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Q. Please state your name and business address. 1 

A. My name is Peter Lazare. My business address is 527 East Capitol Avenue, Springfield, 2 

Illinois  62701. 3 

 4 

Q. Are you the same Peter Lazare who submitted direct testimony in this proceeding? 5 

A. Yes, I am. 6 

 7 

Q. What is the purpose of your rebuttal testimony in this case? 8 

A. I respond to the rebuttal testimony of witnesses Mr. Schonhoff, Mr. Stafford, and Mr. 9 

Jones for the Ameren Illinois Company (“AIC”, “Ameren” or “the Company”). I also 10 

respond to the direct testimony of intervenors Mr. Stephens and Mr. Stowe for the Illinois 11 

Industrial Energy Consumers (“IIEC”) and Mr. Higgins for the Kroger Company. 12 

 13 

Response to Ameren Witnesses Jones, Stafford and Schonhoff on Cost 14 

of Service Issues 15 

 16 

Q. Who is the first Ameren witness you will address on cost of service issues? 17 

A. I will begin with Mr. Jones, who responds to my argument that the single embedded cost 18 

of service study (“ECOSS”) in Ameren‟s initial filing is problematic because the 19 

Commission‟s Order in Docket No. 10-0517 stated that costs should be presented at the 20 

rate zone level. 21 

 22 

Q. What position does he take on this issue? 23 



Docket Nos. 11-0279/11-0282 (Cons.) 

ICC Staff Exhibit 30.0 

 

2 

A. Mr. Jones appears to agree with me based on his statement that “[t]he Final Order in 24 

Docket 10-0517 suggests that decisions to move toward single-tariff pricing should be 25 

based on individual Rate Zone cost of service determinations.” (Ameren Ex. 31.0, p. 2) 26 

 27 

Q. Which of your arguments does Mr. Schonhoff address in his rebuttal testimony? 28 

A. He addresses my criticisms of the Rate Zone ECOSSs that were provided in response to 29 

the ALJs‟ deficiency letter. He begins by identifying the three sets of concerns I raised 30 

about the study regarding: (1) disparities with the ECOSSs for Docket No. 09-0306; (2) 31 

discrepancies in reserve for depreciation amounts between the thee Rate Zone ECOSSs 32 

and the initial single ECOSS; and (3) sub-functional costs within FERC accounts that do 33 

not correspond between the three Rate Zone ECOSSs and the single ECOSS in the initial 34 

filing. (Ameren Ex. 32.0, p. 3) 35 

 36 

 Mr. Schonhoff then discusses the reasonableness of those concerns. He states as follows 37 

in his rebuttal testimony: 38 

Q. Does the Company believe that Mr. Lazare’s concerns about the 39 

allocation of costs at the FERC account level are legitimate? 40 

A. The Company understands Mr. Lazare's concern, noting that each rate class 41 

utilizes different facilities of the utility's distribution system, each having varying 42 

costs. Allocation factors within the cost of service model are derived from various 43 

customers, demand, and revenue related factors, and specific cost allocations 44 

should reflect cost differences to the extent practical. (Ameren Ex. 32.0, p. 3) 45 

 46 

 I interpret this answer as acceptance of my criticisms. 47 

 48 

Q. Does Mr. Schonhoff indicate that the Company revised its Rate Zone ECOSSs to 49 
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address those concerns? 50 

A. Yes. Mr. Schonhoff states that the Company revised its FERC account balances to 51 

address my criticisms of the previous figures. He states that the revised figures were 52 

developed by Mr. Stafford. Mr. Schonhoff then applies the Company‟s set of allocation 53 

factors to these revised figures to derive ECOSS results for the three rate zones. 54 

 55 

Q. Does Mr. Stafford discuss this issue in his rebuttal testimony? 56 

A. Yes. He begins by noting my criticisms of the FERC account balances in the Rate Zone 57 

ECOSS provided in response to the ALJs‟ deficiency letter. Mr. Stafford then describes 58 

how the Company modified its FERC account balances. Mr. Stafford states that the 59 

Company began with FERC account balances by rate zone for September 30, 2010. 60 

(Ameren Ex. 22.0, pp. 31-33) Mr. Stafford concludes his response by stating: 61 

As discussed further in the rebuttal testimony of AIC witnesses, Messrs. Leonard 62 

Jones and Ryan Schonhoff (and Ms. Karen Althoff with respect to related 63 

recommendations by Staff witness, Mr. Rukosuev), the corrections described above 64 

to reflect and incorporate more granular account specific data by legacy utility at 65 

September 30 2010 should adequately address Mr. Lazare‟s concerns with using 66 

AIC‟s Rate Zone ECOSSs for ratemaking at the customer level. (Ameren Ex. 22.0, p. 67 

33) 68 

 69 

Q. Does Mr. Schonhoff present revised FERC account balances in his testimony? 70 

A. Yes. He presents a series of tables in his testimony to document the effect. His first two 71 

tables show how the approach outlined by Mr. Stafford was employed to derive test year 72 

plant balances for FERC accounts 360-374. His third table shows proposed changes to the 73 

reserve for depreciation corresponding to those same accounts. Mr. Schonhoff then 74 

presents a fourth table showing how the revised approach allocates costs within 75 
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individual FERC accounts to the Secondary, Primary and Distribution High Voltage 76 

subfunctions.  (Ameren Ex. 32.0, pp. 4-8) Mr. Schonhoff has also prepared revised Rate 77 

Zone ECOSSs “based on Mr. Lazare‟s findings in his direct testimony” and attached 78 

summaries of those studies as rebuttal exhibits. (Ameren Ex. 32.0, p. 9)  79 

 80 

 Mr. Schonhoff concludes as follows concerning these revised studies: 81 

As indicated by Mr. Lazare, the cost of service allocation methods used in the 82 

Rate Zone ECOSS are the same as those used in the prior proceeding as accepted 83 

by the Commission. Mr. Lazare specifically identifies one allocator used for 84 

allocating substations and primary lines, and agrees the Company's method is also 85 

appropriate given the Commission's recent order. For these reasons, I see no 86 

reason why the updated ECOSS models couldn't be used to support rate design 87 

proposals by Ameren Illinois, Staff and other Interveners. (Ameren Ex. 32.0, p. 9) 88 

 89 

Q. What is your response to these revised proposals by the Company? 90 

A. I consider them a significant improvement upon the initial filing and the response to the 91 

ALJs‟ deficiency letter. The changes delineated in the testimony of Messrs. Stafford and 92 

Schonhoff address many of the concerns presented in my direct testimony. The Company 93 

has employed consistent data from September 30, 2010 to derive rate zone balances not 94 

only at the functional level, but at the FERC account level as well. Furthermore, the 95 

studies seek to address discrepancies at the subfunctional level within individual FERC 96 

accounts by developing revised figures to address those shortcomings. 97 

 98 

Q. Do the revised studies, nevertheless, remain problematic? 99 

A. Yes. The problem lies with the length of time it took for Ameren to provide a viable cost 100 

of service foundation for ratemaking in this case. The Commission Order, entered March 101 
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15, 2011 in Docket No. 10-0517, required that separate ECOSSs be prepared for the three 102 

rate zones. Nine days later, on March 24, Ameren filed Rate Zone ECOSSs in response to 103 

the ALJs‟ deficiency letter. However, the Company provided no testimony to accompany 104 

those ECOSSs. Nor did Ameren present any changes to its ratemaking proposals in that 105 

response. However, in his rebuttal testimony more than five months after the initial filing, 106 

Mr. Jones acknowledged that ratemaking should be based on three ECOSSs rather than 107 

one; and presented a revised set of cost and ratemaking proposals based upon the costs for 108 

individual rate zones. 109 

 110 

Q. Where does this sequence of events leave Staff and Intervenors? 111 

A. It leaves the parties with only rebuttal testimony, hearings and briefs in which to discuss 112 

and debate Ameren‟s ratemaking proposals. This truncated schedule inhibits a complete 113 

and thorough discussion of these issues. 114 

 115 

Q. What do you therefore conclude about the Rate Zone ECOSSs presented in the 116 

Company’s rebuttal testimony? 117 

A. From a cost causation standpoint, I believe those ECOSSs represent an improvement over 118 

the Rate Zone ECOSSs provided in response to the ALJs‟ deficiency letter. However, the 119 

significant delay in producing reasonable studies make it difficult to determine whether 120 

these studies do, in fact, provide  a reasonable foundation for ratemaking in this case. Due 121 

to the delay, these complex studies must be reviewed and analyzed within a severely 122 

truncated timeframe. The ECOSS contains hundreds of cost accounts that are allocated by 123 

a variety of allocators based on data developed for each rate zone. A thorough review of 124 
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the accuracy of each study requires considerably more time than provided in the rebuttal 125 

stage of a rate case which is all the time allowed by Ameren‟s untimely provision of its 126 

revised Rate Zone ECOSS. 127 

 128 

Response to Ameren Witness Jones on Revenue Allocations and Rate 129 

Design 130 

 131 

 Class Revenue Allocations 132 

Q. Does Mr. Jones present a revised set of class revenue allocations in rebuttal? 133 

A. Yes. Mr. Jones states that Ameren revised its Rate Zone ECOSSs and class revenue 134 

allocations to address issues raised in my direct testimony. (Ameren Ex. 31.0, p. 2) These 135 

revised proposals reflect two changes from the class revenue allocations Ameren 136 

presented in its direct testimony. 137 

 138 

Q. What is the first change? 139 

A. Ameren has revised the cost foundation for its class revenue allocations, replacing the 140 

single, Illinois-wide ECOSS with the three revised rebuttal Rate Zone ECOSSs. (Ameren 141 

Ex. 31.0, pp. 2, 4) 142 

 143 

Q. How does Mr. Jones characterize your proposed class revenue allocation approach? 144 

A. He states that “[i]n general”, my proposed “rate changes move in similar direction to what 145 

AIC proposed in its direct case.” However, he takes issue with my proposed across-the-146 

board, equal percentage allocation within the rate zones to customer classes. Mr. Jones 147 
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contends a cost-based approach should be used because Ameren‟s rebuttal cost of service 148 

studies correct the shortcomings I identified in my direct testimony. 149 

 150 

Q. What class revenue allocation approach does Mr. Jones propose? 151 

A. He proposes a two-step approach. In the first step, he accepts my proposed revenue 152 

allocation to the rate zones that moves half the distance from equal percentage across-the-153 

board increases to fully cost-based revenue allocations. However, for customer classes 154 

within the rate zones, Mr. Jones continues to advocate cost-based class revenue 155 

allocations constrained to a maximum of 1.5 times the rate zone increase or 10%, 156 

whichever is greater. (Ameren Ex. 31.0, p. 4) 157 

 158 

Q. How does Mr. Jones account for distribution taxes in his proposal? 159 

A. He includes distribution taxes in determining maximum constrained increases for 160 

individual rate classes. (Id., p. 5) However, Mr. Jones continues to support the phase-in 161 

approach to full recovery of distribution taxes he proposed in direct testimony.  (Id., p. 6) 162 

 163 

Q. How do you assess the Company’s proposed class revenue allocations? 164 

A. With agreement on the revenue allocation to the three rate zones, the outstanding issues 165 

concern the revenue allocation within the zones to the rate classes. 166 

 167 

 The starting point for my discussion is Ameren‟s continued advocacy of its phased-in 168 

proposal for distribution taxes which I found problematic in my direct testimony. (Staff 169 

Ex. 14.0, pp. 18-23)  170 
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 171 

 I also believe the phase-in proposal conflicts with the Company‟s proposed constraints on 172 

bill increases. Ameren proposes to apply its constraint to all revenue changes that take 173 

place at the conclusion of this case, including distribution taxes.  However, Ameren‟s 174 

proposed changes to distribution taxes in 2013 and 2014 would not be subject to the 175 

Company‟s constraint. Thus, Ameren appears to be sending conflicting messages 176 

concerning the need to implement class revenue allocation constraints. 177 

 178 

Q. What is your alternative approach? 179 

A. That approach, as presented in my direct testimony, begins with distribution taxes. I 180 

propose separate recovery of these taxes through the implementation of an equal per-kWh 181 

charge at the conclusion of this case. (Staff Ex. 14.0, pp. 18-19) 182 

 183 

  As I previously noted, this would produce greater immediate bill impacts for large 184 

customers than the Ameren proposal. My alternative approach, combined with an equal 185 

percentage, across-the-board increase on remaining base revenues, would raise revenues 186 

for large customers significantly above Mr. Jones‟ proposed 150% constraint based on the 187 

revenue requirement presented in the Company‟s initial filing. My judgment is that it 188 

would be inappropriate to risk additional bill impacts by further movement towards cost-189 

based class revenue allocations in this case. Therefore, I continue to recommend the class 190 

revenue allocations I proposed in my direct testimony. 191 

 192 
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 Rate Design 193 

 194 

Q. Does Mr. Jones address your rate design arguments in his rebuttal testimony? 195 

A. Yes. He addresses my criticism of the Ameren proposals as well as the alternative rate 196 

design I presented in direct testimony. 197 

 198 

Q. How does he respond to your concerns about basing uniform charges on the results 199 

of a single Illinois-wide ECOSS? 200 

A. He considers the criticism to be misplaced. In Mr. Jones‟ view, Ameren‟s proposals for 201 

uniform meter, customer, transformation and reactive demand charges do not require rate 202 

zone level ECOSSs to be adopted. He believes that “[f]or these price components, a 203 

single AIC study provides adequate cost foundation.” (Ameren Ex. 31.0, pp. 8-9) 204 

 205 

Q. How do you assess his argument? 206 

A. It conflicts with Mr. Jones‟ statement in his rebuttal testimony about the appropriate cost 207 

foundation to be used for ratemaking. In that statement, Mr. Jones acknowledged that 208 

“[t]he Final Order in Docket 10-0517 suggests that decisions to move toward single-tariff 209 

pricing should be based on individual Rate Zone cost of service determinations.” (Id., p. 210 

2) However, he later argues that “a single AIC study” is sufficient to implement 211 

components of single-tariff pricing, such as uniform customer, meter, transformation and 212 

reactive demand charges. 213 

 214 

 I agree with Mr. Jones‟ statement that movement toward single-tariff pricing should be 215 
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based on Rate Zone ECOSSs. Since the Company failed to provide viable Rate Zone 216 

ECOSSs in its response to the ALJs‟ deficiency letter (see Staff Ex.14.0, pp. 11-15), I 217 

appropriately concluded that there was no cost basis for moving towards uniform charges. 218 

 219 

Q. What does Mr. Jones say about your equal percentage, across-the-board rate design 220 

proposal in your direct testimony? 221 

A. He presents a number of arguments against my approach. First, he claims that it 222 

undermines the progress made towards uniformity. Second, he restates his argument that 223 

certain price components can be based on “a single AIC cost of service study.” Third, Mr. 224 

Jones contends that the across-the-board approach fails to address the mismatch in DS-3 225 

delivery charges which are higher for +100 kV customers than for High Voltage 226 

customers despite the fact that High Voltage customers use more of the distribution 227 

system to receive service. Fourth, he contends that my approach produces incongruent 228 

results because Rate Zone III customers end up with the lowest customer and meter 229 

charges but the highest overall rates. Fifth, he argues that my approach “prolong[s] the 230 

subsidy to high non-summer use BGS-2 customers and to BGS-1 space-heat customers in 231 

Rate Zones I and III” as well as all as “large non-summer use customers in the Rate Zone 232 

II and the Metro-east region of Rate Zone I.” Finally, Mr. Jones notes that my concerns 233 

about the Company‟s Rate Zone ECOSSs have been addressed by Ameren in rebuttal 234 

testimony. Mr. Jones contends that this undermines the justification for my across-the-235 

board, equal percentage approach to rate design. (Id., pp. 11-12) 236 

 237 

Q. How do you respond to Mr. Jones? 238 
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A. I agree with some but not all of his arguments. 239 

 240 

 I agree with Mr. Jones‟ argument concerning the inconsistency in DS-3 distribution 241 

delivery charges between +100 kV customers and High Voltage customers. Since +100 242 

kV customers use a smaller portion of the distribution system they should pay lower 243 

distribution delivery charges than High Voltage customers.  244 

 245 

With regard to the Rate Zone ECOSSs presented in Ameren‟s rebuttal, I partly accept Mr. 246 

Jones‟ argument. I agree that they provide a more reasonable foundation for ratemaking 247 

in this case than the previous ECOSSs. However, their appearance in rebuttal tesimony 248 

affords insufficient time (approximately a month to review and prepare testimony) to 249 

fully establish that they provide a reasonable cost foundation and to examine how those 250 

three Rate Zone ECOSSs can be incorporated into the ratemaking process. 251 

 252 

Q. Which of his arguments present a concern? 253 

A. One problem is his argument for using a single Illinois-wide ECOSS to support uniform 254 

rates. I have previously discussed the shortcomings of that argument in my rebuttal 255 

testimony. (p. 9) 256 

 257 

I also do not share Mr. Jones‟ concern about the relationship between the customer charge 258 

and overall rate level for Rate Zone III compared with the other rate zones. As I will 259 

discuss further, the circumstances of this case warrant such a ratemaking outcome. 260 

 261 
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Q. What is Staff’s position concerning BGS charges for large non-summer residential 262 

and nonresidential consumers? 263 

A. That position is presented in the direct testimony of Staff witness Clausen.  (ICC Staff 264 

Exhibit 16.0) 265 

 266 

Q. How do you respond to Mr. Jones’ argument that your rate design proposal would 267 

undo previous progress made toward uniform rates? 268 

A. I agree that my proposal would move away from uniform rates. However, I believe that 269 

movement away from uniformity at this time is necessary to signal to the Company that it 270 

must provide reasonable cost data in a timely fashion to achieve its uniformity objectives. 271 

I would note again Mr. Jones‟ statement in rebuttal that “[t]he Final Order in Docket 10-272 

0517 suggests that decisions to move toward single-tariff pricing should be based on 273 

individual Rate Zone cost of service determinations.” (Ameren Ex. 31.0, p. 2) However, 274 

the Company has failed to provide reasonable Rate Zone ECOSSs until the rebuttal stage 275 

of this case, more than five months after the initial filing. That does not leave sufficient 276 

time for all parties to fully review the Rate Zone ECOSSs to determine their accuracy or 277 

to determine whether Ameren‟s proposed rates are reasonable from a cost standpoint. 278 

Furthermore, if the Company incurs no meaningful consequences for this shortcoming, it 279 

will lack the incentive to meet the Commission‟s cost of service standards in its next rate 280 

filing. 281 

 282 

Q. Does the experience of the current proceeding suggest a lack of incentive for 283 

Ameren to provide accurate cost information in a timely manner? 284 
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A. Yes. The Company‟s actions in the case support this conclusion. For one, Ameren chose 285 

to proceed with its current rate filing based on a single Illinois-wide ECOSS before it 286 

received permission to do so. Second, when the Company was ordered by the 287 

Commission to base ratemaking on Rate Zone ECOSSs in Docket No. 10-0517 on March 288 

15, 2011, Ameren responded on March 24, 2011 by filing Rate Zone ECOSSs but not 289 

revising any of the initial filing proposals that were based on a single ECOSS. This 290 

failure to revise its ratemaking proposal is particularly problematic considering that the 291 

Commission stated in its Docket No. 10-0517 Order that ratemaking should be based on 292 

Rate Zone ECOSSs, as Mr. Jones acknowledges in his rebuttal. Instead, the Company 293 

waited more than four months after the Commission‟s 10-0517 Order to present 294 

ratemaking proposals based upon Rate Zone ECOSSs. 295 

 296 

In this situation, Staff and Intervenors, rather than the Company, appear to incur the most 297 

severe consequences from Ameren‟s shortcomings. Staff and Intervenors face the 298 

difficult task of having a single round of rebuttal testimony to respond to the revised 299 

ECOSSs and ratemaking proposals presented in Ameren‟s rebuttal. 300 

 301 

Q. How should this issue be addressed? 302 

A. The most effective way to address AIC‟s failure to incorporate its Rate Zone ECOSS‟s in 303 

its rate proposals is by changing the incentives for Ameren to provide reasonable and 304 

timely cost information. In this case, that means adopting my proposed rate design which 305 

imposes consequences on Ameren for failing to present reasonable proposals in a timely 306 

manner. 307 
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 308 

 Ameren should be denied the opportunity to achieve rate design objectives that appear 309 

primarily designed to benefit the Company, rather than ratepayers. Those objectives 310 

include significant increases in customer charges for residential and small commercial 311 

customers as well as movement toward uniform rates. The shortcomings in Ameren‟s 312 

ECOSSs have impeded the review and analysis of the Company‟s proposals and for this 313 

reason they should not be approved. 314 

 315 

Q. What position do you therefore take with respect to customer charges for Ameren? 316 

A. I continue to support the proposal in my direct testimony (Staff Ex. 14.0, p. 18) which 317 

adjusts customer charges for the three rate zones by the same percentage and to maintain 318 

my current proposal to adjust customer charges by the same percentage as the overall 319 

revenue change for the respective rate zone. This approach will signal to the Company the 320 

need to provide reasonable Rate Zone ECOSSs on a timely basis if it wishes to 321 

significantly raise customer charges and make them uniform in the future. 322 

 323 

Q. What is your position on meter, transformation and reactive demand charges? 324 

A. Again, I continue to support the proposal I made in my direct testimony (Staff Ex. 14.0, 325 

pp.  28-29) that these charges be adjusted by the same percentage as the overall change in 326 

revenues for the individual rate zone. My proposal is based on the same argument I 327 

presented for customer charges which is that Ameren has failed to present reasonable 328 

Rate Zone ECOSSs in a timely manner that could serve as a basis for adopting uniform 329 

charges. 330 
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 331 

Q. What do you recommend for the design of remaining retail rates? 332 

A. I recommend adoption of the rate design I proposed in direct with the exception that I 333 

accept Ameren‟s proposal to realign distribution delivery charges for DS-3 +100 kV and 334 

High Voltage customers,  335 

 336 

Response to IIEC Witness Stephens 337 

 338 

Q. What arguments by IIEC witness Stephens will you address? 339 

A. I will respond to his discussion of class revenue allocations and the recovery of the PURA 340 

or distribution tax. 341 

 342 

Q. What argument does Mr. Stephens make concerning class revenue allocations? 343 

A. Mr. Stephens focuses on Ameren‟s proposed mitigation strategy for class revenue 344 

allocations and criticizes the Company for proposing to apply a 1.5 times system average 345 

increase constraint at the class, but not the subclass, level. Mr. Stephens contends that the 346 

Company proposal is inconsistent with the Commission decisions in Ameren‟s previous 347 

case (Docket No. 09-0306, et al. (Cons.)) which applied the extension of the constraint to 348 

subclasses. (IIEC Ex. 1.0, pp. 6-7) 349 

 350 

Q. Does Mr. Stephens present the bill impacts for rate subclasses resulting from the 351 

Ameren proposal? 352 
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A. Yes. He presents the resulting increases for the SD-4 zonal subclasses and finds that 353 

Ameren‟s mitigation constraint combined with the three-step movement to a single 354 

distribution tax produces increases in February 2014 that range from 105.0% for Rate 355 

Zone II to 387.0% for DS-3 to 494.4% for Rate Zone I +100 kV DS-4 customers. 356 

 357 

Q. What does Mr. Stephens conclude from this discussion? 358 

A. He considers these increases problematic and recommends that the Commission adopt the 359 

same rate moderation approach it approved in Ameren‟s last rate case, which applies the 360 

1.5 times system average constraint down to the subclass level. As Mr. Stephens notes, 361 

this would ensure that no zonal subclass receives more than a 10.87% increase in delivery 362 

service rates. (Id., p. 10) 363 

 364 

Q. Does Mr. Stephens acknowledge that his mitigation proposal could “slow movement 365 

toward” cost-based rates? 366 

A. He acknowledges this could happen but states “it is impossible to know” the potential 367 

impact until the Commission decides ratemaking issues. As an example, he suggests that 368 

“if IIEC‟s cost of service study recommendations and allocation of PURA Tax 369 

recommendations are [sic] were to be adopted by the Commission, the rate moderation 370 

proposal I have outlined likely will not impede such movement for most of the DS-4 371 

zonal subclasses.” (Id., p. 12) 372 

 373 

Q. How do you respond to Mr. Stephens’ argument? 374 

A. The problem is that this proposal will delay the attainment of cost-based rates. The 375 



Docket Nos. 11-0279/11-0282 (Cons.) 

ICC Staff Exhibit 30.0 

 

17 

significant differences in increases resulting from the Company and IIEC proposals 376 

(maximums of 494.4% vs. 10.87%) reveal the extent to which Mr. Stephens‟ 377 

recommendation would impede progress towards costs.  378 

 379 

 Mr. Stephens‟ effort to suggest the cost of service shortfall resulting from his proposal is 380 

smaller is problematic as well. The alternative PURA tax allocator he uses to support a 381 

smaller shortfall for large customers has been previously rejected by the Commission, not 382 

only for Ameren (Docket Nos. 09-0306, et al. (Cons.)), but for ComEd as well (Docket 383 

No. 10-0467). This consistent Commission position indicates that the PURA tax is, in 384 

fact, a settled issue and, therefore, Mr. Stephens‟ proposals fails to make satisfactory 385 

progress toward cost-based rates. 386 

 387 

Q. Do you believe Mr. Stephens’ argument is consistent with previous statements he 388 

presented on the issue of cost-based rates? 389 

A. No, I do not. In the 2007 Rate Design Investigation for Ameren (Docket No. 07-0165), 390 

Mr. Stephens had this to say on the issue: 391 

Q. ARE THERE EVER CIRCUMSTANCES THAT MIGHT WARRANT A 392 

DEPARTURE FROM COST-BASED RATE PRINCIPLES? 393 

A. Yes, there can be. But they are the exception not the rule. The Commission 394 

should stick to the establishment of cost-based rates to the fullest extent possible. 395 

To do otherwise sends improper price signals and is fundamentally unfair. Any 396 

deviation from a cost basis should be directly attributable to events that provide 397 

compelling justifications for temporary excursion from cost. (IIEC Ex. 1.0, p. 5) 398 

 399 

 In this docket, Mr. Stephens presents proposals which, he acknowledges, might “slow 400 

movement toward” cost-based rates. I find it difficult to reconcile that proposal with his 401 

previous position that “[t]he Commission should stick to the establishment of cost-based 402 
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rates to the fullest extent possible” and his further claim that “[t]o do otherwise sends 403 

improper price signals and is fundamentally unfair.” 404 

 405 

Q. Does Mr. Stephens further address the PURA tax issue in his testimony? 406 

A. Yes. He presents a number of arguments against a volumetric per-kWh approach to 407 

recovery of these costs and in favor of an allocator primarily based on plant. (IIEC Ex. 408 

1.0, p. 30)  409 

 410 

Q. What is his first argument on this issue? 411 

A. Mr. Stephens contends that the level of PURA taxes for individual utilities is mostly 412 

based on pre-1998 invested tax levels, rather than usage and that the current tiered per-413 

kWh rates are designed to mimic the previous plant-based allocation approach. (Id., pp. 414 

21-22) 415 

 416 

Q. How do you respond? 417 

A. This argument is not convincing. It is certainly true that: (1) the distribution tax was 418 

previously determined by the levels of investment plant, and (2) the initial levels of the 419 

taxes paid by individual utilities were based on previously calculated amounts determined 420 

by their respective plant investment levels. However, the Illinois General Assembly 421 

changed the way the distribution tax is determined in its Amendatory Act of 1997 from a 422 

tax on “invested capital” to a ”tax based on the quantity of electricity that is delivered.” 423 

(35 ILCS 620/1a, PA. 90-561, eff. 1-1-98)  424 

 425 
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While the starting point for the tax levels after the Amendatory Act of 1997 corresponded 426 

to previous tax levels based on invested capital, usage has since become the determining 427 

factor for these taxes with the total taxes paid by Illinois utilities. In addition, any rebates 428 

individual utilities receive are based solely on their share of deliveries by all Illinois 429 

electric utilities. Furthermore, the total amount of distribution taxes collected by utilities 430 

increases each year by the lesser of 5% over the existing level or the yearly consumer 431 

price increase.  None of these factors bears any relationship to plant investments. 432 

 433 

Q. Does Mr. Stephens raise additional questions about the role of usage in determining 434 

PURA taxes? 435 

A. Yes. He argues that a utility‟s PURA tax burden can increase or decrease even if its kWh 436 

deliveries do not change because that burden depends on the utility‟s deliveries relative to 437 

other utilities. (IIEC Ex. 1.0, pp. 25-26) 438 

 439 

Q. Please comment. 440 

A. I find this argument confusing because Mr. Stephens acknowledges that deliveries play a 441 

role in determining the Illinois Electricity Distribution Tax (“IEDT”) costs, but he seeks 442 

to make a distinction because the driver is the utility‟s share of deliveries, rather than 443 

their absolute levels. Either way, the focus is on deliveries, rather than invested capital, 444 

which the IIEC proposes to use for these costs. 445 

 446 

Q. Does Mr. Stephens present an analysis designed to show that Ameren’s historical 447 

tax burden has not been highly correlated with its kWh deliveries? 448 
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A. Yes. That analysis is presented in his direct testimony. (Id., p. 26) Based on this analysis, 449 

he considers it unreasonable to allocate the PURA tax entirely on kWh deliveries. 450 

 451 

Q. How do you respond to this analysis? 452 

A. I do not find it convincing. The fact remains that sales, rather than plant investment, now 453 

determines how much distribution taxes the utilities pay. Under the current law, changes 454 

in the amount of plant in service for a utility do not affect the amount of distribution tax 455 

paid. So, if the level of plant were to double or to decline by half, that specific change 456 

would have no impact on the utility‟s distribution tax. In contrast, the level of deliveries 457 

by electric utilities does directly affect distribution taxes. If a utility‟s level of deliveries 458 

goes up relative to other electric utilities in Illinois, its share of distribution taxes will 459 

increase. If its relative level of deliveries decline, the utility‟s share of the distribution tax 460 

total will fall. Usage is clearly the driving factor for these costs. 461 

 462 

Q. Does Mr. Stephens seek to integrate the Company’s recent merger experience into 463 

his argument on the PURA tax issue? 464 

A. Yes. He notes that because of the merger, the distribution tax for the combined Company 465 

is charged at a higher marginal rate than for the three legacy utilities. According to Mr. 466 

Stephens, the merger increases the PURA tax by $2.6 million which, he contends, proves 467 

his point “that the PURA tax does not vary exclusively with kWh sales” because 468 

Ameren‟s PURA tax increased by $2.6 million with no change in sales. (Id., pp. 27-28) 469 

 470 

Q. Do you find this argument persuasive? 471 
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A. No, I do not. His argument fails to undermine the fact that sales are the sole driver of 472 

these costs. The only effect of the merger is to change the rate at which those sales are 473 

taxed. Furthermore, Mr. Stephens‟ argument provides no support for the alternative plant-474 

based allocator that he proposes because the PURA tax rose even though the merger itself 475 

did not increase the level of plant on the system. 476 

 477 

Q. Is there any other factor to consider in assessing Mr. Stephens’ argument on this 478 

issue? 479 

A. Yes. Mr. Stephens‟ proposal for an alternative allocation of PURA taxes was rejected by 480 

the Commission in the most recent case for Ameren (Docket No. 09-0306, et al (Cons.) 481 

and ComEd (Docket No. 10-0467). Mr. Stephens offers no compelling new evidence in 482 

this case for the Commission to deviate from those decisions in this proceeding. 483 

 484 

Q. What do you therefore conclude concerning Mr. Stephens’ testimony on this issue? 485 

A. I find the testimony unpersuasive on this issue and his alternative proposal for recovery of 486 

these costs should be rejected. 487 

 488 

 Response to IIEC Witness Stowe 489 

 490 

Q. What issues does IIEC witness Stowe raise in his testimony? 491 

A. Mr. Stowe raises a number of cost-of-service issues. He finds the single ECOSS 492 

presented in Ameren‟s initial filing deficient in a number of respects. 493 
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 494 

Q. Do you have any initial response to his testimony on this issue? 495 

A. Yes. His focus on the single ECOSS in the initial filing presents a problem in light of the 496 

Commission decision in Docket No. 10-0517. As I noted in my direct testimony, the 497 

Commission in that case rejected the use of a single ECOSS for ratemaking in favor of 498 

ECOSSs prepared by rate zone. Thus, while Mr. Stowe‟s general arguments remain 499 

relevant to the discussion, it is not clear how his specific recommendations for the single 500 

ECOSS should be applied to the Rate Zone ECOSSs that the Commission believes 501 

should serve as the foundation for ratemaking by Ameren. 502 

 503 

Q. What is the first cost of service issue raised by Mr. Stowe? 504 

A. He argues that a minimum system approach should be used to classify and allocate 505 

distribution plant. Mr. Stowe‟s proposed minimum system methodology would allocate 506 

on a customer basis the distribution plant that may be “attributable to minimum electrical 507 

industry mandated safety and reliability requirements for distribution facilities.” (IIEC Ex. 508 

2.0, p. 10) 509 

 510 

Q. How would the proposed minimum system affect cost allocations to Ameren 511 

customers? 512 

A. It would shift cost responsibility away from larger to smaller customers on the system. 513 

 514 

Q. Why does Mr. Stowe consider these safety and reliability costs to be customer 515 

related? 516 
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A. He begins by arguing: 517 

These costs must be met by the utility in order to serve each customer regardless 518 

of the customer‟s electric demand. Accordingly, those costs should not be 519 

allocated on the same basis as demand-related distribution system costs. Such 520 

costs should be allocated on a per customer basis, since the utility incurs them 521 

whenever it adds a new customer to its system. (Id.) 522 

  523 

 Mr. Stowe then proceeds to present a more detailed argument that discusses, among other 524 

things, minimum requirements for the gauge of wire and the height of poles that, he 525 

contends, are driven by safety and reliability concerns, rather than customer demands. 526 

(IIEC Ex. 2.0, pp. 11-12) Mr. Stowe goes on to maintain that, “[g]iven that the principal 527 

reason to extend the distribution system is to serve additional customers, it is only 528 

reasonable to conclude that the costs associated with meeting the requirements of the 529 

NESC vary with the number of customers.” (IIEC Ex. 2.0, p. 12) 530 

 531 

 Q. Do you find this argument persuasive? 532 

A. No, I do not. I agree with Mr. Stowe that the Company is required to make a number of 533 

investments to maintain the safety and reliability of the system. However, I take issue 534 

with his claim that these costs are driven by the need to extend the distribution system to 535 

serve additional customers. The reliability and safety concerns pertain to the electricity 536 

that flows through the system. The potential safety and reliability concerns posed by that 537 

commodity require those additional investments to be made. Thus, the argument could be 538 

made that these safety and reliability concerns support the allocation of a share of 539 

distribution plant on a per-kWh basis. 540 

 541 
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Q. Does Mr. Stowe make an unrealistic claim about the minimum system? 542 

A. Yes. He claims that Ameren extends “its primary and/or secondary distribution system 543 

each time an additional customer connects to its system.” (IIEC Ex. 2.0, p. 13) 544 

 545 

Q. Why do you consider it unrealistic? 546 

A. It fails to consider the fact that new customers can be added without the need to extend 547 

either the primary or secondary system. Distribution lines run within towns and in rural 548 

areas. In rural areas and even within towns those lines can run alongside undeveloped 549 

land. If development were to take place on property adjacent to an existing line, there 550 

would be no need to extend the distribution system to serve the new customer or 551 

customers. That customer could be a new house on a vacant lot in a subdivision or a 552 

business built on farmland that abuts an existing distribution line. In either case the new 553 

customer can be served without having to extend the system as Mr. Stowe suggests. 554 

 555 

Q. Has Mr. Stowe previously argued for the adoption of a minimum system based on 556 

the existence of safety and reliability standards? 557 

A. Yes, he made such an argument in a previous ComEd delivery services case (Docket No. 558 

07-0566, IIEC Ex. 3.0, pp. 27-42) 559 

 560 

Q. How did the Commission respond to these arguments in that case? 561 

A. The Commission rejected the proposal for a minimum system in the following terms: 562 

 The proponents of MDS argue that some portion of distribution-related costs 563 

should be identified as caused by the existence of customers and the requirement 564 

that ComEd meet minimum National Electric Safety Code Standards in providing 565 
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service. The argument is that this portion of distribution costs should be allocated 566 

to customer classes on the basis of number of customers in the various classes 567 

rather than demand. Id. at 32. This allocation method would attribute more costs 568 

to residential classes.  569 

 570 

 As it has in the past, see, e.g. Dockets 05-0597, 99-0121 and 00-0802, the 571 

Commission rejects the minimum distribution or zero-intercept approach for 572 

purposes of allocating distribution costs between the customer and demand 573 

functions in this case. In our view, the coincident peak method is consistent with 574 

the fact that distribution systems are designed primarily to serve electric demand. 575 

 576 

 The Commission believes that attempts to separate the costs of connecting 577 

customers to the electric distribution system from the costs of serving their 578 

demand remain problematic. We reject the use of the MDS in this proceeding, and 579 

find that ComEd„s ECOSS was correct in not reflecting the MDS concept. 580 

Accordingly, the Commission rejects the use of IIEC„s COSS because it relies on 581 

the use of MDS. (Final Order, Docket No. 07-0566, Sept. 10, 2008, p. 208) 582 

 583 

Q. Is there any other aspect of the discussion in that case relevant to this proceeding? 584 

A. Yes. In his testimony for Docket No. 07-0566, Mr. Stowe acknowledged that the 585 

Commission had previously rejected the minimum system approach but justified a further 586 

look at the issue because “there is information about the MDS that the Commission has 587 

not previously received or considered. (Docket No. 07-0566, IIEC Ex. 3.0, p. 29) Since 588 

Mr. Stowe is re-raising the same safety and reliability arguments from that case which 589 

were already rejected by the Commission, I do not believe he can credibly make the same 590 

safety and reliability claims in the current proceeding. 591 

 592 

Q. What do you therefore conclude about the IIEC’s minimum distribution system 593 

proposal? 594 

A. I find no basis for the Commission to reconsider its longstanding opposition to this 595 

proposal. 596 
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 597 

Q. Does Mr. Stowe also discuss whether primary customers should pay for single phase 598 

lines? 599 

A. Yes. He contends that the Company‟s single ECOSS is flawed because it incorrectly 600 

allocates single-phase primary lines costs to primary customers. (IIEC Ex. 2.0, p. 35) 601 

  602 

Q. Does Mr. Stowe acknowledge that he raised this issue in a previous case? 603 

A. Yes. He notes that he “most recently presented some of this information to the 604 

Commission in the Commonwealth Edison (“ComEd”) rate case, Docket No. 10-0467. 605 

(IIEC Ex. 2.0, p. 37) Further, he references the Commission Order in that docket as 606 

rejecting his position on this issue because IIEC failed to provide evidence refuting my 607 

criticisms of its proposal. The passage from the Order he presents identifies two 608 

shortcomings in the IIEC argument. One is that it “has not proffered any evidence to 609 

indicate that Staff is incorrect when opining that serving primary voltage customers on a 610 

circuit may require ComEd to incur the additional cost of a three-phase line, while a 611 

single-phase line could serve secondary loads.” The second point is that IIEC has failed to 612 

refute the Staff argument that “serving primary voltage customers on a circuit may require 613 

ComEd to incur the cost of a three-phase line, while, a single-phase line might be 614 

sufficient to serve secondary loads.” (IIEC Ex. 2.0, p. 37) 615 

 616 

Q. Why does Mr. Stowe bring this matter up again? 617 

A. He claims to have found the evidence in this case that the Commission found lacking in 618 

Docket No. 10-0467. Therefore, he claims to have justification for not allocating single 619 
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phase primary line costs to primary service customers. 620 

 621 

Q. What is the first evidence that Mr. Stowe identifies to support his position? 622 

A. He cites Ameren‟s line extension policy which provides “free extension equivalent to the 623 

cost of 250 feet of single-phase circuit” for both residential and nonresidential customers. 624 

He contends that these tariffs “ensure that [Ameren] will incur the same level of cost in 625 

serving low usage secondary customers as it does in serving high usage primary 626 

customers, since all costs above the allowed line extension cost are charged directly to the 627 

new customer.” (IIEC Ex. 2.0, p. 39) Mr. Stowe goes on to argue that “by basing its line 628 

extension rules on the cost of a segment of single-phase circuit, Ameren‟s tariffs ensure it 629 

will incur  the same level of cost in serving a three-phase customer as it does in serving a 630 

single-phase customer.” (Id., pp. 39-40) 631 

 632 

Q. Do you find this argument persuasive? 633 

A. No, I do not. I believe that the policy fails to support the IIEC position and, in fact, serves 634 

as an argument for allocating single phase primary line costs to primary customers. 635 

 636 

Q. Please explain. 637 

A. Under the line extension policy, two customers, one primary and another secondary, that 638 

are both situated 250 feet from an existing three-phase line would receive the same free 639 

extension of a single-phase line from Ameren. If the primary customer required three-640 

phase service, he would have to pay an additional amount to upgrade that extension to a 641 

three-phase service. Nevertheless, in both instances the utility pays the same amount in 642 
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distribution line costs to connect the primary and secondary customers to the system.  643 

 644 

 Even though it costs the utility the same to serve both customers, Mr. Stowe argues that 645 

they should be allocated different distribution line costs because the primary customer is 646 

not receiving service from a single-phase line. This argument clearly conflicts with cost 647 

causation principles.  648 

 649 

 In sum, the line extension policy indicates that the Company will treat primary and 650 

secondary customers alike with respect to the costs Ameren is willing to incur to connect 651 

them to the distribution system. This would argue for equal, rather than unequal, 652 

treatment in the cost allocation process. 653 

 654 

Q. What is the second set of evidence cited by Mr. Stowe to support his argument? 655 

A. That evidence concerns the relative cost of installing single-phase and three-phase lines. 656 

Mr. Stowe cites data provided by Ameren to indicate “that some single-phase installations 657 

are actually more costly than some three-phase installations” which he believes “cast 658 

doubt on the notion of ‟the additional cost of a three-phase line‟ discussed in the 659 

Commission Order in Docket No. 10-0467.” (IIEC Ex. 2.0, pp. 38-39) 660 

 661 

 Mr. Stowe provides more specific information from Ameren to indicate that overhead 662 

three-phase circuits cost almost twice as much per mile as single-phase circuits ($79.1 663 

thousand vs. $42.2 thousand per mile), while their underground costs are identical at 664 

$118.5 thousand per mile. Based on the equality of the underground circuit costs, Mr. 665 
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Stowe contends that “blanket generalizations about the relative cost of circuit installation 666 

cannot be made based solely on the number of phases of the circuit.” (IIEC Ex. 2.0, p. 43) 667 

 668 

Q. How do you assess this evidence? 669 

A. I do not find it compelling. It should be remembered that the issue is not whether primary 670 

customers should be allocated more distribution costs than secondary customers, but 671 

rather whether they should be allocated fewer costs as IIEC proposes. The fact that the 672 

costs to serve three-phase customers are not higher in certain circumstances does not 673 

provide a justification for reducing their allocation of distribution costs. 674 

 675 

Q. What is Mr. Stowe’s final piece of evidence on this issue? 676 

A. He states there is general acceptance that three-phase circuits are the backbone of all 677 

utility systems whether they serve primary or secondary customers. He states that “[s]ince 678 

three-phase circuits are essential to any distribution system, and since many secondary 679 

voltage customers require three-phase service, one cannot assume that a utility has the 680 

flexibility to install single-phase supply circuits simply because the customers being 681 

served take service at secondary voltages.” (IIEC Ex. 2.0, p. 42) According to Mr. Stowe, 682 

“[t]his information generally refutes the assertion that a utility could avoid the cost of a 683 

three-phase circuit simply because customers take service at secondary voltages.” (IIEC 684 

Ex. 2.0, p. 39) 685 

 686 

Q. What do you find problematic about this argument? 687 

A. Mr. Stowe draws broad conclusions that do not always apply. It is certainly true that the 688 
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Company may not always have the flexibility to install single-phase service and as a 689 

result, installs three-phase service instead. However, these three-phase lines are not the 690 

issue in this case. The issue arises when the Company does have the flexibility to install 691 

single-phase lines. In that case, Mr. Stowe himself states that the characteristics of three-692 

phase customers limit that flexibility. According to Mr. Stowe: 693 

it is well known in the electric utility industry that certain phase/voltage 694 

combinations can lead to localized load imbalances (asymmetry), which can cause 695 

voltage instabilities. Perhaps the most widely recognized problematic combination 696 

is the use of a single-phase primary circuit to serve a primary voltage customer. 697 

Such phase/voltage combinations are only used when no other alternative is 698 

available. (IIEC Ex. 2.0, p. 37) 699 

  700 

 This discussion indicates that the characteristics of primary customers limit the utility‟s 701 

flexibility in serving primary customers with a single-phase line. 702 

 703 

 If primary customers did have the flexibility to receive service from either single-phase or 704 

three-phase lines, then that would give the utility greater flexibility to employ the lowest 705 

cost option to serve their demands. The fact that the primary customer‟s characteristics 706 

limit the utility‟s option does not mean they make a lower contribution to system costs. In 707 

all likelihood, it would have the opposite effect. Thus, this requirement to take three 708 

phase service does not support Mr. Stowe‟s contention that primary customers should 709 

avoid cost responsibility for single phase lines. 710 

 711 

Q. What do you therefore conclude about the IIEC’s position on this issue? 712 

A. It clearly lacks merit and the Commission should reject it again as it did in the last 713 

ComEd rate case (Docket No. 10-0467). 714 
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 715 

Response to Kroger Witness Higgins 716 

 717 

Q. What aspect of Mr. Higgins’ direct testimony do you respond to in your rebuttal? 718 

A. I respond to his recommendation that the rates in each Rate Zone should be based on the 719 

results of Ameren‟s “rate-zone-specific” ECOSSs. (Kroger Ex. 1.0, p. 2) 720 

 721 

Q. Do you find this recommendation problematic? 722 

A. Yes. As explained in my direct testimony, the Rate Zone ECOSSs provided by Ameren in 723 

response to the ALJs‟ deficiency letter are fundamentally flawed and should not be used 724 

for ratemaking in this case. Based on this conclusion, I would disagree with Mr. Higgins 725 

recommendation that they be used to design rates for Ameren customers. 726 

 727 

Q. Does this complete your prepared rebuttal testimony? 728 

A. Yes, it does. 729 


