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I. INTRODUCTION 1 

 2 

Q. PLEASE STATE YOUR NAME, EMPLOYER, AND PRESENT POSITION.  3 

A.   My name is James Richard Hornby.  I am a Senior Consultant at Synapse Energy 4 

Economics, Inc., 485 Massachusetts Avenue, Cambridge, MA 02139. 5 

Q. ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE? 6 

A. I am testifying on behalf of the People of the State of Illinois, as represented by the Office 7 

of the Attorney General, State of Illinois. 8 

Q. PLEASE DESCRIBE SYNAPSE ENERGY ECONOMICS. 9 

A. Synapse Energy Economics (“Synapse”) is a research and consulting firm specializing in 10 

energy and environmental issues, including: electric generation, transmission and 11 

distribution system reliability, market power, electricity market prices, stranded costs, 12 

efficiency, renewable energy, environmental quality, and nuclear power.  13 

Q. PLEASE SUMMARIZE YOUR WORK EXPERIENCE AND EDUCATIONAL 14 

BACKGROUND. 15 

A. I am a consultant specializing in planning and ratemaking in the electric and gas 16 

industries.  Over the past twenty five years, I have presented expert testimony and 17 

provided litigation support on these issues in more than 120 proceedings in over thirty 18 

jurisdictions in the United States and Canada.  Over this period, my clients have included 19 

staff of public utility commissions, state energy offices, consumer advocate offices and 20 

marketers. 21 

Prior to joining Synapse in 2006, I was a Principal with CRA International and, 22 

prior to that, Tabors Caramanis & Associates.  From 1986 to 1998, I worked with the 23 

Tellus Institute (formerly Energy Systems Research Group), initially as Manager of the 24 
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Natural Gas Program and subsequently as Director of their Energy Group.  Prior to 1986, 1 

I was Assistant Deputy Minister of Energy for the Province of Nova Scotia. 2 

I have a Master of Science in Energy Technology and Policy from the Massachusetts 3 

Institute of Technology (“MIT”) and a Bachelor of Industrial Engineering from the 4 

Technical University of Nova Scotia, now merged with Dalhousie University.  I have 5 

attached my resume to this testimony as AG Exhibit 1.1 on Rehearing. 6 

Q. PLEASE SUMMARIZE YOUR EXPERIENCE WITH THE ECONOMICS OF, 7 

AND RATEMAKING FOR, ADVANCED METER INFRASTRUCTURE (“AMI”) 8 

PROJECTS SUCH AS THE AMI PLAN THAT AMEREN ILLINOIS INITIALLY 9 

FILED IN THIS PROCEEDING.   10 

A. Since 2008 I have submitted testimony regarding proposed AMI and smart grid projects 11 

in Illinois, Arkansas, Maine, Maryland, Pennsylvania and Texas.  I have reviewed 12 

proposed AMI projects for clients in New Jersey, the District of Columbia and Nevada. 13 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 14 

A. On June 28, 2012 Ameren Illinois Company (Ameren or the Company) filed a petition 15 

for rehearing of a revised version of its AMI Plan and supporting Direct Testimony. The 16 

Office of Attorney General retained Synapse to assist in its review of that submission. 17 

My testimony examines whether the AMI Plan meets the cost-beneficial standard under 18 

Section 16-108.6(c) of the Energy Infrastructure and Modernization Act (EIMA).  19 

Q. WHAT DATA SOURCES DID YOU RELY UPON TO PREPARE YOUR 20 

TESTIMONY AND EXHIBITS? 21 

 A. I relied primarily on the Company’s revised AMI Plan, the Direct Testimony and exhibits 22 

of the Company’s witnesses filed on June 28 as well as the Company’s responses to 23 

various data requests (“DR”).  Certain of those responses are provided in AG Exhibit 1.9 24 
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on Rehearing. In addition, I relied upon evidence and reports from AMI and Smart Grid 1 

proceedings of other utilities in which I have participated or which I have reviewed.   2 

II. SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 3 

 4 

Q. PLEASE SUMMARIZE YOUR CONCLUSIONS REGARDING THE 5 

PROJECTED TOTAL BENEFITS AND COSTS OF THE COMPANY’S AMI 6 

PLAN. 7 

A. First, there is considerable uncertainty as to whether the AMI Plan will be cost beneficial 8 

to its customers.  According to Ameren’s projections for its base case, the AMI Plan has a 9 

benefit to cost ratio of 1.87 under a Societal Cost Test prepared using a discount rate of 10 

3.62 percent. However, the operational benefits Ameren is projecting only offset 11 

approximately 86 percent of the projected cost of the Plan. Thus, the AMI Plan will only 12 

have a positive benefit-to-cost ratio if Ameren’s projections of customer benefits and of 13 

societal benefits are reasonable.   Moreover, even if all of the Company’s projections for 14 

its base case were reasonable, society and Ameren customers would not begin receiving a 15 

cumulative net positive impact from the AMI Plan until 2025, twelve years after Ameren 16 

begins deployment.  17 

Second, many of Ameren’s key projections are unreasonable and lack sufficient 18 

support. My analysis, for a case which reflects the currently effective Commission rule 19 

regarding notification at the customer premises of residential customers facing 20 

disconnection for non-payment (which Ameren refers to as the “Disconnect for Non-Pay 21 

Sensitivity Analysis”), indicates that Ameren customers do not have a reasonable 22 

expectation of actually receiving the full amount of those projected benefits.  My analysis 23 

indicates that several Ameren assumptions and projections related to the achievement of 24 
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key customer benefits are overstated.  For example, actual customer benefits are likely to 1 

be lower than projected due to lower values for generating capacity costs avoided by peak 2 

reductions, lower rates of customer participation than projected by Ameren in the time-3 

varying pricing options enabled by AMI and lower than projected reductions by 4 

customers on Power Smart Pricing (PSP).  In addition, actual societal benefits will be 5 

lower than projected because projected benefits from incremental adoption of Plug-in 6 

Electric Vehicles (“PEVs”) should be excluded from the AMI cost/benefit analysis since 7 

Ameren could achieve those benefits without implementing AMI. After adjusting for 8 

those flawed assumptions and projections, the AMI Plan has a benefit to cost ratio of 9 

1.13.  As a result, society and Ameren customers do not begin receiving a cumulative net 10 

positive impact from the AMI Plan until 2029, 16 years after Ameren begins deployment.  11 

Finally, the Illinois Statewide Smart Grid Collaborative Report recommended that 12 

the Commission review up to five different benefit-cost calculations from different 13 

perspectives.  My analyses show that the AMI Plan is not cost-effective under the Total 14 

Resource Cost (“TRC”) test, which excludes societal benefits and uses a discount rate of 15 

8.8 percent.  Under that test the benefit to cost ratio is 0.87, i.e., the present value of 16 

benefits do not offset the projected cost of the AMI Plan.    17 

Q. PLEASE SUMMARIZE YOUR CONCLUSIONS AND RECOMMENDATIONS 18 

REGARDING THE COST EFFECTIVENESS OF THE AMI PLAN. 19 

A.  My major conclusion is that the AMI Plan offers very limited societal benefits, and, 20 

under one analytical perspective, is not cost-beneficial.  The Plan places a significant 21 

financial risk on Ameren Illinois customers, i.e., the risk that actual benefits to customers 22 

may prove to be substantially less than the Company’s projections, given the results of 23 

my cost-benefit analyses.  24 
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Based upon that conclusion I recommend that the Commission take those limited societal 1 

benefits and the financial risk imposed on customers into consideration when making its 2 

decision as to whether to accept or reject the Company’s request.  3 

If the Commission decides to accept the AMI Plan, I have three recommendations: 4 

o consider the limited societal benefits and financial risk imposed on customers in 5 

all future ratemaking proceedings related to recovery of AMI Plan costs; 6 

o require the Company to work with stakeholders to identify additional initiatives to 7 

increase the value of the AMI Plan to the majority of customers; and 8 

o require the Company to adopt the same metrics and stakeholder outreach as the 9 

Commission ordered in the Commonwealth Edison AMI proceeding, as well as 10 

the same reporting requirements. 11 

 12 

III. PROJECTED BENEFITS AND COSTS OF AMEREN AMI PLAN UNDER A 13 

SOCIETAL COST TEST  14 
 15 

 16 

 Q. WHY HAS AMEREN FILED A REVISED AMI PLAN? 17 

A. Ameren filed a revised AMI Plan in response to the Commission’s May 29, 2012 Order, 18 

in which it found that Ameren’s original AMI Plan failed to meet the requirement in 19 

Section 16-108.6(c) of the Act that the plan be cost beneficial. Ameren witness Abba 20 

describes the material changes Ameren made to its base case Cost/Benefit Analysis on 21 

pages 3 and 4 of his Direct Testimony on Rehearing, Ameren Exhibit 3.0RH.  Among 22 

those changes were the development of an updated estimate of demand response benefits 23 

and the addition of estimated benefits from energy efficiency, electric vehicles and 24 

carbon reduction.  Mr. Abba characterizes the latter two sets of benefits as societal 25 

benefits.  He notes that Ameren needed to add these benefits in order to “…sufficiently 26 
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prove a 62% electric only AMI deployment within 10 years is cost-beneficial” (Abba, 1 

line 105).  Thus, in this application the Company has used a Societal Cost Test to 2 

compare the costs and benefits of its revised AMI Plan, rather than the Total Resource 3 

Cost test it used to compare the costs and benefits of its original AMI Plan.  4 

Q. HOW DOES A SOCIETAL COST TEST DIFFER FROM A TOTAL RESOURCE 5 

COST TEST? 6 

A. A Societal Cost Test differs from a Total Resource Cost test in two major respects: 1) the 7 

scope of costs and benefits considered and 2) the discount rate. A discussion of these 8 

issues can be found in Best Practices in Energy Efficiency Program Screening.
1
 9 

In terms of scope, a Societal Cost Test includes the costs and benefits experienced 10 

by all members of society whereas a Total Resource Cost test only includes the costs and 11 

benefits experienced by utility customers.  Thus, if its AMI Plan did in fact cause a 12 

reduction in avoided carbon emissions and/or avoided gasoline costs it would be 13 

reasonable for Ameren to include those as benefits in its Societal Cost Test but not in its 14 

Total Resource Cost Test. 15 

In terms of discount rates, the discount rate used in a Societal Cost test is usually 16 

lower than the discount rate used in a Total Resource Cost test.  The rationale is that 17 

society is willing to wait a longer period to receive its benefits than utility customers.  In 18 

addition, society, i.e., government, may have access to funds at lower borrowing costs 19 

than utility customers.  For example a leading reference source on evaluating energy 20 

efficiency, Understanding Cost-Effectiveness of Energy Efficiency Programs,
2
 presents 21 

illustrative discount rates for each of the different cost-benefit test, i.e., 10% for the 22 

                                                 
1
 Woolf, Tim et al. Best Practices in Energy Efficiency Program Screening.  Synapse Energy Economics. July 2012. 

Prepared for National Home Performance Council. 
2
 National Action Plan for Energy Efficiency (2008). Understanding Cost-Effectiveness of Energy Efficiency 

Programs. Energy and Environmental Economics and Regulatory Assistance Project. www.epa.gov.eeactionplan. 
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participant test, 8.5% as a utility WACC for the ratepayer impact, program administrator 1 

and total resource tests and 5% for the societal test. 2 

Q. DID THE ILLINOIS STATE SMART GRID COLLABORATIVE RECOMMEND 3 

THAT AMI PROPOSALS BE EVALUATED UNDER A RANGE OF BENEFIT 4 

COST TESTS? 5 

A. Yes. The Illinois State Smart Grid Collaborative recommended up to five different 6 

benefit-cost calculations from five different perspectives, i.e., participant, ratepayer 7 

impact, program administrator, total resource and societal. At page 236 the ISSGC report 8 

recommends: 9 

The utility should be required to present multiple views, or perspectives, as part 10 

of their cost-benefit analysis to be filed with the regulatory commission. The ICC 11 

and others should have the benefit of these different perspectives when weighing 12 

the merits of smart grid investments.  13 

The ISSGC also discusses testing different discount rates on page 237 of its report as 14 

follows: 15 

For certain tests, the rate of return on utility investments could be a reasonable 16 

choice for a discount rate. However, the use of a different discount rate may be 17 

appropriate for other tests because customers may have a different assumed cost 18 

of capital. (The discount rates used in the analyses are not intended to affect the 19 

rate of return that the Commission may set for future cost recovery on the 20 

investment.) Discount rates used in the analyses, and the rationale for their use, 21 

should be clearly documented. (emphasis added) 22 

Q. DID AMEREN ILLINOIS EVALUATE ITS REVISED AMI PLAN UNDER A 23 

RANGE OF BENEFIT COST TESTS? 24 

A. No. Ameren only evaluated its AMI Plan under the Societal Cost Test. 25 
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Q. PLEASE SUMMARIZE AMEREN’S PROJECTION OF THE BENEFITS AND 1 

COSTS OF ITS REVISED AMI PLAN UNDER A SOCIETAL COST TEST. 2 

A. Ameren witness Abba presents an overview of the projected benefits and costs of the 3 

AMI Plan in his Direct Testimony on Rehearing, Ameren Exhibit 3.0RH. According to 4 

his projections, the AMI Plan is cost-effective under a Societal Cost Test prepared using 5 

a discount rate of 3.62 percent for the Company’s base case. Table 17 and Table 22 of 6 

Ameren Exhibit 3.1 present his estimates of the cumulative values of those projections 7 

over a 20 year time horizon, 2013 to 2032, on a non-discounted basis and a discounted or 8 

present value (PV) basis respectively.  9 

According to Table 22, the present value of the projected benefits of the AMI 10 

Plan is $871 million while the present value of the projected costs is $466 million.  11 

Dividing the total benefits by the total costs produces a benefit to cost ratio of 1.87.  12 

Subtracting the present value of costs from the present value of benefits yields a net 13 

present value (NPV) of approximately $405 million.  According to Table 20 and Figure 3 14 

of Ameren Exhibit 3.1, if all of the Company’s projections for its base case are accurate, 15 

society and Ameren customers would begin receiving a cumulative net positive impact 16 

from the AMI Plan in 2025.  17 

Q. DID THE COMPANY PROVIDE A PROJECTION OF THE RATE AND BILL 18 

IMPACTS OF ITS REVISED AMI PLAN? 19 

A. No. 20 

Q. PLEASE SUMMARIZE THE COMPANY’S PROJECTION OF BENEFITS 21 

FROM THE AMI PLAN. 22 

A. The Company is projecting three major categories of benefits – operational, customer and 23 

societal. The projected operational benefits are savings the Company expects to achieve 24 
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in its distribution service operations. The present value of the projected operational 1 

benefits is $400.9 million, approximately 86  percent of the projected AMI Plan costs.  2 

Thus the Company’s projected operational benefits, in the absence of any other projected 3 

benefits, are not sufficient to justify the AMI Plan. 4 

The projected customer benefits are primarily comprised of savings in projected 5 

electricity supply costs from projected reductions in peak and annual load by customers 6 

who Ameren projects will take service under the various pricing options to be enabled by 7 

the AMI Plan.  Those pricing options include the existing Power Smart Pricing program 8 

(PSP), a new Critical Peak Pricing (CPP) program, a new Peak Time Rebate (PTR) 9 

program, and a Direct Load Control (DLC) program as outlined by Dr. Faruqui in 10 

Ameren Exhibit 5.0RH. The Company is projecting the present value of these customer 11 

benefits to be $254.8 million, as indicated in AG Exhibit 1.7.  The majority of those 12 

benefits are generating capacity costs the Company is projecting customers on those 13 

pricing programs will be able to avoid due to reductions in their peak load.  14 

The projected societal benefits are savings in gasoline costs and in carbon 15 

emission costs.  The Company is projecting savings in gasoline costs based on its 16 

assumption that time-of-use (TOU) pricing enabled by AMI will cause incremental 17 

purchases of plug-in electric vehicles by residential customers.  The Company is 18 

projecting the majority of reductions in carbon emissions will result from projected 19 

reductions in annual load by customers who Ameren projects will take service under the 20 

various pricing options to be enabled by the AMI Plan.  The Company is projecting the 21 

present value of those two categories of societal benefits to be $96.4 mmillion, as 22 

indicated in AG Exhibit 1.7 23 



 - 10 - 

Q. DO THE AMEREN PROJECTIONS PROVIDE A REASONABLE ESTIMATE 1 

OF THE BENEFIT TO COST RATIO OF THE REVISED AMI PLAN UNDER A 2 

SOCIETAL COST TEST?  3 

A. No. First, Ameren’s base case does not reflect the currently effective Commission rule 4 

regarding notification at the customer premises of residential customers facing 5 

disconnection for non-payment.  Second, certain of Ameren’s projections of customer 6 

benefits and societal benefits are not reasonable. In particular actual customer benefits are 7 

likely to be lower than Ameren projects due to lower avoided capacity costs, lower rates 8 

of customer participation in the time-varying pricing options enabled by AMI and lower 9 

reductions per customer on Power Smart Pricing (PSP).  In addition, actual societal 10 

benefits will be lower than projected because projected benefits from incremental 11 

adoption of PEVs should be excluded since Ameren could achieve those benefits without 12 

implementing AMI.   13 

Q. HAVE YOU PREPARED AN ALTERNATIVE OR SENSITIVITY ANALYSIS OF 14 

AMEREN ’S REVISED AMI PLAN UNDER A SOCIETAL COST TEST? 15 

A. Yes.  My analysis uses the same discount rate and time horizon as Ameren. However, it 16 

presents a Societal Cost Test analysis for a case which reflects the currently effective 17 

Commission rule regarding customer premises notification of residential customers 18 

facing disconnection for non-payment.  Ameren refers to this case as the “Disconnect for 19 

Non-Pay Sensitivity Analysis”.  In addition, the analysis uses an alternative estimate of 20 

customer benefits which reflects lower avoided generating capacity costs and lower 21 

participation in the pricing options Ameren is proposing to enable with AMI.  The 22 

analysis also uses an alternative estimate of societal benefits which excludes the projected 23 

benefits from PEV. 24 
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The summary results of my analysis are illustrated in the bar chart below, which 1 

is attached as page 1 of AG Exhibit 1.2 on Rehearing.  2 

a. The first bar from the left is the projected total cost of the AMI Plan (solid fill);   3 

b. The second bar from the left is Ameren’s projection of terminal value (dots), 4 

operational benefits (diagonal), customer benefits (bricks) and societal benefits 5 

(solid); 6 

c. The third bar from the left is the projected total cost of the AMI Plan reflecting 7 

premise visits(solid fill);   8 

d. The fourth bar is my projection of benefits of the AMI Plan.  This bar illustrates that 9 

the AMI Plan is much less cost-effective based on reasonable projections of customer 10 

and societal benefits.11 

 12 

Q. PLEASE SUMMARIZE THE RESULTS OF YOUR ANALYSIS AND EXPLAIN 13 

HOW THEY RELATE TO AMEREN’S PROJECTIONS. 14 
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A. The values from my analysis, summarized in the table below, are drawn from page 2 of 1 

AG Exhibit 1.2 on Rehearing. The table presents the results from Ameren’s base case in 2 

column a and from my sensitivity case in column b.  As indicated in the last row, my 3 

analysis indicates that the AMI Plan has a benefit to cost ratio of 1.13 as compared to the 4 

Company’s calculation of 1.87.  5 

 6 

 7 

 8 

Category Description
Ameren Amended 

Business Case

Synapse Societal 

Case

a b

Costs Customer Costs $465.5 $457.5

Benefits

AMI O&M Benefits $334.7 $334.7

DR and EE
Projected Customer Savings in 

Reductions 

Inactive Meters & Uncollectable 

Expenses $48.7 $48.7

Demand Response 1 $240.6 $61.1

Energy Efficiency $14.2 $7.1

Electric Vehicle Enhancement 2 $90.1

Carbon Reduction 3 $6.3 $2.8

Customer Outage Benefit $17.6 $17.6

Terminal Value 4 $119.3 $44.7

$871.5 $516.7

$405.9 $59.2

Benefit to Cost Ratio 1.87 1.13

Ameren AMI Plan - Cost and Benefit Projections ($ NPV million)

Projected Benefits and Savings

Net Cost or (Net Benefits i.e. Savings)
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A. Benefits of Demand Response versus Energy Efficiency 1 

 2 

 3 

Q. PLEASE BEGIN BY DISTINGUISHING BETWEEN THE BENEFITS FROM 4 

DEMAND RESPONSE AND THE BENEFITS FROM ENERGY EFFICIENCY. 5 

A The Company’s AMI Plan, like most deployments of AMI, is projecting to primarily 6 

enable customers to reduce their peak load, referred to as demand response (DR), rather 7 

than to reduce their annual electricity consumption, referred to as energy efficiency (EE). 8 

The benefits of DR are different from the benefits of EE in several important respects. 9 

First, DR typically results in little or no material reduction in annual electricity 10 

consumption, and associated carbon emissions, because it occurs in very few hours each 11 

year. For example, the CPP and PTR pricing options are typically designed to encourage 12 

customers to reduce load in up to 60 hours per year, which represents less than 1 percent 13 

of the 8,760 hours in a year.   While the reduction in those peak hours tends to have a 14 

very high economic value, it still represents a relatively small portion of customer annual 15 

usage and annual bills.  In contrast, depending on the specific measure, EE will cause 16 

reductions in electricity consumption during most, if not all, of the hours when electricity 17 

affected by that measure is being used.  For example, Ameren Exhibit 5.6RH indicates 18 

that the Company is projecting the demand response enabled by the AMI Plan to avoid 19 

capacity costs but not to avoid energy costs or carbon costs. 20 

Second, the amount of capacity costs that will be avoided as a result of DR is 21 

generally more difficult to estimate than the amount of electric energy costs that will be 22 

avoided as a result of EE.  For example, a 1 kWh reduction in electricity consumption 23 

from energy conservation or EE results in a corresponding immediate reduction in the 24 

quantity of electricity generated, after adjustments for system losses.  That quantity of 25 
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electricity generation is clearly avoided.  In contrast, a 1 kW reduction in peak load from 1 

DR does not automatically produce a corresponding immediate reduction in the quantity 2 

of capacity being held to ensure reliable service for that load.  Instead, decisions 3 

regarding the quantity of generation, transmission and distribution capacity needed for 4 

reliable service are made several years before the year in which the actual load occurs.  5 

The North American Electric Reliability Corporation (NERC) provides a detailed 6 

discussion and categorization of DR and EE from a reliability planning perspective in 7 

Demand Response Availability Data System (DADS): Phase I & II Final Report dated 8 

January 7, 2011.  9 

Thus, in order for DR to avoid capacity costs, the parties responsible for 10 

forecasting peak demand, setting reserve margins and qualifying resources as equivalent 11 

to firm capacity, need to be convinced that the reduction in peak load from DR can be 12 

counted upon over their long-term planning horizon.  This is particularly true for 13 

avoiding generating capacity costs. The wholesale market in which Ameren is located, 14 

which is operated by the Mid-West Independent System Operator (MISO) does not have 15 

a separate forward market for capacity.  As a result, parties such as retail suppliers, 16 

curtailment service providers or even Ameren acting on behalf of its customers, do not 17 

have the opportunity to bid forecast demand response reductions for future years into that 18 

capacity market and receive a payment for those reductions.
3
  As a result those parties do 19 

not have an opportunity to explicitly ‘monetize’ customer peak load reductions and 20 

thereby verify the actual capacity costs those reductions actually avoid. Ameren did not 21 

describe any existing or proposed formal mechanism for providing advance notification 22 

                                                 
3
 In contrast, the Commonwealth Edison service territory is located in a wholesale market operated by PJM, which 

does have a separate wholesale capacity market and thus does provide parties the opportunity to bid demand 

reductions into that market. 
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to the parties responsible for forecasting peak demand, setting reserve margins, 1 

qualifying resources and/or providing retail supply that customers on PSP, CPP or PTR 2 

would have consistently and materially lower peak demand, year after year, than 3 

customers on traditional flat rates.  In addition, Ameren has not described any existing or 4 

proposed method for guaranteeing those anticipated lower peak demands. Thus, Ameren 5 

customers on those three pricing options who reduce their peak load can only hope that 6 

the relevant decision makers will eventually recognize that customers on those pricing 7 

options do have lower peak demand and therefore should be allowed to avoid some 8 

amount of generating capacity costs.  9 

Q. HAS THE COMPANY DESCRIBED HOW IT PROPOSES TO FUND THE 10 

REBATE THAT CUSTOMERS WOULD RECEIVE UNDER THE PROPOSED 11 

PEAK TIME REBATE PRICING OPTION? 12 

A. No. Dr. Faruqui states that customers on the proposed peak time rebate pricing option 13 

who reduce their load during defined peak hours would receive a rebate or credit 14 

(Ameren Exhibit 5.0, line 179).  The Company has not described how it proposes to fund 15 

that rebate.  In some other jurisdictions utilities that offer a similar peak time rebate 16 

pricing fund the rebate with revenues they receive from monetizing the participating 17 

customers’ peak demand reductions.  18 

Q. DOES THE COMPANY FACE ANY OTHER ISSUES WITH RESPECT TO 19 

ACHIEVING CUSTOMER BENEFITS FROM ITS PROPOSED NEW PRICING 20 

OPTIONS? 21 

A. Yes.  In order for Ameren to offer any of its new pricing options, i.e., Critical Peak 22 

Pricing, Peak Time Rebate or Time-of-Use, it would have to obtain Commission approval 23 
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of a corresponding new tariff governing availability, pricing, and other terms (Response 1 

to Response to AG DR 6.15).  2 

 3 

B. Value of Avoided Generating Capacity Costs 4 

 5 

Q. PLEASE SUMMARIZE THE AVOIDED CAPACITY COST ASSUMPTIONS DR. 6 

FARUQUI USED TO EVALUATE THE DEMAND RESPONSE AND OTHER 7 

PROPOSALS. 8 

A.   Dr. Faruqui used Ameren Illinois projections of avoided generation, distribution and 9 

transmission capacity costs. He did not prepare an independent review of those 10 

projections.  11 

Ameren Illinois provided its projections of avoided generation, distribution and 12 

transmission capacity in Response to AG DR3.18 a.  The Company designated those 13 

projections confidential. Avoided generation capacity costs are the largest of the three 14 

categories of avoided capacity and the projection on which we have focused. 15 

Q. DOES YOUR ANALYSIS INDICATE THAT THE COMPANY’S PROJECTION 16 

OF AVOIDED GENERATING CAPACITY COSTS IS REASONABLE? 17 

A.   No. My analysis indicates that the Company’s projection of avoided generating capacity 18 

costs is likely too high.  19 

First, as noted earlier, the mechanism or process through which any reductions in 20 

peak demand from customers on these pricing options will ultimately translate into 21 

avoided generating capacity costs is not clear.  Ameren has not described any existing or 22 

proposed formal mechanism for providing advance notification to the parties responsible 23 

for forecasting peak demand, setting reserve margins, qualifying resources and/or 24 

providing retail supply that customers on PSP, CPP or PTR would have consistently and 25 
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materially lower peak demand, year after year nor of any existing or proposed method for 1 

guaranteeing those anticipated lower peak demands. 2 

Second, the Company assumes that, in the long term, the avoided cost of capacity 3 

will be set by the cost of adding a gas fired combustion turbine. However, my analysis 4 

indicates that cost of capacity in MISO, as well as in PJM and in New England, is 5 

currently being determined by demand and supply fundamentals and those fundamentals 6 

will continue to set the avoided cost of capacity in future years. Those fundamentals 7 

include the level of peak demand, capacity additions from renewable resources driven by 8 

Renewable Portfolio Standards (RPS), demand response from existing large commercial 9 

and industrial customers, retirements of older coal-fired units in response to recent and 10 

impending changes to air and water emission regulations by the U.S. Environmental 11 

Protection Agency (“EPA”) and additions of new gas-fired capacity in response to those 12 

retirements and to the outlook for natural gas prices.. 13 

The difference between current estimates of the cost of adding a new gas fired 14 

combustion turbine, or a gas fired combined cycle unit, and the amounts buyers and 15 

sellers are actually paying for capacity, energy and ancillary services are illustrated in 16 

Figure 6 of the 2011 State of the Market Report for the MISO Electricity Markets.  17 

Q. PLEASE SUMMARIZE THE COMPANY’S CONFIDENTIAL PROJECTION OF 18 

AVOIDED GENERATING CAPACITY COSTS 19 

A.   REDACTED 20 

 21 

 22 

 23 

 24 
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  1 

Q. PLEASE SUMMARIZE YOUR REVIEW OF THE COMPANY’S 2 

CONFIDENTIAL PROJECTION. 3 

A.   REDACTED 4 

 5 

 6 

 7 

 8 

 9 

 10 

 11 

 12 

 13 

 14 

 15 

 16 

 17 

 18 

Q. PLEASE SUMMARIZE YOUR ALTERNATIVE PROJECTION. 19 

A.   My alternative projection is based on an assumption that the avoided cost of capacity will 20 

be set by demand and supply over the evaluation period. My projection assumes the 21 

avoided cost will be approximately 60 percent of the cost of new entry based upon the 22 

actual experience with capacity prices in Eastern MAAC, the most congested zone of 23 

PJM, over the last several years. 24 
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C. Residential Customer Response to Hourly and Dynamic Pricing Options 1 

 2 

Q. PLEASE DESCRIBE THE KEY ASSUMPTIONS DR. FARUQUI USED TO 3 

ESTIMATE THE SOCIETAL BENEFITS OF DEMAND RESPONSE BY 4 

RESIDENTIAL CUSTOMERS ON THE HOURLY AND DYNAMIC PRICING 5 

OPTIONS. 6 

A.   In order to estimate the societal benefits from residential customers taking service on the 7 

PSP, CPP and PTR pricing options, Dr. Faruqui used two key categories of input 8 

assumptions: 9 

 the rate of customer participation in each pricing option, and 10 

 the extent to which customers participating in each pricing option would reduce 11 

their peak demand and annual energy consumption in response to the prices under 12 

each option.  13 

In terms of customer participation, Dr. Faruqui assumes that by 2032 14 

approximately 36 percent of residential customers will be actively participating in, or 15 

taking service under, one of those three pricing options.  He further assumes another 3 16 

percent will be participating in DLC or TOU, for a total participation in all of these 17 

programs of 40 percent, as shown in Ameren Exhibit 5.3RH. In terms of the extent to 18 

which customers participating in each program would reduce their peak demand and 19 

annual energy consumption, he assumes the levels of reductions will vary by program as 20 

shown in Ameren Exhibit 5.4RH.  21 

Q. PLEASE SUMMARIZE THE RESULTS OF YOUR ANALYSIS OF THESE 22 

PROJECTIONS OF PARTICIPATION RATES AND LEVELS OF REDUCTION 23 

IN PEAK DEMAND. 24 
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A.   My analysis indicates that Dr. Faruqui’s projections of participation rates in PSP, CPP 1 

and PTR by 2032 are too high. In addition, his projection of reductions in peak demand 2 

by customers on PSP is too high. 3 

 4 

 1. Projections of participation rates in hourly and dynamic pricing 5 

Q. PLEASE SUMMARIZE THE BASIS FOR YOUR POSITION THAT DR. 6 

FARUQUI’S PROJECTIONS OF RESIDENTIAL CUASTOMER 7 

PARTICIPATION RATES IN THESE PRICING OPTIONS IS TOO HIGH. 8 

 A.   My position that the projections of residential customer participation in these pricing 9 

options by 2032 are too high, and therefore not reasonable, is based on several facts.  In 10 

summary they are as follows:  11 

 very few utilities are offering any of these pricing options to all residential 12 

customers, and the actual rates of customer participation in those pricing options 13 

to date do not support the Company’s projections;  14 

 it is very difficult to motivate residential customers to voluntarily participate, or 15 

“opt-in”, to these pricing options; and 16 

 the evidence and analyses Dr. Faruqui has provided regarding residential 17 

customer participation do not support a capital expenditure of this magnitude.  18 

Q. PLEASE SUMMARIZE YOUR REVIEW OF ACTUAL LEVELS OF 19 

RESIDENTIAL PARTICIPATION IN TIME-VARYING RATES. 20 

A. My review examined residential customer participation in a number of dynamic pricing 21 

and time-varying rate offerings throughout the U.S. and Canada.  These rate offerings 22 

include Peak Time Rebates, also referred to as Critical Peak Rebate (CPR), critical peak 23 

pricing (CPP) and time-of-use (TOU).  Some data is from pilots while other data is from 24 



 - 21 - 

rates that have been offered on a system-wide basis for many years. I have collected the 1 

data for a wide range of time-varying rates because the utilities offering each type of rate 2 

must motivate their residential customers to engage in that rate.   3 

My review includes high levels of residential participation in time-of-use 4 

achieved by two Arizona utilities because some proponents of dynamic pricing have 5 

pointed to those levels as an indication of the levels that can be achieved after a long 6 

enough number of years.  I disagree with that assumption, because the financial incentive 7 

residential customers have to participate in time-of-use pricing is much higher than 8 

associated with dynamic pricing. Customers on time-of-use pricing can achieve savings 9 

during the entire year, while customers on dynamic pricing only achieve savings during a 10 

very limited number of critical peak hours each year, typically 60 to 80 hours. 11 

The results of my review are presented in AG Exhibit 1.4 on Rehearing.   Those 12 

results indicate residential participation levels in time-varying rates such as PTR and CPP 13 

are most commonly less than 10 percent.  There are a few examples of residential 14 

participation levels in the 10 to 25 percent range.  15 

Q. PLEASE EXPLAIN WHY IT IS DIFFICULT TO MOTIVATE RESIDENTIAL 16 

CUSTOMERS TO PARTICIPATE IN THESE PRICING OPTIONS. 17 

A.   It is difficult to motivate residential customers to voluntarily participate, or “opt-in”, to 18 

these pricing options because customers’ financial incentive to participate is low and, as a 19 

result, it is difficult to get customers’ attention.  20 

Consider the following simple illustrative example of the financial incentive an 21 

average Ameren residential customer would have to participate in the Peak Time Rebate 22 
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pricing option if it were in effect in 2020.
4
  According to Ameren’s assumptions, the 1 

residential customer has a peak load of 3 kW and is expected to reduce that load by 18 2 

percent during each hour of a critical peak event.  That would be a reduction of 0.54 kWh 3 

in each hour. Assuming a rebate of $1.25 per kWh and a 4 hour critical peak event, that 4 

customer would receive $2.70 for reducing his or her load for the 4 hours ($2.70 = 5 

0.54*$1.25*4). If the year had the maximum 15 critical peak events, and the residential 6 

customer participated in all of them, he or she would receive a total of $40.50 in rebates. 7 

(Note that not all years will have 15 critical peak events) 8 

  In order for that residential customer to achieve those savings, i.e., to participate, 9 

he or she would have to be aware of this pricing option, be aware of each critical peak 10 

event (typically utilities will notify participants of an upcoming critical event several 11 

hours in advance via an automated phone call, e-mail, text message, or combination 12 

thereof), have the ability to reduce his or her load during each event, and be sufficiently 13 

motivated to “opt-in” during each event by taking one or more actions to reduce load.  14 

Some residential customers will participate in peak time rebate pricing, but what 15 

percentage will be motivated to participate year after year in exchange for $2.70 per 16 

event? 17 

Q. DO LEADING PROPONENTS OF DYNAMIC PRICING ACKNOWLEDGE THE 18 

DIFFFICULTY OF DETERMINING HOW TO MOTIVATE CUSTOMERS TO 19 

TAKE SERVICE UNDER DYNAMIC PRICING? 20 

A.   Yes. Leading proponents of dynamic pricing acknowledge that projecting levels of 21 

participation in dynamic rates is difficult.  They also acknowledge that the electric 22 

industry has not conducted sufficient research into approaches for motivating customers 23 

                                                 
4
 Ameren Illinois did not provide any illustrative examples of residential customer savings. 
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to take service under a dynamic pricing tariff, i.e. to engage or participate.  Following are 1 

several examples. 2 

 A June 2009 report by staff of the Federal Energy Regulatory Commission 3 

(“FERC”), which Dr. Faruqui helped prepare, identifies assumptions regarding 4 

participation in dynamic pricing as the greatest source of uncertainty, by far, of all 5 

the assumptions regarding the potential demand response impacts;
5
 6 

 Dr. Faruqui has testified in Maryland that participation rates are more difficult to 7 

forecast than kW-impact per customer.
6
  In fact, a review of Dr. Faruqui’s 8 

published research and testimony indicates that the majority of his research and 9 

testimony has not analyzed participation rates but instead analyzed the extent to 10 

which customers participating in these pricing options would reduce their peak 11 

demand and annual energy consumption;  12 

 In  October 2010, in Direct Testimony to support a “test and learn” approach to 13 

dynamic rates proposed by PECO Energy Company, Dr. Stephen George stated 14 

that despite the 17 dynamic pricing pilots discussed in the Direct Testimony of 15 

Dr. Faruqui in the PECO proceeding: 16 

Without a doubt, the most important issue requiring more investigation is 17 

understanding the best way to get customers to sign up for time-varying rates. 18 

This is an understudied area that is vitally important to designing good pricing 19 

policies and to implementing successful pricing and demand response programs. 20 

Predicting the aggregate impact of dynamic tariffs and other demand response 21 

programs requires estimates of the average response associated with customers 22 

                                                 
5
 A National Assessment of Demand Response Potential, Federal Energy Regulatory Commission, June 2009, Figure 

E-1, p. 244. 
6
 Case No. 9207, PHI Ex. 6. 
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who enroll in these programs as well as estimates of the number of customers 1 

who are likely to enroll.  The 17 pilot programs mentioned above have focused 2 

almost exclusively on estimating average dynamic rate impacts and hardly at all 3 

on understanding customer preferences for such rates and how to effectively 4 

enroll consumers in these programs.
7
  5 

My review indicates that neither the Company nor Dr. Faruqui have provided sufficient 6 

support for his projections of residential participation in these pricing options. 7 

Q. IS IT CLEAR THAT THE MAJORITY OF AMEREN RESIDENTIAL 8 

CUSTOMERS WILL HAVE BOTH THE FINANICIAL INCENTIVE AND THE 9 

ABILITY TO TAKE FULL ADVANTAGE OF THESE PRICING OPTIONS? 10 

A.   No. There is considerable variation in the monthly energy use, and peak demand, of 11 

residential customers.  Some customers have high loads, some have moderate loads and 12 

some have very small loads.  For example, in July 2011, twenty percent of residential 13 

customers in Ameren zone 1 used more than twice the average of residential customers in 14 

that zone, while thirty percent used less than 50 percent of the average.  That analysis is 15 

presented in AG Exhibit 1.5 on Rehearing.  All else being equal, it is reasonable to 16 

assume that the 20 percent of high use customers would have a higher financial incentive 17 

and ability to participate in these pricing options than the 30 percent of low use 18 

customers.  19 

Q. PLEASE EXPLAIN YOUR POSITION THAT THE COMPANY HAS NOT 20 

PROVIDED SUFFICIENT SUPPORT FOR ITS PROJECTIONS OF 21 

RESIDENTIAL PARTICIPATION IN THESE PRICING OPTIONS. 22 

                                                 
7
 Pennsylvania Public Utility Commission, Docket No. M-2009-2123944, PECO Energy Company Statement No. 2, 

Direct Testimony of Dr. Stephen S. George, October 28, 2010, p. 6. (Emphasis added). 
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A.    Dr. Faruqui states that his projections of participation are based on “expert review” of 1 

program participation rates around the country (Response to AG DR 3.17 b and c).  The July 2 

2011 IEE report which Dr. Faruqui says these participation rates are documented is limited to 3 

four utilities (Response to AG DR  6.16 b). His polling of other experts is not documented 4 

(Response to AG DR  6.18). 5 

Neither Dr. Faruqui nor the Company identified the utilities comparable to 6 

Ameren who are currently offering PSP, CPP or PTR pricing options to residential 7 

customers on a system-wide basis or the actual customer participation levels achieved in 8 

the most recent year for which statistics are available (Response to AG DR 3.17 h). 9 

Neither Dr. Faruqui nor the Company provided estimates of the savings a 10 

residential customer would receive from participating in the PSP, CPP or PTR pricing 11 

option, nor of the prices under each of those options (Response to AG DR3.17 e and f). 12 

Q. PLEASE PROVIDE THE BASIS FOR YOUR POSITION THAT THE 13 

PROJECTION OF PEAK REDUCTIONS BY RESIDENTIAL CUSTOMERS ON 14 

PSP IS TOO HIGH. 15 

 A.   The Company is assuming residential customers on PSP will reduce their peak load by 15 16 

percent.  That assumption is based on an estimate that customers on PSP have an average 17 

peak load of 3 kW and that they would reduce that peak load by 0.45 kw during hours 18 

with High Price Alerts.  The Company drew those two estimates from a 2010 Navigant 19 

report on the operation of the PSP (Response to AG DR 7.04b). However, the estimate of 20 

0.45 kw is a projection based on modeling.  The actual maximum peak reductions by PSP 21 

customers in years without High Price Alerts have been 0.2184 kW and 0.2594 kw in 22 

2009 and 2010 respectively. Since Ameren does not call High Price Alerts every year, a 23 

conservative estimate of the average annual peak reduction per customer on PSP based 24 
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on actual experience is approximately 0.22 kW from 2009.
8
  That reduction is 1 

approximately 50 percent of the Company’s estimate.   2 

Q. PLEASE DESCRIBE THE PARTICIPATION ASSUMPTIONS FOR THE THREE 3 

PRICING OPTIONS USED IN YOUR ANALYSES AND THE BASIS FOR 4 

THOSE ASSUMPTIONS. 5 

A.   My analyses use the low residential participation rates available in the Company’s 6 

workbooks.  These rates assume an aggregate participation of 20 percent rather than 40 7 

percent, and thus are one-half those the Company uses in its base case.   These “low” 8 

participation rates are likely still, if anything, optimistic.  9 

 10 

D. Exclusion of PEV and DLC Benefits and Costs  11 

 12 

Q. PLEASE EXPLAIN WHY YOUR ANALYSIS  EXCLUDES BENEFITS AND 13 

COSTS FROM PEV AND DLC. 14 

A.   My analysis excludes benefits and costs associated with plug-in electric vehicles and 15 

direct load control because Ameren can implement the time-of-use pricing underlying the 16 

incremental PEV benefits, as well as direct load control, without implementing AMI.  17 

Q. PLEASE SUMMARIZE THE EVIDENCE THAT AMEREN ILLINOIS COULD 18 

ACHIEVE ITS PURPORTED BENEFITS  FROM PEV WITHOUT AMI. 19 

A.   Dr. Faruqui assumes that “… a small set of residential customers will buy electric 20 

vehicles in response to the incentives created by a TOU rate and smart charging enabled 21 

by a Home Energy Management System” (Faruqui, p.9, line 195).  He then estimates the 22 

                                                 
8
 I did not use the value from 2010 because the report characterized it as unusually hot. 
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benefits and costs of those incremental purchases of PEVs, and attributes those benefits 1 

and costs to implementation of the AMI Plan.  2 

Dr. Faruqui’s estimate of those incremental benefits rests upon a number of 3 

assumptions which are not reasonable, as outlined in AG Exhibit 1.6 on Rehearing.  4 

However, regardless of the validity of his estimates, the bottom line is that Ameren could 5 

offer TOU pricing without implementing AMI and therefore it is not reasonable to 6 

attribute any benefits or costs of PEVs to the AMI Plan.  For example: 7 

 in response to AG Data Request 6.04 a, Dr. Faruqui confirmed that a residential 8 

customer could choose a time-of-use (TOU) rate if he or she had an simple interval 9 

meter and if Ameren or another third party supplier offered a residential TOU rate;  10 

 in response to AG Data Request 3.17 h, Dr. Faruqui responded that many utilities 11 

now offer TOU rates for PEVs. However, in response to AG Data Request 6.04 b he 12 

responded that the Brattle Group does not have and has not researched information 13 

about the specific technologies that utilities are using to implement their TOU rates; 14 

and  15 

 As of July 2011 Union Electric Company d/b/a Ameren Missouri was offering a 16 

Time-of-Day rate to its residential customers.   17 

Q. PLEASE SUMMARIZE THE EVIDENCE THAT AMEREN ILLINOIS COULD 18 

ACHIEVE BENEFITS  FROM DIRECT LOAD CONTROL WITHOUT AMI. 19 

A.   Dr. Faruqui assumes that some customers will choose a Direct Load Control program 20 

(Ameren Exhibit 5.0RH, line 194). He estimates the benefits and costs of a Direct Load 21 

Control program, and attributes those benefits and costs to implementation of the AMI 22 

Plan. Again, regardless of the validity of his estimates, Ameren could offer a Direct Load 23 

Control program without implementing AMI and therefore it is not reasonable to attribute 24 

any benefits or costs of that program to the AMI Plan. 25 

 26 
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IV. PROJECTED BENEFITS AND COSTS OF AMEREN AMI PLAN UNDER A 1 

TOTAL RESOURCE COST TEST 2 

 3 

 4 

 5 

Q. DID YOU PREPARE AN ANALYSIS OF AMEREN’S REVISED AMI PLAN 6 

UNDER A TOTAL RESOURCE COST TEST? 7 

A. Yes.  I analyzed the costs and benefits of Ameren’s revised AMI Plan under the Total 8 

Resource Cost test for the same case as under the Societal Cost Test, i.e., a case which 9 

reflects the currently effective Commission rule regarding customer premises notification 10 

of residential customers facing disconnection for non-payment.  The Total Resource Cost 11 

analysis excludes societal benefits and uses a discount rate of 8.8 percent.   12 

The results of that analysis are attached as AG Exhibit 1.7 on Rehearing. The 13 

benefit to cost ratio of the AMI Plan under this test is 0.87, In other words,                                                                                                             14 

the present value of benefits do not offset the projected costs, and as such the AMI Plan is 15 

not cost-effective. 16 

Q. PLEASE EXPLAIN THE BASIS FOR USING A DISCOUNT RATE OF 8.8 17 

PERCENT. 18 

A. The discount rate of 8.8 percent assumes a 7 percent real discount rate based upon a U.S. 19 

Government Office of Management and Budget (OMB) Circular No. A-94 titled 20 

“Guidelines and Discount Rates for Benefit-Cost Analysis of Federal Programs” plus a 21 

1.8% inflation rate based upon an OMB memo dated January 3, 2012. Section 8 b (1) of 22 

the OMB circular states that public investments and regulations displace private 23 

investment and consumption, and should be analyzed ‘…using a real discount rate of 7 24 

percent, the marginal pretax rate of return of an average investment in the private sector.” 25 

The OMB memo dated January 3, 2012 indicates a forecast rate of inflation of 26 
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approximately 1.8 percent over 20 years.  This is the forecast 20-year nominal interest 1 

rate of 3.5% minus the forecast 20-year real interest rate of 1.7%. 2 

This discount rate is consistent with the weighted average cost of capital of 8.25% 3 

that Ameren uses in its cost-benefit analyses.  It is also within the range of discount rates 4 

that other utilities have used in AMI filings, as indicated in AG Exhibit 1.8 on Rehearing.   5 

Q. DID THE COMPANY PROVIDE ANY ESTIMATES OF AN APPROPRIATE 6 

DISCOUNT RATE FROM A CUSTOMER PERSPECTIVE? 7 

A. No. In response to AG Data request 3.08 the Company did not provide any analyses of 8 

the uses to which its ratepayers would put their money if they were not paying for AMI 9 

nor did it provide any estimates of its ratepayers “opportunity cost” of money. 10 

 11 

V. COST EFFECTIVENESS OF THE REVISED AMI PLAN   12 

Q. PLEASE DISCUSS THE IMPLICATIONS OF YOUR ANALYSES OF THE 13 

REVISED AMI PLAN. 14 

A.  My analyses under the Societal Cost Test indicate that the revised AMI Plan offers very 15 

limited societal benefits and places a significant financial risk on Ameren Illinois 16 

customers.  If the Commission accepts the AMI plan Ameren will start recovering the 17 

costs of the Plan from all customers as soon as the Commission approves rate recovery.  18 

In contrast, even if the Company’s projections of costs and benefits prove to be accurate, 19 

the average customer will not begin receiving a net benefit from the AMI Plan until 2025. 20 

Moreover, there is a risk that actual benefits to customers may prove to be substantially 21 

less than the Company’s projections.  22 

The financial risk to customers from the AMI Plan is due in part to the significant 23 

uncertainty associated with the projections of customer and societal benefits that will be 24 
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achieved from the implementation of AMI.  This uncertainty arises from the limited 1 

experience with full deployment of AMI utilities in the United States.  While a number of 2 

utilities have conducted pilot projects testing AMI and dynamic pricing on a limited 3 

basis, it is only in the last few years that several United States utilities have received 4 

regulatory approval to fully deploy AMI and dynamic pricing tariffs on their systems.  5 

Most of those utilities are currently in the process of completing that deployment.   6 

My analysis of the revised AMI Plan under the Total Resource Cost Test indicates 7 

that it is not cost-effective.  8 

Q. IS IT IMPORTANT FOR THE COMMISSION TO CONSIDER THESE 9 

RESULTS WHEN DECIDING WHETHER TO ACCEPT OR REJECT THE AMI 10 

PLAN? 11 

A. Yes.  It is important for the Commission to consider these results when deciding whether 12 

to accept or reject the AMI Plan because, if accepted, the Company will bear very little of 13 

the financial risk associated with the AMI Plan.  My understanding is that the Company 14 

will make the same AMI investment and earn the same return on that investment 15 

regardless of the actual amount of customer and societal benefits that result from 16 

implementation of the AMI Plan.   17 

The possibility that future actual benefits may be lower than the Company’s 18 

projections would be less of a concern if Ameren was proposing to bear that risk or if it 19 

was proposing to guarantee customers its projected savings regardless of what the values 20 

actually prove to be. However, that is not the case. Ameren is in fact proposing to bear 21 

little, if any, of that financial risk the possibility that the future actual benefits from the 22 

AMI Plan may prove to be significantly less than those it projected.  It is proposing that 23 

its ratepayers bear the majority of the financial risk of actual benefits being much lower 24 

than projected.    25 
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Q. WHAT ARE YOUR RECOMMENDATIONS IF THE COMMISSION DOES 1 

DECIDE TO ACCEPT THE AMI PLAN? 2 

A. If the Commission decides to accept the AMI Plan, I have three recommendations: 3 

o consider the limited societal benefits and financial risk imposed on customers in 4 

all future ratemaking proceedings related to recovery of AMI Plan costs; 5 

o require the Company to work with stakeholders to identify additional initiatives to 6 

increase the value of the AMI Plan to the majority of customers; and 7 

o require the Company to adopt the same metrics and stakeholder outreach as the 8 

Commission ordered in the Commonwealth Edison AMI proceeding, as well as 9 

the same reporting requirements. 10 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 11 

A. Yes. 12 


