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I. INTRODUCTION 

A. Overview 

Ameren Illinois Company ("AIC" or "Company") has proven that test year revenues at 

present rates are more than $88 million less than what is reasonably necessary to provide safe, 

adequate and efficient service. Authorizing an artificially low rate increase, as some parties 

propose, would have serious negative consequences not only for the Company, but for customers 

as well.  Reality can be ignored, but consequences cannot. 

Unfortunately, Staff and several interveners ignore both reality and consequences.  This 

is most evident with the Staff and intervener ROE recommendations.  Each party raises the same 

arguments concerning third stage DCF growth rates that the Commission rejected only a few 

months ago.  Each proposes downward adjustments for the uncollectibles rider that defy any 

notion of fairness or common sense. And each make selective use of spot prices for data inputs in 

their ROE models, rather than historical averages that are mathematically proven to be reliable 

indicators of future financial conditions.  The consequence of an inadequate rate of return would 

be a flight of investment capital out of the State of Illinois.   

Staff's attempt to distort the common equity balance, by inventing new positions on 

purchase accounting that it did not raise in direct or rebuttal, is another departure from reality.  

No longer claiming that AIC didn't properly account for goodwill, it now claims that it cannot 

"verify" the Company's accounting.  Whether verified by Staff or not, the evidence shows that 

AIC has accounted for goodwill as directed by the Order in Docket 04-0294, reported annually 

on Form 21 ILCC and approved by this Commission in AIC's last three rate cases.  The 

consequence of Staff's adjustment would be an assurance that AIC never earns whatever return 

the Commission authorizes. 
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Staff and AG/CUB also harbor the illusion that AIC can make necessary infrastructure 

investment without fully recovering its costs in rates.  In one breath AG/CUB criticize the 

Company for allegedly "holding distribution O&M expenses below the level that is necessary to 

operate and maintain the electric distribution system safely and reliably," (AG/CUB Br. II.C.7) 1 

and in the very next, recommends a $25 million disallowance in electric distribution O&M 

expense that no other party has challenged.  As for Staff, rather than review the "value of 

investment" in total plant additions as required by Section 5-9/211 of the Public Utilities Act, 

Staff proposes a $7.2 million rate base disallowance based on its review of only a portion of 

AIC's total plant investment.  The reality, proven by the evidence, is that AIC will invest more 

capital than it is asking to recover in rates.  The consequence of not getting rate relief for 

necessary projects is that the projects don't get built. 

Reality is ignored on other issues as well.  For example, Staff and AG/CUB seek a rate 

base deduction for OPEB liabilities under the theory that they are ratepayer funded.  The reality 

is that they are not, as established by unrebutted evidence tracking all OPEB funds ever received 

from customers.  Staff proposes an adjustment to deduct the injuries and damages reserve from 

rate base.  The reality is that no ratepayer-supplied pot of dollars exists to pay future injury 

claims.  The reserve is simply an accounting entry to record liabilities payable in the future; it 

bears no relation to claims actually paid in any given year. AG/CUB recommends that FIN 48 

liabilities be deducted from rate base as a source of "cost free" capital.  The reality is that the use 

of these funds is never cost free.  Deducting FIN 48 liabilities from rate base ultimately harms 

ratepayers, as several regulatory commissions have found.  

                                              

1 AG/CUB’s Initial Brief does not contain page numbers.  To the extent AIC cites to their brief, all citations 
will refer to the section numbers instead. 
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The consequences of not obtaining an appropriate return "of" an "on" the investment 

necessary to provide public utility service are real.  Access to capital becomes more expensive. 

Priorities are re-aligned to match resources.  Work that was delayed becomes more expensive. 

System safety and reliability suffer.  Any perceived short term benefit of artificially low rates is 

never worth the long term cost.  Ignoring this reality is a dangerous game that nobody can win. 

B. Procedural History 

C. Nature of AIC’s Operations 

D. Test Year 

E. Legal Standard 

II. RATE BASE 

A. Overview 

B. Resolved Issues 

1. Liberty Plant Additions 

2. Alton Propane Facility Retirement 

3. Hillsboro—Used and Useful 

4. Property Held for Future Use 

5. Federal Income Tax ADIT Correction 

6. State Income Tax ADIT - Bonus Depreciation 

7. ADIT-Manufactured Gas 

8. Materials and Supplies  

9. Customer Deposits 

10. Budget Payment Plans 

11. Gas in Storage 
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12. Merger Costs 

13. Wages and Salaries and Employee Benefits 

14. Previously Disallowed Incentive Compensation 

C. Contested Issues 

1. Capital Additions Adjustment 

Staff acknowledges, "It is understandable that Ameren tries to manage its operations in a 

flexible manner by re-prioritizing projects as needed."  (ICC Staff Ex. 28.0, p. 5.)  During the 

normal course of business, AIC cancelled or deferred sixteen projects and added thirteen projects 

not originally budgeted.  (Ameren Ex. 26.1.)  The net effect relative to the test year forecast of 

overall capital additions is immaterial.  AIC will invest $1.6 million more than it originally 

budgeted, but is not proposing any adjustment to recover this investment.  (Tr. 145.)  Staff, 

however, proposes an adjustment to reduce rate base by $7.2 million for the cancelled projects, 

but ignore the fact that $8.8 million will be spent on new projects.  (Staff Br. 10-11.)   

Staff’s selective, one-sided adjustment must be rejected.  Under 220 ILCS 5/9-211, the 

Commission must determine whether the "value of such investment" in the proposed rate base - 

and not just the value of investment listed in Schedule F-4 or the value of individual projects - 

will be “used and useful.”  It is therefore appropriate to consider all information readily available 

concerning the “value of such investment” in overall plant.  Here, the Company has presented 

unrebutted evidence that it has accurately forecasted the “value of such investment” in rate base, 

notwithstanding the fact that certain projects have been reprioritized. 

Staff complains, “It is Ameren’s responsibility to provide the Commission with [an] 

accurate forecast of test year capital projects expense that may be reviewed to determine whether 

they are prudent and used and useful.  Ameren’s forecast for the test year capital additions was 
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not accurate.”  (Staff Br. 11-12.)  As explained in AIC's Initial Brief, what must be “accurate” is 

the forecast of overall capital additions, not the list of projects that AIC assumed it would 

perform when it developed its forecast.  (AIC Br. 13-15.)  The accuracy of the forecast can be 

determined from the G Schedules, which in this case show that AIC typically spends more on 

capital projects than it has budgeted.  (Ameren Ex. 9.0E (Getz Dir.), pp. 2-3.) 

Rather than consider the overall capital budget, Staff focuses only on projects listed in the 

F-4 Schedules and additional projects identified in discovery.  (Staff Br. 10-11.)  It is certainly 

understandable that Staff would want to know whether any projects have been cancelled or 

deferred.  But determining whether the overall forecast is accurate and suitable for ratemaking 

purposes also requires Staff to consider whether any projects have been added.  To do otherwise, 

as Staff has done here, is patently one-sided and ignores the requirement to consider the “value 

of such investment” in determining rates. 

Ameren Illinois should not be penalized for reviewing and re-prioritizing planned capital 

expenditures.  Mr. Pate provides an in-depth discussion of projects planned for the test year, the 

on-going review of operational processes and the manner in which projects are prioritized.  

(Ameren Ex. 26.0 (Pate Reb.), pp. 5-12.)  He also explains why certain projects have been 

deferred, and why other projects, such as needed distribution system maintenance and/or 

replacement projects, need to be completed in 2012.  (Id.)  Adopting Staff's adjustment would 

establish a perverse incentive for utilities to henceforth manage capital projects to rate case 

forecasts instead of safety, reliability and other factors that should be of greater priority.  AIC 

does not think this would be a good policy, and neither should the Commission. 
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2. ADIT - FIN 48 

The ratemaking treatment of FIN 48 liabilities appears to be an issue of first impression 

for the Commission.  It is important that the Commission get it right.  The Company and Staff 

recommend ratemaking treatment of FIN 48 liabilities that is consistent with the approach 

adopted by other regulatory commissions. 2  (AIC Br. 23-24, Staff Br. 13-14.)  AG/CUB, on the 

other hand, cites no decision where its outlier proposal has been adopted.   

FIN 48 liabilities are a component of ADIT representing uncertain tax positions.  AIC’s 

uncertain tax positions arise from deductions claimed on certain prior year tax returns that are 

currently under challenge from state and federal taxing authorities.  (AIC Br. 20-21; Ameren Ex. 

37.0 Rev. (Warren Reb.), pp. 10-12.)  AIC and its outside auditors have determined that 

approximately $34.5 million in prior deductions “more likely than not” will be disallowed, in 

which case AIC will have to repay these amounts to taxing authorities, with interest and penalties.  

(AIC Br. 20.)  

The Company proposes, and Staff agrees, to remove the FIN 48 balances from ADIT, 

which reduces the rate base deduction for deferred taxes.  (AIC Br. 19-20; Staff Br. 13-14.)  To 

the extent interest or penalties are assessed on FIN 48 amounts eventually re-paid to tax 

authorities, AIC will not seek recovery of these expenses from ratepayers.  (AIC Br. 24.)  This 

ratemaking treatment properly incentivizes utilities to take aggressive tax positions.  If the utility 

prevails, “[b]oth ratepayers and shareholders benefit . . . because saving money on taxes benefits 

                                              

2 See In the Matter of Union Electric Company, d/b/a AmerenUE's Tariffs to Increase Its Annual Revenues 
for Electric Service, Case No. ER-2008-0318 (Jan. 27, 2009), pp. 54-55; Application of Kentucky-American Water 
Company For An Adjustment of Rates, Case No. 2010-00036 (Dec. 14, 2010), pp. 18-20; Washington Util. & 
Transp. Comm'n v. Pugent Sound Energy, Inc., Dockets UE-090704 and UG-09075, slip op. at 70 (Wash. UTC Apr. 
2, 2010), p.20. 

 



 

 

 -7-  

the company's bottom line and reduces the amount of expense the ratepayers must pay.”  

AmerenUE, Case ER-2008-0318 (January 27, 2009), p. 55.  Making the utility responsible for 

interest and penalties is the quid pro quo that deters taking overly-aggressive positions.     

Under AG/CUB's proposal, FIN 48 amounts would be added back to ADIT (thereby 

increasing the rate base deduction for deferred taxes), with accrued interest included in the cost 

of service.  It claims that this approach is justified because FIN 48 amounts represent “non-

investor supplied funds that are substantively no different than ADIT.”  (AG/CUB Br. II.C.2.)  

AG/CUB also draws an analogy between FIN 48 funds and customer advances and deposits, 

which are also deducted from rate base.  (Id.) 

Although FIN 48 liabilities represent non-investor supplied funds, they are 

distinguishable from “regular: ADIT because FIN 48 funds are never interest-free.  Additionally, 

unlike ADIT or customer advances and deposits, which represent ratepayer-supplied funds, FIN 

48 funds are effectively supplied by the government.  It is appropriate to reduce rate base by the 

amount of ratepayer-supplied funds available to the Company.  There is no equitable principle 

that justifies a benefit to ratepayers for funds equivalent to a temporary government loan that will 

be repaid with penalties and interest.   

The alleged symmetry in AG/CUB's proposal is illusory.  In exchange for the deduction 

of FIN 48 liabilities from rate base, AG/CUB proposes to add $520,000 in annual interest 

expense on these amounts to the revenue requirement.  (AG/CUB Ex. 4.0, pp. 9-10.)  All this 

would do is lower the net revenue requirement impact from to $4.7 million to $4.2 million.  (AG 

CUB Ex. 1.0, DJE-1; AG/CUB Ex. 4.0, p. 10.)  AIC would still get the short end of the stick.  

And going forward, interest expense on FIN 48 amounts would be a non-issue.  Utilities would 
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take less aggressive tax positions in order to eliminate rate case disallowances for FIN 48 

liabilities.  Tax expense will increase, benefitting no one except the government.  

As the Missouri PSC has observed, “[t]he best way to encourage AmerenUE to continue 

to take uncertain tax positions is to treat the company fairly in the regulatory process.”  

AmerenUE, Case. ER-2008-0318, p. 55.  The same can be said for Ameren Illinois.  AG/CUB's 

proposal should be rejected and the recommendation of the Company and Staff adopted. 

3. Cash Working Capital 

As noted in AIC’s Initial Brief, the sole dispute regarding cash working capital (“CWC”) 

relates to the remittance of funds collected under the Energy Assistance Charge.  As AIC has 

explained, the Commission should recognize AIC’s historical practice of remitting these funds to 

the State prior to their due date.  AIC believes that changing its remittance pattern in the manner 

suggested by Staff could cause unnecessary hardship to the beneficiaries of the Energy 

Assistance Charge. 

4. Accrued OPEB Liability 

Staff and AG/CUB both recommend a rate base reduction in the amount of the remaining 

OPEB liability on AIC’s balance sheet.  (Staff Br. 15-19; AG/CUB Br. II.C.4.)  In doing so, they 

trot out familiar arguments the Commission has heard before.  The liability is a “cost-free source 

of capital” already supplied by ratepayers, they claim.  (Staff Br. 15; AG/CUB Br. II.C.4.)  AIC 

shouldn’t earn a return on ratepayer dollars collected that were not spent, they assert.  (Staff Br. 

15.)  This is the same adjustment the Commission has made in numerous cases before, they 

contend.  (Staff Br. 16; AG/CUB Br. II.C.4.)  There is no “valid reason,” they suggest, for the 

Commission to reconsider its position here.  (AG/CUB Br. II.C.4.)     
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The problem with Staff and AG/CUB’s “move along, nothing to see here” arguments is 

that the dollars they want to take away were not provided by ratepayers.  (AIC Br. 26-30.)  For 

years, Illinois utilities have argued it is unreasonable for the Commission to deduct the entire 

liability without proof the entire liability was funded by ratepayers.  (Id. at 28-29.)  The 

Commission’s answer has always been the same: the burden is on the utility to prove the liability 

has not been funded in rates.  (Id.)  In response, Ameren Illinois did just that.  It provided a 

detailed analysis that calculated the accrued OPEB dollars that the legacy utilities recovered in 

rates.  (Id. at 29.)  And then it funded the ratepayer portion (and then some).  (Id.)  Staff and 

AG/CUB’s witnesses didn’t take issue with AIC’s calculations or the methodology of the 

analysis in testimony.  (Id. at 31-33.)  They barely addressed the analysis.  The undisputed 

evidence shows that the remaining liability does not constitute ratepayer-supplied funds – 

evidence that Staff freely admits has not been presented to the Commission in any prior cases.  

(Id. at 30.) 

Staff claims it is not possible “to go back in time and disaggregate prior base rates by line 

item to determine how much has been recovered for each element of the revenue requirement.”  

(Staff Br. 16.)  It claims it isn’t possible “to state with certainty exactly how much of any 

particular expense was recovered through base rates.”  (Id.)  But Staff hasn’t questioned the 

reasonableness of AIC’s analysis to apply test year amounts to customer billing information to 

show the amount of accrued OPEB dollars recovered in rates.  That analysis shows the accrued 

OPEB amounts recovered in delivery rates since the adoption of FAS 106 accounting are less 

than the accrued OPEBs the legacy utilities were booking.  (AIC Br. 29.)  Whether it is proper 

ratemaking is contested.  Whether it is mathematically possible is not. 
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Staff argues that AIC’s “attempt to rely on the rate freeze as the basis for its treatment of 

the liability” is an exercise in “futility.”  (Staff Br. 18.)  First, the rate freeze was not “the basis” 

for AIC’s analysis.  Rather, the rate freeze undermines Staff’s assumptions relied on in rejecting 

AIC’s position ensured that AIC would under-recover its accrued OPEB dollars.  Nor does Staff 

dispute that the rate freeze prevented AIC from filing general electric rate cases to increase the 

amount of accrued OPEB reflected in bundled rates.  (Tr. 119-120, 122.)  Second, the three items 

that Staff cites as evidence that the rate freeze did not have a “limiting impact” are all immaterial, 

if not irrelevant.  (Staff Br. 17.)  Staff notes AIC could still seek a general increase in natural gas 

rates.  (Id.)  Yes, but AIC reflected those rate increases in its analysis.  (Ameren Ex. 2.4.)  Staff 

notes certain transactions didn’t require Commission approval during this time.  (Staff Br. 18.)  

Yes, but none of the transactions listed are mechanisms to recover accrued OPEB dollars.  Staff 

notes AIC could seek increases in electric delivery service (DST) rates during the rate freeze.  

This is not entirely accurate - AIC’s predecessors were required to implement DST rates (220 

ILCS 5/16-102) under defined schedules; their ability to recover OPEB costs, however, was still 

limited.  Further, the Commission’s switching statistics show that residential switching was non-

existent and the DS revenue collected from small commercial and industrial customers was 

relatively de minimis.3  Nothing that Staff throws at the wall sticks.  And even if AIC’s analysis 

omitted any DST OPEB dollars, the Company contributed to the OPEB trust $40 million more 

than its calculated ratepayer portion of the liability.  (Ameren Ex. 2.0E Rev. (Stafford Dir.), p. 34; 

                                              

3 Annual comparisons of sales statistics based upon information filed by the electric utilities in each utility's 
Form 21 ILCC are available on the ICC’s website.  
http://www.icc.illinois.gov/publicutility/salesstatistics.aspx?type=e.  For instance, AmerenCILCO collected zero 
revenue from DS-PPO and DS-ISS classes between 2001 and 2006 and only a small amount of revenue from DS-
RES small commercials in 2005 and 2006.  See Comparison of Electric Sales Statistics For Calendar Years 2002 
and 2001, 2004 and 2003 and 2005 and 2006, pp. 10-11, 14-16, 18-20. 

http://www.icc.illinois.gov/publicutility/salesstatistics.aspx?type=e


 

 

 -11-  

Ameren Ex. 39.0 (Nelson Sur.), p. 13.)  That $40 million cushion eclipses by a wide margin the 

few accrued OPEB dollars that would have been collected in DST rates. 

Staff complains the “Company should not now be allowed to have it both ways by 

reflecting costs in the revenue requirement over a lengthy period of time and subsequently 

complaining that they were not adequately compensated.”  (Staff Br. 18.)  Staff claims that 

failing to make the rate base deduction “could open the door for any utility to present an 

‘analysis’ of a given cost, claiming that it had not been fully recovered over some period of time, 

including multiple decades, and seeking to recover such amounts now and in the future.”  (Id.)  

Was AIC inadequately compensated in rates for its OPEB expense since the adoption of FAS 

106 accrual accounting?  Without question.  Is AIC seeking to recover the accrued OPEB dollars 

never reflected in rates?  Absolutely not.  That was not the purpose of AIC’s analysis.  Nor has 

AIC sought recovery of, or a return on, dollars placed in the OPEB trust in excess of the 

ratepayer-supplied portion.4  AIC is simply asking the Commission not to make a deduction to 

test year rate base to reflect dollars the utility never received in rates.  The effect of Staff’s and 

AG/CUB’s adjustment, however, is to close the door on any utility ever avoiding a rate base 

deduction for its OPEB liability, no matter how much accrued OPEB expense may accumulate 

between rate cases.   

AIC is not asking for “retroactive ratemaking” by opposing the reduction to rate base.  

(Staff Br. 18.)  If anything, Staff and AG/CUB are the parties seeking to “go back in time” to 

                                              

4 To the extent utilities in future cases may conduct an analysis to identify the ratepayer-supplied portion of 
the liability and then seek cost recovery for dollars that they fund in excess of that portion, the Commission arguably 
already has opened that “door” by allowing ComEd to earn limited cost recovery for discretionary test year pension 
funding.  Order, Docket 10-0467 (May 24, 2011), pp. 50-51.  To allow limited cost recovery on a pension asset paid 
for with shareholder funding, but then deduct from rate base an amount equivalent to an OPEB liability that will be 
paid for with shareholder funding in the future, would be arbitrary and capricious treatment.   
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disallow ratepayer dollars they claim that AIC controls.  (Id.)  The record, however, shows 

otherwise.  The remaining OPEB liability is not covered by ratepayer-supplied funds.  The 

Commission should not make a rate base deduction for dollars that AIC never received in rates. 

 

5. Accumulated Provision for Injuries and Damages 

Staff recommends the Commission reduce rate base by the amount of the Accumulated 

Provision for Injuries and Damages (“APID”).  (Staff Br. 19-20.)  As with Staff’s proposed 

OPEB liability deduction, this reduction is not to disallow dollars AIC proposes to include in the 

test year; it is to remove dollars from rate base that Staff believes AIC already collected in rates.  

Staff claims these dollars must be disallowed because they represent “previously expensed costs 

(expense accruals) recovered from ratepayers that have accumulated over time on the balance 

sheet.”  (Id. 19.)  But as Ameren Illinois explained in its Initial Brief, Staff seeks to disallow 

accrued dollars that the Company has not recovered in rates.  (AIC Br. 33-37.)  These dollars 

haven’t been recovered in rates, not because AIC has under-recovered accrued I&D expense, but 

because AIC has been recovering actual cash claims expense instead.  In AIC’s 2007 rate case, 

the last time this adjustment was proposed, the Commission found “the use of a cash basis 

eliminates the existence of a reserve balance for ratemaking.”  Order, Docket 07-0585 - 0591 

(Sept. 24, 2008), p.8.  The Commission rejected the adjustment then; it should reject the 

adjustment now. 

Granted, for reporting purposes, a reserve balance still exists on AIC’s balance sheet, as 

the utility continues to accrue expense.  But for ratemaking purposes, AIC has not recovered 

accrued estimates of future claims to be paid; it has recovered a normalized amount of actual 

claims already paid.  (AIC Br. 34-35.)  The accruals have been removed from the revenue 
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requirement.  (Id.)  Since ratepayers have not been funding the accruals, these dollars have not 

been recovered in rates.  There is no “source of cost free capital” to deduct from rate base.  (Staff 

Br. 19.)   

Staff claims it doesn’t matter that ratepayers have funded an average of cash payouts 

rather than expense accruals.  (Staff Br. 20.)  Staff argues, “The test year expense for I&D is the 

test year expense for I&D regardless of the method used to estimate it.”  (Id.)  But Staff 

compares apples and oranges.  As Staff witness Mr. Tolsdorf observed, the APID represents 

amounts credited to the reserve to pay “probable” liabilities not otherwise covered by insurance.  

(AIC Cross Ex. 1 (AIC-Staff 9.04).)  AIC hasn’t recovered amounts for future “probable” 

liabilities.  AIC has recovered amounts spent on past liabilities.  “A flute with no holes is not a 

flute and a donut with no hole is a danish,”5 it was once said.  Likewise, cash payouts for past 

claims are not reported estimates of future liabilities.  (AIC Br. 35-36.)  As AIC noted the last 

time the Commission rejected this adjustment, under a cash basis, “there is no debit to expense 

and credit to a reserve account, or an advance payment to be recorded as an asset or as a negative 

reserve balance.”  Order, Docket 07-0585 - 0590 (Sept. 24, 2008), pp. 8-9.  Thus, if AIC reported 

this expense on a “pay as you go” cash basis, there would be no APID on the balance sheet to 

deduct.  (AIC Br. 35.)  Contrary to Staff’s claim, the APID for estimated future liabilities has not 

been accumulated from the average of historical payouts.   

                                              

5 Caddyshack” (Orion Pictures 1980) (quoting Ty Webb (Chevy Chase) crediting Zen philosopher Matsuo 
Basho). 
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That ratepayers may have funded a balance in the past greater than the current APID on 

AIC’s books, as Staff now claims on brief, is similarly irrelevant (even if true).6  The amount 

recovered in delivery rates since the conclusion of Docket Nos. 06-0070 - 0072, no matter what 

that amount is, still represents an accumulation of historical claims paid averaged over varying 

five year periods and recorded against the reserve.  It does not represent the accumulation of 

accrued future claims to be paid.  That is the critical distinction between accrual and cash 

accounting that Staff overlooks.  Under cash accounting, claims paid would be recorded directly 

to Account 925 and recognized on AIC’s books at the time of the cash outlays, like any other 

expense.  The accrual, however, is a forward looking accounting entry and estimate of what will 

be a realized liability some years from now.  (Ameren Ex. 40.0 Rev. (Stafford Sur.), p. 16.)  The 

actual cash outlay related to the accrued claim, whenever it occurs, may be materially higher or 

lower than the original estimate.  (Id., p. 17.)  The reserve for future I&D claims is reduced when 

actual cash outlays are made; the paying down of the current reserve liability on AIC’s books is 

not a function of the timing or amount of dollars recovered in rates for past claims.   

As long as Ameren Illinois’s I&D expense is adjusted to replace the test year accrual with 

a normalized amount of actual claims paid, the APID should not be deducted from rate base.  

The Commission found that the deduction was inappropriate in the 2007 Rate Case.  It should 

find the deduction similarly inappropriate here.  The only instances identified by Staff where the 

deduction occurred concern utilities that recovered accrued I&D expense in rates.  (AIC Br. 36.)  
                                              

6 Staff claims the adjustment to I&D expense, in AIC’s last two cases, increased test year expense.  Staff 
concludes that adjustments have allowed AIC to recover more, not less, than the expense accruals necessary to fund 
the APID.  Staff’s assertion is unsupported and cannot be verified by the record in this proceeding.  Even if it were 
true though, it would not establish that ratepayers have funded an amount greater than the APID since the effective 
date of rates in Docket 07-0585 - 0590 (or the effective date of rates in Docket 06-0070 - 0072, when cash claims 
replaced accruals).  But regardless if Staff’s conclusion were true and verifiable, it still would be irrelevant.  An 
average payout of past claims simply is not a proxy for – nor is it intended to fund – estimated future liabilities. 
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Those instances are not applicable here.  Staff’s proposed adjustment to reduce rate base by the 

amount of the APID should be rejected. 

6. PSUP Awards 

Both Staff and AG recommend disallowing the full cost of AIC’s Performance Share 

Unit Program (PSUP).  (Staff Br. 41; AG Br. II.C.6.)  AIC is proposing that it be allowed to 

recover 50% of the PSUP costs, including capital amounts.  This issue is addressed in Section 

III.C.6. 

D. Recommended Rate Base 

1. Electric 

The proposed rate bases for Rate Zone I, Rate Zone II and Rate Zone III electric services 

are shown on Schedule 2 of Appendix A, B, and C, respectively, as submitted with AIC’s Initial 

Brief. 

2. Gas 

The proposed rate bases for Rate Zone I, Rate Zone II and Rate Zone III gas services are 

shown on Schedule 2 of Appendix D, E, and F, respectively, as submitted with AIC’s Initial 

Brief.. 

III. OPERATING REVENUES AND EXPENSES 

A. Overview 

B. Resolved issues 

1. Storm Expenses 

2. Wages and Salaries and Employee Benefits 

3. Investment Tax Credits 

4. Rate Case Expense 
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5. Social and Service Club Dues 

6. Lobbying Costs 

7. Athletic Events Expense 

8. Liberty Substation Painting Expense 

9. NESC Expense 

10. Company Use of Fuels 

11. Power Smart Pricing 

12. Hazardous Materials Adjustment Clause (HMAC) Base Rate 

13. Supply Procurement Adjustment 

C. Contested issues 

1. Uncollectibles Expense 

Staff recommends the Commission order the Company to prospectively switch from 

using the balance of Account 904 to using net write-offs in the determination of the amount to 

recover through its Riders EUA and GUA.  (Staff Br. 32.)  AIC continues to recommend use of 

Account 904 uncollectible accounts expense, based on use of a three-year average of actual 

Account 904 uncollectible expense for the period 2008-2010, to set the appropriate 

uncollectibles account rates.  (AIC Br. 43.)  No party disputes the use of the three-year average 

over the period 2008-2010 to set uncollectible expense.  (Id.)  As AIC explained, the treatment of 

uncollectible expense for purposes of determining both the base rate amount and the amounts 

recovered through Riders EUA and GUA is reasonable and the riders are working well as is.  

(AIC Br. 44.)  No party disputes this conclusion.  Therefore, there is no reason to change the 

method of determining uncollectible expense. 
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Staff argues only “that the balance of Account 904 fluctuates with changes to the 

allowance for doubtful accounts”, which is “based on estimates of uncollectible accounts.”  

(Staff Br. 32.)  Staff still does not provide any sound reason for the Commission to implement a 

switch to net write offs.  Staff merely states that “actual information is preferable.”  (Id.)  As 

discussed in AIC’s Initial Brief, however, the switch may cause a mismatch between revenues 

and expenses.  (AIC Br. 44-45.)  Staff does not rebut this premise.  Nor does Staff present any 

argument that use of Account 904 would produce inaccurate results.  Staff also proposed to 

change the GRCF to reflect the uncollectibles percentage for each respective electric and gas rate 

zone.  (Staff Br. 33.)  AIC agrees with the general recommendation to use the same uncollectibles 

rates for setting the GRCF, to update the uncollectibles adjustment in the Electric Power Supply SCA 

and Rider S for PGA supply and for all other tariffs in which the Commission-approved 

uncollectibles rate is a factor.  (Ameren Ex. 22.0 (Stafford Reb.), p. 12.)  However, the rate should be 

set using AIC’s recommended method, not Staff’s. 

Staff also argues that uncollectible rates should be determined by individual electric and 

gas rate zone, relying upon an incorrect interpretation of the Commission’s Order in Docket 10-

0517.  (Staff Br. 33.)  However, the Docket 10-0517 Order does not support Staff’s position.  As 

AIC has stated, the Order does not require a separate uncollectible rate be calculated for each 

rate zone, only that Account 904 expense be allocated to each rate zone for purposes of Rider 

EUA and GUA.  (AIC Br. 46.)  Therefore, AIC’s proposal to use a three-year average of 

Account 904 expense should be approved.   

2. Charitable Contributions 

Several parties continue to oppose the Company’s proposed level of charitable 

contributions.  AIC believes that its Initial Brief fully explains and justifies its position.  In reply, 
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AIC emphasizes that, as it explained in its Initial Brief, the proposed level of charitable 

contributions is proportionate to and consistent with the level approved by the Commission for 

ComEd in Docket No. 10-0467.  Accordingly, the test year charitable contributions cannot be 

said to be excessive and are thus fully recoverable in rates. 

3. Injuries and Damages Expense 

Ameren Illinois proposes an adjustment to test year Injuries and Damages (“I&D”) 

expense that mirrors the approach approved in AIC’s last three rate cases:  remove the test year 

accrual for claims to be paid and replace it with a normalized level of claims actually paid.  (AIC 

Br. 48-50.)  AG/CUB accepts this approach.  (AG/CUB Ex. 4.0, pp. 5-6.)  IIEC accepts this 

approach.  (IIEC Br. 11.)  Only Staff opposes this approach.  (Staff Br. 36.)   

Staff proposes instead to normalize all I&D expense booked in Account 925, both the 

accrual/cash claim portion and the non-accrual portion.  (Id.)  Staff proposes this, even though it 

recognizes that the Commission hasn’t normalized the non-accrual portion of Account 925 in 

any recent AIC rate case.  (AIC Cross Ex. 5 (AIC-Staff 7.47).)  Staff hasn’t shown that the non-

accrual portion should be normalized in this case either.  Staff’s adjustment should be rejected. 

The Commission has recognized it is reasonable to expect Ameren Illinois’s actual claims 

paid to fluctuate from year to year.  Order, Docket 06-0070 - 0072 (cons.) (Nov. 21, 2006), pp. 

45-48; Order, Docket 07-0585 - 0590 (cons.) (Sept. 24, 2008), pp. 95, 119-20; Order, Docket 09-

0306 - 0311 (cons.) (Apr. 29, 2010), pp. 118-22.  Thus, the Commission has included a 

normalized amount of claims paid in rates.   Id.  In contrast, Ameren Illinois has demonstrated 

that non-accrued I&D expense historically has not been volatile.  (Ameren Ex. 22.0 Rev. 

(Stafford Reb.), p. 21.)   
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In testimony, Staff acknowledged the non-accrual portion of I&D expense has shown no 

history of volatility.  (ICC Staff Ex. 22.0R2, pp. 4-5.)  Yet in briefing, Staff boldly claims the 

exact opposite.  Staff now believes non-accrued I&D expense “has fluctuated greatly over the 

time period from 2006 through 2010 and appears to be just as ‘highly volatile’ as the expense 

accruals over the same time period.”  (Staff Br. 36.)  But saying it doesn’t make it so.  Staff 

didn’t provide any evidence to support its new theory of volatility.  Nor does Staff cite any 

supporting evidence now.  Rather, the undisputed record evidence shows quite the contrary:  

reserve accruals and actual cash claims have fluctuated dramatically, the remainder of Account 

925 expense has not.  It may be proper to normalize an expense that widely fluctuates from year 

to year.  Order on Rehearing, 09-0306 - 0311 (cons.) (Nov. 4, 2010), pp. 68-69.  It is not proper, 

however, to normalize a test year expense that has shown no history of volatility.   

The effect of Staff’s proposed adjustment is to change the test year for Account 925 from 

2012 projected expense to an inflation-adjusted historical average of 2006-2010 expense.  Staff 

complains that AIC “has provided no evidence which would explain why its projected test year 

I&D expense would be significantly higher than the inflation adjusted five year average.”  (Staff 

Br. 36.)  But Staff hasn’t even accurately identified what the projected electric increase (or gas 

decrease) actually is.  (AIC Br. 49.)  As Ameren witness Mr. Stafford explained, Staff’s 

percentage calculations fail to reflect AIC’s supplemental adjustments to correct for the 

overstated electric and understated gas I&D expense.  Staff claims that AIC did not reflect its 

supplemental corrections in its rebuttal revenue requirement schedules.  (Staff Br. 26.)  But Staff 

is wrong again there too.  Schedule 1, page 2, column c in Ameren Exhibits 22.1 - 22.3 and 

Schedule 1, page 2, column d in Ameren Exhibits 22.4 – 22.6 show the adjustments to allocate 

additional insurance costs to AIC’s electric and gas operations.  Staff had the opportunity to 
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correct its calculation.  Staff had the opportunity to seek further discovery concerning the change 

in non-accrued I&D expense to bolster its claim.  Staff did neither. 

Staff’s proposal to adjust non-accrued I&D expense runs counter to the Commission’s 

prior treatment of Account 925.  Staff’s claim that all of Account 925 expense is volatile ignores 

the unrefuted evidence that it is not.  Staff’s calculation of the projected increase in electric non-

accrued I&D expense (and decrease for gas) lacks a proper basis in the record.  All Staff has to 

hang its hat on is a “back of the envelope” calculation that indicates that projected expense will 

go up (or down) by some unknown amount.  That is insufficient evidence to support a 

normalization of the entirety of Account 925 expense.  The test year forecast for the non-accrual 

portion of I&D expense should serve as the basis for setting rates and Staff’s proposed 

normalization adjustment should be rejected. 

4. Merger Costs 

AIC notes that IIEC no longer proposes an adjustment for merger costs, stating in its 

Brief: “IIEC acknowledges additional evidence provided by Ameren related to potential savings 

from the merger and is no longer pursuing this adjustment.”  (IIEC Br. 6.)  Thus, both Staff and 

IIEC now support AIC’s proposed recovery of merger costs.  Only AG opposes them.  

In its Initial brief, AG provides no new arguments on merger costs, but continues to 

assert that there should be no recovery of merger costs until the actual amount of costs to be 

recovered is known and until it merger savings are realized.  (AG Br. III.C.4.)  In so doing, AG 

continues to ignore AIC’s use of a future test year, and that its costs are based on a projection or 

forecast of the future period.  As Staff and AIC have explained, given the use of a future test year, 

not all of the merger costs will be based on known amounts.  (AIC Br. 53; ICC Staff Ex. 21.0, p. 

17.)  Further, the AG does not address at all AIC’s detailed Merger Study of projected merger 
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costs and benefits that support the test year costs and benefits of the merger.  The AG fails to 

explain why this study does not provide an ample basis for determining test year merger costs 

and benefits.   

AG’s argument in its Brief also contains two other significant flaws.  First, AG 

incorrectly states AIC has experienced only $4 million of O&M merger savings, instead of the 

approximately $7 million actually included in AIC’s test year revenue requirement.  (AG Br. 

III.C.4.)  Second, AG also incorrectly argues that merger savings are reflected in Account 903, 

and “that it was not clear that the Company’s 2012 forecast for that account actually incorporated 

the savings claimed by the Company.”  (Id.)  AG has apparently overlooked  Ameren Exhibit 

22.9, which shows that savings are in the 901-916 account group (which includes 903), but the 

majority of the savings are in other accounts.  

 Further, AG’s proposal is asymmetrical as explained in AIC’s Initial Brief (AIC Br. 53-

54), if AG seeks to disallow merger costs as insufficiently certain, merger benefits should be 

excluded as well, and AIC’s revenue requirement increased.  AG’s unreasonable proposal to 

exclude merger costs until actual costs are known and actual savings are realized should 

therefore be disregarded.   

 In both AIC and Staff’s Initial Briefs, the parties noted Staff’s withdrawal of its 

adjustment to AIC’s merger costs.  (AIC Br. 12; Staff Br. 8.)  Staff witness Tolsdorf also 

proposed eliminating certain costs that he deemed merger costs from rate case expense.  (Staff Br. 

28.)  AIC agreed to this adjustment, but reflected the costs eliminated from rate case expense as 

merger costs.  (AIC Br. 39; Staff Br. 28.)  Staff agreed with this treatment.  (AIC Br. 39; AIC 

Cross Ex. 1 (AIC-Staff 16.15).)  The appendices to Staff’s brief should have reflected the 

addition of these uncontested merger costs initially removed from rate case expense for recovery 
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by Staff.  Staff should have included an additional $140,000 in its revenue requirement for 

operating expenses.  Staff agrees that this was simply an oversight and will address it in its Reply 

Brief as well.   

5. State Income Tax Expense - Regulatory Asset 

Several parties continue to oppose the Company’s request to recover incremental 2011 

state income taxes incurred as a result of the State’s sudden decision to increase corporate 

income taxes.  The Company believes that its position is fully explained and supported in its 

Initial Brief.  The Company emphasizes, however, that all it is seeking is fair and consistent 

treatment.  As noted in our Initial Brief, when corporate tax rates decrease, the Commission 

moves quickly to capture the effects of such changes for customers.  The same should be true 

when corporate tax rates increase, especially where, as here, it would have been impossible for 

the Company to have sought rate relief that was synchronized with the change in tax rates. 

6. PSUP Awards 

AIC proposed a 50/50 split between ratepayers and shareholders for recovery for the test 

year costs of the Company’s Performance Share Unit Program (“PSUP”).  (AIC Br. 55-60.)  

Both Staff and AG recommend disallowing the full cost of the program. Their positions ignore 

the benefits of the program to ratepayers that support the 50/50 recovery proposal.  Given that, as 

Staff admits, there are at least some ratepayer benefits of the PSUP, AG and Staff have failed to 

explain why a sharing proposal is not appropriate.   

The PSUP program ensures AIC is able to retain executives over the long-term and is 

separate and distinct from AIC’s annual, short-term, cash incentive compensation program.  

(AIC Br. 56-58.)  AIC identified several benefits to Illinois ratepayers from the PSUP program, 

including (1) attracting and retaining top executives and therefore ensuring a skilled and capable 
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management, (2) maintaining employee longevity, (3) cost management and control, and (4) 

promotion of efficiency, effectiveness and competency in employees’ particular lines of work.  

(AIC Br. 56-57; Ameren Ex. 27.0 (Bauer Reb.), pp. 4-5.)  In addition, by retaining skilled 

employees and further enhancing their knowledge of the Company and the industry, AIC is 

better able to recruit highly skilled employees.  (Id.)  AIC proposed the partial recovery of PSUP 

costs in recognition of the fact that the program benefits ratepayers.  AIC’s approach is in 

accordance with the Commission’s directive in Docket 09-0306 (cons.) to consider both 

shareholder and ratepayer benefits for cost management/cost control measures.  (AIC Br. 57.)  

Because the PSUP benefits both ratepayers and shareholders, it is appropriate for both parties to 

share the cost of the program equally.   

Staff opposes AIC’s recovery of all PSUP costs.  Staff mechanically applies the “direct 

ratepayer benefit” standard applicable to standard short-term incentive compensation plans. 

(Staff Br. 23.)  Staff admits, however, that the PSUP is distinct from short term incentive plans. 

(Tr. 126.)  Staff does not explain why the direct ratepayer benefit standard is appropriate given 

the differences between PSUP and short-term plans.   

Staff also restated its agreement that the PSUP may provide some ratepayer benefits.  

(Staff Br. 23, 42.)  This acknowledgement makes clear that AIC’s sharing proposal is appropriate.  

Staff’s Brief does not explain why, Staff having recognized both shareholder and ratepayer 

benefits of the PSUP, sharing is not an appropriate approach. See generally Central Ill. Pub. Serv. 

Co. v Illinois Commerce Comm’n, 243 Ill.App.3d 421, 434 (4th Dist. 1993) (affirming ICC 

decision requiring a sharing of unamortized rate case expense between shareholders and 

ratepayer where evidence was presented that both shareholders and ratepayers benefited from 

rate case expense).   
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Staff also cites to the ComEd Docket No. 05-0597 Order and subsequent Appellate Court 

opinion in support of its position.  As AIC explained in its Initial Brief (AIC Br. at 59), that case 

did not concern a 50%-50% sharing proposal as is at issue in this Docket and so is  not on point.  

Rather, ComEd sought to recover its entire incentive compensation plan costs through rates.  

Order, Docket 05-0597 (July 26, 2006) pp. 90-94.  Thus, that Docket is not on point.  Further, 

the appellate opinion Staff cites expressly acknowledges that sharing incentive costs between 

rate payers and shareholders can be appropriate. Commonwealth Edison Co. v. Illinois 

Commerce Comm’n, 398 Ill. App. 3d. 510, 517 (2d Dist. 2009) (“precedent exists for 

apportioning employee compensation costs between equity holders and ratepayers where an 

employee's duties only partially benefit ratepayers.”) 

AG raises the same arguments as Staff in making a recommendation for disallowance of 

AIC’s PSUP.  In setting out its position, however, AG cites only one benefit of the PSUP: 

“attracting and retaining qualified executives”.  (AG Br. III.C.6.)  AG therefore ignores in its 

analysis the other benefits of the PSUP: recruitment and retention of highly skilled employees, 

promotion of efficient, effective and competent employees, and cost management and control.  

AIC has otherwise addressed, above and in its Initial Brief, the AG’s arguments and explained 

why AG’s position should be rejected.  As such, AIC reiterates that its 50/50 sharing proposal 

should be approved for the reasons stated above and in its Initial Brief. 
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7. Electric Distribution O&M Expense 

Like the unfounded claims of Hero's7 infidelity, the positions of AG/CUB and Staff on 

this issue are much ado about nothing.  AG/CUB looks at historical spending and simply 

declares that test year expenses are too high.  Looking at the same historical expenditures, Staff 

questions whether they are too low.  The record evidence shows that AIC's proposed test year 

electric O&M expense is just right. 

 a. AG/CUB still does not dispute that the O&M activities 
 identified in the test year need to be performed. 

 
 AG/CUB's brief does little more than summarize Mr. Effron's prefiled testimony.  Having 

addressed this testimony at length in its Initial Brief, AIC will not do so again here.  It remains 

undisputed that the increase in test year electric distribution O&M expense is being driven by 

four factors:  substation maintenance, circuit maintenance, vegetation management and 

implementation of Liberty Audit recommendations.  "Mr. Effron does not dispute the Company's 

evidence that the work needs to be performed."  (AIC Cross Ex. 1.01, (AIC-AG/CUB 1.01).)  If 

the work needs to be performed, the cost to perform it must be recovered in rates.  Period.  This 

is so regardless of what was spent in prior years.  There is no basis for AG/CUB's $25 million 

disallowance. 

 b. The language Staff requests in the final order is 
 unnecessary. 

Staff argues that Ameren’s decision to decrease distribution O&M spending after 

receiving the order in its last rate case was “dangerous” and “may cause more outages and more 

                                              

7 In Shakespeare's Much Ado About Nothing, the beautiful, sweet and demure Hero is wrongfully accused of 
unfaithfulness and publicly humiliated on her wedding day. Wounded by Claudio's anger and her love for him, she 
swoons, and later pretends to be dead to bring remorse to her beloved. She marries Claudio in the end. 
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expensive mitigation efforts in the future.”  (Staff Br. 44.)  For this reason, “Staff recommends 

that the Commission include language ordering Ameren to maintain consistent O&M spending 

levels in its final order in this docket.” (Id. at 45.)  Staff acknowledges that “’maintain[ing] 

consistent O&M spending’ does not necessarily mean that Ameren should spend the same 

amount of money from year to year.  Rather, that phrase suggests that Ameren should continue 

spending towards programs that it implements to maintain or improve the reliability of its system 

regardless of the outcome of this or any other rate case proceedings.” (Id. at 44.)   

The ordering language is unnecessary.  It does not even reflect what Staff means by 

"consistent spending” - which we are told has nothing to do with "consistent" or "spending."  

The Company and Staff agree that operational requirements dictate what the Company should 

spend in any given year.  "[T]he Company should spend whatever is necessary to maintain safe 

and reliable service, regardless of what it spent the year before or what it intends to spend the 

next year[.]" ( Tr. 165.)  This is just another way of saying that Ameren Illinois has a duty to 

provide safe and reliable service.  This is a statutory duty; it exists regardless of whether the 

Commission says so.  220 ILCS 5/8-401.  No party has presented evidence (or even argued) that 

AIC has failed to meet this duty, and the Company has explained that it will continue to spend 

what is necessary to fulfill this duty in the future.  But the simple fact of the matter is that when 

resources are constrained, funds must be rationed so that critical programs are maintained.  By 

necessity this means that non-critical or discretionary projects must be cancelled or deferred.  

The notion that Ameren Illinois can fully-fund every project and activity despite the outcome of 

rate orders is wishful thinking.  The cuts discussed by Mr. Nelson were necessary so that Ameren 

Illinois could do what Staff says it should do - maintain safe and reliable service.   
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Remarkably, AG/CUB joins in the chorus, claiming that "[t]he Commission should direct 

the Company to maintain reliability programs as succinctly stated by Mr. Rashid."  (AG/CUB Br. 

II.C.7.)  This is the same AG/CUB that recommends a complete disallowance of Liberty Audit 

costs, complete disallowance of substation maintenance costs and a two-thirds disallowance of 

circuit maintenance costs.  AG/CUB has no credibility to lecture the Company about supposedly 

"holding distribution O&M expenses below the level that is necessary to operate and maintain 

the electric distribution system safely and reliably," and in the very next breath argue that the 

funds necessary to do what they want done should be reduced by $25 million.  (AG/CUB Br. 

II.C.7.)   

D. Recommended Operating Income/Revenue Requirement 

1. Electric 

The proposed operating income statements for Rate Zone I, Rate Zone II, and Rate Zone 

III electric services are shown on Schedule 1 of Appendix A, B, and C, respectively, as 

submitted with AIC’s Initial Brief.    

2. Gas 

The proposed operating income statements for Rate Zone I, Rate Zone II, and Rate Zone 

III gas services are shown on Schedule 1 of Appendix D, E, and F, respectively, as submitted 

with AIC’s Initial Brief. 

IV. COST OF CAPITAL/RATE OF RETURN 

A. Overview 

AIC presented its position regarding the cost of capital in its Initial Brief.  In this Reply 

Brief, AIC will limit its discussion to the most significant issues and points.  In short, the other 
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parties materially understate AIC’s required return on equity (“ROE”) and advocate capital 

structures and debt costs that do not fully recognize AIC’s cost of service. 

For all the reasons stated in its Initial Brief and in this Reply Brief, AIC’s proposed cost 

of capital should be used by the Commission in developing the electric and gas revenue 

requirements. 

B. Resolved Issues and Immaterial Differences—Cost of Capital/Capital 
Structure 

1. Remaining CWIP accruing AFUDC Adjustment 

2. Preferred Stock Balance 

3. Short-Term Debt Balance 

4. Long-Term Debt Balance 

5. Common Equity Balance (other than Purchase Accounting/Goodwill) 

6. Cost of Preferred Stock 

C. Contested Issues 

1. Common Equity Balance 

a. Purchase Accounting/Goodwill 

As presented in its Initial Brief, the majority of Staff’s arguments concerning goodwill 

and purchase accounting consists of entirely novel assertions that were simply not presented in 

the direct or rebuttal testimony of Ms. Phipps, the sole Staff witness addressing the issue.  (Staff 

Br. 50-53; ICC Staff Exs. 7.0, pp. 5-6; 24.0, pp. 2-4.)    

The first page of the section does in fact paraphrase the testimony of Ms. Phipps, but the 

remainder of the argument is the presentation of a new theory: Staff now claims it could not 
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“verify” the accounting, and this claim is somehow supported by a series of obscure criticisms 

concerning the nature of dividends and when they should be made.    

Because Staff waited to raise these issues in its Initial Brief, AIC has been deprived of 

any meaningful opportunity to respond.  Staff essentially presents new expert analysis in its 

Initial Brief.  (Staff Br. 51-52.)  AIC obviously cannot now enlist an accountant to review and 

rebut the information on the record; it cannot now propound discovery to understand the basis 

for the generalized criticisms, and cannot conduct any cross examination of the expert whose 

work product is presented on pages 51-52 of Staff’s Initial Brief.  From a legal standpoint the 

tactic unduly prejudices AIC; sustaining an approximately $2 million dollar revenue requirement 

adjustment based upon evidence the AIC has not been given an opportunity to rebut simply 

cannot be achieved without violating AIC’s due process rights..  

While Staff does provide some citations to the record, specifically the transcript, a quick 

review reveals that the admissions attributed to Mr. Stafford either did not occur or were highly 

conditional and without certainty.  Of particular concern, Staff alleges “….the common equity 

balance that AIC presents to its investors excludes goodwill instead of purchase accounting 

adjustments,” and Staff follows with a citation to Mr. Stafford’s cross examination.  (Staff Br. 

51.)  However, the attribution does not accurately depict the subject matter of the questioning, 

which made no mention of a concept of goodwill “instead” of purchase accounting.  This is 

important because Mr. Stafford agrees that goodwill should be removed from the common equity 

balance, but only to the extent the removal is net of other purchase accounting adjustments.  

(Ameren Ex. 40.0 (Stafford Sur.), p. 25; Tr. 243-44.)  Further, Mr. Stafford did not even make an 

admission as Staff’s citation would infer.  (Staff Br. 51; Tr. 236.)  Rather, when asked if AIC 

excluded “goodwill” from presentations to investors, referring to a report, Mr. Stafford indicated 
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that he “…did not know with certainty whether it would or wouldn’t.”  (Tr. 235.)  Mr. Stafford 

did accept a representation by counsel “subject to check,” but the purpose of such acceptance is 

not an unequivocal admission, as Staff’s citation would suggest.  (Tr. 236.)  A “subject to check” 

question is customarily asked for the purpose of laying some context for further questioning in 

order to move the hearing along, not some legal trickery by which a witness is forced to admit 

something to which they have questionable familiarity or recollection.  (See Tr. 236.)  Staff has 

clearly abused the custom in this instance.   

Additionally, Mr. Stafford indicated he could not authenticate the documents counsel was 

asking him about.  (Tr. 231-34; 237.)  With regard to Staff Cross Exhibit No. 9, Mr. Stafford said 

he did not remember seeing the exhibit.  He later corrected that he did recall being asked to 

review a single slide in the broader presentation but counsel did not ask him about that slide.  (Tr. 

234.)  With regard to Staff Cross Exhibit 10, counsel asked Mr. Stafford about a document held 

out to be a single undated page taken out of what he was told was a 2007 rate case 285 schedule.  

Not to say the document was a fake, but Mr. Stafford stated he could not confirm its authenticity.  

(Tr. 237.)  Accordingly, Staff did not seek admission of its Cross Exhibits 9 and 10, and they are 

not part of the record.  (Tr. 244.)  Nonetheless, Staff cites specific values from those exhibits in 

its Initial Brief.  (Staff Br. 51.)  

The fact is that Staff fails to explain why it should depart from the accounting approved 

in Docket 04-0294, the Company’s annual reporting in Form 21 ILCC, and the capital structure 

approved in the past three rate cases.  (See AIC Br. 74-78.)  Staff simply doesn’t “collapse” other 

purchase accounting adjustments against goodwill or otherwise reverse the totality of the 

purchase accounting that resulted from the acquisition of AmerenIP.  (AIC Br. 77-78; Order, 

Docket 04-0294 (Sept. 22, 2004), pp. 32-34.)   
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For the above stated reasons and those in AIC’s Initial Brief, the Commission should find 

in favor of the Company and reject Staff’s adjustment.   

2. Cost of Short-Term Debt 

a. Short-Term Debt Interest Rate 

AIC has already responded in full to the arguments in this section in its Initial Brief. 

b. Credit Facility Commitment Fees 

Staff’s position with regard to credit fees is faulty in two respects.  First, Staff begins its 

analysis by combining the three distinct credit facilities into one hypothetical super-facility and 

subsequently assigns the smallest credit commitments from the smallest banks with the smallest 

fee (25 bps) to Ameren Illinois.  (ICC Br. 57.)  Second, Staff misconstrues both the Company’s 

position as well as case law to suggest the Commission is somehow precluded in this docket 

from addressing the reasonableness of Staff’s adjustment by virtue of Staff’s assertion of Section 

9-230 applicability.  (Id.)  

Staff’s adjustment is unsupported by the facts 

Staff misses the crux of the matter: Ameren Illinois negotiated three separate facilities for 

each business line, fully segregating the respective aggregate credit commitments to Ameren 

Illinois, Ameren Missouri (Union Electric) and “Genco.”  (Ameren Exs. 24.0 (Martin Reb.), pp. 

4-5; 42.0 (Martin Sur.), p. 11.)  

The basis for Staff’s aggregated fee theory derives largely from excerpts taken from data 

requests Staff sent to the Company specifically asking for a side by side comparison of the three 

facilities.  (Staff Ex. 24.0, Attachment 1 and 2; Tr. 901.)  Further, Staff indirectly takes aim at the 

manner in which Ameren negotiated the facilities for each business line, essentially arguing that 

the contemporaneous approach to setting up the three facilities somehow caused AIC and its 
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affiliates to pay more overall despite having separate facilities, thus inflating the share 

attributable to AIC.  (Staff Br. 55-56.)  However, Staff has not explained or even suggested how 

it would be possible for the AIC to reduce its facility fees through some alternative negotiation 

process, whereby somehow someway Ameren Illinois Company could convince banks to accept 

a lower fee for the same amount of credit commitment.  Further, it is incorrect when Staff alleges 

the Company holds out that the facilities were negotiated at different times.  (See Staff Br. 55.)  

Mr. Martin has been transparent about how the facilities were syndicated.  (Ameren Ex. 42.0, p. 

11.)  

In a classic straw man argument, Staff chooses on its own volition to continue to interpret 

“separately negotiated” in a cynical manner in order to make it appear that the Company 

somehow is trying to obscure what is truly an in-broad-daylight approach to credit facility 

syndication.  Mr. Martin used the word “negotiated” trying to explain the issuance of three 

separate lending facilities to different legal entities, in the same vein as someone saying that they 

negotiated three separate checks, meaning the person wrote three checks as opposed to one, not 

that they sat a table and entered into adverse negotiations on three different occasions.  In fact, 

the notion of a person to person negotiation is a misrepresentation of the nature of the 

syndication process, which is more of a multi-bank bidding process.  (See Tr. 894-95.)    

Regardless of the semantic disagreement, had Ameren so errantly negotiated upfront fees, 

it should have been readily apparent when compared alongside the fees of other similarly rated 

utilities.  However, Ameren Ex. 24.5 clearly shows the company paid a comparable fee to other 

utilities for comparable aggregate credit amounts.   
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Misapplication of Section 9-230 

Raising the specter of Section 9-230 does not bar the Commission from evaluating the 

reasonableness of arguments presented as Staff claims.  (Staff Br. 57.)  Staff even goes so far as 

to assert the Commission has absolutely no discretion but to accept its adjustment.  (Id.)   

Contrary to Staff’s interpretation, Section 9-230 is not a discrete alternative to the 

application of reason or reasonableness.  Moreover, AIC has not asked the Commission to ignore 

Section 9-230 by virtue of some substitute reasonableness standard, as Staff so avers.  (Staff Br. 

55.)  It should go without saying the Commission may review the positions of the parties for 

their reasonableness in application of the facts to the legal principles at issue, Section 9-230 

applicability notwithstanding.   

In the case Staff relies upon, Illinois Bell Telephone Co. v. Illinois Commerce Comm’n, 

the appellate court was simply indicating the Commission erred in addressing “reasonableness” 

generally for the basis of its decision to reject CUB’s proposed Section 9-230 adjustment in the 

Order under review.  283 Ill. App. 3d 188, 207 (2nd Dist. 1996); (Staff Br. 55.)  As the appellate 

court correctly concluded, reasonableness alone is not sufficient to sustain a ruling upon a 

Section 9-230 determination and the Commission must specifically address whether incremental 

risk or additional costs were caused due to an unregulated affiliate.  283 Ill. App. 3d 188 at 207.   

The complete holding of the appellate court goes on to identify the case establishing the 

appropriate standard to which the Commission is held.  (Id. citing Central Illinois Public Service 

Co. vs. Illinois Commerce Comm’n, 243 Ill.App.3d 421, 443 (4th Dist. 1993); See AIC Br. 86.)  

In Central Illinois, the court affirmed the Commission when it made an express finding the utility 

was unaffected by its unregulated parent.  (Id.)  Pertinent to this case, Central Illinois made it 

clear in upholding the Commission’s decision argument that “…[t]he credibility of expert 
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witnesses and the weight to be given to their testimony are matters for the Commission to decide 

as finder of fact.”  243 Ill.App.3d at 443. 

The problem with the legal sustainability of Staff’s adjustment in this case is that it fails 

to establish the condition Section 9-230 specifically prohibits.  There must be some showing or 

measure of incremental or additional risk or cost of capital attributable to the affiliate’s influence 

on the cost of capital.  To demonstrate incremental or additional cost, it is necessary to establish 

some kind of baseline that would provide a reasonable basis for what would have been paid in 

fees without the alleged influence of the unregulated affiliate or affiliates.  Staff simply provided 

no market analysis to support what AIC would have paid, nor did Staff offer any opinion that the 

AIC could have obtained a comparably reliable and stable facility for a mere 25 basis points or 

otherwise attempt to defend this number.  (Tr. 900; 906.)    

Further, Staff has still not explained, in testimony or brief, why it is appropriate to pool 

and inequitably divide Ameren Missouri and Ameren Illinois costs as part of its analysis.  The 

company does not dispute that the Ameren Illinois cannot recover Ameren Missouri costs – most 

certainly it cannot, but a proper interpretation of Section 9-230 would hold that the law pertains 

to unregulated, non-utility affiliates (i.e. Merchant generation, marketing affiliates, and the like).  

If Staff feels a jurisdictional cost allocation issue is present, it is free to raise it, but Section 9-230 

is the wrong statute to rely upon.  To support Staff’s analysis, the statute would have used 

language to the effect of “…affiliates other than a public utility,” as opposed to the very specific 

descriptors “non-utility” and “unregulated.”  220 ILCS 5/9-230.  Further, it does not appear from 

Staff’s Brief that Staff is directly arguing Ameren Illinois paid Ameren Missouri costs, but rather 

total costs were inflated due to the manner of negotiation.  (Tr. 903-04.)  
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Regardless of the legal basis for the adjustment, the issue with regard to Ameren 

Missouri is also one of fairness: If the ICC pools two separate lines of credit into one and assigns 

the smallest, least cost commitments to AIC, Ameren certainly cannot expect to proportionally 

recover the larger higher cost commitments from its Missouri customers.  AIC should be 

permitted to recover the costs it incurs on behalf of a facility entered into to support Ameren 

Illinois operations.  The better solution here is to leave the commitments separate and associated 

with their own fee, as the AIC proposes to do in this case.   

The fee as paid by AIC was reasonable and no incremental risk or additional costs have 

been shown to warrant a Section 9-230 adjustment in this docket.   

3. Cost of Long-Term Debt 

a. Forecast 2012 Short-Term Debt Interest Rate 

AIC has already responded in full to the arguments in this section in its Initial Brief. 

b. AmerenIP October 2008 Debt Issuance 

In its Initial Brief, Staff has quoted a specific portion of the most recent AIU rate case 

Order in favor of the adjustment proposed by Ms. Phipps’ in the present docket.  (Staff Br. 60-61 

(citing Order, Docket 09-0306 – 0311 (cons.) (Apr. 29, 2010), p. 143.).)  To paraphrase, the cited 

portion of the order essentially explains that the Commission agreed with Staff; $50 million out 

of a $400 million long term debt issuance by AmerneIP for 9.75% should be excluded from 

Ameren IP’s long term debt given that AmerenCIPS was contemporaneously enjoying a loan for 

the same amount contributed in part by AmerenIP through the intercompany money pool.   

Clearly, the finding reflects a concern related to cross-subsidization among separate Illinois 

utility affiliates.  Why this section would be cited by Staff in the present docket is a mystery, 

considering AIC now has a single unified capital structure.  The cross-subsidy concern is simply 
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no longer relevant.  The debt capital associated with the AmerenIP issuance is now embedded 

within a unified capital structure inclusive of all pre-existing long term debt, including both 

AmerenCIPS and AmerenIP issued debt.  See Order, Docket 10-0517 (Mar. 15, 2011), p. 22. 

The Company throughout the proceeding has respectfully disagreed with Staff’s 

adjustment, fully realizing a similar adjustment was previously approved over its objections.   

AIC simply cannot accept the adjustment because it is still not clear to AIC what the legal basis 

for the disallowance truly is.  (See Ameren Ex. 42.0, (Martin Sur.), p. 12; Tr. 41-42.) 

Additionally, AIC also frankly does not understand the “perverse result” argument.  (Staff Br. 

61).  The rationale almost reads to mean that the company is being penalized for some misdeed, 

which clearly is not management imprudence.  (Tr. 941-42.)  Hypothetically speaking, if a utility 

somehow did elevate the debt level errantly in a manner that reduced equity relative to debt, the 

result would be a neutral or beneficial impact on the capital structure and weighted overall cost 

of capital from a ratepayer perspective 8.  If such circumstance where in fact the case, then it 

would follow no adjustment is warranted.  

c. AmerenCILCO December 2008 Debt Issuance 

With regard to this issue, the Commission is provided a unique opportunity.  Staff 

developed a hypothetical credit rating in order to replicate how Staff believed a credit ratings 

agency would view AmerenCILCO as a “stand alone” utility in 2008.  (See AIC Br. 86.)  Staff’s 

hypotheses can now be tested because the “stand alone” condition actually occurred and, during 

that time, Fitch Ratings issued a credit rating for the utility.  (AIC Br. 86-87; Ameren Ex. 24.6)  

Staff’s hypothetical analysis held out that if AmerenCILCO had no affiliation with its parent, 

                                              

8 Assuming cost of equity is higher or equal to the cost of debt issued. 
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CILCORP, or its unregulated generation affiliate, AERG, it could have enjoyed a vastly 

improved credit rating.   

As Mr. Martin points out, Staff’s hypothetical “stand alone” AmerenCILCO rating led it 

to develop an adjustment premised on an “implied” rating higher than any other U.S. utility rated 

by Moody’s.  (Ameren Exhibit 42.0 (Martin Sur.), p. 9)  Staff’s application of the Moody’s 

ratings methodologies at the time of the bond issue suggest a consolidated AmerenCILCO issuer 

rating of A1 – a remarkable six notch improvement from the actual issuer rating at the time of 

Ba1.  (Id.)    

Staff argues that the Commission should ignore the Fitch report because it is a 

“subsequent event.”  (Staff Br. 63.)  However, Staff’s hypothetical “stand alone” rating itself was 

a subsequent event.  The only contemporaneous events would have been the conditions that led 

to the issuance of the debt at its stated coupon rate.   

Staff also asks the Commission to disregard the Fitch report by arguing that several 

factors led to the downgrade in addition to the AERG divestiture.  (Staff Br. 63.)  However, 

clearly the divestiture was a significant consideration of Fitch Ratings if not a driver of the 

downgrade.  (See Ameren Exhibit 24.6.)  Moreover, the AIC never held out the Fitch Report as 

exculpatory evidence in and of itself, but as noted in AIC’s Initial Brief, the report highlights the 

serious flaws in Staff’s analysis – particularly the failure to consider net income and cash flows 

generated by AERG.  (AIC Br. 90.) 

Staff additionally argues that the consolidation of the three Ameren Illinois Utilities was 

a factor that contributed to the Fitch downgrade.  (Staff Br. 63-64.)  Staff cites this despite the 

fact that Staff’s adjustment is premised on a theory that the presence of AmerenCILCO’s 

unregulated affiliate’s business risk increased the cost of its debt issuance.  As Ms. Phipps agreed 
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at hearing, neither AmerenIP nor AmerneCIPS had unregulated generation affiliates.  (Tr. 924.)  

Therefore, if the absence of an unregulated affiliate company so dramatically improves credit 

quality, it is inexplicable that a planned merger with two truly stand-alone utilities would be a 

factor that would negatively impact AmerenCILCO’s rating, particularly considering the 

divestiture of AmerenCILCO’s unregulated affiliates had already occurred. 

The remainder of the arguments in Staff’s brief with regard to the AmerenCILCO’s 2008 

issuance at 8.875% are already addressed in AIC’s Initial Brief.  (See AIC Br. 85-91.)  Based on 

the full weight of the evidence in this docket, the Commission should find in favor of AIC.   

4. Cost of Common Equity  

a. Overview of Recommended Returns 

In its Initial Brief, the Company explained that, despite the apparent number and 

complexity of differences among the parties’ ROE analyses and results, there were just three that 

accounted for nearly all the differences among the parties – and those three are not very complex 

at all.  

 One is the third stage GDP growth rate, and just a few months ago, the Commission 

rejected the positions advocated by the other parties here.  They offer no analysis that differs in 

any meaningful way from what the Commission just rejected, and they offer no new 

justifications – just a plea to rely on “professional forecasters” rather than the Commission’s own 

logic.  Accordingly, there can be no different result.  The Commission must reject what it has 

already rejected, and for the same reasons. 

A second is the Staff’s adjustment for the uncollectibles rider, in which the Staff purports 

to calculate the value that investors place on the use of that rider.  The Staff’s calculation lacks 

foundation, creates a false impression of precision, contradicts reality – and is wildly inconsistent 
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with how the Commission has treated other utilities using the same rider.  Fairness and common 

sense require that the Commission reject this adjustment. 

The third is the use of spot prices for data inputs.  There is no reasonable basis for using a 

price at a single moment in time to determine a utility’s ROE for an extended period of time. 

b. DCF Model Estimates 

IIEC relies in part on a constant growth DCF model.  IIEC witness Gorman’s Constant 

Growth DCF analyses produce results as low as 7.41 percent for electric utilities, and 7.31 

percent for natural gas utilities.  (IIEC Ex. 3.4C; Ameren Ex. 23.0 Rev. (Hevert Reb.), p. 70.)  As 

Mr. Hevert explained, neither of those estimates is reasonable under prevailing economic or 

capital market conditions.  (Ameren Ex. 23.0, p. 70.)  Further, the Commission has recently 

placed weight on the multi-stage DCF approach, while rejecting the sustainable growth rates 

used in Mr. Gorman’s constant growth analysis.  (Id.; see also, e.g., Order, Docket 10-0467 (Mar 

24, 2011), p. 152.  Accordingly, Mr. Gorman’s constant growth DCF approach should be 

disregarded, and the debate over whether Mr. Gorman’s sustainable growth rate is appropriate 

becomes irrelevant. 

(i) Proxy Groups 

AIC has already responded in full to the arguments in this section in its Initial Brief. 

(ii) Spot Prices versus Average Prices 

Staff continues to argue for the use of spot prices rather than historical averages.  As such, 

Ms. Freetly’s analysis is extremely sensitive to volatility.  Mr. Hevert showed that the results of 

Ms. Freetly’s DCF analysis vary by as much as 80 basis points, and the results of her CAPM 

analysis vary by as much as 32 basis points over a period of less than one month.  (Ameren Ex. 

41.0 (Hevert Sur.), p. 28.)  In a single day, between August 10, 2011 and August 11, 2011, Ms. 
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Freetly’s DCF results varied 20 to 24 basis points, and her CAPM results varied 8 to 12 basis 

points.  (Id.) While such volatility may not be of the same magnitude as seen in broad market 

indicators, it clearly demonstrates that within the study period, analyses based on spot data 

continue to be subject to volatile results, and lead to unreliable calculations and results.  (Id.) 

The Commission’s Order in Docket No. 10-0467 addresses the use of spot data for the 

purpose of calculating the risk-free rate in the CAPM analysis.  The Commission noted its recent 

position in the Order in Docket No. 07-0241 stating that it “has recently rejected use of such a 

pure ‘spot date’ approach in its North Shore decision (Tr. 1783) and noted the problems that can 

result from using such data.”  Order, Docket 10-0467, p. 152.  Moreover, in that decision the 

Commission made an adjustment to the risk-free rate, which had been estimated by the Staff 

witness based on spot data, to move closer to an annual average estimate.  (Ameren Ex. 41.0, pp. 

28-29.) 

In contrast, the use of an averaging period, such as the 30-, 90- and 180- day averages 

that Mr. Hevert relied on in his analyses, mitigates the variability in ROE estimates that results 

from choosing an individual spot price, and allows for consideration of data over more volatile 

periods, such as the current period.  In addition, the use of average prices eliminates the 

subjectivity associated with choosing a particular day to best represent the cost of equity.  

(Ameren Ex. 41.0, p. 30.) 

(iii) Growth Rates 

As explained in AIC’s Initial Brief, no party has justified a departure from the 

Commission’s clear expression in Docket No. 10-0467 that the projected GDP growth rate in the 

third stage of the multi-stage DCF would not be expected to differ materially from the historical 

long-term GDP growth rate actually experienced by the United States.  Without any justification, 
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Staff, IIEC and CUB propose use of significantly lower growth rates, relying on the very same 

sources (“professional forecasters”) as the Commission rejected in Docket No. 10-0467. 

This is not a difficult or complicated issue.  The Commission could not have been clearer 

in Docket No. 10-0467.  The Commission’s reasoning was not limited to a specific utility, or to 

specific circumstances.  The Commission reasoned that there is no basis to conclude that a long-

term period beginning 10 years from the present would experience a lower growth rate than was 

experienced during a long period of time prior to the present.  The Commission was not 

persuaded by published forecasts of growth rates. 

Here, all AIC is seeking is for the Commission to apply the same reasoning it did six 

months ago when faced with a substantially identical situation: the utility presented a multi-stage 

DCF analysis using a third stage growth rate based on an historical growth rate over decades, 

while the Staff and other parties relied on forecasts that showed lower growth than the United 

States has experienced historically.  The Commission could not see why it should expect lower 

growth over an extended future period beginning in 10 years in that case, and no party has 

offered any reason in this case for reaching a different conclusion about the same extended future 

period. 

IIEC attempts to paint Docket No. 10-0467 as an anomaly and contends that the 

Commission has rejected the use of historical growth rates in another case, citing the Nicor 

decision in Docket No. 08-0363.  This is IIEC’s third attempt to find a case to show that Docket 

No. 10-0467 represented an anomalous departure from long-standing practice.  Previously, Mr. 

Gorman cited two different cases, neither of which supported IIEC’s position.  The first, Docket 

No. 05-0597, addressed the use of GDP growth rates (whether historical or forecasted) to 

estimate long term growth in the Constant Growth DCF or Two-Stage DCF model.  None of the 
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ROE witnesses in Docket No. 05-0597 proposed the use of a three stage DCF model like the one 

that Mr. Hevert and Staff have proposed in this proceeding.  Order, Docket 05-0597 (July 26, 

2006), p. 154.   

Similarly, in Docket No. 07-0566, which Mr.Gorman also cited, the Commission did not 

explicitly reject the use of historical GDP growth as the long-term growth rate in the Multi-Stage 

DCF model; rather, it rejected Commonwealth Edison’s proposed ROE of 10.75 percent, which 

was based on four DCF models, two CAPM analyses, and four Risk Premium analyses.  

(Ameren Ex. 41.0, p. 54.)  Three of the four quotes provided by Mr. Gorman in his rebuttal 

testimony are a summary of Staff’s position and do not pertain to the Commission’s Analysis 

and Conclusion.  The growth rate that was explicitly rejected by the Commission in the Order in 

Docket No. 07-0566 was the average analyst growth rate, not the utility’s proposed GDP growth 

rate of 6.60 percent.  (Id.) 

IIEC has no greater luck with the case now cited in its brief.  IIEC contends that the 2009 

Nicor decision elucidates two principles that AIC violates: 1) that the model reflect realistic 

expectations; and 2) that growth estimate inputs be reasonable estimates of long-term sustainable 

growth.  (IIEC Br. 25.)  IIEC bases its statement of principles on the following excerpt from the 

Nicor decision: 

Due to concerns about the sustainability of analysts' growth rates, the 
Commission finds that Staff's arguments that using GDP as a proxy for the 
terminal growth rate in a non-constant DCF analysis has merit.  A DCF analysis 
that effectively caps the terminal growth rate for companies in the sample at the 
GDP growth rate, which is a reasonable proxy for growth in the U.S. economy, 
will provide useful information and produce a reasonable estimate of the cost of 
common equity of the firms in the sample.   

Order, Docket 08-0363 (Mar. 24, 2009), p. 69. 
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IIEC misses the point completely.  Mr. Hevert in this case, and the Commission in 

Docket No. 10-0467, put forth analyses that did reflect realistic expectations, and their growth 

estimate inputs were reasonable estimates of long-term sustainable growth.  There is no debate in 

this case over whether “using GDP as a proxy for the terminal growth rate in a non-constant 

DCF analysis has merit.”  Mr. Hevert’s analysis and the Commission’s analysis in Docket No. 

10-0467 capped the “terminal growth rate for companies in the sample at the GDP growth rate.”  

Accordingly, neither Mr. Hevert’s analysis in this case nor the Order in Docket No. 10-0467 

departs from whatever principles the Commission expressed in the Nicor order quoted above. 

The question, thus, is not whether to use a GDP growth rate in that terminal stage, but 

rather how to quantify that terminal stage GDP growth rate.  Staff, e.g., endorses the use of 

“professional forecasters” and sneers at the use of a “mishmash of historical averages” as a basis 

for estimating future growth.  What the Commission added to the development of its DCF 

approach in Docket No. 10-0467 was to express a well-founded skepticism that the growth rate 

for a period beginning 10 years from now and extending out decades would be materially lower 

than the growth rate we would see if we turned around and looked back over many decades at 

what the U.S. economy actually did. 

Nothing in this case supports a different result.  Staff simply offers up the very same 

“professional forecasters” it offered in Docket No. 10-0467, except it keeps using the phrase, 

“professional forecasters”, as if warning us all that these forecasters are professionals and we 

shouldn’t try this at home.  But if these professional forecasters have it right, why can’t they – or 

anyone in this case – explain why the future long-term growth rate will be so much lower than 

the historical long-term growth rate?  The Staff and IIEC have no answer to that, and the 

Commission’s skepticism should be unabated. 
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The question is essentially this: if you had set utility rates in 1919 using a multi-stage 

DCF, an accurate terminal growth rate would have been around 5.64 percent, which was the 

growth rate calculated by Mr. Hevert for the period 1929-2009.  Why would the terminal growth 

rate for the period 2021 and forward be nearly 20% lower (if Staff’s numbers are used)?  The 

professional forecasters do not seem to be much help there. 

Mr. Hevert’s study period includes periods of war, economic depression, several 

economic recessions and a host of other conditions.  So the difference between past and future 

cannot be explained away by the current economic climate, which isn’t even included in the 

terminal stage, since that does not begin until 2021. 

Staff’s contemptuous “mishmash of averages” remark is also misplaced here.  

Presumably Staff refers to the historical analysis performed by the utility witness in Docket No. 

10-0467, who did average the growth rates of several overlapping periods to produce an 

historical growth rate of 6 percent.  Mr. Hevert did not average averages in his analysis, so his 

result (5.64%) does not represent any sort of “mishmash”. 

Staff contends that the Company’s long-term growth rate is unreasonable because it 

implies ROEs for the proxy groups that are significantly higher than the ROEs for the proxy 

groups estimated by Value Line.  Mr. Hevert explained that Staff’s assertion is premised on the 

“b times r” approach to estimating growth, which assumes that internal growth is defined as the 

product of the retention ratio (b) and the earned return on common equity (r).  (Ameren Ex. 41.0, 

p. 25.)  As Mr. Hevert also explained, in prior orders the Commission has found that approach to 

be unreliable.  (Ameren Exs. 23.0, p. 36; 41.0, p. 25.)  Consequently, Staff’s assertion that Mr. 

Hevert’s long-term growth rate is not sustainable is premised on a method that the Commission 

has rejected. 
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c. CAPM Model Estimates 

AIC has already responded in full to the arguments in this section in its Initial Brief. 

d. Other ROE Estimates 

AIC has already responded in full to the arguments in this section in its Initial Brief. 

e. Proposed Adjustments to Cost of Equity 

(i) Uncollectibles Rider Adjustment 

In AIC’s last rate case, the Commission accepted a Staff proposal to reduce the ROE to 

reflect what Staff claimed was a reduction in risk faced by the Company due to the approval and 

implementation of uncollectible riders.  The Commission did not accept the Company’s 

argument that the riders provide reciprocal benefits to shareholders and customers.  Order, 

Docket. 09-0306 – 0311 (cons.), p. 192.  Staff contended that, to the contrary, the benefit of 

uncollectibles riders flows only one way: it guarantees shareholders recovery of all uncollectible 

expenses.  Id.  The Commission relied on Staff’s argument and approved an ROE reduction 

(although, as will be discussed, it modified Staff’s calculation of the value of the riders 

substantially).  Id., p. 218. 

As discussed in our Initial Brief, Staff’s hypothesis that there are no reciprocal benefits 

from the riders has been proved to be dead wrong.  As Mr. Nelson testified, in two years under 

the riders, the Company has undercollected, producing surcharges, and in two years it has 

overcollected, producing credits.  Thus, half the time the Company has benefited, and half the 

time customers have benefited.  The benefits of the riders cannot be any more reciprocal than 

that. 

What this means is that the basis for the adjustment in the last case – i.e., that there was 

only a benefit for shareholders - is no longer defensible.  Thus, unlike the instances in this case 
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where we have highlighted the need for consistency by the Commission, this is an instance 

where it would be unreasonable to apply the adjustment calculated in the last case in a rote 

manner. 

There are the other problems with Staff’s adjustment.  While Staff suggests in its Initial 

Brief that there is some precision to its calculation, Staff admitted in the last case that it knew of 

no precise way of measuring the effect of the uncollectibles rider on the cost of equity.  Order, 

Docket 09-0306 – 0311 (cons.), pp. 173, 190.  So, Staff developed two methods – and averaged 

them, meaning that it was as confident in one as it was in the other.  The Commission rejected 

one of the two methods, finding that it “does not appear to provide a reliable estimate of the 

reduction in risk.”  Id., p. 218.  Indeed, Staff’s estimates under the second approach were as 

much as 10 times the values that the Commission ultimately accepted.  Id.  Thus, Staff was 

willing to accept estimates that differed by as much as 10 times as being equally reliable. 

What this should tell the Commission is just what Staff said in the last case – there is no 

way to precisely calculate the effect of the riders (should the Commission not find that they are 

reciprocally beneficial).  Staff’s contention that it can precisely measure the effect of the riders 

and keep AIC at the same credit rating it would have without the riders is not only unfounded, 

but it is directly inconsistent with Staff’s admission in the last case that it could not gauge the 

precise effect of the riders. 

Yet Staff now argues that the riders are worth precisely three credit notches, and then it 

purports to calculate how many basis points three notches are worth.  This is fanciful.  As Mr. 

Hevert explained, there are wide variations in how much a particular credit rating is worth.  The 

market can assign very different values to the same rating.  As Mr. Hevert also pointed out, there 
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is no example of a utility that was upgraded by one credit notch as a direct result of such a rider; 

the notion that AIC would receive a three notch upgrade has absolutely no foundation. 

Moreover, there remains the problem of the differing treatment of different companies 

employing the very same rider.  AIC faces an adjustment that is, as an arithmetic matter, 

infinitely larger than the zero basis point adjustment received by ComEd, more than double 

Nicor’s and some two-thirds larger than Peoples.  This is, as we explained, arbitrary and 

unreasonable, and there is nothing in Staff’s brief to justify it. 

A recent Order involving Nicor highlights the unfairness.  Staff contended in that case 

that, had the rider been in effect for the prior ten years, Nicor would not have credited customers 

08-0363, p. 61.  Thus, Staff argued that the rider benefited the utility and proposed an adjustment 

to the ROE of 6.5 basis points.  Id., p. 62. 

In this case, where the utility has credited customers under the same rider in two of the 

last four years, and the value of the rider seems more symmetrical, Staff proposes an adjustment 

to the ROE of 16.25 basis points: exactly 2 ½ times the adjustment for Nicor’s rider.  There can 

be no justification for such disparate treatment. 

For all the reasons set forth in our Initial Brief and in this Reply Brief, the adjustment to 

the ROE for the uncollectibles riders should be rejected. 

(ii) Financial Risk Adjustment 

(iii) Flotation Cost Adjustment 

AIC has already responded in full to the arguments in this section in its Initial Brief. 

D. Recommended Overall Rate of Return 

AIC’s respective capital structure and cost of capital are summarized in the Tables  on 

page 112 of AIC’s Initial Brief. 
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V. COST OF SERVICE 

A. Overview 

B. Resolved issues 

1. Electric 

a. Substation Costs Allocated to DS-4 100+ kV Customers 

b. Supply vs. Service Voltage Allocations 

2. Gas 

a. Allocation of Rider TBS Costs to Customer Classes 

C. Contested Issues 

1. Electric/Gas 

a. Use of Embedded Class Cost of Service Studies 

There is no dispute that that the Embedded Cost of Service Studies (ECOSSs) submitted 

by Ameren Illinois on rebuttal were an improvement on the cost studies initially filed with the 

Commission.  Nearly everyone also agrees that the rebuttal ECOSSs should be the starting point 

for revenue allocation in this proceeding.  (AIC Br. 115-118; IIEC Br. 38; Kroger Br. 2; Com. Br. 

3-4.)  Staff even agrees that the rebuttal gas ECOSSs can be the basis for allocating class revenue 

and designing rates.  (Staff Br. 117.)  But Staff refuses to acknowledge that the rebuttal electric 

ECOSSs can similarly provide a reasonable foundation for ratemaking in this docket.  That one 

Staff witness accepts AIC’s rebuttal ECOSSs for ratemaking, but not the other, further detracts 

from the reasonableness of Staff’s proposal to disregard entirely the electric ECOSSs. 

Staff’s Initial Brief doesn’t shy away from digging in.  Indeed, Staff holds on stubbornly 

to its position that, under no circumstances, can the rebuttal ECOSSs be used to set electric rates 

(even if they can for gas rates).  Staff resorts to a litany of ad hominen attacks and innuendoes 



 

 

 -49-  

that imply the Company was engaging in a nefarious plot to snooker the Commission with the 

timing of its filing.  Staff claims AIC “chose to act unilaterally” in “knowing disregard of the 

regulatory process.”  Staff complains AIC was “well aware” the Commission hasn’t issued a 

final ruling in Docket 10-0517.  (Id.)  Staff gripes that AIC knew the Proposed Order was 

adverse to its petition.  (Id.)  Thus, Staff concludes, “Filing a single ECOSS was a preemptive 

measure with adverse consequences for the parties and the regulatory process.”  (Id. at 102.)  But 

amongst the insinuations of improprieties, Staff doesn’t cite a single order or rule of the 

Commission that barred AIC from making its rate filing.  Yes, a draft Proposed Order required 

AIC to file individual ECOSS by Rate Zone.  But a Proposed Order is not a Final Order.  And 

when the ALJs issued their deficiency letter and the Commission issued its order in Docket 10-

0517, AIC complied in a timely manner.  At most, AIC’s direct case filing suffered from a 

procedural defect that was cured.  Staff’s attempts to poison the debate should be disregarded.   

Staff claims the initial deficiency Rate Zone ECOSS, once filed, presented “a number of 

problems” that inhibited its review.  (Staff Br. 103.)  The only legitimate “shortcoming,” 

however, identified by Staff was its concerns over the FERC account level detail. 9  (Id.)   Staff’s 

Initial Brief discusses at length its concerns with the initial FERC balances.  (Staff Br. 103-06.)  

No further discussion is warranted here.  What is significant to point out, however, is this: in 

response to Staff’s concerns, AIC adjusted the inputs for the allocated FERC balances in its cost 

                                              

9 Staff identified three other “shortcomings” that all are nonstarters.  (Staff Br. 103.)  First, Staff claims the 
initial ECOSS were “tardy.”  But they were filed within the time allotted to respond to the deficiency letter, and 
Staff had months to review the models before it filed its direct.  Second, Staff claims they were not accompanied by 
any explanation of how they were prepared.  But plenty of information was provided at time of filing and in 
discovery, including the excel files themselves and detailed explanations of how electric costs were allocated.  (Tr. 
768; ICC Staff Ex. 14.0, Attachment A.)  Third, Staff claims they contained no rate design changes.  But AIC’s rate 
design proposals have not changed since the outset of the case.  (Ameren Ex. 48.0, pp. 3-4.)  Staff also claims that 
these so-called problems inhibited “the parties’ review.”  (Staff Br. 103.)  But no party other than Staff is 
complaining. 
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models, and by Staff’s own admission, made an “improvement” to the Rate Zone ECOSSs from 

a “cost causation standpoint.”  (ICC Staff Ex. 30.0, pp. 4-5; see also AIC Br. 115-16.)  These 

adjustments to the Rate Zone inputs or amounts for the individual FERC accounts were the only 

changes necessary to address Staff’s concerns.  (AIC Br. 116.)  And the result of AIC’s rebuttal 

adjustments to the Rate Zone allocations of the FERC account detail were minor changes in the 

revenue required from and allocated to the classes and subclasses within each Rate Zone.  (Id.) 

But despite acknowledging their “improvement,” Staff – and only Staff – still claims the 

rebuttal ECOSSs remain “problematic” because the FERC balances were not fixed until AIC’s 

rebuttal filing.  (Staff Br. 107.)  No other party, however, has found Staff’s argument persuasive.  

The truth is that Staff had ample at each stage of this process to review AIC’s ECOSSs.  (AIC Br. 

115-16.)  Staff had time to review (and approve) class allocators.  Staff had time to review (and 

approve) the consistency of the ECOSSs at the functional level.  And Staff had time to review 

(and confirm) that AIC corrected discrepancies with the FERC account and subfunction balances.  

Staff hasn’t identified anything else it would need to review.  Staff hasn’t identified anything else 

it would like to review.  That’s because there isn’t anything else left to review. 

In AIC’s last rate case, the Commission rejected IIEC’s proposal to throw out AIC’s 

entire electric ECOSSs as flawed because many of the substantive errors IIEC cited were 

resolved during the rate case, and the ones that were not resolved, were not fatal.  Order, Docket 

09-0306 – 0311 (cons.) (Apr. 29, 2011), pp. 251-52.  In this case, Staff asks the Commission to 

throw out AIC’s entire electric ECOSSs, even though all of the identified substantive errors were 

fixed.  As the Commercial Group aptly notes, Staff’s alleged procedural flaws (even if valid) 

provide even less of a reason for the Commission to throw out cost studies entirely and increase 

class subsidy burdens.  (Com. Br. 3.)  Yes, AIC’s Rate Zone ECOSSs were not perfect, and 
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adjustments were made to correct them.  And yes, AIC provided a revised set of ECOSSs and 

adjusted its revenue allocation proposals on rebuttal to address Staff’s concerns.  But all of that is 

a normal (and important) part of the rate case process.  Staff’s review of the initial Rate Zone 

ECOSSs led to a better product, much like IIEC’s identification of misallocated assets led to a 

better product.  This should not be cause for concern; this is proof that the rate case process 

works.  The cost and revenue allocations have been thoroughly vetted by the parties and, as a 

result of that collective effort, they provide a reasonable and sound foundation for ratemaking in 

this proceeding. 

2. Electric 

a. Allocation of Public Utilities Revenue (“PURA”)/Electric 
Distribution Tax Expense 

In IIEC’s crusade against the allocation of PURA Tax expense by kWh sales, one cannot 

fault them for their persistence.  But in all the ink spilt, one inescapable fact stands up to all the 

empirical evidence IIEC can muster: a new tax replaced the old.  All parties agree that the new 

tax brought with it a new way in which the old tax revenue was calculated and recovered from 

electric utilities.  IIEC just thinks the new math is irrelevant.  Its complaints that other parties 

(and the Commission), however, prefer an allocation based on the “calculation” rather than the 

“cause” ring hollow.  How the tax is now calculated is the cause.   

By now, the history of the PURA Tax assessment is well known.  The Public Utilities 

Revenue Act (PURA) was amended to “replace” the invested capital tax with a “new tax based 

on the quantity of electricity delivered” in Illinois.  35 ILCS 620/1a.  The basis for restructuring 

the tax assessment was the restructuring of the industry.  (AIC Br. 119.)  A tax based on invested 

capital could not bring in the same amount of tax revenue in an unbundled world.  (Id.)  A tax 
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based on kWh sales could.  Soon after, the Commission rejected IIEC’s argument (the first time) 

that the “new tax” should be allocated to customers the same way the old tax was.  Order, Docket 

99-0117, 199 Ill. PUC LEXIS 647, *90-91 (Aug. 25, 1999).  The Commission recognized then – 

as it recognizes now – that electric utilities should recover the “new tax” in the same manner in 

which it is imposed – on the basis of total kilowatt-hours delivered.  This case now marks the 

third time in three years IIEC has attempted to convince the Commission to change its mind.   

Staff, AG/CUB and AIC agree that electric utilities should recover PURA Tax expense 

from customers based on per kWh sales, since that is how the State recovers the tax from them.  

IIEC complains though that everyone else’s attention is on the “calculation” of the tax expense 

that AIC pays, rather than its “genesis.”  (IIEC Br. 39.)  IIEC doth protest too much.  Yes, the 

invested capital tax was the “original” tax.  Yes, the amount of investor capital tax assessed then 

is nearly equivalent to 3/4 of the current PURA Tax assessed now.  Yes, the current PURA Tax 

structure was crafted to “replicate” and “preserve” the amount of invested capital tax assessed.  

(Id. at 40.)  But the investor capital tax did not give birth to the current tax; the current tax 

replaced it.  And even if the current tax is one evolutionary step removed from the investor 

capital tax, the change in basis for the current tax still breaks the link.  That the new tax was 

designed to recover the same amount of old tax revenue does not demonstrate a causal 

relationship.  That would mean that the State could change the basis for the PURA Tax six ways 

to Sunday and the “cause” would always be the original tax.  IIEC complains that the other 

parties rely on “the calculation scheme of the statute as a substitute for the actual cause” of the 

current tax.  (Id. at 42.)  Yes, the calculation scheme of the statute is a substitute; it is a substitute 

for the former cause.  
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IIEC claims that “there is no record evidence rebutting IIEC’s quantitative evidence and 

conclusions.”  (Id. at 48-49.)  IIEC’s “smoking gun” empirical evidence, however, doesn’t 

support its leaps of logic.  IIEC’s “static picture” of the current PURA Tax expense (Figure 1, p. 

42) shows that the 1997 invested capital tax is approximately 73% of AIC’s test year expense.  

True.  But that doesn’t prove that the 1997 level of Invested Capital is the “cause” of that current 

level of tax, just because the chart says it is.  IIEC claims its regression analysis identifies a 

number of factors, other than kWh sales, that impact the amount of tax AIC pays above 1997 

levels.  Also true.  But these other factors are red herrings. The utility-specific tax rate and the 

state wide cap are statutory mechanisms to limit the amount assessed on any particular utility, 

not causes of the assessment.  Granted, energy sales of other utilities in Illinois impact AIC’s 

ultimate annual tax liability.  But that’s the point.  Each utility’s share of the overall tax is a 

function of the utility’s kWh sales, as well as the kWh sales of every other utility.  Regardless of 

whether Ameren Illinois experienced a growth in sales, or ComEd experienced a decline, the 

overriding variable that determines the utility’s annual piece of the PURA Tax pie is kWh sales, 

not plant balances.    

IIEC accuses AIC of supporting its position with “mere word play.”  (Id. at 43.)  But 

words matter.  The amendments to PURA created a “new tax” to “replace” the old tax.  The 

assessment for the new tax on utilities has a new basis (kWh sales); thus the allocation of the 

new tax to customers has a new allocator (kWh sales).  As Figure 2 in IIEC’s brief shows, IIEC 

would like to lock in the old allocator (plant in service) for AIC’s pre-amendment PURA Tax 

liability.  (Id. at 46.)  But the new tax wasn’t an add-on tax; it entirely replaced the system under 

which the old tax was assessed.  And AIC’s new plant balances don’t resemble the old plant 

balances that existed when PURA was amended – the very reason the basis for the tax was 
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changed in the first place.  IIEC’s proposal to allocate almost 3/4 of AIC’s current PURA tax 

liability based on its current utility distribution plant should be rejected. 

b. Minimum Distribution System 

IIEC believes it has identified the hypothetical “minimum distribution system” (“MDS”).  

The problem is this MDS has built into it a faulty premise.  It doesn’t account for its own 

demand carrying capability.  The result is an overstatement of the customer-related costs of the 

distribution system that reasonably should be borne by AIC’s small usage customers.   

For every pole and cross-arm erected, for every foot of wire installed, for every trench 

dug, IIEC contends a percentage of costs should be allocated “on a per customer basis.”  (IIEC 

Br. 54.)  IIEC calculates the customer-related percentage to be a whopping 42.4% of the costs in 

FERC Accounts 364 - 367.  (IIEC Ex. 2.0, p. 34.)  The theory behind the adjustment is AIC 

incurs these “minimum” costs “whenever it adds a new customer to its system” to comply with 

standards of the National Electrical Safety Code (NESC).  (IIEC Br. 54.)  The impact would be 

to shift approximately $48.4 million in revenues to the residential class.  (IIEC Exs. 2.2, 2.5.)   

The issue here isn’t whether the MDS approach has theoretical merit.  AIC agrees it does.  

The issue is whether IIEC’s NESC-based MDS approach accurately determines the portion of 

costs that can be justifiably allocated on a per customer basis.  AIC contends it does not.  IIEC 

would have it that the minimum costs to comply with NESC standards must be allocated on a 

per-customer basis, regardless of their load carrying capability.  The remaining costs, those not 

considered “minimum,” are allocated on the basis of demand.  The significant methodology flaw 

is this: customers are not given a “credit” for the demand-carrying capability of the MDS system. 

IIEC says that arguments that the Commission should reject IIEC’s NESC-based MDS 

analysis because it has not adopted MDS analyses in the past should be disregarded.  (IIEC Br. 
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52.)  IIEC claims the Commission showed an “implied willingness” to reconsider the MDS 

approach and is open to evaluating IIEC’s approach on the merits.  (Id.)  Granted, it is true that 

the Commission did not reject outright IIEC’s NESC-based MDS approach in AIC’s 2007 Rate 

Case.  But IIEC fails to mention that the Commission did reject its NESC-based MDS approach 

just weeks earlier in Docket No. 07-0566, ComEd’s 2007 Rate Case.  (AIC Br. 121.)  IIEC 

hasn’t identified a single state commission that has approved the use of an NESC-based MDS 

method.  (Id.)  IIEC’s go-to resource, the NARUC Manual, doesn’t identify a single state 

commission that has adopted an NESC-based MDS method.  (Id. at 122.)  The NARUC Manual 

doesn’t even endorse an MDS method based on NESC or any other safety standards.  (Id. at 122-

23.)  That the Commission did not accept IIEC’s NESC-based MDS proposal the last two times 

it was presented is not in and of itself reason to reject IIEC’s proposal now.  But the fact that 

IIEC cannot identify a single state commission that has adopted an MDS method based on 

compliance with the NESC or other safety standards speaks volumes. 

IIEC maintains “the costs of NESC compliance are directly related to the number of 

customers served and independent of the electrical demands of those customers.”  (IIEC Br. 51.) 

AIC will incur these costs, IIEC claims, “regardless of the electrical demand of the customer.”  

(Id. at 55.)  But as AIC pointed out in its Initial Brief, IIEC’s NESC-based MDS is not entirely 

customer driven; it has the ability to carry a significant amount of electrical demand.  (AIC Br. 

122.)  The failure to account for the portion of class demands within each rate class that could be 

supported by this hypothetical MDS results in a misallocation of costs to small usage customers.  

(Id.)  Yes, when AIC erects a pole or installs a wire, it must construct the pole and wire a certain 

way, regardless of the demand of the customer who will use that pole and wire.  But that does 

not mean that the cost to erect that pole and wire is entirely customer-related.  That cost includes 
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a demand-related component proportionate to the load carrying capability of that distribution 

asset.  (Id. at 123.)  Allocating these “minimum” distribution construction costs based solely on 

customer count improperly shifts this embedded demand-related component to customer classes 

that have a low demand per customer and a larger number of customers.  (Id.)  Based on IIEC’s 

methodology, the minimum costs to comply with NESC standards must be allocated on a per-

customer basis without accounting for that embedded demand carrying capability of the MDS. 10 

IIEC contends that “simply because the facilities associated with these costs can carry 

electrical demand does not mean that they cannot be classified as customer related costs.”  (IIEC 

Br. 57.)  The problem with IIEC’s NESC-based MDS approach is not so much that it classifies 

these “minimum” costs as customer-related costs; the problem is that IIEC has allocated these 

“minimum” costs on a per-customer basis without adjusting demand allocators when allocating 

the remaining non-“minimum” costs in these accounts.  (AIC Br. 123-24.)  The failure to account 

for the demand carrying capability of its hypothetical MDS results in the double allocation of 

demand-related costs.  (Id.)  This is the same concern identified by the NARUC Manual for a 

minimum-size MDS method – a concern not present in an MDS approach based on the zero-

intercept method rather than minimum safety requirements.  (Id. at 123.)  IIEC attempts to mask 

the misallocation costs by bringing up an irrelevant statement about functionalization of 

distribution plant.  Granted, functionalization limits certain costs from being recovered twice; 

                                              

10 Assume the MDS serves a base demand of 3 kW.  Further assume the residential class has a peak demand 
of 4 kW.  Residential customers should only be allocated the residual, non-minimum costs for 1 kW of demand, not 
the full 4 kW.  Yet, the IIEC method allocates costs based on the full 4 kW.  The resulting methodology over-
allocates costs to customers with relatively small individual demands (DS-1 and most DS-2), and under allocates 
costs to customers with relatively large individual demands (DS-3 and DS-4).   
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functionalization, however, cannot correct for the misallocation of costs due to the use of 

incorrect demand allocators, as IIEC has done..  

IIEC argues the costs of meters traditionally are classified as customer related and 

typically allocated using weighted customer allocation factors, even though they carry significant 

demand.  (IIEC Br. 60.)  True.  But IIEC compares apples and oranges.  Of course a meter 

carries (and measures) the customer’s demand.  The cost of the meter is customer-related, 

however, because the asset is directly associated with a particular customer.  (Id. at 57.)  It’s 

irrelevant for allocation of the meter’s cost how much demand the unit may carry, when the cost 

can be tied to the number of customers utilizing the type of meter equipment.  The same cannot 

be said for the poles and wires that, as IIEC says, form the backbone of the distribution 

network. 11   

IIEC complains, “Parties that oppose any MDS recognition in cost allocation erroneously 

suggest that the entire cost of distribution is caused by demand.  This is simply not the case.”  

(IIEC Br. 60.)  Similarly, the Commercial Group protests, “But what cannot possibly be 

supported it continuing an approach that requires 100 percent of wire/pole/conduit cost be 

allocated solely on demand.”  (Com. Br. 5-6.)  But the issue here is not whether any form of 

MDS should be adopted.  The issue is whether IIEC’s NESC-based MDS, with its inherent flaw, 

should be adopted.  It should not.  IIEC’s proposed MDS adjustment should be rejected. 

                                              

11 Assume a storm wipes out 100 poles and 10,000 feet of wire in a rural area.  The IIEC method would 
allocate 42.4 percent of the costs to replace those distribution assets on a per-customer basis, regardless of what 
percentage of the poles and wires must be erected to service a few industrial customers with large electric demand. 



 

 

 -58-  

c. Single/Dual-Phase v. Three-Phase 

Cost allocation is as much an art as it is a science.  Central Ill. Light Co. d/b/a 

AmerenCIPS, 2003 Ill. PUC LEXIS 824, 279 (ICC Docket 02-0798 (cons.); 03-0008; 03-0009) 

(2003).  And by its nature, it isn’t always a very precise science.  People v. Illinois Commerce 

Comm’n, 239 Ill. App. 3d 368, 382 (2d Dist. 1993).  “Generally, the Commission prefers to 

allocate costs among the various classes as close to the cost of serving each class as is reasonably 

possible and/or appropriate.  The purpose of doing so is to assign costs to those who cause 

them.”  Order, Docket 09-0306 - 0311 (cons.) (Apr. 29, 2010), p. 228.  The impracticality of 

assigning specific costs to individual customer classes or subclasses, however, can necessitate 

certain assumptions regarding their grouping.  The goal of the cost analyst is not to come up with 

an exact accounting of all factors that contribute to a particular cost, but to design class 

allocations that are fair and reasonably accurate.  Cost studies can’t simply be cooked to 

perfection. 

IIEC proposes a very precise and narrow adjustment to shift the costs of single- and dual- 

phase circuits from DS-3 and DS-4 primary voltage customers to secondary voltage customers.  

(AIC Br. 125.)  The basis for IIEC’s adjustment is undisputed: primary and higher voltage 

customers hardly use these circuits.  (Id.)  What is also undisputed, however, is that IIEC’s 

adjustment requires a level of granularity never before incorporated into AIC’s cost of service 

studies.  (Ameren Ex. 49.0 Rev. (Schonhoff Sur.), p. 15.)  IIEC claims there is no reason for the 

Commission not to adjust AIC’s ECOSSs to reflect the fact that only .2% of DS-3 and DS-4 

customer class loads are served from these facilities.  (IIEC Br. 64.)  But IIEC can’t see the 

forest for the trees.  As explained in AIC’s Initial Brief, IIEC’s adjustment in isolation neither 

accurately allocates these circuit costs nor accounts for the complexity of AIC’s distribution 
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system.  (AIC Br. 125-26.)  IIEC wants perfection for its customers – it doesn’t want DS-3 and 

DS-4 primary voltage customers to bear the cost of any distribution assets that they do not use.  

But in striving for perfection to remove costs from the bills of its customers, IIEC doesn’t 

account for where these costs should go or what other costs need to be allocated concurrently.  

The narrow question posed by IIEC is whether primary and higher voltage customers 

should be allocated the cost of single- and dual-phase circuits given those customers’ de minimis 

use of those assets.  But the seminal issue spawned by IIEC’s proposal is much broader:  when is 

further cost segregation of a specific distribution asset warranted.  As IIEC notes, AIC combines 

the costs of single-, dual- and three-phase circuits and allocates the combined total to secondary, 

primary and high voltage customers on the basis of each class’s entire contribution to coincident 

demand.  (IIEC Br. 61.)  For IIEC, that isn’t good enough.  The costs of primary voltage lines 

must be segregated by the “phase” of the circuit and the voltage of the customer, IIEC asserts.  

But as the Commission found in Commonwealth Edison’s last rate case, single-phase and three-

phase costs “do not appear to be as neatly and (fairly) segregable,” as IIEC suggests.  Order, 

Docket 10-0467 (May 24, 2011), pp. 176-77.   

The third of Newton’s laws of motion of classical mechanics states that forces always 

occur in pairs.  Every action is accompanies by a reaction of equal magnitude and opposite 

direction, actio et reactio.  The same can be said for cost allocations.  IIEC argues that these 

costs must be taken away from DS-3 and DS-4 primary voltage customers, but doesn’t care 

where they end up, and hasn’t provided the appropriate demand studies to accurately allocate 

them to the appropriate subcategory of secondary voltage customers.  (AIC Br. 125; Ameren Ex. 

49.0 Rev., pp. 13-14.)  IIEC concerns itself with who is paying for single- and dual-phase 

circuits, but sweeps to the side Staff’s concern that secondary customers are paying for three-
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phase circuits erected to serve primary voltage customers (in some cases, only primary voltage 

customers).  (AIC Br. 126.)  Under IIEC’s approach, the costs of all three phase lines would be 

shared among all customers, even those lines utilized entirely by three phase customers.  IIEC 

comes up with a simple, “back of the envelope” calculation based on the number of circuit miles, 

but fails to consider the counteracting effects its adjustment may have on the cost allocation of 

other “shared” assets.  (AIC Br. 126; Ameren Ex. 49.0 Rev., p. 15.)  Cost allocation is not simply 

an exercise in going down rabbit holes to chase down and root out costs.  Targeted adjustments 

with theoretical merit can still result in inequitable cost shifting between rate classes if they 

remain underdeveloped or are performed in a vacuum. 

Cost of service studies can always benefit from further refinement.  AIC is not 

advocating that the Commission ignore a more accurate allocation of costs.  But the quest for 

precision in the re-assignment of one particular cost for one type of asset cannot be at the 

expense of the fairness, reasonableness and accuracy of the overall cost study.  IIEC’s proposed 

adjustment suffers from flaws that render AIC’s grouping and allocation of aggregated primary 

circuit costs the more reasonable method.  IIEC’s proposed single- and dual-phase adjustment to 

AIC’s ECOSSs should be rejected. 

VI. REVENUE ALLOCATION 

A. Overview 

B. Resolved Issues 

1. Gas 

a. Allocation of Revenue Requirement Across Rate Zones and 
Customer Classes 
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C. Contested Issues 

1. Electric 

a. Allocation of Revenue Requirement Across Rate Zones 

In deciding how to allocate AIC’s electric revenue requirement, the Commission is at a 

crossroads.  One path – the path that AIC and its customers largely agree the Commission should 

take – leads closer to cost-based class rates.  The other path – the path that Staff claims the 

Commission must take – leads further away.  Which path the Commission takes will determine 

how much revenue will be recovered from each zone, class and subclass.  It will determine how 

quickly subsidies will be eliminated or created.  It will determine whether a step is taken towards 

or away from uniform rates across zones.  And it will determine whether the progress made in 

redesigning AIC’s electric rates since restructuring and unbundling will continue or fade away.   

Before the Commission can allocate revenues across classes though, it must allocate them 

across zones.  The choice here is between mitigating the increases allotted per Rate Zone and 

strictly aligning the increases with the results of the ECOSSs.  AIC’s industrial and small 

commercial customers, on the one hand, favor zonal revenue targets set based on each zone’s 

actual cost of service, as determined by the rebuttal Rate Zone ECOSSs.12  (IIEC Br. 69; Kroger 

Br. 2; Com. Br. 8.)  Staff, on the other hand, proposes that rates in each zone be moved halfway 

between an equal percentage, across-the-board increase and the zone’s actual cost of service.  

(Staff Br. 120-21.)  Staff contends that, without a viable cost foundation for allocating revenues, 

the most reasonable approach is to give all classes an equal percentage increase.  (Id. at 121.)  Its 

zonal allocation is but the first step in that approach.  The added benefit to its allocations, Staff 
                                              

12 AG/CUB’s Initial Brief purports to discuss Allocation of Revenue Requirement Across Rate Zones.  Sec. 
VI.C.1.a.  However, this section discusses instead AG/CUB’s proposal for the DS-1 Customer Charge.  Accordingly, 
the points raised in this section of AG/CUB’s Initial Brief should be moved to Section VII.C.1.c. 
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notes, is moving the rate zones closer to uniformity.  (ICC Staff Ex. 14.0, p. 20.)  Interveners, on 

the other hand, complain Staff’s proposal would needlessly shift revenue responsibility and 

create new, unwarranted subsidies across rate zones.  (IIEC Br. 69; Kroger Br. 2.) 

As explained in the Company’s Initial Brief, Ameren Illinois finds merit in the zonal step 

of Staff’s revenue allocation approach only to the extent it helps to smooth out bill impacts 

across rates zones.  (AIC Br. 130.)  To the extent the Commission feels it is necessary to mitigate 

the overall increase that any one rate zone receives based on AIC’s final revenue requirement, it 

should rely on Staff’s zonal revenue allocation.  (Id.)  Since however AIC does not share Staff’s 

opinion that the rebuttal Rate Zone ECOSSs have limited application in ratemaking, there is also 

a reasonable basis for assigning revenues to each zone based on cost, if the Commission so 

desires.  (Id.)  Staff agrees the ECOSSs are useful for assessing overall cost recovery by Rate 

Zone.  (Staff Br. 121.)  Staff shouldn’t thus disagree that the ECOSSs can be used to allocate 

zonal revenue.  To the extent the Commission considers zonal cost-based rates a higher priority, 

zonal revenue targets can be established consistent with the results of the rebuttal ECOSSs.  

b. Allocation of Revenue Requirement Across Customer Classes 

The far greater revenue allocation issue for the Commission to decide, however, is the 

allocation of revenues to the customer classes.  There is general consensus that the foundation for 

any class revenue allocation is a valid cost of service study.  (IIEC Br. 64.)  The parties’ debate 

concerns whether the rebuttal Rate Zone ECOSSs provide the valid cost foundation for the 

Commission to choose the path towards cost-based rates.  AIC and its larger usage customers 

agree that they do.  (AIC Br. 131-33; IIEC Br. 65; Kroger Br. 2, 8; Com. Br. 3-4.)  Staff – at least 

for allocating the electric revenue requirement – simply doesn’t know.  (Staff Br. 121-22.)   
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Staff believes “[t]he most reasonable and equitable approach in the absence of a useful 

cost foundation entails allocating base revenues to the rate classes on an equal percentage, 

across-the-board basis.”  (ICC Staff Ex. 14.0, p. 19.)  Staff claims “it would be inappropriate to 

risk additional bill impacts by further movement towards cost-based revenue allocations in this 

case.”  (ICC Staff Ex. 30.0, p. 8.)  But none of AIC’s customers finds Staff’s approach 

reasonable or equitable.  And all of AIC’s customers are willing to risk additional bill impacts by 

further movement towards cost-based revenue allocations.  Kroger, the Commercial Group and 

IIEC all believe, based on AIC’s corrections, it is reasonable to utilize the rebuttal Rate Zone 

ECOSSs to guide revenue allocation.  (Kroger Br. 8; Com. Br. 7; IIEC 69.)  All dismiss Staff’s 

opinion that there was insufficient time to review AIC’s corrections as a reasonable basis for 

rejecting outright the rebuttal Rate Zone ECOSSs.  (Kroger Br. 8; Com. Br. 4; IIEC Br. 68.)  And 

all agree Staff’s across-the-board alternative is unfair to and would harm ratepayers.13  (Kroger 

Br. 8; Com. Br. 7; IIEC Br. 74.)   

But more importantly, Staff itself agrees with AIC’s approach and relies on the rebuttal 

Rate Zone ECOSSs, when it comes to the allocation of the gas revenue requirement.  (Staff Br. 

117-19.)  That Staff relies on the gas ECOSSs as the foundation for class revenue allocations 

completely undercuts Staff’s arguments for rejecting outright the electric ECOSSs.  As AIC’s 

rebuttal testimony demonstrated, the initial electric and gas Rate Zone ECOSSs suffered from the 

                                              

13 AG/CUB generally supports a constraint that limits the increase to any customer class to 1.5 times the 
system average, but claims there are discrepancies in AIC’s application of the constraint.  Sec. VI.C.1.b.  As 
explained in rebuttal, AIC’s methodology included both the impact of the change in base rates and the change in 
Distribution Tax rate.  (Ameren Ex. 31.0 Rev., p. 39.)  The so-called discrepancies identified by AG/CUB are the 
resultof AG/CUB’s exclusion of the impact of the change in Distribution Tax rate.  (Id., pp. 39-40.)  AG/CUB’s 
Initial Brief doesn’t address the issue of whether an across-the-board or cost-based allocation of revenue should be 
utilized.   
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same exact discrepancies.  For Staff to now claim that it can rely on the rebuttal Rate Zone 

ECOSSs as the foundation for gas ratemaking, but not electric, is neither sensible nor credible. 

Staff continues to advocate for class allocations of the electric revenue requirement that 

are not cost-based.  Staff ignores that AIC addressed Staff’s concerns and corrected its own 

models on rebuttal.  Staff ignores that no other party to this proceeding agrees with Staff’s 

position.  Staff ignores that Staff itself doesn’t agree with Staff’s position.  As explained in the 

Company’s Initial Brief, Staff was not prejudiced in its review of the rebuttal Rate Zone ECOSSs.  

(AIC Br. 132.)  Its claim that it didn’t have enough time to assess whether the rebuttal Rate Zone 

ECOSSs could provide a reasonable basis for ratemaking is spurious.  And its across-the-board 

increase approach should be rejected.  The rebuttal Rate Zone ECOSSs provide a reasonable 

basis for the allocation of gas and electric class revenues in this proceeding 

c. Rate Moderation 

Since the unbundling of AIC’s electric rates, the Commission generally has designed 

rates that transition toward cost-based by eliminating inter- and intra-class subsidies gradually to 

avoid adverse bill impacts.  (AIC Br. 133-34.)  In AIC’s last rate case, the Commission mitigated 

the change to a kWh allocation of PURA Tax expense by including the bill impact of that charge 

within the rate moderation plan and applying the revenue constraint at the subclass level.  Order, 

Docket 09-0306 - 0311 (cons.) (Apr. 29, 2010), p. 295.  IIEC claims the Commission should stay 

the course and apply the same criteria here.  The problem with IIEC’s approach, however, is that 

it doesn’t eliminate the DS-4 PURA Tax subsidy gradually; it eliminates it at a snail's pace.  

Another year old and a little bit wiser, Ameren Illinois urges the Commission not to renew the 

application of rate mitigation at the subclass level.  The appropriate balance of the Commission’s 
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ratemaking concerns is AIC’s approach of including the PURA Tax charges within the revenue 

allocation methodology but without the subclass constraint.  (AIC Br. 133-38.)   

(i) Application of Rate Moderation at Rate Class and 
Subclass Levels 

No other party but IIEC openly embraces the idea that the Commission continue to apply 

subclass constraint to the rate moderation plan.  Staff believes subclass mitigation would 

unnecessarily “delay attainment of cost-based rates.”  (Staff Br. 123.)  Kroger agrees with AIC 

that it is necessary to apply mitigation to the class, but not the subclass level, “to make more 

meaningful progress toward eliminating the distribution tax subsidy.”  (Kroger Br. 9.)  IIEC, 

however, remains in steadfast opposition to any rate moderation plan that doesn’t give DS-4 

customers “the greatest level of protection” by applying constraint at the subclass level.  (IIEC 

Br. 79.)  But unlike AIC’s last rate case, the record here demonstrates that applying mitigation at 

the subclass level would significantly impede the transition to cost-based rates and elimination of 

inter- and intra-class subsidies.  (AIC Br. 135-36.)  Whereas before the change in allocation of 

the PURA Tax expense gave the Commission reason enough to constrain movement to the 

average Distribution Tax rate by voltage level, not just class, no such reason exists now.   

For IIEC, too much mitigation is never enough.  It suggests, since AIC already proposes 

mitigation at the class and zone level, there is no reason that mitigation should not also be 

extended to the voltage level for DS-3 and DS-4.  Applying mitigation “at the greatest level of 

granularity,” IIEC contends, “provides the greatest level of protection for customers.”  (Id. at 79.)  

The same “criteria” applied by the Commission in AIC’s last rate case, including subclass 

constraint, are “equally applicable” here, it opines.  (Id. at 71.)  AIC’s failure to include voltage 

level “protection” thus “violates” the Commission rate moderation criteria, IEC argues, and leads 
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to percent increases for certain DS-4 customer that are not “moderate” and “consistent” with the 

Commission’s approach in the AIC’s last rate case.   (Id. at 73.)  

That a defined subclass or subcategory within any customer class happens to exist, 

however, does not mean that the Commission must automatically apply mitigation at that level.  

Yes, to add more transparency to its ECOSSs, Ameren Illinois created an additional level of 

granularity by forming subclasses for DS-3 and DS-4 so that costs and revenues could be 

analyzed at the voltage level.  (Ameren Ex. 14.0E Rev. (Schonhoff Dir.), p. 16.)  And yes, 

applying mitigation to the voltage subclass for DS-3 and DS-4 in theory would apply “the 

greatest and most comprehensive rate moderation protection” possible.  (IIIEC Br. 78.)  But 

application of mitigation at any level still must be purposeful and justified.  That mitigation is 

applied in some form at the class and zone levels is not reason enough to extend mitigation to the 

subclass level.  There must be a basis for such “protection” from rate increases to be applied. 

In the wake of the unbundling of electric rates, the Commission has balanced movement 

toward full cost rates with avoidance of rate shock.  (AIC Br. 136.)  The Commission has applied 

rate moderation, not simply because it had been applied in the past, but because there has been a 

reason for doing so.  In AIC’s last case, because of “concern over the impact of the change in 

PURA tax allocation,” the Commission agreed with IIEC’s proposal to apply mitigation at the 

subclass level.  Order, Docket 09-0306 - 0311 (cons.), p. 295.  That concern is not readily 

present here, as the allocation of PURA Tax expense was changed in that docket, not this one.  

Yes, the percentage increases for certain DS-4 voltage subclasses across Rate Zones exceed the 
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15% class threshold,14 but those increases are skewed by the fact that those customers are 

currently paying so little of their Distribution Tax liability.  (AIC Br. 135-36; Ameren Ex. 13.0E 

2nd Rev. (Jones Dir.), pp. 14-15, 19; Ameren Ex. 48.0, p. 14.)  Even relatively minor increases 

in the cents/kWh rate for these customers will result in high percentage changes.  (Ameren Ex. 

48.0, p. 14; Tr. 787.)  But absent the removal of subclass restraint, the subsidies that these DS-4 

customers receive from smaller usage customers will persist indefinitely.  (AIC Br. 135.)  Rome 

wasn’t built in a day, but it shouldn’t take several more decades to eliminate a subsidy that DS-4 

customers already have enjoyed for more than a decade.  Every extra kWh sold to +100 kV DS-4 

customers comes at a loss to AIC; every extra kWh sold to groups subsidizing DS-4 contains 

extra profit.  (Id. at 150.)  AIC’s proposed increases for DS-4, without subclass constraint, are 

justified and reasonable in light of the total bill impact and the size of the subsidy.   

IIEC suggests the Commission would be “turning a blind eye to rate impacts,” if it did 

not maintain subclass mitigation for DS-3 and DS-4.  But to maintain the same exact rate 

moderation “criteria” from AIC’s last case would endorse a slow crawl towards cost based rates.  

The weight of the evidence indicates that any rate moderation should stop at the class level. 

(ii) Inclusion of PURA/Distribution Tax in Rate 
Moderation 

Although IIEC and AIC disagree as to the level of revenue constraint that is justified in 

this case, the parties both agree that the impact of PURA/Distribution Tax charges should be 

included in the rate moderation methodology.  (AIC Br. 137-38; IIEC Br. 80-81.)  In contrast, 

Staff still considers its approach of moving to an equal per-kWh charge for all ratepayers at the 

                                              

14 Specifically, Primary and High Voltages in Rate Zone II and +100 kV Voltages in Rate Zones I and III 
would receive percent increase in excess of 15 percent in rates effective at the conclusion of this proceeding, even 
though the DS-4 class as a whole would not.  (IIEC Br. 73; Table 1.)   
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conclusion of this proceeding to be the most reasonable.  (Staff Br. 124.)  AIC agrees there is a 

“current inequity in which large customers fail to pay their full share” of their Distribution Tax 

liability and ongoing subsidies pertaining to the Tax must be addressed.  AIC just doesn’t believe 

that transition to full cost for the DS-4 class needs to happen overnight.  Yes, Staff’s approach 

would be consistent with the approach approved in ComEd’s last rate case, Docket No. 10-0467.  

But ComEd’s large use customers, prior to the last case, already were allocated Distribution Tax 

expense based on kWh delivered; the cents per-kWh charge just hadn’t been unbundled from the 

dollar per-kW charge.  (Ameren Ex. 31.0 Rev. (Jones Reb.), p. 6.)  AIC’s large use customers, 

however, will have been allocated this expense based on kWh delivered for only 18 months by 

the conclusion of this proceeding.  The customer bill impacts for the two utilities, thus, are not 

comparable.  The more appropriate elimination of the current Distribution Tax subsidy remains 

AIC’s proposed three-step phase in to an equal per kWh charge for all customers.   

VII. RATE DESIGN  

A. Overview 

B. Resolved Issues 

1. Electric/Gas 

a.  Billing Units 

2. Electric 

a.  BGS-1/BGS-2 Pricing 

b.  Rebalancing DS-3 + 100kV/High Voltage Delivery 
 Charges 

c.  DS-3/DS-4 Rate Limiter 

3. Gas 
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a. Increase for Charges (except GDS-1 and GDS-5) 

b. Single PGA/Rider PGA 

c. Conformity of GDS-2 Customer Charge—600 Therms 

d. Conformity of GDS-4 Demand Charge—MDCQ 

C. Contested Issues  

1.  Electric 

a. Increase for Charges in General 

The general approaches to electric rate design presented to the Commission are clear-cut: 

either set electric rates that move towards cost-based class rates within zones and maintain 

existing uniform charges across zones, or don’t.  Staff is the only party telling the Commission, 

don’t.  Staff says the Commission can’t rely on AIC’s ECOSSs to set class rates, and proposes a 

rate design that, by Staff’s own admission, moves away from cost-based rates and uniform 

charges.  AIC and the rest of the parties vehemently disagree.  They say the Commission can rely 

on AIC’s ECOSSs to set class rates, and rejects Staff’s contention that the Commission must 

abandon entirely cost-based rates and existing uniformity.  Staff is out on a limb in claiming that 

the Commission must approve its equal percentage, across-the-board increases.  Even Staff’s gas 

rate design witness agrees AIC’s revised Rate Zone ECOSSs and revenue allocation proposals 

are a reasonable basis “to move individual rate classes towards cost based rates.”  (Staff Br. 116.)  

Staff’s rationale for its rejection of cost-based rates and uniformity is two-fold.  Staff 

doesn’t seem to know whether the rebuttal Rate Zone ECOSSs can provide a reasonable 

foundation for ratemaking.  Staff claims they were untimely.  And Staff isn’t sure whether AIC 

will continue to submit Rate Zone ECOSSs in future rate filings.  Staff believes AIC needs a 
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signal.  Neither AIC nor any other party has been convinced that either concern is valid or 

sufficient to abandon the Commission’s stated goal of setting rates based on cost of service.   

AIC’s Initial Brief (pp. 115-18, 127-33 & 145-49) discusses at length why Staff’s twin 

concerns are unjustified.  There is no need to rehash them in great detail here.  Suffice it to say 

that the rebuttal Rate Zone ECOSSs provide a reasonable (and timely) cost foundation for 

ratemaking, despite Staff’s reservations.15  Staff had ample time to review the initial and rebuttal 

ECOSSs, and Staff’s review resulted in an improved work product to the benefit of AIC’s 

customers.  The substantive flaws were corrected, and the procedural flaws, if any, were 

immaterial and cured.  That the ECOSSs admittedly got better over time during the rate case is 

not a reason to reject them as a basis for setting cost-based rates, especially in the absence of any 

other cost of service study on which to rely.  Moreover, no “signal” or incentive is needed for 

AIC to submit Rate Zone ECOSSs in future filings; the Commission’s Final Order in 10-0517 

and AIC’s agreement in this docket make clear that such individual cost studies will be prepared.   

AIC has presented the Commission with a viable, reasonable and timely cost foundation 

that supports its proposed revenue allocation and rate design proposals.  Staff has presented an 

alternative proposal that serves only to deny AIC’s customers from receiving rates that are cost-

based and remain uniform.  AIC proposed rate design, as set forth in its direct case (see AIC Br. 

146), should be approved.  Staff’s rate design proposals should not. 

                                              

15 In its Initial Brief (p. 147), AIC inadvertently left out the word “more” in its quoting of Staff’s rebuttal 
testimony.  The first sentence in the second full paragraph should read, “Staff agrees the Rate Zone ECOSS ‘provide 
a more reasonable foundation for ratemaking,’ ….”  Despite that accidental misquote, AIC’s point remains the same: 
Staff apparently agrees that the electric ECOSSs are “more reasonable” than the initial ECOSSs, but doesn’t seem to 
know if they are reasonable enough for ratemaking.  As AIC and the other parties have shown, they are. 
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b. Treatment of PURA/Distribution Tax Expense 

How AIC recovers its Distribution Tax expense from all customers is ultimately not as 

important as how quickly it recovers the full Distribution Tax expense from its DS-4 customers.  

AIC defers to the Commission on the appropriate recovery mechanism, namely whether the 

charge is reintegrated into base rates and remains a separate, volumetric line-item on bills.  

Regarding eliminating the DS-4 subsidy, however, AIC’s proposed phased-in treatment to an 

equal Distribution Tax rate strikes the appropriate balance by giving DS-4 customers a 

reasonable amount of time to adjust to the bill impact of their full Distribution Tax rate.  Staff 

and AG/CUB’s proposals rush to full cost too quickly.  IIEC’s proposals make the Commission 

drag its feet.  AIC’s three-step phase-in plan is the obvious compromise that should be approved. 

(i) Phase-in of PURA/Distribution Tax Expense 

On the one side stand Staff and AG.  They oppose AIC’s proposed phased-in treatment of 

the DS-4 Distribution Tax subsidy in principle.  They believe that the Commission should 

eliminate the entire subsidy now and move to an equal Distribution Tax rate at the conclusion of 

this proceeding.16  On the other side stands IIEC.  It also opposes AIC’s proposed three-step 

phase in plan in principle.  It believes that undue bill impacts and rate shock justify the 

Commission adopting the same mitigation plan it adopted in AIC’s last rate case – subclass 

revenue constraint without any post-case changes to the class and subclass Distribution Tax rates 
                                              

16 In the event the Commission does not eliminate the Distribution Tax subsidy immediately, AG/CUB 
proposes an alternative phase-in plan due to concern that the Distribution Tax rate for Zone II DS-1 customers 
would increase in year one of the phase-in under AIC’s proposal.  (AG/CUB Br. V.C.2.a.)  AG/CUB’s alternative 
proposal is both unworkable and of little practical use.  First, in each Rate Zone, the DS-1, DS-3 and DS-5 classes 
are proposed to share equally in the remaining subsidy provided to DS-4.  (Ameren Ex. 31.0 Rev., p. 41.)  Since 
AIC’s Distribution Tax liability has increased since its last rate case, all Distribution Tax rates for all classes and all 
zones need to be increased somewhat under step one.  The Tax rate for Zone II DS-1 just wouldn’t go up as much as 
it would if there was no movement towards eliminating the subsidy.  Second, AG/CUB’s phase-in proposal isn’t 
really a phase-in at all.  Indeed, it would set the DS-4 Distribution Tax as 93.6% of the full average rate.  (Ameren 
Ex. 48.0, pp. 19-20.) 
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outside of the rate case process.17  In-between stands AIC.18  It proposes to move to an equalized 

rate, not immediately, not decades from now, but over the next three years.  (AIC Br. 151.)  AIC 

agrees with Staff and AG that the current Distribution Tax subsidy for large customers should be 

eliminated.  But AIC also understands the concerns of its larger usage customers – the recent 

switch to allocation of this expense by kWh sales requires the consideration of bill impacts.  As a 

result, it has crafted a middle ground that eliminates the subsidy in a reasonable amount of time. 

Staff claims elimination of the subsidy doesn’t “justify the Company’s complex phase-in 

approach which would revise rates for all classes two times outside the rate case process.”  (Staff 

Br. 144.)  Staff believes AIC’s proposal “could confuse ratepayers who might not understand 

why their rates are changing in both 2013 and 2014.”  But as IIEC points out, customers 

receiving rate decreases (all classes but DS-4) are unlikely to be concerned about a line item on 

their bill going down.  (IIEC Br.  85.)  And customers receiving rate increases (DS-4) not only 

wouldn’t be confused, but also would accept the tradeoff of the benefit of the phase-in over 

Staff’s proposal to cut straight to full cost.  (Id.)  To claim that DS-4 customers might be 

confused by changing rates, when their own counsel does not, is not credible.  In any event, 

revenue-neutral, post-rate case adjustments to rates to eliminate subsidies are not that unusual.  

Indeed, in this very same docket, Staff proposed and agreed to annual post-rate case adjustments 

                                              

17 If forced to choose between Staff and AG’s proposal to eliminate the entire subsidy immediately and AIC’s 
phased-in treatment, IIEC would pick a phased-in approach.  (IIEC Br. 84.)  However, IIEC recommends that the 
post-order changes take into account whatever class and subclass constraints are applied to the step one rate.  (Id. at 
84-85.)  IIEC’s proposal, however, like AG/CUB’s proposal, is of little practical value; it would turn a three-step 
phase-in into an indefinite process.  Staff also expresses concern that the Company’s phase-in proposal would take 
an inconsistent approach to bill impacts by eliminating class revenue constraints in steps two and three.  But Staff’s 
revenue allocation approach completely (and albeit consistently) disregards the impact of the Distribution Tax.   
18 Kroger generally supports AIC’s approach on distribution tax.  (Kroger Br. p. 9). 
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to eliminate subsidies embedded in non-summer electric supply (BGS) rates.  (Staff Br. 127.)  To 

agree to post-rate case adjustments to eliminate one subsidy but not another is also not credible. 

In AIC’s last rate case, the Commission included the Distribution Tax charge in rate 

moderation because of its concern over the total bill impact to DS-4 customers given the switch 

in allocation factors to a kWh delivered charge.  (AIC Br. 151.)  In this case, AIC continues to 

propose a rate moderation roadmap in the transition to one equalized Distribution Tax rate.  The 

AIC phase-in plan provides the proper balance between movement to full cost recovery and 

gradualism of bill impacts.  It is the most reasonable solution to eliminating the DS-4 subsidy 

(ii) Exclusion of PURA/Distribution Tax Expense from 
Base Rates  

As explained in the Company’s Initial Brief, Distribution Tax charges currently are 

removed entirely from base rates and recovered through the Tax Additions Tariff based on the 

Commission’s Order in AIC’s last rate case.  (AIC Br. 152.)  AIC does not oppose the 

reintegration of Distribution Tax charges into test year revenue requirement to conform the 

treatment to the ratemaking approved in ComEd’s last rate case, Docket 10-0467.  No other party 

to this proceeding advocates the continued exclusion of this expense from base rates. 

(iii) Collection of PURA/Distribution Tax Expense as 
Separate Per kWh Charge on Bill 

Staff proposes that Distribution Tax charges continue to be collected as a separate, line-

item per-kWh charge on customers’ bills. (Staff Br. 145.)  As Staff notes, this approach would be 

consistent with the approach approved in ComEd’s last rate case, Docket 10-0467.  (Id.)  It 

would also be consistent with the Commission’s apparent concern that ratepayers should be 

aware of the taxes that are being passed-through from the utility to the customer.  (AIC Br. 152.)   
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IIEC continues to “oppose special rate mechanisms for this ordinary utility expense” and 

claims “line item treatment does not serve any apparent legitimate purpose.”  (IIEC Br. 88-89.)  

IIEC suggests that separate line item treatment would “misinform” the public that the charge is a 

“pass-through” tax imposed on their usage (which, in reality, it is). 19  (Id. at 89.)  Whether the 

Commission feels that there is a “legitimate purpose” served by smaller usage customers seeing a 

separate line-item charge for this particular expense is for the Commission to decide.  In any 

event, DS-3 and DS-4 customers would continue to see a separate, volumetric kWh charge on 

their bill based on their usage, even if the Distribution Tax charge was encompassed in the 

existing variable delivery charges for the DS-1, DS-2 and DS-5 classes.  With that mind, it is not 

clear why IIEC should be at all concerned if this charge remains a separate line-item on all bills. 

c. DS-1 Customer Charge 

For AG/CUB, AIC’s residential electric customer charge will always be too high.  The 

Company’s proposed residential customer charge ($15.55) is too high.  (AG/CUB Br. 

VI.C.1.a.)20  The current residential customer charge ($12.28) is too high.  (Id.)  Even 

AG/CUB’s calculated residential customer charge ($10.69) is too high.  (Id.)  AG/CUB doesn’t 

disparage the idea of a fixed customer charge.  It just has a narrow (and flawed) view of the costs 

that fixed customer charges can properly recover.  The existing charge, AG/CUB argues, 

“exceeds by a substantial amount the customer-related cost under [its] proposed revenue 

                                              

19  IIEC also complains about the “rider elements” in the current recovery of this “ordinary expense” that 
reflect an incorrect perception that the PURA tax is imposed directly on customers, and not on Ameren.  (IIEC Br. 
90.)  Whether the tax is imposed directly on customers or imposed on the utility and passed through to customers is 
semantics; the tax is driven by and assessed based on the customers’ usage either way.  Whether this usage-based 
tax is recovered through base rates or the Tax Additions Tariff is an entirely separate issue.  Sec. VII.C.1.b(ii). 
20 AG/CUB’s argument concerning AIC’s DS-1 Customer Charge (placed under Section VI.C.1.a., 
“Allocation of Revenue Requirement Across Rate Zones”) should appear under Section VII.C.1.c in the ALJs’ 
Proposed Order.   
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requirement” and “already greatly exceeds the cost of service.”  (Id.) (emphasis added)  Instead, 

a “reasonable, cost-based customer charge,” it suggests, would be $10.05 – more than $2 dollars 

less than the existing charge.  (Id.)  Fixed customer charges, however, don’t suddenly become 

non-cost-based and exceed the cost of service simply because they recover more than just 

“customer-related” costs.21   

Fixed residential customer charges, AG/CUB believes, should only recover “the customer 

related cost” of providing residential service.  In order words, the fixed class customer charge is 

restricted to those costs allocated on per customer basis to that class.  It is a position the 

Commission has rejected in rate cases for every major gas and electric utility.  The problem with 

AG/CUB’s faulty logic (and its math) is that a cost-based, fixed customer charge can recover 

more than just the class’s “customer-related cost.”  A utility’s fixed charges are designed to 

recover its fixed costs of serving that class, not just costs that happen to be allocated to that class 

on a per-customer basis.  (AIC Br. 153-55.)  AG/CUB has tried to blur the lines between fixed 

costs and costumer-related costs.  But the Commission hasn’t bought AG/CUB’s hard sell.  

Rather, it has consistently recognized “the importance of recovering fixed costs predominantly 

through fixed charges.”  Commonwealth Edison, Order, Docket 10-0467 (May 24, 2011), p. 232.  

And it has embraced “Straight Fixed Variable” (SFV) design as the means to reach that end.  

                                              

21 AG/CUB’s argument that AIC’s proposed DS-1 Customer Charge would move “further out of line” with 
Ameren Missouri’s Customer Charge should be given no weight.  AG/CUB did not offer any testimony comparing 
the residential customer charges between Ameren Illinois and Ameren Missouri.  It is inappropriate to introduce 
those new opinions on brief.  More importantly, the comparison is irrelevant.  These are different utilities operating 
under different regulatory systems (Illinois distribution versus Missouri integrated).  To suggest all operating 
companies under the Ameren umbrella (or any parent company) should have similar fixed charges, regardless of the 
regulatory scheme, customer base and utility infrastructure, is not only unsupported by testimony; it isn’t a credible 
opinion.   
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(AIC Br. 154.)  As a result, AIC and ComEd’s last rate cases have set residential fixed charges 

that recover a percentage of costs that exceeds residential per-customer allocated costs.  (Id.)   

AIC’s “fixed costs” of providing service to its residents far exceed the “customer-related 

costs” allocated to the DS-1 class.  (AIC Br. 153-54.)  The Commission didn’t err when it set 

AIC’s current residential Customer Charge.  And it didn’t err when it set ComEd’s current 

residential Customer Charge.  It recognized that the fixed and variable portions of a utility’s rates 

should be properly aligned with the utility’s fixed and variable costs.  (Id.)  That certain costs are 

allocated to the residential class based on demand does not mean that they are costs that should 

be recovered through a variable charge.  AIC’s proposed increases for Customer and Meter 

Charges are but yet another step toward properly aligning fixed charges with fixed costs.  The 

Commission should approve AIC’s rate design for its DS-1 class, including proposed increases 

to its fixed charges.  AG/CUB’s proposal to maintain the status quo is without merit. 

d. DS-3/DS-4 Seasonal Rates 

For the last three AIC rate cases, GFA has been “concerned with the lack of seasonally 

cost-based rates” for DS-3 and DS-4 customers.  (GFA Br. 1.)  And for the last three AIC rate 

cases, GFA has failed to offer a shred of evidence to support the need for seasonal DS-3 or DS-4 

rates.  GFA hasn’t offered its own cost of service studies.  GFA hasn’t proposed adjustments to 

AIC’s cost of service studies.  GFA hasn’t even offered any empirical data that would support an 

adjustment to AIC’s cost of service studies.  Instead, GFA has laid its conjectures and complaints 

at the feet of the Commission and recommended that AIC be ordered to collect, analyze and 

incorporate the cost data for them.  The Commission has yet to entertain GFA’s request that AIC 

conduct a seasonal cost of service study for DS-3 and DS-4.  It should not entertain it now. 
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Up until now, GFA did not have any concrete recommendations in this proceeding 

regarding “seasonal rates” for DS-3 and DS-4 customer classes.  GFA recommended, in fact, that 

the Commission “not make any decisions in this case regarding seasonal rates for DS-3 and DS-4 

customer classes….”  (GFA Ex. 2.0E, p. 3.)  Now, on brief, GFA makes an 11th hour, vague 

recommendation no different from what it has asked for in prior cases, namely that “AIC study 

the seasonal cost of electric delivery service.”  (GFA Br. 2.)  GFA further asks the Commission 

(again) to instruct AIC to “begin collecting the necessary data to conduct analysis of seasonally 

cost-based rates, particularly with respect to respect to costs of substations and primary lines 

within the distribution delivery charges.”  (Id. at 1.)  AIC didn’t have the chance to respond to 

this recommendation in testimony.  Nor did it have the chance to cross-examine GFA’s witness 

at hearing on this late proposal.  No bother.  The data that AIC reviewed at the Commission’s 

request at the conclusion of its last rate case demonstrates there is no reason for seasonal rates for 

DS-3 and DS-4.  GFA hasn’t submitted any data to demonstrate otherwise. 

GFA claims AIC hasn’t provided a seasonal cost of service study in this proceeding and 

seems unwilling to perform one.  (GFA Br. 2-3.)  But AIC did not agree to conduct a seasonable 

cost of service study in its last rate case.  Nor did the Commission order AIC to conduct such a 

study.  AIC agreed and was directed to perform a study of a sample of circuits serving DS-3 and 

DS-4 customers.  Order, Docket 09-0306 - 0311 (cons.) (Apr. 29, 2010), p. 267.  It performed 

that circuit study and submitted the results with its direct filing.  (Ameren Ex. 13.6.)  To conduct 

a full-blown rate segmentation study, in which the cost of serving seasonal customers would be 

separated from the cost of serving other DS-3 and DS-4 customers, would require considerable 

effort.  (Ameren Ex. 48.0 (Jones Sur.), p. 25.)  It would require AIC to manually identify and 

assign circuit and substation level cost detail on a seasonal basis to investigate whether a new 
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class or subclass of customer should be developed.  (Id.)  And no party, including GFA, has 

identified a workable seasonal cost allocation method that would allow AIC to conduct such a 

study.  (Id., pp. 25-29.)   

GFA suggests that, just because other seasonal differentiated electric rates exist for other 

rate classes, DS-3 and DS-4 customers are entitled to seasonally differentiated rates.  (GFA Br. 

3.)  But GFA hasn’t done the legwork to justify the need for a seasonal DS-3 and DS-4 rates.  

That a seasonally differentiated rate exists for another class (like DS-1) is in no way relevant to 

whether DS-3 or DS-4 should have a seasonal differentiated rate.  Granted, it is true that DS-1 

and DS-2 rates have lower winter rates to reflect off-peak winter usage such as electric heat.  (Id.)  

But seasonally differentiated DS-1 and DS-2 Distribution Delivery Charges – like the Rate 

Limiters – were created to address bill impact concerns, not cost of service concerns.  (Ameren 

Ex. 48.0, p. 26.)  And like the Rate Limiters, the subsidies that exist under BGS-1 and BGS-2 

rates are slowly being eliminated..22 

GFA contends AIC needs to submit a seasonal cost of service study before the 

Commission can reject seasonal rates.  (GFA Br. 2.)  But the whole point of the circuit study was 

to confirm that a seasonal cost of service study wasn’t necessary.  The circuit study showed that 

the load of seasonal DS-3 and DS-4 customers can drive local peak during summer months; ergo, 

there wasn’t a showing that there was a cost of service rationale for instituting seasonal DS-3 and 

DS-4 rates.  (AIC Br. 157.)  But now GFA wants the Commission to act like the circuit study 

never happened and order AIC to collect and segregate substation and primary distribution line 

cost data – the very data that AIC argued in the last case wasn’t necessary to examine.  (Id.)  In 
                                              

22 GFA also suggests that just because certain rate classes, like DS-5, have “time-of-use” cost of service, DS-
3 and DS-4 should be given seasonal rates.  (GFA Br. 3.)  GFA offers no explanation why the existence of time 
differentiated rates would have any relevance to any discussion of seasonal differentiated rates, even in the abstract.  
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AIC’s last rate case, there wasn’t sufficient evidence to prove that a seasonal cost of service 

study was necessary.  In this case, the evidence now demonstrates that a study is not necessary. 23   

GFA attempts to extend an olive branch with an offer to work with AIC after this case 

and before AIC’s next case to study the seasonal cost of service for DS-3 and DS-4 customers.   

(GFA Br. 3.)  Taking the first step in developing a seasonal cost of service study usually would 

be problematic, in the absence of any concrete proposals or parameters, as is the case here.  But 

in this case, the data that has been collected and analyzed by AIC was the first step, and the only 

step necessary.  Before the Commission orders AIC to conduct (and burden ratepayers with the 

added expense of) a seasonal cost of study, there should be support for such a study.  Even if 

GFA were willing to bear half the expense of such study, it would be imprudent for the 

Commission to order AIC to conduct it based on the record here.  GFA’s recommendation that 

AIC continue to collect and analyze seasonal cost data for DS-3 and DS-4 should be rejected.  

2. Gas 

a. GDS-1 Customer Charge 

In accordance with the Commission’s directive in its 2007 rate case, AIC has been 

recovering 80% of the class revenue requirement for the GDS-1 and GDS-2 customer classes 

through the customer charge.  (AIC Br. 159.)  AIC has proposed to continue setting its customer 

charges using the same approach.  This is hardly “contrary to established notions of fairness and 

non-discrimination in rate-setting” or some new “shifting” of costs as AG/CUB so fervently 

                                              

23 If anything, a seasonal cost of service study likely would confirm the results of the sample circuit study, 
namely that seasonal DS-3 and DS-4 customers are not contributing revenue corresponding to their cost 
responsibility.  (Ameren Exs. 13.04E 2nd Rev., pp. 37-38; 13.6E.)  Why GFA would want to go to the trouble of 
paying for and conducting a study that would show that AIC was under-recovering its cost of service from GFA 
feeders is unclear. 
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argues.  (AG/CUB Br. VI.C.1.c.)  AIC’s proposal has been endorsed by the Commission24 and is 

accepted by Staff.  (AIC Br. 159; See ICC Staff Ex. 31.0, p. 16.)  AG/CUB’s opposition is 

contrary to the Commission’s established policy to allow recovery of a greater portion of fixed 

costs through the costumer charge and prior directives to AIC and other utilities in accordance 

with this policy.  AG/CUB’s passionate rhetoric urges the Commission to impose rates which are 

just and reasonable.  The Commission has done just that for this issue, repeatedly.  AIC’s 

proposed method for determining the customer charge was found just and reasonable in AIC’s 

past two rate cases, as well as in other utilities’ rate cases.  Thus, the Commission should 

approve AIC’s proposal in this rate case. 

AG/CUB’s argument stems from the incorrect assertion that 45% of AIC’s costs are 

“demand” costs that vary over time and therefore not properly classified as fixed costs.  

(AG/CUB Br. VI.C.1.c.)  This is incorrect.  The 45% of costs AG refers are in fact capacity-

related and therefore “fixed” charges.  As explained by AIC, over 97% of AIC’s gas costs of 

service are “fixed” in nature – they do not vary with usage.  (AIC Br. 160; Ameren Ex. 33.0 Rev. 

(Althoff Reb.), p. 17.)  These costs include tangible assets necessary to provide service including 

“capacity” related costs (distribution mains and storage facilities) and “customer” related costs 

(meter installations, services, customer administration and billing, meter reading, etc).  (AIC Br. 

160.)  Because these costs do not vary with usage, it is appropriate to recover these through a 

fixed customer charge.  (AIC Br. 160.)   

                                              

24 Order, Docket 07-0585 – 0590 (cons.) (Sept. 24, 2008), p. 237; Order, Docket 09-0306 – 0311 (cons.) (Apr. 
29, 2010), p. 260-61; See Illinois-American Water Co., Order, Docket 07-0507 (July 30, 2008), p. 122; Illinois-
American Water Co., Order, Docket 09-0319 (Apr. 13, 2010), p. 169; Commonwealth Edison Co., Order, Docket 
10-0467 (May 24, 2011), p. 232. 
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In defense of its position, AG/CUB points out that AIC has significant customer diversity 

within its residential classes.  Regardless of how diverse AIC’s customers are, they have one 

thing in common – gas is and will be available for their use whenever they want.  As Ms. Althoff 

testified, AIC’s assets provide service to all customers and are required regardless of usage.  

(Ameren Ex. 3.0 Rev., p. 24.) Customers expect that the system will be able to deliver gas when 

they demand it.  (Id.)  This availability has a fixed cost, irrespective of usage.  (Id.)  It is 

appropriate therefore for AIC’s pricing to reflect the fixed nature of the cost of the assets it uses 

to make service available.  Further, the AG’s argument appears to overlook the significant 

variable cost portion of a customer’s bill that results from the gas commodity charge.      

Additionally, AG/CUB rehashes the testimony of its witness Mr. Rubin in support of its 

position that AIC’s pricing is “flawed.”  (AG Br. VII.C.2(i))..  Mr. Rubin, relying heavily on  

economic jargon, advances a “social welfare” concern, stating AIC’s “method of pricing is 

simply a method of transferring wealth…from one group of customers to another [with] no 

discernible increase in overall societal welfare and no improvement in the efficiency of use of 

the utilities service,” or a “tax” transferring “welfare from low users to high.  (See AG/CUB Ex. 

5.0, p.10; AG Br. VII.C.2(i).)  AG’s reliance on these citations to economic theory, however, is 

not be appropriate in this regulatory context. Costs traditionally thought of as “variable” in 

economics texts, such as labor and customer service costs, do not change short-term fluctuations 

in load.  (Ameren Ex. 33.0 Rev., p. 20.)  AIC’s gas utility does not hire, train, and provide 

benefits to labor in November when load is increasing and then fire them in April when load 

begins to fall.  (Id.)  Further, the same arguments by the AG were rejected in ComEd's recent 

case in Docket No. 10-0467.  AG/CUB’s proposal to limit the definition of fixed cost  is far too 

narrow and should be rejected.   
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The AG asserts, “There is no support among reputable public utility economists or among 

public utility commissions for setting utility rates based on short-run marginal costs.”  (AG Br. 

VII.C.2.i.)  Given that the Commission has approved AIC’s customer charge pricing 

methodology in two prior cases, one of two things must true: either AG is simply wrong, having 

overlooked this very Commission’s approvals, or  AIC’s rates are not being set “based on short-

run marginal costs,” in which case AG’s entire line of argument is irrelevant.   

In summary, AIC’s assets are installed to provide service to its customers, whether for 

example distribution mains, storage fields, meters or services, that provide service to all 

customers and are required regardless of therm usage.  (Ameren Ex. 33.0, p. 16.)   The cost of 

these assets does not vary with usage.  Customers expect that the system will be able to deliver 

gas when they demand it.  This availability has a fixed cost, which should be recovered through 

fixed charges in order to send the proper pricing signal.         

b. GDS-5 Expansion of Rate Class Availability 

Grain and Feed Association of Illinois (“GFA”) proposes adding an additional tier to the 

range of customer charges within the GDS-5 rate for customers of the GDS-3 intermediate size.  

(GFA Br. 4.)  GFA contends that adding this tier will encourage greater off-peak utilization of 

the AIC distribution system.  (Id.)  GFA also proposed an additional tier for customers having a 

MDCQ of greater than 200 and less than 1,000 – which is the eligibility requirement for a GDS-3 

customer.  The proposal would also replicate the GDS-3 Customer Charges for this tier.  (Id.)  

GFA’s proposal should be rejected.  As AIC explained in its Initial Brief (pp. 163-68), 

AIC must properly assess charges to recover the costs necessarily incurred to provide service to 

its customers.  (Ameren Ex. 50.0 (Althoff Sur.), p. 12.)  GFA’s proposal ignores the basis for the 

respective customer charges incorporated into the GDS-3 and GDS-5 rate designs. Relative to 
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the metering equipment necessary for GDS-5 consumption, GDS-3 metering equipment is more 

simplistic and less costly.  (Id.)  As Ms. Althoff testified, the average installed cost of a GDS-3 

meter for AIC is approximately $5,400 versus $10,800 for a GDS-5 meter.  (Id., p. 28.)  Because 

the design of the GDS-5 rate tariff offers a price break for seasonable usage to GDS-5 customers, 

meter reading and billing, too, are more complex and, as a result, more costly for GDS-5 grain 

drying customers relative to small or intermediate GDS-2 and GDS-3 general use customers. (Id., 

p. 13.) GFA’s proposal fails to fully account for such cost differences. 

GFA incorrectly states that the average installation cost of meters for existing GD-5 

customers includes the cost of a regulator and other related equipment.  (GFA Br. 6.)  As Ms. 

Althoff testified, the average installed cost of a GDS-5 meter ($10,800) does not include 

regulators or interval metering equipment.  (Id., p. 14.)  GFA also claims that it is false for Ms. 

Althoff to say that “Mr. Adkisson’s analysis does not take into account regulators or interval 

metering equipment, which are part of a metering set.”  (GFA Br. 6.)  GFA claims that “GFA 

Exhibit 2.01G includes the cost of a regulator and interval metering equipment.” (Id.)  But this 

mischaracterizes Ms. Althoff’s testimony: her point was that  the equipment suggested by GFA 

in GFA Exhibit 2.01G would not be appropriate for GDS-5 customers, because the regulator cost 

estimated by GFA is too low for the regulator needed for volumes of gas used by most grain 

dryers, and the labor cost estimated by GFA is too low.  (Ameren Ex. 50.0, p. 14.)   

GFA then asserts that Ameren Missouri’s meter charges support its position.  (GFA Br. 

6-7.)  The Ameren Missouri tariff, however, is not comparable.  The Missouri costs’ 

development reflects the cost of service, net of accumulated depreciation, of the average cost of 

the equipment in Ameren Missouri’s plant records, in contrast to the costs of GFA Exhibits 

2.01G and 2.02G, which are current costs.  (Ameren Ex. 50.0, p. 15.)  AIC utilizes the current 
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costs of the installed meters set by GDS customer groups to allocate the recorded plant costs of 

these assets. In other words, the $5,400 or $10,800 installed meter costs for GDS-3 and GDS-5 

customers are used to allocate the historical plant dollars of the meter assets. (Id.)  Thus, they 

cannot be compared to the Ameren Missouri charges. (Id.)  

GFA’s proposal also should be rejected in light of the admission that AIC would 

experience revenue erosion if a significant number of GDS-2 and GDS-3 customers switched to 

the GDS-5 seasonal rate, as GFA recommends.  (GFA Br. 7.)  As Ms. Althoff testified, if all 12 

of the eligible GDS-3 customers identified by GFA were to switch, the revenue erosion to AIC 

would be approximately $20,000 annually, if the Commission approved 100% of the Company’s 

requested rate increase.  (GFA Ex. 1.0G, p. 5.)  GFA does not dispute that revenue erosion will 

occur.  Apparently though, GFA not only finds this level of revenue erosion acceptable, but Staff 

and AIC’s concerns to be grossly overstated.  They are not.  GFA also continues to overlook the 

fact that AIC has over 80 other grain drying customers served under the GDS-3 rate structure.  

(AIC Br. 167; Ameren Ex. 33.0 Rev., p. 28.)  If all 92 of these currently identified eligible GDS-

3 customers were to switch rate classes, the revenue erosion and cost subsidization could 

increase exponentially. 

Engaging in hyperbole, GFA accuses Staff and AIC of threatening a “rate design 

apocalypse.”  (GFA Br. 7.)  AIC is merely pointing out, however, that potential revenue erosion 

(some amount of which GFA admits will occur), would be larger than GFA believes.  (AIC Br. 

166-67.)  Further, GFA now suggests that its proposal can be implemented in an “experimental” 

basis.  (GFA BR. 7-8.)  However, GFA’s new “experimental” proposal is not supported by any 

testimony or explanation as to how the “experiment” would work.  The Commission should 
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disregard this Hail Mary pass.  AIC’s GDS-5 rate design and tariff should remain unchanged, as 

proposed by AIC and supported by Staff.  

VIII. PROPOSED RIDERS/TARIFF CHANGES 

A. Overview 

B. Resolved Issues 

1. Electric/Gas 

a. Combined Billing of Multiple Meters 

b. Rider PER 

c. Pension Benefits Rider 

d. Uncollectibles Rider (if Switched to Net Write-offs) 

C. Contested Issues 

1. Gas 

a. Rider TBS—Transportation Banking Service 

As explained in its Initial Brief (p. 171), Ameren Illinois has submitted tariffs setting 

forth an unbundled, subscribable banking service - Rider Transportation Banking Service (Rider 

TBS).  AIC’s proposal allows transportation customers to individually choose the bank service 

level, up to 15 days of bank, desired by the customer.  In its Initial Brief, Staff continues to 

propose, as it did in testimony, to “modify” AIC’s proposals by replacing much of the Rider TBS 

tariff with Nicor tariff banking provisions.  Staff’s proposal to apply Nicor tariff provisions to 

AIC, should be rejected for three reasons.  First, Staff has not explained why Nicor tariff 

provisions should be applied to AIC.  More to the point, the Nicor tariff is not workable for AIC.  

Second, as Staff acknowledges, Staff’s proposal to expand transportation rights would impact 

sales customers (Staff Br. 153), but Staff has not demonstrated that such impacts are appropriate. 
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Finally, Staff’s proposal will create operational difficulties for AIC, as discussed in AIC’s Initial 

Brief.  

The dispute between Staff and AIC (and IIEC) over transportation banking provisions is 

rooted in complex issues of gas storage operation, transportation customer behavior and 

accounting.  But the choice before the Commission can be put quite simply: as a policy matter, 

does the Commission favor increasing the rights of transport customers at the expense of sales 

customers?  Either the Commission agrees that sales customers’ costs and benefits should be at 

risk or they should not.   

Staff’s Brief acknowledges the policy choice between transportation customers and sales 

customers: “The expansion of these [transportation customer] rights would have an impact on 

sales customers.  The question is whether such impacts are fair and appropriate given the current 

state of affairs.”  (Staff Br. 153.)  Staff asserts that imposing such impacts is fair.  (Tr. 526-27.)  

But, with respect to critical day withdrawal rights, Staff witness Sackett admitted that AIC 

“might have to add more capacity in order to make that capacity available to transportation 

customers on a critical day.”  (Tr. 517-18.)  He further admitted that “sales customers [] would 

end up picking up the tab for any expansions to off-system storage and capacity”.  (Tr. 518.)  

This also suggests a cost causation issue: if granting rights to transportation customers is 

imposing costs on sales customers, why are sales customers, and not transportation customers 

“picking up the tab”?  Given that sales customers include mostly residential and other small 

customers, it is AIC’s position that the Commission, as a policy matter, should not impose costs 

on the sales customers when they are not responsible for those costs and where other options are 

available.  
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Staff’s Brief asserts AIC has not “proved” that AIC and Nicor are sufficiently 

operationally different to make the Nicor method inappropriate to apply to AIC.  But it is Staff’s 

burden, as proponents of the “modifications” that would impose Nicor tariff provisions on AIC, 

to “prove” that AIC is comparable to Nicor.  Citizens Util. Co. of Ill., Docket 94- 0481, 1995 

WL 612576, *16-20 (Sept. 13, 1995).  Staff has failed to do that.  Indeed Staff hasn’t even 

attempted to prove comparability with respect to proximity of  major gas hubs, pipeline access, 

storage field access and capacity, or weather issues or differences. Nonetheless, as AIC 

explained in its Initial Brief (pp. 176-77), the differences are significant (and Staff agrees they 

exist (Tr. 529)).   

Staff goes on to assert that operational differences exist between AIC’s rate zones as they 

do between AIC and Nicor, but AIC has proposed uniform banking provisions across its rate 

zones.  (Staff Br. 154.)  However, now that AIC has merged, it is moving to operate in an 

integrated manner, for example by establishing a single PGA.  (See Ameren Ex. 15.0G (Seckler 

Dir.), pp. 5-16.)  Thus, it is appropriate for AIC to have uniform banking provisions.  Further, 

Staff’s assertion does not answer the question why, even if AIC does have operational 

differences between rate zones, Nicor tariff provisions are appropriate for some or all of AIC’s 

rate zones. 

Staff also asserts that AIC is ignoring the concept of gas “displacement.”  As AIC witness 

Mr. Eggers explained however, Staff’s use of the concept of displacement is absolutely wrong 

and not how the concept is usually applied.  Gas deliveries utilizing the principle of displacement 

are typically of equal volumes over a short period of time.  (Ameren Ex. 51.0 Rev. (Eggers Sur.), 

p. 9.)  For example, if AIC buys 10,000 units of gas at a point downstream of delivery, it would 

receive that volume at its delivery by displacement.  Staff improperly extends this concept to 
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seasonal withdrawal quantities over many months.  Staff only applies the "displacement" concept 

in its simplest form—10 units in, 10 units out.  The Commission should not be making an 

important policy decision based on such an oversimplification.  

In addition, even accepting that sales and transportation gas are mixed in on-system 

storage due to displacement (Staff Br. 157), there is the problem of withdrawing gas from 

storage fields without transportation customers withdrawing from their banks.  (Ameren Ex. 51.0 

Rev., p. 9.)  Transportation customers will withdraw from their banks when it is economically 

beneficial to do so.  They will not withdraw from their banks when not economical.  If sales 

customer's gas must be used to withdraw when transportation customers do not, the sales 

customer group will be forced to withdraw gas when uneconomical.  (Id.)   

Regarding cost allocation, Staff complains, absent any credible evidentiary support,  that 

AIC’s proposal would allocate “a significant portion of costs to the first day of bank.”  Staff 

asserts that this is a problem because it might cause some GDS-4 customers to select no bank or 

cause some smaller customers to go back to sales service.  (Staff Br. 165.)  To begin with, Staff 

does not explain why allocation of costs to the first day of bank is improper if that is in fact 

reflective of cost causation (and Staff agrees that storage costs should reflect the cost of service.)  

As Mr. Eggers explains (Ameren Ex. 34.0 (Eggers Reb.), pp. 20-21), Ameren Illinois’s proposal 

appropriately allocates costs to transportation customers based on the service provided to them.  

AIC assigns the costs for the first day of bank because it affords peak day access.  AIC also 

incurs costs related to providing balancing provisions afforded by electing a bank.  (Id.)  As with 

residential customers, for whom there is a cost to make the system available even if they use 

little gas (Ameren Ex. 33.0 Rev. (Althoff Reb.), p.18), there is a cost to make the banking service 
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available that AIC incurs no matter the bank size.  Thus, allocating costs to the first day of bank 

is appropriate.   

Further, no study or analysis supports Staff’s assertion that customers might leave 

transportation service.  (Ameren Ex. 34.0, p. 21.)  Mr. Sackett admitted he did not perform any 

study or analysis of GDS-4 customers to support his assertion that some would select no bank, 

nor did he perform any study or analysis to support his assertion that “such a selection [no bank] 

might end up depriving large transportation customers of their access to any bank.”  (Id., p. 23.)   

Staff is also critical of what it sees as a mismatch between tariff rights based on DCN and 

charges based on MDCQ.  (Staff Br. 168-70.)  Staff’s concern, however, ignores a fundamental 

point, which is that charges must be based on MDCQ, even if tariff peak days rights are based on 

DCN.  A customer’s DCN can be the same as their MDCQ, as the customer has the right to 

nominate up to their MDCQ on any given day at their sole election. (Ameren Ex. 34.0, p. 24).  

Many customers have nominated up to and even above their stated MDCQ level.  (Id.)  Because, 

as discussed above, there is a cost incurred in simply making the system (in this case in the form 

of peak day access rights) available, it is appropriate to allocate transportation charges on the 

basis of MDCQ. 

With respect to interim rates, in effect between the conclusion of this case and the 

effective date of Rider TBS of May 1, 2012, AIC proposed to use the Equitable Method based on 

existing transportation customer MDCQs on November 1, 2010.  (Ameren Ex. 51.0 Rev., p. 23.) 

Staff believes that interim base rates should be determined in the manner that the Commission 

ordered in the previous rate case for those three months, i.e. allocate storage costs to all 

transportation customers based on 20% of DCN.  (Staff Br. 170.)  As AIC views that allocation 

as inappropriate, and other rates become effective on the date of the Commission’s Final Order, 
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AIC recommends its proposed storage cost rates take effect with the Final Order in this case.  

(Ameren Ex. 51.0 Rev., p. 23.).   

With respect to Staff’s  other specific recommendations, “Give transportation customers 

Critical Day withdrawal rights that are linked to the maximum storage capacity,” and “Give 

transportation customers proportional maximum storage capacity based on the Nicor Method,”  

AIC explained why these changes to Rider TBS  should be rejected in its Initial Brief at pages 

182-83 and 180-81 respectively.   

IIEC notes that AIC now recommends a limit on an individual transportation customer’s 

maximum bank capacity equal to 15 days times MDCQ, with an aggregate bank storage limit 

(BSL) of 10 days.  (IIEC Br. 91.)  IIEC also notes that under Ameren Illinois’s proposal, 

unsubscribed storage is offered to customers (up to the BSL), so that customers desiring 

additional storage may, under certain circumstances, receive more than fifteen days of storage. 

(Id.)  IIEC states that it finds this revised proposal more acceptable. However, IIEC continues to 

oppose any aggregate limit on Transportation customers’ storage capacity.  (Id.)   

IIEC asserts that AIC has not demonstrated or claimed any inability to meet the 15 day 

limit.  However, as AIC explained in its Initial Brief (pp. 180-81), raising the BSL would pose 

system integrity and stranded asset concerns.  IIEC does not address these concerns. 

IIEC also takes issue with the use of the Equitable Method.  (IIEC Br. 95.)  IIEC claims 

this method is primarily used by the FERC to allocate costs between pipeline contract storage 

service customers and transportation customers, and it is not used for the allocation of storage 

costs between two groups of customers such as Sales and Transportation customers.  (Id.)  IIEC 

also claims the Equitable Method only applies to full storage service.  As Mr. Eggers explained, 

however, the “Equitable Method” is appropriate for use in the allocation of costs for any storage 
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field, regardless of regulatory domain. (Ameren Ex. 34.0, p. 34.)  It is appropriate for Ameren 

Illinois to use this method, considering the balancing service and electable capacity offered as 

part of the proposed banking provisions.  (Id., p. 35.)   Rejecting allocation methods because they 

were not employed in the past is not a reasonable basis for rejecting the Equitable Method.   

Since deliverability and capacity are not functionally tied in AIC’s banking service, these 

two features need to have costs allocated separately.  (Id.)  If the Commission ordered changes to 

the deliverability afforded transportation customers, without changes to their capacity, a capacity 

-  only allocation would not reflect any cost impact of the deliverability change.  (Id.)  The 

deficiency in the allocation approved in the 2009 rate case was similarly problematic, as it was 

independent of the changes to bank size.  The Equitable Method is an allocation method that 

appropriately allocates costs to both the deliverability component and the capacity component.  

(Id.)  Further, Rider TBS and Rider T tariffs provide the ability to build and empty a bank 

exactly like a storage service. Ameren Illinois’s proposed Rider T and Rider TBS tariffs offer 

provisions that permit the use of the banking service in a traditional summer fill and winter 

withdrawal pattern, if the customer wishes to do so.  (Id.)   

IIEC also asserts that AIC allocates storage capacity on the basis of a customer’s MDCQ 

and the associated costs should be allocated accordingly; otherwise, the cost allocation will not 

reflect cost causation.  (IIEC Br. 96.)  Use of the Equitable Method results in a departure from 

cost-based rates, IIEC claims, because it allocates a portion of costs on assumed levels of peak 

day deliverability rather than on the MDCQ factor used to allocate the capacity.  But, as Mr. 

Eggers explained, and as discussed above, peak day deliverability for transportation customers 

does impose a cost on AIC that should be reflected in the allocation. 
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IIEC also argues the Equitable Method in overstates both the “maximum” and the 

“probable” deliverability used by Transportation customers on a peak day.  (IIEC Br. 96.)  But 

AIC’s customers should pay for the service they have available to them.  (Ameren Ex. 34.0, p. 

36.)  IIEC claims daily balancing Transportation customers cannot withdraw 20% of their 

MDCQ and monthly balanced Transportation customers cannot withdraw 50% of their MDCQ 

on a peak day.  (IIEC Br. 97.)  This is incorrect.  A Daily balanced customer can nominate their 

entire MDCQ, and they have.  (Ameren Ex. 34.0, p. 25.)  If they were to use more than their 

MDCQ, and customers have, they would have access to up to 20% of their MDCQ from their 

banks.  Monthly balanced customers can use up to 50% of their MDCQ on a Critical Day.  In 

fact, Ameren Illinois must deliver volumes in excess of the 20% of DCN if the customer elects to 

under-deliver and purchase gas from the sales customers, so the true physical access to the 

system on any day is greater than 20% MDCQ for Daily balanced customers and 50% for 

Monthly balanced customers.  (Id.)  Further, the “probable” deliverability cannot be the basis for 

allocation as AIC is committed to deliver up to tariff rights.   

For these reasons, the position of IIEC regarding Rider TBS should be rejected.   

b. Rider-T—Cashout Provisions 

In its Initial Brief, Staff opposes AIC’s proposed changes to Rider T and Rider TBS 

cashout provisions.  But Staff acknowledges that a pattern of under-deliveries does occur under 

AIC’s current Rider T cashout provisions.  (Staff Br. 172.)  Staff concedes therefore that there is 

an under delivery “issue” that should be addressed.  (Id. at 173.)  Staff now suggests that there 

may be “reasonable alternative[s]” to AIC’s proposal, such as to add a basis to the cashout price.  

Staff, however has not provided any explanation or detail supporting their proposal.  (Staff Cross 

Ex. 12.)  While AIC is not opposed to discussing alternatives to its cashout mechanism with the 



 

 

 -93-  

goal of minimizing balances (Staff Cross Ex. 12), on the record evidence in this case, AIC’s 

proposal is the most reasonable and therefore should be adopted.    

Staff’s brief contains two significant false assertions. First, Staff’s assertion that AIC has 

provided no evidence regarding negative cost consequences to PGA customers is false. Likewise, 

Staff’s assertion that AIC has provided no evidence that the current cashout provisions are 

inadequate is also incorrect.  AIC has provided substantial evidence that current cashout 

provisions are not adequate, including: 1) data showing negative costs consequences to sales 

customers, 2) balancing costs of $2.3 million far exceeding cashout premiums of $583,000, and 3) 

a pattern of under-delivery by transportation customers.  

 Mr. Eggers has testified to and provided evidence of negative cost consequences to sales 

customers from 2009 and 2010 where the cashout revenue was insufficient to avoid a negative 

cost consequence.  (AIC Br. 187-88; Ameren Exs. 34.0, p. 26; 34.4.)  Also, Ameren Exhibit 51.1 

shows that the $2.3 million annual cost for the services required to cover daily balanced 

customer imbalances exceeds the $583,000 average in premiums paid by transportation 

customers through the cashout mechanism.  (AIC Br. 186-87; Ameren Ex. 51.1.)  That means the 

costs to cover these imbalances is almost four times what transportation customers pay.  

Furthermore, Staff’s own acknowledgement that there is a problem with under-delivery 

undermines its argument that AIC has provided no evidence that the current provisions are 

inadequate.    

Staff’s Brief shows a continued misunderstanding of the source and price of gas supplies 

used to balance the system.  Staff misconstrues AIC witness Mr. Eggers’ testimony, stating that 

“despite assurances that Ameren cannot buy gas at the daily price, Ameren witness Eggers 

acknowledged under cross-examination that Ameren makes daily gas purchases at its city gate at 
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the Chicago Citygate Price.”  (Staff Br. 172.)  AIC has never asserted it cannot buy gas at market 

price.  Rather, Mr. Eggers testified that “every AIC purchase flows through the PGA.  All 

supplies AIC provides to its distribution system are priced at the PGA price,” which is not the 

same thing as saying AIC cannot buy at the daily price.  (Ameren Ex. 51.0 Rev. (Eggers Sur.), p. 

20.)  The point is that making up for cashout imbalances is not a simple as AIC buying more 

market priced gas.25  (AIC Br. 188; Ameren Ex. 51.0 Rev., p. 20.)  Imbalances are corrected 

using distribution system supplies, i.e., sales customer gas – which are priced at the PGA price.  

(Id.)  When buying gas from transportation customers, the sales customers should never have to 

buy it at a price greater than their supply, the PGA, because that exposes them to higher prices 

than they would have otherwise experienced as a result of transportation customer activity.  (Id.)       

Staff claims in is Brief (p. 171) that “where transportation customers contribute to net 

imbalances, imbalances can be offset by market purchases for which the daily market price 

compensates the PGA for the gas purchased. The daily market price, not the PGA is the 

appropriate price to use for transportation customer imbalances.”  As Mr. Eggers stated, AIC 

does not respond to imbalances by buying gas – flexible storage resources are most often used.  

(AIC Br. 188; Ameren Ex. 51.0 Rev., p. 20.)  Because imbalances are corrected using 

distribution system supplies - which are priced at the PGA - it is logical that the transportation 

customer's cashout mechanism use PGA prices as a baseline.  (Ameren Ex. 51.0 Rev., p. 20.) 

The PGA price and the market price are not the same and if they are, it is only by chance.   

                                              

25 When AIC buys gas, it pays the index price (for instance the Chicago Citygate Price) or the price set by 
contract.  (Tr. 504; Staff Cross Ex. 12.)  The PGA is simply the price AIC anticipates to pay to purchase gas from 
the wholesale market, plus costs of providing gas to AIC’s customers the month, as well as any reconciliations from 
prior months.  (See ICC’s website at http://www.icc.illinois.gov/ags/consumereducation.aspx.) 
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IIEC does not agree that cashout volumes are necessarily purchased from or sold to PGA 

customers, but argues that Ameren cures imbalances at the marginal or market price.  (IIEC Br. 

99.)  As explained above, this is incorrect.  IIEC also argues that using PGA prices rather than 

market clearing prices produces a margin, which benefits the sales customers.  (IIEC Br. 99.)  It 

is correct that any margin from sales above the PGA or purchases lower than the PGA is credited 

to the sales customers through the PGA mechanism.  (Ameren Ex. 34.0, p. 37.)  However, any 

margin serves to offset the costs incurred by the sales customers when transportation customers 

cannot adequately match nominations to usage.  (Id.)  As already discussed, AIC has shown that 

cashout premiums are inadequate to recover the full amount of balancing costs imposed on 

AIC’s sales customers and these imbalances are corrected through the PGA.   

As discussed in AIC’s Initial Brief, IIEC accurately points out PGA prices exceed market 

clearing prices.  (AIC Br. 189; IIEC Br. 100.) AIC’s requirements to protect against price 

volatility, to provide a level of service on a peak day, and prudent asset ownership to provide 

safe, reliable service are the reasons AIC’s PGA may be higher than the current market price.  

(Ameren Ex. 51.0 Rev., p. 25.)   However, the 20% free margin of error on transportation 

customer nominations does not provide any incentive for better account management if they can 

continue to buy and sell at market price and take advantage of any price differences.  (AIC Br. 

189.)  AIC’s cashout proposals will provide the incentive to transportation customers to 

minimize or eliminate their cashout imbalances.   
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IX. PROPOSED SMALL VOLUME TRANSPORTATION PROGRAM  

Throughout its brief, the Retail Gas Suppliers (RGS) recommend that the Commission 

order workshops.26  These workshops would be begin no later than one month after the final 

order in this proceeding and last no more than six months.  At the end of the workshop process, 

RGS recommends the Commission order Ameren Illinois to file a tariff outlining a retail gas 

choice program for Commission approval.  Further, RGS recommends that its witness’ testimony 

be the basis for the workshop process.  (RGS Br. 6.) 

In response, Ameren Illinois does not have a per se objection to workshops, however, 

Ameren Illinois would oppose workshops unless the Gas Residential Choice Program was 

mandated by legislation or ordered by the Commission.  (AIC Br. 190.)  Furthermore, Ameren 

Illinois expressed agreement with the position of Staff witness Dr. David Rearden, who pointed 

to the recently amended Illinois Public Utilities Act, whereby the Office of Retail Market 

Development (ORMD) is obliged to prepare a report that investigates the state of the retail gas 

competition in Illinois, identify barriers or obstacles to a retail gas choice program, and consider 

other relevant information and gather such information from stakeholders.  Dr. Rearden testified 

awaiting the ORMD process was the better means by which RGS could advance its 

recommendations, rather than the current rate case.  (ICC Staff Ex.34.0, pp. 5-6.)   

In its Initial Brief, Ameren Illinois stated, and continues to state, that the propriety or 

need for workshops should be measured by the Commission’s expectation of those workshops 

and its expectations of the ORMD report.  That is, the question is whether holding workshops at 

                                              

26 AIC notes that ICEA filed an Initial Brief in support of RGS’s proposal for a workshop process at the 
conclusion of this proceeding.  (ICEA Br. 2.)  Because ICEA’s position is substantially the same as that of RGS, 
AIC’s reply to RGS in this section also responds to ICEA.  AIC notes that ICEA did not submit testimony in this 
proceeding. 
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the end of this case, but then expecting the ORMD process to be a more comprehensive 

evaluation and consideration of retail gas choice (and which could include more workshops) 

makes sense.  Duplication or overlap could result.  In fact, it is apparent that RGS ignored or did 

not consider the possibility of a contested hearing following the filing of an Ameren Illinois 

retail gas choice tariff.  If contested hearings were to follow, the end date of these hearings could 

overlap with the ORMD process.  As Ms. Seckler testified: 

I support Dr. Rearden’s recommendation that, rather than decide this issue in the 
instant proceeding, the Commission should examine the ORMD report and then 
decide whether to order implementation of residential natural gas customer choice 
program in AIC service territory.   

(Ameren Ex. 52.0 (Seckler Sur.), p. 5.) 

During the hearing, Ms. Seckler similarly testified as follows: 

I guess one of the concerns we have with a workshop process is that it may be a 
redundant process to the ORMD that they are going to be issuing a report 
identifying some of these items that we have listed as concerns.  Those all should 
be addressed in that report too.  If we have workshops, it may be a redundant 
process. 

(Tr. 570.) 

Under the category of potentially uncontested issues, RGS makes the remark: “It appears 

that the parties agree that following the Commission’s order endorsing the expansion of 

customer choice to Ameren’s natural gas customers, the appropriate next step would be for the 

Commission to initiate workshops to develop the details for the program.”  (RGS Br.  9.)  In 

response, both Ameren Illinois and Staff have taken reserved positions and CUB has expressed 

doubt as to any customer benefits.  How RGS could extrapolate from the record the statement it 

offers in its Brief is difficult to understand. 

RGS asserts the ORMD report should not be a reason to delay workshops.  RGS states, 

“there is absolutely nothing in the legislation that suggests the Commission should defer this 
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decision until the ORMD submits its report; to the contrary, the legislation isn’t entirely 

consistent with the Commission directing workshops to commence immediately.”  (RGS Br. 16.)  

First, nothing in the legislation speaks directly to the propriety of workshops under any 

circumstance, other than whatever might occur in the context of the ORMD process.  Second, 

whether to proceed with Ameren Illinois only workshops and then the ORMD process is not 

contrary to the statute.  One can legitimately argue that some process short of the ORMD process 

and ensuing report is contrary to the legislative intent if they are not linked.  Third, if RGS means 

instead by its statement: “The legislation is entirely consistent with the Commission directing 

workshops to commence immediately,” there could be some semblance of reasonableness in that 

clause if the workshops are expected to be part of the ORMD process and not limited to Ameren 

Illinois.  In some ways, the RGS position is not clear where it later states “the ORMD’s 

development of its report would be facilitated by the Commission initiating workshops at the 

conclusion of the instant proceeding to develop Ameren’s mass market customer choice 

program.”  (RGS Br. 16.)   

RGS also recommends, in the event workshops are required, that its proposal serve as a 

starting point for discussions.  (RGS Br. 6.)  AIC mostly agrees.  Certainly the RGS proposal 

should be introduced in the course of workshops, but it should not be given any more weight 

than any other proposal.  The reasons are simple and straightforward.  The rate case is not the 

best means by which to adjudicate the design and implementation of a retail gas choice program 

(as ICEA and Staff agree).  No party, except perhaps RGS, has even attempted to try to define 

the parameters of such a program, which would include customer switching details billing 

mechanics, electronic data interface elements, IT transitions, customer education, community 

outreach, the rate parameters for cost recovery, and so forth.   
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RGS makes a number of statements and draws a number of conclusions as to its 

perspective on the retail gas customer choice program in the Ameren Illinois service territory.  

The Commission should take into account that RGS consists of two entities only, that their views 

are being expressed in a rate case, when no party was apprised of any interest in a retail gas 

customer choice program until RGS filed its direct evidence.  It is improbable that RGS’s claims 

represent the entirety of all views regarding retail gas choice, or that its views take into account 

all of the factors, concerns, or issues that other parties might perceive in the design and 

implementation of a retail gas choice program27.  While RGS’s efforts are commendable, their 

position needs to be considered as taken in the context of a rate case, and not a state-wide 

Commission endorsed initiative.    

If however, Ameren Illinois is required to implement a retail gas choice program, then it 

should be able to recover all its prudently incurred costs.  This would hold true even in the event 

the Commission would order workshops, and as a result of those workshops, order Ameren 

Illinois to make a tariff filing providing for a retail gas choice service.  As the design and 

implementation of a retail gas choice program could take affect when there is no rate case 

pending or no opportunity to recover the costs in a rate case, the Commission should permit the 

utility to defer the costs as a regulatory asset and permit their recovery in the next gas rate case. 

X. OTHER 

A. Rate Zone Schedules in Future Rate Filings 

B. Original Cost Determination 

C. Depreciation Rate Study  

                                              

27 Even including ICEA’s members, it is not clear that all views could be heard in this case.  Further, ICEA 
did not submit testimony setting out its views. 
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