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 Pursuant to Section 10-113 of the Illinois Public Utilities Act, 220 ILCS 5/10-113, and 

Section 200.880 of the Commission’s Rules of Practice, 83 Ill. Admin. Code 200.880, Ameren 

Illinois Company d/b/a Ameren Illinois (“AIC” or the “Company”) hereby submits its Petition 

for Rehearing regarding the Commission’s January 10, 2012 Order (the “Final Order”) in this 

matter.  For the reasons discussed herein, the Commission’s conclusions in the Final Order 

regarding return on common equity (“ROE”) are unsupported by or against the substantial 

weight of the evidence, are arbitrary and capricious and are contrary to law.  For all the reasons 

discussed herein, the Commission should grant rehearing for the purpose of correcting its 

conclusions regarding ROE.   

 The Company appreciates what the Commission did to arrive at what the Commission 

believed to be a fair and reasonable ROE, and does not wish to appear ungrateful for the 

Commission’s efforts.  The Commission rejected the deference paid in the Administrative Law 

Judges’ Proposed Order (“ALJPO”) to the Staff’s recommended ROE, and, in the face of a 

looming statutory deadline for issuance of a final order, the Commission fashioned its own 

calculation that materially increased the ROE recommended in the ALJPO.  The Final Order in 

this case, the Commission’s order in Docket No. 10-0467 (the last Commonwealth Edison 

Company rate proceeding), and the Commission’s order in Docket Nos. 11-0280 and 11-0281 

(consol.) (involving Peoples Gas Light & Company and North Shore Gas Company), also issued 

on January 10, 2012, represent a major change of course in ROE determinations.  The 

components of an ROE determination are being addressed in a way that historically they have 

not. 

 The Company, nonetheless, respectfully protests that the ROE approved for its gas 

operations is still too low, when compared with what utilities around the country have received 
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both recently and historically, and with what Peoples/North Shore received in an order issued the 

very same day.  Analysts and investors are certainly aware of how low the Company’s allowed 

return is.  For example, one industry analyst, Regulatory Research Associates (“RRA”), stated 

that, “the 9.06% authorized return on equity (ROE) is significantly below the average of returns 

authorized for gas utilities nationwide during 2011, is one of the lowest equity returns accorded a 

gas utility nationwide since RRA began tracking equity returns in the early-1980's, and is below 

the ROE authorized in a 2010 rate decision for the company.”1   

In fact, RRA’s data show just how extraordinarily low the Company’s authorized ROE is.  

Of the 930 gas rate orders issued since 1980, only one authorized an ROE lower than that 

authorized in the Final Order in this case.  RRA’s data also show that the mean ROE of gas rate 

orders issued in 2011 was 10.00%, which is well above the 9.06% level approved in the Final 

Order.   

The Company submits that, in an order on rehearing, the Commission can and should 

approve a revised ROE that: 1) more closely approximates the methodology used and the ROE 

approved in the Peoples/North Shore case, 2) more fairly compensates the Company for its cost 

of equity capital, 3) is more likely to put the Company- which is barely investment grade – on a 

stronger financial footing, and 4) eliminates the punitive adjustment associated with the 

uncollectibles rider.  Specifically, the Company proposes that the Commission approve an ROE 

of 9.33%, based on the existing record in this proceeding.  No additional evidence or hearings 

would be required to reach this result. 

                                                 

1 See RRA report attached hereto as Appendix A. 
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The Unadjusted ROE Is Too Low 

 The Commission was clearly not comfortable with the ROE analyses in this case and in 

the Peoples/North Shore.  In both cases, the Commission determined that it would balance the 

competing arguments by averaging the ROE recommendations of the parties.2  The averaging, 

however, produced materially different results for AIC and Peoples/North Shore, due largely to 

the presence of one party, IIEC, in the AIC case that did not participate in the other case.  As a 

result, the utility’s recommendation was weighted one-third in Peoples/North Shore, while it was 

weighted just one-fourth in AIC’s case.  Thus, the unadjusted ROE for Peoples/North Shore 

approved by the Commission was 33 basis points higher than that of AIC.  This produced an 

anomaly: the Commission approved a higher ROE for the more highly rated (i.e., less risky) 

Peoples/North Shore than for the lower rated (i.e., riskier) AIC at the same point in time. While 

the decision in each case rests on the specific record before the Commission, such a wide 

disparity between the results, and the incongruousness of awarding a significantly higher return 

to a less risky company, establishes that something is wrong with the results and that further 

inquiry is required.   

 A utility’s ROE should not depend on whether there are two or three – or five or six – 

other parties making ROE recommendations.  If the Commission wishes to weight different 

recommendations to reach a result, there should be some sort of consistency to it.  AIC should 
                                                 

2 While AIC does not challenge the idea of averaging in this case, AIC observes that it could be 
problematic in the future if parties make their ROE recommendations with an eye to averaging.  Utilities, for 
example, would have an incentive to maximize their ROE recommendations, while opponents would be incentivized 
to minimize their recommendations. Or, other stakeholders, with interests in common with the utility, would have an 
incentive to intervene in a case, submit relatively high ROE recommendations and thereby impact the average in a 
manner which would advantage utility interests.  For example, in this case, the IBEW submitted a brief that 
endorsed the AIC ROE recommendation.  (IBEW Init. Br., pp. 7-11)  If the IBEW’s endorsement had been treated 
as a separate recommendation in the ROE averaging, the resulting ROE would have been much higher, as will be 
discussed. 
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not fare worse than Peoples/North Shore simply because it had one more advocate lined up 

against it – but that is precisely what happened. 

 At oral argument in this case, the Company proposed a weighting of three proposals: 

Staff’s, AG/CUB’s and AIC’s.  AIC offered that a justification for excluding IIEC from the 

weighting was IIEC’s analysis was flawed from the start and had to be withdrawn and 

resubmitted.   

 Moreover, the irony of including the IIEC’s input as the Commission did is that the 

Commission produces an ROE significantly lower than that recommended by IIEC.  IIEC 

recommended an ROE for gas operations of 9.25%, based on Mr. Gorman’s analysis, which 

included three different versions of the DCF approach, a CAPM analysis and a risk premium 

approach.  The Final Order, however, uses from Mr. Gorman’s analysis only his multi-stage 

DCF results: the single lowest component of his analysis.  It is not appropriate to take that 

component (8.43%) out of a much higher overall result (9.25%) and use it to drag down AIC’s 

authorized ROE. 

 An additional factor producing the low average in this case was the Company’s decision 

to be conservative in its analysis.  For example, the Company’s ROE witness, Mr. Hevert, 

testified that he did not seek to maximize his ROE recommendation.  With regard to the third 

stage of the DCF analysis – about which there was significant briefing an argument in this case – 

he explained that he did not include the effect of implied expected inflation in 2021, the 

beginning of the third stage.  Ameren Ex. 41.0, pp.78-79.  This adjustment alone – which would 

have been consistent with Staff’s approach - would have increased the long-term growth rate by 

16 basis points and significantly increased his ROE recommendation.  Id.  That in turn would 
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have increased the Commission’s weighted average DCF result. 

 The Company should not be punished for being conservative in its analysis.  One effect 

of simply averaging the parties’ recommendations is that it in effect double-counts concessions 

AIC has already made.  If AIC had not purposely understated its own analysis in an effort at 

compromise, it would have received a higher ROE.   

 The Commission should revise the Final Order to adopt this proposal, which would put 

the AIC and the Peoples/North Shore unadjusted ROEs on the same footing.  AIC’s unadjusted 

ROE would look like this: 

 
   

DCF 
  

 
Staff 8.63 

 
AG/CUB 8.90 

 
AIC 10.53 

 
Average 9.35 

   CAPM  
 

9.31 

   Average 
 

9.33 
 

Even averaging the overall recommendations of all four of these parties – other than the 

uncollectibles adjustment, discussed below, would produce a materially higher ROE than that 

authorized in the Final Order: 

Staff    9.06 

AG/CUB   8.22 

IIEC    9.25 

AIC  10.75 

Average   9.32 
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 Alternatively, IBEW’s endorsement of AIC’s ROE recommendation could be treated as a 

separate recommendation, significantly affecting the result, but treating IBEW’s 

recommendation equally with those of the other parties: 

DCF   
 Staff     8.63 
 GCI     8.90 
 IIEC     8.43 
 IBEW   10.53 
 Utility   10.53 

Average  9.40 
   

CAPM       9.31 

   

Average      9.36 

Any of these approaches would produce a result that would still be significantly lower 

than the Peoples/North Shore unadjusted ROE of 9.55%, but it calculates the ROEs with the 

same weighting of results. 

The Uncollectibles Rider Adjustment Is Excessive 

The Final Order left undisturbed the uncollectibles rider adjustment proposed by Staff 

and adopted in the ALJPO.  The ROE adjustment is not only unsupported by the evidence and 

arbitrary, it is even larger than the ROE adjustment approved in AIC’s last rate case.  In the last 

case, the specific adjustments for what are now the gas rate zones ranged from 10 to 15 basis 

points: now there is a single deduction of 16.25 basis points.  See Order, Docket Nos. 09-0306 et 

al., at pp. 220-221.  The adjustment is dangerously punitive and based solely and entirely on 

Staff’s hypothesizing of an upward change in credit ratings that has never happened.   

AIC employs a rider to smooth out recovery of its uncollectibles expense.  (Ameren Ex. 
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21.0 2nd Rev. (Nelson Reb.), p. 5.)  The rider assures that the Company recovers no more or less 

than its actual costs.  Staff contended that the presence of the rider reduces regulatory risk by 

reducing the likelihood that the Company will earn less than its approved return, and proposed 

that the Company’s ROE be reduced by 16.25 basis points to reflect the effect of the rider on 

investor expectations.  Staff purported to “calculate” this risk by predicting the effect of the rider 

on the Company’s rating from Moody’s.  (Id.) 

Staff’s theory was that a rider that smooths out uncollectibles recoveries – one modest 

element of the Company’s overall revenue requirement – is worth a three-notch upgrade in credit 

ratings.  This is an extraordinary view, based only Staff’s unsupported and unverified 

assumptions about how Moody’s weights the value of the uncollectibles rider.  Having simply 

declared how much the uncollectibles rider is worth in terms of credit notches, Staff then 

purported to calculate how much that those notches are worth in ROE bps, based on spreads 

between debt ratings at different credit ratings.   

This was pure invention by the Staff.  Moody’s has never said that how it values the rider, 

and it has not upgraded AIC at any time to reflect the effect of the rider.  There is simply nothing 

in the record of this or any other docket that establishes that a single rider is worth even one 

credit notch, much less three – but that is the fundamental core of the adjustment. 

Staff had an answer, of sorts, to the last point.  A Staff witness asserted that the reason 

that AIC had not received a credit upgrade based on the rider was due to Staff’s ROE adjustment. 

Tr. 487-88.  The problems with this analysis are that: 1) it is entirely self-validating, 2) the rider 

became effective a full 16 months before the rate order in AIC’s last rate case that first adopted 

the adjustment – and AIC did not get a three notch upgrade based on the uncollectibles rider. 
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A review of the possible effect of uncollectibles expense shows how preposterous the 

Staff proposal was.  As the appendices to the Final Order show, the uncollectible expenses 

represent less than 1.5% of the Company’s gas delivery revenue requirement.  There is no 

contention that anything other than some portion of that amount is at risk of under-recovery 

without the rider.  The Company is at risk only to the extent that uncollectibles exceed what is 

included in the revenue requirement.  The Final Order, however, reduces the Company’s revenue 

requirement by a little less than 0.5%.  That means for the adjustment to be revenue neutral – 

which was the Staff’s intent – the Company would have to under-recover its uncollectible 

expenses by about one-third each and every year.  This simply is not happening – as the 

Company showed, half the time it is making refunds to customers, not under-collecting at all. 

AIC also showed that Staff’s recommended ROE adjustment is also inconsistent with 

recent treatment received by, or recommended by Staff for, other utilities.  In its most recent rate 

case, concluded last year, ComEd received no ROE deduction for its Rider UF, which tracks 

uncollectibles.  Staff and Intervenors did not even propose an ROE deduction in that case.  Staff 

offered no justification in its testimony in this case for AIC being treated differently from 

ComEd.  If Staff’s rationale is correct (i.e., that the use of a rider reduces risk that the utility will 

not earn its approved return), one would think it should apply equally to ComEd.  In its most 

recent rate case (Docket No. 08-0363), concluded in 2009, Northern Illinois Gas Company’s 

(Nicor) ROE was reduced by 6.5 basis points for use of an uncollectibles rider.  This is less than 

half the adjustment the Commission approved for AIC.  And the Commission approved a 10 

basis point ROE deduction for Peoples Gas/North Shore in its rate case, decided the same day 

that the Final Order was issued in this case. 
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Thus, Illinois treats identical riders this way: 

Utility      ROE adjustment (bps) 

ComEd       0 

Nicor        6 

Peoples/North Shore     10 

Ameren Illinois     16.25 

 

There is no basis for treating Ameren Illinois differently ComEd and so much more 

harshly than every other utility with the same rider.  The Commission should revise the Final 

Order on rehearing to eliminate the uncollectibles adjustment. 

In sum, the Commission should revise the Final Order to set AIC’s unadjusted ROE at 

9.33% and to eliminate the adjustment for the uncollectibles rider.  AIC does not believe that 

additional evidence or hearings are required to revise the Final Order in the manner discussed 

herein. 
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