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Witness Identification 1 

Q. Please state your name and business address. 2 

A.  My name is Janis Freetly.  My business address is 527 East Capitol Avenue, 3 

Springfield, Illinois 62701. 4 

Q. Are you the same Janis Freetly who previously testified in this proceeding? 5 

A. Yes, I am.  6 

Q. What is the purpose of your testimony in this proceeding? 7 

A. The purpose of my rebuttal testimony is to respond to the rebuttal testimony of 8 

Ameren witness Robert B. Hevert. (Ameren Exhibit 23.0)   9 

Response to Hevert 10 

Q. Mr. Hevert presents the authorized return on equity for electric and natural 11 

gas utilities across the United States from January 1, 2008 through June 12 

30, 2011 and argues that your recommendations are not reasonable by 13 

comparison.1

 A. Mr. Hevert’s testimony fails to specify many critical factors that influenced the 15 

allowed returns in those 157 rate decisions.  For instance, Mr. Hevert does not 16 

identify the relative risk, as exemplified by credit rating or any other metric, of 17 

each of the utilities involved in those return decisions.  Nor does he identify the 18 

capital structure that was adopted or the amount of the common stock flotation 19 

cost adjustment, if any, that was included in each of those decisions.  Without 20 

  Please comment. 14 

                                                 
 1 Ameren Exhibit 23.0, p. 7. 



                                                                        Docket Nos. 11-0279 and 11-0282 (Cons.) 
                                          ICC Staff Exhibit 25.0 

2 
 

such data, any evaluation of the return recommendations in this proceeding via 21 

comparison to the returns authorized in the 157 rate decisions Mr. Hevert cites is 22 

useless, since we have no basis on which to assess comparability. 23 

Sample Selection 24 

Q.  Mr. Hevert testifies that it is more appropriate to screen companies based 25 

on the percentage of regulated operating income and revenues than the 26 

percentage of regulated assets.2

A. The cost of capital for a company equals the average cost of capital of the 28 

businesses in which it operates, weighted by the amount of capital invested in 29 

each business.

  Please respond. 27 

3

                                                 
 2 Ameren Exhibit 23.0, p. 20. 

  Thus, a company’s primary line of business is better determined 30 

by where its capital is primarily invested than by which segment produces the 31 

highest revenues.  The percentage of revenues and operating income from 32 

regulated operations do not measure operating risk directly and in no way 33 

establish that companies that do not meet those criteria are not similar in risk to 34 

the target utility.  Thus, the regulated revenues and operating income criteria at 35 

best provide limited support for the inclusion in a proxy sample of the companies 36 

that meet that criteria; they do not invalidate the use of all other companies, as 37 

Mr. Hevert’s argument implies.  Finally, the percentage of revenues and 38 

operating income from regulated operations are poor proxies for operating risk 39 

because they are heavily influenced by volatile energy prices.  As energy prices 40 

change, a competitive energy subsidiary’s revenues and profits can vary greatly, 41 

 3 More generally, the cost of capital for a company equals the average cost of capital of its 
assets, weighted by the amount invested in each asset. 
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oscillating between a relatively large and relatively small contributor to a 42 

company’s revenue and operating income from year to year.  43 

Q. Have you previously relied on the Edison Electric Institute’s (“EEI”) 44 

“Regulated” designation in forming an Electric sample for the purpose of 45 

estimating the investor-required return on equity for the electric delivery 46 

service operations of an Illinois utility? 47 

A. Yes.  In the last two rate proceedings for the Ameren Illinois utilities, Ameren 48 

witness Kathleen McShane’s electric sample included electric utilities classified 49 

as “Regulated” and “Mostly Regulated” by EEI, electric utilities with greater than 50 

50% of total assets in regulated operations.4  In both of those proceedings, I 51 

refined that group to include only those electric utilities classified by EEI as 52 

“Regulated” since the electric utilities classified as “Regulated” have 80% or more 53 

of total assets in regulated operations.  In the 2007 Dockets, the Ameren Illinois 54 

utilities accepted Staff’s investor-required rate of return recommendation, based 55 

on the sample of “Regulated” EEI electric utilities.  In the 2009 Dockets, the 56 

Commission Order accepted Staff’s Discounted Cash Flow (“DCF”) and Capital 57 

Asset Pricing Model (“CAPM”) methodologies which were performed on the 58 

sample of “Regulated” EEI electric utilities.  Hence, I relied on that same criterion 59 

for selecting my electric sample in this case.5

                                                 
 4 Docket Nos. 07-0585 et al. (Cons.), Direct testimony of Kathleen McShane, Ameren Exhibit 
12.0E, p. 27; Docket Nos. 09-0306 et al. (Cons.), Direct testimony of Kathleen McShane, Ameren Exhibit 
7.0E, p. 19.    

 60 

 5 Mr. Hevert notes that I should have used the updated EEI list of “Regulated” electric utilities as 
of December 31, 2010.  The updated list was not available to Staff at the time that I performed my cost of 
equity analysis.  I used the most up-to-date list that I could find via www.eei.org on June 3, 2011. 

http://www.eei.org/�
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Q. Mr. Hevert suggests that including only those companies with credit 61 

ratings in the BBB range (BBB+ - BBB-) in your credit rating screening is 62 

too restrictive.6

A. No.  The formation of a sample requires balancing two goals:  (1) creating a 64 

sample that is as close in risk to the subject company as possible to minimize 65 

measurement error in the sample cost of common equity; and (2) minimizing 66 

measurement error inherent in individual company cost of common equity 67 

estimates.  The first goal is better advanced with a small sample since increasing 68 

the size of a sample usually requires adding companies that are farther and 69 

farther from the subject company in terms of risk.  In contrast, the second goal is 70 

better advanced with larger samples since the measurement error inherent in 71 

individual company cost of common equity estimates are imperfectly correlated 72 

with each other.  Consequently, the average measurement error of the sample as 73 

a whole declines as the size of the sample increases.  In my judgment, an 74 

Electric sample consisting of 16 companies is large enough to reduce the risk 75 

from measurement error inherent in individual cost of common equity estimates 76 

while avoiding an increase in measurement error from adding utilities that are 77 

less similar to AIC in terms of risk.  78 

  Do you agree? 63 

Q. Mr. Hevert testifies that the principal difference in the application of the 79 

Multi-stage DCF Model is the long-term growth rate and suggests his long-80 

                                                 
 6 Ameren Exhibit 23.0, pp. 21-22. 
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term growth rate is more consistent with the Commission’s decision in 81 

Docket No. 10-0467.7

A.  While Mr. Hevert is correct that the principal difference in the application of the 83 

non-constant DCF is the long-term growth rate applied, his suggestion that the 84 

long-term growth rate used here should be consistent with the Commission Order 85 

in Docket No. 10-0467 is incorrect.   An economy-wide growth rate, whether 4%, 86 

5%, 6% or even more, is not sustainable on a per share basis if a company is not 87 

reinvesting a portion of its earnings.  That is, the growth rate per share of a 88 

company that pays out 100% of its earnings as dividends equals 0% regardless 89 

of the magnitude of economy-wide growth.  In this case, Mr. Hevert’s assumed 90 

earnings retention ratios of 33.58% for his electric sample and 30.39% for his gas 91 

sample are too low for his electric and gas sample companies to sustain the 92 

long-term growth rates he employs.

   Please comment. 82 

8

 Together with the dividend payout rate that Mr. Hevert assumed for 2025 in his 94 

updated analysis, the 5.66% growth rate requires an average ROE of 16.86% for 95 

his electric sample and 18.63% for his gas sample.  In contrast, Value Line 96 

projects a rate of return on common equity of 11.69% for his electric sample and 97 

11.95% for his gas sample for the 2013-2015 period.  Using the even higher 98 

6.00% long-term growth rate adopted by the Commission in Docket No. 10-0467 99 

would only further exacerbate the unsustainability.  In order to sustain 6.00% 100 

growth given Mr. Hevert’s assumed retention rates (revised in rebuttal), the 101 

companies in Mr. Hevert’s electric sample would have to indefinitely sustain on 102 

   93 

                                                 
 7 Ameren Exhibit 23.0, pp. 26-27. 
 8 ICC Staff Exhibit 8.0, pp. 37-38. 
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average a 17.87% return on retained earnings and the companies in his gas 103 

sample would have to indefinitely sustain on average a 19.74% return on 104 

retained earnings.   105 

Q. Do current economic forecasts support use of a 6.00% long-term growth 106 

estimate? 107 

A. No.  The 6.00% long-term growth rate based on historical growth in nominal GDP 108 

is not supported by professional forecasters.  The investor-required rate of return 109 

is a function of investor’s expectations of the future, not a mish-mash of historical 110 

averages.9  As discussed in my direct testimony and used in calculating the 111 

4.80% long-term growth rate, the Energy Information Administration (“EIA”) 112 

projects nominal economic growth of 4.5% for the 2021-2035 period and Global 113 

Insight forecasted nominal economic growth of 4.4% for the 2021-2041 period.10

Q. Mr. Hevert alleges that you suggest that the 30-year U.S. Treasury yield is 115 

an appropriate measure of the long-term nominal GDP growth rate.  Please 116 

respond. 117 

   114 

A. Mr. Hevert mischaracterizes my testimony.   While I did discuss why the real risk-118 

free rate and the real GDP growth rate should be similar, I did not state that the 119 

U.S. Treasury bond yield is an appropriate measure of the expected long-term 120 

nominal GDP growth rate.  121 

                                                 
 9 In Docket No. 10-0467, the company witness derived his 6% long-term growth rate estimate 
from an average of ten, twenty, thirty, forty, fifty and sixty-year historical averages all ending 2009.  The 
company witness never explained why that average was better than any other average, particularly, given 
the slow-down in growth over that 60 years (6.9% for the 40, 50, and 60-year averages, 5.8% per year for 
the 30-year average, 4.9% for the 20 year average and 4.2% for the 10-year average), let alone why that 
average was better than the forecasts of professional forecasters such as Global Insight and EIA. 
 10 The measurement period for long-term economic growth begins in 2021 since this is the start of 
the long-term growth stage for my multi-stage DCF analysis. 



                                                                        Docket Nos. 11-0279 and 11-0282 (Cons.) 
                                          ICC Staff Exhibit 25.0 

7 
 

Q. Mr. Hevert claims that projections of the 30-year Treasury yield do not 122 

support the 4.80% long-term growth rate that you used in your non-123 

constant DCF analyses.11

A. The Blue Chip Financial Forecast, upon which Mr. Hevert relied to make his 125 

argument, projected growth of 2.7% for real GDP and 2.2% for inflation as 126 

measured by the GDP price index for the 2018-2022 period.

  Please respond. 124 

12

Q. Mr. Hevert suggests that your analysis of the sustainability of growth rates 137 

for the sample companies should not be considered because it is premised 138 

on the “b times r” approach, which has been rejected by the Commission.

  Hence, these 127 

projections indicate a long-term growth projection for nominal GDP of 4.9%, 128 

which supports my long-term growth estimate. Instead of comparing my long-129 

term growth rate to GDP growth projections, Mr. Hevert compares it to the higher 130 

30-year Treasury yield as of 2021.  It is nonsensical to use a proxy for nominal 131 

GDP growth when the same source actually provides a nominal GDP growth 132 

forecast directly.  In addition, one would expect Treasury bond yields to be higher 133 

than the GDP growth because T-bonds contain a risk premium.  Therefore, the 134 

Blue Chip forecast that Mr. Hevert relies on indicates that his long-term growth 135 

rate estimates are overstated.  136 

13

A. The “b times r” formula provides insight as to what level of growth is sustainable 141 

because it can be used to estimate the expected rate of return on new common 142 

  139 

Please respond. 140 

                                                 
 11 Ameren Exhibit 23.0, pp. 33-35. 
 12 Blue Chip Financial Forecasts, Vol. 30, No. 6, June 1, 2011, p. 14  
 13 Ameren Exhibit 23.0, p. 36. 
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equity investment for a given growth rate, which is necessary for assessing 143 

sustainable growth on a company-specific basis.  Thus, I used the “b times r” 144 

formula as a benchmark or guideline to test the sustainability of the growth rates 145 

Mr. Hevert employs.  As I am not attempting to estimate the cost of common 146 

equity with “b times r” growth rates in this proceeding, I do not expect that 147 

analysis to produce implied ROEs precisely in line with the costs of common 148 

equity recommended in this proceeding;14

Q. Mr. Hevert argues that using a single day spot price fails to account for 152 

“aberrant behavior in stock prices, which tend to fluctuate from day-to-day 153 

based on changes not only in investors’ assessments of fundamental 154 

factors, such as earnings growth rates and projected interest rates, but 155 

also due to anomalous events that may affect stock prices on any given 156 

trading day.”

 I do, however, expect those implied 149 

ROEs to be generally consistent with the cost of common equity 150 

recommendations in this proceeding if the growth rates are sustainable.   151 

15

A. While historical data is useful in examining trends and relationships between 158 

variables, direct use of historical data in estimating investor expectations for the 159 

future is problematic, as explained in my direct testimony.

  Please respond. 157 

16

                                                 
 14 Furthermore, the expected rate of return on new common equity investment “r” and the 
investor-required rate of return on their common equity investment are not identical concepts.  The former 
can include both projects that are expected to earn more than the required rate of return and those that 
are expected to earn less than the required rate of return. 

   To the extent 160 

investors deem historical data relevant, it is already incorporated into the most 161 

recent prices those investors pay for securities.  Use of a historical average 162 

 15 Ameren Exhibit 23.0, p. 38. 
 16 ICC Staff Exhibit 8.0, pp. 10-11 and 34-37. 
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requires the analyst to subjectively determine what data is no longer relevant, 163 

needlessly and inappropriately replacing the collective judgment of all investors 164 

with his own.  Moreover, Mr. Hevert’s use of historical data includes the added 165 

flaw of inappropriately mixing and matching data from different points in time.  166 

The market value of common stock equals the cumulative value of the expected 167 

stream of future dividends after each is discounted by the investor-required rate 168 

of return.  New information becomes available every day and investors rethink 169 

their projections of future cash flows, the risk level of the company, and the price 170 

of risk.  Thus, only a current stock price will reflect all information that is available 171 

and relevant to the market.  172 

 Further, research has found that the last observed stock price is the best 173 

estimator of future stock prices.17  The Commission has appropriately adopted 174 

costs of capital based on the most recent spot data much more frequently than it 175 

has relied on outdated historical data.  Indeed, the Commission itself has noted 176 

that use of spot data is a practice the Commission has traditionally relied upon 177 

and, in fact, is reluctant to deviate from.18

 As to the “aberrant behavior of stock prices,” I employed a sample to minimize 179 

the effects of any such unusual changes in stock prices, as estimates for a 180 

sample as a whole are subject to less measurement error than individual 181 

company estimates.  To demonstrate the limited impact of “aberrant” stock prices 182 

on the sample cost of common equity estimates, I updated my analyses several 183 

 178 

                                                 
 17 Malkiel, A Random Walk Down Wall Street, 2007, Norton, p. 132; Foster, Financial Statement 
Analysis, 1978, Prentice Hall, p. 215. 
 18 Order, Docket Nos. 07-0241/07-0242 (Cons.), February 5, 2008, p. 92. 



                                                                        Docket Nos. 11-0279 and 11-0282 (Cons.) 
                                          ICC Staff Exhibit 25.0 

10 
 

times since filing direct testimony.  Tables 1 and 2 below present the results for 184 

my Gas and Electric samples: 185 

Table 1 – Gas Sample 
Date DCF CAPM Average 
6-3-11 8.63% 9.31% 8.97% 
7-7-11 8.55% 9.37% 8.96% 
7-14-11 8.68% 9.43% 9.06% 
7-21-11 8.63% 9.46% 9.05% 
7-28-11 8.79% 9.44% 9.12% 
8-4-11 8.86% 9.21% 9.04% 
8-10-11 9.13% 9.14% 9.14% 
8-11-11 8.93% 9.26% 9.10% 
8-15-11 8.85% 9.23% 9.04% 

 186 

Table 2 – Electric Sample 
Date DCF CAPM Average 
6-3-11 9.55% 10.32% 9.94% 
7-7-11 9.48% 10.36% 9.92% 
7-14-11 9.48% 10.36% 9.92% 
7-21-11 9.58% 10.48% 10.03% 
7-28-11 9.77% 10.46% 10.12% 
8-4-11 10.00% 10.30% 10.15% 
8-10-11 10.28% 10.26% 10.27% 
8-11-11 10.04% 10.34% 10.19% 
8-15-11 9.91% 10.32% 10.12% 

 As can be seen from the tables, the volatility of the stock market does not have a 187 

large impact on the return on common equity for my Gas and Electric samples.  188 

Over a period of about two months, the average difference between the post-189 

June 2011 cost of common equity estimates and the June 3, 2011 estimate was 190 

only 9 basis points for my Gas sample and 15 basis points for my Electric 191 

sample.  During that period, not only did prices change, but growth rates 192 

changed, ex-dividend dates passed, and overall market sentiment changed.  Use 193 

of historical averages would not fully reflect those changes in the cost of common 194 
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equity.  Hence, the fact that stock prices changed over the course of two months 195 

merely demonstrates that market prices are dynamic and that investors are 196 

constantly re-evaluating their expectations.  The fact that prices are dynamic 197 

highlights the shortcomings of Mr. Hevert’s use of historical averages, as the 198 

stock prices from up to six months ago that he used obviously do not capture 199 

current investor expectations.   200 

Q. Why did you perform the analyses on both August 10 and 11, 2011? 201 

A. During the week of August 8, 2011, the Standard & Poor's (“S&P”) 500 fell 6.66% 202 

on Monday, rose 4.74% on Tuesday (8/9/11), fell 4.42% on Wednesday 203 

(8/10/11), rose 4.63% on Thursday (8/11/11), and added another 0.53% on 204 

Friday.19   I performed the analyses on both August 10 and 11 to assess the 205 

impact the rather large swings in the market had on the investor-required rate of 206 

return on common equity for my sample companies.  The changes in the costs of 207 

common equity for my sample companies were less than 20% of the changes in 208 

the S&P500 index over the same period.20

Q. Do you propose to update your recommended investor-required rate of 210 

return on common equity for the AIC gas distribution and electric delivery 211 

service operations of AIC based on the results presented in Tables 1 and 212 

2? 213 

 209 

                                                 
 19 www.online.wsj.com.    
 20 On August 10, 2011, the S&P500 closed at 1120.76, down 6.6% from its August 4, 2011 close 
of 1200.07.  In contrast, the cost of common equity for the electric sample was 1.2% higher on August 10, 
2011 than on August 4, 2011 (i.e., (10.27% - 10.15%) ÷ 10.15%).  Therefore, between August 4 and 
August 10, 2011, the change in the cost of common equity of the electric sample was 18% of the change 
in the S&P500 (i.e., 1.2% ÷ 6.6%). 
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A.  No.  This high degree of daily volatility is indicative of a market not in equilibrium 214 

and, as such, I recommend the Commission not rely on cost of equity estimates 215 

from this period.   216 

Q. Mr. Hevert states that the estimation of the risk-free rate should not be 217 

based on spot yields.21

A. No.  Interest rates are constantly adjusting, and accurately forecasting the 219 

movements of interest rates is problematic.  In contrast, the current U.S. 220 

Treasury yields I used to estimate the risk free rate reflect all relevant, available 221 

information, including investor expectations regarding future interest rates.  222 

Consequently, investor appraisals of the value of forecasts are also reflected in 223 

current interest rates.  Therefore, if investors believe that the forecasts are 224 

valuable, that belief would be reflected in current market interest rates.  Likewise, 225 

if investors believe that the forecasts are not valuable, that belief would be 226 

reflected in current market interest rates.  In summary, if one uses current market 227 

interest rates in a risk premium analysis, speculation of whether investor 228 

expectations of future interest rates equals those from a particular forecast 229 

reporting service is unnecessary.  Further, it is important to note that T-bond 230 

yields reflect market forces, while forecasts do not.  The true risk-free rate is 231 

reflected in the return investors are willing to accept in the market.  As of June 3, 232 

2011, investors were willing to accept a 4.26%

  Is he correct? 218 

22

                                                 
 21 Ameren Exhibit 23.0, pp. 44-45. 

 return on T-bonds, which 233 

includes an interest rate risk premium associated with its relatively long term to 234 

maturity.  That the T-bond yield includes such a premium indicates that the true 235 

 22 ICC Staff Exhibit 8.0, p. 16. 
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long-term risk-free rate is actually below 4.26%.  Thus, the Commission should 236 

continue to rely on current, observable market interest rates in the risk premium 237 

analysis. 238 

 The Blue Chip forecast of 30-year Treasury bond yields that Mr. Hevert relied on 239 

projects that the yield on long-term Treasuries will increase through the third 240 

quarter of 2012.23

 It is important to note the concurrent decline in Treasury yields with a decline in 251 

stock prices. The graph below shows the relationship between the decline in 252 

utility stock prices, as depicted by the Dow Jones Utility Average Index and the 253 

decline in 30-year U.S. Treasury bond yields over the last month.

  If the rise in Treasury yields was indicative of an expected 241 

overall increase to the cost of capital, projections for inflation and the growth in 242 

the economy would also be rising.  However, the same Blue Chip forecast 243 

projects that growth in real GDP and inflation are expected to remain relatively 244 

flat.  Therefore, the projected increase in the yields on Treasury bonds must be 245 

due to an expected increase in the interest rate risk premium or a shift in supply 246 

and demand (the flow of funds from Treasuries to other investments).   An 247 

increase in the interest rate risk premium should not be reflected in the risk-free 248 

rate.  Further, a flow of funds from Treasuries to common stocks would result in 249 

higher stock prices and lower dividend yields.   250 

24

                                                 
 23 Blue Chip Financial Forecasts, Vol. 30, No. 6, June 1, 2011, p. 2. 

  This 254 

illustrates the importance of updating all the components of the cost of equity 255 

 24 Closing prices for DJUA downloaded from finance.yahoo.com; 30-year US Treasury bond 
yields downloaded from www.federalreserve.gov.    
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analysis as of the same date in order to properly reflect the movement in all of 256 

the inputs into the calculation.   257 

 258 

Q. Mr. Hevert disagrees with your beta calculations since they encompass a 259 

five-year period and points out that the beta coefficients are lowest when 260 

using the NYSE index and monthly returns.25

A. The betas used by both Mr. Hevert and myself are estimates of the unobservable 262 

true beta, which measures investors’ expectations of the quantity of non-263 

diversifiable risk inherent in a security.  Consequently, which beta estimates are 264 

more accurate is unknown.  In fact, different beta estimation methodologies can 265 

produce different betas when those methodologies employ different samples of 266 

stock return data.  Thus, just as Mr. Hevert and I used multiple models to 267 

estimate the cost of common equity, I used multiple approaches to estimate beta. 268 

 261 

                                                 
 25 Ameren Exhibit 23.0, p. 47. 
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Q. Mr. Hevert presented an analysis of the yields to maturity for senior, 269 

unsecured utility bonds and claimed that the wide variation in yields 270 

demonstrates the imprecision inherent in your approach to adjust for the 271 

reduction in risk due to the uncollectible riders.26

A. Mr. Hevert’s analysis is invalid.  He compares bonds with the same years to 273 

maturity remaining on senior unsecured utility bonds, but does not acknowledge 274 

that those bonds were issued at different times.  For example, for the bonds with 275 

approximately 5 years remaining to maturity, he shows a range of 122 basis 276 

points between the minimum and maximum yield to maturity.  However, he fails 277 

to mention that the bond with the minimum yield to maturity was issued in 278 

December of 2003 at 5.20% while the bond with the maximum yield to maturity 279 

was issued in January of 1994 at 6.93%.  Hence, those bonds are not directly 280 

comparable to show the bond yield spread.  The 65 basis point spread that is the 281 

basis of my adjustment for the uncollectible riders is drawn from Reuters 282 

Corporate Spreads for utility bonds, which represent the basis point spread over 283 

U.S. Treasury securities of the same maturity issued at the same time.

  Please respond. 272 

27

Q. Mr. Hevert modified his event studies to include daily returns and to extend 288 

his observations 30 days beyond the issuance of the final order in each 289 

  The 284 

Reuters spreads more clearly illustrate the price of the risk level attributed to 285 

different credit ratings and serves as a proxy for the risk reduction as a result of 286 

the Company being more assured of earning its authorized rate of return.   287 

                                                 
 26 Ameren Exhibit 23.0, pp. 60-61; Ameren Exhibit 23.15. 
 27 Reuters Corporate Spreads for Utilities, www.bondsonline.com. 
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proceeding.28

A. No.  Mr. Hevert’s modified event study analyses remain invalid because he did 292 

not examine the effect of a single event on stock price, but rather compared the 293 

cumulative effect of all events during his observation period.

  Does this alleviate your concerns with Mr. Hevert’s event 290 

studies? 291 

29

Q. Mr. Hevert states that you should assess the reasonableness of your ROE 298 

recommendations to the yield on BBB-rated utility debt instead of using the 299 

yield on A-rated utility debt.

  Hence, Mr. 294 

Hevert’s conclusion that investors’ return requirements did not materially change 295 

with the filing for and approval of uncollectible riders is not supported by his 296 

analysis and should not be considered in this proceeding. 297 

30

A. In my direct testimony, I cited to the observable 5.30% rate of return that the 302 

market currently requires on A-rated utility long-term debt.

  What was the yield on BBB-rated utility debt 300 

as of the filing date of your direct testimony? 301 

31  The observable rate 303 

of return that the market currently requires on BBB-rated utility long-term debt is 304 

5.81%.32

                                                 
 28 Ameren Exhibit 23.0, pp. 57-60. 

  In my judgment, the investor-required rate of return on common equity 305 

of 8.90% for natural gas operations and 9.72% for electric delivery service 306 

operations is reasonable in comparison to the 5.81% observable rate of return 307 

that the market currently requires on BBB-rated utility long-term debt. 308 

 29 ICC Staff Exhibit 8.0, pp. 44-45. 
 30 Ameren Exhibit 23.0, pp. 64-65. 
 31 ICC Staff Exhibit 8.0, p. 25. 
 32 Value Line Investment Survey, Selection & Opinion, June 3, 2011, p. 2205. 
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Q.  Mr. Hevert presents the average equity risk premium for electric and 309 

natural gas utilities during years in which the Moody’s Baa Utility Index 310 

yield averaged approximately 6.00% to claim that your ROE 311 

recommendations provide investors with an inadequate risk premium.33

A. The equity risk premiums that Mr. Hevert presents for the electric and natural gas 314 

utilities are from 2004 – 2006, before the current market crisis.  Hence, they 315 

should not be used to establish the proper equity risk premium to apply in this 316 

proceeding. 317 

  312 

Please respond. 313 

Q. Mr. Hevert claims that you failed to consider company-specific business 318 

risk in comparing the risk of the Company to that of your Gas and Electric 319 

samples.34

A. Mr. Hevert specifically mentions two company-specific risks that I allegedly failed 321 

to consider: (1) the weather-related risk for the Company’s natural gas operations 322 

due to the lack of a weather normalization clause and (2) the higher level of 323 

regulatory risk for utilities in the State of Illinois.  First of all, I did consider those 324 

risks since both are reflected in the Company’s credit ratings, which I used to 325 

establish comparability.  In addition, I compared the Standard & Poor’s business 326 

profile scores for AIC and the Gas and Electric samples.  S&P states that AIC’s 327 

“excellent” business risk profile reflects its lower-risk pure transmission and 328 

distribution operations and is also affected by its ability to manage its regulatory 329 

  Please respond. 320 

                                                 
 33 Ameren Exhibit 23.0, p. 65; Hevert RWP 43_Citigroup-Overview of Utility ROEs April 2008.pdf 
 34 Ameren Exhibit 23.0, p. 66. 
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risk.35

 Further, with regard to the lack of weather normalization, AIC is allowed to 333 

recover 80% of fixed-costs through rates.  This high level of fixed cost recovery 334 

mitigates the need for weather normalization as it largely decouples rates from 335 

usage.   336 

  The average business risk profile of both my Gas and Electric samples is 330 

also “excellent.”  Hence, the samples are comparable to AIC in terms of business 331 

risk.   332 

Q. Does this conclude your prepared rebuttal testimony? 337 

A. Yes, it does.  338 

                                                 
 35 Standard & Poor’s Ratings Direct, Ameren Illinois Co., December 29, 2010, 
www.standardandpoors.com/ratingsdirect. 
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