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STATE OF ILLINOIS 
ILLINOIS COMMERCE COMMISSION 

 
AMEREN ILLINOIS COMPANY    ) 
        ) Docket No. 11-0282 
Proposed general increase in gas delivery service  ) 
rates.        ) 
 

APPLICATION FOR REHEARING OF THE CITIZENS UTILITY BOARD 

Pursuant to Section 10-113 of the Public Utilities Act (“PUA” or the “Act”), 220 ILCS 

5/10-113, and Section 200.880 of the Rules of Practice of the Illinois Commerce Commission 

(“Commission” or “ICC”), 80 Ill. Admin. Code 200.880, the Citizens Utility Board (“CUB”), by 

and through its attorneys, submits this Application for Rehearing of the Commission’s Final 

Order in the above-captioned proceeding regarding the increase in natural gas delivery services 

rates for the Ameren Illinois Company (“AIC”, “Ameren” or “the Company”).  For the reasons 

described in detail below, CUB requests the Commission grant rehearing to reconsider two of its 

conclusions on the issue of the appropriate return on equity (“ROE”).  CUB incorporates its past 

briefings of these subjects, and the underlying evidentiary record referenced in those briefings.  

See CUB Init. Br. at. 19-37; Reply Br. at 15-20; Br. on Exceptions at 6-11; and Reply Br. on 

Exceptions, 11-13.  The Commission erred in two ways:  (1) including the Company’s faulty 

discounted cash flow (“DCF”) analysis in its computation of the ROE, and (2) by failing to 

include the Capital Asset Pricing Model (“CAPM”) analysis recommended by AG/CUB witness 

Christopher Thomas.  Final Order at 123, 127.  In doing so, the Commission awarded Ameren a 

return on equity above what the Company’s actual required return on equity. 
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ARGUMENT 

In determining the Company’s ROE, the Commission averaged the multi-state DCF 

analyses provided by the Company, Staff, IIEC and AG/CUB, and then averaged that figure with 

the CAPM analysis provided by Staff, with a downward adjustment to reflect the reduced risk 

resulting from the existence of uncollectibles riders.  Final Order at 126.  The Commission 

should have excluded the multi-stage DCF analysis provided by the Company witness Mr. 

Hevert, because he relied on historical data and provided no rational explanation for the period 

over which the data was averaged.  The Commission also should have included in its estimated 

ROE the CAPM analysis submitted by CUB/AG witness Mr. Thomas.   

 

A. DCF Analysis 

The Commission’s Final Order improperly amended the Proposed Order (“PO”) 

regarding the determination of the discounted cash flow (“DCF”) result and its related impact 

upon the final return on equity (“ROE”) awarded to the Company.  As the Final Order explained, 

one of the most important inputs into the multi-state DCF model is the steady-state growth rate.  

Company witness Mr. Hevert was the only witness in the case that considered long-term 

historical growth in gross domestic product (“GDP”) in his steady-state growth rates.  Final 

Order at 122.  In contrast, Staff witness Ms. Freetly, IIEC witness Mr. Gorman, and AG/CUB 

witness Mr. Thomas all relied on forward-looking data.  Id.  The PO and Final Order both noted 

that the steady-state growth rates put forth in testimony by Staff witness Freetly, AG/CUB 

witness Thomas and IIEC witness Gorman, were relatively consistent and relied on forward-

looking data, while the rate put forth by AIC witness Hevert relied, in part, on long-term 

historical growth in GDP.  PO at 140, Final Order at 122.  The PO and Final Order both also note 
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that the primary criticism of Mr. Hevert’s steady-state growth rate is his reliance on historical 

growth rates, a method which was rejected by the Commission when used by Company witness 

Ms. McShane in ICC Docket 09-0306.  PO at 141, Final Order at 123.  That is where the PO and 

Final Order diverge—while the PO notes the reasons why the Commission finds reliance on 

historical data to be problematic, the Final Order simply states that each evidentiary record must 

stand on its own merits and the fact that this method was rejected in the past is not sufficient for 

rejecting it here.  PO at 141, Final Order at 123.  The Final Order never returns to the issue to 

explain why in this record reliance on historical data is appropriate. 

The Final Order is correct that the concept of public regulation requires that the 

Commission have the power to deal freely with each situation that comes before it, regardless of 

how it may have dealt with a similar or even the same situation in a previous proceeding. 

Commonwealth Edison Co. v. Illinois Commerce Comm’n, 405 Ill.App.3d 389 at 407-408 (2d 

Dist. 2010), citing Mississippi River Fuel Corp. v. Illinois Commerce Comm’n, 1 Ill. 2d 509, 513 

(1953).  However, where Commission decisions depart drastically from past practice, they are 

entitled to less deference.  Bus. & Prof’l People for the Pub. Interest v. Illinois Commerce 

Comm’n, 136 Ill. 2d 192, 228 (1989).  As opposed to the PO, which finds that “no rational 

explanation is provided for the historical period selected by Mr. Hevert, 1929 through 2009, for 

estimating future long-term nominal GDP growth,” the Final Order includes no explanation as to 

why the Mr. Hevert’s historical period is indeed appropriate.  PO at 141, see Final Order at 123. 

The PO was correct in rejecting Mr. Hevert’s analysis and excluding his DCF from those 

averaged to determine the appropriate ROE.  No rational explanation was provided for the 

historical period selected by Mr. Hevert.  PO at 141.  The Company, in its Brief on Exception, 

argued that the rational explanation consists entirely of the Commission’s decision in ICC 
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Docket 10-0467.  AIC BOE at 41.   The Company’s Brief on Exceptions, however, does not 

point to any other explanation or rationalization offered to defend Mr. Hevert’s DCF 

calculations. Nor does the Final Order contain any such rationalization. 

 

B. CAPM Analysis 

The Commission erred by excluding from its estimated ROE the CAPM analysis 

submitted by CUB/AG witness Thomas.  In doing so, the Commission expressed concern with 

Mr. Thomas’ analysis.  First, the Commission concluded that it was not clear which, if any, of 

Mr. Thomas’ sources for beta coefficients used in his CAPM analysis incorporate adjusted or 

unadjusted betas.  Order at 124.  Since the Commission has a preference for adjusted betas, 

something Mr. Thomas had in the past opposed, Mr. Thomas specifically stated that his analysis 

included adjusted beta coefficients from Value Line.  Id.   

The beta coefficient (“B”) represents the degree to which the price of a stock moves with 

the overall market, or the volatility of an individual stock compared to the volatility of the 

market.  AG/CUB Ex. 3.0 at 22.  The Commission has traditionally accepted beta coefficients 

that are adjusted for mean reversion, or a supposed tendency to revert to the market mean (1.0), 

as valid CAPM inputs.  Id.  Mr. Thomas testified that this means that adjusted betas, such as 

those used by Value Line – and Mr. Hevert – are upwardly biased in comparison to a broader 

sample of the published estimates of that critical input.  AG/CUB Ex. 24.  To compensate for 

that bias, Mr. Thomas argued the Commission should rely upon a range of betas reported by the 

various reputable financial data reporting sites so the Commission can avoid unintended bias in 

various estimates used in a cost of equity determination.  AG/CUB Ex. 3.0 at 24.  Mr. Thomas 

performed such an analysis, which includes both adjusted and unadjusted betas, and results in a 
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combined average beta coefficient of .635 for the electric proxy group and .477 for the gas 

group.  AG/CUB Ex. 3.0 at 23.   

Second, the Commission expressed concern that it was not clear whether Mr. Thomas’ 

Equity Market Risk Premium (“EMRP”) would allow for change over time, something the 

Commission believes is necessary for any approach or method adopted.  Order at 124.  The 

EMRP represents the premium, above the risk-free rate, that investors expect when they take on 

the risk of an investment in the market portfolio, or the universe of potential investment 

opportunities available to investors.  AG/CUB Ex. 3.0 at 24.  Mr. Thomas urged the Commission 

to consider an EMRP analysis that relies on a reasonable range of EMRPs, which the academic 

research indicates is within the range of 3.0 to 5.0%, with some research indicating that the 

actual EMRP is much lower.  AG/CUB Ex. 3.0 at 27.  He included in his CAPM analyses a 

spectrum of EMRP estimates.  At one end of the spectrum is the historic EMRP of 6.70%, as 

reported in Mr. Hevert’s work papers but not used in his testimony, and at the other end is the 

9.36% estimate calculated by Mr. Hevert, which is clearly outside the estimates found in the 

academic research.  AG/CUB Ex. 3.0 at 28.  Both of these estimates will change over time, as 

the academic research, historic record and prospective estimates change over time, AG/CUB Ex. 

3.0 at 26, which would address the Commission’s concerns.   

Because Mr. Thomas’ CAPM analysis does correct for upward bias based upon analyst 

expectations, and incorporates change over time, the Commission should modify its estimated 

ROE for Ameren by including into its averaged model results the results of Mr. Thomas’ CAPM. 
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