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STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 
Illinois Power Company  : 
d/b/a AmerenIP and Ameren :        
Illinois Transmission Company : Docket No. 06-0179  
     : 
     : 
Petition for (i) a Certificate of  :  
Public Convenience and Necessity: 
Pursuant to Section 8-406(a) of  : 
The Public Utilities Act; (ii) a   : 
Certificate of Public Convenience : 
And Necessity, pursuant to   : 
Section 8-406 of the Public  : 
Utilities Act, authorizing   : 
Construction, operation and  : 
Maintenance of new 345,000 : 
Volt electric lines in Monroe,  : 
Randolph, St. Clair, and   : 
Washington Counties, Illinois; : 
(iii) an order pursuant to Section : 
8-503 of the Public Utilities Act : 
Approving construction of new : 
Transmission facilities; (iv)   : 
Approval between affiliated   : 
Interests; and (v) other relief as : 
May be necessary.   : 
 
 

INITIAL BRIEF OF THE STAFF OF 
THE ILLINOIS COMMERCE COMMISSION 

 
 Pursuant to 83 Ill. Adm. Code 200.800, Staff of the Illinois Commerce 

Commission (“Staff”), by and through its attorney, hereby files its Initial Brief in the 

above-captioned proceeding. 
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I. INTRODUCTION 

A.  Procedural History 
 

On March 3, 2006, Illinois Power Company, d/b/a Ameren IP (“AmerenIP” or the 

“Company”) and Ameren Illinois Transmission Company (“Ameren Transco”) (jointly, 

“Petitioners”) filed a Petition  seeking (i) issuance by the Illinois Commerce Commission 

(“Commission”) of a Certificate of Public Convenience and Necessity (“CPCN”) pursuant 

to § 8-406 of the Public Utilities Act (“PUA”), (220 ILCS 5/8-406), authorizing AmerenIP 

and Ameren Transco to construct, operate, and maintain new 345 kilovolt (“kV”) electric 

lines (the “Project”) in Monroe, Randolph, St. Clair, and Washington Counties, Illinois; 

(ii) issuance by the Commission of a Certificate pursuant to Section 8-406(a) of the PUA 

authorizing Ameren Transco to operate as a public utility; (iii) an order approving the 

Project pursuant to  § 8-503 of the PUA; and (iv) approval, pursuant to § 7-101 and 7-

102 of the PUA, 220 ILCS 5/7-101 & 7-102, of a Joint Ownership Agreement (“JOA”) 

between AmerenIP and Ameren Transco; and (v) such other relief as may be 

necessary.   

 Pursuant to proper legal notice, a pre-hearing conference was held on April 4, 

2006 and several status hearings were held before a duly authorized Administrative 

Law Judge of the Commission at its offices in Springfield, Illinois.  Petitions to Intervene 

were filed by Prairie State Generating Company, LLC (“Prairie State”), Dynegy Midwest 

Generation, Inc. (“Dynegy”), Local Unions 51, 306, 649, 702, and 1306 of the 

International Brotherhood of Electrical Workers (“IBEW”), several villages and numerous 

landowners who had been notified that they may be affected by the Project.  An 

evidentiary hearing was held on December 15, 2006.  Appearances were entered by 
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counsel on behalf of Dynegy, IBEW, various landowners, and Staff.  AmerenIP and 

Ameren Transco, Dynegy, IBEW, Staff, and numerous landowners presented testimony.  

At the conclusion of the hearing on December 15, 2006, the matter was marked HEARD 

and TAKEN, subject to the filing of late-filed exhibits and affidavits. 

B.  Legal Standards 
 Requests for Certificates of Public Convenience and Necessity are governed by 

Section 8-406 of the PUA, which provides, in part: 

(b)  No public utility shall begin the construction of any new plant, 
equipment, property or facility which is not in substitution of any existing 
plant, equipment, property or facility or any extension or alteration thereof 
or in addition thereto, unless and until it shall have obtained from the 
Commission a certificate that public convenience and necessity require 
such construction.  Whenever after a hearing the Commission determines 
that any new construction or the transaction of any business by a public 
utility will promote the public convenience and is necessary thereto, it shall 
have the power to issue certificates of public convenience and necessity.  
The Commission shall determine that proposed construction will promote 
the public convenience and necessity only if the utility demonstrates: (1) 
that the proposed construction is necessary to provide adequate, reliable, 
and efficient service to its customers and is the least-cost means of 
satisfying the service needs of its customers; (2) that the utility is capable 
of efficiently managing and supervising the construction process and has 
taken sufficient action to ensure adequate and efficient construction and 
supervision thereof; and (3) that the utility is capable of financing the 
proposed construction without significant adverse financial consequences 
for the utility or its customers. 
 
 

II. OVERVIEW OF STAFF’S POSITION 
 

The Petitioners are seeking a CPCN for three 345kV transmission lines for a total 

Project cost of $89 million.  According to the Petitioners, in July 2001, Peabody Energy 

(the parent company of Prairie State Generating Company) formally requested to 

connect to AmerenIP’s transmission system.  On August 9, 2002, Prairie State and 
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Illinois Power Company entered into an Interconnection and Operating Agreement.  

Staff concurs with the Petitioners that the proposed new lines are necessary (as 

required by Section 8-406(b)(1)) to provide the requested reliable interconnection 

service between AmerenIP and Prairie State.  However, as discussed below, Staff 

opposes the proposed transmission line route in the vicinity of the Village of Baldwin 

(“Baldwin”).  The alternative line route, recommended by Staff, is 3.1 miles longer than 

the Petitioners’ proposed route, and that 3.1 miles of additional transmission line would 

cost $3.79 million.  Staff recommends that the Commission find that the line routes, as 

amended by Staff, are least cost (as required by Section 8-406(b)(1)).  

The Petitioners testified that they are capable of efficiently managing and 

supervising the construction process.  Based on the information provided by Ameren 

and the knowledge that Ameren is currently constructing a 55-mile long 345kV line in 

Missouri, Staff opined that Ameren is capable of managing and supervising the 

construction of the lines associated with this Project (as required by Section 8-

406(b)(2)). (Staff Ex. 1.0, pp. 28-29) 

The Petitioners allege that Ameren Transco’s participation in the Project is 

necessary to ensure that construction of the Project will not have adverse financial 

consequences for AmerenIP.  (Amended Petition, ¶ 19)  As explained below, Staff’s 

analysis led it to the conclusion that AmerenIP itself is capable of financing the 

proposed construction without significant adverse financial consequences for the utility 

or its customers (as required by Section 8-406(b)(3)).    

Staff recommends that the CPCN be granted to AmerenIP alone.  As AmerenIP 

is capable of financing the proposed construction and in the absence of any other 
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benefit to ratepayers from the creation of Ameren Transco, Staff recommends against 

granting a CPCN to Ameren Transco.  

If the Commission grants a CPCN to Ameren Transco, Staff recommends that 

the Commission approve the agreement between affiliated interests as discussed 

below. 

Finally, Staff recommends that if a CPCN is granted, that eminent domain 

authority under Section 8-503 of the PUA should also be granted. (Staff Ex. 1.0, p. 30) 

III. DISCUSSION 

A. Baldwin Line Route 

1. Background 
 

The Petitioners are seeking a CPCN for three 345kV transmission lines for a total 

Project cost of $89 million.  The three lines are 1 mile, 7.2 miles, and 27.1 miles long 

and will allow the power produced by the proposed Prairie State Generating Station to 

be dispersed into the Ameren transmission grid.  Staff took issue with only one portion 

of one of the three proposed transmission line routes.  Staff does not oppose or offer 

any alternative routes for the remainder of the three proposed routes. 

2. Staff’s Position 
 

Staff believes that the route AmerenIP is proposing in close proximity to Baldwin 

will have more adverse affect on existing citizens than Staff’s alternative route.  In his 

direct testimony, staff witness, Mr. Ronald Linkenback testified that the AmerenIP 

proposed line would pass within 300 feet of five dwellings and within 200 feet of two 

dwellings, whereas there would be no dwellings within 300 feet and no dwellings within 
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500 feet of the Staff proposed route.  (Staff Ex. 1.0, p. 19 and Staff Ex. 5.0, p. 7)  

Likewise, the AmerenIP proposed route passes through the west side of the Village of 

Baldwin city limits, whereas the Staff proposed route is approximately one-half mile east 

of the populated area.  (Staff Ex. 1.0, p. 21)  

In his rebuttal testimony, Mr. Linkenback testified that Staff’s recommended route 

near the Village is more consistent with AmerenIP’s route selection process than 

AmerenIP’s proposed route.  (Staff Ex. 5.0, pp. 8, 9)  The Prairie State Interconnect 

Study Routing Report – route selection process (Staff Ex. 5.3) states, in part, that for 

Land Use, the high sensitivity areas are “occupied structures within 200 feet and 

municipal boundaries/urban areas.”  The AmerenIP proposed route goes through the 

Village of Baldwin municipal limits and within 200 feet of homes.  Staff’s proposed route 

does not go through the Village of Baldwin municipal limits or within 200 feet of homes 

and better satisfies AmerenIP’s land use high sensitivity criteria. 

In both his direct and rebuttal testimony, Mr. Linkenback opined that unless there 

were overriding issues that he was unaware of, he believed that the transmission line 

should be as far from existing homes as is reasonably possible.  (Staff Ex. 1.0, p.2 and 

Ex. 5.0, p. 19)  To date, the only reasons given by AmerenIP for not accepting Staff’s 

recommended alternative route around Baldwin are (1) the increase in the cost of the 

Project, (2) the proximity of the alternative route to the Baldwin Water Treatment Plant, 

and (3) the possible future growth of Baldwin to the east in the direction of the 

alternative route.  (AmerenIP Ex. 9.0, p. 2-4) 
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a. Project Cost 
 

Staff does not dispute that the alternative route Staff is proposing will increase 

the cost of the Project.  However, relocating the proposed 345kV transmission line away 

from existing homes and outside of the Baldwin’s municipal limits is worth an increase 

of $3.79 million in the total Project cost.   

Staff detailed its reasons for supporting the alternative route in its direct and 

rebuttal testimony.  (Staff Ex., 1.0 and 5.0)  In summary, the reasons that the line 

relocation is justified are: (1) significantly less impact to the households near the line 

routes (zero homes within 500 feet of the transmission lines as opposed to 5 homes in 

within 300 feet of the transmission lines on the Petitioners’ proposed route); (2) the 

AmerenIP proposed route passes through the west side of the Baldwin city limits, 

whereas the Staff proposed route is approximately one-half mile east of the populated 

area; and (3) Staff’s proposed alternative route is more consistent with AmerenIP’s 

route selection process than the route proposed by AmerenIP.  AmerenIP did not 

dispute any of these facts. 

AmerenIP’s suggestion that rerouting the transmission line around Baldwin and 

away from homes would not be the least-cost design falls flat when examined closely.  It 

should be obvious to all that the shortest route and the route most likely to be least cost 

without regard to impact on the citizens of Illinois would be a straight line between the 

beginning and ending points of the line.  However, AmerenIP is not proposing or 

offering the straight line option as an alternative for this Project because it is not 

reasonable.  A straight line route does not meet AmerenIP’s Prairie State Interconnect 

Study Routing Report route selection process.  One key item in the route selection 
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process is Land Use.  The high sensitivity land use areas, defined by AmerenIP, are 

“occupied structures within 200 feet and municipal boundaries/urban areas”.  (See Staff 

Ex. 5.0, pp. 8-9 and Staff Ex. 5.3) AmerenIP’s route through Baldwin does not meet this 

land use route selection process, whereas Staff recommended route around the east 

side of Baldwin does meet AmerenIP’s route selection guideline. 

Staff does not believe that the Commission should consider avoidance of highly 

sensitive areas to be a deviation from the least-cost obligation of Section 8-406(b) of the 

PUA.  This is consistent with AmerenIP’s testimony: 

One of our obligations is to demonstrate that we have pursued and 
designed the project that is least cost.  I understand ‘least cost’ is not ‘less 
cost’ and in the end, the Commission should consider whether the 
additional $3.79 million, a significant sum, creates offsetting benefits.  
(Ameren Ex. 14.0, p. 2) 
 

AmerenIP concedes that least cost does not necessarily mean less cost, and that the 

Commission should consider whether the increased costs with Staff’s proposal were 

counter-balanced by benefits. The Prairie State Interconnect Study Routing Report 

appropriately incorporated concerns about various land uses into its selection process 

for the determination of the line routes.  

Staff believes rerouting the 345kV transmission line away from the Village of 

Baldwin is consistent with the least-cost requirement of Section 8-406(b) of the Act and 

should be approved by the Commission. 

 

b. Baldwin Water Treatment Plant and Future Growth to 
East of Baldwin 

 
In response to Staff’s alternative route, AmerenIP agreed that the Staff 

alternative was in proximity to fewer residences, but protested that “communities’ needs 
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along the entire route can outweigh those of a few individual landowners.”  (AmerenIP 

Ex. 9, p. 3)  AmerenIP emphasized that the route’s overall costs and benefits must be 

considered.   The AmerenIP witness went on to state: 

... Mr. Linkenback is of the opinion that the World Shooting and 
Recreational Complex [(“WSRC”)] will not bring the amount of commercial 
business to the area that Ameren feels it will.  Potential community growth 
could also require expansion of the Village’s water treatment plant to the 
east.  This is relevant to the Linkenback route adjustment due to the fact 
that commercial growth would be on the east side of Baldwin, which is the 
direction of Mr. Linkenback’s route adjustment. (Id.)   
 

However, AmerenIP’s concern with the future growth to the east of Baldwin due to the 

new WSRC being operational and the potential future expansion of the Baldwin water 

treatment plant is based entirely on speculation.  (Staff Ex. 5.0, p. 4-6) There is no 

evidence in the record as to when or where any future development will occur in 

Baldwin.  As to concerns about expansion of the water treatment plant, according to 

Baldwin’s response to a Staff data request, there is room for one or possibly two cells of 

expansion on the existing water treatment plant on the treatment plant property.  In 

addition, there is clear land to the north, west and most of the south for expansion of the 

plant.  (Staff Ex. 5.0, p. 5)  Speculative concerns about possible future development on 

the east side of Baldwin and/or a need to expand the water treatment plant should not 

outweigh concerns about current occupied structures within the AmerenIP proposed 

route.    

Staff believes rerouting the 345kV transmission line away from the Village of 

Baldwin route’s is consistent with a consideration of the overall costs and benefits of the 

line route and should be approved by the Commission. 
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B. Financing 

1. Background 
 

AmerenIP asserts that AmerenIP cannot meet the statutory test of Section 8-

406(b)(3) of the PUA, requiring a finding that a utility is capable of financing a proposed 

project without significant adverse financial consequences for the utility or its customers.  

(AmerenIP Ex. 4.0, p. 4)  Prairie State will advance AmerenIP funds to pay for the 

Project costs up front.  According to AmerenIP, these advances will be recorded as debt 

on AmerenIP’s financial statements.  AmerenIP asserts that the resulting increase in 

AmerenIP’s debt obligation without offsetting cash flow will result in degradation of key 

credit rating measures, which IP cannot afford because of IP’s precarious financial 

position.1  AmerenIP did not present any quantitative analysis in support of this position.  

The Petitioners propose that Ameren Transco, a newly formed wholly owned 

subsidiary of Ameren Corporation, will fund, construct, and operate the Project in 

conjunction with AmerenIP. (Amended Petition, ¶ 2)  It is proposed that Ameren 

Transco will fund and own 90% of the Project and AmerenIP will fund and own the 

remaining 10% of the Project during construction.  Under the proposal, either AmerenIP 

or Ameren Transco has the right to acquire the share of the Project held by the other.  

(Amended Petition, Ex. C, § 7.1)   

Based upon its analysis, Staff concluded that AmerenIP is capable of financing 

the Project in its entirety.  Staff concluded that Ameren Transco does not have a greater 

ability to finance the Project and that, in fact, Ameren Transco has no existing revenues 

or assets.   
                                            

1 The Company does not argue that AmerenIP is at risk of financing the project once it goes into 
service.  Hence, the only issue is whether AmerenIP can afford to finance the project while it is under 
construction. 
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2. Staff’s AmerenIP Analysis 
 

Staff Witness Hardas examined the Project from both a purely quantitative 

perspective and a qualitative perspective.  Under the former, Mr. Hardas determined 

that the estimated cost of the proposed construction under the primary or the alternative 

route was small in comparison to AmerenIP’s total utility plant and revenue for electric 

operations.  Additionally, Mr. Hardas examined AmerenIP’s calculations of its 

forecasted performance on the funds from operations interest coverage (“FFOIC”) and 

funds from operations to average total debt (“FFODebt”) ratios for the 2006-2008 

construction period under two scenarios:  (1) no Project; and (2) AmerenIP financed 

100% of the Project.   

On October 5, 2006, after Staff direct testimony was filed, S&P downgraded 

AmerenIP’s credit rating from BBB+ to BBB- and AmerenIP’s business profile score 

from “4” to “8”.  S&P lowered its long-term credit ratings on Ameren Corp.’s Illinois 

subsidiaries due to concern over the possible legislation mandating an electric rate 

freeze extension for up to three years and the possible deterioration in its consolidated 

business profile and financial metrics.  (Staff Ex. 6.0R, pp. 3-4)  To address this change, 

Mr. Hardas presented Standard & Poor’s FFOIC and FFODebt benchmarks for utilities 

with a business profile of 8 in his rebuttal testimony.  This analysis treats the Prairie 

State advances for the proposed constructive as if they were conventional debt even 

though the advances have “non-conventional” terms that significantly lower the risk to 

AmerenIP.2   

                                            
2 Under conventional debt, interest accrues from the time of issuance and cash interest payments 

must be made according to the schedule specified in the debt contract without regard to the in-service 
date of the assets under construction. 
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Comparing the two scenarios, if AmerenIP assumed 100% of the Project debt, its 

FFOIC and FFODebt ratios would decline by a small amount.  Those small declines 

were insufficient to change AmerenIP’s implied credit rating.  Under both scenarios, 

AmerenIP’s FFOIC ratio remained consistent with S&P’s BBB credit rating and 

AmerenIP’s FFODebt ratio remained consistent with S&P’s BB credit rating.  (Staff Ex. 

6.0R, pp. 4-6) 

From the qualitative perspective, Mr. Hardas’ analysis considered that the Prairie 

State will pay for the Project costs up front. Under the terms of the indebtedness to 

Prairie State, repayment will be in the form of credits and is deferred until the Project 

goes into service.  In other words, AmerenIP will incur no incremental cash outflow 

during the construction period.  Once the Project goes into service, the indebtedness to 

Prairie State will have a dedicated cash flow stream for repayment. (Amended Petition, 

¶ 20) It is improbable that a credit rating agency would not consider the risk mitigating 

aspects of these repayment terms on a company’s credit worthiness.  (Staff Ex. 6.0R, 

pp. 2-3) 

Since AmerenIP would not incur any additional cash outflows during the 

construction of the proposed Project and that quantitative analysis demonstrated that 

the financing 100% of the proposed Project would not significantly affect AmerenIP’s 

financial strength even if the Project were funded with conventional debt, Mr. Hardas 

concluded that AmerenIP is capable of financing 100% of the proposed construction 

without significant adverse financial consequences for the utility or its customers.  (Staff 

Ex. 2.0, p. 4; Staff Ex. 6.0R, p. 4) 
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3. Staff’s Ameren Transco Analysis  
 

AmerenIP did not present an analysis of the effect of financing 90% of the 

proposed Project on Ameren Transco’s financial condition.  AmerenIP asserts that weak 

financial ratios at Ameren Transco would have no consequences on AmerenIP or its 

customers.  No analysis was provided of what affect financing the Project would have 

on Transco.    

In this proceeding, the Petitioners seek a CPCN pursuant to Section 8-406(b) of 

the PUA (220 ILCS 5/8-406(b)) authorizing Ameren Transco to begin construction of the 

Project.  The requirements of Section 8-406(b)(3) apply to Ameren Transco’s request 

for a CPCN.  The Petitioners have failed to make any showing as to whether or not 

Ameren Transco is capable of financing the proposed construction without significant 

adverse financial consequences for the utility, Ameren Transco.  Thus, Ameren Transco 

has failed to meet its burden of proof to demonstrate that it is capable of financing the 

Project without significant adverse financial consequences for the utility, Ameren 

Transco. 

Mr. Hardas determined that Ameren Transco does not have a greater ability than 

AmerenIP to meet the requirements in Section 8-406(b)(3) of the Act.  Ameren Transco 

does not have existing assets or revenues.  Ameren Transco’s current financial ratios 

are nonexistent and would be much weaker than the financial ratios for AmerenIP.  

(Staff Ex. 6.0R, pp. 5-6)  Mr. Hardas testified that the same financial consequences for 

AmerenIP would apply to Ameren Transco.  (TR., p. 43) 
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4. Summary 
 

Staff witness Hardas determined that the Project would not have significant 

adverse financial consequences to AmerenIP or its customers given the Project’s 

relatively small size and the risk-ameliorating terms of its financing.  Further, AmerenIP 

has not demonstrated that Ameren Transco is capable of financing the proposed 

construction without significant adverse financial consequences. To the contrary, given 

its lack of assets or revenues, Mr. Hardas concluded that Ameren Transco would be 

less able to finance the proposed construction without significant adverse financial 

consequences than AmerenIP.  (Staff Ex. 6.0R, pp. 6-7)   

Therefore, Staff recommends that the Commission find that AmerenIP is capable 

of financing 100% of the proposed construction without significant adverse financial 

consequences for itself or its customers.  Further, Staff recommends that the 

Commission find that the record is insufficient for the Commission to conclude that 

Ameren Transco is capable of financing 90% of the proposed construction without 

significant adverse financial consequences. 

C.     Public Policy Concerns   
 

Applicants request that the Commission grant the CPCN to Ameren Transco and 

AmerenIP.  However, Staff recommends that the Commission deny the CPCN to 

Ameren Transco and grant it to AmerenIP.  

Although the Petitioners alleged that Ameren Transco’s participation in the 

Project is needed to ensure that the costs of construction will not have adverse financial 

consequences on AmerenIP, Staff’s analysis indicated that AmerenIP is capable of 
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financing 100% of the proposed construction without significant adverse financial 

consequences for itself or its customers.  

The sole rationale advanced for the proposal that Ameren Transco should 

participate in the Project is to alleviate adverse financial consequences to AmerenIP.  

As Staff’s analysis demonstrates that AmerenIP is capable of financing the Project, 

without incurring adverse financial consequences, there is no rationale for creating a 

new utility, Ameren Transco, to be involved in the Project. Neither AmerenIP nor its 

ratepayers will derive any benefit from assigning the Project to an affiliate.  

On the other hand, Staff does foresee higher costs from assigning the Project to 

an affiliate. As a result, Staff witness, Dr. Rearden concluded that the net social benefit 

was lower when Ameren Transco rather than AmerenIP finances the Project.  “The 

social costs from this unnecessary affiliated utility exceed the social benefits.” (Staff Ex. 

4.0, p. 4)  

Dr. Rearden voiced this concern in direct testimony stating that he was “... not 

aware of any other benefits to the ratepayers from the creation of Ameren Transco.” 

(Id.)  He identified two sources of social costs connected with the creation of another, 

affiliated, public utility.  Dr. Rearden explained that an additional affiliate would: (1) 

increase the resources necessary to monitor the affiliate’s activities; and (2) increase 

the potential for affiliate abuse.  (Id., at 5) Petitioners never assuaged Dr. Rearden’s 

concerns.  

As Dr. Rearden noted, the Commission has finite resources.  An incremental 

increase in the number of utilities creates an incremental increase in the monitoring 

responsibility of the Commission.  This creates one of two situations.  Either the same 



06-0179 
Staff Initial Brief 

 17

number of Commission employees must monitor an additional utility, or increased 

resources must be devoted to the Commission.  Dr. Rearden observed that the failure 

to increase resources could dilute the quality of monitoring, leading to the possibility that 

Illinois ratepayers pay more for their regulated services.  (Id.) 

AmerenIP argued that that there is no direct relationship between a given 

regulatory structure and the Commission’s costs. (See AmerenIP Ex. 12.0, p. 4)  The 

Company witness referenced the elimination of Union Electric Company as a utility and 

the Ameren utilities’ attempt to adopt common business practices to support the 

premise that the need for regulatory oversight had been eased and stated his 

impression that Commission staffing had not been reduced.  (See Id., at pp. 4-5)  

Further, he argues that the cost to monitor Ameren Transco would likely be less than 

that to monitor a full-blown utility. (Id., at pp. 5-6) And finally, he stated that the 

Petitioners have agreed to file financial reports on Ameren Transco with the 

Commission. (AmerenIP Ex. 12, pp. 6-7) 

AmerenIP’s impression about staffing is erroneous; the record reveals that 

Commission staffing has dropped substantially, from 353 in fiscal year 2003 to 270 

currently.  (Staff Ex. 7.0, p. 2) Any argument about the cost to monitor Ameren Transco 

is purely speculative. Finally, although the additional reporting that the Petitioners have 

agreed to is an improvement, it does not eliminate Dr. Rearden’s concerns.   

The Company’s arguments miss Dr. Rearden’s point.  The fact remains that the 

public interest is not served by increasing the Commission’s workload when there are 

no benefits to ratepayers.  When costs from granting the certificate to Ameren Transco 
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are positive and its benefits non-existent, then the public interest is best served by 

granting the certificate to AmerenIP alone.  

As to the potential for affiliate abuse, Dr. Rearden opined that there is a risk to 

ratepayers arising out of the potential for affiliate transactions that benefit shareholders 

at the expense of ratepayers.  Abuse of affiliate relations occurs when an affiliated 

company uses the utility to earn high profits. As Dr. Rearden explained:   

[t]he high costs that enable the high profits are recovered from ratepayers 
through regulated rates. This can occur, for example, if the utility 
purchases resources at excessive rates or if the utility sells resources at 
rates that are too low. In either situation, the affiliate can turn an easy 
profit. Utility shareholders are held harmless simply due to the utility’s 
regulated status.” (Staff Ex. 4.0, pp. 5-6) 
  

While increased monitoring is one way that a regulator can lower the potential for 

abuse, it does not destroy the incentive to engage in that behavior. “Without more 

monitoring, additional affiliates increase the opportunities for transactions that create 

profits for shareholders at ratepayers’ expense.” (Id., at p.6)  While Dr. Rearden 

recognized Ameren Transco’s commitment to financial reporting, he stated that such 

reporting does not eliminate the incentives for affiliate abuse. Similarly, he stated that 

the Joint Operating Agreement (“JOA”) dictates how to properly allocate costs and 

expenses, but does not eliminate the incentive to engage in affiliate transactions that 

benefit shareholders at ratepayer expense.  (See Staff Ex. 7.0, pp. 3-4)  The Petitioners 

have not demonstrated the necessity for this new utility.  Under this circumstance, the 

Commission should not grant it a CPCN, because creating the new utility would 

increase the risk that imprudent cost levels might be recovered by ratepayers and there 

is no offsetting benefit.   
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Dr. Rearden opined that there are generally more affiliates than are socially 

optimal since holding companies do not take into account all the social costs. Based 

upon the myriad of subsidiaries many holding companies create, often for narrow 

purposes, Dr. Rearden opined that there is a relatively low cost to a holding company in 

forming an affiliate.  With such low costs for forming an affiliate, the benefits derived 

from the affiliate can also be small and the holding company can still justify the affiliate’s 

existence.  Social costs, like increased regulatory costs, need not be considered by the 

holding company when contemplating the formation of an affiliate.  (See Id., at p.7)  

However, it is within the province of the Commission when considering a request for a 

CPCN to consider whether social costs outweigh social benefits for the creation of a 

new, unnecessary affiliate.   

AmerenIP fails to provide any rationale for the creation of Ameren Transco other 

than as initially alleged, that its participation is necessary to avoid adverse financial 

consequences for AmerenIP.  This rationale has not been substantiates as discussed in 

Section 3. B. Financing, above.  In the absence of any demonstration by AmerenIP that 

the creation of Ameren Transco will result in any benefits Dr. Rearden foresees higher 

costs from assigning the Project to an affiliate. As a result, Dr. Rearden concluded that 

the net social benefit was lower when assigning the Project to Ameren Transco rather 

than AmerenIP.  “The social costs from this unnecessary affiliated utility exceed the 

social benefits.” (Staff Ex. 4, p. 4) 

The Petitioners have not contradicted Staff’s central argument that the net benefit 

from assigning the Project to an affiliate is negative. Therefore, Staff recommends that 
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the Commission grant AmerenIP a CPCN, but deny the request for a CPCN to Ameren 

Transco. 

D. Approval Between Affiliated Interests 
 

The Petitioners requested Commission approval of the JOA under Section 7-101 

and 7-102 of the PUA.  Staff’s primary position is that a CPCN should not be granted to 

Ameren Transco.  To the extent the Commission adopts Staff’s recommendation, the 

JOA becomes moot and it is unnecessary for the Commission to address it.  In the 

event, the Commission grants a CPCN to Ameren Transco, Staff witness Hathhorn 

addressed the Petitioners’ filing as it relates to the request for approval of an agreement 

between affiliated interests.  

The proposed JOA sets forth the terms of joint ownership of the Project, and 

names Ameren Services Company (“AMS”) as the Operator.  The Petitioners explained 

that AMS employees will be providing services related to the Petitioners’ projects along 

with services to both Ameren IP and Ameren Transco under Ameren’s General Services 

Agreement. 

The Petitioners agreed that if the Commission authorizes Ameren Transco to 

operate as a public utility, that it is required to submit annual financial information 

required by ILCC Form 21 and Section 5-109 of the Public Utilities Act; and that it will 

maintain its accounting records according to the Uniform System of Accounts for 

Electric Utilities, 18 CFR Part 101 as revised in FERC Order 668, until such time the 

ICC updates 83 Ill. Adm. Code 415. 

Staff recommends, as a condition of approval, that the Commission order the 

Petitioners to provide a report to the Chief Clerk of the Commission and to the Manager 
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of the Accounting Department of the Commission, on an annual basis, beginning March 

31, 2007, for the prior calendar year, containing a description of services and charges 

provided by the Petitioners to their affiliates under the JOA; a description of services 

and charges provided by the affiliates to the Petitioners under the JOA; the Petitioners' 

monthly billing to and payments received from their affiliates under the JOA; the 

amounts of any allocated costs under the JOA; and supporting documentation for each 

allocation.  In response to Staff data request DLH-3.09, the Petitioners stated 

agreement with these conditions.  (Staff Ex. 3.0, pp. 3-4) 

IV. CONCLUSION 
 
 WHEREFORE, for the foregoing reasons, Staff of the Illinois Commerce 

Commission respectfully requests that Commission issue a Certificate of Convenience 

and Necessity as requested to AmerenIP and adopt Staff’s recommendations in its 

Order in this matter. 

       Respectfully submitted,    

        
       __________________________ 
December 29, 2006     Janis Von Qualen 
       Counsel for the Staff  
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