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Direct Testimony of Robert R. Stephens 
 
 

I.  INTRODUCTION 1 

Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 2 

A Robert R. Stephens.  My business address is 16690 Swingley Ridge Road, 3 

Suite 140, Chesterfield, MO 63017. 4 

 

Q WHAT IS YOUR OCCUPATION?   5 

A I am a consultant in the field of public utility regulation and a Principal of Brubaker & 6 

Associates, Inc., energy, economic and regulatory consultants. 7 

 

Q PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 8 

A This information is included in Appendix A to my testimony.   9 

 

Q ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING? 10 

A I am testifying on behalf of the Illinois Industrial Energy Consumers (“IIEC”).  IIEC 11 

members are substantial users of electricity and/or natural gas within the service 12 

territory of Ameren Illinois Company (“Ameren” or “Company”). 13 

 

Q WHAT IS THE SUBJECT MATTER OF YOUR TESTIMONY IN THIS 14 

PROCEEDING? 15 

A In addition to introducing the other IIEC witnesses, I will address (a) revenue 16 

allocation and rate design matters associated with Ameren’s electric delivery service, 17 

including a discussion of the rate moderation proposal that should be applicable to 18 

both electric and gas rates, (b) appropriate levels of movement toward cost based 19 
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rates and uniform delivery rates across Ameren’s rate zones, (c) issues related to the 20 

Public Utilities Revenue Act Tax (“PURA Tax”)1 including both the allocation and the 21 

recovery of that expense.  22 

  The fact that I do not address an issue should not be interpreted as tacit 23 

approval or acceptance by IIEC of any position taken by Ameren, unless I state 24 

otherwise in my testimony.  25 

 

Q WHAT OTHER WITNESSES ARE TESTIFYING ON BEHALF OF IIEC IN THIS 26 

PROCEEDING? 27 

A In IIEC Exhibit 2.0, IIEC witness David L. Stowe addresses issues related to 28 

Ameren’s electric cost of service study and computation of the allocation of PURA 29 

Tax as proposed by IIEC.   30 

  In IIEC Exhibit 3.0, IIEC witness Michael P. Gorman addresses revenue 31 

requirement issues, including the appropriate rate of return for Ameren’s electric and 32 

gas operations and other Ameren proposals to expand its electric and gas revenue 33 

requirements.  34 

  In IIEC Exhibit 4.0, IIEC witness Gorman addresses gas rate design (including 35 

storage issues).   36 

  

II.  SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 37 

Q PLEASE SUMMARIZE YOUR CONCLUSIONS AND RECOMMENDATIONS. 38 

A My conclusions and recommendations can be summarized as follows:  39 

1. Ameren’s proposed rate moderation plan is not consistent with the Commission’s 40 
recent order in Ameren’s last rate case, Docket No. 09-0306, et al. (cons.).  41 

                                                 
1This is called simply “Distribution Tax” by Ameren, but is referred to as the “PURA Tax” in my 

testimony. 
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Proper application of the Commission’s approach would dictate that the total 42 
charges, including both delivery service and PURA Tax charges, should not 43 
exceed 1.5 times the Ameren system average increase, that is, 10.87% for any 44 
rate class or subclass.  Ameren’s proposed rates violate this standard. 45 

 
2. Due to this violation, Ameren’s proposed rates wilI result in very large increases 46 

for some customer subclasses, despite the Commission’s call for maintaining 47 
gradualism and the avoidance of rate shock for all customer classes and 48 
subclasses.  To wit, Ameren’s proposed rates would increase one DS-4 subclass 49 
costs by over 67% immediately, and by nearly 500% barely two years later. 50 

 
3. The Commission should continue its existing rate moderation plan for Ameren’s 51 

customers, as outlined in item 1, above.  This approach should be used for gas 52 
customers as well. 53 

 
4. Ameren’s desired target for moving rate zone charges toward uniformity, if 54 

allowed at all, should be allowed only to the extent that such movement does not 55 
cause the rate moderation criteria to be violated.  For example, if a rate subclass 56 
is already facing the maximum increase allowed under the rate moderation 57 
criteria, no further increase, in the interest of uniformity, should be allowed. 58 

 
5. I have no objection to Ameren’s proposed language to implement the 59 

Commission’s directive in Ameren’s last rate case related to combined billing. 60 
 
6. I recommend against Ameren’s proposal to charge separately on customer bills 61 

for the PURA Tax.  Special treatment for this tax through itemization and separate 62 
collection on customers’ bills is unnecessary and unwarranted.  Also, there is no 63 
good reason to separately identify and recover this expense, as compared to 64 
other utility expenses.  A better approach is simply to collect this utility expense as 65 
other utility expenses are collected, namely, through Ameren’s base rates. 66 

 
7. Also with regard to the PURA Tax, I recommend a different allocation approach 67 

that would better reflect cost causation than the straight energy allocator used by 68 
Ameren.  My allocation method, which splits the PURA Tax to distinguish the 69 
1997 level of tax and the post-1997 change in the level of tax, better reflects cost 70 
causation.  My method allocates the 1997 level of tax on the basis of plant in 71 
service, which recognizes the basis for the 1997 level of tax, which was invested 72 
capital (with the tax allocated on the basis of plant in service).  My method 73 
allocates the post-1997 level of tax on the basis of kWh delivered, which 74 
recognizes the various causes of growth in Ameren’s tax responsibility since 75 
1997, including kWh delivered.  Ameren’s tax liability in any given year is not 76 
driven exclusively by its energy deliveries.  In fact, for Ameren, the correlation 77 
between its energy deliveries and annual tax burden is extremely weak. 78 

 
8. Ameren has caused its test year PURA Tax expense to increase by $2.6 million, 79 

simply by merging its legacy utilities, and shifting itself into the tax bracket 80 
designed for Commonwealth Edison Company.  As this increase in tax is 81 
unrelated to additional kWh deliveries, it is further proof that PURA Tax does not 82 
vary exclusively, or even significantly, with additional kWh deliveries.  Also, it 83 
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introduces the possibility that a related revenue requirement adjustment is 84 
warranted, should Ameren be unable to demonstrate that the increased tax 85 
burden caused by the merger is not outweighed by savings. 86 

  
 
 

III.  REVENUE ALLOCATION AND RATE DESIGN 87 

Q HAVE YOU REVIEWED AMEREN’S DIRECT TESTIMONY AS IT RELATES TO 88 

ELECTRIC DELIVERY SERVICE CLASS REVENUE ALLOCATION?  89 

A Yes, I have.  Revenue allocation is covered in the revised direct testimony of Ameren 90 

witness Leonard M. Jones, Ameren Exhibit 13.0E (Rev.).  According to Mr. Jones, he 91 

did not use rate zone specific cost of service results to develop the revenue 92 

allocation, instead relying on total Ameren class costs.2   93 

  Beginning at page 12, Mr. Jones describes a two step process for his revenue 94 

allocation approach.  The first step is to constrain movement to full cost of service, as 95 

measured by Ameren, to a multiple of 1.5 times the Ameren average increase 96 

(7.24%), including both base rates and the impact of the PURA Tax.  Mr. Jones 97 

quantifies the constraint to limit the maximum increase to any one class at 10.87% 98 

(1.5 x 7.24%).  The second step in Mr. Jones’ proposed revenue allocation is to move 99 

individual rate zone prices toward the overall average rate for Ameren Illinois, for 100 

each rate class.   101 

 

Q WHAT IS MR. JONES’ STATED RATIONALE FOR LIMITING CLASS RATE 102 

INCREASES TO A MULTIPLE OF 1.5 TIMES THE AVERAGE INCREASE? 103 

A Mr. Jones ties his recommendation to the Commission’s recent Order in Ameren’s 104 

last rate case, Docket Nos. 09-0306 et al. (cons.) (“Ameren’s last rate case”), by 105 

                                                 
2As a reminder, within each of Ameren Illinois’ rate classes, there are three rate zones, 

numbered 1, 2 and 3, corresponding to legacy Ameren Illinois utility companies, AmerenCIPS, 
AmerenCILCO and AmerenIP, respectively. 
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stating that his inclusion of the Distribution Tax is “consistent with the Commission’s 106 

recent Order” (page 12) and that “in the most recent Case, Docket Nos. 09-0306 107 

et al. (cons)., the Commission elected to implement a revenue allocation cap equal to 108 

1.5 times the overall average increase for any one class3 in order to minimize bill 109 

impacts on customers” (page 13). 110 

 

Q WHAT IS YOUR UNDERSTANDING OF THE COMMISSION’S ORDER IN 111 

AMEREN’S LAST RATE CASE, AS RELATES TO RATE MODERATION AND 112 

MITIGATION OF BILL IMPACTS? 113 

A I have read the Commission’s April 29, 2010 Order as it relates to this subject, which 114 

is addressed at pages 287-295 of the Order.  In that portion of the Order, the 115 

Commission begins by indicating that “[M]itigation strategies serve an important role 116 

in promoting rate continuity and rate stability while considering potential bill impacts 117 

that could result as rates are moved toward the actual cost of service” (page 287).  118 

The Commission goes on to reach the following relevant conclusions in this regard: 119 

“It is a widely held ratemaking policy that rates should be designed to 120 
reflect cost causation, maintain gradualism, and avoid rate shock. 121 
Given the history concerning AIU's rates and the change in the PURA 122 
tax allocation, among other conclusions in this Order, the rate impact 123 
on all of AIU's rate classes is of great importance to the Commission. 124 
One of the Commission's first observations on this issue pertains to 125 
AIU's exclusion of the PURA tax from its rate mitigation proposal. 126 
While AIU's reasons for excluding the PURA tax in its proposal are 127 
understood, the Commission can not accept them.  As argued by Staff 128 
and IIEC, the Commission can not agree that customers are not 129 
concerned about their bill total as long as increases in individual 130 
components are arguably reasonable.  Examples may be offered on 131 
both sides of the argument, but the fact remains that when it comes 132 
time to pay a bill, a customer's budget, whether it be a residential or 133 
industrial customer, is impacted by the bill total regardless of the 134 

                                                 
3As will be discussed further below, I disagree with the assertion that the Commission’s 

revenue allocation cap was applied at the “for any one class” level, but instead, was applied at the 
subclass level, for those rate classes with multiple subclasses.  



IIEC Exhibit 1.0 
Robert R. Stephens 

Page 6 
 
 

BRUBAKER & ASSOCIATES, INC. 

reasonableness of the bill's components.  Accordingly, rate mitigation 135 
efforts should be looked at from the perspective of the bill total. 136 
 

Setting aside IIEC's preference for an across-the-board rate 137 
change, Staff and IIEC both offer rate mitigation approaches which 138 
include the PURA tax.  Neither is perfect, but entering an order lacking 139 
rate mitigation is not an option.  In reviewing the proposals, IIEC's 140 
proposal raises a point worth serious consideration.  IIEC recommends 141 
that rate moderation be implemented at the subclass level. Given the 142 
concern over the impact of the change in the PURA tax allocation, the 143 
Commission is inclined to agree.  Moreover, IIEC has expressed its 144 
willingness to accept Staff's rate mitigation approach if it is applied at 145 
the subclass level.  The Commission sees no reason why Staff's 146 
proposal based on a 150% increase limit could not be applied at the 147 
subclass level, as suggested by IIEC.”  (Order, Docket Nos. 09-0306, 148 
et al. (cons.) at 295, [Emphasis added.]) 149 

 
  Although I am not an attorney, I understand the above to mean that 150 

(1) mitigation of rate impacts is very important to the Commission; (2) rate impact 151 

criteria in the Ameren case should include the effects of the PURA Tax; (3) the 152 

limitation on the rate increase should be set at 150% of, or 1.5 times, the utility 153 

system average increase; and (4) the constraint is to be applied at the subclass level. 154 

 

Q IS AMEREN’S RATE MODERATION PROPOSAL CONSISTENT WITH YOUR 155 

UNDERSTANDING OF THE COMMISSION’S ORDER IN AMEREN’S LAST RATE 156 

CASE, AS YOU OUTLINED ABOVE? 157 

A No, but to its credit, Ameren’s proposal meets several of the Commission’s 158 

requirements.  Ameren has proposed a rate moderation plan and Ameren has 159 

recognized and included the impact of the PURA Tax in its consideration of bill 160 

impacts.4  In addition, Ameren has recognized the 1.5 times system average increase 161 

constraint in its computation, which Ameren calculates as a maximum increase to any 162 

                                                 
4In Ameren’s last rate case, Ameren witness Jones ignored the PURA Tax impact in his 

proposed rate moderation. 
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one class of 10.87%.5  However, Ameren has not applied the moderation criterion at 163 

the subclass level.  This failure, combined with other changes that Ameren has 164 

proposed, has caused subclass revenue impacts to greatly exceed the maximum 165 

increase, for several of the subclasses.  166 

 

Q PLEASE DESCRIBE IN GREATER DETAIL HOW THE MODERATION AT THE 167 

SUBCLASS ISSUE DEVELOPED IN THE LAST RATE CASE. 168 

A To begin, I will describe what is meant by subclasses in this context.  Some of 169 

Ameren’s rate classes have customers receiving service at differing voltage levels 170 

and paying differing Distribution Delivery Charges.  For the DS-4 class, for example, 171 

there are three different service voltage levels for Distribution Delivery Charges, 172 

Primary Voltage, High Voltage and 100 kV and above.  DS-4 customers at High 173 

Voltage, for example, are considered a subclass.  Thus, each of the legacy Ameren 174 

utilities had three subclasses in the DS-4 class.  When Ameren merged the legacy 175 

utilities in late 2010, it created “rate zones,” corresponding to the legacy utility 176 

customers.  As a result, Ameren currently has nine subclasses in the DS-4 class, 177 

corresponding to the three different service voltages and three different rate zones 178 

used for Distribution Delivery Charges.6 179 

  In Ameren’s last rate case, Ameren initially proposed what it considered to be 180 

moderated rates that, if implemented, would have resulted in certain subclasses 181 

experiencing delivery rate increases (including PURA Tax) of several hundred, to 182 

                                                 
 5This figure is shown at page 12, line 258 of Mr. Jones’ testimony, and is calculated on 
Ameren Exhibit 13.4E, page 1. I am not taking exception to Ameren’s calculation of the maximum 
increase, but note that it is based on Ameren’s requested increase and, thus, is subject to change if 
the Commission’s approved increase differs from Ameren’s request. 

6I will at times refer to these subclasses as “zonal subclasses,” recognizing both service 
voltage and rate zone differences.  
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over one thousand percentage points.7  The extreme case was the DS-4 100 kV and 183 

above subclass in the AmerenCIPS territory (now Rate Zone I), which would have 184 

seen an average increase of 1,270%.  These large percentage increases were due in 185 

large part to a combination of Ameren’s failure to recognize the impact of the PURA 186 

Tax (which it has done in this case) and its application of the rate moderation criteria 187 

only at the full rate class level in designing its proposed rates.  By only mitigating the 188 

rate increase at the full class level, instead of at the subclass level, and by ignoring 189 

the impact of the PURA Tax, Ameren effectively abandoned any semblance of 190 

reasonable rate moderation for those subclasses most adversely affected.  The 191 

Commission’s determination that rate moderation should be implemented at the rate 192 

subclass level provided a valuable protection to many Ameren customers who would 193 

otherwise have seen exorbitant increases.  This is a protection that is missing from 194 

the Ameren rate moderation proposal in this case.  195 

  

Q HOW HAS AMEREN TREATED THE SUBCLASS ISSUE FOR RATE 196 

MODERATION IN THIS CASE? 197 

A In this case, Ameren has taken the negative impact associated with applying its rate 198 

moderation plan at a class level instead of at a subclass level, in violation of the 199 

Commission’s directive, and exacerbated it three-fold.  Where there were once three 200 

voltage differentiated subclasses, there now are nine with the merged utility.  This 201 

leads to widely varying customer impacts under Ameren’s proposed rates. 202 

 

                                                 
7These impacts were shown in Table 2 on page 7 of my direct testimony in Ameren’s last rate 

case, IIEC Exhibit 1.0C.  To my knowledge, these figures were not disputed. 
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Q HAVE YOU COMPUTED THE OVERALL RATE IMPACTS UNDER AMEREN’S 203 

PROPOSED RATES, CONSIDERING BOTH BASE RATE CHARGES AND THE 204 

PURA TAX, AS WAS DONE IN AMEREN’S LAST RATE CASE? 205 

A Yes, I have.  These impacts are shown on IIEC Exhibit 1.1.  An excerpt from this 206 

exhibit, showing the impacts on the DS-4 subclasses is shown in Table 1 below.  This 207 

table shows Step 1 rates, which Ameren proposes be implemented upon completion 208 

of the rate case as well as Step 2 and Step 3 rates, implementing further PURA Tax 209 

changes, which I will discuss later. 210 

 
TABLE 1 

 Impact of Ameren’s Proposed Increases on 
 DS-4 Zonal SubClasses, including 2013 and 2014 PURA Tax Changes 

 
Percent Increase in Delivery Service & 

PURA Tax Revenue Over Present Charges 
        Step 1   Step 2   Step 3 
      Jan 2012 Feb 2013 Feb 2014 
Line                    Description                          (A)            (B)            (C)     
  

Primary Supply Voltage Subclasses 
  1 Rate Zone I        13.1%    14.3%     15.5% 
  2 Rate Zone II        15.4%    18.6%     21.9% 
  3 Rate Zone III          7.8%      8.5%       9.2% 
        

High Voltage Supply Subclasses 
  4 Rate Zone I        14.5%     22.9%     31.4%  
  5 Rate Zone II        16.9%     31.4%     45.9% 
  6 Rate Zone III          8.4%     14.4%     20.3% 
        

+100 kV Supply Voltage Subclasses 
  7 Rate Zone I        67.2%     280.8%     494.4% 
  8 Rate Zone II        11.3%       58.1%     105.0% 
  9 Rate Zone III        52.1%     219.5%     387.0% 

 
   
  As shown in Column (A), above, even under Step 1 rates, (which take effect in 211 

January 2012) in seven of the nine zonal subclasses, the increase exceeds Ameren’s 212 

proposed maximum increase of 10.87%.  When one considers the Step 2 and Step 3 213 
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PURA Tax changes proposed by Ameren to be implemented in February 2013 and 214 

February 2014, as shown in Columns (B) and (C), above, respectively, eight of the 215 

nine zonal subclasses exceed the 10.87% cap, with the extreme case of the +100 kV 216 

supply voltage Rate Zone 1 subclass starting to have increases of nearly 500% over 217 

present rates in just 2 years!  Clearly, Ameren is not proposing moderated rates at the 218 

subclass level as the Commission directed. 219 

 

Q WHAT IS YOUR RECOMMENDATION WITH RESPECT TO RATE MODERATION 220 

IN THIS CASE? 221 

A I recommend that the Commission simply apply the same rate moderation criteria that 222 

it applied in Ameren’s last rate case, the conclusion of which was only months ago.  223 

This means that Ameren should establish rates at levels such that charges for 224 

Distribution Delivery and PURA Tax (whether or not included in base rates) ensure 225 

that no delivery service zonal subclass receives more than a 10.87% increase.8  The 226 

Commission’s approach was reasonable then and I believe it is reasonable now and 227 

should be maintained, particularly in light of how recently the last increase went into 228 

effect. 229 

 

Q HAS AMEREN SPECIFICALLY ADDRESSED APPLICATION OF RATE 230 

MODERATION AT THE SUBCLASS LEVEL IN THIS CASE? 231 

A Yes.  Mr. Jones discusses this at pages 14-15 of his testimony.  As relates to DS-3, 232 

he reasons that it is unnecessary under Ameren’s proposed revenue allocation, 233 

apparently ignoring the possibility that Ameren’s cost of service study or revenue 234 

allocation approach may not be approved.  For DS-4, he reasons that applying rate 235 
                                                 

8As will be discussed further below, the 10.87% criterion translates to slightly higher values for 
each class when other revenue sources are considered in the calculation.  This is appropriate. 
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moderation at the subclass level does not permit Ameren enough flexibility to 236 

increase PURA Tax prices to those customers most adversely affected by Ameren’s 237 

proposed PURA Tax changes from Ameren’s last rate case.  238 

 

Q ARE THESE REASONS SUFFICIENT FOR ABANDONING THE COMMISSION’S 239 

RATE MODERATION METHOD FROM AMEREN’S LAST RATE CASE? 240 

A No.  With respect to the DS-3 subclasses (as well as all rate subclasses), I agree with 241 

the Commission’s determination that “the rate impact on all of AIU's rate classes is of 242 

great importance.”9  Therefore, I see no reason to ignore these subclasses.  In 243 

addition, depending on the various allocation decisions to be made by the 244 

Commission, some DS-3 zonal subclasses may receive increases above Ameren’s 245 

cap for that class as a whole, and thus would be in need of moderation, despite Mr. 246 

Jones’ suggestion to the contrary. 247 

  With respect to DS-4 subclasses and the ability to increase the PURA Tax, I 248 

would note that Mr. Jones’ objection is similar to the argument that Mr. Jones made in 249 

the last rate case, which the Commission properly rejected.10  250 

 

Q IS THERE ANY TECHNICAL REASON WHY THE RATE MODERATION COULD 251 

NOT AGAIN BE APPLIED AT THE SUBCLASS LEVEL? 252 

A No.  I have reviewed the workpapers Mr. Jones used to determine the moderated 253 

revenue allocation at the full rate class level.  I believe his format and structure could 254 

be modified and applied to voltage based subclasses in a relatively straightforward 255 

manner.  As in Ameren’s last rate case, there is “no reason why Staff's proposal 256 
                                                 

9Order, Ameren’s last rate case, at page 295.  I have also shown the relevant language from 
the order at pages 5-6 of this testimony, above. 

10Surrebuttal Testimony of Leonard M. Jones, Ameren Exhibit 55.0, Ameren’s last rate case, 
at pages 6-7. 
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based on a 150% increase limit could not be applied at the subclass level, as 257 

suggested by IIEC.” 258 

 

Q IS IT POSSIBLE THAT APPLYING THE RATE MODERATION PROTECTION THAT 259 

YOU HAVE OUTLINED WILL SLOW MOVEMENT TOWARD FULL COST OF 260 

SERVICE OR TOWARD UNIFORM RATES WITHIN THE AMEREN ILLINOIS 261 

CLASSES OR SUBCLASSES? 262 

A Yes, this is possible.  However, it is impossible to know the degree to which such a 263 

moderation plan will slow this movement until the Commission makes a large number 264 

of decisions related to revenue requirement, cost of service approach, including cost 265 

allocations, and rate design.  For example, if IIEC’s cost of service study 266 

recommendations and allocation of PURA Tax recommendations are were to be 267 

adopted by the Commission, the rate moderation proposal I have outlined likely will 268 

not impede such movement for most of the DS-4 zonal subclasses.  Rather, it is more 269 

likely to provide a protection to the residential and small commercial classes.  270 

However, given the Commission’s strong words in Ameren’s last rate case, which I 271 

quoted at pages 5-6, above, it is clear that the rate design goals should be balanced, 272 

i.e., “rates should be designed to reflect cost causation, maintain gradualism, and 273 

avoid rate shock.”  If the rate moderation approach from Ameren’s last rate case is 274 

maintained, I believe the proper balance will be achieved, as it allows for movement 275 

toward cost causation (and potentially toward uniform zonal rates), within the 276 

overarching protection of maintaining gradualism and avoiding rate shock. 277 

  I believe worthwhile objectives such as movement toward cost of service and, 278 

potentially, movement toward uniform zonal rates, can be achieved over time within 279 

the protections of a rate moderation plan.  I believe, and my experience tells me that 280 
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the Commission believes, that rate stability and avoidance of rate shock is an 281 

overarching goal that, in the presence of conflicting goals, “trumps” other revenue 282 

allocation and rate design criteria, since the customer impact consideration is the final 283 

check and is intended to moderate the effects of the other criteria.   284 

 

Q FROM WHAT EXPERIENCE DO YOU CONCLUDE THAT THE COMMISSION 285 

VALUES RATE MODERATION ABOVE FULL MOVEMENT TO COST OF 286 

SERVICE? 287 

A I have observed the Commission’s actions to take account of customer impacts in the 288 

last several Ameren rate cases.  For example, in the 2007 rate case, Docket Nos. 289 

07-0585 et al. (cons.), the Commission ordered an across-the-board rate increase 290 

(which is to say that each subclass of each of the three utilities received 1.0 times the 291 

respective utility’s system average increase), despite the fact that the cost of service 292 

studies in that case suggested that large rate changes were in order.11   293 

  In Docket No. 07-0165, the Commission approved a rate limiter proposal to 294 

moderate the rate impacts for certain intermittent DS-3 and DS-4 customers and 295 

shifted some costs between residential classes, even though cost of service results 296 

would have dictated no such measures.12 297 

  Finally, in Ameren’s last rate case, the Commission moderated rates in the 298 

manner previously discussed.   299 

 

                                                 
11See Order, Docket No. 07-0585 et al. (cons.), September 24, 2008, at pages 279-280. 
12See Order, Docket No. 07-0165, October 11, 2007, at pages 38-39, 27-28. 
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Q ARE YOU GENERALLY OPPOSED TO MOVEMENT TOWARD COST OF 300 

SERVICE FOR ANY OF THE RATE CLASSES  OR SUBCLASSES? 301 

A No.  Cost based rates are the most equitable and efficient, as they fairly represent 302 

cost causation and send appropriate price signals.  However, it is clear that the rate 303 

design principles of gradualism, continuity and avoidance of rate shock at times can 304 

conflict with full movement toward cost of service.  This is especially true where some 305 

customer rate subclasses could see increases well in excess of 100% (at Ameren’s 306 

estimate of cost).  Thus, the balancing of interests discussed earlier is sometimes 307 

necessary. 308 

 

Q HAVE YOU REVIEWED AMEREN’S TESTIMONY AS IT RELATES TO POTENTIAL 309 

MOVEMENT TOWARD UNIFORM RATES ACROSS RATE ZONES? 310 

A Yes, I have.  This topic is covered by Mr. Jones at pages 11-14 of his testimony, as 311 

well as at pages 25-26.  Briefly, Ameren proposes to move distribution delivery 312 

charges toward uniformity across rate zones, by class and subclass, but only partially 313 

so in this case.  More specifically, Ameren proposes to allow additional rate increases 314 

to achieve movement toward uniformity in these charges.  Ameren constrains the 315 

movement toward uniformity by class-specific rate caps set at 1.25 times the 316 

system-wide rate increase.  For example, for the DS-4 class, Ameren proposes a 317 

class-specific rate cap on the increase (for reasons other than rate zone uniformity) in 318 

delivery and PURA Tax revenues of 11.96%.13  However, Ameren’s proposed 319 

movement toward uniform rates adds to this rate impact cap.  Specifically, for the 320 

                                                 
13This corresponds to the level that matches the Commission’s rate moderation criteria, for 

this full rate class.  As shown on Ameren Exhibit 13.4E, page 5.  Note that this differs from the 10.87% 
increase cap mentioned earlier due to Ameren’s exclusion of “other” operating revenue associated 
with items such as excess facilities charges.  This 11.96% figure is specific to the DS-4 class; other 
percentages would apply to other rate classes, though all are based on the underlying percent 
increase of 10.87%, discussed earlier. 
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DS-4 class as a whole, Ameren ultimately proposes to limit the class zonal charges to 321 

14.95% (1.25 x 11.96%), not 11.96%.14  Because 14.95% is higher than the 322 

Commission’s rate moderation cap of 1.5 times the system average increase, 10.87% 323 

- 11.96% for the DS-4 class, this movement violates the Commission’s previously 324 

established rate moderation policy and should be denied.   325 

  Furthermore, the 14.95% cap Ameren proposes to apply to the different DS-4 326 

rate zones ignores the impact on the voltage based subclasses within those zones.  327 

This is evidenced by the elevated percentage increases shown in the Step 1 328 

increases in Table 1, above, and as carried through in Steps 2 and 3.  329 

 

Q ARE YOU ABSOLUTELY OPPOSED TO MOVEMENT TOWARD UNIFORM 330 

CHARGES ACROSS AMEREN RATE ZONES? 331 

A I have not taken a position in absolute opposition to movement toward uniform 332 

charges in this case.  However, if it is done, it must be justified and should be done in 333 

a reasonable and deliberate fashion.  Should the Commission approve any 334 

movement toward uniform zonal rates in this case, it should only be done within the 335 

context of, and to the extent permitted by, the Commission’s rate moderation 336 

approach, applied at the zonal subclass level. 337 

  I do not see Ameren’s decision to merge its legacy utilities as justification for 338 

precipitous movement toward uniformity in rates.  Ameren cited no imminent need to 339 

reach uniformity across rate zones.  Ameren’s legacy utility delivery systems were 340 

developed largely independently of each other, over the course of several decades.  341 

Significant and legitimate cost differences in the delivery networks serving customers 342 

in Peoria (Rate Zone 1) versus Carbondale (Rate Zone 2) versus Champaign (Rate 343 

                                                 
14Also shown on Ameren Exhibit 13.4E, page 5. 
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Zone 3), for example, likely remain.  As Ameren’s existing facilities continue to 344 

depreciate over time and are replaced, and as its cost structures become more equal 345 

in the rate zone areas, it may be appropriate at some point in the future to have 346 

uniform distribution charges, but there is no compelling need to do so any time soon.   347 

 

Q ARE YOU TAKING SPECIFIC EXCEPTION TO AMEREN’S GOAL OF LIMITED 348 

MOVEMENT TOWARD UNIFORM DISTRIBUTION DELIVERY CHARGES AT THIS 349 

TIME? 350 

A No, with the qualifications set out above.  To the extent that this movement causes 351 

zonal subclass rates to exceed the rate moderation caps established by the 352 

Commission, the movement should not occur.  Said another way, to the extent that 353 

Ameren can move toward uniform rates without creating the undue rate impacts that 354 

the rate moderation plan seeks to protect against, then I have no objection at this 355 

time to minor movement toward uniform rates. 356 

 

Q COULD YOU PLEASE REITERATE WHAT YOU SAID PREVIOUSLY, IN 357 

CONSIDERATION OF BOTH REVENUE ALLOCATION ISSUES THAT YOU HAVE 358 

ADDRESSED?  359 

A Yes.  Rate moderation, which promotes gradualism and the avoidance of rate shock 360 

should be the overarching principle used to guide the extent to which revenue 361 

allocation and rate design goals such as movement to cost of service and movement 362 

toward uniform rates, should be pursued.  Therefore, any movement toward cost of 363 

service and toward uniform rates in this case should be limited to that achievable 364 

within the Commission’s previously approved rate moderation method which limited 365 
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the zonal subclass increases to no more than 1.5 times the Ameren system average 366 

increase.15  367 

 

Q ARE THE RATE MODERATION PRINCIPLES YOU DESCRIBED ABOVE ONLY 368 

APPLICABLE FOR ELECTRICITY RATES, OR ARE THEY EQUALLY 369 

APPLICABLE TO AMEREN’S NATURAL GAS RATES? 370 

A I believe the principles should be applied to natural gas rates as well.  However, the 371 

implementation is somewhat simpler in the case of natural gas rates, due to the 372 

existence of fewer zonal subclasses and the absence of separate PURA Tax 373 

charges.   374 

  Ameren’s approach to gas delivery rate moderation is discussed in the 375 

testimony of Ameren witness Karen R. Althoff, Ameren Exhibit 13.0G, at pages 12-14. 376 

Ameren’s proposal for gas delivery rate moderation is similar to electric rate 377 

moderation in that it proposes to limit the overall rate class increases to 1.5 times the 378 

system average increase and to move part way to uniform rates (1.25 times).  In the 379 

case of natural gas delivery rates, the requested system average increase is 17.3%; 380 

therefore, the rate moderation cap is 25.9% (17.3% times 1.5), as shown on Ameren 381 

Exhibit 13.6G, page 2.  Upon application of the 1.25 factor, Ameren’s proposed 382 

movement toward uniform rates, the adjusted zonal cap becomes 32.44%.  383 

Considering the large magnitude of the overall increase, and associated rate 384 

moderation cap, the need for application of the principles of gradualism and 385 

                                                 
15I would note that using appropriate measures of cost of service in Ameren’s based delivery 

rates and in its PURA Tax collections (to be discussed later), full movement toward cost of service and 
toward Ameren’s uniformity goal could be possible for most, if not all, of the DS-4 zonal subclasses.  In 
that case, the rate moderation goals that I have outlined likely will provide the greatest protection to 
the DS-1 delivery class. 
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avoidance of rate shock are even more pronounced.  These argue against expansion 386 

of the cap by another 5 to 6 percentage points, to 32.44%. 387 

  Just as electricity delivery service customer classes and subclasses are in 388 

need of moderation of large increases in delivery rates, so are natural gas customer 389 

classes and subclasses.  Therefore, I recommend the rate moderation plan should be 390 

considered an overarching criterion, tempering the goal of movement toward cost of 391 

service and uniform rates for natural gas as well.  For the reasons discussed in the 392 

context of electricity delivery rates, the rate moderation plan should be implemented 393 

by the Commission as I have outlined.   394 

 

Q ARE THERE ANY OTHER ELECTRIC REVENUE ALLOCATION OR RATE 395 

DESIGN ISSUES YOU WOULD LIKE TO ADDRESS? 396 

A Yes.  At pages 48-49 of his direct testimony, Ameren witness Jones discusses the 397 

Commission’s directive in Ameren’s last rate case for Ameren to work with IIEC, Staff 398 

and any other interested parties to develop tariffs on combined billing of multiple 399 

meters.  Ameren witness Jones presented the proposed changes to its Standards 400 

and Qualifications tariff to implement this change and designed rates in anticipation of 401 

the combined billing units.   402 

 

Q DO YOU HAVE ANY OBJECTION TO AMEREN’S PROPOSED TARIFF 403 

LANGUAGE IN THIS REGARD? 404 

A I have no objection at this time.  My reading of the tariff language and Ameren’s 405 

responses to related data requests is consistent with my understanding of the 406 

direction given by the Commission on this issue in Ameren’s last rate case. 407 
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IV.  PURA TAX COSTS 408 

Q HAVE YOU REVIEWED AMEREN’S TESTIMONY AS IT RELATES TO THE ISSUE 409 

OF PURA TAX COSTS? 410 

A Yes.  Ameren witness Jones addresses this at pages 15 through 34 of his testimony.  411 

In this section, he discusses his understanding of the history of the PURA Tax, and 412 

Ameren’s proposed allocation and collection methods, and includes a three step plan 413 

to bring PURA Tax levels to parity among all zonal rate subclasses. 414 

 

Q PLEASE PROVIDE BACKGROUND ON THE PURA TAX, AND ITS PAST 415 

TREATMENT BY AMEREN. 416 

A The PURA Tax is assessed to Ameren pursuant to the authority of the Public Utilities 417 

Revenue Act.  Prior to the 1997 deregulation law, the tax was imposed on electric 418 

utility invested capital (effectively on utility plant) at a rate of 0.8% of the invested 419 

capital for the taxable period. Since 1997, the PURA Tax is assessed using a tiered 420 

structure of rates for delivery volumes that, in design and application, approximates 421 

the prior invested capital tax responsibility of the utilities.  Mr. Jones acknowledges 422 

that the PURA Tax is imposed upon Ameren, not on customers.16  The gross tax 423 

payments (ignoring associated credits from the state) are calculated based on kWh 424 

delivered (though the actual, or net, obligation depends on a variety of factors).  425 

However, this is far from the whole story as to the “cause” of the tax, or as to the 426 

utility’s tax liability in any given year.  427 
                                                 

16In its April 29, 2010 Order in Ameren’s last rate case, the Commission incorrectly implied 
that the tax was charged to customers, not the utility (see page 295).  The Commission also implied 
that the tax is a “pass-through tax,” despite unrebutted evidence to the contrary.  These 
misunderstandings apparently contributed to Ameren filing “compliance” tariff pages that removed the 
PURA Tax from base rates and established rider recovery for the tax.  The Commission, on rehearing, 
acknowledged a lack of clarity in its original order in this regard, but did not direct Ameren to reverse 
its rider treatment of the tax recovery.  (See, Order on Rehearing, Docket Nos. 09-0306, et al. (cons.), 
November 4, 2010, at page 85.) 
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Further history on Ameren’s allocation and collection of the PURA Tax is in 428 

order.  In each round of delivery service rate cases since enactment of the 1997 law, 429 

other than the most recent rate case, the various Ameren legacy utilities proposed, 430 

and the Commission has approved, cost study allocation of the PURA Tax on the 431 

same basis as the overall distribution plant is allocated.  This is the same basis on 432 

which the tax was allocated historically.  Following is a list of dockets in which the 433 

Ameren legacy utilities’ cost allocations have been examined since the 1997 law and 434 

in which the plant in service allocator has been used. 435 

 
TABLE 2 

Previous Ameren Delivery Service 
Rate Cases Involving Cost Allocation 

 
Docket No. 

 
Utility 

99-0119 AmerenCILCO 
99-0120 AmerenIP 
99-0121 AmerenCIPS and AmerenUE 
00-0802 AmerenUE and AmerenCIPS 
01-0423 AmerenIP 
01-0637 AmerenCILCO 
06-0070 AmerenCILCO 
06-0071 AmerenCIPS 
06-0072 AmerenIP 
07-0585 AmerenCILCO 
07-0586 AmerenCIPS 
07-0587 

 
AmerenIP 

 

In Ameren’s last rate case, for the first time, Ameren proposed to allocate the 436 

tax, the entire tax, on the basis of energy delivered, and it proposed to collect the tax 437 

through a separate rider, but subsequently withdrew that proposal.  Although it is not 438 

clear to me how or why it happened, after the case, the tax was allocated on the 439 

basis of energy delivered, removed in part from base revenues, and collected through 440 
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a rider, as a separate charge on customers’ bills.  I believe the Commission was 441 

acting on the basis of mistaken assumptions on the nature of the PURA Tax and, 442 

therefore, the results described were unjustified.17   443 

Ameren proposes to perpetuate this change in the current case, by declining 444 

to return this utility tax expense to the revenue requirement, where (as I explain) it 445 

belongs, and leaving it in a separate rider and treating it as a “pass-through” tax.  446 

Ameren also effectively continues to allocate the tax exclusively on the basis of 447 

energy delivered, through its claim that an equal per kWh charge to all customers is 448 

appropriate. 449 

   

Q DO YOU HAVE AN UNDERSTANDING OF THE CHANGES MADE IN THE 450 

DEREGULATION LAW OF 1997 TO THE TAX ON INVESTED CAPITAL? 451 

A Yes, while I am not an attorney, it is my understanding as a lay person that the 1997 452 

change was designed to maintain “a comparable allocation among electric utilities in 453 

this State for payment of taxes imposed to replace the personal property tax.”  454 

(35 ILCS 620/1a.).  My understanding is bolstered by the existence of a statutory 455 

limitation that caps overall tax collections at the pre-1998 level of invested capital 456 

taxes, adjusted only by inflation factors that have nothing to do with kWh deliveries of 457 

energy.  458 

  

Q HOW DO YOU RESPOND TO MR. JONES’ CLAIM THAT THE TAX IS IMPOSED 459 

“BASED ON KWH DELIVERED TO CUSTOMERS”? 460 

A I disagree, at least in terms of cost causation.  The current PURA Tax was not caused 461 

by kWh sales or deliveries, and the amount of the tax for each utility is primarily a 462 

                                                 
17I am aware that the current allocation and collection method for PURA Tax are under appeal. 
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function of the utilities’ 1997 levels of plant assets.  The current PURA Tax structure 463 

was designed to replicate the taxes imposed on invested capital that existed at the 464 

time of the 1997 deregulation law, while maintaining a limited number of points of 465 

collection.  Thus, the tax’s “cause” is the continuation of the invested capital tax.18  466 

The levels of tax collected from the individual utilities today are attributable primarily 467 

to the pre-1998 levels of invested capital of the Illinois utilities, as the Tax Rates 468 

themselves were set to yield utility tax collections approximating the invested capital 469 

tax.  Table 3, below, shows the tiered PURA Tax quantification scheme for gross tax 470 

payments, which preserves the invested capital tax collections. 471 

 
TABLE 3 

 
PURA Tax Rates for Illinois Utilities 

 
 

Block Size 
               (kWh)                

Tax Rate 
 ($/kWh)  

 
First  500,000,000 0.00031 
Next  1,000,000,000 0.00050 
Next  2,500,000,000 0.00070 
Next  4,000,000,000 0.00140 
Next  7,000,000,000 0.00180 
Next  3,000,000,000 0.00142 
Over 
 

 18,000,000,000 0.00131 

 

In terms of the quantification and assessment scheme, the level of the tax 472 

caused the tiered kWh calculation scheme, not vice versa.  The current tier levels and 473 

rates were custom-designed to collect approximately the previously paid, invested 474 

                                                 
18See pages 15-16 of Ameren Ex. 13.0 (Rev), where Mr. Jones quotes the legislative intent 

section of the PURA law. 
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capital-based level of tax revenue from each utility, and in total.19   Said another way, 475 

the higher a utility’s level of invested capital in 1997, the larger its PURA Tax 476 

responsibility today.  On a combined basis, the utilities in the state paid about 477 

$145 million in PURA Tax revenue in the 1997 time frame, which was based on the 478 

prior tax on invested capital for all of the utilities.  According to a private letter ruling of 479 

the Illinois Department of Revenue, this amount would ensure that the new tiered 480 

quantification mechanism was “revenue-neutral” to the prior method.20  Therefore, I 481 

disagree with the notion that kWh sales cause the PURA Tax level for Ameren.   482 

The growth in the PURA Tax levels above the pre-1998 levels is somewhat 483 

more complicated in terms of cost causation.  Because of the tiered rate calculation 484 

scheme to determine the amounts due, increases in the PURA Tax could be said to 485 

be caused by growth in kWh sales, but only to a point.  A statutory cap on PURA Tax 486 

revenues maintains the relationship to invested capital by limiting the overall 487 

collections to the pre-1998 invested capital tax levels, i.e., the $145 million, adjusted 488 

for non-energy related inflation factors (lesser of 5% or Consumer Price Index).  If the 489 

cap is reached in any year, increases in the number of kilowatt-hours of energy 490 

delivered by a utility still do not translate directly to additional PURA Tax 491 

responsibility.  Under the Public Utilities Revenue Act regulations, collected revenues 492 

in excess of the cap in a given year are refunded to all utilities in proportion to their 493 

payments.  Through 2010, the cap has been exceeded in every year since the 1997 494 

change in the PURA Tax, meaning kilowatt-hours have not translated directly to 495 

                                                 
19As the only Illinois utility with deliveries over 18,000,000,000 kWh per year in 1997, the last 

block tax rate was only applicable to Commonwealth Edison Company although it, $0.00131 per kWh, 
has become Ameren’s “marginal” tax rate as well, due to Ameren’s merger of its legacy utilities.  
Therefore, in an interesting twist, Commonwealth Edison Company’s 1997 invested capital tax level 
now affects Ameren’s tax liability today, to a certain degree. 

20Private Letter Ruling, Illinois Department of Revenue, August 5, 2002 (related to system 
losses). 
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additional PURA Tax responsibility during that period.  This fact is clear and 496 

unambiguous evidence that the increase in kWh sales experienced by utilities in the 497 

State of Illinois has not increased the real PURA Tax burden beyond the cap level in 498 

any year since 1997, under the current structure.  This is likely to be the case for the 499 

foreseeable future.   Therefore, for PURA Tax levels above the 1997 levels, several 500 

contributing factors can be identified as “causing” the amount of tax, viz., the blocked 501 

tax rates (which were derived based on the Illinois utilities’ levels of invested capital), 502 

kWh sales growth, the applicable statewide cap on taxes (and the inputs to the cap), 503 

and the tax payments of other utilities.  Also, in the case of Ameren, its action of 504 

merging its utilities “caused” about $2.6 million of additional tax liability in the test 505 

year.  (I will discuss this in greater detail below.) 506 

The fact that the revenues collected from the restructured PURA Tax are 507 

capped to equal those collected from the invested capital tax pre-1998 (adjusted for 508 

inflation), indicates that the PURA Tax responsibility of a utility is caused primarily by 509 

that utility’s capital investment pre-1998, not by increases or decreases in kWh sales. 510 

 

Q CAN YOU ILLUSTRATE GRAPHICALLY THE COMPONENTS OF AMEREN’S 511 

TEST YEAR PURA TAX EXPENSE AMOUNT AND THE CAUSES? 512 

A Yes.  Figure 1, below, provides such an illustration and explanation. 513 
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Figure 1. Causes of Ameren Illinois' PURA Tax Expense
(Test Year Amount: $49.4M)

$36.0M

$49.4M
$46.8M

Cost Component  Cost Cause
Merger of Ameren Utilities ‐ $2.6M

Utility‐specific tax rates, kWh sales growth, tax 
payments of other Illinois utilities, statewide cap 
on PURA Tax collection, CPI ‐ $10.8M

1997 Invested Capital (at 0.8%) ‐ $36.0M

Legacy 
Invested
Capital Tax

Non‐Merger
Growth in Tax 
Since 1997

Merger Increase

 

 
Q IS IT POSSIBLE FOR A UTILITY’S PURA TAX BURDEN TO INCREASE OR 514 

DECREASE, EVEN IF ITS LEVEL OF KWH DELIVERIES DOES NOT CHANGE? 515 

A Yes.  In fact, this is precisely the case in years when the statewide cap is exceeded.  516 

Furthermore, it is even possible for the utility’s tax burden to go down, when its 517 

deliveries go up, and vice versa as illustrated on IIEC Exhibit 1.2.  This further 518 

disproves the claim that the PURA Tax is directly tied to kWh sales.  Ameren’s actual 519 

PURA Tax burden can go up or down in ways that are not a direct result of its delivery 520 

volumes, and is largely dependent on the deliveries of the other utilities in the state.  521 

That is to say, that portion of a utility’s tax burden is dependent more on its 522 

proportional share of tax payments, considering the rest of the utilities, than it is on 523 

changes in its own kWh deliveries.  If the utility’s same proportional share of 524 

deliveries persists over time, it does not matter whether the utility delivers more, or 525 



IIEC Exhibit 1.0 
Robert R. Stephens 

Page 26 
 
 

BRUBAKER & ASSOCIATES, INC. 

fewer kWh in a year, the tax burden stays the same, adjusted only by the non-energy 526 

related factors of 5% or the CPI. 527 

 

Q HAS AMEREN’S PURA TAX BURDEN VARIED WITH ITS KWH DELIVERIES? 528 

A Not with a high correlation.  On IIEC Exhibit 1.3 to this testimony, I have provided the 529 

PURA Tax levels as reported by Ameren for the years 2001 through 2010, and the 530 

associated kWh deliveries.  This information, along with additional information that I 531 

will explain, is shown on page 1 of the exhibit.  On page 2 of IIEC Exhibit 1.3 is a plot 532 

of the PURA Tax levels against kWh sales, including a fitted linear regression line.  If 533 

the PURA Tax varied solely “based on kWh delivered,” one would expect a linear 534 

positive relationship between PURA Tax and kWh deliveries, with little deviation from 535 

the regression line and with the slope of the line representing the marginal (last block) 536 

tax rate of $0.00131 per kWh.  However, as can be seen from the chart, this is not the 537 

case.  Furthermore, if this were the case, simple statistical analysis would indicate 538 

that the two quantities (PURA Tax and kWh) would be highly correlated.  That is, the 539 

linear regression would exhibit a high coefficient of determination or “R-squared.”   540 

The R-squared value that results is only .12, (on a possible scale of 0 to 1.0).  This 541 

indicates an extremely weak explanative value of kWh deliveries alone for changes in 542 

the PURA Tax.  Also, the slope of the regressed line is different from Ameren’s new 543 

marginal tax rate.  544 

These results indicate that Ameren’s kWh sales do not fully, or even 545 

adequately, explain the levels of its PURA Tax burden.  This supports my statement 546 

that kWh sales is only one of several variables (and a minor one at that) that affect 547 

the level of PURA Tax in any given year, particularly when the statewide cap is 548 

exceeded, as it has been in every year so far.    549 
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Q WHAT DO YOU CONCLUDE FROM THIS ANALYSIS? 550 

A The analysis essentially corroborates my claim that, notwithstanding the terms used 551 

in the statute, as quoted by Mr. Jones, the net PURA Tax is not caused by kWh sales 552 

to a major degree in a given year.  Under the right circumstances, kWh sales can 553 

have an impact, but only in combination with several other factors, and kWh sales are 554 

not the determinative factor. 555 

Ameren's 1997 PURA Tax payment was $36.0 million, on a combined legacy 556 

utility basis.  Ameren's proposed test year amount is $49.4 million.  Thus, the 1997 557 

level represents 73% of the test year PURA Tax, and was inherited from the 1997 558 

Invested Capital Tax.  Therefore, of the amount of the 2012 PURA Tax, only about 559 

27% is above the amount of Invested Capital Tax assessed to Ameren in 1997.  It is 560 

unreasonable to allocate the PURA Tax entirely on the basis of kWh delivered, when 561 

73% of the tax is incurred on the basis of utility plant investment as of 1997.21    562 

 

Q AT PAGE 18 OF HIS TESTIMONY, AMEREN WITNESS JONES STATES AS 563 

FOLLOWS: 564 

“AT 2012 TEST YEAR SALES, [AMEREN] EXPECTS TO PAY THE 565 
STATE OF ILLINOIS $51,303,467 IN DISTRIBUTION TAX. 566 
[AMEREN] ALSO EXPECTS TO RECEIVE A CREDIT MEMO OF 567 
ABOUT $1,910,000 IN 2012. THUS, NET DISTRIBUTION TAX 568 
EXPENSE IS $49,393,467, OR $5,251,197 LESS THAN WHAT 569 
WOULD BE PRODUCED UNDER PRESENT RATES.” 570 

 
HOW DO YOU RESPOND? 571 
 

A First, in the context of his discussion, it appears that Mr. Jones meant to say that the 572 

test year expense of $49.4 million is $5.3 million MORE (not less) than what would be 573 

                                                 
21This is especially true considering that $2.6 million of Ameren’s requested $49.4 million is 

solely a function of Ameren merging its legacy utilities (as will be discussed further below).  If this 
increment were not considered, the test year amount would be only $46.8 million and the 1997 level of 
tax would be 77% of the test year tax amount.  
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produced under present rates, suggesting a revenue deficiency of $5.3 million. 574 

  Second, what Mr. Jones fails to mention is that approximately half of the 575 

revenue deficiency, $2.6 million, is due exclusively to Ameren’s merger of its three 576 

utilities.  Ameren’s merger caused a shifting from of its legacy utilities’ tax obligations 577 

to a new combined obligation under the PURA Tax tiered collection scheme.  Said 578 

plainly, by combining its utilities, Ameren put itself into a “different tax bracket” for 579 

portions of its deliveries.  Ameren has confirmed this information, in response to IIEC 580 

Data Request 3.01, attached to this testimony as IIEC Exhibit 1.4. 581 

 

Q WHAT ARE THE IMPLICATIONS OF AMEREN’S SELF-IMPOSED $2.6 MILLION 582 

ADDITIONAL PURA TAX LIABILITY? 583 

A The first implication is that this helps prove my point that the PURA Tax does not vary 584 

exclusively with kWh sales.  By merging its utilities, Ameren’s PURA Tax went up by 585 

$2.6 million, without the addition of a single kWh delivered.  This is further evidence 586 

that an allocation based solely on energy deliveries is improper. 587 

  The second implication is on Ameren’s test year revenue requirement.  The 588 

$2.6 million increment was not caused by customers, but by Ameren’s decision to 589 

merge.  Thus, it is a form of merger cost, one that will be ongoing in nature.  While 590 

Ameren was certainly allowed to merge its utilities, and it will be obligated to pay 591 

whatever level of tax results, this in itself does not mean that the associated 592 

$2.6 million test year expense is recoverable from customers as a prudent and 593 

reasonable expense. 594 
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Q ARE YOU PROPOSING A REVENUE REQUIREMENTS EXPENSE ADJUSTMENT 595 

FOR THIS $2.6 MILLION POTENTIALLY IMPRUDENT EXPENSE? 596 

A No, not at this time.  It is possible that the merging of the Ameren legacy utilities could 597 

produce savings in the test year the offset some or all of this $2.6 million cost 598 

increment.  Therefore, if, in rebuttal testimony, Ameren can document test year and 599 

subsequent net savings attributable to the merger, including the cost effect of the 600 

$2.6 million additional PURA Tax cost in the test year, then an adjustment will not be 601 

necessary.  Otherwise, the Commission should disallow some or all of the $2.6 million 602 

PURA Tax expense as imprudent or unreasonable. 603 

  My discussion of PURA Tax hereinafter assumes that a reduction is not 604 

necessary. 605 

 

 Q AT SEVERAL PLACES IN PAGES 20-23 OF HIS TESTIMONY, AMEREN 606 

WITNESS JONES SUGGESTS AND/OR ALLEGES A SUBSIDY OF DS-4 607 

CUSTOMERS BY OTHER CUSTOMER CLASSES, AS RELATES TO PURA TAX 608 

RECOVERY.  HOW DO YOU RESPOND? 609 

A His suggestions and allegations are all based on the faulty premise that kWh sales 610 

alone cause Ameren’s PURA Tax expense and that allocation of the expense should 611 

be done solely on an energy basis.  As these are incorrect, for the reasons I have 612 

explained, his claims of subsidy are also incorrect. 613 

  Also, a significant portion of his discussion, primarily on page 23 (at lines 614 

460-475) is focused on the “marginal” costs on the PURA Tax associated with 615 

incremental usage by DS-4 customers.  He uses this as justification for his revenue 616 

allocation, which is intended to move to equal per kWh PURA Tax charges to all 617 

customers.  As the Commission is fully aware, marginal cost of service study 618 
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concepts fell out of favor many years ago, before delivery service rates were first set 619 

in 1999.  Rather, the Commission (and its Staff) has tended to favor “embedded” cost 620 

of service study concepts for delivery services.  My approach for allocation of the 621 

PURA Tax, discussed next, is much more in line with an embedded cost analysis, in 622 

that it focuses on the cause of existing costs rather than hypothetical marginal or 623 

incremental costs. 624 

  

Q WHAT APPROACH DO YOU RECOMMEND FOR THE ALLOCATION OF THE 625 

PURA TAX? 626 

A As I have amply indicated, I believe there is no credible basis for claiming that the 627 

portion of Ameren’s PURA Tax that corresponds to its 1997 Invested Capital Tax 628 

levels varies by kWh sales.  However, I acknowledge that the growth in PURA Tax 629 

responsibility above the 1997 level is, to some degree, affected by kWh sales.  630 

Therefore, I recommend an allocation approach for PURA Tax that recognizes both 631 

the cause of most of the tax, Ameren’s 1997 level of invested capital tax, and the 632 

kWh delivered, which partly affects changes in that tax amount. 633 

Specifically, I propose to create two separate cost categories for PURA Tax in 634 

the cost of service study, with different allocation factors for each.  The first cost 635 

category would be the 1997 levels of PURA Tax for Ameren, i.e., $36.0 million.  This 636 

cost category should be allocated on the basis of utility plant in service, in recognition 637 

that the PURA Tax structure was designed to approximate the Ameren legacy utilities’ 638 

1997 investment-based PURA Tax.22 639 

The second category of costs would reflect PURA Tax amounts in excess of 640 

                                                 
22Allocators based on current plant in-service are reasonable proxies for plant in-service in 

1997, since most utility plant was/is allocated based on some measure of class demands in both time 
periods. 
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the 1997 levels, which would be subject to increase over time.  This second category 641 

of PURA Tax, the “Post-1997 PURA Tax,” would be allocated based on kWh sales, 642 

using the same allocation factors Ameren uses in its cost of service study, in 643 

recognition that kWh sales can be a factor, at least in some years.23  The Post-1997 644 

increase in PURA Tax levels for the test year is $10.8 million, which is the difference 645 

between the test year PURA Tax, $49.4 million, and the 1997 PURA Tax.  (It is 646 

illustrated as the layers above the blue (bottom) layer in Figure 1, above, and Figure 647 

2, below.)  As I will discuss further below, this second category of PURA Tax, while 648 

allocated on energy, could be collected from customers on a per kWh basis, but it 649 

would not be necessary to do so. 650 

Figure 2, shown below illustrates the components of the PURA Tax, as well as 651 

IIEC’s composite allocation approach and Ameren’s proposed approach.  As can be 652 

seen, IIEC’s approach better matches cost causation for the components of the tax, 653 

as they are described above and illustrated in Figure 1. 654 

                                                 
23Allocating the entire Post-1997 PURA Tax on the basis of energy alone is a conservative 

assumption, considering the impacts of the statewide cap on net PURA Tax expense and the 
dual-determinative factors of kWh delivered and tax rate, and its tie to invested capital, as discussed 
earlier,  
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Figure 2. IIEC's and Ameren's Proposals  to Allocate PURA Tax
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Q HAVE YOU RECOMPUTED THE ALLOCATION OF PURA TAX USING YOUR 655 

PROPOSED ALLOCATION PROCESS? 656 

A I asked IIEC witness Stowe to do so, according to the specifications described above 657 

and using information from Ameren’s cost of service study.  He has presented the 658 

results in his direct testimony, and I have reproduced them on IIEC Exhibit 1.5, along 659 

with per kWh charges derived by simply dividing the allocated amounts by the class 660 

or subclass kWh.   661 

 

Q SHOULD THE PER KWH CHARGES SHOWN IN COLUMN (3) OF IIEC EXHIBIT 662 

1.5 BECOME THE PURA TAX CHARGES IN THIS CASE? 663 

A No. These charges are superior to those derived by Ameren, in that they reflect more 664 

properly allocated PURA Tax levels.  However, they are not fully efficient, because 665 

they collect demand-related costs through energy charges.   666 
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  If per kWh energy charges are to be used to collect revenue for Ameren’s 667 

PURA Tax expense, such charges should be limited to the energy related costs, viz., 668 

the $13.4 million of Post 1997 PURA Tax, allocated on an energy basis in my 669 

recommended allocation method, illustrated in Figure 2, above.  These are shown in 670 

Column (5) of IIEC Exhibit 1.5.  (Column (3) of Exhibit 1.5 shows the calculated per 671 

kWh charges for all components of the PURA Tax expense, including those not 672 

properly collected through energy charges.)  The remainder, the $36.0 million 673 

associated with 1997 invested capital tax, properly should be collected through 674 

standard Distribution Delivery Charges.  Therefore, if per kWh energy charges were 675 

to be used at all, the amounts shown in Column (5) of IIEC Exhibit 1.5 would be the 676 

most proper to use (subject to adjustment for rate moderation, if necessary). 677 

 

Q IS CONTINUED EXCLUSION OF AMEREN’S PURA TAX EXPENSE FROM THE 678 

COST OF SERVICE AND COLLECTION OUTSIDE OF BASE RATES, AS 679 

AMEREN PROPOSES, PROPER? 680 

A No.  Ameren’s continued exclusion of the tax from the cost of service study and 681 

collection of the expense outside of base rates is not proper in my opinion.  It is a 682 

result of a possible misunderstanding of the nature of the tax in the last Ameren rate 683 

case.  Furthermore, it perpetuates a situation where one utility expense, which is not 684 

volatile, material, or even completely outside the utility’s control, is singled out and 685 

improperly collected through a rider.  In addition, it creates inconsistent regulatory 686 

treatment in Illinois, since Commonwealth Edison Company (“ComEd”) continues to 687 
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include the PURA Tax expense in base rates, as recently approved by the 688 

Commission in Docket No. 10-0467. 24 689 

 

Q IS USE OF IIEC’S ALLOCATION METHOD FOR PURA TAX CONDITIONED ON 690 

PURA TAX EXPENSE BEING PART OF THE COST OF SERVICE STUDY AND 691 

INCLUDED IN BASE RATES? 692 

A Not necessarily.  Although inclusion in Ameren’s cost of service study and base rates 693 

would be proper, and would be consistent with the Commission’s recent decision in 694 

the ComEd rate case, it is not required for a proper allocation of PURA Tax 695 

responsibility among the rate classes and subclasses.  The allocated results shown 696 

on IIEC Exhibit 1.5, especially those in Column (5) could form the basis for PURA Tax 697 

collections even if rider recovery and/or separate per kWh charges continue,25 subject 698 

to the overall rate moderation approach approved in this case. 699 

 

Q IS COLLECTION AS A SEPARATE PER KWH CHARGE NECESSARY OR 700 

PROPER? 701 

A No.  This concept of establishing a separate per kWh charge line item on the bill first 702 

surfaced in Ameren’s last rate case (see discussion of the history, above).  703 

                                                 
24Referred to as “Illinois Electricity Distribution Tax” or “IEDT” by ComEd.  In that case, 

ComEd presented eight cost of service studies, all of which included IEDT expense in its revenue 
requirement, and proposed to collect the tax as a set charge in base rates.  The Commission 
approved this treatment. 

25It may be helpful to point out that rider recovery, separate line item charges and per kWh 
charges are all distinct concepts, although they are sometimes confused and inappropriately linked.  
Rider recovery does not require that charges be collected on a per kWh basis (for example, Ameren’s 
“Supplemental Customer Charges” rider does not do so, or as separate line items on a bill (since 
multiple items are sometimes collected through a single rider charge).  Similarly, a separate line item 
on a bill can occur for any utility rate item, whether it is part of the base rates or a rider.  For example, 
Customer charges and Meter Charges are separate line items, even though both are part of base 
rates, and are even collected on the same basis.  Finally, a per kWh charge need not be part of a 
separate rider (as is the case in ComEd rates), nor must it be a separate line item on a bill, if there is 
already a per kWh charge, as is the case in DS-1 delivery rates. 
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Unfortunately, it was approved by the Commission in that case26 and was proposed 704 

and approved in the recent ComEd rate case, Docket No. 10-0467.  If the 705 

Commission wishes to reverse course on this particular aspect, IIEC would not object.  706 

IIEC continues to oppose the collection of this particular expense as a separate line 707 

item on customer bills. 708 

 

Q PLEASE ADDRESS MR. JONES’ PROPOSAL TO MAKE POST RATE CASE 709 

ADJUSTMENTS TO PURA TAX CHARGES DESCRIBED AT PAGES 20-22 OF HIS 710 

TESTIMONY. 711 

A In short, it should be rejected.  First, it is all premised on the notion that wide 712 

disparities will exist between PURA Tax recovery and cost imposition as a result of 713 

the rates developed in this case.  This will not necessarily be the case, particularly if 714 

rates are set to properly reflect IIEC’s recommendations on cost of service, revenue 715 

allocation (including rate moderation) and allocation of PURA Tax expense. 716 

  Second, single item adjustments between rate cases should be avoided, as 717 

they improperly assume static cost and revenue relationships for other items and, in 718 

this case, presume conditions that may or may not occur.  For example, should a 719 

large industrial customer in one of the zonal subclasses leave or come onto the 720 

system, this could greatly impact the PURA Tax collections from that zonal subclass, 721 

and may significantly impact the average PURA Tax collection rate paid by all 722 

customers.  As a result, Ameren’s phase-in proposal in some ways resembles single 723 

issue ratemaking, and should be rejected. 724 

  Third, as discussed earlier in this testimony and illustrated in Table 1, above, 725 

the second and third steps of Ameren’s proposed PURA Tax phase-in are not 726 
                                                 

26Apparently due to mistaken belief that the tax is imposed on customers and that it is a 
“pass-through” tax. 
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moderated under Ameren’s, the Commission’s, or any other party’s rate moderation 727 

proposal.  For example, in the extreme case of the +100 kV Rate Zone 1 subclass, 728 

the increase in delivery related charges (included PURA Tax) goes from 67.2% in 729 

January 2012, to 280.8% in February 2013, to 494.4% in February 2014.  Increases 730 

of this magnitude hardly represent a reasonable phase-in.   731 

  Thus, Ameren’s plan to phase-in additional PURA Tax changes is deficient in 732 

several respects and should be rejected. 733 

 

Q DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 734 

A Yes, it does. 735 
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Qualifications of Robert R. Stephens 

 
Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A Robert R. Stephens. My business address is 16690 Swingley Ridge Road, Suite 140, 2 

 Chesterfield, MO 63017. 3 

 

Q PLEASE STATE YOUR OCCUPATION. 4 

A I am a consultant in the field of public utility regulation and a principal in the firm of 5 

Brubaker & Associates, Inc., energy, economic and regulatory consultants. 6 

 

Q PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 7 

A I graduated from Southern Illinois University at Carbondale in 1984 with a Bachelor of 8 

Science degree in Engineering.  During college, I was employed by Central Illinois 9 

Public Service Company in the Gas Department.  Upon graduation, I accepted a 10 

position as a Mechanical Engineer at the Illinois Department of Energy and Natural 11 

Resources.  In the summer of 1986, I accepted a position as Energy Planner with City 12 

Water, Light and Power, a municipal electric and water utility in Springfield, Illinois.  13 

My duties centered on integrated resource planning and the design and 14 

administration of load management programs. 15 

  From July 1989 to June 1994, I was employed as a Senior Economic Analyst 16 

in the Planning and Operations Department of the Staff of the Illinois Commerce 17 

Commission.  In this position, I reviewed utility filings and prepared various reports 18 

and testimony for use by the Commission.  From June 1994 to August 1997, I worked 19 

directly with a Commissioner as an Executive Assistant.  In this role, I provided 20 
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technical and policy analyses on a broad spectrum of issues related to the electric, 21 

gas, telecommunications and water utility industries. 22 

In May 1996, I graduated from the University of Illinois at Springfield with a 23 

Master of Business Administration degree.   24 

  In August 1997, I joined Brubaker & Associates, Inc. as a Consultant.  Since 25 

that time, I have participated in the analysis of various utility rate and restructuring 26 

matters in several states and the evaluation of power supply proposals for clients.  I 27 

am currently a Principal in the firm. 28 

  The firm of Brubaker & Associates, Inc. provides consulting services in the 29 

field of energy procurement and public utility regulation to many clients, including 30 

large industrial and institutional customers, some utilities, and on occasion, state 31 

regulatory agencies.  More specifically, we provide analysis of energy procurement 32 

options based on consideration of prices and reliability as related to the needs of the 33 

client; prepare rate, feasibility, economic and cost of service studies relating to energy 34 

and utility services; prepare depreciation and feasibility studies relating to utility 35 

service; assist in contract negotiations for utility services; and provide technical 36 

support to legislative activities. 37 

In addition to our main office in St. Louis, the firm also has branch offices in 38 

Phoenix, Arizona and Corpus Christi, Texas. 39 
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