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I. INTRODUCTION AND PURPOSE OF TESTIMONY 1 

Q.  Please state your name and business address. 2 

A. My name is Christopher C. Thomas.  My business address is 309 W. Washington Street, 3 

Suite 800, Chicago, IL 60610. 4 

 5 

Q. Are you the same Christopher C. Thomas who presented Direct Testimony in this 6 

proceeding? 7 

A. Yes, I am.  8 

 9 

Q.  On whose behalf are you testifying in this case? 10 

A. I am testifying on behalf of CUB and the People of the State of Illinois, by and through 11 

the Illinois Attorney General’s Office (“AG”). 12 

 13 

Q.  What is the purpose of your testimony?  14 

A. The purpose of my Rebuttal Testimony is to respond to the Rebuttal Testimony of two 15 

witnesses for Ameren Illinois Company (“Ameren,” “AIC” or the “Company”), Mr. Robert 16 

B. Hevert (AIC Ex. 23.0 and Attachments) and Mr. Gary M. Rygh (AIC Ex. 36.0 and 17 

Attachments).  I also respond to the testimony of on behalf of Interstate Gas Supply of 18 

Illinois, Inc. (“IGS”) and Dominion Retail, Inc. (“Dominion”), alternative retail gas suppliers 19 

(“ARGSs”), collectively the Retail Gas Suppliers (“RGS”) witness James L. Crist (RGS Ex. 20 

1.0), who offered direct testimony in this case regarding the development of a competitive 21 

natural gas market in for residential and small commercial customers in the Ameren service 22 

territory. 23 
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Q. Please summarize your testimony. 24 

A. The Illinois Commerce Commission should not be swayed by the rhetorical excesses 25 

presented by the Company’s witnesses in their rebuttal testimony.  The Company 26 

fundamentally asks that the Commission abandon its past practice of relying where 27 

possible on objective market data and accepted financial models, and it justifies that 28 

departure by emphasizing subjectivity and fear over objective analysis.  As a result, 29 

nothing in Ameren’s rebuttal testimony alters my original conclusion.  Mr. Hevert’s 30 

analyses are not an appropriate basis for the Commission to determine the cost of capital 31 

for the Company.  His rebuttal testimony retains all of the flawed adjustments and 32 

approaches previously rejected by the Commission, and as a result, I have not updated the 33 

results of my prior analyses (found in my direct testimony).   34 

 35 

In this testimony, I respond to Mr. Hevert’s criticisms of my analyses and discuss the 36 

estimates put forth by other witnesses in this case to show how my estimated range of the 37 

cost of equity compares to that of the ICC Staff and the Illinois Industrial Energy 38 

Consumers (“IIEC”) as described in those parties’ direct testimony.  I also address Mr. 39 

Rygh’s speculative testimony about investor expectations, which is little more than an 40 

attempt to shame the Commission into providing higher returns.  Finally I recommend the 41 

Commission reject the request of Mr. Crist to order Ameren to develop a residential and 42 

small commercial choice program. 43 

 44 

 45 

 46 



ICC Docket No. 11-0279, 11-0282 (Consolidated) 
Rebuttal Testimony of Christopher C. Thomas 

AG/CUB Ex. 6.0 
 

  3  

II. RESPONSE TO COMPANY WITNESSES 47 

 48 

Q. Please explain how you arrived at the conclusion that Mr. Hevert’s recommended 49 

return on equity is excessive. 50 

A. The unreasonableness of Mr. Hevert’s recommended ROE (10.75% for Gas and 11.0% 51 

for Electric) is evidenced by the returns recommended Staff Witness Janis Freetly, IIEC 52 

Witness Michael Gorman, and myself, as shown in the chart below: 53 

  Return on Common Equity      Gas Sample  Electric Sample 54 

  Gorman         9.25%    9.85% 55 
  Freetly          8.90%    9.72% 56 
  Thomas (DCF)1       9.02%    9.65%      57 

   58 
Range          0.35%    0.20% 59 

  60 

It is important to note that three witnesses, presenting different analyses, all calculated 61 

results within a 20 to 35 basis point spread.  Both Mr. Gorman and Ms. Freetly have 62 

recommended ROEs at the top of the range of reasonable results that I recommended.  By 63 

contrast, as shown graphically below, Mr. Hevert’s recommendation is between 115 and 64 

150 basis points above the top of the range found by Mr. Gorman, Ms. Freetly, and me.  65 

It is very clear that Mr. Hevert is the outlier and can be safely disregarded by the 66 

Commission. 67 

                                                 
1 My direct testimony presented a range of reasonable cost of equity results for AIC’s gas and electric operations.  
As I testified, the DCF results should represent the top of any range of reasonable results.   
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Commission should focus on investor expectations and what other regulatory bodies have 76 

done, rather than deriving the Company’s real cost of capital from objective market data.   77 

 78 

Q.   Can you point to specific examples? 79 

A. Mr. Hevert argues, “[i]n my experience, investors often frame their return requirements 80 

by reference to returns recently authorized in other jurisdictions.”  AIC 23.0 at 7:122.  81 

Mr. Hevert’s argument ignores the fact that the details of market data, the soundness of 82 

appropriate financial models based on those data, and the economic/financial principles 83 

employed are the foundation of the Commission’s record based cost of equity 84 

determination.  Instead, he argues that the results produced by more objective 85 

approaches, like those taken by Staff, IIEC, and myself, should be less important to the 86 

Commission in making its determination in this case.  As I discussed in my direct 87 

testimony, Mr. Hevert’s adjustments and selection of model inputs produce results that 88 

are simply not supportable and are not reflective of the true cost of equity.   89 

 90 

Instead of providing objective support for excessive his recommendations, the Company 91 

has delivered a threat to the Commission through the testimony of Mr. Rygh: 92 

The main concern with the Commission adopting a draconian position 93 
[apparently the position of anyone other than AIC] in this proceeding is 94 
that it will communicate several very negative impressions to investors, 95 
including: (1) that the Commission is not concerned about the volatility 96 
and operational / financial difficulties created for AIC; (2) that the 97 
Commission has little regard for regulatory certainty and stability in 98 
Illinois; (3) that the Commission does not believe AIC deserves the 99 
opportunity to earn a fair return on capital.  AIC Ex. 36.0 at 6:148-153. 100 

 101 

 102 
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Q.  Has similar testimony been delivered to the Commission before? 103 

A. Yes.  In its Order in Docket No 10-0138, the Commission responded to a similar threat 104 

made by a Commonwealth Edison Company witness reacting to a pending determination 105 

on a different cost of service.  The Commission responded to that testimony as follows: 106 

Moreover, Ms. Abbott’s testimony regarding the negative regulatory 107 
climate regarding Illinois utilities overlooks the fact that this Commission 108 
has been, for a long period of time, dedicated to ensuring that, only 109 
reasonable and legally-recognizable, costs are passed on to ratepayers.  110 
The fact that this Commission does not compare favorably to some other 111 
state regulatory commissions in similar positions is merely demonstrative 112 
of this Commission’s efforts on behalf of the consuming public to ensure 113 
that all costs that are passed on to the general rate-paying public are 114 
reasonable.     115 

 116 
ICC Docket 10-0138 Final Order of December 15, 1020 at 49.  More pointedly, 117 

regarding the Company’s recommended focus on investor expectations, the 118 

Commission said “”she presented no facts indicating that this Commission should 119 

rely upon what investors think or might think, in order to determine the rate of 120 

return involved here.”  The Commission also questioned whether “appealing to 121 

investors” is either even “something that is within this Commission’s purview or 122 

even within its statutory jurisdiction.”  Id.   123 

 124 

Q. Can you provide any specific examples supporting the Commission’s conclusions in 125 

Docket No. 10-0138? 126 

A. Yes.  In Ameren’s last rate case, Docket No. 09-0306, the Commission granted an 127 

increase of $4.75 million, an amount significantly less than the utility's original $162 128 
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million request.2  This action did not negatively impact the utilities’ credit ratings.  ICC 129 

Docket 10-0467 Transcript at 1812. 130 

 131 

Q. Ameren witnesses Hevert (Ameren Ex. 3.0E at 45-49), Ryan Martin (Ameren Ex. 132 

4.0E at 18-22 and Rygh (Ameren Ex. 36) discuss the importance that rating agencies 133 

have on markets and raising capital.  Have recent events affected the advisability of 134 

taking actions with an eye toward credit rating agencies? 135 

A. The credit rating agencies have been widely criticized for their ratings of subprime 136 

mortgage backed securities, which are seen as the major issue precipitating the economic 137 

crisis of 2008.  The rating agencies’ credibility was tarnished by the fact that they 138 

awarded investment-grade ratings to certain securities just before their collapse.  While 139 

the raters have scrambled to maintain the credibility of their ratings, there are still 140 

questions.  In fact, in July of this year, the Securities and Exchange Commission 141 

(following Congressional direction) erased references to credit ratings from some 142 

regulations and replaces those metrics with more objective criteria.3 143 

 144 

Q. Why do the Company witnesses claim that recommendations made by you, Staff 145 

witness Ms. Freetly, and IIEC Witness Mr. Gorman are below the actual cost of 146 

capital? 147 

                                                 
2 http://www.pjstar.com/news/x457997575/Ameren-upset-by-reduced-rate-increase 
   Accessed August 11, 2011. 
3 http://dealbook.nytimes.com/2011/07/26/s-e-c-removes-credit-ratings-from-regulations/ Accessed August 11, 
2011. 
  Accessed August 11, 2011 
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A. Mr. Hevert argues that the recommendations made by Ms. Freetly, Mr. Gorman, and 148 

myself are unreasonable in light of the authorized return on equity for electric utilities 149 

and natural gas utilities across the United States from January 1, 2008 through June 30, 150 

2011, Ameren Ex. 23.0 at 7:124-5.  Even assuming that the information presented is 151 

accurate, the data are irrelevant under the stated Commission policy, and they are dubious 152 

comparisons.  There is no investigation of the comparability of risk for each of the 153 

companies, and no information presented about the nature of the rate setting process or 154 

regulatory arrangements used to derive the ROEs.   155 

 156 

Q. What disagreements between your testimony and Mr. Hevert’s did he identify in his 157 

rebuttal?  158 

A.  He identifies five issues: 159 
 160 

 Application of the Multi-Stage DCF model, especially as it relates to the 161 
appropriate long-term growth rate and the dividend payout ratio; 162 
 163 

 Application of the Capital Asset Pricing Model, particularly the appropriate 164 
market risk premium and Beta coefficients; 165 
 166 

 The usefulness of the Bond Yield Plus Risk Premium approach in developing 167 
AIC’s required ROE; and 168 
 169 

 Whether the approval of the Pension Benefit Rider reduces the Company’s risk 170 
and warrants an adjustment to the ROE; and 171 
 172 

 The reasonableness of ROE results. 173 
 174 

 I address each issue individually below. 175 

 176 

 177 
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DISCOUNTED CASH FLOW MODEL (DCF) 178 

Q. Mr. Hevert takes issue with your application of the Multi-Stage DCF model, 179 

especially as it relates to the appropriate long-term growth rate and the dividend 180 

payout ratio.  How do you respond? 181 

A. Mr. Hevert’s testimony is incorrect on both accounts.  Mr. Hevert argues that I did not 182 

consider that the Multi-Stage form of the DCF model presented in his direct and rebuttal 183 

testimonies calculates the proxy companies’ required ROEs as a function of cash flows, 184 

as represented by dividends.  Ameren Ex. 23.0 at 99:1726-8.  He misrepresents what I 185 

actually did.  I used the exact same DCF model that he did.  Starting with his excel 186 

workfiles, I modified his inaccurate assumption of long-term growth and correct his 187 

adjustment of dividend payout ratios to unsupported levels, as I described in my 188 

testimony.   189 

 190 

LONG-TERM SUSTAINABLE GROWTH RATE 191 

Q. Is the fact that your long-term sustainable growth rate is below the level recently 192 

adopted Commission in docket No. 10-0467 a reason for the Commission to reject 193 

your analysis here? 194 

A. Not at all.  The facts and circumstances of each case vary based upon the utility involved 195 

and the issues in the case.  The Commission should use current information to develop 196 

the return on equity in this case.  As shown below, the record in this proceeding is clear.  197 

Mr. Gorman, Ms. Freetly and I agree, within a 10 basis point range, on the appropriate 198 

long-term sustainable growth rate for use in the multi-stage DCF.  Mr. Hevert proposes 199 
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that the Commission adopt a recommendation that is 76 basis points higher than the top 200 

of that range. 201 

 Witness    Long-term Sustainable Growth 202 

Gorman     4.90% 203 
Freetly     4.80% 204 
Thomas     4.825% 205 
Hevert      5.66% 206 

 207 

DIVIDEND PAYOUT RATIOS 208 

Q. Mr. Hevert claims that by removing his assumption that dividend payout ratios will 209 

revert to the long-term industry median in the long-term from your analysis, you 210 

effectively understate the dividend payout ratios that investors expect over the 211 

longer term.  Is this correct?  212 

A. No.  There is no evidence that Mr. Hevert’s assumption has any basis in fact.  As a result, 213 

there is no way I can understate dividend payout ratios.  Mr. Hevert has not provided any 214 

positive support for his position but instead it rests upon a belief that dividend payout 215 

ratios will increase, significantly, simply because historical trends show higher dividend 216 

payout ratios.  There is no evidence that this will occur, and Mr. Hevert’s argument that 217 

investors somehow expect this to occur is speculative and should not be adopted by the 218 

Commission.  Mr. Hevert’s adjustment simply increases the cost of equity and should be 219 

denied. 220 

 221 

 222 

 223 

 224 
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CAPITAL ASSET PRICING MODEL (CAPM)  225 

Q. Mr. Hevert takes issue with your application of the Capital Asset Pricing Model, 226 

particularly the appropriate market risk premium and beta coefficients.  Are his 227 

arguments relevant? 228 

A. No.  They are not.  In fact, Mr. Hevert’s arguments only serve to highlight the problems 229 

that exist with the CAPM.  As I discussed in my direct testimony, because of these issues, 230 

the DCF should represent the top end of any range of reasonable results.  My position has 231 

not changed, and it is in fact bolstered by the fact that the recommendations of Staff and 232 

IIEC are within 20-35 basis points of the top of my recommended range.  Even if Mr. 233 

Hevert were correct, which he is not, even significant adjustment to my CAPM results 234 

will not change this fact.  235 

 236 

1. BETA Coefficient 237 

Q. Mr. Hevert claims that your beta estimates are understated because you rely on 238 

published betas that have not been adjusted.  Does the lack of an adjustment imply 239 

that betas are understated? 240 

A. No.  In fact, as I have testified in prior dockets, there is disagreement about the necessity 241 

of adjusting utility company betas4.  Using both adjusted and unadjusted betas reflects 242 

this disagreement.  I recommend that the Commission examine a range of published beta 243 

estimates, rather than selectively choosing among them, as Mr. Hevert recommends. 244 

 245 
                                                 
4 For example, see: 4 Marshall E. Blume, On the Assessment of Risk, The Journal of Finance, 9 (Mar., 1971) and  
Michael J. Gambola and Douglas R. Kahl, Time Series Processes of Utility Betas:  Implications for Forecasting 
Systematic Risk, Financial Management 92 (autumn, 1990). 
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2. Expected Market Risk Premium 246 

Q. Mr. Hevert notes that there is a lack of consensus regarding the EMRP.  Do you 247 

agree? 248 

A. I do.  My testimony reflected this fact.  The range of CAPM results I presented is 249 

reflective of this uncertainty.  I did not attempt to pick the right answer; I reflected the 250 

disagreement in the range. 251 

 252 

MR. HEVERT’S BOND YIELD PLUS RISK PREMIUM APPROACH 253 

Q. Has AIC presented any information that should cause the Commission to reconsider 254 

its long-standing dismissal of the risk premium approach? 255 

A. No.   As I have already testified, there is no reason for the Commission to depart from 256 

past practice in this instance.  Mr. Hevert has not demonstrated the usefulness of the Risk 257 

Premium model. 258 

 259 

PENSION BENEFIT RIDER ADJUSTMENT 260 

Q.  Is the Company still proposing a Pension Benefits Rider? 261 

A. No, they are not.  However, Mr. Hevert still responded to my direct testimony regarding 262 

the effect of such a rider on the Company’s ROE.  If the Commission allowed a rider 263 

mechanism like the formerly-proposed Pension Benefit Rider, an adjustment to ROE 264 

would be consistent with Commission practice.  Since the Company has withdrawn that 265 

request, such an adjustment should not be necessary in this case. 266 

 267 

 268 
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THE REASONABLENESS OF ROE RESULTS 269 

Q. Mr. Hevert questions the reasonableness of your recommendations.  Are his 270 

questions valid? 271 

A. No.  Although the Commission should evaluate the objective reasonableness of ROE 272 

recommendations in this proceeding, the Commission should not consider the subjective 273 

and speculative determinations that Mr. Hevert proposes.  Including comparisons with 274 

other states or attempting to maintain credit ratings is inherently subjective and does not 275 

add to this proceeding.  It is clear from the objective record evidence in this proceeding 276 

that Mr. Hevert’s recommendations are excessive and unreasonable, as I have discussed. 277 

 278 

III. DEVELOPMENT OF A NATURAL GAS CHOICE PROGRAM 279 

Q. Did any other party raise an issue for which you have a response? 280 

A.  Yes.  There is one issue.  The Retail Gas Suppliers (“RGS”) witness James L. Crist 281 

argues that “[g]iven the substantial benefits of competition for all stakeholders, the 282 

Commission and Ameren should make the development of a competitive natural gas 283 

mass market in the Ameren service territory a significant priority. The Commission 284 

should direct Ameren to develop a residential and small commercial choice program, 285 

consistent with the points set forth in this testimony.”  RGS Ex. 1.0 at 5:109-113.  His 286 

testimony goes onto to discuss the general experience of competition in Illinois, and then 287 

what he considers the “necessary components” of a “successful mass market choice 288 

program,” including utility support, proper allocation of commodity-related costs, 289 

mandating utility purchase of receivables from alternative natural gas suppliers, and 290 
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having appropriately adjusted prices for consumers to compare.  RGS Ex. 1.0 at 5:95-291 

106. 292 

 293 

Q. Do you agree with Mr. Crist and his recommendations? 294 

A. I do not.  While Mr. Crist argues that there are substantial benefits from gas choice, these 295 

benefits have not materialized for customers in Illinois’ existing small customer gas 296 

choice programs operated by Peoples Gas Light and Coke Company (“Peoples”) and 297 

Nicor Gas, Inc. (“Nicor”). 298 

 299 

Q. What is your experience with the Peoples and Nicor small customer gas choice 300 

programs? 301 

A. I have worked at CUB for more than six years.  During that time, I’ve had numerous 302 

experiences with the small customer gas choice programs operated by Peoples and Nicor. 303 

During my time at CUB, we have filed complaints against unscrupulous suppliers, 304 

tracked the offers made by suppliers in the market, and attempted to provide accurate and 305 

clear information to customers evaluating their options in these programs. 306 

 307 

Q. Do you have any experience assessing these types of programs, from a customer 308 

point of view? 309 

A. Yes.  As CUB’s policy director, I have tracked the natural gas markets in Illinois and 310 

have worked with CUB’s outreach and publications staff to ensure that customers are 311 

getting accurate and balanced information about the options available to them.  I’ve also 312 

assisted in the development of complaints against unscrupulous suppliers.  313 
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Q. In your opinion, how have these programs performed?  314 

A. Poorly, at best.  In 2003, CUB began tracking natural gas offers available from 315 

alternative gas suppliers to customers in Northern Illinois.  CUB’s Gas Market Monitor—316 

the only study of its kind in Illinois—gives a "Monday morning quarterback"  look at 317 

whether plans offered by unregulated gas companies have saved or are saving money.  It 318 

provides a monthly snapshot of how hundreds of plans have fared since 2003.  319 

 320 

Q. Why did CUB develop the “Gas Market Monitor?” 321 

A. The Gas Market Monitor was developed to help customers evaluate the options that are 322 

available to them under the small customer gas choice programs offered by Nicor and 323 

Peoples.  Competitive offers are difficult for customers to evaluate, and the Gas Market 324 

Monitor provides the most comprehensive database in Illinois of the performance of past 325 

offers made by ARGS to small customers. 326 

 327 

Q. What was your role in developing the Monitor? 328 

A. I developed the initial Gas Market Monitor modeling tools and worked with other CUB 329 

staff to turn the model into a web based database that is available online free of charge 330 

for customers.  331 

 332 

Q. What does the Gas Market Monitor tell us about small customer choice programs in 333 

Illinois? 334 

A. As of the most recent update of the gas market monitor, on June 03, 2011, 91% of the 335 

4512 different plan offered by alternative gas suppliers would have lost money for 336 
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consumers when compared to the utility PGAs.  Even more surprising is that the average 337 

loss for customers would have been $646.94 over the life of the contracts.  While this is 338 

no crystal ball for future savings or benefits, it is the most comprehensive gas-price 339 

analysis available in Illinois. 340 

 341 

Q. How should the Commission use this information? 342 

A. The Commission should deny Mr. Crist’s recommendation.  Ameren Witness Ms. Vonda 343 

K Seckler, while noting that Ameren has no plans to proceed with small customer gas 344 

choice, points out that “AIC estimates that the minimum cost to modify AIC’s IT systems 345 

alone for a gas residential choice program would be $2.7 million. Additional costs are 346 

also likely to be incurred, depending on the design of the program, including hiring AIC 347 

staff to administer the program.”  AIC Ex. 35.0 at 14.  There is no reason for Ameren to 348 

incur any additional cost, as the Commission should deny Mr. Crist’s proposal.   349 

 350 

Although the competitive suppliers can make a lot of money if a customer choice plan is 351 

approved, it’s clear that this money comes from residential and small commercial 352 

customers already struggling under the weight of the current economic downturn.  A 353 

program, implemented over the concerns of the utility, that most often results in the 354 

choice to pay more is not a choice that this Commission should consider viable.   355 

 356 

Q.  Does this conclude your testimony? 357 

A.  Yes.  It does. 358 

 359 


