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M E M O R A N D U M________________________________________________ 
 
TO: The Commission 
 
FROM: John D. Albers, Administrative Law Judge 
 J. Stephen Yoder, Administrative Law Judge 
 
DATE: February 15, 2012 
 
SUBJECT: Ameren Illinois Company d/b/a Ameren Illinois 
 
 Proposed general increase in gas rates. (Tariffs filed June 5, 

2009) 
 
REGARDING: Applications for Rehearing filed by Ameren Illinois Company 

and the Citizens Utility Board. 
 
RECOMMENDATION: Deny the Applications for Rehearing. 
 
 
I. INTRODUCTION 
 
 On January 10, 2012, the Commission entered an Order in the gas delivery 
services rate case of Ameren Illinois Company d/b/a Ameren Illinois ("AIC").  In contrast 
with the approximately $49.6 million in additional revenue AIC sought after the 
conclusion of the hearings in this matter, the authorized revenue increase for AIC after 
the January 10th Order was approximately $32 Million.   
 
 On February 10, 2012, AIC filed an application for rehearing concerning two of 
the Commission's conclusions, while the Citizens Utility Board ("CUB") also filed an 
application for rehearing on two of the Commission's conclusions.  Pursuant to Section 
10-113(a) of the Public Utilities Act ("Act") and 83 Ill. Adm. Code 200.880(d), the 
deadline for Commission action on the applications for rehearing is March 1, 2012.  If 
the Commission grants rehearing at its February 23, 2012 Bench Session, the deadline 
for Commission action on rehearing will be July 22, 2012.  To the extent that the 
Commission grants rehearing on any issue, the Administrative Law Judges ("ALJs") ask 
that the Commission be clear as to what is to be considered on rehearing. 
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II. AIC APPLICATION FOR REHEARING 
 
 A. Return on Equity 
 
 AIC maintains that the Commission erred by setting a return on equity ("ROE"), 
which was too low, in part by the inclusion of the Illinois Industrial Energy Consumers 
("IIEC") multi-stage discounted cash flow ("DCF") model, while not including IIEC's 
higher ROE models. AIC also complains that the low ROE in this docket was in part 
caused by AIC's decision to be conservative in its analysis. AIC notes that its ROE 
witness did not include the effect of implied expected inflation in 2021, the beginning of 
the third stage of growth in the DCF model, although including it would have been 
consistent with Staff of the Illinois Commerce Commission, and would have significantly 
increased his ROE recommendation.   
 
 AIC suggests to the Commission that various proposed ROE models should also 
be included in calculating the appropriate ROE, which could put AIC and Peoples Gas 
Light and Coke Company and North Shore Gas Company on the same footing.  AIC 
also suggests in its application for rehearing, that since the International Brotherhood of 
Electrical Workers, a party to this docket, recommended the adoption of AIC's 
recommended ROE, that recommendation should be added to the Order's averaging of 
recommended ROEs. 
 
 The ALJs believe this issue has been thoroughly addressed by the parties, and 
that nothing would be gained by granting rehearing on this issue.  The ALJs believe that 
the January 10, 2012 Order adequately addressed this issue and recommend the 
Commission deny rehearing on this issue.   
 
 B. Uncollectibles Rider Adjustment 
 
 AIC additionally requests rehearing on the issue of the uncollectibles rider 
adjustment, which was proposed by Staff and adopted by the Commission.  AIC argues 
that the uncollectibles rider adjustment is now larger than it was in AIC's last rate case, 
Docket Nos. 09-0306 et. al, and suggests that the amount is punitive and based on a 
hypothesis by Staff which has never been adopted by the ratings agencies.  AIC also 
complains that the uncollectible rider adjustment adopted in this proceeding is far in 
excess of what has been set in any of the other recent rate cases before the 
Commission.  AIC suggests that the Commission should revise the January 10, 2012 
Order to eliminate the uncollectible rider adjustment. 
 
 The ALJs believe that this issue has also been thoroughly addressed by the 
parties at each stage of this proceeding, and recommend that the Commission deny 
rehearing on this issue. 
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III. CUB APPLICATION FOR REHEARING 
 
 In its application for rehearing, CUB requests the Commission grant rehearing on 
the Order's approved cost of common equity.  CUB requests rehearing on the adoption 
by the Commission of AIC's DCF model, despite its use of historical growth rates rather 
than prospective growth rates, and the Order's rejection of CUB/AG witness Thomas' 
analysis pertaining to the Capital Asset Pricing Model ("CAPM").  
 
 A. Use of AIC DCF Model 
 
 CUB argues that the Commission’s January 10, 2012 Order improperly adopted 
for use in calculating the appropriate ROE AIC's proposed multi-stage DCF analysis, 
which resulted in a higher than justified overall ROE for AIC.  CUB states that the 
Commission had rejected the use of historical data in previous dockets, and while the 
Proposed Order notes the reasons why the Commission finds reliance on historical data 
to be problematic, the January 10, 2012 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.  CUB argues, however, that the Commission 
should grant rehearing on this issue, as the January 10, 2012 Order never returns to the 
issue to explain why in this record reliance on historical data is appropriate.  
 
 The ALJs believe that this issue was fully developed by the parties, the January 
10, 2012 Order adequately addressed this issue, and that rehearing should be denied 
on this issue. 
 
 B. Rejection of CUB's CAPM Analysis 
 
 CUB also argues that the Commission erred by excluding from its estimated 
ROE the CAPM analysis provided by its witness, Mr. Thomas.  CUB states that while 
the Commission concluded that is was not clear which, if any, of Mr. Thomas’ sources 
for beta coefficients used in his CAPM analysis incorporate adjusted or unadjusted 
betas, CUB notes that since the Commission has a preference for adjusted betas, 
something which Mr. Thomas had in the past opposed, Mr. Thomas specifically stated 
that his analysis included adjusted beta coefficients from Value Line.  
 
 CUB further states that 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 indicated it believes is necessary for any 
approach or method adopted.  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.  CUB states Mr. Thomas included in his CAPM 
analyses a spectrum of EMRP estimates, with one end of the spectrum being the 
historic EMRP of 6.70%, as reported in AIC witness 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 CUB says is clearly outside the estimates found in the academic research. CUB 
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argues that these estimates will change over time, as the academic research, historic 
record and prospective information change over time.  CUB suggests this would 
address the Commission’s concerns, therefore, the Commission should grant rehearing 
on the issue of whether to include Mr. Thomas' CAPM analysis in calculating the 
appropriate ROE. 
 
 The ALJs believe that CUB's arguments do not change the facts in evidence, that 
this issue was fully developed by the parties in this proceeding, and that nothing would 
be gained by granting rehearing on this issue.  The Administrative Law Judges therefore 
recommend denying rehearing on this issue. 
 
 As previously noted, the deadline for the Commission to act on the Applications 
for Rehearing is March 1, 2012. 
 
 
JDA/JSY 
 


