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 NOW COME the Staff witnesses of the Illinois Commerce Commission (“Staff”), 

by and through their undersigned counsel, pursuant to Section 200.830 of the Illinois 

Commerce Commission’s Rules of Practice (83 Ill. Adm. Code 200.830), and 

respectfully submit this Brief on Exceptions to the Proposed Order (“PO”) issued by the 

Administrative Law Judges (“ALJs”) on August 22, 2012. 

I. INTRODUCTION 

Section 16-108.5 of the Public Utilities Act (“PUA” or “Act”) provides that an 

electric utility or combination utility (providing electric service to more than one million 

customers in Illinois and gas service to at least 500,000 customers in Illinois) may elect 

to become a “participating utility” and voluntarily undertake an infrastructure investment 

program as described in the Section. A participating utility is allowed to recover its 

expenditures made under the infrastructure investment program through the ratemaking 

process, including, but not limited to, the performance-based formula rate and process 

set forth in Section 16-108.5. (220 ILCS 5/16-108.5(b))   
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On January 3, 2012, the Ameren Illinois Company d/b/a Ameren Illinois 

(collectively, “Ameren,” “AIC,” or “Company”) filed with the Illinois Commerce 

Commission (“Commission”) its performance-based formula rate tariff, Rate MAP-P 

Modernization Action Plan – Pricing Tariff (“Rate MAP-P”).  Initial Briefs (“IB”) were filed 

on July 10, 2012 by AIC, Staff, the Citizens Utility Board (“CUB”), the Illinois Industrial 

Energy Consumers (“IIEC”), and the People of the State of Illinois ex rel. Lisa Madigan, 

Attorney General of the State of Illinois (“AG”) and AARP (“AG/AARP”). Reply Briefs 

(“RB”) were filed by the respective parties on July 25, 2012.  In general, the PO reviews 

the issues presented in this proceeding in a clear and concise manner, is well written, 

and reflects the positions taken by Staff, the Company, and the intervening parties.  

This Brief on Exceptions (“BOE”) does not take issue with every decision of the PO 

even if Staff’s recommendation was not fully adopted.  Further, although Staff supports 

many of the PO’s conclusions, there are items to which Staff takes exception as set 

forth below.  Staff addresses issues to which it replies in the order in which they appear 

in the PO. 

 
V. RATE BASE 

C. Contested Issues 

5. Account 190 Asset – Unamortized ITCs 

While the PO correctly concurs with Staff and intervenor positions on this issue, 

Staff is concerned that the Commission Conclusion unjustly criticizes Staff for altering 

its position in Briefs.  The PO opines that this course of action could appear to limit a 

party’s ability to confront and cross-examine witnesses, and that the reversal should be 

fully explained in briefs.  (PO, p. 65)  In this case, Ameren was not denied its ability to 
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confront and cross-examine Staff on this issue, as the record of the hearing shows. 

(Staff IB, p. 13)  Further, Staff cited to the record to support the position it advocated in 

its Initial Brief, providing a basis for its position and a full explanation. (Staff IB, pp. 13-

14)  Staff feels it would be a disservice to the Commission if it could not analyze 

evidence debated in the hearings and present the most accurate assessment of that 

evidence to the Commission for consideration.  As such, Staff believes the language of 

the PO at p. 65 should be altered as follows: 

PO, at p. 65: 
 

The Commission notes that Staff initially supported AIC's recommendation on 
this issue, however, it appears that Staff has changed course and adopted a different 
position in its Briefs.  The Commission is concerned by this course of action, as it could 
appear to limit a party's ability to confront and cross-examine witnesses.  The 
Commission would urge any party in a future proceeding that is considering such a 
reversal to fully explain the reason for the reversal in its briefs.  As indicated, upon 
further analysis of evidence discovered post testimony and discussed at the hearings

 

, 
Staff now recommends the Commission accept the AG/AARP and CUB adjustment to 
rate base so as to remove inclusion of a deferred tax asset related to AIC's past ITCs.  
Staff argues the Commission has never allowed a return on such an asset, and 
indicates that the record in Docket No. 11-0282, AIC's last gas rate case, shows that no 
deferred tax asset for ITCs was included in rate base. 

7. Construction Work In Progress Not Subject to AFUDC 

The section of the PO concerning CWIP not subject to AFUDC needs further 

clarification.  Staff and the AG/AARP both presented differing adjustments regarding 

CWIP not subject to AFUDC in direct testimony, and AIC stated it preferred Staff’s 

adjustment. (Ameren IB, p. 38)  At the time of rebuttal testimony, Staff was unaware that 

the AG/AARP proposed adjustment was an issue separate from the adjustment 

proposed by Staff and accepted by AIC.  The Staff adjustment concerned the 

duplication of projects included in rate base twice – once in projected plant additions 



Docket No. 12-0001 
Staff BOE 

 

5 

and once in CWIP not subject to AFUDC.  The rebuttal adjustment AG/AARP proposed 

to CWIP not subject to AFUDC removed the vendor financed accounts payable from the 

remaining project in rate base.  In its Reply Brief, Staff did state that it further reviewed 

the record and found that the AG/AARP adjustment for accounts payable associated 

with CWIP not subject to AFUDC for one project should also be approved. (Staff RB, p. 

10)  Staff stated that Ameren admitted that the one project remaining in rate base after 

Staff’s adjustment for CWIP not subject to AFUDC included unpaid payables at year-

end. (Id.)  Staff noted that because unpaid payables represent amounts paid by 

vendors, rather than shareholders, no return is necessary on such capital, and urged 

the Commission to adopt the AG/AARP adjustment.  (Id.)  Therefore, Staff recommends 

the following language changes to clarify the two issues concerning CWIP not subject to 

AFUDC: 

 
PO, at p. 70: 
 

b.  Staff Position 
 
Staff notes that AIC accepted Staff’s adjustment in Schedule 1.10 for a deduction 

to rate base for specific project amounts duplicated in rate base, first in the balance of 
CWIP not subject to AFUDC and second in AIC’s 2011 projected plant additions.  AIC 
stated Staff’s adjustment is preferable to that proposed by AG/AARP. Staff further 
agrees that the cost of non-AFUDC CWIP should be included, though, as a component 
of the actual year’s cost during the annual reconciliation.  

 

After further analysis of the 
record, Staff stated in its Reply Brief that the record supports AG/AARP’s additional 
adjustment to exclude accounts payable associated with project 280082.   

 
PO at p. 72: 
 

e.  Commission Conclusion 
 
 It appears to the Commission that both AG/AARP and Staff proposed 
adjustments to AIC’s requested level of non-AFUDC CWIP included in rate base.  Each, 



Docket No. 12-0001 
Staff BOE 

 

6 

however, is proposing a different adjustment for this item.  CUB indicates that it 
supports the proposed AG/AARP adjustment. 
 
 Staff notes that AIC accepted Staff’s adjustment for a deduction to rate base for 
specific project amounts duplicated in rate base, first in the balance of CWIP not subject 
to AFUDC and second in AIC’s 2011 projected plant additions.  Staff further agrees that 
the cost of non-AFUDC CWIP should be included, though, as a component of the actual 
year’s cost during the annual reconciliation. 
 

 

AIC indicates that it adopted Staff’s original proposal as the more appropriate of 
the two proposals.  AIC claims that Staff’s original proposal is more transparent to the 
reader of the tariff in that it allows for CWIP to be included in year-end rate base but 
only to the extent the projects are not also counted in projected plant additions. 

 AG/AARP argue that among the projects for which AIC is requesting rate base 
recovery is a list of items that were included in its balance of CWIP, but which were not 
earning AFUDC as of the end of the test year, December 31, 2010.  Although AG/AARP 
recognize that AIC has removed some projects in response to a Staff-sponsored 
adjustment, AG/AARP argue that AIC's information still identifies that Accounts Payable 
remains as to several of these listed the remaining projects in CWIP not subject to 
AFUDC in rate base.  AG/AARP claim that vendors, rather than shareholders, funded 
these this CWIP investments as of year-end 2010, which means that AIC investors 
provided none of the capital used to finance these this projects and they need not be 
the vendor financed accounts payable needs to be 
  

excluded from rate base. 

 

CUB indicates that it supports the proposed AG/AARP adjustment.  Further, in 
Reply Briefs, Staff opined that the Commission should adopt the AG/AARP adjustment. 
(Staff RB, p. 10)   Staff agreed that the record shows that the remaining project included 
in CWIP not subject to AFUDC, after Staff’s adjustment that was accepted by AIC, still 
contained amounts representing accounts payable which are vendor financed.  
Therefore, Staff recommended the additional AG/AARP adjustment be adopted by the 
Commission. 

 AIC indicates that it adopted Staff’s proposal as the more appropriate of the two 
proposals.  AIC claims that Staff’s proposal is more transparent to the reader of the tariff 
in that it allows for CWIP to be included in year-end rate base but only to the extent the 
projects are not also counted in projected plant additions. 
 
 

 

First, the Commission agrees that Staff’s original adjustment to remove projects 
duplicated in projected plant and CWIP not subject to AFUDC is reasonable and is 
adopted by the Commission. 

 Next, tThe Commission agrees with Staff and AIC AG/AARP that the additional 
adjustment to remove accounts payables associated with the remaining project included 
in CWIP not subject to AFUDC is necessary since such vendor financing is not a 
shareholder cost that needs a rate base return.  as to the more appropriate adjustment 
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on this issue, therefore Staff's proposed adjustment will be adopted.  The Commission 
finds that AIC has adequately explained the reason for adopting Staff's proposed 
adjustment, and it appears from the evidence presented that it would not be appropriate 
to impose AG/AARP's adjustment on AIC. 

 
VI. OPERATING REVENUES AND EXPENSES 

B. Contested Issues 

2. Account 909 

The PO errs in rejecting Staff’s proposal to disallow unsubstantiated expenses 

within Account 909.  The PO states, “In the absence of specific reasons behind 

objections to an expense, the Commission questions whether it can know if a 

disallowance is indeed warranted.” (PO, p. 91)  This incorrectly shifts the burden of 

proof to Staff and interveners to show why an expense is unallowable.  Pursuant to 

Section 9-201(c) of the Public Utilities Act (220 ILCS § 5/9-201), the burden of proof lies 

with the Company and the Company has been unable to demonstrate how the amount 

of these expenses is reasonable.  The Company supplied invoices did not tie to the 

expenses claimed.  When asked by Staff to do so, the Company itself was unable to 

match its invoices with its claimed expenses. (Tr., June 20, 2012, p. 135-146)  

Therefore, the validity of these expenses is in question.  Without a proper accounting of 

costs, the Commission can not know if a particular expense is warranted for recovery.  

Therefore, Staff recommends the following changes to page 91 of the PO:  

iv. Other Account 909 Expenses 
 

The Commission understands that Staff is recommending a general disallowance 
of expenses from Account 909 because the Company has been unable to demonstrate 
that the amount of these expenses is reasonable.  Staff nor the Companyit has not been 
able to tie specific invoices to particular advertising expenses that AIC seeks to recover 
from customers.  Staff has not raised any specific objection to any particular advertising.  
The Commission understands Staff's concern and believes that the Company ultimately 
bears the burden of proof.  Without a proper accounting of the costs for which the 
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Company seeks recovery, the Commission can not accept on good faith that the 
amount of an expense is accurate and reasonable for cost recovery.  The Commission 
cannot incentivize companies to provide documentation that does not support costs 
requested for recovery.  underlying problem for Staff is one of has limited resources to 
devote to work that must be done under a shortened deadline.  Regardless of the 
reason, however, the Commission is not comfortable accepting a general adjustment to 
a category of costs.  In the absence of specific reasons behind objections to an 
expense, the Commission questions whether it can know if a disallowance is indeed 
warranted.  AIC appears to have eventually provided the information called for in 
Section 9-226 and Staff's DRs, but the information did not reconcile with the costs 
requested for recovery.  Given the lack of any detailed objections to any particular 
expenses, the Commission is not inclined to adopt Staff's adjustment.  The 
Commission, however, does expect AIC to provide as much information as early as 
possible and as clearly as possible in the rate setting process. 

 

For this reason, the 
Commission finds that the unsubstantiated expenses are disallowed.   

3. Regulatory Asset Amortization 

Staff respectfully disagrees with the PO’s conclusion in Section VI.B.4 of the PO, 

which adopts the adjustment of AG/AARP witness Mr. Brosch for regulatory asset 

amortization.  The PO’s conclusion interprets the statutory language of Section 16-

108.5(c)(4)(G) different than AIC and Staff.  Section 16-108.5(c)(4)(G) of the Act permits 

the “recovery of existing regulatory assets over the periods previously authorized by the 

Commission.”  In this proceeding, the actual 2010 amortization expense recorded by 

AIC includes eight months’ amortization for the regulatory asset related to severance 

costs and an irregular monthly amount for the regulatory asset related to integration 

costs.  (AG/AARP Ex. 1.0, pp. 40 – 42)  In lieu of actual amortization expense, 

AG/AARP witness Mr. Brosch proposed to adjust the 2010 amortization expense to 

reflect the same monthly amount of amortization expense for all twelve months, as if the 

monthly amount of amortization that resulted from the 2009 rate case had been in effect 

during all twelve months of 2010.  (Id.)   
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This adjustment requires a hindsight view of what should be done with a 

regulatory asset and imposes a new obligation for amortizing regulatory assets on the 

Company that is not necessary.  The statute itself does not mention a restatement of 

the actual expense as part of the recovery of regulatory assets over the periods 

authorized by the Commission.  A plain reading of Section 16-108.5(c)(4)(G) of the Act 

conflicts with the proposed adjustment to the regulatory asset amortization expense.  In 

addition, it is not necessary to normalize the amortization expense because the formula 

rates will be set each year, and the actual cost recovery of these amounts will not give 

rise to under- or over-recovery of these expenses.  Therefore, Staff requests that the 

Commission’s Final Order adopt the following proposed language for the Commission’s 

Conclusion on Section VI.B.4 of the PO, at pages 98-99, titled “Regulatory Asset 

Amortization.” 

    e. Commission Conclusion 
 
 The Commission has considered the parties' arguments and reviewed the 
statutory language.  Section 16-108.5(c)(4)(G) provides for the "recovery of existing 
regulatory assets over the periods previously authorized by the Commission."  Previous 
to the enactment of Public Acts 97-0616 and 97-0646, in Docket Nos. 09-0306 et al. 
(Cons.) the Commission authorized revised amortization periods for AIC's severance 
costs and merger integration costs.  The Commission recognizes that the monthly 
amortized expense for both regulatory assets changed in May of 2010 with the entry of 
the Order in Docket Nos. 09-0306 et al. (Cons.).  The Commission also recognizes that 
AIC is basing its formula rate on the data and information contained in its 2010 FERC 
Form 1, which will reflect different numbers on a going-forward basis, at least as far as 
the amortization of AIC's regulatory assets is concerned. 
 
 In reviewing the statutory language, it is not clear to the Commission why AIC 
and Staff interpret the law as they do.  The significance AIC finds in "periods" being 
plural and the use of the word "previously" rather than "currently" is unwarranted.  A 
plain reading of the statute indicates that a participating utility is to recover however 
many regulatory assets it has over whatever period the Commission previously 
authorized for each asset.  With multiple regulatory assets, there will be multiple 
"periods."  When considered in the context of this proceeding, AIC's two regulatory 
assets are to be recovered over the period previously authorized for each in Docket 
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Nos. 09-0306 et al. (Cons.). It is the understanding of this Commission that AIC’s FERC 
Form 1 reflects the actual regulatory amortization expense for 2010, in accordance with 
the amounts and periods previously authorized by the Commission. Therefore, in spite 
of the fact that Furthermore, regardless of whether Mr. Brosch's adjustment constitutes 
normalization, the statutory language from Section 16-108.5(d)(3) quoted by AIC and 
Staff is irrelevant because subsection (d) does not apply to a participating utility's initial 
formula rate docket.  Accordingly, the Commission does not find Mr. Brosch's 
adjustment inconsistent with any provision of the Act and hereby rejects

 

adopts the 
adjustment. 

VIII. RATE OF RETURN 

C. Common Equity Balance – Purchase Accounting 

 
Staff respectfully disagrees with the PO’s conclusion in Section VIII.C.3 of the 

PO, which rejects Staff’s proposed purchase accounting adjustment to the Company’s 

common equity balance.  The PO does not rule on the correct interpretation of Section 

7-103 of the Act and, as summarized below, AIC misinterprets Section 7-103 of the Act.  

Therefore, Staff recommends the Commission’s Final Order endorse Staff’s 

interpretation of Section 7-103 of the Act, which is consistent with prior Commission 

decisions, by adopting Staff’s recommendation regarding the appropriate purchase 

accounting adjustment, including goodwill, for the Company’s common equity balance. 

The Commission’s Order in Docket No. 04-0294 states that, as a condition of 

Illinois Power Company’s reorganization, “IP shall reverse the effects of push down 

accounting [or purchase accounting]1

                                            
1 “Push down accounting” and “Purchase accounting” are used interchangeably.  (Tr., June 21, 
2012, p. 389) 

 for ratemaking purposes, and shall not reflect 

push down adjustments for debt or preferred stock in its annual reports to the 

Commission.”  (Order, Docket No. 04-0294, 9/22/2004, Appendix A, paragraph 13)  AIC 
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admits that it has not reversed the effects of net income-related purchase accounting on 

its financial statements.  (Ameren Ex. 13.4) 

Rather, AIC has recorded approximately $100 million to retained earnings related 

to purchase accounting, which AIC claims it has “effectively eliminated” (but not 

reversed as the Commission required in Docket No. 04-0294) through the payment of 

dividends.  The basis for the Company’s claim is that it cannot pay common dividends if 

its balance of retained earnings is negative and, therefore, the purchase accounting was 

a necessary condition to pay common dividends.  (Staff IB, pp. 30-31, citing Staff Group 

Cross Ex. 4, p. 1) 

Contrary to the Company’s justification, pursuant to Section 7-103 of the Act, the 

Commission may authorize the payment of dividends even when a utility’s balance of 

retained earnings is negative, and it granted such authority to Illinois Power Company in 

Docket No. 92-0415.  (Staff IB, p. 31)  While Section 7-103(2) of the Act does set forth 

certain conditions that must be met before dividends can be paid, including a “sufficient 

earned surplus,”2 the final paragraph of Section 7-103(2) makes clear that those 

conditions limit only the dividends a utility may pay 

If any dividends on common stock are proposed to be declared and paid 

without Commission approval: 

other than as above provided

 

, the utility shall give the Commission at least 
thirty days' notice in writing of its intention to so declare and pay such 
dividends and the Commission shall authorize the payment of such 
dividends only if it finds that the public interest requires such payment. 
Provided, however, that the Commission may grant such authority upon 
such conditions as it may deem necessary to safeguard the public 
interest.  (220 ILCS 5/7-103(2), emphasis added) 

                                            
2  “Earned surplus” is also known as “retained earnings.” 
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Putting aside the issue of whether a positive retained earnings balance is a necessary 

condition for a utility to pay dividends without Commission authorization,3

Staff has addressed the shortcomings in the Company’s financial and legal basis 

for its incomplete purchase accounting adjustment to the common equity balance.  

(Staff IB, p. 31; Staff RB, pp. 29-30)  First, by not reversing all its purchase accounting 

adjustments for ratemaking purposes, including the adjustment to retained earnings, the 

Company has violated the Commission’s Order in Docket No. 04-0294.  Second, 

Ameren misinterprets Section 7-103 of the Act and the PO never rules on the correct 

interpretation of Section 7-103 of the Act.  (PO, p. 118)  Therefore, Staff requests that 

the Commission’s Final Order adopt the language Staff proposes regarding the 

Commission’s Conclusion on Section VIII.C.3. of the PO, titled, “Common Equity 

Balance – Purchase Accounting.” 

 the 

Commission has the statutory power to authorize the payment of dividends even when 

a utility’s balance of retained earnings is negative.  For example, in Docket No. 92-0415, 

Illinois Power Company requested and received Commission authority under Section 7-

103 of the Act to declare and pay quarterly dividends on preferred and common stock 

despite a possible negative retained earnings balance.  (Order, Docket No. 92-0415, 

1993 Ill. PUC LEXIS 119, March 24, 1993) 

 

 

                                            
3 In Staff’s opinion, a utility could pay dividends even if it had a negative retained earnings 
balance if it had (1) sufficient earnings, (2) put aside a reasonable depreciation annuity and (3) if 
the dividend could be paid without impairment of the utility’s ability to render reasonable and 
adequate service at reasonable rates.  For a more complete discussion of this interpretation, 
see Staff RB, pp. 29-31. 
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C.  Common Equity Balance – Purchase Accounting 

 3. Commission Conclusion 

The Commission finds this to be an extremely complicated issue and despite the 
best efforts of the parties, difficult to understand.  It appears to the Commission that

 

In 
Docket No. 04-0294, the Commission ordered that all purchase accounting be reversed 
for ratemaking purposes.  AIC admits that neither Ameren Illinois nor Illinois Power ever 
“reversed” or “wrote-off” the purchase accounting adjustments to retained earnings, but 
argues instead that common dividend payments effectively eliminated the purchase 
accounting adjustments to retained earnings on the grounds that it can not pay common 
dividends if the retained earnings balance is at or below zero.  As such, the Commission 
understands AIC to argue that it could not have paid common dividends if not for the 
recording of push down accounting adjustments to net income.   

As Staff points out, Section 7-103(2) clearly permits the Commission to authorize 
the payment of dividends if it finds that the public interest requires such a payment.  In 
fact, in Docket No. 92-0415, we authorized Illinois Power Company to pay common 
dividends even if its retained earnings balance was negative (Order, Docket No. Docket 
No. 92-0415).  Thus, the Company’s argument that it could not have paid dividends 
without the recording of net income related to purchase accounting adjustments is 
incorrect.

 

Staff is essentially concerned that AIC has engaged in accounting transactions 
that allowed it to manipulate its common equity balance.  For example, Staff contends 
that it is nothing but a contrivance of accounting when common equity flows from a 
parent to subsidiary are recorded in the subsidiary’s paid in capital account but common 
equity flows from the subsidiary to the parent (i.e., dividends) are recorded in the 
subsidiary’s retained earnings account.  Staff asserts that the fact is that from the date 
of Ameren’s acquisition of IP in October 2004 through 2010, AmerenIP has received 
nearly as much common equity capital from Ameren as AmerenIP has returned to 
Ameren through dividends. 

 

Finally, AIC asserts that it has negative net income-related purchase accounting 
adjustments in 2009 and 2010.  (See Ameren Ex. 13.4)  AIC does not reconcile this 
claim with its previous argument that it eliminated net income-related purchase 
accounting adjustments.  Thus, it follows that, in the Commission’s view, AIC has failed 
to “reverse” all of its purchase accounting adjustments, as required by the 
Commission’s Order in Docket No. 04-0294.   

 For all the foregoing reasons, the Commission adopts Staff’s common equity 
balance, which removes an additional $100 million of net-income related purchase 
accounting adjustments, and rejects the Company’s arguments that its cash dividend 
payments eliminate the need to reverse purchase accounting adjustments for 
ratemaking purposes.  In the Commission’s view, (1) the purchase accounting 
adjustments must be reversed for ratemaking purposes as long as they remain on the 
Company’s books and that (2) purchase accounting adjustments remain on the 
Company’s books until they are fully amortized.     



Docket No. 12-0001 
Staff BOE 

 

14 

 The Commission has attempted to review the record carefully and can not find an 
instance where AIC has violated any accounting rules.  As the Commission understands 
it, accounting rules exist, in part, to protect the veracity of companies' financial 
statements.  Because it appears that AIC has followed all accounting rules and 
Commission Orders relating to its accounting for purchase accounting, or push down 
accounting, the Commission rejects Staff's proposed adjustment to common equity 
balance.  A separate issue addressed elsewhere in this Order is whether the proportion 
of common equity in AIC's capital structure is reasonable and prudent.   
 

IX. COST OF SERVICE 

 Staff agrees with the Cost of Service and Rate Design section of the PO.  

However, with respect to Cost of Service Class Revenue Allocation, Staff believes a 

Commission finding should be presented in the PO.  Staff proposed, and the Company 

accepted, a recommended Class Revenue Allocation that ensures that revenue 

allocation constraints are +/- 50% of the system average rate change for a rate zone.  

(Staff IB, p. 41)  Staff and the Company also agreed upon modifications to Rate MAP-P 

tariffs, proposed by the Company in Ameren Exhibit 19.0, p. 5, that incorporated Staff’s 

proposed Class Revenue Allocation methodology.  However, the Company’s Rebuttal 

Testimony in the Rate MAP-P Modernization Action Plan - Pricing Annual Update Filing, 

Docket No. 12-0293, states:  

“If the Commission approves use of the revenue allocation constraint of +/- 
50% of the system average rate change for a Rate Zone in Docket No. 12-
0001, it would be appropriate to use the same allocation approach in this 
proceeding.”  (Ameren Exhibit 16.0, p. 4, Docket No. 12-0293) 
    

 It appears that the Company is requesting a finding from the Commission in this 

case (Docket No. 12-0001) concerning Class Revenue Allocation.  For clarification and 

consistency with Docket No. 12-0293, Staff believes the Order in this case should 

include language that memorializes the agreed upon Class Revenue Allocation 

methodology presented by Staff.  The language should also identify the agreed upon 
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modifications to Rate MAP-P tariffs that incorporate Staff’s proposed Class Revenue 

Allocation methodology.  Therefore, Staff proposes the following language should be 

added to the end of the Cost of Service section of the PO on page 131: 

 

 

The Commission approves the use of Staff’s proposed Class Revenue Allocation 
constraint of +/- 50% of the system average rate change for a Rate Zone.  Staff’s 
methodology ensures that classes and subclasses do not receive a change that is more 
than 50% above the change for the rate zone as a whole.  The Commission also 
accepts the Company’s proposed modifications to Rate MAP-P tariffs which incorporate 
Staff’s proposed Class Revenue Allocation methodology.  No other parties testified on 
this issue. 

X. FORMULA RATE TARIFF 

B. Contested Issues 

7. Interest Rate on Under/Over Collections 

Staff respectfully disagrees with the PO’s conclusion in Section X.B.7 of the PO, 

which adopts the Company’s rate of return on rate base (the weighted average cost of 

capital or “WACC”) as the interest rate on under and over collections and rejects Staff’s 

recommendation to adopt the same interest rate as in Commonwealth Edison 

Company’s (“ComEd”) formula rate case, Docket No. 11-0721.  The PO’s conclusion on 

this issue contradicts the Commission’s conclusion in ComEd’s formula rate case, which 

expressly noted the rate of return that should be applied to rate base investments, the 

WACC, is distinguishable from the appropriate rate of return for reconciliation assets.  

Specifically, the Commission’s Docket No. 11-0721 Order states: 

Regarding our review of the various positions on this issue the 
Commission shares the concern raised by Staff that using the WACC as 
ComEd proposes would treat the reconciliation amount like a rate base 
investment rather than a reconciling item…  The Commission believes 
there is value in setting an interest rate based upon debt that is relevant to 
the Company for the time duration of the reconciliation.  In order to 
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capture the unique aspects of the relevant period we find that a hybrid 
approach should be utilized to determine the appropriate interest rate.  
Such a hybrid calculation would take the weighted costs of short-term debt 
and long-term debt and exclude the weighted cost of common equity as 
the methodology in calculating the interest rate.  This results in an interest 
rate of 3.42%.  The Commission concludes that this hybrid interest rate of 
3.42% is reasonable and appropriate to be utilized for the reconciliation 
period and is hereby adopted.  (Order, Docket No. 11-721, May 29, 2012, 
p. 166) 

 
Importantly, in previous cases where the Commission has authorized utilities to 

collect revenues, which will be reconciled in a future proceeding, the Commission has 

concluded that such a revenue stream represents an asset that warrants a different rate 

of return than rate base assets in a traditional ratemaking proceeding.  The Commission 

has recognized that the authorized rate of return for any utility asset, whether reconciled 

or not, depends upon the length of the recovery period and whether the asset is subject 

to prudence and reasonableness reviews.  (See e.g., Order, Docket Nos. 08-

02619/0620/0621 Cons., 8/19/2009, pp. 32-33; Order, Docket No. 10-0138, 12/15/2010, 

pp. 47-51)  In this case, there was no discussion regarding the weighted average cost of 

capital associated with the reconciliation asset; yet, the record clearly notes that the 

recovery period for reconciliation assets is two years, which is a shorter recovery time 

horizon than rate base assets.  Thus, it would be improper for the Commission’s Final 

Order in the instant docket to apply the rate of return on rate base assets to the 

reconciliation asset in light of the shorter recovery period for under and over collections. 

Finally, the PO does not explain why it reaches a different conclusion than the 

Commission did in Docket No. 11-0721 with respect to the interest rate issue, given the 

reconciliation assets of the Company and ComEd are similar with respect to recovery 

periods, and subject to similar tests of reasonableness and prudence.  Thus, the 
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Commission’s Final Order in the instant docket should reach the same conclusion on 

the interest rate issue as it did in Docket No. 11-0721, as Staff proposed.  For all the 

foregoing reasons, Staff respectfully requests that the Commission adopt Staff’s 

proposed Exceptions to pages 184-185 of the PO, as provided below, in order to 

harmonize the interest rate on under and over collections in formula rate cases for both 

AIC and ComEd. 

 

7.  Interest Rate on Under/Over Collections 

 e. Commission Conclusion 

AIC believes the WACC is the only proposed interest rate that complies with the 
statute.  Staff believes the interest rate for the AIC formula rate should be consistent 
with what the Commission concludes in Docket No. 11-0721 for ComEd.  CUB 
recommends that carrying costs on over-collections by AIC should be computed at the 
larger of (1) AIC’s overall cost of capital or (2) AIC’s short-term debt cost.  CUB 
recommends that carrying costs on under-collections by AIC should be computed at the 
smaller of (1) AIC’s overall cost of capital or (2) AIC’s short-term debt cost.  AG/AARP 
recommends that a short-term debt interest rate should be used for purposes of 
reconciliation credits and charges, recognizing AIC’s ability to access credit markets at 
favorable cost rates to finance short-term asset investments.  AG/AARP state that the 
average cost of short-term debt to Ameren was only 2.3% in 2011.  AG/AARP suggest 
an alternative cost rate for consideration is the interest rate AIC currently pays on 
customer deposit balances, which is presently 0%. 

  
Based upon the extensive arguments of the parties, this is viewed as an 

important issue.  The Commission appreciates that thought and effort that the parties 
have expended in this proceeding on this issue.  Despite the disagreements, there 
seems to be general consensus that the interest rate approved on reconciliation 
balance are intended to compensate for the time value of money. 

 
Some argue that AIC will finance under-recovery balances with short-term debt.  

It appears to the Commission that this argument is based on the assumption that it is 
possible to trace capital from source to use.  In the context of utility rate cases, this is an 
assumption that the Commission typically rejects because cash is fungible.  One 
exception is the assumption that short-term debt is the first source of capital used to 
finance CWIP.  This assumption; however, is a regulatory prescription not an economic 
one.  It is simply a regulatory determination made in calculating the interest rate accrued 
on AFUDC associated with CWIP. 
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From an economic perspective, the Commission continues to generally believe 

that cash is fungible and can not be traced from source to use.  In the case of an under-
recovery balance, it is not clear to the Commission that AIC would rely exclusively on 
short-term debt, or debt, to fund the under-recovery.  The Commission would not expect 
AIC to totally change the way it manage its capital structure.  As AIC suggests, credit 
ratings are a key consideration in managing a utility's capital structure.  Increasing the 
proportion of debt in the capital structure is not something the Commission would 
expect AIC to do without careful consideration.  The Commission does not believe the 
record supports a finding that AIC will or should finance reconciliation under-recoveries 
with only debt or short-term debt because, in the Commission’s view, the manner in 
which AIC might finance a revenue shortfall is distinguishable from the riskiness 
inherent in the reconciliation asset at question here.  The record supports a finding that 
reconciliation under-recoveries will likely be typical utility investments and expenses, 
some which may be capitalized, and will be financed with AIC's capital just like other 
investments and expenses.  

 

Rather, the Commission recognizes that the overall risk of 
a company is a function of the risk of the individual assets of the company and, thus, a 
company’s overall cost of capital relates to the riskiness of the individual assets owned 
by the company.  Importantly, the incomplete evidentiary record in this case regarding 
the riskiness of the reconciliation asset makes it impossible for the Commission to know 
the weighted average cost of capital associated with the reconciliation asset.  
Nevertheless, the Commission notes the recovery period for reconciliation assets is two 
years, which is a shorter time horizon than rate base assets.  Therefore, the 
Commission rejects AIC’s proposal to apply the rate of return on rate base assets to 
reconciliation assets. 

      

The Commission believes that consistency between the relevant utilities in the 
smart grid dockets is an important consideration to take into account.  The Commission 
therefore adopts Staff’s recommendation that the Commission’s Order on this issue be 
consistent with the ComEd Order.  This is the only reasonable conclusion the 
Commission can reach on this issue for the aforementioned reasons.  Therefore, we 
adopt the sum of the weighted costs of short and long-term debt for the interest rate on 
the reconciliation balance. For 2010, this interest rate would have been 3.43%.   

As for reconciliation over-recoveries, CUB suggests that they should be treated 
differently than reconciliation under-recoveries.  The Commission, however, disagrees.  
To the extent AIC's rates are not high enough to recover costs, the Commission 
believes it should be allowed to earn its WACC on the short-fall.  The WACC is by 
definition AIC's time value of money. 
 

XII. FINDINGS AND ORDERING PARAGRAPHS 
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While Staff believes it is the intent of the PO for AIC to change its formula 

template in accordance with the findings of the Order, no such ordering paragraph was 

included in the PO, as was included in the Final Order of Docket No. 11-0721.  The PO 

recognizes that “consistency between the relevant utilities in the smart grid dockets is 

an important consideration…”. (PO, p. 14)  Therefore, Staff recommends an additional 

ordering paragraph be included in the Final Order as follows: 

PO, at p. 197: 
 

 

IT IS FURTHER ORDERED that Ameren Illinois Company shall change the formula 
template in accordance with this Order. 

XIII. CONCLUSION 

 WHEREFORE, for all of the following reasons set forth in Staff’s Initial Brief, 

Reply Brief, and this Brief on Exceptions, Staff respectfully requests that the 

Commission’s Final Order in this proceeding reflect all of Staff’s recommendations. 

 

August 30, 2012     Respectfully submitted,  
 
             
       _________________________  
       JAMES V. OLIVERO   
       MICHAEL J. LANNON   
       NICOLE T. LUCKEY   
       MATTHEW L. HARVEY   
       Staff Counsel  
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