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I. INTRODUCTION AND QUALIFICATIONS 1 

Q. Please state your name and business address. 2 

A. My name is Christopher C. Thomas.  My address is 222 South Racine, #202, Chicago, 3 

Illinois, 60607 4 

Q. On whose behalf are you testifying? 5 

A. I am testifying on behalf of the Citizens Utility Board (“CUB”). 6 

Q. Please summarize your professional experience. 7 

A. My professional career includes more than eleven years as a utility regulatory economist.  8 

I started my career as a regulatory economist in the Telecommunications Department of 9 

the Missouri Public Service Commission.  I became a CUB employee in September 2004, 10 

and have filed testimony before the Illinois Commerce Commission (“ICC” or 11 

“Commission”) in numerous dockets.  CUB Exhibit 2.1, attached to this testimony, is my 12 

resume and a list of the dockets in which I have filed testimony and a brief description of 13 

the nature of each docket.  My duties included filing expert testimony before the ICC, 14 

oversight of the testimony filed by external expert witnesses on CUB’s behalf, and 15 

management of CUB’s Policy Department.  I am testifying on behalf of CUB in this case 16 

as an independent consultant. 17 

Q. Please describe your educational background. 18 

A. I have a Bachelor's degree in Business Administration with a concentration in Finance 19 

and a minor in Economics from Truman State University, and a Master’s degree in 20 

Economics and Finance from Southern Illinois University, Edwardsville. 21 

 22 

  23 
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II. OVERVIEW AND PURPOSE  24 

Q. What is the context for this proceeding? 25 

A. In 2011, Illinois enacted Public Acts 97-0616 and 97-0646, creating, among other things, 26 

new sections of the Public Utilities Act (“PUA” or “Act”), including Section 16-108.5—27 

the  subject of this proceeding.  An electric utility that commits to undertake an 28 

infrastructure investment program pursuant to Section 16-108.5(b) may elect to recover 29 

its delivery services costs through a performance-based formula rate approved by the 30 

Commission.1   31 

  While the new provisions to the Act create an alternative to the way rates have 32 

traditionally been set in Illinois, they do not change the purpose of regulation:  to ensure 33 

that customers in Illinois receive adequate, efficient, reliable, environmentally safe and 34 

least-cost public utility services.2  My purpose in this testimony is to address how ICC 35 

can hold Ameren accountable to the Commission’s standards.  36 

Q. Has Ameren opted to participate in this new regulatory scheme? 37 

A. Yes.  The performance-based formula rate tariff for the Ameren Illinois Company 38 

(“Ameren” or “AIC”) is Rate MAP-P, and it sets forth the formula for calculating a 39 

delivery service revenue requirement that will be used to set delivery service charges for 40 

retail electric customers.  The formula includes the specific cost components that form 41 

the basis of the rates charged to the utility's delivery service customer classes, and is, 42 

according to Ameren witness Robert Mill, intended to operate in a standardized and 43 

transparent manner updated annually to reflect: (i) historical data from the most recently 44 

filed Federal Energy Regulatory Commission (“FERC”) Form 1, plus projected plant 45 
                                                 
1 Ameren Ex. 1.0 Rev. at 3.   
2 220 ILCS 5/1-102(a). 
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additions and correspondingly updated depreciation reserve and depreciation expense for 46 

the year of filing; (ii) a reconciliation of the revenue requirement reflected in rates for 47 

each year, with what the revenue requirement would have been had the actual cost 48 

information for the year been available at the filing date; and (iii) any adjustments, 49 

including adjustments to reflect an earned rate of return on common equity outside the 50 

statutory range, required by Section 16-108.5(c) of the Act.3    The rates established under 51 

this framework are "performance-based" rates (“PBR”) because the ability to maintain 52 

this rate mechanism is dependent on the utility achieving certain metrics and performance 53 

goals for the periods they are in effect.4   54 

Q.  How is AIC classified for purposes of its PBR and commitments thereunder? 55 

A. AIC is a "combination utility," which is a utility that, as of January 1, 2011, provided 56 

electric service to at least one million retail customers in Illinois and gas service to at 57 

least 500,000 retail customers in Illinois. Section 16-108.5 of the Act sets forth certain 58 

and different requirements for a "combination utility” than any other participating utility.  59 

Q. Do the Act’s new provisions create opportunities and expectations for performance 60 
improvement?  61 

A. Yes.  The new provisions emphasize a consistency of interest between the utility and its 62 

customers:  the interest in clear expectations for performance and consequences of 63 

meeting or not meeting those expectations.  I think that these sections present the 64 

Commission with opportunities to improve Ameren’s performance, in terms of both 65 

innovation and cost-effectiveness.  The combination of pre-expenditure approvals of 66 

FERC Form 1-based cost proposals and post-expenditure "reconciliations" reduces 67 

regulatory lag and increases revenue certainty, compared to a regime of test year 68 
                                                 
3 Ameren Ex. 1.0 at 3-4. 
4 Ameren Ex. 1.0 at 4. 
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authorizations without reconciliations.  These are benefits for the utility, and possibly for 69 

the consumer.  There are opportunities to induce new cost-effective actions by the utility, 70 

third-party providers, and consumers, all supported by consumer dollars and guided by 71 

Commission-enforced standards. 72 

Q. Are there any risks with this new regulatory scheme? 73 

A. Yes, since the Act not only requires major investments in infrastructure and new 74 

technologies but divorces the ICC’s review of Ameren’s revenue requirement from those 75 

investments.  As a result, Ameren could over-spend and over-hire to meet the statutory 76 

“estimates” of $625 million in investment and 450 new jobs.  Exacerbating this risk is the 77 

procedure compelled by the Act, wherein the Commission's efforts to lead, by setting 78 

standards and conducting prudence reviews to enforce those standards, could be stymied 79 

and diverted by the overwork caused the stream of utility cost filings.  The utility could 80 

also block competitors from offering services and products that the utility wants to 81 

provide, even though the competitors might be able to provide those services and 82 

products more efficiently.  With the fractured review process created by the Act, the ICC 83 

will have to juggle multiple proceedings to make sure that Ameren’s customers are 84 

benefiting from the new investments, and that Ameren is passing through those benefits 85 

directly to its customers. 86 

Q. What is the purpose of your testimony? 87 

A. My purpose is to make recommendations to the Commission about how to carry out its 88 

responsibilities under the Act’s new sections – specifically how to maximize the 89 

opportunities and minimize the risks.  The Commission should change its procedures to 90 
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focus on cost recovery and performance, including creating procedural schedules with 91 

sufficient space to allow for credible assessment of costs and performance.   92 

  A formula rate is a method of cost recovery.  Its purpose is to recover costs—not 93 

to empower consumers.  If the Commission’s dominant focus becomes utility-initiated 94 

proceedings on input cost and actual cost, the ICC will miss the opportunities to focus on 95 

performance, especially utility and regulatory actions that will help Ameren customers 96 

learn new ways to reduce their dependence on expensive energy.   97 

Q. How can the Commission help achieve the Act’s objectives?   98 

A. Of all the actors on the stage, the Commission is in the best position to determine whether 99 

the statutory changes are achieving their stated objectives.  The Commission can lead the 100 

process by continuously defining and enforcing the standards of prudence and 101 

reasonableness, by establishing procedures that condition cost recovery on the utility’s 102 

achievement of those standards and by remaining alert to discovering which aspects of 103 

the Act are serving its intended purposes and which are undermining those purposes.    104 

Q. What evidence will define whether this new regulatory scheme works? 105 

A. Evidence that the General Assembly’s goals have been realized can be collected by 106 

evaluating: 107 

1. Whether Ameren achieved new levels of performance in customer service 108 
at higher levels of cost-effectiveness. 109 

2. Whether new opportunities arisen for customer investment in energy 110 
efficiency and demand response technologies. 111 

3. Whether customers received timely and useful information on how to 112 
manage their energy costs and consumption. 113 

4. Whether customers enrolled in new rate programs that offer customer 114 
savings. 115 
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5. Whether Ameren’s investments proven cost-effective over the ten years of 116 
infrastructure investment, both in plant and in new smart grid 117 
technologies. 118 

Q. Can the actions of the Commission influence whether these benefits actually accrue 119 
to Ameren’s customers? 120 

A. Yes, if the Commission continuously focuses all parties on these questions: 121 

1. What are the possibilities for new products, services, providers, technology, and 122 
customer needs?  Which possibilities should the Commission encourage and 123 
discourage?   124 

2. Where will private behavior—by utilities, non-utility competitors, and 125 
consumers—conflict with the public interest?   126 

3. What regulatory efforts are necessary to align private behavior with the public 127 
interest?   128 

4. What investigations and proceedings will best get the facts and insights necessary 129 
to answer all these questions? 130 

By asking these questions, and by enlisting the parties in searching for answers, 131 

the Commission can lead the effort, prescribed by the General Assembly, to "promote 132 

prudent, long-term infrastructure investment" in a way that "mutually benefit[s] the 133 

State's electric utilities and their customers, regulators, and investors"; "to modernize and 134 

upgrade transmission and distribution facilities in the State"; to increase the ratemaking 135 

process’ "predictability, stability, and transparency"; and to ensure that the service that 136 

Ameren provides their customers is truly "quality electric service" that includes 137 

"innovative technological offerings that will enhance customer experience and choice."5 138 

Q. How have you organized your testimony? 139 

A. Part II is this Overview and Purpose.  Part III focuses on Identifying and Mitigating 140 

Economic Risks.  That includes ways by which the Commission can assign risks between 141 

ratepayers and shareholders, and recommendations for the Commission to minimize 142 
                                                 
5 220 ILCS 5/16-108.5(a), (b). 
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utility over-spending.  Part IV focuses on “making it all work,” by obtaining sufficient 143 

resources and creating logical procedures that, together, ensure that the Commission 144 

leads this process. 145 

 146 

III. IDENTIFYING AND MITIGATING ECONOMIC RISKS 147 

A. The Act creates a risk of utility over-spending. 148 

Q. Please describe the risk of over-spending. 149 

A. The Act requires Ameren to spend an “estimated” $625 million, above average capital 150 

spending for 2008-2010.  Indeed, Ameren has already made adjustments to its planned 151 

plant investment.  As Ameren witness Michael Getz explains, Ameren adjusted its 152 

budgeted plant additions in developing its proposed rate base in this case.6  Some of these 153 

adjustments are not unusual: adjustments to remove items disallowed in prior cases such 154 

as National Electrical Safety Code (“NESC”) rework, the capitalized portion of 155 

production retiree pension and other post-employment benefits (“OPEB”), and other 156 

disallowed plant additions.  The second group of adjustments was made to include the 157 

most recent projected incremental infrastructure spending related to the Company’s 158 

planned Modernization Action Plan (“MAP”) in response to SB 1652 (Public Act 97-159 

0616).  This adjustment was necessary since the amounts identified were not included in 160 

the forecasted data as of October 24, 2011. 161 

Q. How are these adjustments related to a risk of over-spending? 162 

A. Inherent in any utility expenditure are the following risks:  (1) the project will end up 163 

more costly than expected; (2) the project will be completed later than expected, pushing 164 

the benefits further into the future (thus reducing its value to those who pay up front); (3) 165 
                                                 
6 Ameren Ex. 5.0 at 7.   
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the project will produce fewer benefits than expected; (4) the need for the project will 166 

disappear, leaving someone —customers  or investors – responsible for the sunk cost; and 167 

(5) an alternative solution, ruled out or unknown initially, turns out to be more 168 

cost-effective than the expenditure.  169 

Q. Does the formula rate process exacerbate these risks? 170 

A. It can.  By authorizing the utility to seek prudence decisions prior to expenditures, it puts 171 

the Commission at risk of approving actions without having a clear vision and 172 

perspective.  It would be easy for the Commission to get drawn into approving a series of 173 

small commitments in the form of annual budgets, leading to upward adjustments as costs 174 

exceed estimates.  Since the formula rate process invites the utility to obtain regulatory 175 

approvals pre-expenditure, Ameren has an incentive to underestimate its costs to win a 176 

finding of prudence for a particular option.  The problem is that once the Commission is 177 

committed to a given option, it could be committed until sunk costs pass the "point of no 178 

return," that is, where it no longer makes economic sense to change course because the 179 

incremental cost of completing the initial work is less than the total cost of a not-yet 180 

started alternative regardless of which alternative actually would have cost less.  181 

There is also the converse risk, of the utility over-estimating costs, winning 182 

approval, and then asserting prudence on completing the project under budget when the 183 

prudent level might have been even lower.  This scenario illustrates the danger that the 184 

Commission could confuse incurred cost with prudent cost.  If the statutory mandate is 185 

"prudence" and "reasonableness," the proper question is not "What did it cost?" but 186 

"What should it have cost?"  The answer to this question is not in a utility's FERC Form 1 187 

cost data ("What did it cost?") but in data from the best performing utilities ("What 188 
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should it have cost?").  Finding comparable situations to help answer this “should” 189 

question will not always be easy, but doing so is critical to creating objective standards.  190 

B. The Act allows the Commission to assign risks between ratepayers and 191 
  shareholders. 192 
 193 
Q. Does the existence of a formula rate compel ratepayers to bear all economic risks? 194 
 195 
A. No.  A formula rate is not a guarantee; it does not make ratepayers the risk-bearers for 196 

cost overruns.  Ameren will "populate" its formula with costs, but those costs are only 197 

proposals.  The utility bears the burden of proving their "prudence" and "reasonableness."  198 

The Commission then has the duty to approve or disapprove each proposed cost, as it is 199 

charged to do in this proceeding.  Its review of formula rate inputs and actuals requires no 200 

less rigor than general rate case treatment.  In fact, Section 16-108.5(c)(1) of the Act 201 

provides for "the recovery of the utility's actual costs of delivery services that are 202 

prudently incurred and reasonable in amount consistent with Commission practice and 203 

law."   204 

Q. Should the ICC look at prudence and reasonableness as separate concepts? 205 

A. Yes.  I’m not a lawyer, so I cannot speak to how those terms translate into legal standards 206 

for cost recovery.  However, I do think these are two distinct concepts.  Prudence is 207 

similar to non-negligence – performance consistent with the performance standards set by 208 

the Commission.  Reasonableness is a different screen, reflecting the fact that a regulator 209 

can disallow otherwise prudent costs when the policymakers determine that the risk of 210 

prudent but uneconomic actions should fall on the utility.   211 

Q. How does this distinction apply to the new statute?  212 

A. This distinction allows the Commission to assign to Ameren one or more of the business 213 

risks noted above:  risks of cost overruns, of project delays, of benefits falling below 214 
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estimates, and of better alternatives emerging.  This approach is consistent with the 215 

traditional notion of disallowing costs based on the "used and useful" criterion, which is 216 

distinct from prudence.  The Commission should make clear in this proceeding that it 217 

retains the authority to make such determinations.   218 

Q. Why is this important? 219 

A. In the context of the General Assembly’s directive that Ameren invest in infrastructure 220 

improvements, including investment in smart grid technologies, the Commission should 221 

ensure that Ameren is managing its investment risk appropriately.  Ameren witness 222 

Ronald Pate describes what is required of Ameren under the new formula rate option:   223 

Ameren Illinois has elected to participate in the infrastructure 224 
investment program pursuant to Section 16-108.5 of the Public 225 
Utilities Act (PUA or Act). That program requires a substantial 226 
amount of capital investment over the next ten years to upgrade 227 
and modernize the electric distribution network and install "smart 228 
grid" technology. Ameren Illinois's implementation of that 229 
infrastructure investment program is referred to as the 230 
Modernization Action Plan (MAP). As explained below, AIC has 231 
included incremental MAP investment in its projected plant 232 
additions that it reasonably expects to be placed in service in 2012. 233 

AIC is in the final stages of development of an “infrastructure 234 
investment program” authorized by Section 16-108.5 of the Public 235 
Utilities Act (PUA or the Act), to be known as the Modernization 236 
Action Plan or MAP. The scope, schedule and staffing for MAP 237 
will be addressed as part of a plan submitted to the Commission 238 
within 60 days of this filing. AIC's projected 2012 capital additions 239 
include incremental dollars that will fund MAP projects. AIC has 240 
identified $21.6 million in incremental MAP plant additions that it 241 
expects to be placed in service in 2012 that have been included in 242 
its proposed rate base. These system upgrade, modernization, and 243 
smart grid investments will improve and enhance system reliability 244 
of AIC's electrical distribution network. This will not be the extent 245 
of the Company's incremental MAP spending in 2012. This 246 
represents only the incremental dollars that will be spent on MAP 247 
plant investments that will be placed in service in 2012. System 248 
upgrade and modernization projects that will be placed in service 249 
in 2012 include additional investment in substation animal 250 
protection, pole replacement, and cable replacement. Investments 251 
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will also be made to enhance AIC’s Decatur training facility and to 252 
add a new training facility for relay and smart grid related training. 253 

Smart Grid related projects to be placed in service in 2012 include 254 
incremental investments in an Advanced Distribution Management 255 
System, system automation, substation metering, micro-processor 256 
based relays, and a cyber-secure communication network to 257 
support the additional automation. Investments will also be made 258 
in a new Smart Grid Test Bed facility.7   259 

Under this new regulatory environment, however, Ameren could have less 260 

incentive to make prudent investments, and may have more incentive to invest in projects 261 

that are unreasonably risky, thereby widening the universe of actions whose adverse 262 

outcomes would fall on customers.  Without the “used and useful” standard, there is a 263 

real risk that customers would pay for the utility profit on sunk, useless investments, but 264 

receive no benefit.     265 

Q.  Does the statute's command that Ameren spend $265 million on infrastructure 266 
upgrades and $360 million on smart grid preclude the Commission from assigning 267 
risk associated with this spending? 268 

 269 
A. No.  The statute describes these amounts as "estimated" expenditures.  No dollar 270 

expenditure automatically passes the prudence and reasonableness tests merely because it 271 

falls within the statutory total of $625 million.  Utility performance must be judged by its 272 

cost-effectiveness relative to alternatives, not by how much money is spent.   273 

When the utility requests pre-approval of a cost, the Commission should 274 

determine the appropriate and prudent cost, assign the risk and benefit of cost overages 275 

and underages, and specify the flexibility the utility or consumers have to adjust these 276 

risks and benefits as facts change, all based on objective data.   277 

  278 

                                                 
7 Ameren Ex. 6.0 at 59-40. 
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C. Recommendations for the ICC to Minimize the Risk of Over-Spending 279 

Q. What recommendations do you have for handling the risk of over-spending?  280 

A. The central purpose of Commission regulation should be to "motivate the utility to excel 281 

(i.e., operate efficiently) and to penalize the utility for poor performance."8   By efficient, I 282 

mean efficient in an economic sense—getting the biggest bang for the buck, leaving no 283 

benefits on the table, not foregoing actions that could make someone better off while 284 

making no one worse off.  To achieve this result, I recommend that the Commission 285 

establish the following requirements for Ameren’s formula rate filings under the Act: 286 

� Require each cost proposal to state all costs, and the expected benefits, and 287 
require the utility to commit to achieving those benefits. 288 

� Approve expenditure levels based on the costs of the best available 289 
performer, which is not necessarily Ameren. 290 

� Approve a project as "prudent" only after gaining the necessary time 291 
perspective. 292 

� Using long-term planning, require Ameren to connect proposed 293 
expenditures to projects that promise benefits, to avoid piecemeal approval 294 
of major, long-term capital investments.  295 

� Establish ongoing monitoring – not merely annual, post-hoc reviews— to 296 
ensure that project decisions can change as facts change. 297 

Q.  Why should the Commission require each cost proposal to state all costs, and the 298 
expected benefits, and require the utility to commit to achieving those benefits? 299 

A. Where Ameren seeks to justify an expenditure proposal based on benefits it predicts, and 300 

it controls the information supporting its prediction, it must commit to those benefits if it 301 

also wants the associated profit.  Conversely, the pre-approved cost recovery must be 302 

                                                 
8 S. Hempling and S. Strauss, Pre-Approval Commitments:  When And Under What Conditions Should 
Regulators Commit Ratepayer Dollars to Utility-Proposed Capital Projects? (Nat’l Regulatory Research 
Inst. Nov. 2008). 
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subject to refund to the extent asserted benefits do not materialize.  This principle flows 303 

from two other principles:  (a) Ameren's informational advantage makes it best able to 304 

assess risk; and (b) an investment lacking shareholder support is unlikely to be prudent.   305 

Q. What about the costs? 306 

A. Ameren’s request for pre-approval of an action or expenditure should include an 307 

explanation of the project's total costs and compare those costs to the costs of viable 308 

alternative solutions.  AIC also should describe its efforts to cap vendors' costs.  The 309 

utility should disclose all risks – all plausible reasons why outcomes could vary from the 310 

expected – so that the Commission can allocate them consistently with economic 311 

efficiency.   312 

These disclosures must be accurate and timely.  Publicly traded companies 313 

routinely disclose their business risks in any prospectus that accompanies a public bond 314 

or stock sale.  Where Ameren proposes that these risks be borne by ratepayers rather than 315 

lenders or shareholders, the same principles of disclosures should apply – along with 316 

penalties for non-disclosure.  Absent this requirement, ratepayer representatives and 317 

Commission staff have to guess (because they lack the inside information and expertise 318 

controlled by the utility, despite having paid for them through their rates) about possible 319 

negative outcomes.  These guesses are then often criticized as "speculative" when they 320 

would be unnecessary if the utility disclosed them properly. 321 

Q. What do you mean by saying that approved expenditures should be based on the 322 
costs of the best available performer? 323 

A. For every significant action or expenditure undertaken, Ameren should find the best 324 

performer.  If AIC’s interest in its profit discourages it from finding alternative providers, 325 

the utility becomes its customers’ adversary rather than their privileged supplier.  While it 326 



ICC Docket No. 12-0001 
CUB Ex. 2.0 Thomas Direct 

 

14 
 

is not the Commission's role to dictate which contractors and subcontractors Ameren 327 

should use, it is the Commission's role to base cost recovery on the standards of prudence 328 

and reasonableness, which imply using the most cost effective means.  AIC therefore has 329 

the burden of proving that its proposed costs are the most effective alternative.  330 

Q. How can the Commission do this? 331 

A. The Commission should require Ameren to provide all information the Commission 332 

needs to determine that the utility’s proposed alternative is the best alternative available.  333 

AIC’s FERC Form 1 data and any associated workpapers are only a fraction of that 334 

necessary information.  The Commission also must require Ameren to provide data on 335 

how the best performing utilities carry out similar actions and how the utility intends to 336 

replicate those actions.  Ameren’s statutory burden of proving prudence and 337 

reasonableness requires no less, because this is the information logically necessary to 338 

prove those standards.   339 

In the past, the burden has often been transferred to intervenors to contest the 340 

utility's prudence and develop all this information.  It should be no secret that the 341 

resource differential between intervenors and the utility risks an incomplete record on this 342 

type of information.  Making Ameren responsible for presenting this information will 343 

help reduce that information gap.  If the Commission is going to pre-approve utility 344 

expenditures, thereby reducing Ameren’s risks, it must commit Ameren to the prudence-345 

proving process with these informational requirements. 346 

Q. Why is it important to carefully time the determination of when a project is 347 
prudent?  348 

A. A prudence review's quality depends on its timing.  Post-expenditure facts, like a major 349 

cost overrun, stimulate more scrutiny, and the Commission can use a prudence review to 350 
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determine what went wrong, for what reason, and who was responsible.  That intensity of 351 

effort cannot easily occur at the front end, when the adverse outcomes are only 352 

possibilities that are easily ignored, downplayed, missed, or dismissed by project 353 

proponents as "speculative" or oppositional.   354 

Inherent in the pre-approval processes presented by the new legislation is the risk 355 

that the Commission will grant piecemeal approvals without having clear visibility for an 356 

entire investment.  Worsening the visibility problem is the resource and expertise 357 

differential between the Commission and the utility because the Ameren’s control and 358 

mastery of inside information gives it more knowledge about what the risks are and what 359 

can go wrong.   360 

Even when "approving" an action, therefore, the Commission should reserve its 361 

power to determine the prudence of the associated cost when it has full perspective.  The 362 

Commission can do this by requiring Ameren to provide comparative analyses with all 363 

relevant alternative expenditures (including a no-expenditure option) for its particular 364 

investment proposals.  The Commission can then determine whether the end result is a 365 

decision that a reasonable person would be expected to exercise under the same 366 

circumstances encountered by Ameren’s management. 367 

Q. Why is it important to avoid what you call “piecemeal” investments?   368 
A. To be prudent and reasonable, an expenditure must be the lowest-feasible cost means of 369 

achieving a prudent objective, based on the facts known at the time of the decision.  370 

Where a specific expenditure is part of a larger project, the prudence of the specific 371 

expenditure depends on the prudence of the larger picture.  To receive approval, Ameren 372 

must prove the prudence of associated projects and show that the total cost of that project 373 

compares favorably to feasible alternatives.  Absent this demonstration of context and 374 
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comparison, the Commission risks being drawn into an assembly line of approvals of 375 

input costs and actual costs that obscures the vision needed to determine if the projects 376 

make economic sense.  The homeowner who hires a bricklayer pays for a stairway, not 377 

for a series of bricks.  Each brick cost is prudent not in and of itself, but because it 378 

contributes cost-effectively to a good result.  Paying a bricklayer $500 for a superbly 379 

executed set of steps from the ground to the first floor makes no sense if the better 380 

solution for a six-story building was an elevator.   381 

  Similarly, the Commission must avoid isolating each expenditure approval from 382 

its associated project by requiring Ameren to provide context for its requests.  No utility 383 

project is done in isolation.  Each expenditure must be part of a system of generation and 384 

transmission procurement, distribution operations, and customer behavior that causes 385 

supply to meet demand cost-effectively.  Without clear plans, there is no context; no way 386 

to distinguish a project that Ameren seeks to advance its pecuniary objectives from a 387 

project that will address the public's priority needs cost-effectively.   388 

Q. How can the Commission require the necessary context for a particular 389 
expenditure? 390 

A. The starting point should be a long-term plan to improve the system, not a list of actions 391 

designed to spend $625 million and create 450 jobs.  The question is not "How do we 392 

spend this large amount of money?" but "What do we need to achieve, and how do we get 393 

the necessary work done cost-effectively?"  To align the statutory spending limit and job 394 

creation goal with the goal of best performance at lowest feasible cost, the Commission 395 

must guide the Ameren’s long-term planning.  The Act provides a path: 396 

Within 60 days after filing a tariff under subsection (c) of this 397 
Section, a participating utility shall submit to the Commission its 398 
plan, including scope, schedule, and staffing, for satisfying its 399 
infrastructure investment program commitments pursuant to this 400 
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subsection (b).  The submitted plan shall include a schedule and 401 
staffing plan for the next calendar year.9 402 

 403 
To carry out this obligation the Commission should require two distinct, but linked plans:  404 

a long-term plan ("for satisfying its infrastructure investment program commitments 405 

pursuant to this subsection (b)") and a one-year plan (the "schedule and staffing plan for 406 

the next calendar year").  The Commission also should create a process for reviewing 407 

these plans.  The long-term plan should be what guides the annual expenditures, and the 408 

one-year plan what guides adjustments in work from year-to-year to meet long-term 409 

goals. 410 

Q. Why is monitoring critical? 411 

A. Any approval of an action or a cost rests on assumptions about facts, comparing the 412 

predicted costs of the chosen alternative to the rejected alternatives.  Facts can change.  413 

The Commission and Ameren must be ready to recognize change, acknowledge past 414 

error, and shift to the best alternative.  Ameren’s proposals for project approvals therefore 415 

should include a schedule for periodic, objective re-evaluations that offer opportunities 416 

for competitive alternatives to emerge and penalties if the utility withholds or delays the 417 

transfer of information relevant to Commission review.  418 

  The Commission must ensure that for approved actions and expenditures there 419 

exist customer-protective off-ramps.  Otherwise there is asymmetry because Ameren can 420 

cease the work but be assured of cost recovery, whereas customers cannot cause the work 421 

to cease and be assured of cost protection.   422 

 423 

                                                 
9 220 ILCS 5/16-108.5(b). 
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IV. COMMISSION RESOURCES AND PROCEDURES 424 

Q. How can the Commission carry out the leadership roles you have recommended? 425 
 426 
A. Merely following the Act's requirements without changing procedures risks confining the 427 

Commission and intervenors within the walls of a continuous series of utility-initiated 428 

requests for approvals.  The Commission must do more than respond to the utility's 429 

requests; it must think and act independently to improve electricity service at lowest 430 

feasible cost.  431 

In designing procedures, the most important principle is to tie cost recovery to 432 

performance.  The pressure to meet statutory timelines for cost inputs and reconciliations 433 

risks pushing performance to the back seat.  To prevent this result, the Commission 434 

should also have annual proceedings on performance.  It should link these performance 435 

reviews with the cost recovery process, so that cost recovery is contingent on the 436 

Commission's evaluation of Ameren’s performance.  Customers pay for performance. 437 

Q. Do you recommend any other procedures to help avoid unnecessary investments? 438 

A. Yes.  There is a conflict between the Act’s directives and the customers’ needs.  The 439 

Commission can reduce this conflict with careful procedure. 440 

  The Act directs Ameren to spend an “estimated” $625 million over ten years 441 

(above the 2008-1010 capital spend average).   A utility that fails to spend this amount 442 

could lose its formula rate.10  These two factors, taken together, create a risk that 443 

spending decisions will be influenced more by the statutory figure than customers’ needs.  444 

While some of the $625 million is to upgrade existing assets, some of the spending will 445 

                                                 
10 220 ILCS 5/16-108.5(b) ( “[If] the Commission enters an order finding, after notice and hearing, that a 
participating utility is not satisfying its investment amount commitments described in this subsection (b), 
then the utility shall no longer be eligible to annually update the performance-based formula rate tariff 
pursuant to subsection (d) of this Section.”) 



ICC Docket No. 12-0001 
CUB Ex. 2.0 Thomas Direct 

 

19 
 

go to new infrastructure.  But the need for new infrastructure depends in part on 446 

customers’ consumption patterns.  A key method for changing customers’ consumption 447 

patterns is the introduction and acceptance of dynamic rates and associated rate 448 

structures, which can reduce the need for physical plant.   449 

Absent careful timing of Commission proceedings, there is risk that Ameren will 450 

commit to, and the Commission will approve, major capital expenditures before 451 

consumers have made the rate-induced behavior changes that would obviate the need for 452 

such expenditures.  Those capital expenditures, once sunk (and if prudent and 453 

reasonable), would become the ratepayers' responsibility even if their demand drops.  If 454 

customers then have to bear those costs regardless of their usage change, they will have 455 

less incentive to make behavior changes which would benefit them and the overall 456 

system.   457 

The Commission can avoid this unsatisfactory result by organizing its procedures.  458 

For example, the ICC can initiate a proceeding now to find the best dynamic rate 459 

practices, and require Ameren to incorporate those findings into its investment planning.  460 

As a result, the Commission would be able to distinguish between those elements of the 461 

capital expenditures that must occur regardless of changes in consumption patterns (such 462 

as repairs to facilities that will be needed under any plausible demand pattern) and those 463 

capital expenditures that rate design changes might help avoid.  The former category 464 

should proceed; the latter category should await a Commission investigation into 465 

rate-design changes and their potential.  The Commission should require Ameren to 466 

address whether or not it has considered the impact of new rates or new customer 467 

behavior on its planned capital investment.  468 
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Q. Does this conclude your direct testimony? 469 

A. Yes. 470 


