. 13-0301 (Staff Ex. 4.0, pages 20-21 in this docket) as follows.  First, he took (i) the 

Company’s 2013 depreciation forecast on 2013 projected plant additions based on the new 

Gannett Fleming calculated depreciation accrual rates, found on Column F its response to DR 

JMO 3.05R Attach (AG Ex. 6.2, page 3 in this consolidated docket), and subtracted (ii) the 

Company’s forecast of 2013 depreciation on 2013 projected plant additions, using actual 2012 

depreciation rates from Appendix 8 of the formula rate tariff, found at the Company’s 

Workpaper C-2.23a (AG Ex. 6.2, page 1) and also using various adjustments found on the 

Company’s Workpaper 1816.  From this calculation, Mr. Ostrander derived an adjustment of 

$2.267 million for forecasted 2013 depreciation on 2013 projected plant additions.  Mr. Stafford 

confirmed this calculation during cross-examination.  AG Ex. 6.0 at 22-25 (13-0301 Tr. at 

238:11 - 241:6).   

                                                
16 Workpaper 18 can be found at Ameren Exhibit 18.4, pages 16-26 in Docket No. 13-0301. 
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Second, Mr. Ostrander used the Company’s response to DR JMO 14.01 Attach (AG Ex. 

6.2, page 5) to calculate the difference between (i) the Company’s 2013 depreciation forecast on 

2012 plant using the new Gannett Fleming calculated depreciation accrual rates, and (ii) the 

Company’s 2013 depreciation forecast on 2012 plant using the old Gannett Fleming calculated 

depreciation accrual rates, which are calculated for 2011, from which rates 2012 depreciation on 

plant was derived.  From this calculation (Column D of the data request response), Mr. Ostrander  

derived an adjustment of $13.533 million for forecasted 2013 depreciation on 2012 plant.  Mr. 

Stafford confirmed this calculation during cross-examination.  AG Ex. 6.0 at 25 (13-0301 Tr. at 

241:7 - 241:24).   

Section 16-108.5(c) of the EIMA requires that an electric utility’s rates be “updated 

annually with transparent information that reflects the utility’s actual costs to be recovered 

during the applicable rate year” (emphasis added).  Despite this requirement, Mr. Stafford 

admitted during cross-examination that a layperson reading the Company’s filing “would have to 

do some additional work … would need to look at Staff’s schedule, and then they would need to 

look at the data request that Staff relied on for purposes of making the proposed [depreciation] 

adjustment.”  AG Ex. 6.0 at 19 (13-0301 Tr. at 235:17-24).  Mr. Stafford stated that it is possible 

to incorporate the analysis from Staff Schedule 7.05 FY into Workpaper 18 and added that the 

calculations “provide some additional transparency to the calculation and depreciation expense.”  

AG Ex. 6.0 at 29 (13-0301 Tr. at 245:10-23).  But rather than pointing to a particular piece of 

Staff testimony in a particular year’s formula rate update proceeding, or to a data request 

response that may not be submitted by the Company into evidence in future formula rate update 

filings, Workpaper 18 should clearly indicate within its own four corners how the accrual study 

adjustment to projected depreciation was calculated.   
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People’s Recommendations 

The People thus urge the following changes to Schedule FR C-2 of the Company’s 

formula rate tariff, as shown in Exhibit 3: 

� A new Line 1a should be inserted labeled, in Column A, “Adjustment to Forecasted 

Depreciation on Plant for Study-Based Change to Depreciation Rate.”  The source for 

this data should be indicated in Column B as Workpaper 18.  The data for this adjustment 

should be calculated as indicated by the caption and clearly inserted as Columns C, D, 

and E.  Line 5 should be modified to include Line 1a in its summation. 

� The Company’s proposed change to Line 8a should be modified so that the caption in 

Column A reads “Adjustment to Forecasted Depreciation on Projected Plant Additions 

for Study-Based Change to Depreciation Rate.”  The data for this adjustment should be 

calculated according to the caption and clearly inserted as Columns C, D, and E. 

The People also recommend modification of Workpaper 18 of the Company’s formula 

rate filing, found in Ameren Exhibit 18.4 in Docket No. 13-0301, to clearly show the derivation 

of the Gannett Fleming study-based adjustments to (i) forecasted filing-year depreciation on 

prior-year plant in service and (ii) forecasted filing-year depreciation on projected plant 

additions, as shown in new Lines 1a and 8a of Schedule FR C-2, including the values shown in 

Columns C, D, and E of those Lines.  Workpaper 18 should include whatever underlying data is 

necessary to clearly show the derivation of those adjustments.  Workpaper 18 should also 

indicate, in future filing years when the Company does not update its depreciation accrual rates, 

that values of 0 should be entered on Columns C, D, and E of Lines 1a and 8a.  Alternatively, the 

calculations described in this paragraph could be shown on Appendix 8 of the formula rate tariff, 
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AIC Ex. 2.5, instead of on Workpaper 18, and the “Source” for Lines 1a and 8a on Sch. FR C-2 

would then refer to Appendix 8. 

Finally, for similar reasons, Workpaper 18 should clearly explicate the derivation of the 

accumulated deferred income tax (“ADIT”) adjustment stemming from the depreciation 

adjustment, currently shown at Page 20 of AIC Ex. 18.4 in Docket No. 13-0301.  Line 40a of the 

Company’s Schedule FR B-1 indicates that ADIT related to projected plant is calculated on 

Workpaper 18, but Workpaper 18 fails to clearly show how the change to depreciation accrual 

rates leads to a change in ADIT.  As shown on Staff Ex. 4.0, page 20, Staff witness Ostrander 

calculated the ADIT adjustment based on information provided in the Company’s data request 

responses found in AG Exhibit 6.2, but the calculations are, again, not shown in the Company’s 

Workpaper 18. 

Provided the changes described above are implemented so that future depreciation 

changes are transparent, the People do not oppose the change to allow incorporation of 

depreciation rates applicable to the rate year in the Company’s FR schedules. 

5.   Income Tax Expense Lead for Cash Working Capital Calculation 
 

In their Initial Brief and Reply Brief in Docket No. 13-0301, the People extensively 

discussed their recommendation to correctly account for actual income tax paid (and to exclude 

deferred income tax) in the Company’s cash working capital calculation.  Attached to this Initial 

Brief is Exhibit 4, containing pertinent excerpts from the People’s Initial Brief and Reply Brief in 

Docket No. 13-0301 supporting the People’s recommendation and proposing modifications to 

the Company’s FR Schedules, Appendix 3 on this issue.  The People incorporate by reference all 

their arguments on this issue shown in Exhibit 4.  Also attached to this Initial Brief is Exhibit 5, 
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showing the People’s proposed modified version of Appendix 3 to the Company’s formula rate 

schedules. 

III. PROCESS FOR IMPLEMENTATION OF FORMULA RATE TEMPLATE 
CHANGES IN DOCKET No. 13-0301, IF APPROVED IN DOCKET Nos.  13-
0501/13-0517  

 

The People’s proposed changes to the Company’s formula rate tariff would cause various 

changes to the revenue requirement calculation in Docket No. 13-0301.  While the question of 

what parts of the Company’s formula rate tariff are “formula rate structure and protocols” or 

“formula rate template” is not being addressed at this time in this consolidated docket, the People 

urge that the Commission make the changes recommended in this Initial Brief by November 27, 

2013, just before the Thanksgiving holiday.  This timeline will ensure that, assuming arguendo 

that all of the People’s proposed modifications are Section 9-201 changes17 to “formula rate 

structure or protocols,” any such changes approved by the Commission in this consolidated 

docket will be made at least 31 days before new rates under the Company’s annual formula rate 

update proceeding, Docket No. 13-0301, go into effect on January 1, 2014.  This timeline will 

satisfy the requirement of Section 16-108.5(c) of the EIMA that the new rates implementing  

requested Section 9-201 structure or protocol changes “take effect no less than 30 days after the 

date on which the Commission issues an order adopting the change.”  220 ILCS 5/16-108.5(c).   

The People request that Schedule FR A-3, Schedule FR A-4, Schedule FR C-2, and 

Appendix 3 of the Company’s formula rate tariff filed on August 19, 2013, filed as Ameren 

Exhibit 2.5 in this consolidated docket, be modified as shown in their Exhibits 1, 2, 3, and 5 to 

                                                
17 Section 16-108.5(c) of EIMA requires that “[s]ubsequent [following the initial formula rate filing in 

2012] changes to the performance-based formula rate structure or protocols shall be made as set forth in Section 9-
201 of this Act.”  220 ILCS 5/16-108.5(c). 
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this Initial Brief.  Underlying calculations, cell references, and formulas in the Excel 

spreadsheets should be modified according to the direction given in the People’s Exhibits to this 

brief.  The People also request that the Company modify its Workpaper 18 as requested in Part 

II.B.3 of this Initial Brief. 

Following the Commission’s Order in this docket making modifications to the 

Company’s August 19, 2013 formula rate tariff, the new formula rate tariff as approved by the 

Commission on or before December 1, 2013 should be used as the basis for the Commission’s 

final order in the current formula rate update proceeding, Docket No. 13-0301.  Within three 

business days after the Commission’s approval of the Order in this consolidated docket, the 

Company should revise its formula rate tariff (including all schedules and appendices) and 

workpapers to be consistent with such Order and then distribute the Excel file to all parties in 

this docket.  Following a further three business day period for parties to file motions objecting to 

such Excel file, the Commission should then approve the Excel spreadsheets, subject to any 

further modifications to comply with the Order in this docket.   

Following approval of the changes recommended in this docket, the Commission should 

populate the new schedules with the financial and accounting inputs and adjustments approved 

by the Commission in Docket 13-0301.  The revenue requirements and rates resulting from 

Docket 13-0301 should be based on the schedules approved in this docket, and become effective 

“beginning on the first billing day of” January, 2014 pursuant to Section 16-108.5(d)(2).  
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IV.   CONCLUSION 

For the foregoing reasons, the People request that the Commission order the changes 

described above and in Exhibits 1, 2, 3 and 5 to this brief so that the changes are made by 

November 27, 2013, and can be effective by January 1, 2014. 

 

Respectfully submitted, 

The People of the State of Illinois 
 

By LISA MADIGAN, Attorney General 
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Susan L. Satter 
Sameer H. Doshi 
Assistant Attorneys General 
Public Utilities Bureau 
Illinois Attorney General’s Office 
100 West Randolph Street, 11th fl. 
Chicago, Illinois 60601 
Telephone: (312) 814-1104 (Satter) 
Telephone: (312) 814-8496 (Doshi) 
Facsimile: (312) 812-3212 
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