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E. Cost of Common Equity 
 

1. Overview 
 

a. Staff's Position 
 
 Staff witness Freetly estimates the investor-required rate of return on common 
equity to be 10.72% for the natural gas distribution operations and 10.68% for the 
electric delivery service operations of AIU.  Ms. Freetly measured the investor-required 
rate of return on common equity with the discounted cash flow (―DCF‖) and Capital 
Asset Pricing Model (―CAPM‖) analyses.  For the AIU gas utilities, she applied those 
models to a sample of gas distribution companies.  For the AIU electric utilities, she 
applied those models to a sample of regulated electric utilities that are assigned industry 
classification codes of 4911 (electric services) or 4931 (electric and other services 
combined) within S&P‘s Utility Compustat.  Specifically, she applied them to those 
utilities that have neither pending nor recently completed significant mergers, 
acquisitions or divestures; that have a long-term growth rate from Zacks Investment 
Research (―Zacks‖); and whose beta was not affected by significant events.  Ms. Freetly 
did not include Ameren Corporation in her Electric sample due to the proximity of an 
18% decline in Ameren‘s stock price to a conference call during which Ameren 
management discussed the pending Illinois rate cases. 
 
 Staff notes that in order to determine the suitability of her cost of equity estimates 
for AIU's gas and electric utility operations, Ms. Freetly assessed the risk level of her 
gas and electric samples relative to that of each of the Illinois utilities.  She calculated 
the funds from operations (―FFO‖) to interest coverage ratios and FFO to total debt 
ratios for the gas and electric samples and for the natural gas distribution and electric 
delivery service operations of each of the Illinois utilities.  Staff submits that to estimate 
the risk of AIU going forward, Ms. Freetly compared the financial strength implicit in the 
revenue requirement Staff recommends for each of AIU's gas and electric operations to 
Moody‘s guidelines for electric utilities with medium business risk.  Staff notes that 
although no formula exists for determining an assigned credit rating, Moody‘s provides 
broad guidelines for the ratio ranges that may be seen generally at different rating levels 
for regulated electric utilities.  The FFO to interest coverage ratio equals interest divided 
into the sum of FFO and interest.  The FFO to debt coverage ratio equals FFO divided 
by total debt.  Each component was based on its contribution to Staff‘s recommended 
revenue requirement for AmerenCILCO, AmerenCIPS and AmerenIP. 
 
 Staff avers that for AIU's gas utility operations, the financial ratios implied by the 
capital component costs and capital structure are consistent with those of the gas 
sample, and therefore Ms. Freetly did not adjust the cost of common equity of the gas 
sample.  Staff submits that the electric sample‘s FFO to interest coverage ratio of 4.0X 
and the FFO to total debt ratio of 18% fall within the guideline range for a Baa credit 
rating.  Staff‘s revenue requirement recommendations, including the capital component 
costs, are indicative of a level of financial strength that is commensurate with an Aa3/A1 
rating for Ameren CIPS and A1 ratings for AmerenCILCO and AmerenIP.  Staff posits 
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that this comparison of financial ratios indicates that the electric sample has lower 
financial strength and therefore higher risk than AIU's electric delivery service 
operations.  Staff notes that financial theory posits that investors require higher returns 
to accept greater exposure to risk, and that the investor-required rate of return is lower 
for investments with less exposure to risk.  Staff submits that given the difference 
between the forward-looking financial ratios of AIU's electric delivery service operations 
and the financial ratios of the electric sample, the sample‘s average cost of common 
equity needs to be adjusted to determine the final estimate of AIU's costs of common 
equity for electric delivery service operations.  Based on her analysis, Ms. Freetly 
adjusted the electric sample cost of equity downward 30 basis points, and submits that 
this 30 basis point adjustment for the electric operations of AmerenCILCO, 
AmerenCIPS and AmerenIP equals the spread between Baa1 and A1 rated 30-year 
utility debt yields as of February 13, 2008. 
 
 Staff submits that should the Commission accepts AIU‘s position to update the 
cost of long-term debt to reflect the recent refinancing of AmerenIP‘s auction rate 
bonds, Staff suggests that its updated cost of equity analysis should also be 
incorporated into the overall cost of capital calculation to obtain concurrent estimates of 
the costs of AIU's sources of capital.  Staff‘s updated analysis, should the Commission 
accept AmerenIP's position on the auction rate bonds, indicates that the cost of equity is 
10.73% for the natural gas distribution operations of AIU and 10.32% for the electric 
delivery service operations of AIU.  
 
 Staff notes that IIEC continues to recommend a return on common equity of 
10.0% for both the electric and gas utility operations of AIU, while CUB recommends a 
return on equity of 8.955% for AIU gas distribution operations and 9.046% for the 
electric distribution operations. 
 

b. AIU 's Position 
 
 AIU indicates in its Initial Brief that it has decided to accept, for the limited 
purposes of this proceeding, Staff‘s recommended cost of common equity.  Accordingly, 
AIU has updated its recommended weighted cost of capital to reflect the acceptance of 
Staff‘s determination of the cost of common equity. 
 

c. CUB's Position 
 
 CUB submits that it has introduced substantial financial literature which indicates 
that adhering to past Commission practices will result in an over-inflated return on 
equity.  CUB avers that in order to achieve just and reasonable rates, the Commission 
should render a decision consistent with this new knowledge and the law and order a 
return on equity of 8.955% for AIU's gas distribution operations and 9.046% for its 
electric distribution operations. 
   
 CUB notes that a utility‘s required return on equity, or cost of equity, is the level 
of profit necessary to attract investment to a business with the utility‘s level of risk, and if 
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the cost of equity is reasonable and prudently incurred, it is a cost of doing business 
that utilities have a constitutionally protected opportunity to recover.  CUB avers that the 
Act directs the Commission to ensure that the cost of equity used to develop rates fairly 
compensates investors for their risk, and assure that customers do not pay an 
excessive or unreasonable return in the utility‘s rates.  CUB submits that these opposing 
responsibilities can be balanced fairly only when the Commission thoroughly considers 
the objective market factors that determine a fair return on investment.  CUB avers that 
investors‘ required returns for investment in an enterprise of a given level of risk will 
change as the objective factors that define the equity markets change over time. 
    
 CUB notes that as this necessary cost of equity is not directly observable in the 
market for a particular utility, financial analysts have developed tools, such as the DCF 
model and CAPM, to estimate the cost of equity from observable market factors. 
 
 CUB notes that AIU initially recommended a return on equity of 11.00% for both 
its gas and electric operations, based on a DCF, CAPM, other risk premium analyses, 
and a comparable earnings test, but that AIU has now agreed to accept Staff's return on 
equity recommendations.  CUB notes that Staff recommends a return on equity for 
AIU's electric distribution operations of 10.68%, and a 10.72% return on equity for AIU's 
gas distribution operations.  CUB submits that Staff's recommendation is based on an 
average of widely divergent results from its DCF and CAPM analysis.  CUB avers that 
Staff‘s approach is flawed as it ignores recent research on calculating cost of equity.  
CUB bases its recommendation on the results of a DCF model that incorporate the 
findings from the most current and advanced studies of financial markets.  Based on the 
results of this model, CUB recommends an 8.955% return on equity for AIU's gas 
distribution operations and 9.046% return on equity for AIU's electric distribution 
operations.  CUB submits that these represent the returns necessary to maintain AIU's 
access to equity capital markets on reasonable terms. 
 
 CUB submits that Mr. Thomas‘ calculation of rate of return on equity is based on 
significant financial research, is consistent with the law, and does not result in excessive 
rates to consumers.  Therefore, CUB believes its recommended rate of equity, which is 
supported by substantial evidence presented in this docket, should be adopted. 
 

d. IIEC's Position 
 
 IIEC witness Gorman recommends that the Commission award AIU a return on 
common equity of 10.0% for both the electric and gas utility operations of each of the 
AIU utilities.  His recommendation is based on the results of his multi-stage DCF model, 
Risk Premium ("RP") model, and CAPM analyses.  In part because the common equity 
shares of AIU are not publicly traded, Mr. Gorman's analyses applied the models to 
observable market information for groups of publicly traded utility companies that 
approximate AIU's investment risk.  Mr. Gorman notes that proxy groups were also used 
by the other cost of equity witnesses in the case. 
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 Mr. Gorman developed one proxy group himself to proxy AIU's investment risk 
for both gas and electric operations, while the other was the same proxy group used by 
AIU witness McShane in her cost of equity analyses.  Mr. Gorman deemed both groups 
to have comparable investment risk to AIU, and that within that range of comparable 
risk, the Gorman proxy group was slightly more risky than AIU, while the McShane 
proxy group was slightly less risky.  IIEC asserts that Mr. Gorman's analyses develop 
cost of equity estimates using higher and lower risk proxy groups that bracket the risk of 
AIU, and submits that the similarity of his results for the two groups reinforces the 
appropriateness of his estimates. 
  
 IIEC notes that as current economic circumstances can affect the suitability of 
particular cost of equity modeling techniques for developing cost of equity estimates, 
Mr. Gorman first investigated the market's current perception of the changing electric 
utility industry.  Mr. Gorman testified that the market sees the industry in a capital 
spending cycle that is producing very strong growth in rate base, and in related earnings 
and dividends, which is providing a vehicle for strong growth over at least the next three 
to five years.  IIEC submits that this transitional spending cycle has important 
implications for estimating a proper cost of common equity and explains Mr. Gorman's 
use of a multi-stage DCF model. 
 
 Mr. Gorman's analyses showed that a two-stage DCF model suggested a return 
on equity of 9.6%; Risk Premium Analysis, 10.0%, CAPM, 10.4%; and the midpoint-
range of his analysis and his recommendation is 10.0%.  IIEC submits that this 
proposed return on equity provides AIU with an opportunity to achieve cash flow credit 
metrics that will support an investment grade bond rating, allow AIU to maintain its 
financial integrity, and represents fair compensation for AIU's investment risk and will 
support AIU's access to credit markets on reasonable terms. 
 
 While IIEC recognizes that AIU has accepted Staff's recommended return on 
equity, IIEC notes that AIU continues to argue against Mr. Gorman's analysis.  IIEC 
submits that its analysis is correct and that Mr. Gorman's recommended return is 
appropriate. 
 

2. Annual Versus Quarterly DCF Model 
 

a. Staff's Position 
 
 DCF analysis assumes that the market value of common stock equals the 
present value of the expected stream of future dividend payments to the holders of that 
stock.  Staff avers that as a DCF model incorporates time-sensitive valuation factors, it 
must correctly reflect the timing of the dividend payments that a stock price embodies.  
Staff notes that as the companies in Ms. Freetly‘s gas and electric samples pay 
dividends quarterly, she applied a multi-stage, non-constant-growth quarterly DCF 
model. 
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 Staff notes that Ms Freetly modeled three stages of dividend growth.  The first, 
near-term growth stage is assumed to last five years. The second stage is a transitional 
growth period lasting from the end of the fifth year to the end of the tenth year, while the 
third or ―steady-state‖ growth rate is assumed to begin after the tenth year and continue 
into perpetuity. 
 
 Staff submits that for the first stage, Ms. Freetly used market-consensus 
expected growth rates published by Zacks as of February 14, 2008.  To estimate the 
long-term growth expectations for the third, steady-state stage, she utilized the implied 
20-year forward U.S. Treasury rate in ten years, 5.15%.  The growth rate Ms. Freetly 
employed in the intervening, five-year transitional stage equals the average of the Zacks 
growth rate and the steady-state growth rate.  Staff avers that the growth rate estimates 
were combined with the closing stock prices and dividend data as of February 14, 2008, 
and based on these growth assumptions, stock price, and dividend data, Ms. Freetly‘s 
DCF estimate of the cost of common equity was 9.41% for the gas sample and 10.01% 
for the electric sample. 
 
 While CUB claims that the Commission should use an annual DCF model 
because the quarterly adjustments to expected dividend yields result in doubly counting 
the effect of quarterly growth and thus, overcompensate shareholders at the expense of 
ratepayers, Staff submits that CUB witness Thomas has raised a working capital issue, 
not a cost of common equity issue.  Staff submits that a working capital allowance 
compensates a utility for any delay between the time it expends cash to provide service 
and the time it receives cash from its customers for that service, and if a utility has 
authorized an appropriate working capital allowance, it will receive cash to pay for all 
costs of service as they come due.  Staff avers that if an appropriate working capital 
allowance is authorized, CUB's argument is invalid because the working capital 
allowance will eliminate any surplus or deficit in earnings created by the timing of the 
utility‘s cash collections and disbursements.  Staff submits that because utility 
companies pay cash flows (i.e., dividends) over the course of a year and not all at the 
end of the year, use of a quarterly DCF model is not only appropriate for rate setting 
purposes, it is necessary for a utility to recover its true cost of common equity.  Staff 
also notes that the Commission has explicitly rejected the use of an annual DCF model 
in previous proceedings.  Staff argues that CUB's models variously ignore the time 
value of money, ignore the investor required return, and understate the cost of equity. 
  
 Staff submits that the argument regarding the use of a quarterly DCF versus an 
annual DCF model is a basic question of the time value of money, and note that CUB 
acknowledges the greater value of quarterly dividends relative to a single, annual 
dividend of the same total amount paid at the end of the year.   
 

b. CUB's Position 
 
 CUB notes that DCF estimates the cost of equity capital by assuming that 
investors who purchase stock are paying a price that reflects the present value of the 
cash flows they expect to receive from the stock in the future, and DCF uses current 
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stock price and expected cash flows from dividends and earnings growth to estimate the 
return that investors expect to receive.  CUB submits that investors‘ expectations of 
growth and cash flows are driven largely by historical experience, and that analysts are 
frequently overly optimistic. 
 
 In calculating the return on equity using DCF, CUB witness Thomas began with 
the same samples of comparable utilities used by AIU.  Mr. Thomas removed eleven 
companies from the electric sample and one company from the gas sample as, in his 
opinion, their levels of historic growth were not sustainable.  Mr. Thomas posits that 
inclusion of these companies introduces inappropriate bias into the sample. 
 
 CUB submits that it has introduced evidence that showed that the quarterly 
adjustments to expected dividend yield result in double counting the effect of quarterly 
growth and thus overcompensates shareholders at the expense of ratepayers.  CUB 
avers that the use of any method that double-counts the effect of quarterly growth, and 
overcompensates investors at the expense of rate payers is inconsistent with the law 
and must be rejected. 
 
 CUB argues that this double-counting problem arises because investors, who 
receive their dividends quarterly, are able to reinvest their dividends and realize returns 
on those reinvestments.  CUB submits that should the Commission authorize an 
adjustment to DCF to account for quarterly growth and compounding, the Commission 
increases the returns that it grants investors, while those investors are already earning 
more because of the timing of their dividend payments.   
 
 CUB posits that Staff and AIU inappropriately rely on outdated studies and 
findings from financial literature.  CUB opines that Mr. Thomas relies on more recent 
and uncontroverted financial literature, which reveals the cost of equity should actually 
be much lower than Staff's estimates.  CUB submits that recent studies have shown that 
CAPM contains a substantial bias, and is unreasonable to rely on to estimate a utility‘s 
cost of equity. 
 

b. CUB's Position 
 
 CUB notes that DCF estimates the cost of equity capital by assuming that 
investors who purchase stock are paying a price that reflects the present value of the 
cash flows they expect to receive from the stock in the future, and DCF uses current 
stock price and expected cash flows from dividends and earnings growth to estimate the 
return that investors expect to receive.  CUB submits that investors‘ expectations of 
growth and cash flows are driven largely by historical experience, and that analysts are 
frequently overly optimistic. 
 
 In calculating the return on equity using DCF, CUB witness Thomas began with 
the same samples of comparable utilities used by AIU.  Mr. Thomas removed eleven 
companies from the electric sample and one company from the gas sample as, in his 
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opinion, their levels of historic growth were not sustainable.  Mr. Thomas posits that 
inclusion of these companies introduces inappropriate bias into the sample. 
 
 CUB submits that it has introduced evidence that showed that the quarterly 
adjustments to expected dividend yield result in double counting the effect of quarterly 
growth and thus overcompensates shareholders at the expense of ratepayers.  CUB 
avers that the use of any method that double-counts the effect of quarterly growth, and 
overcompensates investors at the expense of rate payers is inconsistent with the law 
and must be rejected. 
 
 CUB argues that this double-counting problem arises because investors, who 
receive their dividends quarterly, are able to reinvest their dividends and realize returns 
on those reinvestments.  CUB submits that should the Commission authorize an 
adjustment to DCF to account for quarterly growth and compounding, the Commission 
increases the returns that it grants investors, while those investors are already earning 
more because of the timing of their dividend payments.   
 
 CUB posits that Staff and AIU inappropriately rely on outdated studies and 
findings from financial literature.  CUB opines that Mr. Thomas relies on more recent 
and uncontroverted financial literature, which reveals the cost of equity should actually 
be much lower than Staff's estimates.  CUB submits that recent studies have shown that 
CAPM contains a substantial bias, and is unreasonable to rely on to estimate a utility‘s 
cost of equity. 
 

3. Growth Rates 
 

a. AIU's Position 
 
 AIU notes that IIEC witness Gorman‘s uses a two-stage DCF model that relies on 
two separate measures of investor growth expectations; the consensus of analysts‘ 
forecasts of earning growth for five years, followed by the consensus forecast by 
economists of  long-term nominal growth in the economy as a proxy for the growth rate 
that utility investors expect into perpetuity.  AIU submits that Mr. Gorman‘s two-stage 
DCF model represents a departure from his past practice, and notes that in prior 
proceedings before this Commission and other regulatory commissions prior to 2008, 
Mr. Gorman had relied solely on a single-stage constant growth DCF model.  AIU posits 
that in this proceeding, Mr. Gorman has abandoned the constant growth model, on the 
grounds that the results are too high, because the analysts‘ forecasts of growth are too 
high to be sustainable. 
 
 AIU notes that this does not mean that Mr. Gorman is wrong for using a two-
stage DCF model as one of his tests to estimate the cost of equity, as AIU witness 
McShane also used a two-stage DCF model as one of her five tests to estimate a fair 
return on equity for the AIU.  AIU submits however, it is not reasonable to discard the 
results of the constant growth test, which is based on the more objective measure of 
investors‘ growth expectations than the two-stage model.  AIU posits that a reasonable 
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approach would be to give equal weight to the results of the constant growth and two-
stage models.  AIU submits that the result of Mr. Gorman‘s constant growth DCF model, 
applied to his sample of electric utilities, is 11.66%, and giving equal weight to both the 
constant growth and two-stage model changes Mr. Gorman‘s DCF result to 10.6% 
(average of 9.6% and 11.7%). 
 
 AIU avers that Mr. Thomas recommends historic internal growth in the 
application of the DCF test, which AIU submits is not reasonable.  AIU posits that the 
use of historical internal growth rates measured over a specific period, is a purely 
subjective choice on Mr. Thomas‘ part, with no objective link to investor expectations for 
the future that are embedded in current stock prices.  AIU submits that Mr. Thomas‘ 
reliance on historic internal growth rates is logically inconsistent.  AIU notes that the 
average achieved returns on equity over the 2002-2006 period that Mr. Thomas relied 
on were 12% for his gas sample and 11% for his electric sample, and according to the 
Value Line forecasts that Mr. Thomas provided, the samples are forecast to earn 11.9% 
and 11.7%, for gas and electric respectively, during 2010-2012. 
 
 While Mr. Thomas suggests investors are expecting utilities to earn only a 9.0% 
return on equity, AIU submits that Mr. Thomas fails to acknowledge that dividend payout 
ratios have declined for both his samples during the 2002-2006 period, and are 
expected to decline further.  AIU notes the dividend payout ratio for Mr. Thomas‘ electric 
sample was 70% in 2002, but had declined to 61% by 2006, and are forecast to decline 
further to 57% in 2010-2012.  AIU notes that failure to properly take this decline into 
account will result in an understatement in the ―b x r‖ internal growth rate. In Mr. 
Thomas‘ electric utility sample, the average retention rate over the period 2002-2006 
was 35%, while the forecast 2010-2012 retention rate is 43%.  AIU argues that failure to 
recognize the higher retention rate would understate expected growth.  AIU submits that 
by focusing on internal growth only, Mr. Thomas fails to consider any sustainable 
growth from external financing (the ―SV‖ component of sustainable growth), and notes 
that failure to include the SV component can seriously understate the expected 
sustainable growth rate.  This is particularly true during periods when utilities need to 
raise substantial amounts of capital to invest in infrastructure.  AIU recommends the 
Commission reject Mr. Thomas‘ DCF method, and thus his recommended return on 
equity. 
 

b. Staff's Position 
 
 Staff opines that CUB witness Thomas‘ position on the issue of growth rates is 
not clearly thought out.  Staff notes that on one hand he argues that analyst growth rate 
forecasts should not be used exclusively, yet he ignores analyst growth rate forecasts 
when performing his DCF analysis and relies solely on a ―b x r‖ growth rate estimate 
derived from historical data.  Staff notes that this approach produces a growth rate of 
4.21% for his electric sample, which is 39% lower than the lowest of his four analyst 
EPS growth rates (6.91%) and 52.5% lower than the highest of his four analyst EPS 
growth rates (8.86%) noted in his testimony.  Staff submits that Mr. Thomas‘ ―b x r‖ 
approach produces a growth rate of 4.69% for his gas sample.  Staff suggests that if Mr. 
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Thomas had given weight to any of the analyst growth rates in his DCF analysis, the 
resulting costs of equity would have been higher than his recommendations of 8.955% 
for gas and 9.046% for electric.  
 
 While Mr. Thomas cites several studies in support of his conclusion and implies 
that those studies can be applied to utility growth rates, Staff avers that those studies do 
not support his position.  Staff suggests that the studies he cites report generalized 
findings for all common stocks, and do not specifically suggest that growth rates for 
utilities are overstated relative to achieved growth.  Staff notes in contrast, a study that 
indicates analyst growth rate estimates for utilities are not overstated. 
 
 Staff avers that the financial literature that Mr. Thomas cites study whether or not 
analysts‘ growth estimates are too high relative to achieved growth, as measured after 
the fact, and as such, they are ex post assessments of analyst growth rates‘ ability to 
accurately predict future growth, not assessments of analyst growth rates‘ value as 
estimates of investors‘ ex ante expectations.  Staff notes that as investors‘ growth 
expectations are forecasts of the future, they may differ significantly from the ex post 
achieved growth.  Staff submits that a cost of equity witness attempts to estimate 
investors‘ true growth expectations, irrespective of their accuracy as predictors of future 
growth.  Staff posits that as long as analyst growth rates reflect investors‘ true growth 
expectations, use of analyst growth rates will accurately estimate the cost of equity, if 
properly applied in a correctly specified DCF model.  Staff submits that Mr. Thomas 
incorrectly implies that analyst growth rates should be judged on their ability to 
accurately predict future growth, rather than on their value as proxies for investors‘ ex 
ante expectations. 
 
 Staff notes that Mr. Thomas argues that in circumstances where the dividend 
payout ratio is expected to change, use of the growth formula "b x r" to estimate 
expected future growth is superior to analysts‘ forecast.  Staff notes that while Mr. 
Thomas indicates that Value Line‘s EPS and dividends per share (―DPS‖) growth 
expectations differ and neither correctly measures investor expectations, Staff notes 
that his solution rejects both and substitutes a growth rate that is almost a full 
percentage point less than either the EPS or DPS growth projection. 
 
 Staff submits that Mr. Thomas inappropriately extrapolates from a single source 
to suggest that investors, generally, are expecting dividend payout ratios to change.  
Staff notes that the difference between the Value Line dividend growth rates and 
earnings growth rates is not very large, and Staff submits that this does not indicate 
changes in dividend payout ratios beyond normal year-to-year fluctuations.  Staff opines 
it is unrealistic to expect dividend payout ratios to remain absolutely constant in the near 
term.  Staff further opines that Value Line‘s growth normalization technique for 
calculating forecasted growth rates is too mechanistic to ensure proper normalization.  
Staff submits that Value Line takes a simple three-year average of the base line data, 
such as EPS and DPS, to approximate the results of normal operations, however, if that 
three-year base is abnormally high, the growth rate indicated by the forecasted EPS or 
DPS will be lower than appropriate.  Conversely, if that three-year base is abnormally 
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low, the growth rate indicated by forecasted EPS or DPS will be greater than 
appropriate. 
 
 Staff opines that even if one were to agree that the divergence of DPS and EPS 
growth disqualifies either for use in a DCF analysis, CUB's solution is inappropriate.  
Staff submits that when DPS grows more slowly than EPS, sustainable growth must be 
higher than DPS growth, not lower.  Therefore, even if one assumes that the difference 
in the Value Line growth projections for DPS and EPS is sufficient for rejecting them 
both, which Staff disputes, the long-term steady state growth rate is higher than the 
DPS growth rate rather than lower as Mr. Thomas has estimated. 
 
 Staff notes that Mr. Thomas used historical dividend payout ratios and returns on 
equity to derive his b x r growth estimate, which he then added to the current dividend 
yield of each company in his samples to derive his cost of equity estimates.  Staff avers 
it is inconsistent to apply a growth rate that reflects historical dividend payout ratios with 
dividend yields that reflect current dividend payout ratios for two reasons.  Staff submits 
that growth rates derived from historical data are inconsistent with the prospective 
nature of the cost of common equity.  Staff further notes that Value Line EPS and 
dividend per share growth data indicate that the average dividend payout ratio for his 
sample is expected to fall from 2004-2006 to 2010-2012.  Staff posits this indicates that 
the retention ratios (i.e., retention ratio = 1 - dividend payout ratio) were lower during the 
period from which Mr. Thomas derived his b x r growth rate (2002-2006) than expected 
going forward, all else being equal.  Conversely, it indicates that Value Line projects 
lower dividend payouts going forward, which would produce a lower dividend yield, all 
else equal.  Staff submits that Mr. Thomas combines the lower retention growth rates 
from 2002-2006 with the lower current dividend yields, which understates the cost of 
equity. 
 
 Staff opines that numerous studies have shown that analyst growth rate 
estimates are the best proxy for investor expectations, and that analysts‘ forecasts are 
better predictors of actual growth rates than are predictors based solely on historical 
information.  Staff submits the results of valuation models, such as the dividend growth 
model, are typically more accurate when the growth rate comes from analyst forecasts.   
 
 Staff notes that while CUB urges the Commission to adopt its estimates of 
sustainable growth using the internal growth method, claiming that academic literature 
concludes that historical growth rates are a far more accurate predictor of expected 
sustainable growth, Staff submits that the academic literature does not indicate that 
utility growth rates appear to be upwardly biased or demonstrate that analyst growth 
rates are poor proxies for investor growth expectations. 
 

c. CUB's Position 
 
 CUB suggests the Commission adopt Mr. Thomas‘ method of computing growth 
rates, which estimates sustainable growth rate using the internal growth method.  CUB 
submits that Mr. Thomas‘ analysis avoids reliance on analyst growth estimates and 
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takes into account changes in expected dividend payout ratios.  CUB notes that it, Staff 
and IIEC agree that analysts‘ are currently producing overly optimistic growth forecasts 
that are unlikely to be sustainable over time.  CUB submits however, while recognizing 
that analysts produce overly optimistic growth forecasts, Staff‘s and IIEC‘s subjective 
determination of how growth rates might change is inaccurate, and therefore, should be 
rejected in favor of the internal growth method.   
 
 CUB avers that the sustainable growth rate is a critical component of the DCF 
model, representing the amount of growth that investors expect to occur on their 
investment, and that is sustainable over the long-term.  CUB submits that setting the 
growth rate component of the DCF model at an unreasonably high level would result in 
an estimate of the cost of equity that is also unreasonably high, all other things being 
equal.  
 
 CUB opines that historically, analysts have set their sustainable growth rate 
assumptions at unreasonably and unsustainably high levels.  CUB asserts that to deal 
with this problem, Staff and IIEC have adjusted their approach to estimating the cost of 
equity by using non-constant and two-stage DCF models to account for the optimism of 
analysts‘ forecasts.  CUB submits that these methods involve significant judgment and 
introduce a degree of uncertainty into the DCF analysis, which confirms that historical 
growth rates are a more accurate predictor of expected sustainable growth. 
 
 Mr. Thomas addresses both this analyst bias and the bias caused by expected 
changes in dividend payout ratios, by using the average historic internal growth rate for 
the sample companies to estimate the sustainable growth rate variable of DCF.  CUB 
says when analysts are expecting the dividend payout ratio to change, their forecasts 
for both dividends and earnings will not accurately represent expected future growth in 
the DCF model.  Currently, CUB claims analysts are expecting dividend payout ratios to 
change.  Mr. Thomas‘ estimates of internal growth result in a growth rate of 4.21% for 
electric utilities and 4.69% for gas utilities.  These estimates are considerably below 
analysts‘ expected 8.09% growth rate for electric utilities, and 5.20% growth rate for gas 
utilities.  CUB submits that using analysts‘ growth expectations as the other parties 
suggest, will overstate the cost of equity.   
 
 CUB claims that while AIU argues against Mr. Thomas‘ use of historic internal 
growth in the DCF, CUB submits that AIU improperly relies on outmoded and 
unsupported theoretical arguments.  While AIU argues that Mr. Thomas‘ use of historic 
internal growth is subjective and has no link to the investor expectations, CUB avers 
that AIU ignores the most current and relevant academic literature.  CUB opines that the 
latest academic literature supports Mr. Thomas' conclusion that beyond two years, the 
best forecast of earnings growth is the historical average growth rate.   
 
 CUB also disputes AIU's argument that Mr. Thomas‘ reliance on historic internal 
growth rates is logically inconsistent.  While AIU argues that there is an inconsistency 
because both past achieved returns on equity and Value Line forecasts of future returns 
are higher than Mr. Thomas‘ recommendation, CUB submits that this point actually 
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confirms Mr. Thomas‘ conclusion.  CUB opines that the ―Nagel Paper‖ makes clear 
historical average earned returns are unreliable as predictors of future returns. 
 
 Further, while AIU claims that Mr. Thomas fails to acknowledge that dividend 
payout ratios have declined, and are expected to decline further, Mr. Thomas‘ analysis 
acknowledges declining dividend payout ratios.  CUB notes that because dividend 
growth is uncertain, the DCF formula uses only the current dividend payment (increased 
by the expected sustainable growth rate), instead of some analyst‘s estimated or 
forecasted dividend payment.   
 
 AIU further argues that by focusing on internal growth only, Mr. Thomas has 
failed to consider growth from external financing, which CUB submits is irrelevant.  CUB 
notes that the internal growth method estimates the maximum level of growth that a 
company can sustain without injecting more capital into the business, which is 
consistent with the Commission‘s practice of granting regulated utilities a return on only 
their prudent and reasonably incurred investments.  CUB submits that evaluating 
external growth is a highly subjective exercise which relies on questionable 
assumptions about the future and produces results that are inconsistent with the 
Commission‘s practice of granting rates that allow the companies to recover their costs 
during the test year, including pro forma adjustments. 
 
 CUB notes that Staff argues that a study by Chan, Karceski and Lakonishok (the 
"Chan" study) indicates that analyst growth rates for utilities are not overstated.  CUB 
avers that the Chan study did not conclude that the studies Mr. Thomas relied upon 
were inaccurate, but instead found that low growth companies, such as utilities, did not 
behave the same as high growth companies.  CUB submits that such a result is hardly 
surprising and does not undermine the finding that historic average growth rates are the 
best forecast of earnings growth.  CUB avers that Mr. Thomas correctly relied upon 
studies that show analyst estimates beyond two years are inaccurate. 
 
 CUB asserts that it has shown that analysts‘ growth rates are poor proxies for 
investor growth expectations, and submits that the Commission must measure equity 
returns that reflect unbiased growth estimates, rather than upwardly biased analyst 
forecasts that diverge from the achieved growth rates.  CUB avers that using analyst 
forecasts as estimates of growth will overstate the cost of capital estimate produced by 
the DCF.   
 
 CUB avers that Staff is incorrect when it argues that Mr. Thomas failed to 
acknowledge changes in the dividend payout ratio.  CUB submits that as dividend 
growth is uncertain, DCF uses only the current dividend payment (increased by the 
expected sustainable growth rate), instead of analysts‘ estimated or forecasted dividend 
payment.  As analysts‘ expectations of growth have been shown to be upwardly biased, 
CUB asserts that the best measure of growth is clearly the historic internal growth that 
companies in the sample group have actually experienced. 
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 CUB notes that Staff contends that it is inconsistent to apply a growth rate that 
reflects historic dividend payout ratios with dividend yields that reflect current dividend 
payout ratios.  While Staff argues that a historic perspective has value in forecasting the 
future, one can not reasonably forecast the future by looking solely to the past. CUB 
submits that beyond two years, the best forecast of earnings growth is the historic 
average growth rate. CUB avers that the studies Staff relies on are outdated and have 
been superseded by more current studies consistent with CUB‘s arguments. 
 

d. IIEC's Position 
 

IIEC notes that its witness, Mr. Gorman performed and assessed DCF analyses 
using both constant growth and multi-stage models.  IIEC avers that Mr. Gorman 
rejected the constant growth model as, in his opinion, its results were based on growth 
rates that are not sustainable.  IIEC opines that because of the current environment, Mr. 
Gorman and Staff witness Freetly both used multi-stage DCF models in developing their 
cost of equity recommendations. 
  
 IIEC notes that AIU witness McShane argues that Mr. Gorman's two-stage model 
assumes that investors only expect the forecast of growth to continue for precisely five 
years, with an immediate change thereafter to the long-term growth in the economy, 
which Ms. McShane avers creates inconsistencies in the DCF cost estimates for the 
individual companies.  IIEC submits that this criticism demands a level of precision not 
otherwise required (or often seen) in the use of cost of equity models.  IIEC avers that 
analysts regularly assume the validity of a single growth rate input -- in perpetuity -- in 
the exercise of their expert judgment.  IIEC posits that Ms. McShane's criticism is not 
valid and should be rejected by the Commission. 
  

IIEC submits that should the Commission accept Ms. McShane‘s criticism that 
the growth rate transition may not be as precise and immediate as her view of the two-
stage model demands, then IIEC suggests at most ,Mr. Gorman‘s two-stage model 
uses a questionable expected growth input for a 1-3 year period of transition.  IIEC 
notes that the Commission can only surmise at what point investors would expect the 
analyst‘s forecast growth rates to decline to levels that more closely track the growth in 
the economy.  IIEC posits that underestimating the period over which the forecast 
growth rates are expected to prevail understates the cost of equity when the forecast 
growth rates exceed the long-term equilibrium growth rate and overstate the cost of 
equity when the converse is the case.  IIEC submits that giving equal weight to the 
constant growth and two-stage DCF models is not a reasonable approach, under these 
circumstances. 
 
 While AIU contends that it is not reasonable for IIEC to discard the results of the 
constant growth test, IIEC notes that AIU admits that ―the growth rates analysts are 
forecasting are not sustainable in the long-term,‖ as is required for a constant growth 
DCF model.  IIEC notes that Mr. Gorman‘s decision not to use a constant growth DCF 
model was the result of a detailed evaluation of the reliability of that model in the current 
environment.  Mr. Gorman posits that near term analysts‘ growth estimates are too high 

Schedule WPD-6 - Gas (Part 26) 
Page 199 of 376



07-0585 et al. (Cons.) 

192 
 

to be sustainable as long-term growth rates, similar to Staff‘s conclusion on this issue.  
Although AIU alleges that Mr. Gorman has changes his analyses from prior cases, IIEC 
submits that Mr. Gorman‘s consistent practice is to test analysts‘ growth rates to 
determine whether they are appropriate for use in a constant growth DCF model.  Like 
Staff, Mr. Gorman found current market circumstances did not produce reliable and 
accurate results in a constant growth DCF model.  IIEC submits that AIU presented no 
credible evidence that a constant growth DCF model using those analyst‘s near term 
growth rates that Mr. Gorman rejected would produce a reasonable return estimate.  
IIEC submits that Mr. Gorman‘s two stage DCF analysis is appropriate given current 
circumstances and should be adopted by the Commission. 
 

4. CAPM Analysis 
 
 According to financial theory, the required rate of return for a given security 
equals the risk-free rate of return plus a risk premium associated with that security.  The 
risk premium methodology is consistent with the theory that investors are risk-averse 
and that, in equilibrium, two securities with equal quantities of risk have equal required 
rates of return.  Toward that end, Staff witness Freetly used a one-factor risk premium 
model, the CAPM, to estimate the cost of common equity.  Staff notes that in the CAPM, 
the risk factor is market risk, which can not be eliminated through portfolio 
diversification.  IIEC and AIU also utilized the CAPM in there cost of equity analyses 
while CUB suggests there are significant problems with the CAPM. 
 

a. CUB's Position 
 
 CUB submits that recent financial literature reveals CAPM contains a substantial 
bias, which renders it unreasonable to rely on to estimate a utilities cost of equity.  CUB 
notes that a 2007 study it identifies as the ―Nagel Paper,‖ casts doubt on whether CAPM 
provides a better estimation of the cost of capital than a completely arbitrary model.  
CUB submits that the Nagel Paper is the most recent research available on forecast 
error in CAPM, and corroborates a long history of problems with CAPM.   
 
 CUB submits that the Nagel Paper compared a simplified version of CAPM to the 
mainstream version of CAPM, and five other well-known theoretical models, and 
concludes that forecast error caused by estimating factor loadings and expected risk 
premiums in the more complex models exceeds the precision gained by including the 
risk factors.  CUB posits that despite this evidence that CAPM is inaccurate, Staff 
continues to recommend averaging CAPM results with DCF results to obtain a final 
recommendation for cost of equity. 
 
 CUB recommends that the Commission consider the evidence presented in this 
case and reject its previous method of averaging DCF and CAPM results to find a final 
return on equity recommendation.  CUB recommends instead using a DCF calculation 
to estimate return on equity, and suggests the Commission adopt CUB‘s DCF result of 
8.955% for AIU's gas distribution operations and 9.046% for AIU's electric distribution 
operations. 
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b. Staff's Position 

 
 Staff notes the CAPM requires the estimation of three parameters: beta, the risk-
free rate, and the required rate of return on the market.  For the beta parameter, Ms. 
Freetly combined betas from Value Line and a regression analysis to estimate the beta 
of the Gas and Electric samples.  For the gas sample, her average Value Line beta 
estimate was 0.88, while her regression beta estimate was 0.74.  For the electric 
sample, the average Value Line beta estimate was 0.83, while the regression beta 
estimate was 0.77.  For the risk-free rate parameter, Ms. Freetly considered the 2.53% 
yield on four-week U.S. Treasury bills and the 4.72% yield on thirty-year U.S. Treasury 
bonds.  Both estimates were measured as of February 14, 2008.  Forecasts of long-
term inflation and the real risk-free rate imply that the long-term risk-free rate is between 
4.4% and 5.6%.  Staff notes that following her analysis, Ms. Freetly concluded that the 
U.S. T-bond yield is currently the superior proxy for the long-term risk-free rate.  Finally, 
for the expected rate of return on the market parameter, Ms. Freetly conducted a DCF 
analysis on the firms composing the S&P 500 Index.  That analysis estimated that the 
expected rate of return on the market was 13.75% for the fourth quarter of 2007.  Staff 
submits that after inputting those three parameters into the CAPM, Ms. Freetly 
calculated a cost of common equity estimate of 12.04% for the gas sample and 11.94% 
for the electric sample. 
 

5. Beta 
 

a. Staff's Position 
 

Staff notes that CUB challenges Staff witness Freetly‘s beta.  Staff claims that 
Ms. Freetly‘s methodology used to calculate the regression betas for her sample has 
been approved by the Commission in previous dockets. (Docket No. 02-0837, Order at 
37-38; Docket Nos. 02-0798/03-0008/03-0009 (Cons.), Order at 85; Docket No. 00-
0340, Order at 25; Docket No. 03-0403, Order at 42)  The Order in AIU's last rate 
proceeding, Docket Nos. 06-0070/06-0071/06-0072 (Cons.), states: 
 

As the Commission understands it, the Staff regression betas have been 
calculated in the same manner for several years and, with rare exception, 
have formed in part the basis for Commission approved returns on 
common equity.  Just as the Commission routinely relies upon both the 
DCF and CAPM, the Commission believes it is reasonable to rely upon 
both Value Line and regression betas. (Docket Nos. 06-0070/06-0071/06-
0072 (Cons.), Order at145) 

 
While Staff notes that CUB witness Thomas claims that betas should not be 

adjusted for reversion to a market mean of 1.0, Staff submits that the Nagel Paper that 
he cites actually contradicts his argument and found that a CAPM using raw betas is 
less accurate in predicting realized rates of return and explicitly rejected use of an 
unadjusted beta.  Staff posits that while the beta parameter is generally derived from 
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historical data, as in theory it should be a forward-looking number, Staff adjusted the 
raw (i.e., historical) betas for the sample companies to improve the accuracy of the beta 
estimates.  Staff submits that the Armitage text Mr. Thomas cites with regard to this 
argument indicates that studies have shown that such adjustments result in appreciably 
better forecasts, finding that the reduction in both bias and inefficiency is greater the 
further away from one the beta in question is.  Staff notes that Armitage states that the 
observed flatness of the Securities Market Line is due to two factors: 1) error in the 
estimation of true betas (i.e., the further above (or below) the mean an observed beta is, 
the more likely it is that the estimate error is positive (or negative)) and 2) regression 
toward the mean (i.e., moderation in risk over time). 
 
 While Mr. Thomas concludes that mean reversion for utilities with betas below 
1.0 is wrong, citing a Gombola and Kahl article that suggests that utility betas actually 
revert to a utility average beta rather than a market mean beta of 1.0, Staff submits the 
derivation of the true industry mean beta is problematic.  Staff avers that not only is any 
estimate of the true industry portfolio beta mean dubious, as betas change over time, 
but notes the farther below the market mean a raw beta is, the more likely its estimate 
error is to be negative.  Staff posits that the average of a portfolio of low betas, each of 
which is likely to be biased downward, will, itself, likely be biased downward.  Staff 
submits that Mr. Thomas‘ proposal to ignore beta reversion altogether and use an 
unadjusted beta was explicitly rejected in the Nagel Paper, and should be rejected by 
the Commission in this proceeding.  
 

b. CUB's Position 
 
 CUB argued that the evidence presented in this case shows that CAPM is highly 
inaccurate, and suggested the Commission reject any rate of return that includes CAPM 
in the calculation.  CUB submits that should the Commission use CAPM in setting the 
return on equity, the Commission should reject Staff's and IIEC‘s CAPM analyses as 
they use adjusted betas that result in even greater inaccuracies. 
   
 CUB notes that the beta parameter represents the degree to which the price of a 
stock moves with the overall market, and if the stock in question is less volatile (and 
hence, less risky) than the overall market, then its beta parameter will be less than 1.0, 
while if the stock is more volatile and risky than the overall market, then its beta 
parameter will be greater than 1.0.  CUB submits that in the context of a CAPM 
analysis, an unreasonably high choice of beta parameter will result in an unreasonably 
high cost of equity. 
 
 CUB avers that while the Commission has historically relied on beta parameters 
that have been adjusted using the mean reversion adjustment, this adjustment is 
reasonable only under certain circumstances – when a company‘s beta can be 
expected to move toward 1.0 over time.  CUB submits that utility stocks have not been 
shown to have beta parameters that move toward 1.0 over time, and argues that 
financial researchers have found that an underlying mean of 1.0 is too high for most 
utilities, and theorizing that utilities revert to a utility average beta. 
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 While Staff attempts to refute this evidence by arguing that a portfolio of betas 
below 1.0 will be biased downward, CUB avers that Gambola and Kahl have already 
proven that the mean reversion adjustment methodology does not apply to utilities, and 
there is no basis with which to conclude that a portfolio of utility betas will somehow 
behave any differently than individual utility betas.  CUB submits that the mean 
reversion adjustment incorrectly increases CAPM estimates of utility cost of equity, is 
inappropriate for use in a utility rate making proceeding, and should be rejected by the 
Commission. 
 

c. IIEC's Position 
 
 IIEC posits that in recent years, electric utilities have implemented corporate 
strategies that have decreased their operating and financial risk factors.  Specifically, 
they have pursued back-to-basics investment strategies that lower their operating risks, 
and they have divested non-regulated businesses to reduce debt and strengthen their 
balance sheets.  IIEC submits that these trends are confirmed in the published 
observations of capital industry institutions like Value Line, which notes an increase in 
the common equity ratio and fixed charge coverage ratio of such utilities over the last 
three to five years, further lowering financial risk.  IIEC avers that these risk reductions 
have resulted in robust stock return performance for electric utility stocks.  
 
 Mr. Gorman observed that over the last five to ten years, utility betas have 
exhibited an upward trend that is not associated with an actual increase in risk, rather, 
the apparent increase indicated by the high betas reflects that utility stocks have 
outperformed the market.  Recognizing these market developments, Mr. Gorman 
employed a beta of 0.85 in his CAPM analysis, which IIEC submits is appropriate and 
should be adopted by the Commission. 
 

6. Expected Risk Premium 
 

a. AIU's Position 
 
 AIU submits that Mr. Gorman‘s CAPM takes an improper approach to estimating 
the market risk premium.  AIU notes that he estimates the market risk premium in two 
ways.  For one method, he adds the average historic real return on equities to the long-
term forecast of inflation to arrive at an estimate of the future market return of 11.6%.  
From that estimated market return, he subtracts the forecast risk-free rate of 4.6% to 
arrive at an estimated market risk premium of 7.0%.  His second approach takes the 
nominal historic return on equities from which he subtracts the historic achieved total 
return on government bonds (5.8%), arriving at a market risk premium of 6.5%. 
 
 AIU asserts that with respect to the first approach, adding the real return 
achieved on the market to expected inflation would be appropriate if there were any 
evidence that the expected return on the market moves in tandem with the rate of 
inflation, however AIU posits that there is no such evidence.  AIU submits that in the 
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absence of any observable relationship between inflation and real returns, or any 
indication that there is any secular upward or downward trend in the nominal market 
returns, the nominal achieved market return is the better estimate of the forward looking 
market return.  AIU notes that the nominal market return, as utilized in Mr. Gorman‘s 
second approach, is 12.3%, leading to a market risk premium over his 4.6% forecast 
risk-free rate of 7.7%. 
 
 AIU avers that Mr. Gorman‘s second approach to estimating the market risk 
premium entails subtracting the historic total return on government bonds (income 
return, capital appreciation return and investment return) from the total return on the 
equity market composite.  AIU notes that the estimation of the market risk premium, 
requires the use of a proxy for the risk-free rate, and submits the total return achieved 
on government bonds is not the appropriate proxy for the risk-free rate, but instead the 
income return, not the total return, on bonds should be used as the proxy for the 
historical risk-free rate when estimating the expected market risk premium ("EMRP"). 
 
 AIU posits that another consideration when calculating the equity risk premium is 
that the income return on the appropriate-horizon Treasury security, rather than the total 
return, is used in the calculation.  AIU notes that the total return is comprised of three 
return components: the income return, the capital appreciation return, and the 
reinvestment return.  The income return is defined as the portion of the total return that 
results from a periodic cash flow, the capital appreciation return results from the price 
change of a bond over a specific period, while the reinvestment return is the return on a 
given month‘s investment income when reinvested into the same asset class in the 
subsequent months of the year.  AIU submits that the income return is used in the 
estimation of the equity risk premium as it represents the truly riskless portion of the 
return. 
 
 While Mr. Gorman contends that using total returns on stocks while using income 
returns on bonds is a mismatch, AIU avers that this in not the case.  AIU submits that it 
is appropriate to use income returns on bonds as the estimate of the ex ante expected 
risk-free rate while simultaneously using total returns on equities to estimate the 
expected return on the market.  AIU argues there are no observable secular trends in 
the equity market returns that suggest the equity market returns are not a reasonable 
reflection of investor expectations, and there is no reason that the total returns on the 
equity market would not be used by investors to estimate the market risk premium 
relative to the risk-free rate. 
 
 AIU posits that the use of the income return of 5.2% instead of the total return on 
long-term Treasury bonds of 5.8% results in an equity risk premium of 7.1% (12.3%-
5.2%), and the average of the two revised market risk premiums is approximately 7.4%, 
compared with Mr. Gorman‘s estimate of 6.75%.  AIU submits this results in CAPM 
return on equity of 10.9% (4.6% + 0.85 X 7.4%), rather than Mr. Gorman's calculated 
10.4%. 
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b. Staff's Position 
 
 Staff notes that IIEC witness Gorman relied on historical data to calculate two 
market risk premium estimates for his CAPM analysis.  First, he estimated the expected 
return on the S&P 500 by adding an expected inflation rate of 2.3% to the 9.1% long-
term historical arithmetic average real return on the market over the period 1926-2006.  
He then subtracted the projected yield on U.S. Treasury bonds of 4.6% to determine the 
7.0% market premium.  Second, he provided a historical estimate of the market risk 
premium by calculating the difference between the arithmetic average of the achieved 
total return on the S&P 500 of 12.3% and the total return on long-term Treasury bonds 
of 5.8% over the period 1926-2006, or 6.5%.   
 
 Staff submits that historical risk premiums do not adequately measure investors‘ 
current return requirements as historical risk premiums are based on realized returns. 
Staff avers that due to unpredictable economic, industry-related or company-specific 
events, the difference between realized and expected returns can be substantial.  As 
such, Staff suggests the past relationship between two investments, such as common 
equity and debt, is unlikely to remain constant.  Further, the magnitude of the historical 
risk premium depends upon the measurement period used.  Staff suggests no proven 
method exists for determining the appropriate measurement period, and therefore 
historical earned rates of return are questionable estimates of the required rate of return 
that are susceptible to manipulation and whose use could distort the estimate of a 
company‘s cost of common equity. 
 
    Staff notes the Commission has consistently rejected use of historical data in 
determining the market risk premium in setting the investor-required rate of return on 
common equity, and submits the Commission should do so once again in this 
proceeding.  In AIU‘s most recent rate proceeding, Docket Nos. 06-0070/06-0071/06-
0072 (Cons.), the Commission rejected Ms. McShane's estimate of the market risk 
premium and stated: 
 

The Commission observes that earned returns on equity are different than 
expected returns on equity and that the former can not be used to 
estimate the latter. Additionally, the Commission believes that it would be 
all too easy to select a historical period that produces a biased result, 
whether upwardly biased or downwardly biased.  As it has done in 
numerous previous rate cases, the Commission rejects this type of 
approach to estimating the forward looking cost of common equity. 
(Docket Nos. 06-0070/06-0071/06-0072 (Cons.), Order at 142-143) 

 
 Staff notes that Mr. Gorman claims Staff‘s market risk premium estimate is 
overstated due to Ms. Freetly‘s DCF derived return on the market, which he claims 
reflects a growth rate of 11.2%.  Although Mr. Gorman presents market risk premiums 
over long historical periods as measured by Morningstar to indicate that Ms. Freetly's 
Market risk premium is inflated, Staff submits that historical market risk premiums do not 
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indicate the additional risk premium that common equity investors are expecting in 
today‘s market.   
 
 Staff suggests that while IIEC claims that the market risk premium presented by 
Staff is flawed and less reliable than Mr. Gorman‘s estimated market risk premium 
range, his calculation of Staff‘s growth rate does not factor in stock repurchases.  Staff 
posits that Mr. Gorman‘s failure to consider stock repurchases in his calculation of 
growth produces an incorrect estimate of the growth rate implied in Staff‘s calculation of 
the market risk premium.   
 
 Staff avers that CUB witness Thomas presents academic research indicating that 
the proper expected common equity market risk premium for determining the investor-
required rate of return is between 3 and 5%.  Staff submits that the research cited 
represents various academics‘ opinions of the common equity risk premium investors 
should expect, not necessarily what the investors truly are expecting.  Staff suggests 
that since the relationship between the returns of the stock market and U.S. Treasury 
bonds is not stable over time, current returns provide the best indication of what 
investors are expecting going forward, therefore Staff‘s estimate of the common equity 
risk premium, derived by subtracting the current yield on long-term U.S. Treasury bonds 
from the required return on the S&P 500 provides the actual difference between returns 
on risk-free and risky securities that exists in today‘s market. 
 
 Staff argues that its estimate of the market risk premium provides the actual 
difference between returns on risk-free and risky securities that exists in today‘s market, 
providing the best indication of what investors can expect going forward, and should be 
accepted by the Commission. 
 

c. CUB's Position 
 
 CUB suggests that should the Commission continue to utilize CAPM in 
determining the return on equity, then it should adopt CUB‘s recommendation for the 
EMRP that will be used in CAPM.  CUB notes the EMRP represents the expected return 
on a perfect portfolio of the entire market, in excess of the risk-free rate.  CUB submits 
the EMRP should be the same for all markets and for all firms being examined in a 
CAPM analysis, as it is the beta factors, not the EMRP, that differentiate the return 
estimates for firms of varying risk. 
 
 Despite the fact that the EMRP should be the same for all markets and firms, 
CUB argues the other parties in the proceeding use biased analyst estimates of the 
EMRP using forecasted growth.  CUB posits that the EMRP is a characteristic that is 
attributable to all investors and all potential investments, and therefore there is only one 
EMRP, 5.0%.  CUB submits that Mr. Thomas relied on research from independent 
academics and investors to arrive at his conclusion that analyst-calculated EMRPs often 
contain significant upward bias.  CUB submits that surveys of investors show that a 
reasonable estimate of the EMRP that investors expect is in the range of 3.0% to 5.0%. 
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 CUB notes that Staff calculated EMRP using analysts‘ forecasted growth rates in 
a DCF analysis of companies making up the S&P 500, which forecasts CUB argues 
have their sustainable growth rate assumptions at unreasonably and unsustainably high 
levels.  CUB submits the Commission should rely on the greater base of empirical data 
on which the published studies report and should the Commission use CAPM, use an 
EMRP of 5.0% in the CAPM. 
 
 CUB notes that while Staff argues that Mr. Thomas‘ EMRP estimate is inaccurate 
because the relationship between the returns of the stock market and U.S. Treasury 
bonds is not stable over time and thus current returns provide the best indication of 
what investors are expecting going forward, CUB submits EMRP is a characteristic 
attributable to all investors and applies to the full universe of all potential investments.  
CUB argues the Commission should not ignore available research that confirms that 
expectations of the EMRP are far below the level that Staff recommends and the 
EMRPs that have traditionally been approved by the Commission. 
 

d. IIEC's Position 
 
 Mr. Gorman made two estimates of the market risk premium for use in his CAPM 
study.  First, he relied on Morningstar data to estimate the actual historical achieved 
total return on the stock market versus the total return on long term Treasury bond 
investments.  That analysis indicated a market risk premium of 6.5%.  Mr. Gorman also 
used a risk premium study to estimate the forward-looking return on the market less his 
estimated risk-free rate to produce a market risk premium of 7.0%. 
  
 In support of his market risk premium estimates, Mr. Gorman cited actual market 
data compiled by Morningstar Ibbotson as support for a market risk premium in the 
range of 6.23% and 7.05%.  IIEC avers that Ms. Freetly developed market risk premium 
estimates using a DCF derived return on the market, proxied by the S&P 500 less the 
risk-free rate, which produced a market risk premium estimate of 9.03%.  IIEC notes 
that Ms. Freetly's DCF market return is based on a risk-free yield of 1.9% and growth 
rate of 11.2%.  IIEC submits that the market risk premium estimation alternative 
presented by Ms. Freetly is flawed and less reliable than Mr. Gorman's as the growth 
rate estimate in her market based DCF return studies are too high to be used in a 
constant growth DCF study. 
  
 While Ms. Freetly's proposed alternative market risk premium is based on her 
DCF estimate of the market return, IIEC avers that her result reflects an implicit growth 
rate (over 11.5%) that simply is not reasonable.  IIEC submits the sustainable growth 
rate for a utility can not plausibly be estimated to exceed the growth rate of the economy 
in which it operates.  IIEC says that assuming growth rates twice the gross domestic 
product ("GDP") growth rate produces market risk premium results that exceed 
reasonable estimates like Mr. Gorman's. 
 
 Both Ms. Freetly and Ms. McShane challenge the historical market data cited by 
Mr. Gorman to support his contention that the market risk premium estimates they used 
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are excessive.  Ms. McShane contends that the studies are not, in fact, adopted by 
Morningstar Ibbotson as the estimate of the market risk premium and, as a result, Mr. 
Gorman's estimate of the market risk premium should be on the order of 7.4%.  IIEC 
submits that whether the Morningstar data were adopted is irrelevant, as Mr. Gorman 
did not use the data as mere plug-in inputs to his models.  IIEC posits that the data 
represent actual investment returns that Morningstar collected, analyzed and published 
which Mr. Gorman relied on as this data is useful to investors in forming their expected 
returns.  IIEC argues that Ms. McShane's argument is essentially that the data collected 
and published by a market institution was, in this instance, useless; which IIEC submits 
is not a credible argument.   
  
 IIEC notes that while Ms. Freetly criticizes any use of historical data to develop 
expectations for the future, including in expected risk premium analyses, IIEC submits 
that a CAPM analysis is, in fact, a risk premium analysis that estimates a beta factor 
from historical data.  IIEC avers that Ms. Freetly relies on this risk premium study, 
including the beta derived from historical data, to support her recommended return for 
AIU in this case.  IIEC argues that Ms. Freetly was unable to deny that her market 
premium determination is based on a DCF market return estimate that reflects an 
unsustainable growth rate more than twice the expected long-term growth rate of the 
national GDP.  IIEC posits that her forward-looking market DCF return is inflated and 
unreliable, which in turn makes her CAPM market risk premium unreliable and flawed.  
IIEC avers that if Ms. Freetly's CAPM is corrected to reflect a reasonable market risk 
premium, her analysis also would support a return on equity of less than 10.0%. 
 
 IIEC notes that AIU takes issue with Mr. Gorman‘s EMRP estimate used in his 
CAPM analysis, arguing that the total return achieved on government bonds should not 
be used as the appropriate proxy for the risk-free rate.  IIEC posits that for bonds held to 
maturity; which IIEC argues is a precondition to long-term yields; the subsidiary return 
components on which AIU focuses are not a factor.  IIEC notes that capital appreciation 
and reinvestment income, which AIU argues are not risk free, are realized only if the 
bond is not held to maturity, and they disappear when the bond fully matures. 
 
 While AIU also takes issue with Mr. Gorman‘s reliance on the historical real 
return on the market combined with a forward-looking inflation expectation to estimate 
EMRP, arguing it would be more appropriate to use the nominal actual achieved return 
on the market (12.3%), IIEC asserts it is more appropriate to create a forward-looking 
expected return on the market as Mr. Gorman did.  IIEC notes that the nominal return 
on the market Ms. McShane uses reflects historical inflation, while Mr. Gorman's 
forward-looking expected return on the market reflects forward-looking inflation outlooks 
and is incorporated in the market's current valuation of securities. 
  
 IIEC claims that while Mr. Gorman‘s method of estimating an expected return on 
the market does rely on historical data and forward-looking market expectations, this is 
a widely accepted methodology.  IIEC submits that Ms. McShane and Ms. Freetly, in 
their own CAPM studies, relied on historical data adjusted for forward looking 
expectations, using Value Line betas and betas calculated using historical stock prices.  
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IIEC avers that in each case, the beta is estimated from a regression of historical data 
on stock price variability in relationship to the market price variability, then adjusted to 
reflect forward-looking risk expectations. 
 
 While AIU argues that Mr. Gorman‘s market risk premium is inconsistent with the 
historical data and analysis both analysts used, IIEC notes that for her comparison to 
Mr. Gorman, Ms. McShane relied exclusively on the highest estimated return from the 
data and a market risk premium of 7.1% while Mr. Gorman used data from Morningstar.  
IIEC avers that Morningstar indicates that an EMRP reflecting sustainable valuation 
results can range from 6.2% to 7.1%, depending on the market index used.  IIEC 
submits there is no basis for AIU's argument that only Morningstar‘s highest market risk 
premium estimate should be used to estimate AIU‘s return on equity in this proceeding.  
IIEC avers that these same arguments apply to Staff's criticism of Mr. Gorman's 
analysis. 
 

7. Risk Premium Model 
 

a. AIU's Position 
 
 AIU notes that IIEC witness Gorman estimates the equity risk premium by 
averaging the results of two approaches.  In the first, the differentials between the 
regulatory commission authorized rates of return on equity and the yields on long-term 
U.S. Treasury bonds for the period 1986-June 2007 are determined.  Using the 5.2% 
mid-point of a range of differences of 4.4% to 5.9% (in which 18 of his 22 observations 
fall), he adds his forecast 30-year Treasury bond yield of 4.6% to arrive at a return on 
equity of 9.8%.  Mr. Gorman‘s second risk premium approach adds a utility risk 
premium over utility bonds of 3.7% (mid-point of a range of 3.0% to 4.4%) to the 13-
week average yield on Baa rated utility bonds for the period ending February 22, 2008 
of 6.5%, producing a cost of equity of 10.2%.  The two models are given equal weight, 
for a return on equity of 10.0%. 
  
 AIU submits that Mr. Gorman has incorrectly estimated the risk premium.  AIU 
posits that using regulatory commission authorized returns as the point of departure 
does not constitute an independent test of the required return on equity; and even 
assuming that the allowed returns equate to the cost of equity, it is inappropriate to 
simply average the results for the entire period 1986-June 2007.  AIU avers that this 
approach fails to recognize that there is an inverse relationship between interest rates 
and equity risk premiums, and use of this approach understates the required risk 
premiums in the current and forecast interest rate environment. 
 
 AIU notes that the required risk premium at Mr. Gorman‘s forecast long-term 
Treasury bond yield of 4.6% was estimated from Mr. Gorman‘s data through a simple 
regression analysis using the indicated historic bond yields as the independent variable 
and the corresponding risk premiums (allowed return on equity minus the bond yield) as 
the dependent variable.  AIU posits that the results indicate that the equity risk premium 
implicit in the regulatory authorized returns on equity increases (decreases) by 39 basis 
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points for every one percentage point decrease (increase) in the long-term Treasury 
bond yield. 
 
 AIU submits that based on the relationship described above, the equity risk 
premium and the indicated return on equity at Mr. Gorman‘s forecast long-term 
Treasury bond yield of 4.6% is as follows: the indicated risk premium is 5.8% and the 
indicated return on equity is 10.4%, compared to Mr. Gorman‘s result of 9.8% calculated 
using simple average risk premiums. 
 
 AIU avers that this same problem exists with Mr. Gorman‘s risk premium over 
utility bond yields.  At Mr. Gorman‘s 6.5% utility bond yield, the indicated risk premium is 
4.2%, rather than the 3.7% he relied on, for a return on equity of 10.7%, an increase of 
0.5% from his reported result of 10.2%.   
 
AIU notes that Mr. Gorman‘s risk premium test estimate is the simple average of the 
results of the risk premium over Treasury bond yields and the risk premium over utility 
bond yields models,  and the average of the two revised versions of the models is 
10.6% (compared to Mr. Gorman‘s 10.0%). 
 

b. IIEC Position 
 
 In his development of Risk Premium cost of equity estimates, Mr. Gorman used 
two distinct estimates of the market risk premium to define the range of that factor.  The 
first estimate was based on the difference between the commission authorized returns 
on common equity and Treasury bond yields, the second on the difference between 
commission authorized returns on common equity and contemporary A-rated utility 
bond yields.  Mr. Gorman's risk premium analyses produce a return estimate in the 
range of 9.8% to 10.2%, with a midpoint estimate of 10.0%. 
 
 Mr. Gorman avers that his estimated range for the utility equity risk premium is 
consistent with risk premiums actually found appropriate over a period of almost three 
decades, adjusted as indicated by prevailing utility bond to Treasury bond spreads.  Mr. 
Gorman asserts that his use of a range of utility equity risk premium estimates, as 
opposed to a spot estimate, best takes into account the unpredictable variance in the 
risk premium stemming from changes in investor perception and market conditions. 
  
 IIEC posits that while Ms. McShane argues that an inverse relationship between 
bond prices, inflation and corresponding equity investments needs to be recognized in 
IIEC's risk premium analysis, IIEC does not agree.  While Ms. McShane argues that 
current lower interest rates mean that the risk premium from Mr. Gorman's analysis 
should be increased, IIEC suggests this is a simplistic correction for a relationship that 
is neither simple nor unchanging. 
   
 As Ms. McShane recognizes, Mr. Gorman's risk premium test covers a period 
which has been characterized by both high and low inflation.  IIEC submits that his 
study directly takes account of the unpredictable variances in actual movements of 
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interest rates as well as equity returns, and as it covers a long period, his analysis 
avoids giving undue influence to possibly anomalous periods.  IIEC notes this 
smoothing effect is supplemented by Mr. Gorman's consideration of current indicators, 
which gives emphasis to periods that may have more investor influence, as Ms. 
McShane states is appropriate. 
 
 With respect to Mr. Gorman‘s Risk Premium cost of equity estimate, AIU argues 
that Mr. Gorman ―fails to recognize that there is an inverse relationship between interest 
rates and equity risk premiums‖ and that he ―thus understates the required risk 
premiums in the current and forecast interest rate environment.‖  IIEC says AIU witness 
McShane based this conclusion on her regression analysis using historic bond yields as 
the independent variable and the corresponding risk premiums (allowed return on equity 
minus the bond yield) as the dependent variable.  IIEC claims the relationship between 
interest rates and equity risk premiums is not constant, may be positive or negative, and 
can not be predicted with certainty.  Consequently, analyses like Ms. McShane‘s are 
sensitive to the period from which data are taken.  Despite the academic research 
showing a changeable interest rate/risk premium relationship, IIEC claims AIU has 
provided no evidence that the alleged inverse relationship actually exists today.  IIEC 
submits that the most important attribute of the alleged relationship, for AIU, is that it 
increases the risk premium and inflates the return on equity estimate. 
 
 IIEC submits that Mr. Gorman‘s equity risk premium was derived from data that 
avoids the unpredictability of the interest rate/equity risk premium relationship.  Using 
Treasury/utility bond yield spreads to track contemporaneous investment risk 
differences between equity securities and debt securities, Mr. Gorman used this 
analysis to gauge whether the equity risk premium used in this case should be at, 
above, or below the average historical level.  IIEC notes that Mr. Gorman‘s analysis was 
based on a measure of investors‘ market risk assessments, and not on an inference of 
investors‘ assessments, from the unreliable inverse relationship with interest rates.   
 

8. Adjustment for Reduced Risk of Gas Operations 
 

a. AIU's Position 
 
 AIU notes that IIEC recommends a downward adjustment to its recommended 
return on equity of at least 0.50% if the riders proposed by the AIU are adopted by the 
Commission.  AIU submits that this recommendation is purely speculative and Mr. 
Gorman has provided no indication of whether other utilities in his sample might already 
have access to similar riders.  AIU submits that the proposed QIP rider is to the benefit 
of customers, not only because it will result in required infrastructure, but because it will 
reduce the regulatory costs and burden of serial rate proceedings that might otherwise 
be required, and therefore Mr. Gorman‘s downward adjustment should be rejected. 
 
 AIU also disagrees with CUB's recommendation to reduce the return on equity by 
67.5 basis points if the VBA rider is approved for the gas distribution operations.  AIU 
posits that CAPM, to which the Commission has traditionally given significant weight, 
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does not provide investors compensation for weather risk, and provides compensation 
for non-diversifiable risk only.  AIU submits that weather is a diversifiable (company-
specific) risk.  AIU claims that seven of the eight gas distribution utilities in Ms. 
McShane‘s sample have partial or full weather protection, thus, any risk-reducing impact 
of the weather protection on the required return on equity is already reflected in DCF 
cost of equity estimates. 
 
 AIU notes the CUB witness Thomas attempts to place a value on the AIU gas 
distribution operations‘ associated with proposed Rider VBA by ―backcasting‖ the 
increase in return on equity that the utilities would have experienced between 
2002/2003 (prior test years), and 2006, had Rider VBA been operational.  AIU notes 
that Mr. Thomas estimates that with Rider VBA, the actual returns on equity would have 
been on average 221 basis points higher.  As Mr. Thomas notes that the earlier test 
years were based on 30-year normal weather, while AIU is proposing rates now be set 
on 10-year normal weather, he attempts to adjust the 221 basis points for the proposed 
change in weather normalization methodology.  AIU avers that Mr. Thomas calculated 
that AIU's estimated reduction in the variance of heating degree days from normal that 
is expected to result from switching from 30-year to 10-year normal weather will 
translate into a similar reduction in the impact that Rider VBA would have on return on 
equity.  AIU submits that Mr. Thomas then reduced the 221 basis point impact to 142 
basis points.  To account for other factors, AIU notes that Mr. Thomas recommends that 
the allowed return on equity be reduced by 67.5 basis points. 
 
 Mr. Thomas‘ analysis of the impact on return on equity from moving from 30-year 
to 10-year normal weather assumes that the 35.85% decline in heating degree day 
deviations translates into an identical percent reduction in the impact of the Rider VBA 
on return on equity.  AIU submits that Mr. Thomas fails to recognize the reduction in the 
average customer usage that moving to 10-year normal weather would have produced, 
which AIU claims would have changed the delivery rates required to recover the 
revenue requirements established for the 2002/2003 test years. 
 
 AIU submits that the following table summarizes the average customer usage 
reflected in the development of residential rates for the 2002/2003 test years compared 
to the proposed average customer usage based on the 2006 test year.  
 

Company 2002/2003 2006 
 
AmerenCILCO 946 823 
AmerenCIPS 899 767 
AmerenIP 904 779 

 
 While some of the change would have been due to ongoing conservation, AIU 
submits the majority of the reduction is due to the switch from 30-year to 10-year normal 
weather.  AIU asserts that if the average customer usage proposed in this proceeding 
had been used to set the delivery rates required to recover the 2002/2003 revenue 
requirement, the outcome of Mr. Thomas‘ analysis would have been significantly 
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different.  Ms. McShane compared Mr. Thomas‘ estimates of the impact of Rider VBA 
on return on equity from the residential classes only to the impact that would have 
resulted had 2002/2003 delivery rates been set using 2006 test year average customer 
usage.  While Mr. Thomas' analysis produced an average increase in return on equity of 
147 basis points had Rider VBA been applied only to the residential rate class, AIU 
posits that the replacement of the 2002/03 average customer usage with the 2006 test 
year average customer usage shows that the average return on equity would have 
decreased by 64 basis points.  This suggests to AIU that it would have refunded money 
to customers, rather than recovering money from customers.  AIU submits that while 
there would have been some decline in average customer usage from conservation 
since 2002/2003, the impact of Rider VBA would have been negligible. 
 
 AIU avers that while Mr. Thomas makes the assumption that the reduction in the 
differential between the allowed and actual return on equity due to the operation of 
Rider VBA translates into a similar reduction in required return on equity, his 
assumption has no theoretical or empirical basis.  AIU notes Ms. McShane‘s analysis 
suggests that AIU would have owed customers money if Rider VBA had been in place, 
while following Mr. Thomas‘ logic, the cost of equity should increase, which AIU submits 
does not make sense. 
 

b. Staff’s Position 
 
 Staff notes that Ms. Freetly did not incorporate the lower risk associated with the 
Rider VBA revenue decoupling mechanism that AIU proposes in her cost of equity 
recommendation for the natural gas distribution operations of AIU.  Staff submits Rider 
VBA would effectively separate the gas utility‘s fixed cost recovery from the amount of 
gas that it sells, which would result in actual utility revenues that more closely track its 
projected revenue requirements and should not change with increases or decreases in 
sales.  Staff avers this would give AIU greater assurance that the authorized rate of 
return will be earned.  Staff notes that Moody‘s states that rate designs that compensate 
the gas utility for margin losses caused by conservation and weather-related variations 
in gas consumption stabilize the utility‘s credit metrics and credit ratings.  Staff submits 
that as the use of a gas decoupling mechanism would reduce risk to a gas utility, a 
downward adjustment to the rate of return on common equity is appropriate to 
recognize the reduction in risk associated with the use of a decoupling mechanism.  
 
 Staff avers that Moody‘s analysis of gas utilities focuses on four core rating 
factors: sustainable profitability, regulatory support, ring fencing, and financial strength 
and flexibility.  Staff submits that among the risk factors reflected in return on equity is 
the utility‘s ability to increase earnings despite customer gas conservation, and adoption 
of a gas decoupling mechanism in a utility‘s rate design would lower the risk of the utility 
not achieving the authorized return on equity.  Moody‘s assigns the return on equity 
factor a 15% weight in determining the overall credit rating score. 
 
 Regulatory support considers the strength of the utility‘s relationship with the 
regulatory commission.  Staff avers that Moody‘s states that the ability of the utility to 

Schedule WPD-6 - Gas (Part 26) 
Page 213 of 376



07-0585 et al. (Cons.) 

206 
 

recover allowed expenses in a timely manner and its ability to earn its authorized rate of 
return is a very important component of the utility/regulator relationship.  Staff posits a 
utility‘s score on this factor would be improved with approval of a gas decoupling 
mechanism since its ability to earn its authorized rate of return would be enhanced.  
Moody‘s assigns a 10% weight to the regulatory support factor when determining the 
overall credit rating score. 
 
 Staff notes that although Moody‘s does not identify the precise impact that 
revenue decoupling would have on these two factors, enhancing the utility‘s ability to 
earn its authorized rate of return would be viewed favorably and could increase the 
scores assigned to the return on equity and regulatory support factors.  Hence, Ms. 
Freetly assumed that the credit ratings assigned to each of these factors would improve 
by one credit rating.  Since these two factors comprise 25% of the overall weighting, 
raising the scores for these two factors by one rating would result in a one notch 
increase in the overall credit rating (i.e., 25% x 3 = .75 rounded to 1).  Consequently, if 
the rating assigned to the return on equity and regulatory support factors is raised by 
one rating, the overall credit rating for the utility would advance by almost one notch.  
Staff argues that if the overall credit rating for a company is Baa1 before revenue 
decoupling, it would most likely improve to A3 with commission approval of a decoupling 
mechanism.  Staff notes the average Moody‘s credit rating for Staff‘s gas sample is 
Baa1, and the spread between utility bonds rated Baa1 and A3 is 10 basis points.  
Therefore, Staff recommends that the return on common equity for the gas operations 
of AmerenCILCO, AmerenCIPS and AmerenIP be reduced 10 basis points should the 
Commission approve Rider VBA to recognize the reduction in risk associated with the 
use of a gas decoupling mechanism.  In the event the Commission approves Rider 
VBA, the referenced cost of equity adjustment will necessarily result in a reduction to 
Staff‘s cost of equity recommendations for the gas operations of AmerenCILCO, 
AmerenCIPS and AmerenIP. 
 
 Staff asserts that Rider QIP would also affect the risks and costs of capital of 
AIU.  First, Staff explains, Rider QIP would effectively create two classes of assets from 
a risk perspective:  rate base and Rider QIP assets.  Since the riskiness of those two 
classes of assets could be very different, Staff recommends that the Commission 
authorize a different rate of return for Rider QIP assets than it authorizes for rate base.  
Staff does not believe that Rider QIP assets would affect the risk of rate base assets; 
therefore, Staff does not recommend any adjustment to the authorized rate of return on 
rate base should the Commission approve Rider QIP. 
 
 According to Staff, Rider QIP‘s affect on AIU‘s risk (and thus the costs of capital) 
is a function of how it would operate.  Staff is proposing modifications to Rider QIP in 
the event the Commission approves such an infrastructure rider.  Nevertheless, Ms. 
Freetly addresses how certain elements of the rider would affect risk.  Staff maintains 
that a downward adjustment to the costs of common equity would be appropriate for 
each Rider QIP component the Commission adopts that would reduce risk, while an 
upward adjustment to the costs of common equity would be appropriate for each Rider 
QIP component the Commission adopts that would increase risk. 
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 Staff notes that in comparison to rate base cost recovery, the recovery of the 
capital costs of projects run through Rider QIP would be more timely.  All else equal, 
Staff states that this reduction in regulatory lag reduces the risk of Rider QIP projects.  
Should Rider QIP be approved, Staff is further proposing that the rider include a true-up, 
which Staff submits would increase the probability that the utility will recover all Rider 
QIP costs, including a return on the capitalized costs, relative to rate base costs.  Staff 
contends that this increased certainty of more timely cost recovery would decrease the 
risk of Rider QIP projects.  Staff submits that nothing in Rider QIP would require AIU to 
share operating cost savings with customers, which would also reduce the risk of Rider 
QIP.  Staff however is also proposing that the QIP rate be capped so that recovery of 
the QIP adjustment is discontinued if the utility is earning above the authorized rate of 
return, which feature would increase the risk of Rider QIP projects because it effectively 
constrains upside earnings variability of rate base. 
 
 Staff indicates that the risk implications of the four Rider QIP components 
discussed above are cumulative.  Therefore, should the Commission:  (1) adopt Rider 
QIP, (2) include a true-up mechanism, (3) not include a pass-through of operating cost 
savings, and (4) include an earnings cap, Staff contends that four separate adjustments 
to the Rider QIP cost of common equity would be appropriate.  Staff states that the first 
three adjustments should each reduce the Rider QIP cost of common equity, while the 
last adjustment should increase the Rider QIP cost of common equity.  Staff does not 
recommend specific cost of common equity adjustments, although Staff agrees that 
Rider QIP projects would be less risky than projects whose costs are not recovered 
through a rider, the record contains no analysis-backed quantification of that risk 
reduction and its effect on cost of capital. 
 

c. CUB’s Position 
 
 CUB notes that AIU proposes several new riders as part of its filing, and while 
CUB urges that both Riders VBA and QIP be rejected by the Commission, should the 
Commission allow either Rider, the Commission should recognize that these riders have 
an effect on the riskiness of AIU that must be reflected in rates.  CUB says that if the 
Commission chooses to approve Rider VBA, the Commission should reduce AIU's cost 
of equity by 67.5 basis points.  If the Commission approves Rider QIP for AIU's electric 
operations, CUB argues the Commission should allow AIU to recover only its embedded 
cost of long-term debt on projects financed under this rider to adjust for the reduced risk 
AIU has when making such investments. 
 
 CUB opines that Rider VBA was proposed to protect AIU and its investors from 
deviations in monthly sales due to fluctuations in normal weather conditions and 
reduced customer demand, thereby reducing the risk that AIU will realize revenues 
below its approved revenue requirements.  CUB submits this rider also minimizes 
shareholder risk due to future reductions in customer demand caused by weather and 
declining per customer usage, and would also reduce overall operating risk that arises 
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from regulatory lag.  CUB argues that these changes are designed only to benefit 
shareholders, and are simply not necessary to assure AIU's financial stability.  
 
 CUB submits the benefits of Rider VBA accrue directly to AIU‘s common equity 
shareholders, as Rider VBA would provide revenue stability, and enable AIU to increase 
earnings in the future.  CUB submits that the evidence demonstrates that the impact of 
VBA during 2003 and 2006 would have been to increase the total AIU gas operation 
return on equity by between 16 and 385 basis points, with an average impact of 221 
basis points.  CUB submits that the value of Rider VBA to AIU‘s shareholders is much 
greater than the arbitrary 10 basis points reduction the Commission granted to Peoples 
for a similar rider.  Should the Commission approved Rider VBA, CUB suggests AIU's 
return on equity should be reduced by 67.5 basis points, which CUB submits is less 
than half of the impact of Rider VBA, and is less than the impact that weather 
normalization alone is likely to have on variability in AIU's return on equity. 
 
 CUB notes that while AIU argues against Mr. Thomas‘ recommendation to 
reduce its gas distribution return on equity by 67.5 basis points for Rider VBA, CUB 
posits that AIU inadvertently supports Mr. Thomas‘ argument that the CAPM is an 
unreliable model, when it argues that in principle, CAPM does not evaluate weather risk.  
CUB posits that Rider VBA will produce more stable and certain cash flows that will 
translate into increased confidence that investors will receive their required return, 
however, this decreased riskiness is not captured directly in CAPM framework.  CUB 
submits that CAPM‘s failure to evaluate this significant driver of investor returns 
substantiates Mr. Thomas‘ conclusion about the limited worth of the model. 
 
 CUB notes that AIU also argues that, because seven of the eight gas distribution 
utilities in its witness‘ sample have partial or full weather protection, any risk-reducing 
impact of the weather protection on the required return on equity is already reflected in 
the DCF cost of equity estimates.  CUB submits that the Commission rejected a similar 
argument in the recent Peoples rate case, Docket Nos. 07-0241, 07-0242 (Cons.).  
 
 CUB avers that AIU argues that Mr. Thomas‘ quantitative analysis of the impact 
of Rider VBA is inaccurate, failing to recognize the reduction in the average customer 
usage that moving to 10-year normal weather would have produced.  AIU argues that 
had Rider VBA and 10-year weather normalization both been in place for the residential 
class during 2002/2003, Rider VBA would have resulted in rate credits rather than 
surcharges.  CUB notes however, that AIU witness Laderoute‘s schedule 14.3 shows 
there has been a marked decline in the 10 year moving average of heating degree day 
data for central Illinois since the late 1990‘s.  CUB submits that using 10-year weather 
normal in 2002 would have resulted in per customer usage higher than AIU has 
proposed in the 2006 test year.  CUB avers that to assume that the lower 2006 usage 
levels approximate normal in 2003 makes little logical sense, and renders Ms. 
McShane‘s analysis useless to the Commission.  CUB notes that in addition, Ms. 
McShane‘s analysis ignores the impact that Rider VBA would have on the small 
commercial class, a feature which is necessary to compare the two analyses, nor does 
she analyze the rising price of gas and its effect on consumption. 
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 CUB also disagrees with AIU's position that there is no connection between the 
reduction in the differential between the allowed and actual return on equity due to the 
operation of Rider VBA and the returns earned by investors.  CUB submits the benefits 
of Rider VBA accrue directly to AIU's common equity shareholder as equity holders are 
exposed to more cash flow risk than debt holders because public utility debt holders are 
paid first out of a company's earnings, while any remaining earnings then accrue to 
shareholders through growth from retained earnings and cash flows from dividends.  
Because Rider VBA provides revenue stability, and will enable AIU to increase earnings 
in the future, the value of this stability accrues directly to equity shareholders, CUB 
submits this should be accounted for by reducing AIU's return on equity.  
 
 CUB notes that AIU has also proposed Rider QIP for its electric operations.  CUB 
submits that should Rider QIP be adopted, AIU will face significantly reduced risk when 
investing capital in the plant accounts covered under Rider QIP because the rider 
guarantees cost recovery, which protects investors from the possibility that they will fail 
to recover their investment.  CUB posits the Commission must properly account for this 
significantly reduced risk in setting AIU's cost of capital.  CUB submits that if Rider QIP 
is approved, AIU should receive a cost of capital on any investment made under Rider 
QIP that is equivalent to each utility‘s embedded cost of long-term debt, which AIU has 
proposed is 6.668% for AmerenCILCO, 6.538% for AmerenCIPS, and 7.975% for 
AmerenIP.  CUB submits this return will allow AIU access to the capital it needs to 
finance projects under QIP, while recognizing the dramatically reduced risk.  CUB 
believes this recommendation to limit the cost of capital on Rider QIP investments is 
conservative and the Commission may find that other, additional measures are 
necessary. 
 

d. IIEC’s Position 
 
 IIEC notes that AIU is proposing riders that would effectively change the rates set 
in this proceeding to assure levels of revenues that fully recover, or IIEC suggests 
possibly exceed, its cost of service.  IIEC claims the proposed riders can actually 
provide AIU with an opportunity to earn more than its authorized return on equity.  IIEC 
submits that rate adjustments, pursuant to the proposed riders, are not based on 
consideration of all of AIU's revenues, expenses and invested capital, but on only 
selected elements.  IIEC suggests that if the Commission approves the requested 
riders, then AIU's risk would be reduced, and a reduction to its authorized return on 
equity would be warranted. 
 
 IIEC avers that if either of the proposed Riders if approved, the risk of AIU not 
recovering its authorized targeted revenues would be shifted to customers (in the form 
of increased rate volatility), AIU would gain revenue stability, and the market would 
perceive AIU as a firm with reduced risk.  IIEC notes the parties examining the cost of 
equity effect of the riders do not disagree that approval of one or both riders will have 
such an effect, however they do disagree on the magnitude of the necessary 
adjustment to their recommended costs of equity.  Mr. Gorman recommends that AIU's 
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recommended return be decreased by an amount in the range of at least 0.5% with 
rider approval, which would make IIEC's recommended return on equity 9.5% in that 
event. 
  
 IIEC notes that AIU witness McShane acknowledges the risk reducing effect of 
Rider VBA, and by equating Rider VBA to unspecified weather normalization clauses 
previously examined by S&P, she concludes that her gas cost of equity 
recommendation should be adjusted by no more than the 10 basis points.  IIEC avers 
that Ms. McShane is silent about Rider QIP's cost of equity effect, and it appears she 
believes no adjustment is necessary.  IIEC submits she contends that Rider QIP is to 
the benefit of customers because the rider will result in ratepayers being spared the cost 
of proceedings to examine AIU's proposed infrastructure projects, while she makes no 
mention of what AIU gains from approval of the rider.  IIEC argues that approval of 
Rider QIP would certainly benefit AIU and should be accompanied by a reduction in the 
approved return on equity. 
 
 While Staff witness Freetly agrees that AIU's risk will be reduced by Rider VBA, 
IIEC submits that her recommended 10 basis point reduction is inadequate.  IIEC 
further notes that CUB witness Thomas also finds that Rider VBA will have risk reducing 
effects that warrants a reduction in the recommended authorized gas returns. IIEC 
avers that Mr. Thomas' analysis of Rider VBA's revenue and cost of equity impacts 
would have been had it been in place in the past, causes him to recommend a cost of 
equity reduction of 67.5 basis points.  IIEC notes that he further recommends, if Rider 
QIP is approved, the Commission authorize a reduced return on Rider QIP electric 
projects. 
  
 IIEC submits that the Commission has before it a record that clearly establishes 
that approval of one or both of the requested riders will reduce AIU's risk.  IIEC believes 
the principles underlying the Commission's consistent approach to determining the 
appropriate cost of equity for utilities require recognition of the change in the utility's risk 
that would accompany rider approval.  IIEC avers that Section 9-201(c) of the Act 
requires that the Commission determine an appropriate cost of equity adjustment, since 
that is a necessary prerequisite for fulfilling the Commission's statutory obligation to 
determine just and reasonable rates on this record.  Although no party may have 
suggested the perfect resolution in this case, IIEC submits that Mr. Gorman presents 
the most reasonable of the positions that accord with the reality of AIU's reduced risk 
under approved riders. 
 
 While AIU criticizes Mr. Gorman‘s recommendation that AIU's cost of equity be 
reduced by at least 50 basis points as speculative unsupported by analysis, IIEC 
submits that it is well-supported, and notes that in the recent Peoples case, the 
Commission approved just such a judgmental adjustment following approval of a similar 
rider.  IIEC notes that AIU does not criticize Staff‘s 10 basis point proposed adjustment, 
although IIEC submits that Staff‘s analysis of risk reducing factors attributable to the 
rider was equally judgmental.  IIEC avers that AIU suggests an adjustment similar to 
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Staff's, based on treating Rider VBA like a weather normalization adjustment, despite 
the rider‘s much broader coverage. 
 
 IIEC argues that AIU does not deny that Rider VBA will have an effect on its 
revenues, its risk, and on its cost of equity, but simply disagrees with IIEC and CUB on 
the magnitude of that effect.  IIEC submits that the burden is on AIU to prove the 
reasonableness of its proposed rates, including the reasonableness of the elements that 
make up those rates, and where other parties have presented sufficient support for a 
risk adjustment, as here, the utility must rebut that evidence.  IIEC avers that AIU has 
not done so, and the evidence shows that a 10 basis point adjustment is inadequate in 
this instance. 
 

9. Commission Conclusion 
 
 As previously noted, AIU accepts Staff's recommended cost of equity for this 
proceeding.  Staff, CUB, and IIEC each present their own cost of equity analyses.  Staff 
witness Freetly's recommendation is based on a discounted-cash flow analysis and 
CAPM analysis.  CUB witness Thomas utilized a constant growth, annual DCF model to 
estimate AIU's cost of equity.  IIEC witness Gorman used a multi-stage DCF model, RP 
model, and CAPM model.  
 
  The Commission notes that Staff has proposed two recommended cost of equity 
numbers for AIU, dependent on the Commission's decision on AmerenIP's auction rate 
bonds.  As the Commission has earlier rejected AIU's position on the AmerenIP auction 
rate PCBs, it appears to the Commission that Staff's recommended cost of equity is 
10.72% for AIU's natural gas distribution operations, and 10.68% for AIU's electric 
delivery service operations. 
 
 Before the Commission turns to the details of the parties return on equity 
estimates, it is apparent some parties want the Commission to abandon or deviate from 
certain past practices in light of new evidence or circumstances.  The Commission must 
balance two competing interests in evaluating such proposals.  While the Commission 
does not wish to totally ignore its past practices, which appear to have served utilities 
and ratepayers for many years, neither does the Commission wish to engage in cost of 
equity estimation in a manner that might be viewed as random or arbitrary.  The 
Commission recognizes that it must also consider the possibility that new evidence or 
research has been developed that should cause the Commission to deviate from past 
practices.  While the Commission recognizes that due to the competing interests 
present, it is not possible to satisfy all parties, the Commission will undertake to reach 
well-reasoned conclusions that are based on the record, and consistent with previous 
Commission decisions, to the extent possible. 
 

a. CAPM 
 
 First, the Commission will consider CUB witness Mr. Thomas' recommendation 
that the CAPM should not be used as a primary tool to estimate cost of equity, but 
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should only be used to check the reasonableness of the DCF model.  He contends that 
CAPM has such bias in its calculations that it is unreasonable to rely on it to estimate 
cost of equity.  The Commission notes it has considered this argument previously, 
including most recently the IAWC rate case, Docket No. 07-0507.  As the Commission 
noted there, the only new information or argument presented by CUB appears to be the 
Nagel Paper, which is discussed in the parties' testimony and briefs. 
 
 Mr. Thomas argues that the version of CAPM used by the Commission was 
rejected in the Nagel Paper, as it had a higher forecast error than the more simplified 
version.  While it appears to the Commission that in the Nagel Paper raw or unadjusted 
betas were used in CAPM, the Commission can find no suggestion, other than Mr. 
Thomas' testimony, that adjusted betas were excluded due to forecast error.  There 
does not appear to be any support in the record for Mr. Thomas' assumption that a 
simplified version of CAPM, where all betas equal 1.0, would have a lower forecast error 
than the traditional CAPM with the use of adjusted betas.  Based upon a review of the 
record, the Commission is inclined to agree with Staff that the Nagel Paper‘s finding that 
using a simplified CAPM where beta is set to 1.0 is superior to the use of unadjusted 
betas, which tends to support use of adjusted betas, rather than unadjusted betas.  The 
Commission does not believe the record supports a finding that the Nagel Paper 
undermines the usefulness of CAPM in setting market required returns on equity in 
utility cases.  It appears to the Commission that the Nagel Paper in fact supports the 
long-standing practice of the use of adjusted betas in CAPM rather than unadjusted 
betas. 
 
 Further regarding CAPM, Mr. Thomas urges the Commission to reject the 
analyses of Staff and IIEC, as both parties used adjusted betas in arriving at their 
results, and Mr. Thomas suggests that unadjusted betas are superior when calculating 
a utility's return on equity.  The Commission has reviewed the testimony and arguments 
of the parties on this issue, and does not find CUB's arguments convincing.  The 
Commission is of the opinion that the continued use of adjusted betas, when combined 
with appropriate proxy groups, is appropriate and should continue. 
 
 The next disputed issue relates to the calculation of EMRP used in the CAPM.  
Staff developed its EMRP using a DCF derived return on the market, proxied by the 
S&P 500 less the risk-free rate, which produced a market risk premium of 9.03%.  Staff 
used as its risk-free rate the thirty-year U.S. Treasury Bond yield as of February 14, 
2008 of 4.72%, while Staff's DCF estimate of the S&P 500 was 13.75% for the fourth 
quarter of 2007. 
 
 Mr. Gorman relied on historical data to calculate two market risk premium 
estimates for his CAPM analysis.  First, he estimated the expected return on the S&P 
500 by adding an expected inflation rate of 2.3% to the 9.1% long-term historical 
arithmetic average real return on the market over the period 1926-2006.  He then 
subtracted the projected yield on U.S. Treasury bonds of 4.6% to determine the 7.0% 
market premium.  Second, he provided a historical estimate of the market risk premium 
by calculating the difference between the arithmetic average of the achieved total return 
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on the S&P 500 of 12.3% and the total return on long-term Treasury bonds of 5.8% over 
the period 1926-2006, or 6.5%.  Both of his market risk premium estimates were derived 
based on historical returns on the S&P 500.   
 
 CUB suggests that should the Commission continue to utilize CAPM in 
determining the return on equity, then it should adopt CUB‘s recommendation for the 
EMRP that will be used in CAPM.  CUB states the EMRP represented the expected 
return on a perfect portfolio of the entire market, in excess of the risk-free rate, and 
should be the same for all markets and firms being examined in a CAPM analysis, as it 
is the beta factors, not the EMRP, that differentiate the return estimates for firms of 
varying risk.  CUB suggests that the EMRP is a characteristic that is attributable to all 
investors and all potential investments, and therefore there is only one EMRP.  CUB 
submits that surveys of investors show that a reasonable estimate of the EMRP that 
investors expect is in the range of 3.0% to 5.0%, and CUB recommends using a value 
of 5.0%. 
 
 In the Commission's view, IIEC's first EMRP analysis, wherein inflation is added 
to the average market return and subtracted from projected Treasury bond yields, fails 
to consider that the real market risk premium is not stable over time, which seems 
almost a given, as IIEC averaged data from 1926 to 2006.  A major shortcoming in 
IIEC's second analysis is that it relies largely on historical data.  As in previous cases, 
the Commission finds such an approach unacceptable as an average of historical 
returns is not a reliable predictor of future returns. 
 
 CUB alleges that historical market risk premiums have been shown to be 
consistently too high.  CUB suggests that the EMRP adopted for purposes of this 
proceeding should be based upon Mr. Thomas' review of opinions of members of the 
financial and academic arenas, which suggest that surveys of investors show a 
reasonable EMRP to be between 3.0% and 5.0%.  The Commission notes that it 
previously rejected Mr. Thomas' proposed EMRP based on this same reasoning in the 
most recent IAWC rate case, Docket No. 07-0507.  As the Commission indicated there, 
Mr. Thomas' suggestion does not seem to allow for the EMRP to change over time, 
which the Commission believes is necessary for any approach or method adopted.  
Additionally, the suggested EMRP's by the other parties call into question the validity of 
Mr. Thomas recommendation. 
 

b. DCF 
 
 The Commission will next consider the various issues relating to the DCF model 
and the inputs thereto.  Ms. Freetly applied a multi-stage, non-constant growth quarterly 
DCF model.  Mr. Gorman performed both constant growth and non-constant growth 
DCF models, however, he rejected the use of the constant growth model as its results 
were based on growth rates that were not sustainable.  Mr. Thomas suggests a 
constant growth, annual DCF model be adopted.  The Commission notes that Mr. 
Thomas has presented no new evidence in support of the annual DCF model.  The 
Commission strongly believes that the quarterly DCF model should be utilized to 
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estimate the cost of common equity, as demonstrated by numerous previous 
Commission decisions.  It is the Commission's opinion that the use of this model 
accurately recognizes the timing of cash flows to investors, which is necessary to 
estimate the investor required rate of return.  Use of an annual DCF model, the 
Commission believes, would unnecessarily introduce measurement error and downward 
bias to the results.  
 
 The Commission notes that it has traditionally relied on a constant growth DCF 
model with analysts' estimates of EPS growth in developing the cost of common equity 
for utilities in rate cases.  Staff suggests use of a multi-stage, non-constant growth, 
quarterly DCF model in this proceeding.  IIEC suggests the use of a two-stage DCF 
model, while CUB suggests the use of the constant growth DCF model using historically 
derived internal growth rates rather than analysts' estimates.  Staff and IIEC believe 
analyst growth rates are so high as to be not sustainable in the long run for use in a 
constant growth model, and therefore produce too high return on equity results.  All 
parties used proxy groups of gas and electric companies for modeling purposes. 
 
 Ms. Freetly modeled three stages of dividend growth for use in her multi-stage, 
non-constant growth DCF model.  For her first stage, she assumed a growth stage of 
five years.  Her second stage is a transitional stage lasting from the fifth to the tenth 
year, while the third or "steady" stage growth rate begins after the tenth year.  For the 
first stage, Ms. Freetly used the market-consensus expected growth rates from Zacks, 
for the third-stage she used the 20-year forward U.S. Treasury rate, and the middle 
stage was an average of the first two rates.  The result of her DCF analysis was a 
suggested return on common equity of 9.41% for the gas sample, and 10.01% for the 
electric sample. 
 
 Mr. Gorman modeled a two-stage, non-constant growth DCF model, where the 
first stage relied on an average of the consensus of Zack‘s, Reuters, and SNL Financial 
to determine analysts expected growth rates for the first stage of the model.  For the 
second stage of the model, from six years to perpetuity, he assumed each company‘s 
growth would converge on the maximum sustainable growth rate for a utility company 
as proxied by the consensus analysts‘ projected growth for the U.S. GDP.  His two-
stage non-constant DCF model resulted in a 9.6% suggested return on equity. 
 

The Commission notes that it has rejected CUB's DCF model for its continued 
use of an annual model, rather than a quarterly model.  CUB further suggests that the 
Commission consider historical internal growth rates, rather than analyst's estimates of 
future growth in the DCF model, arguing that analyst's estimates have been shown to 
be overly optimistic.  The Commission is of the opinion that for DCF purposes, a 
forward-looking estimate of at least near term growth rates is appropriate, and will 
decline to adopt CUB's suggestion.  CUB‘s approach has been routinely rejected by the 
Commission, including very recently in Docket No. 07-0507. 
 
 The Commission notes that Staff and IIEC are in agreement that at least in this 
instance, the use of a single-stage, constant growth DCF model is inappropriate, as 
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analyst's estimates for earnings growth are unreasonably high and are not sustainable 
for utilities.  The Commission agrees with Staff and IIEC that the tradition constant 
growth model would in this instance, result in suggested growth rates that would exceed 
the growth rate for the U.S. economy in perpetuity, which appears unlikely.  Both Staff 
and IIEC suggest in this instance, the use of a multi-stage model, with IIEC suggesting 
a two-stage model, while Staff suggests a three-stage model. 
 

c. Risk Premium Model 
 
 Mr. Gorman has also presented the Commission with a risk premium analysis 
separate from his CAPM analysis.  For this model, Mr. Gorman used two estimates of 
risk premium to develop a range to define the cost of equity.  The first estimate was 
based on the difference between commission authorized returns on common equity, 
and Treasury bond yields.  For the second estimate, Mr. Gorman calculated the 
difference between commission authorized returns on common equity and 
contemporary A-rated utility bond yields. 
 
 Mr. Gorman's analyses resulted in a return on equity estimate in the range of 
9.8% to 10.2%, with a mid-range estimate of 10.0%.  It appears to the Commission that 
Mr. Gorman's risk premium model suffers from the same deficiency as the EMRP used 
in his CAPM analysis, as it relies on historical returns in an attempt to calculate a 
forward-looking number.  As such, the Commission will decline to use Mr. Gorman's risk 
premium analysis in determining the authorized return on equity for AIU. 
 

d. Adjustment for Reduced Risk of Gas Operations 
 
 While the Commission‘s complete analysis and decision on Rider VBA and Rider 
QIP can be found in later parts of this Order, the Commission notes that at this time, it is 
not authorizing the implementation of either Rider by AIU.  The Commission does 
however, in the Rate Design section of this Order, make the decision to authorize 
recovery of more of AIU's fixed costs through the customer charge.  The Commission is 
of the opinion that this move toward AIU recovering more fixed costs through the fixed 
monthly charge will have a similar effect as adopting Rider VBA, in that AIU will be more 
assured of recovering its fixed costs of service for gas operations.  As a result, AIU will 
face less risk and an accompanying reduction in the authorized return on equity is 
warranted.  Although none of the parties addressed this result directly, the discussions 
and analyses on the effects of Rider VBA and Rider QIP are helpful to the Commission 
in its consideration of the appropriate level of reduction in risk associated with 
increasing the fixed customer charge to account for a greater portion of fixed costs.  
While the Commission recognizes that this change lessens the risk for AIU to recover 
fixed gas charges, there is still some risk remaining that reduced natural gas 
consumption could result in an under-recovery situation.  As such, the Commission 
deems it appropriate to adjust AIU's authorized return on equity for its gas operations 
downward by 10 basis points.  The Commission is of the opinion this reduction 
adequately reflects the changes adopted in the rate design portion of this Order, and 
reflects that AIU's risk of not recovering its fixed costs will have been reduced. 
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e. Authorized Returns on Equity 

 
 Having addressed the significant contested issues that relate to cost of common 
equity, it appears to the Commission, as discussed above, that there are significant 
shortcomings with respect to the analysis of CUB witness Thomas.  The Commission 
has indicated that it will again decline to adopt his suggestion to use an annual growth 
DCF mode that incorporates historically derived internal growth rates.  Likewise, his 
suggestions concerning CAPM are rejected, along with his suggested EMRP.  Likewise, 
Mr. Gorman's Risk Premium and CAPM analysis are rejected and will not be considered 
as they rely too heavily on historical returns in calculating a forward looking 
recommended return on equity. 
 
 The Commission finds value in both Staff's and IIEC's DCF analyses, along with 
Staff's CAPM analysis.  Each has suggested the use of a multi-stage DCF model in this 
instance to mitigate the impact of unsustainable analyst estimates of growth, using 
instead estimated proxies of U.S. GDP growth as the long-term growth rate.  Staff's 
DCF analysis, based on a three-stage model, results in a recommended return on 
equity of 9.41% for AIU's gas operations, and 10.01% for AIU's electric operations.  
IIEC's DCF analysis, using a two-stage approach, results in a recommended return on 
equity for both electric and gas operations of 9.6%.  Staff's CAPM analysis resulted in a 
cost of equity recommendation of 12.04% for AIU's gas operations, and 11.94% for 
AIU's electric operations.   
 
 The Commission finds IIEC's DCF analysis, along with Staff's DCF and CAPM 
analyses, to be without material flaws, and should be considered in establishing AIU's 
cost of common equity.  The Commission further notes that Staff proposes to adjust its 
recommended electric results downward by 30 basis points, as Staff determined that 
AIU was less risky than the electric proxy group.  The Commission notes this 
adjustment appears uncontested and it will be adopted for calculating Staff's 
recommended return on equity. 
 
 Having reviewed the evidence and arguments, the Commission concludes that 
AIU's cost of common equity is 10.68% for gas operations and 10.65% for electric 
operations.  These returns on common equity give equal weight to the results of Staff 
and IIEC DCF analyses, which is combined with Staff's CAPM analysis.  As indicated 
above, the authorized return on equity for AIU's natural gas operations is adjusted 
downward by 10 basis points to reflect the change in Rate Design adopted in this Order. 
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  GAS ELECTRIC 

Party DCF CAPM DCF CAPM 

Staff 9.41% 12.04% 9.71% 11.64% 

IIEC 9.60% 
 

9.60% 
 Average 9.51% 12.04% 9.65% 11.64% 

Midpoint 10.78% 10.65% 

Risk Adjustment (  0.10)% 
 AUTHORIZED 

RETURN ON 
EQUITY 

10.68% 10.65% 

 
10. Commission Authorized Rates of Return on Rate Base 

 
 Taking into consideration the Commission's conclusions regarding capital 
structure, cost of short-term debt, cost of long-term debt, and cost of common equity, 
the Commission finds that AmerenCILCO should be authorized to earn an 8.01% rate of 
return on net original cost rate base for electric operations; AmerenCIPS should be 
authorized to earn an 8.20% rate of return on net original cost rate base for electric 
operations; and AmerenIP should be authorized to earn an 8.68% rate of return on net 
original cost rate base for electric operations.  The tables below show the development 
of that authorized rate of return: 
 

 
Electric Operations 

 
 

AmerenCILCO 
 

 
Component 

 
Amount 

 
Percentage 

 
Cost 

 

Weighted 
Cost 

 
 

Short-term debt 
 

72,643,527 
 

15.53% 
 

4.04% 
 

0.63% 
 

 
Long-term debt 

 
141,064,706 

 
30.17% 

 
6.65% 

 
2.01% 

 
 

Preferred stock 
 

36,450,067 
 

7.79% 
 

5.34% 
 

0.42% 
 

 
Common equity 

 
217,459,214 

 
46.50% 

 
10.65% 

 
4.95% 

 
 

  Total 
 

467,617,514 
 

100% 
   

8.01% 
 

           
 

AmerenCIPS 
 

 
Component 

 
Amount 

 
Percentage 

 
Cost 

 

Weighted 
Cost 

 
 

Short-term debt 
 

55,210,979 
 

5.22%  4.01%  0.21% 
 

 
Long-term debt 

 
446,741,385 

 
42.24%  6.27%  2.65% 

 
 

Preferred stock 
 

48,974,984 
 

4.63%  5.13%  0.24% 
 

 
Common equity 

 
506,691,386  47.91%  10.65%  5.10% 

 
 

  Total 
 

1,057,618,734  100%    8.20% 
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AmerenIP 

 

 
Component 

 
Amount 

 
Percentage 

 
Cost 

 

Weighted 
Cost 

 
 

Short-term debt 
 

76,677,769 
 

3.69% 
 

3.93% 
 

0.15% 
 

 
Long-term debt 

 
709,096,036 

 
34.10% 

 
7.34% 

 
2.50% 

 
 

TFTN 
 

171,533,494 
 

8.25% 
 

4.92% 
 

0.41% 
 

 
Preferred stock 

 
45,786,945 

 
2.20% 

 
5.01% 

 
0.11% 

 
 

Common equity 
 

1,076,124,965 
 

51.76% 
 

10.65% 
 

5.51% 
 

 
  Total 

 
2,079,219,209 

 
100.00% 

   
8.68% 

  
 Taking into consideration the Commission's conclusions regarding capital 
structure, cost of short-term debt, cost of long-term debt, and cost of common equity, 
the Commission finds that AmerenCILCO should be authorized to earn an 8.03% rate of 
return on net original cost rate base for gas operations; AmerenCIPS should be 
authorized to earn an 8.22% rate of return on net original cost rate base for gas 
operations; and AmerenIP should be authorized to earn an 8.70% rate of return on net 
original cost rate base for gas operations.  The tables below show the development of 
that authorized rate of return: 
 

 
Gas Operations 

 
 

AmerenCILCO 
 

 
Component 

 
Amount 

 
Percentage 

 
Cost 

 

Weighted 
Cost 

 
 

Short-term debt 
 

72,643,527 
 

15.53% 
 

4.04% 
 

0.63% 
 

 
Long-term debt 

 
141,064,706 

 
30.17% 

 
6.65% 

 
2.01% 

 
 

Preferred stock 
 

36,450,067 
 

7.79% 
 

5.34% 
 

0.42% 
 

 
Common equity 

 
217,459,214 

 
46.50% 

 
10.68% 

 
4.97% 

 
 

  Total 
 

467,617,514 
 

100% 
   

8.03% 
 

           
 

AmerenCIPS 
 

 
Component 

 
Amount 

 
Percentage 

 
Cost 

 

Weighted 
Cost 

 
 

Short-term debt 
 

55,210,979 
 

5.22% 
 

4.01% 
 

0.21% 
 

 
Long-term debt 

 
446,741,385 

 
42.24% 

 
6.27% 

 
2.65% 

 
 

Preferred stock 
 

48,974,984 
 

4.63% 
 

5.13% 
 

0.24% 
 

 
Common equity 

 
506,691,386 

 
47.91% 

 
10.68% 

 
5.12% 

 
 

  Total 
 

1,057,618,734 
 

100% 
   

8.22% 
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AmerenIP 

 

 
Component 

 
Amount 

 
Percentage 

 
Cost 

 

Weighted 
Cost 

 
 

Short-term debt 
 

76,677,769 
 

3.69% 
 

3.93% 
 

0.15% 
 

 
Long-term debt 

 
709,096,036 

 
34.10% 

 
7.34% 

 
2.50% 

 
 

TFTN 
 

171,533,494 
 

8.25% 
 

4.92% 
 

0.41% 
 

 
Preferred stock 

 
45,786,945 

 
2.20% 

 
5.01% 

 
0.11% 

 
 

Common equity 
 

1,076,124,965 
 

51.76% 
 

10.68% 
 

5.53% 
 

 
Total 

 
2,079,219,209 

 
100.00% 

   
8.70% 

  
 
VII. PROPOSED RIDERS 
 
 Among the Proposed Tariffs filed by AIU are its proposals for several new 
revenue generating riders.  Rider UBA-Uncollectibles Balancing Adjustment, Rider 
UBBA-Uncollectibles Balancing Base Rate Adjustment, and Rider UBPA-Uncollectibles 
Balancing Purchased Power Adjustment concern amounts billed to electric and gas 
customers that have not been paid.  Although it continues to believe that the manner in 
which it recovers uncollectibles warrants further consideration, in his rebuttal testimony, 
AIU witness Nelson indicated that AIU is withdrawing its request for approval of these 
three riders concerning uncollectibles. (See Ameren Ex. 18.0 at 5)  Other proposed 
riders that AIU still supports are Rider VBA-Volume Balancing Adjustment ("Rider 
VBA"), applicable to residential and small commercial gas delivery service customers, 
and Rider QIP-Qualifying Infrastructure Plant Surcharge ("Rider QIP"), applicable to 
electric delivery service customers.  Rider VBA and Rider QIP will be considered 
separately below. 
 

A. Rider VBA 
 

1. AIU's Position 
 
 The two components of AIU's gas cost of service are gas supply and gas 
delivery.  The cost of the natural gas supply itself is recovered through the PGA rider.  
About 97% of gas delivery cost is recovered through tariff base rates primarily 
consisting of customer charges, volumetric delivery charges, and, for certain larger 
customer groups, demand charges.  The remaining portion (about 3%) of delivery 
service cost is recovered through ―other‖ tariff charges (e.g., late pay charges, 
insufficient fund charges, disconnect/reconnect fees, etc.).  Of the fixed delivery service 
cost recovered through customer charges, volumetric delivery charges, and demand 
charges, AIU indicates that approximately 43% of its fixed delivery service cost is 
recovered based on the volume of gas used by customers.  The vast majority of the 
remaining fixed delivery service cost recovery comes from the monthly customer 
charge. 
 
 Because a significant portion of its fixed costs are recovered through the volatile 
volumetric component, AIU observes that it could significantly over- or under-recover 
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the cost of service from year to year due to fluctuations in usage.  AIU indicates that 
such fluctuation has occurred, but that it has been decidedly one-sided.  AIU reports 
that the level of sales it has experienced has been consistently lower than that assumed 
in the test year, even in the very first year after a rate order.  According to AIU, this has 
caused it to under-recover its cost of service, and thus it has not earned the authorized 
rate of return. 
 
 The three principal factors that AIU identifies as being responsible for sales 
differing from forecasted levels are (1) weather, (2) a general decline in natural gas 
usage, and (3) targeted gas energy efficiency measures.  With regard to weather, when 
recovering fixed costs through volumetric rates, smaller customers are apt to pay more 
toward fixed costs in colder weather when they use more gas for heating and pay less 
toward fixed costs in warmer weather when they do not use as much gas for heating.  
Gas usage is also generally declining across the industry according to AIU, so any 
efforts to recover fixed delivery costs through a volumetric rate will likely suffer over 
time.  AIU attributes at least some of the general decline to gas appliances becoming 
more efficient and there being no significant new domestic uses for gas.  Despite this 
explanation for the decline in gas usage, Mr. Nelson indicates that AIU has not yet 
experienced much of an impact from the third factor. 
 
 AIU also points out that volumetric delivery rates pose a problem in regard to 
energy efficiency initiatives.  When utility revenue is tied to the volume of gas sold, AIU 
observes that the utility has no incentive to encourage conservation and the efficient 
use of gas.  If this disincentive is removed, AIU witness Hanser indicates that AIU is 
willing to participate in a collaborative stakeholder process to identify specific energy 
efficiency measures to be implemented and the amount to be expended on each.9 
 
 AIU seeks to remove this disincentive by "decoupling" the recovery of fixed 
delivery service costs from the amount of gas sold through its proposed Rider VBA.  
Generally, under a decoupling rider, on a periodic basis revenues are ―trued-up‖ to the 
predetermined revenue requirement using an automatic rate adjustment.  The result is 
that the actual utility revenues should more closely track its projected revenue 
requirements, and should not increase or decrease with changes in sales.  Citing 
research conducted by the National Association of Regulatory Commissioners 
("NARUC"), AIU relates that ten other states have approved decoupling and three 
states and the District of Columbia are investigating decoupling.  AIU adds that 13 of the 
14 states mentioned also have energy efficiency programs.  AIU adds that energy 
efficiency programs conducted in conjunction with a decoupling rider provide societal 
and economic benefits, which ultimately benefit customers. 
 
 If the Commission is inclined to approve Rider VBA, AIU states that Rider VBA is 
designed to operate in the same manner as the Peoples/North Shore decoupling rider 

                                            
9 AIU filed with the Commission proposed gas efficiency measures resulting from the collaborative effort, 
initiating Docket No. 08-0104.  The gas efficiency filing identifies the definitive programs, the associated 
cost of the programs, and a proposed rider for recovery of the costs.  Docket No. 08-0104 is currently on-
going. 
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approved by the Commission as a four-year pilot program in consolidated Dockets Nos. 
07-0241 and 07-0242 on February 5, 2008.  Rider VBA would adjust customer rates 
each month based on changes in per customer usage for the residential (GDS-1) and 
small commercial (GDS-2) customer classes based on an AIU-configured usage-per-
customer benchmark.  A monthly surcharge would be imposed if per-customer usage in 
the rate classes falls below a baseline set in this proceeding (regardless of the reason 
for the decline), without examining whether overall revenues have increased.  AIU has 
agreed to implement Rider VBA in the context of a pilot program that would terminate 
on December 31, 2012.  AIU is also willing to provide the Commission with an annual 
report of the rate of return of AmerenCILCO, AmerenCIPS, and AmerenIP and the 
effect on that return of Rider VBA.  AIU further agrees that the Rider VBA formula 
should be designed to recover only the utility‘s fixed costs that are reflected in the 
revenue requirement recovered via the volumetric delivery charge. 
 
 These commitments, AIU argues, sufficiently counter the concerns of AG/CUB 
witness Brosch that the Commission will inadvertently allow unreasonable earnings 
when it evaluates rider recovery of costs on an annual basis.  To the extent that the rate 
of return reports are not sufficient, AIU states that the Commission can request further 
information, which AIU has a duty to respond to pursuant to Section 5-101 of the Act.  
The "pilot" nature of Rider VBA should also help to resolve the concerns of Mr. Brosch 
because if renewal of the rider is desired, changes can be made based upon what 
stakeholders have learned from the pilot program  
 
 AIU also responds to Mr. Brosch's assertion that Rider VBA is asymmetrical, in 
that it only benefits AIU.  AIU insists that Rider VBA is plainly symmetrical, meaning that 
if a colder than normal winter were to occur customers would receive credits for the 
higher than anticipated consumption and vice versa.  AIU witness Cooper even testifies 
that had Rider VBA been in place this past winter, customers would have received 
credits in three of the four winter months.  AIU contends that Rider VBA will simply track 
the volumetric cost collection per customer and true-up to prevent either the under- or 
over-recovery of Commission approved fixed costs for test year customer levels.  
Moreover, setting aside the question of symmetry for a moment, AIU notes that Mr. 
Brosch does not address the central issue: that given today‘s contemporary fossil fuel 
issues, establishing rates that give utilities an incentive to sell more natural gas is a 
policy that no longer makes sense.   
 
 AIU further contends that the AG's legal arguments against Rider VBA are 
misplaced.  Citing Citizens Utility Board v. Illinois Commerce Commission, 166 Ill.2d 
111, 123-9 (1995), AIU asserts that the Commission has discretion to allow rider 
recovery in a proper case and the legal authorization to approve riders will not be 
reversed absent an abuse of discretion.  Under City of Chicago v. Illinois Commerce 
Commission, 218 Ill.App.3d 617, 628 (1st Dist. 1996), AIU also states that rider 
recovery is not limited only to circumstances where unexpected, volatile, and fluctuating 
costs are present. 
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 In response to Staff witness Ebrey, AIU denies that Rider VBA represents only 
"partial" decoupling since it would not reflect changes in the number of gas customers.  
In contrast to Ms. Ebrey‘s proposal and commentary, AIU states that it is not seeking to 
isolate its revenue from ―all changes‖ that may occur in the course of the operation of its 
gas utility businesses.  Rather, AIU indicates that it is seeking to decouple Commission 
approved rate recovery for test year customer levels from changes in volumetric 
consumption, specifically due to declining usage trends and weather patterns.  AIU 
characterizes Rider VBA as "plain vanilla" decoupling, and asserts that it is not intended 
to operate differently from what was granted in Docket Nos. 07-0241 and 07-0242 
(Cons.).  AIU insists that Rider VBA is ―full decoupling‖ since the volumetric component 
of its rates are to be trued-up on a margin per customer basis to insure each customer 
pays his/her share of fixed costs. 
 
 If actual (i.e., post test year) customer count data is incorporated, AIU maintains 
that Rider VBA no longer remains a rate design vehicle designed to recover 
Commission approved revenue requirements for test year customer levels.  Rather, it 
becomes a broader formulaic rate that essentially will function to alter the revenue 
requirement equation established by the Commission in this docket on an annual basis.  
Additionally, AIU contends that Ms. Ebrey's method would do so asymmetrically 
because her recommendation has not articulated any mechanism by which AIU would 
be permitted to include costs associated with changes in the number of customers, or 
by which AIU would be permitted to prove up the value of the plant assets necessary to 
meet customer growth.  Such a situation, AIU argues, essentially amounts to single-
issue ratemaking. 
 
 Under Ms. Ebrey's proposal, AIU claims that the lack of symmetry would be so 
prejudicial to its interests, that it would be confiscatory.  Essentially, AIU continues, Ms. 
Ebrey‘s proposal would function to annually reduce AIU rates by spreading the revenue 
requirement across a broadening customer base as new customers are added while it 
completely ignores costs associated with such load growth.  Thus, AIU contends that it 
is inevitable that a changing or increasing cost of service due to plant and expenses 
associated with new customers with unchanging revenue would not afford AIU a 
reasonable opportunity to earn the rate of return approved by the Commission herein. 
 
 Conversely, AIU points out that it is not explained how customers would be 
impacted by the potential of an automatic rate increase if customer numbers were to 
contract in a given year.  It is not clear how such a situation would fit within the 
constructs of the Act.  While it is uncommon for customer count reductions to occur, AIU 
contends that demographic shifts such as population decline in certain areas, or sudden 
and dramatic increases in natural gas cost can result in customer count reductions.  
Without any consideration in the record of such issues, AIU urges the Commission to 
decline to add customer count variables to the Rider VBA formula.   
 
 With respect to Staff's assertion that it would be illogical to have identical 
decoupling pilot programs for both AIU and Peoples/North Shore, AIU believes 
otherwise.  AIU contends that having multiple gas utilities in Illinois with the same pilot 
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program insures that the results of the pilot program are not skewed by some 
operational condition a single utility.  Under its proposal, AIU states that the 
Commission will have a diversity of data to analyze. 
 
 An alternative to Rider VBA that would still promote full fixed cost recovery by the 
utility is recovery of all fixed delivery costs through a fixed monthly charge to all affected 
customers.  Under such a rate design, AIU states that utilities could not over- or under-
recover their Commission-approved base rate revenue requirement with changes in 
sales.  AIU adds that this alternative would also send proper price signals to customers.  
AIU indicates that it can either implement the fixed monthly charge concept as 
described above, or implement Rider VBA which would continue to retain a volumetric 
rate design component and, also, ensure a precise match between actual revenue and 
those previously approved by the Commission.  Another alternative, AIU continues, 
would be to adjust the test year billing determinants for a downward trend in sales due 
to efficiency gains, but this is the less preferable option because it involves guesswork, 
whereas the fixed charge option does not. 
 

2. Staff's Position 
 
 Staff has not made policy or rate design recommendations regarding whether 
Rider VBA should be approved in these proceedings.  Staff has, however, proposed a 
number of modifications to the rider in the event the Commission decides to approve 
decoupling for AIU.  First, Staff recommends that the Commission incorporate the 
additional safeguards it approved in Docket Nos. 07-0241/07-0242 (Cons.).  Staff notes 
that AIU has agreed to modify Rider VBA to reflect any differences between the Rider 
VBA as filed in these proceedings and the Rider VBA approved in Docket Nos. 07-
0241/07-0242 (Cons.).  Staff does not take issue with the slight revisions to the 
proposed language addressing an annual internal audit of Rider VBA proposed by AIU. 
 
 Staff's second proposed modification involves a discussion of "full" versus 
"partial" decoupling.  Staff witness Ebrey proposes that ―full decoupling‖ be approved as 
a pilot program in this proceeding (if Rider VBA is to be approved) rather than the same 
program design that is already in pilot status for North Shore and Peoples, which is 
―partial decoupling.‖  She states that ―full decoupling," as described in the NARUC 
document titled, ―Decoupling For Electric & Gas Utilities:  Frequently Asked Questions 
(FAQ)‖, provided by AIU in response to AG data request 3.03d Attach (Staff Group Ex. 
1), adjusts utility revenues for any deviation between expected and actual sales 
regardless of the reason for the deviation.  Thus, Ms. Ebrey continues, it ―decouples‖ 
revenues from any and all variations between actual operations and those predicted by 
the revenue requirement.  Staff asserts that the variation of the full sales decoupling 
proposed by AIU is called ―Sales-Margin Decoupling,‖ which separates margin recovery 
from sales by setting a margin-per-customer target. (Id.)  Since the proposed AIU and 
approved North Shore and Peoples decoupling riders are both based on the same 
"partial‖ decoupling, Staff avers that it would not be logical to approve for AIU a program 
design identical to the one approved for North Shore and Peoples as a pilot program.  
The result would be three identical pilot programs; nothing would be gained from such 
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an exercise.  According to Staff, however, a Rider VBA program based on ―full‖ 
decoupling as Staff proposes as a pilot program for AIU would provide the Commission 
with another alternative for comparison at the end of the pilot periods to determine 
which form of decoupling is preferable for Illinois utilities. 
 
 The third modification proposed by Staff concerns the adjustment calculation in 
Rider VBA to reflect ―full" decoupling, should the Commission decide to approve the 
rider.  Staff understands that the intent of Rider VBA is to assure dollar-for-dollar 
recovery of the portion of fixed costs currently recovered through the volumetric portion 
of delivery service charges.  The proposed rider has an annual reconciliation 
mechanism which AIU says will only allow it to recover the Commission approved 
revenue requirements and not a dollar more.  Staff, however, is not sure that the 
reconciliation mechanism can be relied upon to limit recovery to the approved revenue 
requirements. 
 
 In discussing its concern, Staff explains that Rider VBA has two main formulas: 
one to determine the Effective Component which calculates the Rider VBA charge to be 
applied to the Effective Month, and the other to determine the Reconciliation Adjustment 
for the annual true-up.  The Effective Component formula calculates any over or under 
recovery of the fixed cost portion of the volumetric charges on a per customer basis as 
opposed to a total revenue requirement basis.  Since any Commission-approved 
revenue requirement is based upon a projected number of customers, if AIU's actual 
number of customers exceeds that projected level, Staff indicates that there appears to 
be a possibility that AIU could collect more fixed costs through Rider VBA than 
approved in the revenue requirement.  Specifically, AIU would collect more fixed costs 
from the additional customers‘ volumetric charges and from their monthly customer 
charges.  Staff states that this would not be a concern if there were specific provisions 
in the proposed rider that would address this issue; however, there are none.  Staff 
offers an example in its Initial Brief setting forth its concern. (Staff Initial Brief at 253) 
 
 Staff further explains that in approving the decoupling rider for North Shore and 
Peoples, it was implied that fixed costs are costs that are necessary to operate the utility 
regardless of any changes to the operation--a ―fixed‖ cost of doing business regardless 
of the amount of business conducted.  Converting the fixed costs to be recovered to a 
per customer basis suggests to Staff, however, that the costs are not truly fixed but that 
they will vary with the number of customers served.  Staff contends that additional 
customers over the level assumed in the revenue requirement would not necessarily 
result in additional fixed costs to AIU.  AIU claims that the ―overwhelming majority‖ of its 
delivery system revenue requirements do not ―vary‖ with the volume of natural gas 
consumed by customers and is thus ―fixed‖ in nature. (AIU response to Staff data 
request TEE 15.05)  In furtherance of this claim, AIU states that the only variable costs 
that the gas utilities have that are not recovered through the PGA clauses relate to 
odorant expense. (AIU response to Staff data request TEE 15.08)  Staff points out, 
however, that AIU also claims, ―Such statement is not intended to mean that [AIU] cost 
of service or revenue requirements are 'fixed' for any period of time.‖ (AIU response to 
Staff data request TEE 15.05)  If costs vary based on any changes to the operations, 
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including changes in the number of customers served, Staff believes that they can not 
be truly fixed costs.  Staff contends that AIU has had the opportunity to provide support 
for how it defines ―fixed‖ costs, clarify its statement that the costs under consideration 
are not fixed for any period of time, identify the total dollar amount of fixed costs it is 
seeking to recover in its proposed revenue requirement, and separately identify the 
portions of those fixed costs of service that it is seeking to recover from the customer 
charge and from the volumetric usage charge.  Staff asserts that no such support has 
been provided in the record. 
 
 Implementation of Staff's third proposed revision to Rider VBA would first require 
AIU to identify those costs that are truly fixed.  Modifying the Effective Component 
formula in the rider such that it is not calculated on a per customer basis but based on 
the total fixed cost component of the approved revenue requirement would follow.  
Specifically, Staff recommends that if the Commission approves Rider VBA that it 
modify the Effective Component formula as follows: 
 

1. Effective Component 
 

The adjustment, determined for each Rate, to be billed for the 
Effective Month is represented by the following formula: 

 
[(RCBR / RCC) – (ABRR / AC)] x RCC / T x 100 

 
Where: 
 
RCBR represents the Rate Case Base Rate Revenue for the 
Reconciliation Month. 
 
RCC represents the number of Rate Case Customers for the 
Reconciliation Month. 
 
ABRR represents the Actual Base Rate Revenue for the 
Reconciliation Month. 
 
AC represents the number of Actual Customers for the 
Reconciliation Month. 
 
T represents the forecast Factor T for the Effective Month. 

 
3. AG's Position 

 
 The AG argues that Rider VBA violates several critical ratemaking precepts and 
should be rejected.  Setting aside the many legal infirmities of the proposed rider, the 
AG also argues that the evidence in no way demonstrates that a need for Rider VBA 
exists.  Rider VBA, the AG asserts, would trigger piecemeal rate adjustments for 
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isolated elements of utility revenue requirements in the absence of compelling evidence 
that such piecemeal rate adjustments are warranted. 
 
 A review of the AG's position begins with its observation that both the Act and 
Illinois court rulings regarding the utility ratemaking process provide an essential 
regulatory and legal framework for the Commission‘s analysis of Rider VBA.  When the 
Commission enters upon a hearing to review a utility‘s proposed rate increase pursuant 
to Section 9-201 of the Act, it must determine whether the proposed rates are just and 
reasonable and do so within the regulatory parameters which prohibit retroactive and 
single-issue ratemaking. (See BPI II, 146 Ill.2d at 195)  Following the discussion of the 
AG's legal analysis is a review of its policy arguments. 
 

a. Legal Considerations 
 
 The AG raises several legal arguments against Rider VBA.  The first argument 
concerns single-issue ratemaking.  For utility ratemaking purposes, the AG states that 
riders are closely scrutinized because of the danger of single-issue ratemaking. (See 
City of Chicago v. Illinois Commerce Commission, 281 Ill.App.3d 617 (1st Dist. 1996))  
The rule against single-issue ratemaking is a ratemaking principle which recognizes that 
the revenue requirement formula is designed to determine a utility‘s revenue 
requirement based on the utility‘s aggregate costs and demand.  The rule prohibits the 
Commission from considering changes to components of the revenue requirement in 
isolation.  As noted by the AG, limited exceptions to the rule against single-issue 
ratemaking exist.  Based on the case law and statutory authorizations issued to date, 
the AG recounts that Commission decisions implementing riders for the recovery of 
certain expenses have not been reversed by Illinois courts as illegal single-issue 
ratemaking when the expenses at issue are (1) unexpected, volatile, or fluctuating, (2) 
imposed on the utility by law, including federal and state law (such as environmental 
clean-up expenses) and municipal ordinance for a unique purpose (such as franchise 
fees), or (3) specifically authorized by statute.  The AG avers that fluctuations in gas 
usage within a customer class do not fall within one of these categories.  In contrast, the 
AG believes that a rider focusing solely on such fluctuations without regard for all other 
circumstances is a prime example of single-issue ratemaking. 
 
 The AG's second legal argument is that Rider VBA contradicts ratemaking 
principles established by the U.S. Supreme Court.  In the case Bluefield, the Court 
established that a utility‘s rates should reflect the opportunity – not a guarantee – to 
earn a return on its used and useful property when a commission sets rates.  In spelling 
out the factors to be examined by regulators when establishing a utility‘s rate of return, 
the high court held that a public utility is entitled to such rates as will permit it to earn a 
return on the value of the property which it employs for the convenience of the public 
equal to that generally being made at the same time and in the same general part of the 
country on investments in other business undertakings which are attended by 
corresponding risks and uncertainties.  The Court further held that a utility has no 
constitutional right to profits such as are realized or anticipated in highly profitable 
enterprises or speculative ventures. (Bluefield, 262 U.S. at 692-693)  The Court 
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specified that the return should be reasonably sufficient to assure confidence in the 
financial soundness of the utility and should be adequate, under efficient and 
economical management, to maintain and support its credit and enable it to raise the 
money necessary for the proper discharge of its public duties. (Id. at 693)  The Supreme 
Court also recognized that changes in the marketplace may impact a utility‘s financial 
health and the appropriateness of the rates being charged, when it held that a rate of 
return may be reasonable at one time and become too high or too low by changes 
affecting opportunities for investment, the money market, and business conditions 
generally. (Id. at 692) 
  
 The AG observes that the U.S. Supreme Court elaborated on the principles 
governing rate of return regulation in the case of Hope.  In Hope, the Supreme Court 
held that investors have a legitimate concern with the financial integrity of the company 
whose rates are being regulated.  From the investor or company point of view it is 
important that there be enough revenue not only for operating expenses but also for the 
capital costs of the business.  But in Market St. Ry. Co. v. Railroad Commission, 324 
U.S. 548 (1945), the AG reports that the Court specifically rejected the notion that a 
monopoly must be protected from market realities, such as competition or the effects of 
price on a consumer‘s demand and use of the service.  The Court explained, ―Even 
monopolies must sell their services in a market where there is competition for the 
consumer‘s dollar and the price of a commodity affects its demand and use.‖ (Id. at 568) 
 
 Illinois courts have adopted the Bluefield and Hope standards and applied them 
to the regulation of utilities in Illinois. (See Illinois Bell Telephone Co. v. Illinois 
Commerce Commission, (1953), 414 Ill. 275)  Moreover, the AG adds, Illinois appellate 
courts have declared that it is the ratepayers‘ interest which must come first: 
 

The Commission has the responsibility of balancing the right of the utility's 
investors to a fair rate of return against the right of the public that it pay no 
more than the reasonable value of the utility's services.  While the rates 
allowed can never be so low as to be confiscatory, within this outer 
boundary, if the rightful expectations of the investor are not compatible 
with those of the consuming public, it is the latter which must prevail. 
(Camelot Utilities, Inc. v. Illinois Commerce Commission, 51 Ill.App.3d 5, 
10, 365 N.E.2d 312 (1977), See also Citizens Utility Board v. Illinois 
Commerce Commission, 276 Ill.App.3d 730, 658 N.E.2d 1194 (1995))   

 
These and the previously discussed holdings suggest, according to the AG, that AIU's 
request for the guaranteed recovery of the approved per customer ―margin revenue‖ 
stream established when rates are set in this case through Rider VBA has no support in 
the utility regulatory law that has guided this Commission‘s establishment of rates.   
 
 The third legal argument made by the AG is that the circumstances at hand do 
not warrant the extraordinary regulatory treatment of a rider.  In the case of A. Finkl & 
Sons Company v. Illinois Commerce Commission, 250 Ill.App.3d 317, 620 N.E.2d 1141 
(1st Dist. 1993) (―Finkl‖), the Illinois Appellate Court held that riders are useful in 
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alleviating the burden imposed upon a utility in meeting unexpected, volatile, or 
fluctuating expenses. (Id. at 327) (emphasis in original)  In addition, the AG observes 
that the court noted that the amount of costs to be recovered through the rider at issue 
in the case was not significant, and were recoverable through the usual rate case 
mechanism.  The criteria enunciated in Finkl for determining whether a utility expense 
should be recovered through a rider was affirmed by the Illinois Supreme Court in 
Citizens Utility Board v. Illinois Commerce Commission, 166 Ill.2d 111, 651 N.E.2d 1089 
(1995).  While the Court upheld the Commission‘s approval of rider recovery of coal tar 
clean-up expenses in the case, it affirmed the criteria relied upon in Finkl for rider 
recovery of expenses, noting that the coal tar remediation expenses commonly incurred 
to comply with the mandate of federal and state law are sufficiently volatile and not 
within management‘s control to justify rider recovery. 
 
 In applying the Finkl standard to AIU's declining revenue situation, the AG 
examined the impact of Rider VBA had it been in place beginning in 2002.  The AG 
reports that the largest annual margin dollar change would have been a margin revenue 
increase of $18.6 million in 2006.  Although this amount is not insignificant, the AG 
asserts that it is not particularly large in relation to the total test year operating income of 
$272 million proposed by AIU in this proceeding.  The AG does not consider this 
amount large enough to warrant rider treatment under Finkl.  Nor does the AG believe 
that historical fluctuations in gas usage due to weather count as unacceptable levels of 
volatility under Finkl.  The AG also suggests that AIU management has some control 
over usage in light of AIU witness Nelson's comments regarding energy efficiency 
programs. 
 
 The fourth legal argument raised by the AG concerns the Act's requirement in 
Sections 1-102 and 8-401 that utility rates be least-cost.  The AG contends that 
implementation of Rider VBA will permit piecemeal rate increases that violate this 
requirement.  Had Rider VBA been in effect from 2004 through 2006, the AG reports 
that AIU would have collected an additional $38.8 million in gas delivery charges.  If 
AIU's predictions about declining gas usage per customer are correct, the AG states 
that Rider VBA‘s monthly adjustment of customer rates will not produce rates that are 
―least-cost,‖ as required by the Act. 
 
 The AG's fifth argument is that Finkl prohibits recovery of revenues lost due to 
energy efficiency and conservation efforts.  In Finkl, the AG reports that the appellate 
court flatly rejected the notion of making a utility whole for lost revenues associated with 
conservation or demand side management programs.  Given the parallels between the 
rider at issue in Finkl and Rider VBA, the AG contends that implementation of Rider 
VBA would be illegal. 
 
 The sixth legal argument is that Rider VBA violates the Act's prohibition against 
discrimination in rates.  Section 9-241 of the Act prohibits any utility from establishing or 
maintaining any unreasonable difference in rates or other charges between customer 
classes.  AIU seeks to maintain a designated level of revenues per customer on a 
monthly basis after rates are set in this proceeding for residential and small commercial 
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classes, but not for the other rate classes served by AIU.  Although AIU argues that a 
decoupling rider is needed because declines in usage per customer cause a significant 
under recovery in the fixed cost of service and an inability to earn authorized returns, 
the AG asserts that nowhere in any AIU witness' testimony does there exist evidence 
that decreases in usage per customer are limited to residential and small commercial 
customers.  Nevertheless, Rider VBA does not apply to other customer classes.  
Therefore, according to the AG, Rider VBA constitutes unreasonable discrimination 
against residential and small commercial customers.  The AG avers that adjusting the 
monthly charges to these customer classes, based on changes in future gas usage (and 
the margin revenues produced), from the baseline level of revenues per customer 
established in this case, but not for AIU's other customer classes, contradicts the 
prohibition in Section 9-241 against unreasonable discrimination between customer 
classes. 
 

b. Policy Considerations 
 
 A part of any rate case, the AG relays, is the ―matching principle,‖ which 
recognizes the importance of matching within the test year all revenues and costs 
(expenses, rate base, rate of return) to determine needed changes in utility service 
pricing.  As long as revenues and costs remain in approximate balance, causing a 
utility‘s earnings to stay within acceptable proximity to authorized return levels, the utility 
may be able to go many years between rate cases.  The fundamental problem with 
riders, the AG argues, is the potentially serious distortion of the matching principle 
under traditional ratemaking that occurs when a single expense item is tracked in 
isolation, thereby ignoring other changes occurring to expenses and revenues that 
affect a utility‘s revenue requirement. 
 
 A related concern of the AG is that implementation of any rider focusing on a 
single expense item will eliminate or reduce the incentive for utility management to 
control and reduce costs.  Because rates are typically fixed for a period of years, the AG 
asserts that the regulatory lag that occurs provides utility management with efficiency 
incentives and symmetrical risks and opportunities for both ratepayers and shareholders 
-- depending on cost and revenue trends -- between rate cases.  The AG notes that 
regulatory lag has worked out well for AmerenCILCO's gas operations, which AIU 
admits is currently over earning.  Another advantage of traditional test year ratemaking 
over riders identified by the AG is the intensive focus upon utility operations and costs 
that occurs in a rate case in which Staff and other interested parties can carefully 
examine the components making up the revenue requirement. 
 
 In addition to the reduction in management incentives (resulting from eliminating 
regulatory lag), AG/CUB witness Brosch identifies other concerns stemming from rider 
recovery of certain rate elements:   
 

 Shifting of cost responsibility and risk to customers who are least able to 
influence cost levels or sales levels; 
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 Increases in tariff and bill complexity that may be difficult to explain to 
customers or that may complicate customers‘ ability to control their costs; 

 Administrative complexity and additional costs associated with audit 
verification and administration of complex accounting entries, cost allocations 
and/or tariff calculations, often on an accelerated procedural schedule; and  

 Potential for inadequate regulatory oversight and auditing of rider tariffs. 
 
Given the importance of the matching principle in traditional ratemaking and the 
potential problems inherent in rider recovery of rate elements, the AG contends that 
exceptions to normal test year ratemaking should only be allowed when extraordinary 
circumstances exist that preclude the setting of just and reasonable rates through the 
traditional test year process.  The AG maintains that there has been no showing by AIU 
of any extraordinary circumstances sufficient to justify departing from the continued 
balanced regulation of future changes in AIU's costs and revenues via periodic rate 
cases. 
 
 Mr. Brosch testifies that costs or revenue changes to be tracked through a rider 
should generally have all of the following characteristics to merit the exceptional and 
preferential treatment inherent in riders: 
 

 Substantial enough to have a material impact upon revenue requirements and 
the financial performance of the business between rate cases; 

 Beyond the control of management, where utility management has little 
influence over experienced revenue or cost levels; 

 Volatile in amount, causing significant swings in income and cash flows if not 
tracked; 

 Straightforward and simple to administer, readily audited and verified through 
expedited regulatory reviews; and 

 Balanced, such that any known factors that mitigate cost impacts are 
accounted for in a manner that preserves test year matching principles. 

  
The AG asserts that it is no coincidence that the general criteria for rider treatment that 
are cited and discussed by Mr. Brosch are closely aligned with the factors considered 
and adopted in the Commission and Illinois court cases cited above.  The AG maintains 
that AIU has failed to make a case that extraordinary rider treatment of revenues lost 
due to declines in usage per customer is needed from a financial perspective in order 
for AIU to have a reasonable opportunity to achieve a fair return on investment. 
 
 The arguments that AIU has made in support of Rider VBA are meaningless red 
herrings in the AG's view.  In response to AIU's claim that full recovery of fixed costs is 
at risk because a portion is based on volumetric charges, the AG counters that AIU fails 
to acknowledge that the Commission sets rates after considering normal weather and 
the estimated number of bills that a utility expects to issue.  Focusing on margin 
revenues per customer, the AG continues, also ignores the fact that AIU's revenue 
streams and expenses are dynamic.  For instance, revenue from new customers may 
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compensate for existing customers' decreased usage.  Improvements in productivity 
can also reduce expenses to compensate for existing customers' decreased usage.    
 
 The AG states further that under AIU‘s ratemaking paradigm a natural gas 
delivery utility should be made whole for all per customer load losses, no matter 
whether the decline in usage is due to conservation efforts, customers‘ desire to dial 
down the thermostat and reduce winter heating bills in response to high gas prices, or 
the prevalence and installation of more efficient appliances.  Moreover, according to the 
AG, AIU witness Cooper confirmed that as customers increase their efforts to conserve 
natural gas, their delivery service rates will increase. (Tr. at 539-540)  The AG is 
troubled that the amount of natural gas service used by a customer becomes irrelevant 
to the amount of money owed to the utility for gas delivery service.  When usage per 
customer declines, AIU generally and theoretically asserts that its overall revenues and 
profits decline and its cost of service is not fully recovered.  Even when revenues 
collected from new customers offset the impact of reduced usage by existing customers 
so that there is no loss in overall revenues, the AG understands that a surcharge may 
nonetheless be imposed on residential and small commercial customer bills under Rider 
VBA.  Similarly, the AG also understands that even if total revenues exceed the level 
approved in this rate case, a surcharge will be imposed if use per customer declines. 
 
 Conspicuously absent from the record, the AG avers, is any evidence that overall 
margin revenues have dropped precipitously or become unstable in the years since 
AIU's last gas rate case so as to justify the unorthodox ratemaking treatment that Rider 
VBA brings.  Moreover, the AG states that AIU provided no attrition studies or estimates 
of any kind showing margin revenue losses that will occur in the future that suggest that 
it will be unable to earn its authorized return after the entry of the rate orders in this 
proceeding or that justify the approval of Rider VBA.  In fact, the AG points out, gas 
usage per customer has been declining for decades, yet AIU has been able to operate 
under the traditional rate making approach without decoupling.  Rejecting Rider VBA will 
not harm AIU, the AG observes, because when under-recovery does occur the 
traditional rate case filing process is still available to AIU.  Additionally, as noted above, 
had Rider VBA been in effect from 2004 through 2006, the AG reports that AIU would 
have collected an additional $38.8 million in gas delivery charges--a cumulative impact 
of about 7.1% of overall margin revenues in those years.  The AG asserts that this 
would have been an unjust windfall to AIU since the traditional rate case process would 
have protected AIU's interests. 
 
 The AG does not accept AIU's argument that Rider VBA is necessary to remove 
any disincentive to promote energy efficiency.  First, the AG points out that AIU has no 
history of providing energy efficiency programs or assessing their effect on customer 
usage.  Given this lack of experience, the AG claims that the discussion regarding the 
alleged disincentive to promote efficiency rings hallow.  Second, the AG notes that AIU 
has no plans for energy efficiency programs beyond the $6.5 million program at issue in 
Docket No. 08-0104.  While AIU asserts that implementation of that program is 
contingent upon approval of Rider VBA, the AG observes that AIU witness Nelson 
acknowledges that the Commission can direct AIU to provide the program without Rider 
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VBA.  Third, the AG maintains that Rider VBA may actually discourage customers from 
increasing the efficiency of their home or business or otherwise reduce their gas usage 
if their total bill is less dependent on the amount of gas they use.  The AG finds AIU's 
concerns about promoting efficiency particularly specious when one considers that AIU 
is only seeking decoupling for its gas operations.  As Mr. Nelson explains in his 
response to AG 3.03(c) (MLB), "average electric sales per customer are not declining.  
Implementing a decoupling mechanism for the electricity business likely would have the 
effect of providing [AIU] with less revenue over time, and would hasten the need for a 
subsequent rate case--neither of which is in the interests of [AIU] or its customers." (AG 
Initial Brief at 43)  Thus, the AG concludes that AIU is apparently proposing only gas 
decoupling in furtherance of the simple financial goal of collecting the maximum 
revenue between rate cases for the benefit of shareholders--and not due to any 
altruistic motivation to remove disincentives to promoting energy efficiency. 
 
 The AG is also concerned by the additional administrative burdens that approval 
of Rider VBA will bring.  According to the AG, Mr. Brosch and Staff witness Lazare both 
express concerns about the additional burden that review of three additional riders, and 
the three annual rates of return reports, will impose on all parties.  The AG is not 
persuaded by AIU's assurances that Rider VBA reconciliations will be simple and 
uncontroversial. 
 

4. CUB's Position 
 
 CUB objects to Rider VBA and relies on Bluefield, Hope, and Finkl in the same 
manner as the AG.  CUB also discusses the arguments of Mr. Brosch.  CUB spent 
additional time, however, discussing BPI II.  In BPI II, the Illinois Supreme Court 
described the rule against single-issue ratemaking as recognizing that the revenue 
formula is designed to determine the revenue requirement based on the aggregate 
costs and demand of the utility.  Therefore, it would be improper to consider changes to 
components of the revenue requirement in isolation.  Often times a change in one item 
of the revenue formula is offset by a corresponding change in another component of the 
formula.  To demonstrate this point, CUB states that an increase in depreciation 
expense attributable to a new plant may be offset by a decrease in the cost of labor due 
to increased productivity, or by increased demand for electricity.  (CUB explains that 
demand for electricity affects the revenue requirement indirectly.  The yearly revenue 
requirement is divided by the expected demand for electricity to arrive at a per kilowatt-
hour ("kWh") rate.  If actual demand is more than the estimated demand used in the 
formula, the utility's revenues increase.)  In such a case, CUB states that the revenue 
requirement would be overstated if rates were increased based solely on the higher 
depreciation expense without first considering changes to other elements of the revenue 
formula. Conversely the revenue requirement would be understated if rates were 
reduced based on the higher demand data without considering the effects of higher 
expenses.  (See BPI II, 146 Ill. 2d at 244-45)  The exception permitting recovery of 
costs outside of the traditional rate-setting process is recovery through riders.   
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 Riders allow a utility to collect revenues associated with a particular cost as it is 
incurred, without waiting until it files a general rate case to recover such expenses.  
CUB quickly points out, however, that rider cost recovery is only permitted under limited 
circumstances, as discussed in Finkl.  In this instance, CUB does not believe that it is 
appropriate to make up for declining revenues, due to decreased gas usage, through a 
rider.  CUB maintains that the proposed Rider VBA is beset by many problems.  First, 
CUB is not convinced that Rider VBA is necessary and notes that AmerenCILCO's gas 
operation is over-earning despite declining gas usage by customers.  CUB adds that 
fluctuation in earning is common between rate cases and that regulatory lag can even 
work to a utility's advantage, as it is currently for AmerenCILCO.  When earnings are 
consistently low, CUB asserts that the proper course of action is to file for a rate 
increase. 
 
 CUB is also troubled by AIU witness Cooper's assertion that, rather than 
reviewing its proposed rates under the standards articulated in Article IX of the Act 
regarding just and reasonable rates, the Commission should consider that ―the real 
metric for determining whether the tariffs for a utility are just and reasonable is a 
comparison between the margin revenues generated by these tariffs versus the margin 
revenue requirement necessary for the utility to have a reasonable opportunity to earn 
its Commission authorized rate of return.‖ (Ameren Ex. 25.0 at 7)  He further argues that 
the current rate structure has not resulted in earning the respective authorized rates of 
return.  CUB contends that this argument invents a new standard of review – the 
―margin revenue requirement‖ – that belies the Act and well-established regulatory 
policies and principles.  CUB believes that it is important to note that, while the 
Commission always establishes a revenue requirement level, it measures a utility‘s 
performance by whether it is meeting its approved rate of return.  In fact, CUB 
continues, the Commission up to this point has never approved a specific level of 
margin revenues or margin revenue requirement for any gas utility in Illinois. 
 
 CUB takes no solace in AIU's willingness to modify Rider VBA so that it more 
closely resembles the Rider VBA approved in the Docket Nos. 07-0241 and 07-0242 
(Cons.).  First, CUB argues that calling the rider a "pilot," while simultaneously 
subjecting all residential customers to potentially higher delivery rates for four years, 
without substantial review of the program, does nothing to improve it.  Second, Mr. 
Brosch testifies that the annual rate of return filings are no substitute for a correctly 
structured formula that accounts for all related costs and revenue changes between test 
years, and are virtually useless in determining whether the riders have caused AIU to 
earn returns in excess of those authorized by the Commission.  Third, since a majority 
of the delivery system costs are fixed, CUB states that ensuring that only the utility‘s 
fixed costs are reflected in the volumetric delivery charge and the associated Rider VBA 
surcharge will have little to no effect on the level of surcharges imposed under Rider 
VBA.10 

                                            
10 The Commission does not mean to slight CUB or diminish the worth of CUB's arguments by not 
addressing all of CUB's arguments in the Commission's review of CUB's position.  Rather, given the 
similarities between CUB's position and the AG's position, the Commission simply does not believe that 
repetition of such similar arguments in the Order is warranted. 
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 If it were the Commission‘s goal to provide utilities with guaranteed cost recovery 
of its fixed costs, CUB asserts that that policy would more appropriately dictate 
establishing recovery of all fixed delivery costs through the application of a fixed 
monthly charge to all affected customers.  While CUB acknowledges AIU's suggestion 
that increasing the monthly customer charge is an alternative to its decoupling proposal, 
CUB opines that AIU is not seriously proposing to increase the monthly charge.  If in 
fact that is what AIU is proposing, CUB contends that it would likely be rejected outright 
by this Commission as violating basic ratemaking principles like avoidance of rate 
shock, maintaining fair and equitable rates, and other cost of service principles.  
According to CUB, Dr. James Bonbright, an authority on utility ratemaking, has called 
into the question the propriety of uniform customer charges.  CUB quotes Dr. Bonbright 
as saying, ―uniformity of charge per customer (say, $10 per month for any desired 
quantity of service) has charm in avoiding metering costs.  Nevertheless, it is soon 
rejected because of its utter failure to recognize either cost differences or value-of-
service differences between large and small customers.‖ James C. Bonbright et al., 
"Principles of Public Utility Rates," at 397 (1988). 
 

5. IIEC's Position 
 
 From IIEC's perspective, and from a general customer perspective, riders are 
objectionable and should not be approved when the riders: (a) inappropriately shift 
operating risk from the utility to customers, as when the costs of service at issue are 
fully capable of base rate recovery, (b) adjust rates on the basis of only selected costs 
elements without considering other (possibly offsetting) costs, revenue changes, or 
other factors that affect the utility's overall profitability (also known as single-issue 
ratemaking), (c) distort or otherwise compromise the incentives for prudent and efficient 
utility operation built into the regulatory oversight and ratemaking process, or (d) create 
cross-subsidies or otherwise result in unfair cost recovery.  Because Rider VBA falls 
short of these criteria, IIEC opposes its implementation. 
 
 IIEC asserts that the current regulatory framework provides all interested parties 
with a fair opportunity to review all items affecting cost-based rates.  At the same time, 
IIEC continues, the existing regulatory framework provides utilities an opportunity to 
earn a fair return.  With Rider VBA, IIEC argues that AIU is inappropriately attempting to 
shift the risk of non-recovery of anticipated revenues to customers.  Currently, AIU's 
shareholders bear the risk that earnings could be adversely affected between base rate 
cases due to increases in costs or a reduction in revenue.  Conversely, AIU's 
shareholders benefit if the AIU gas utilities can successfully reduce costs or increase 
revenues between rate cases.  IIEC contends that these facts create a powerful 
incentive for AIU to operate cost-effectively and to promote economic development 
efforts in its service areas, increasing revenues, and improving AIU's bottom line 
between base rate cases.  IIEC states that Rider VBA would essentially make AIU 
indifferent to the impact of fluctuations in sales levels in the service areas, eliminating 
this incentive. 
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6. AARP's Position 
 
 AARP opposes implementation of Rider VBA.  While AIU claims that it "needs" 
this rider, AARP states that AIU has not provided an analysis of whether overall gas 
revenues are increasing.  As illustrated by AG/CUB witness Brosch, AARP reports that 
AIU's actual margin revenues have been relatively stable over the past 13 years, in 
spite of weather fluctuations and in spite of a supposed downward trend in usage.  
AARP states further that the addition of new customers has historically served to offset 
most or all of the declining usage per customer noted by AIU.  AARP concludes that 
there is no need for this piecemeal Rider VBA (which would not simultaneously 
recognize increases in customer numbers) based upon the evidence in the record of 
this case. 
 
 Despite the fact that AIU emphasizes that this rider would be ―symmetrical,‖ 
AARP argues that it would clearly tip the regulatory scales against consumers and grant 
an almost guarantee to the utility‘s margin revenues.  Mr. Brosch argues that specific 
margin revenues should not be guaranteed.  Such guarantees, AARP contends, 
fundamentally undermine the entire premise of rate of return regulation, forcing 
consumers to pay the utility a rate of return while shifting the risks of doing business 
onto those same consumers.  AARP reports that calculations show that based on 
historical records, AIU would have collected an additional $38.8 million in gas delivery 
charges from consumers from 2004 through 2006, a cumulative impact of 7.1% of 
overall margin revenues over that period of time. 
 
 Not only is the Rider VBA a piecemeal approach as to the rate of return formula 
for ratemaking, AARP notes that AIU's proposal is piecemeal as to its overall operations 
in that it is being proposed for its gas operations, but not its electric operations.  AARP 
relates that the reason given by AIU was that electric sales per customer are not 
currently declining, and thus an electric decoupling rider would likely produce less 
revenue for AIU.  AARP avers that such a response clarifies that the utility‘s goal is 
actually revenue enhancement, not the removal of any ―disincentive‖ regarding energy 
efficiency programs. 
 
 Furthermore, AARP suggests that the Commission should not embark upon 
another new decoupling pilot program, at least not until the People‘s Gas decoupling 
rider (just approved on February 5, 2008) is allowed to run its course and is then 
evaluated.  Launching straight into another similar ―pilot‖ may satisfy some sense of 
uniformity between regulated utilities, but according to AARP it would be to the 
detriment of yet another group of consumers without any proof that this specific utility 
truly ―needs‖ such a mechanism.  If a pilot program is to mean anything, AARP asserts 
that it should at least be used as an experiment to test the necessity for such 
extraordinary mechanisms and to analyze how much more ratepayers actually wind up 
paying. 
 
 Moreover, AARP continues, the Commission may learn from the People‘s Gas 
pilot what unintended customer reactions may develop when the benefits of 
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conservation are taken away from natural gas consumers.  AIU discusses how Rider 
VBA would reduce its ―disincentive‖ to support energy efficiency efforts, but according to 
AARP it did not discuss what impact the Rider VBA would have on customer behavior.  
Mr. Brosch concludes that Rider VBA will likely diminish the incentive for consumers to 
lower their thermostats, invest in energy efficient appliances and weatherization, or to 
participate in the very programs that AIU claims it wants to provide.  AARP believes that 
many of its members will likely feel discouraged from engaging in conservation, knowing 
that any overall gains in conservation would be quickly diminished by the operation of 
this rider. 
 

7. Commission Conclusion 
 
 Rider VBA as proposed only applies to GDS-1 and GDS-2 customers of each 
gas utility.  The Commission therefore understands that AIU is most concerned about 
declining gas usage by these two customer classes.  Of the fixed delivery service costs 
recovered through customer charges, volumetric delivery charges, and demand 
charges, AIU indicates that approximately 43% of its fixed delivery service cost is 
recovered based on the volume of gas used by customers.  The vast majority of the 
remaining fixed delivery service costs are recovered through the monthly customer 
charge.  Whenever gas usage by these two classes falls below the test year usage 
level, AIU's ability to recover that portion of its fixed costs collected through the 
volumetric charge is impaired. 
 
 Why AIU would want to recover as much of its authorized revenue requirement 
as possible is clear.  AIU has proposed Rider VBA as a means of recovering its fixed 
costs through the continued use of volumetric charges.  In Docket Nos. 07-0241 and 
07-0242 (Cons.), the Commission recently approved the use of a similar rider for 
Peoples and North Shore as a four year pilot program.  From this decision, it is evident 
that the Commission is willing to consider alternatives to the traditional method of 
recovering a portion of fixed costs through the volume based portion of the bill. 
 
 The Commission is fully aware that its decision in Docket Nos. 07-0241 and 
07-0242 (Cons.) was controversial.  Many of the same parties involved in that 
proceeding have participated in this proceeding and made many of the same arguments 
regarding AIU's proposed Rider VBA.  The Commission acknowledges those concerns 
and reevaluated them in this proceeding. 
 
 What carries the most weight is the argument that the Peoples/North Shore Rider 
VBA was approved as a pilot program, and it would make little sense to expand the pilot 
program to AIU without having any of the results from Peoples' and North Shore's 
experience.  AIU's proposed Rider VBA is very similar, if not substantively identical, to 
the Rider VBA approved in Docket Nos. 07-0241 and 07-0242 (Cons.).  If there are 
unknown flaws in the approved rider, it is likely that the same flaws exist in AIU's 
proposed rider.  Allowing Peoples and North Shore to implement this controversial rider 
under the pilot program, and hopefully identify any problems with the rider, before 
expanding it to a significant number of additional customers seems more prudent than 
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expanding the rider now without the benefit of any significant experience with the rider.  
Furthermore, using an alternative to Rider VBA that would still provide AIU a better 
opportunity to recover its fixed costs will supply the Commission more information with 
which to evaluate ways to recover a utility's fixed costs. 
 
 An alternative to Rider VBA that would still promote fixed cost recovery by the 
utility is recovery of a greater portion of fixed delivery costs through the fixed monthly 
charge to all affected customers.  AIU makes this suggestion and notes that under this 
method, utilities could not over- or under-recover their Commission-approved base rate 
revenue requirement with changes in sales.  AIU adds that this alternative would also 
send proper price signals to customers.  The Commission concurs with these 
statements and notes further that this alternative arguably decreases any disincentive 
AIU may perceive to implementing gas efficiency programs.  Specifically, AIU has 
pending before the Commission in Docket No. 08-0104 a gas energy efficiency plan 
which it indicates is contingent upon approval of Rider VBA.  The Commission 
anticipates that in light of the end result under the conclusion on this issue, AIU will not 
shy away from efforts to decrease gas consumption by its customers. 
 
 Accordingly, the Commission concludes that it will not adopt AIU's Rider VBA, 
but that it will direct AIU to increase its monthly customer charge for the GDS-1 and 
GDS-2 classes to recover more of its fixed delivery services costs.  AIU proposes a 
monthly charge of $15.00 for all GDS-1 customers.  AmerenCILCO's current monthly 
residential customer charge is $11.80.  The current monthly charge for AmerenCIPS 
Metro-East residential customers is $15.00.  For all other AmerenCIPS residential 
customers, the monthly charge is currently $10.50.  The standard monthly charge for 
AmerenIP residential customers is currently $10.27, while the non-standard monthly 
charge is $32.46.  The current and proposed monthly customer charges for small 
general service under GDS-2 vary depending on meter facilities and whether a 
customer is a sales or transportation customer.  Ameren Ex. 12.2G identifies the current 
and proposed monthly charges.  As mentioned earlier, AIU's proposed monthly 
customer charges for GDS-1 and GDS-2 customers would recover nearly 57% of AIU's 
proposed fixed delivery services costs.  AIU should modify its monthly customer 
charges for these classes to recover 80% of the fixed delivery services costs approved 
in this proceeding.  With regard to varying charges for the GDS-2 class, the increases 
should be proportionate to existing rates.  The Commission anticipates that this method 
of recovering fixed delivery costs will be simpler and easier for customers to understand 
than Rider VBA. 
 
 The Commission does not at this time approve recovery of all fixed costs in the 
monthly charges for two reasons.  First, it is expected that leaving a portion of fixed 
costs to be recovered through the volumetric rate will encourage AIU to seek ways to 
improve efficiency and otherwise cut costs.  Second, as the number of AIU's customers 
grows, AIU should experience growing revenue.  If all of its fixed costs were recovered 
through the monthly charge, AIU may arguably over-recover its fixed costs through the 
monthly charge. 
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 In order to gain sufficient experience to evaluate this method of recovering fixed 
delivery costs, the Commission anticipates that the approved ratio of fixed costs 
recovered from the customer charge and the volumetric rate must remain in place until 
at least December 31, 2012.  AIU may propose revisions to this ratio in its next rate 
case or rate design case thereafter.  By this time the Commission should also have the 
benefit of Peoples' and North Shore's experience with Rider VBA. 
 
 In their respective Brief on Exceptions, Staff and the AG complain that increasing 
the monthly customer charge to recover a greater portion of fixed costs will be 
detrimental to GDS-1 and GDS-2 customers.  While the Commission acknowledges that 
the monthly charges will increase and such increases may be more apparent on bills 
than changes to volumetric rates, the fact remains that the volumetric rates will 
decrease by a corresponding amount.  Therefore, on average, there should be no 
overall adverse revenue impact on customers resulting from recovering a greater 
portion of fixed costs through the monthly customer charge than a volume based rate.  
So that customers realize this, however, the Commission directs AIU to include in at 
least one bill insert soon after entry of this Order a statement explaining that a greater 
portion of the fixed costs of delivering gas will be recovered through the monthly 
customer charge and that the amount of fixed costs recovered through the volumetric 
charge has been correspondingly reduced. 
 

B. Rider QIP 
 

1. AIU's Position 
 
 AIU states that it intends to improve infrastructure performance (i.e., system 
reliability) by increasing both O&M expenditures and capital expenditures.  Specifically, 
AIU states that it plans to spend $909 million in electric capital expenditures for the 
2007-2009 time period.  Over two-thirds of these capital expenditures, AIU continues, 
will be dedicated to infrastructure improvement. 
 
 Certain factors, however, limit its ability to make infrastructure investments, 
according to AIU.  Obviously, access to capital funds is necessary.  AIU explains that 
some of those funds are provided by cash flow from operations, based on the revenue 
requirement and rate base from the most recent rate case.  AIU claims, however, that 
cash flow from operations will be insufficient to make such improvements based on a 
static rate base and revenue requirement.  AIU says that it will therefore have to go to 
the capital markets to secure funds for infrastructure investments.  Without a ready 
source of rate recovery for capital investments, AIU states further that there is no way to 
pay interest to debt providers or to pay dividends and provide a return to equity 
investors.  In other words, AIU is asserting that significant and continued investments in 
infrastructure can only be made, and sustained, when a fair return on and a return of 
investment are received on a timely basis.  AIU adds that capital investments made 
between rate cases cause earnings and return on equity to fall, further impairing the 
ability to raise capital. 
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 AIU indicates that it can address the regulatory lag issue in one of two ways: (1) 
delay projects so they are timed with a rate case; or (2) create a rate mechanism to 
reflect such incremental projects in rates on an on-going basis, subject to Commission 
review and reconciliation.  AIU proposes the incremental approach, which includes the 
capital costs of projects in rates as they are completed and placed into service.  Thus, 
AIU is seeking approval of Rider QIP to provide timely recovery of capital costs for 
certain distribution plant investments, thereby allowing continued investment in 
infrastructure.  The rider would recover costs associated with a defined set of plant 
additions beginning after December 31, 2007. 
  
 AIU proposes to limit the project expenses recoverable under Rider QIP.  For 
example, capitalized expenditures related to existing distribution plant would qualify for 
the rider.  Plant additions associated with new customers would not qualify for the rider, 
because those projects would produce additional revenue.  AIU explains that these 
criteria are consistent with its goal to make its system stronger and more durable 
because capital expenditures on existing distribution plant are made to either enhance 
the system or replace existing plant to increase system reliability. 
 
 Customers will benefit from the projects eligible for Rider QIP cost recovery, 
according to AIU, through enhanced system reliability, including fewer and shorter 
outages than would otherwise be experienced.  AIU indicates that these are not the only 
types of system improvements that could benefit customers.  Additionally, AIU states 
that investments may be required as a result of the Commission-mandated audit of 
AIU's delivery systems and storm preparedness when recommendations are received in 
2008.  AIU states further that it is studying ―smart metering‖ and ―smart grid‖ 
technologies that may provide future benefits to customers. 
 
 The concepts of smart metering and smart grid are currently being defined as the 
transformation of the electric delivery system of the 20th century into the delivery 
system of the 21st century.  Many envision the system of the future as one that will 
continue to use the same types of equipment that are used today for electric delivery – 
e.g., power lines, substations, and transformers − but also picture it as a fully automated 
delivery network that monitors and controls every customer and node, ensuring a more 
reliable flow of electricity and a two-way flow information between the power plant and 
the appliance, and all points in between.  AIU reports that smart metering, in addition to 
measuring electricity usage and voltage on a real-time basis, allows for two-way 
communication and provides the utility with new capabilities for operating and managing 
the delivery system.  Smart metering coupled with communication functionality could 
enable utility customers to see and understand how and when they consume electricity.  
This in turn, AIU continues, will provide consumers the ability to manage their 
consumption of energy and take advantage of time-based rates − shifting usage of 
energy from peak periods or high-cost periods, taking steps to conserve electricity, and 
reducing their energy costs. 
 
 Furthermore, while smart meters will satisfy traditional metering needs for the 
utility − the measuring of the consumption of energy for system design and billing 
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purposes - they could also serve as portals into the consumers‘ homes or businesses.  
AIU contends that smart meters will add additional value for both the consumer and the 
utility when the information they provide and the communication capabilities are used to 
enable distribution automation, demand response, load management, and real-time 
pricing.  As the electric delivery system or grid continues to evolve, AIU submits that 
smart meters could become an integral part of an array of intelligent electronic devices 
that will make up what is conceptually referred to now as the ―smart grid.‖ 
 
 AIU indicates that it has already invested in advanced meter reading ("AMR") 
technologies--beginning a 4-year deployment of automated meter reading technology in 
May, 2006.  AIU states that its commitment to the deployment of AMR technologies has 
required and will continue to require a significant investment in new and retrofitted 
meters, data gathering equipment, and telecommunications and information processing 
systems.  Benefits that AIU anticipates deriving from AMR technologies include, but are 
not limited to, reduced meter reading costs, improved reliability, and enhanced 
restoration efforts through remote detection of customer outages. 
 
 In addition to implementing some level of AMR technologies, AIU states that it 
intends to begin studying the costs, benefits, and steps that would be necessary to 
implement smart meters and the smart grid for residential and small commercial 
customers.  As of this year, AIU has begun assessing and comparing the current state 
of the energy infrastructure in the region to future scenarios involving smart grid 
technologies.  AIU also plans to identify additional programs and potential tariff offerings 
that would allow customers to begin to take advantage of some of the benefits of smart 
metering.  AIU argues that Rider QIP would facilitate investments in smart metering and 
a smart grid. 
 
 In an effort to address some of the concerns expressed by Staff and interveners, 
AIU modified its original Rider QIP proposal.  In particular, AIU proposes to change the 
definition of Rider QIP projects to include only those associated with system 
modernization or service reliability enhancements.  Further, before any project costs 
can be recovered through Rider QIP, AIU says that it will file a cost/benefit analysis.  
AIU has committed to make any such filing on or before April 1st of each applicable 
calendar year, providing nine months to review and approve any Rider QIP charges 
prior to the subsequent January 1 effective date.  Parties could intervene in a 
Commission proceeding initiated after the filing of a cost/benefit analysis and express 
their views on which projects or initiatives, if any, should qualify for rider recovery.  The 
Commission would then decide which projects or initiatives qualify. 
 
 AIU believes that the cost/benefit analysis should also address the concerns of 
the AG, IIEC, and AARP regarding the shifting of risk to customers and loss of 
incentives for the utility to behave in a prudent manner if Rider QIP is approved.  AIU 
argues that these claims should be disregarded since passing a cost/benefit test at the 
Commission must precede timely recovery of the costs associated with a project.  This 
process, AIU continues, results in maintaining the status quo, especially in times of 
escalating costs.  Moreover, AIU states that each utility is still bound thereafter to justify 
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the prudence of the expenditures actually made in an annual prudence review.  AIU 
asserts that it has every reason to behave in a manner that ensures that the 
Commission will not disallow costs.  To mitigate the impact of reviewing Rider QIP on 
the Commission‘s resources, AIU offers to pay a combined $100,000 annual filing fee.  
Concerning operational risk, AIU insists that Rider QIP does not shift operating risk; 
instead, it neutralizes operating risk.   
 
 AIU acknowledges AG/CUB witness Brosch's concern that Rider QIP does not 
take into consideration updates to the depreciation reserve, deferred taxes, and O&M 
expense.  He also states that Rider QIP does not consider potential savings related to 
new plant investment.  To address such concerns, AIU will be filing an annual rate of 
return report along with each Rider QIP filing to the extent that the subject costs are 
being recovered through the rider.  The annual rate of return report will contain updated 
depreciation reserves, deferred taxes, and O&M expenses, which the Commission may 
consider when evaluating whether or not to allow Rider QIP recovery.  AIU indicates 
that if the Commission determines that AIU is exceeding the allowed return, or if it 
believes potential savings, if any, from a project or initiative will cause AIU to exceed the 
allowed return, the Commission can choose not to allow Rider QIP recovery.  
Additionally, AIU agrees that Rider QIP can stand as a pilot program through and 
including December 31, 2012.  Thereafter, AIU would need to re-file Rider QIP or some 
variation of the rider if they seek to continue to recover costs in such a manner.   
 
 Staff witness Lazare's suggestion that AIU use a future test year to recover 
anticipated project costs does not sway AIU.  AIU claims that a future test year does not 
adequately address its concerns regarding regulatory uncertainty.  AIU states further 
that a future test year is difficult to prepare and both costly and burdensome. 
 
 AIU does not oppose Staff witness Stoller‘s recommendation that the 
Commission take up this type of rider in a broader proceeding, outside of a rate case.  
AIU states that the Commission should give serious consideration to initiating a 
proceeding to examine what it claims are "evolving" service quality standards.  But at 
the present, AIU is willing to make Rider QIP a pilot program now, with a definite 
expiration date.  AIU believes that the expiration date should address Mr. Stoller‘s 
concern since it allows the Commission to consider a permanent program or rule in a 
broader proceeding, while allowing Rider QIP to go into effect in the meantime. 
 
 In response to Mr. Brosch and IIEC witness Stephens arguing that the 
infrastructure project costs are predictable and controllable and therefore do not warrant 
rider treatment, AIU contends that there needs to be recognition of changing times and 
public policy.  AIU points out that in the Rate Relief Bill (Public Act 95-0481) passed last 
summer, there was recognition that the State, through electric utilities, would pursue 
energy efficiency and demand response programs and technologies.  As part of that 
policy, the General Assembly authorized the use of an automatic adjustment clause 
rider to be approved by the Commission to recover the subject costs.  Similarly, AIU 
continues, the General Assembly in late 2006 passed legislation mandating residential 
real time pricing.  A rider was also authorized that would allow the utility to recover its 
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costs.  AIU recognizes that these are legislatively mandated riders, but reasons that the 
Commission is an extension of the General Assembly and is fully capable of promoting 
public policies as well. 
 
 Mr. Stephens speaks of the opportunity for the utility to enhance cost recovery in 
between rate cases, as does AARP witness Smith.  AIU contends that a utility may have 
been more opportunistic in between rate cases when it owned generation, when 
increased load growth, off-system sales, or hot summers would have increased 
revenue.  Today, however, AIU maintains that a utility without generation does not 
experience the same benefits as a generation-owning utility that would allow it to absorb 
the lag associated with significant delivery investment without adversely affecting 
earnings.  Similarly, AIU does not accept Mr. Smith‘s claim of increased revenues 
between rate cases since AIU contends that costs will continue to escalate. 
 

2. Staff's Position 
 
 Staff recommends that the Commission reject AIU's proposed Rider QIP as it 
represents a deviation from traditional regulation that would add significant costs for 
ratepayers and to the regulatory process without providing any tangible benefits.  Staff 
acknowledges that AIU anticipates capital expenditures of $909 million for its electric 
systems over the 2007-2009 time period.  Staff also understands that AIU is concerned 
about the regulatory lag associated with recovering these costs through the traditional 
rate case process.  AIU's arguments in support of Rider QIP, however, do not sway 
Staff.  Staff points out that rider recovery should be reserved for highly volatile, 
uncontrollable, and/or unpredictable costs--a standard which even AIU recognizes.  Yet 
none of AIU's arguments, Staff notes, suggest that these costs are volatile, 
uncontrollable, or unpredictable. 
 
 If AIU expects to incur significant costs in the future, Staff suggests that a more 
reasonable approach would be to file a rate case based on a future test year.  A future 
test year could be designed to recover future investments that may not be appropriately 
captured in an historical test year.  In response to AIU's concerns that a future test year 
is difficult to prepare, costly, burdensome, and rarely used, Staff identifies three pending 
rate cases using future test years:  Docket No. 07-0507 (IAWC), Docket Nos. 07-0620, 
07-0621, and 08-0067 (Cons.) (Aqua), and Docket No. 08-0363 (Nicor).  If smaller water 
utilities have the capability of employing future test years, it is not clear to Staff why AIU 
should find a future test year prohibitively difficult to prepare or too costly and 
burdensome to implement.  Staff asserts that AIU‘s concerns about regulatory 
uncertainty should be dismissed as well.  Staff avers that the requirement that 
reasonable justification for system upgrades be provided in the ratemaking process is 
essential to protect the interests of shareholders and ratepayers alike.  Furthermore, 
Staff states that AIU can reduce regulatory uncertainty by providing strong support for 
the proposed investments. 
 
 Staff also understands that AIU is considering smart metering and smart grid 
technologies.  The problem that Staff has with AIU's interest in such technology is that it 
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is not clear whether Rider QIP is being proposed to make the system more reliable, to 
transform it technologically, or to do both.  The fact that the language of the rider and 
AIU witness Nelson‘s discussion of smart meters and the smart grid are both open-
ended raises a concern for Staff that approval of Rider QIP will give AIU a license to 
transform the distribution system beyond the ability of ratepayers to pay the 
corresponding costs.  As the events of 2007 clearly indicate, the concerns of ratepayers 
appear to be with the levels of their electric bills. 
 
 In response to Mr. Nelson's claim that customers would not pay any more for 
reliable service under Rider QIP, Staff argues that the reality would be the opposite.  In 
between rate cases, Staff asserts that AIU would be able collect additional amounts 
from customers, which contrasts with traditional ratemaking where utilities can not pass 
along additional costs once rates are set.  Moreover, Staff contends that AIU fails to 
provide adequate reason why ratepayers should be asked to pay an extraordinary price 
for what appears to be ordinary electric service.  Mr. Nelson testifies that customers will 
benefit from Rider QIP ―through enhanced system reliability, including fewer and shorter 
outages than would otherwise be experienced.‖ (AmerenCILCO Ex. 2.0E at 30; 
AmerenCIPS Ex. 2.0E at 30; AmerenIP Ex. 2.0E at 30)  Staff maintains that this higher 
quality of service is something ratepayers should normally expect from AIU--it should 
not be something for which they have to pay extra.  Furthermore, Staff relates that AIU 
has a statutory obligation to provide safe and reliable service at minimum cost.  Staff 
argues that AIU should not receive an additional financial reward, as would be provided 
by Rider QIP, to fulfill this obligation to maintain a safe and reliable system. 
 
 AIU examined two other riders when drafting its proposed Rider QIP.  One is the 
Qualifying Infrastructure Plant Surcharge Rider of IAWC.  The second is the 
Infrastructure Cost Recovery Rider proposed in the recent North Shore/Peoples rate 
case.  AIU argues that following a similar approach to these riders supports the 
Commission‘s goal of promoting ―uniformity of common riders.‖  The similarity of Rider 
QIP to the North Shore/Peoples proposed rider, however, causes Staff to urge caution 
since the Commission rejected the North Shore/Peoples proposed rider.  (See Docket 
Nos. 07-0241/07-0242 (Cons.), Order at 162)  Staff argues that AIU has failed to 
provide the full range of information discussed by the Commission and, therefore, AIU‘s 
proposed Rider QIP falls short of the standard set in Docket Nos. 07-0241/07-0242 
(Cons.). 
 
 Staff recommends further that if the methodology for recovering investments in 
infrastructure is to be changed, that change should not be made in this rate case.  Staff 
witness Stoller argues that the facts and policies involved should be thoroughly 
reviewed in a focused and separate proceeding.  Mr. Stoller suggests that the 
Commission give serious consideration to initiating a proceeding to examine "evolving" 
utility service quality standards, and possibly to changing the provisions of the 
Commission‘s rules at 83 Ill. Adm. Code 410, "Standards of Service for Electric Utilities 
and Alternative Retail Electric Suppliers" ("Part 410"), and 83 Ill. Adm. Code 411, 
"Electric Reliability" (―Part 411‖), consistent with modifications, if any, that need to be 
made to those rules regarding electric distribution system investment.   
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 Mr. Stoller discusses AIU's perception of its inability to earn a fair return on 
investment in the maintenance and modernization of utility distribution systems.  While 
utilities earn a return of and on their investment in their distribution systems, he notes 
that Mr. Nelson questions whether utilities earn a sufficient return on their investment to 
warrant investment that will improve their systems.  Mr. Stoller states that the broader 
question may be whether the regulatory process effectively addresses distribution 
system reliability and whether changes are warranted to improve utility distribution 
systems.  Answers to those broad policy questions would affect not only AIU, Mr. Stoller 
observes, but all utilities in Illinois. 
 
 Concerning the specifics of Rider QIP, Mr. Stoller does not offer a specific 
definition of what constitutes system modernization, but indicated that those are 
generally the type of projects to which he believed any expedited cost recovery 
mechanism such as Rider QIP should apply in its potentially broadest application.  Mr. 
Stoller also recommends completely eliminating language that would make Rider QIP 
applicable to ―service reliability enhancements,‖ saying that he believes that that 
definition is far too broad.  Additionally, Mr. Stoller testifies that he does not believe that 
all utility work on a distribution system that could be claimed, or even agreed, to 
enhance service reliability should necessarily be entitled to expedited cost recovery.  
Such work could easily include such traditional projects as replacing old and rotted 
poles or simply replacing old distribution lines.  Mr. Stoller acknowledges that while he is 
well aware that those projects can be valuable in maintaining and enhancing reliability, 
his position is that the Commission needs to be far more careful in defining what utility 
projects are entitled to expedited cost recovery treatment than to simply include in that 
category all projects that can be claimed or even demonstrated to enhance reliability. 
 
 If Rider QIP is implemented, Mr. Stoller agrees that a periodic filing and approval 
proceeding process would be a suitable approach.  He is not prepared to agree that 
going through a process each year would be necessary or advisable, but states that 
having a known and predictable process in place would be beneficial for planning 
purposes for any party that might be interested in participating.  He submits that 
perhaps the process should only occur at two-year intervals and perhaps the 
Commission approval process should be longer than the nine-month process that Mr. 
Nelson recommends.  Mr. Stoller does not claim to have the answers to such questions, 
but suggests that they are questions that could be resolved in the collaborative process 
he recommends.  Staff believes that Mr. Nelson‘s offer of payment to accompany such 
a filing is neither appropriate nor authorized by statute.  Staff is concerned that the 
payment would create the appearance of impropriety. 
 
 If the Commission opts to follow his recommendation of a collaborative process, 
Mr. Stoller states that the participants should consider and make recommendations to 
the Commission regarding (1) the appropriate technological route or routes to follow for 
smart grid or other utility plant investment, (2) how to define which utility projects should 
be eligible for Rider QIP, or some other form of expedited cost recovery consideration, 
and (3) the process through which projects that might be considered for expedited cost 
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recovery treatment should be proposed, evaluated, and approved and the time 
limitations for doing so.  Mr. Stoller suggests that the collaborative process move on an 
expedited basis, but should not be time-limited in advance.  He explains that neither the 
Commission nor any potential party knows at this time just how much information the 
parties might find it necessary to examine and how much time the parties may need to 
make recommendations.  Only when the collaborative process is completed, and the 
Commission adopts the recommendations that it finds appropriate, does Mr. Stoller 
believe that Illinois utilities should file for Commission consideration a Rider QIP-type 
tariff, or if the Rider QIP tariff has already been approved in this proceeding, begin 
proposing projects for expedited cost recovery consideration and treatment. 
 

3. AG's Position 
 
 The AG opposes implementation of Rider QIP.  Some of the AG's general 
arguments regarding the appropriateness of riders in the above discussion of Rider VBA 
are also applicable to Rider QIP.  Generally, with regard to Rider QIP, the AG contends 
that AIU has not provided any evidence of financial need for a rider for future distribution 
plant investments.  In addition, the AG finds that the proposed Rider QIP is conceptually 
and mechanically flawed, would add considerable administrative burdens for Staff, 
interveners, and the Commission, and approval of the rider would conflict with the 
parameters of utility ratemaking outlined both in the Act and by Illinois courts. 
 

a. Rider Treatment Eligibility 
 
 AG/CUB witness Brosch describes the general criteria employed by regulators to 
evaluate riders that are proposed as exceptions to traditional test year period regulation.  
The AG argues that Rider QIP fails every one of the general criteria that are routinely 
relied upon by regulators to evaluate rider proposals and highlighted by Illinois courts as 
appropriate for rider recovery.  The AG asserts that the continuing investments that AIU 
makes in electric distribution are clearly not ―highly volatile or unpredictable,‖ as 
evidenced by the fact that AIU management is able to control and budget such costs 
and make decisions regarding prioritization of capital spending.  On the contrary, the 
AG observes, continuing plant investments are subject to rigorous investment 
screening, as discussed by AIU witness Getz, and only very gradually contribute to 
changes in rate base. 
 
 Likewise, the AG contends that AIU's historical and projected investment levels in 
electric distribution plant do not indicate cost volatility or any apparent inability to 
manage and control spending.  The AG relates that past and future budgeted electric 
distribution plant spending has been and is expected to remain relatively stable, with an 
average expenditure level for the period of 2004 through 2011 of $157 million.  
Minimum spending of $121 million (23% less) occurred in 2005 and maximum planned 
spending of $181 million (15% more) is budgeted in 2008.  AIU‘s historical actual capital 
expenditure levels have been similarly non-volatile.  For the years 2004 through 2006, 
the AG reports that actual annual Gross Construction Expenditures, as shown on page 
5 of AIU's First Revised Schedule WPD-7, have ranged from $54 to $57 million per year 
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for AmerenCILCO, $45 to $82 million for AmerenCIPS, and $134 to $177 million for 
AmerenIP. 
 
 Moreover, the AG asserts that new electric distribution plant investments can 
create productivity improvements and reductions in expenses that help AIU mitigate the 
costs of increasing capital investments.  Significant amounts of electric distribution 
spending is targeted for reliability projects  that are responsive to problem areas prone 
to excessive outages – and when older, unreliable plant is replaced, the AG states that 
savings are expected because of reduced outage restoration effort and expense in 
those areas.  There are also opportunities, the AG adds, to deploy new technologies 
within the electric distribution network that are intended to capture expense savings.  
The AG points to the previously discussed four-year AMR project that began in 2006.  
AIU plans to expand AMR to an additional 1.1 million meters in Illinois by the end of 
2009.  The AG states that the primary reasons for investing in this large project are 
savings in operating cost and improvements in customer service enabled by AMR 
technology.  The AG notes that AIU elected to deploy AMR under traditional regulation 
and without any extraordinary Rider QIP ratemaking treatment. 
 
 The amount of money to be generated by Rider QIP likewise is not significant 
enough in relation to the total revenue requirement to justify rider treatment, according 
to the AG.  In its response to Data Request No. AG-1.30, AIU provides illustrative 
calculations of the quarterly Rider QIP calculations that would apply to its ―forecasted 
2007 distribution plant additions‖ totaling $36.1 million.  At this assumed spending level, 
the AG states that Rider QIP incremental quarterly and annual revenues would be 
$200,000 and would steadily ramp upward between rate cases as more plant is added 
each quarter.  Extrapolating projected distribution plant additions at this pace, the AG 
continues, would suggest estimated annual revenue impacts of approximately $2.0 
million in year one, $5.4 million in year two, and $9.2 million in year three (assuming no 
rate cases).  While AIU has not justified its financial need for any of this incremental 
revenue, the AG goes on to say that by year three the incremental revenue of $9.2 
million and corresponding incremental income after taxes of about $5.5 million is clearly 
not large in relation to total proposed electric utility operating income for the utilities of 
$189.3 million.  Because the revenue requirement impact translates into only about 16% 
of the dollar amount of incremental capital spending, the AG asserts that AIU would 
need to vastly expand its planned electric distribution capital spending to experience the 
large or potentially volatile revenue requirement impacts that are normally required for 
special rider approval. 
 
 Furthermore, the AG insists that there is no evidence that traditional regulation 
has precluded AIU from taking advantage of cost effective opportunities to make or 
accelerate capital expenditures.  The AG observes that to date, AIU has successfully 
modernized its network and, generally speaking, maintained reliability over the years, 
without benefit of an automatic rider recovery mechanism for distribution system 
modernization projects.  AIU has been investing hundreds of millions of dollars in new 
plant every year in the normal course of business.  Additionally, the AG notes that AIU 
fails to identify any particular investment project required to meet its service obligations 
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to its customers that it could not make because of the absence of a mechanism like 
Rider QIP.  Also of importance, the AG adds, is that all of those expenditures historically 
made by AIU were incurred without advanced Commission approval. 
 

b. AIU's Current Budget Process 
 
 The AG reports that AMS' Managing Supervisor of Business Performance, Mr. 
Getz, oversees the capital budget process and testifies that he was unaware of any 
specific projects that AIU was unable to finance through internally generated funds and 
the capital markets that would be appropriate for Rider QIP inclusion.  Similarly, Mr. 
Getz confirms that AIU has not specifically identified any projects that will be proposed 
in the rider.  The AG professes amazement that Mr. Getz is unaware at this point as to 
how the Rider QIP process is to work.  The AG is also concerned by Mr. Getz's 
testimony that Rider QIP would simply provide additional funds for the financing of 
capital projects ―that may not make the cut today.‖ (Tr. at 606)  This raises a question 
for the AG of whether the preferential ratemaking under Rider QIP may induce AIU to 
invest in certain capital projects that are otherwise only marginally justified under AIU's 
economic analyses. (See generally Tr. at 600-606) 
 
 If Rider QIP is adopted, Mr. Brosch is concerned that the incentive for utility 
management to act prudently with expenditures between rate cases will be lost, or at 
least diminished.  According to the AG, Mr. Getz confirms the efficiency of AIU's existing 
budget process under traditional regulation.  Mr. Getz testifies that the existing method 
begins in April and typically ends in December.  According to Mr. Getz, and AG Cross 
Exhibit 6, capital budgets are created for each of the three utilities based on 
approximately 20 internally defined budget groups, such as line transformers, meters, 
and distribution substations.  Blanket or standing work orders are budgeted in April and 
reviewed by a Central Review Committee ("CRC") of managers to see if they seem 
reasonable in terms of the dollars that are identified and the rationale provided.  The 
business performance supervisor reviews these in May.  The process is designed, 
according to Mr. Getz, to ensure that allocated dollars are efficiently earmarked to 
ensure the availability of dollars for specific projects.  Mr. Getz states that some projects 
are sent back to individual budget groups as rejected for further refinement.  He adds 
that revisions are sometimes made to estimates. (See generally Tr. at 607-612) 
 
 The AG continues to describe AIU's budgeting process by relating that Mr. Getz 
testifies that engineers submit specific projects for consideration into the Integrated 
Spending Prioritization (―ISP‖) Tool during May of each year.  These projects are 
typically valued at $100,000 or more.  The ISP Tool is an ―optimization program‖ with 
weightings based on safety, System Average Interruption Frequency Index reliability, 
and other factors that are applied to each specific project to rank the projects.  
According to Mr. Getz, the CRC meets in June to review specific project prioritization 
through the ISP Tool as well as budgeting personnel prioritization based on preliminary 
capital targets from the Treasurer‘s organization.  Hard capital targets are established in 
August and any adjustments that need to be made are done so by the CRC.  At this 
point, Mr. Getz explains, AIU is trying to ―fine tune‖ the capital budget, with another 
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review of the budget numbers developed in June.  The recommended budget is then 
forwarded to the AIU President and Vice Presidents for review. (See generally AG 
Cross Exhibit 6 and Tr. at 613-616) 
 
 Mr. Getz confirms that this capital budget process is designed to include checks 
and balances that contribute to the provision of reliable service while maintaining AIU's 
shareholders‘ and ratepayers‘ financial interests.  In addition, he verifies that this budget 
process helps ensure that AIU invests in capital projects that are needed for both 
reliability and to meet customer demand for services.  Mr. Getz asserts that the existing 
capital budget process ―does a good job of prioritizing‖ capital spending, and that these 
checks and balances have helped ensure that AIU‘s electric rates are least cost from 
the customers‘ perspective. (Tr. at 618) 
 
 The AG finds it ironic that, if approved, Rider QIP would reduce the normal 
regulatory lag incentive that a utility faces between rate cases, and provided evidence of 
such incentive in the above-described AIU capital budget process.  Such a reduction 
serves to encourage careful management and optimization of capital expenditures.  The 
AG is concerned that Rider QIP would provide expedited piecemeal rate increases for 
incremental qualifying capital investment between rate case test years, and diminish 
management‘s obligation to carefully manage and optimize capital expenditure levels.  
When asked during cross-examination whether Rider QIP projects would run through 
the existing capital budget process, the AG reports that Mr. Getz testified that he was 
―not sure what the plan is going forward, or, you know, what the process is envisioned 
to be.‖ (Tr. at 598) 
 
 The AG further argues that there is no evidence that AIU faces a financing 
problem that makes Rider QIP necessary.  The AG notes AIU witness Nelson's 
testimony that, "(w)ithout a ready source of rate recovery for capital investments, there 
is no way to pay interest to debt providers or to pay dividends and provide a return to 
equity investors." (AmerenCILCO Ex. 2.0E at 28)  The AG considers it significant that 
Mr. Nelson does not state that AIU is unable or unwilling to invest in new plant.  The AG 
asserts, that AIU enjoys considerable cash flow from its regulated operations in Illinois 
and expects to continue to be able to finance most of its planned construction 
expenditures from internally generated cash flow from operations.  In its response to 
Data Request No. AG (MLB) 3.09, AIU provided its most recent confidential financial 
projections of income, balances sheets, and cash flows for the years 2008-2010 
assuming no rate relief is granted in the pending rate cases.  Mr. Brosch finds it 
instructive that AIU expects to generate virtually all of the capital needed to finance 
planned construction activities in Illinois from the cash flows produced by consolidated 
utility operations (rather than capital markets), as shown in the proprietary table at page 
61 of his direct testimony.  From this information, the AG contends that it is clear that 
Rider QIP is not needed by AIU to provide access to capital markets on reasonable 
terms, because traditional ratemaking and the strong cash flows arising from operating 
income and the collection of depreciation for existing plant service generates most or all 
of the cash required by AIU for new investment in Illinois. 
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c. Ambiguity Concerns 
 
 Under Rider QIP, capitalized expenditures related to existing distribution plant, 
but not those additions associated with new customers, would qualify for the rider.  In 
addition, the rider lists nine accounts for which cost recovery under Rider QIP is 
possible.  According to Mr. Nelson, Rider QIP projects include only those "associated 
with system modernization or service reliability enhancement."  The AG, however, is still 
concerned that the terms of Rider QIP may permit AIU to recover nearly any plant 
investment under Rider QIP.  For example, the AG notes that under cross-examination, 
AIU witness Cooper acknowledged that the majority of capital investment projects for 
electric delivery service would be listed under these nine accounts. (Tr. at 514) 
 
 Additionally, Mr. Brosch notes that it is often difficult to distinguish whether 
specific electric distribution projects are partially driven by growth in customer demand.  
The AG argues that new investments made to extend distribution lines and to connect 
new customers with meters and services should clearly be excluded from Rider QIP 
because AIU desires retention of new business margin revenue for its shareholders 
between test years.  Mr. Brosch adds that construction costs incurred to replace existing 
facilities with larger and newer facilities may not be solely related to either growth or 
reliability, but instead be driven by a combined need to replace obsolete or unreliable 
equipment as well as a need to expand capacity of existing circuits.  When asked in 
Data Request No. AG 1.39(b) to clarify how Rider QIP would apply to ―capital 
expenditures that are made to increase the capacity of existing primary distribution 
feeders to accommodate growth in demand caused by new customers in the area 
served,‖ the AG relates that AIU responded, ―If the reason for the distribution feeder 
project was triggered solely by the demand growth of new customers added subsequent 
to the test year period for the most recent rate case, then none of the project capital 
expenditures would qualify for QIP treatment‖ (emphasis added).  The AG interprets this 
to mean that any project driven jointly to meet demand growth and address reliability 
concerns would fully qualify for Rider QIP inclusion, under this liberal interpretation of 
the project inclusion criteria AIU is proposing for the rider. 
 
 With regard to the phrase "system modernization or service reliability 
enhancement," Mr. Brosch notes that ―system modernization‖ is a vague term that is not 
defined anywhere in AIU's rebuttal testimony and could be construed to include virtually 
any project that employs currently available materials or technologies to replace older, 
existing plant assets.  The same is true, he continues, for the new ―service reliability 
enhancement‖ classification proposal, because the replacement of nearly any older or 
deteriorated plant asset with newer materials or equipment could reduce the possibility 
of failure and customer outage and thereby enhance reliability. 
 
 With respect to the proposed filing of cost/benefit analyses, the AG is troubled by 
the fact that no details are provided to explain what methodologies or cost/benefit 
metrics are to be employed or what level of detail or accuracy will be contained in such 
―analyses.‖  Given the vague definition of types of modernization or reliability projects 
that may be proposed as well as the complete lack of details regarding how the 
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promised cost/benefit analyses will be performed or measured, it is impossible for the 
AG to tell how much or little detailed information would be contained in the proposed 
annual filings and related analyses.  The AG believes that it is conceivable that each 
annual filing by AIU may contain a large number of individual capital projects, each with 
some level of supporting economic analysis that requires detailed discovery and study 
by Staff and any concerned interveners before any informed Commission deliberation or 
approval of charges to customers could occur.  In apparent recognition of the regulatory 
burden these filings would represent, the AG notes that AIU offered to contribute 
$100,000 to the Commission to fund Staff (but not interveners‘) review of these filings.  
The AG adds that it is unclear whether AIU intends to try to pass this $100,000 through 
to customers. 
 
 When asked by the AG in discovery to provide a specimen copy of a cost/benefit 
analysis, AIU responded by stating, ―The form of the cost/benefit analysis has not yet 
been drafted; however, AIU intend that it be similar to that which the Commission 
described in its Order in the recent Peoples/North Shore case.‖  The AG finds the 
reference to the Commission‘s Order in Docket Nos. 07-0241/07-0242 (Cons.) unhelpful 
since the Commission did not prescribe any form of cost/benefit analysis.  Rather, the 
Commission listed some additional information that might have made it easier to 
approve the proposed infrastructure rider.  The AG asserts that AIU should not be 
allowed to implement Rider QIP by simply indicating the intent to comply with 
cost/benefit analyses that are largely undefined. 
 
 In addition, the AG states that Rider QIP is flawed in its failure to account for two 
elements of the revenue requirement calculation that change in direct relation to 
changes in gross plant investment – the accumulated deferred income tax reserve and 
the accumulated depreciation and amortization reserve.  Since these balances are 
treated as subtractions in determining rate base, the AG avers that it is completely 
unreasonable for AIU to include gross plant additions within Rider QIP and not also 
include the growing deferred income tax and accumulated depreciation balances that 
also tend to increase from year to year.  Mr. Brosch explains that the rider is driven by 
quantification of the term ―NetQIP‖ in the tariff, which includes the ―Original cost of QIP 
less accumulated depreciation.‖  By defining qualifying investment this way, the tariff 
completely fails to account for the additional deferred income taxes arising from the 
incremental plant investment.  Mr. Brosch also contends that there is also a problem 
with the narrowly defined ―less accum depr‖ term that is used to quantify ―NetQIP.‖  The 
accumulated depreciation that is recognized under Rider QIP is limited to depreciation 
accruals only upon the new QIP Plant investment dollars.  According to Mr. Brosch, in 
reality, AIU continues to collect depreciation and build its Accumulated Reserve for 
Depreciation based upon application of depreciation accrual rates to all plant 
investment, not just incremental new investment.  In fact, he explains, depreciation on 
embedded prior year capital investment produces considerable cash flow for QIP that is 
available for reinvestment in incremental new plant, as shown in Table 9 (page 61) of 
AG/CUB Ex. 2.0, and that can not be ignored if a balanced tracking of changes in actual 
net plant investment is to be achieved through any rider tariff. 
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 The AG identifies other mechanical difficulties in auditing Ride QIP.  The AG 
states that neither the input values nor the computations involved in administering Rider 
QIP plant investment can be readily audited and verified through expedited regulatory 
reviews.  Rider QIP relies upon several input values that should become ―fixed‖ in this 
rate case, including the gross revenue conversion factor ―GRCF‖ and the weighted cost 
of capital inputs "WCCE," "WCPE," "WCLTD," and "WCSTD."  But, according to the AG, 
the quarterly capital expenditure amounts in each account that qualify for inclusion in all 
the calculations would need to be verified for each quarterly filing and then again in 
annual reconciliation filings, with interest accrued on over and under-recoveries.  The 
complexity of the calculations involved in administering Rider QIP is evident to the AG 
from the four pages of single-spaced text required in AIU witness Cooper‘s testimony 
just to define the terms involved, before any data is actually analyzed or rates 
calculated. 
 
 AIU apparently contemplates rapid implementation of Rider QIP quarterly rate 
increases, with an informational filing on the 20th day of the month preceding the 
effective date of the QIP surcharge percentage, which the AG fears would allow no 
substantive analysis or audit of the plant costs that would cause such rate increases.  
The AG believes that Rider QIP raises a fundamental question regarding whether it is 
necessary for any Staff audit or other regulatory examination to occur before new plant 
investments can be included within rate base for cost recovery from customers.  The 
primary input values under Rider QIP would be the ―NetQIP‖ recorded original cost plant 
additions recorded each quarter, reduced by project costs that relate to ―new business.‖ 
In the event the Commission or Staff determine that any prudence review or financial 
audit of recorded plant investments is required prior to increasing rates to recover the 
incremental new NetQIP plant investment, the AG states that considerable 
administrative costs and procedural delays may be unavoidable with implementation of 
Rider QIP. 
 

d. Legal Considerations 
 
 Among the statutory provisions that the AG has considered is Section 9-211 of 
the Act, which provides that a utility's rate base shall reflect only the value of such 
investment which is both prudently incurred and used and useful in providing service to 
customers.  The AG contends that Rider QIP violates this precept since it permits 
surcharges on customer bills to cover the carrying costs of new investment before there 
has been any Commission review of the prudency or used and usefulness of the Rider 
QIP investments.  While Rider QIP would include an after-the-fact prudency review as 
part of the annual reconciliation of the preceding calendar year rider surcharges, the AG 
points out that customer rates would have already increased, reflecting investment prior 
to any prudency assessment.  The AG also objects to Rider QIP on the legal grounds 
that it violates the rule on single-issue ratemaking, least-cost requirements, and many of 
the other legal principles that it discusses in the context of Rider VBA. 
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4. CUB's Position 
 
 CUB objects to the implementation of Rider QIP, citing in defense of its position 
the rule on single-issue ratemaking, the broad scope of eligible projects under Rider 
QIP, the lack of any specific project plans, the delay in any customer receipt of savings, 
and the improper transfer of risk from shareholders to customers.  CUB also states that 
to the extent AIU's request for Rider QIP is based on the eventual implementation of a 
smart grid, the rider should be rejected given AIU's lack of specificity with regard to 
smart grid implementation.  CUB witness Cohen, though not opposed to implementation 
of a true smart grid where the benefits outweigh the costs, takes issue with the propriety 
of rider treatment for smart grid investments.  Instead, Mr. Cohen recommends that the 
Commission order immediate commencement of a collaborative stakeholder process to 
examine the changing nature of the utilities‘ service obligations and address the costs 
and benefits of particular smart grid strategies.  He testifies that the stakeholder process 
should be led by an independent expert facilitator with experience in similar processes 
elsewhere, who could assimilate the latest technical information and regulatory policy 
from around the country in a highly specialized and rapidly evolving field.  Mr. Cohen 
believes that a high level of experience with similar processes will enable the facilitator 
to set the agenda, manage the flow of information, and focus the collaborative on timely 
achievement of its goals.   
 
Mr. Cohen further recommends that the Commission order a statewide process to 
consider smart grid and related issues, in order to ensure that uniform principles, 
policies, and standards are applied where appropriate. 
 
 Mr. Cohen and CUB witness Kiesling both testify about the vast potential benefits 
of a true smart grid, but also caution that such benefits will only be realized if the 
Commission approaches smart grid planning strategically, and with ratepayers‘ best 
interests in mind.  Mr. Cohen states that a true smart grid has the potential to facilitate 
optimal procurement planning as well as other system benefits.  Smart grid technologies 
integrate electric generation, delivery, and consumption systems with communication 
systems to improve system function and reliability and also potentially to provide a 
variety of electricity products and services to the diverse range of customers in the 
electricity network.  Further, smart grid holds the potential to reduce operating and 
maintenance costs while improving reliability, as well as reduce the cost of long-run 
generation, transmission, and distribution investments by reducing peak load. 
 
 Ms. Kiesling lays out the necessary foundations for any smart grid planning 
process and advises that this Commission should approach smart grid investment from 
a proactive and strategic policy framework stand point, rather than the reactive 
approach.  She explains why a utility-specific system engineering process is essential at 
the outset, the danger of premature commitment to a particular technology, and the 
need to ―future-proof‖ smart grid decision-making.  Ms. Kiesling identifies the following 
characteristics as defining a true smart grid: 
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 Self-healing: a smart grid can measure voltage and frequency and detect and 
prevent faults and outages automatically; 

 Active agent participation: customers actively participate in the network, as 
with demand response programs; 

 Security: built-in resiliency to external attacks on the network; 
 Power quality: customers can demand interruptible power supplies in 

exchange for lower prices; 
 Interconnection: distributed generation and storage sources can interconnect 

within the network; 
 Markets: a smart grid is a transactive, market-based network; and 
 Efficiency: a smart grid optimizes resource use and minimizes waste and idle 

capacity. 
 
To assist in the effective design of a smart grid, she reports that there has been industry 
movement toward common smart grid architecture.  Ms. Kiesling cites the GridWise 
Architecture Council (―GWAC‖), a group of experts formed by the U.S. Department of 
Energy, as the gold standard in interoperability principles and architectural frameworks 
to facilitate the smart grid. 
 
 Ms. Kiesling testifies that GWAC is dedicated to the development of 
interoperability principles for the modernization of the electric power network, and to 
facilitating the implementation of these principles.  One of the GWAC‘s roles, she 
continues, is to help stakeholders understand these principles, and to provide resources 
to help facilitate an interoperable, modern, smart electric power network.  The GWAC‘s 
Decision-Maker‘s Interoperability Checklist is a tool to help decision-makers evaluate 
options such as capital asset investments or new information technology opportunities 
to determine whether they contribute to interoperability.  Ms. Kiesling states that 
decision-makers can use the checklist to review policies or infrastructure investment 
proposals.  She recommends that these standards be applied in a multi-party process 
that creates a long-term smart grid strategy for AIU. 
 
 CUB asserts that the collaborative process recommended by Mr. Cohen and Ms. 
Kiesling would address foundational policies, as well as incorporate utility-specific 
issues.  CUB states that policies for consideration could include, but not be limited to: 
  

 Defining the intended functionalities and properties of a true smart grid; 
 Delineating principles Illinois should use to guide smart grid planning and 

deployment, for example: 
o Interoperability; 
o Open Architecture; and 
o Non-discriminatory Access; 

 Developing uniform Standards; 
 Establishing methods of estimating, calculating, and assessing benefits and 

costs, including evaluation of non-quantifiable benefits (and costs);  
 Identifying the implications of smart grid technology for existing policies 

regarding rate design, consumer protection, and customer choice;  
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 Evaluating the effect of statutory renewable resource, demand response, and 
energy efficiency goals on smart grid planning and implementation; 

 Considering the import of consumer education and dissemination of 
information about smart grid applications; 

 Access by electricity market participants to smart grid functionalities; 
 Data collection, storage, management, security, and availability to third 

parties; 
 Standards for interconnection of third party equipment; and 
 Mechanisms to flow through to customers any utility smart grid revenues. 

 
CUB adds that a critical input into the collaborative process would be information 
derived through internal utility design and engineering exercises using established 
national models, and tools to identify functionality requirements and technical standards.  
Ms. Kiesling further testifies that the development of a long-term smart grid strategy 
should include an implementation management process, facilitated by an independent 
third-party technical expert, who welcomes the participation of parties beyond the utility, 
develops specific functionality requirements, and incorporates industry-supported 
interoperability standards and other architecture standards. 
 
 In order to ensure sufficient interoperability, which in turn enables information 
sharing, enhances the reliability and effectiveness of operational and commercial 
functions, and a host of additional system benefits, CUB further contends that the 
following Interoperability Principles must be present in any smart grid plan (as reflected 
in the GWAC Constitution Statements of Principle): 
 

 Respect organizational boundaries and security across the electric system 
supply chain.  Electric system business processes must become better 
automated across the value chain, while respecting privacy and each 
business‘ internal processes. 

 Embrace the evolutionary dynamics of business processes, technologies, and 
interfaces.  Over time, business processes evolve and the information system 
interfaces that support them are smoothly modified. 

 Enable the discovery and creation of new value chains and participants.  New 
players become active participants by accessing and delivering services 
through information system interfaces with other organizations. 

 Enhance the resilience of the system to natural or deliberate attacks.  
Automation with independent, distributed decision-making schemes promotes 
reconfiguration of the electric grid to protect and mitigate impacts. 

 
 CUB maintains that Rider QIP is incomplete and does not require the 
interoperability needed to ensure that these benefits are achieved.  AIU's current 
proposal, CUB observes, includes only four criteria for smart grid investments, instead 
of the more comprehensive criteria listed above and discussed in more detail by Ms. 
Kiesling.  CUB asserts that these criteria are necessary to ensure that smart grid 
investments are fully beneficial to AIU, customers, and the electric grid. 
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5. IIEC's Position 
 
 IIEC argues that Rider QIP suffers from the various problems that beset riders 
generally and urges the Commission to reject it and include such capital projects in 
annual capital budgeting processes as they are currently.  IIEC states that AIU may 
include within the scope of Rider QIP projects such as ordinary replacements routinely 
performed today.  Thus, IIEC believes that it is reasonable to expect that without Rider 
QIP AIU would continue to invest in the types of projects envisioned under Rider QIP, 
on the same bases it now uses for initiating construction projects, and would seek 
appropriate rate base treatment in its next general rate proceedings just as it does 
today. 
  
 Through Rider QIP, IIEC contends that AIU is attempting to shift to its customers 
operating risk that is traditionally borne by the utility and addressed in a traditional rate 
case proceeding.  AIU, however, does not view rider recovery as shifting operational 
risk--AIU believes it merely neutralizes the risk.  IIEC agrees that risks may be 
neutralized from a utility's perspective, but the effect is quite different from a customer's 
perspective.  IIEC is concerned that Rider QIP would allow AIU to avoid the quantitative 
assessments central to rate cases that determine whether it is reasonable and prudent 
to replace particular facilities.  While qualifying investments might eventually get the 
traditional level of scrutiny before permanent inclusion in base rates, IIEC asserts that 
the rider procedures do not provide the same apportionment of risk achieved under 
traditional regulation, and do not allow close scrutiny of proposed costs until after 
customers are charged.  Despite AIU's risk neutralization theory, IIEC maintains that the 
near immediate rate recovery of and on new investment undeniably constitutes a major 
shift in operating risk to the customer. 
 
 IIEC is also troubled by the fact that Rider QIP adjusts rates on the basis of only 
selected cost elements, without taking into consideration other costs or factors that 
would affect the utility's overall profitability.  AIU fails to acknowledge that savings, along 
with other factors that serve to reduce the revenue requirement, e.g., changes in the 
depreciation reserve, may negate the need for a separate rider altogether.  Another 
concern of IIEC's is that Rider QIP also provides additional revenue to AIU without the 
traditional Commission review to determine the prudence of the cost and revenue 
elements.  IIEC contends that the ratemaking approach represented by Rider QIP bears 
a striking resemblance to single-issue ratemaking and, thus, should be avoided. 
 
 Rider QIP's potential to distort or otherwise compromise the incentives for 
prudent and efficient utility operation built into the regulatory oversight and ratemaking 
process worries IIEC as well.  IIEC states Rider QIP may create an incentive for AIU to 
classify expenses in a way that maximizes rider collections, rather than foregoing 
recovery until its next rate case.  Under Rider QIP, such choices are not transparent, 
and IIEC believes that they would increase the difficulty of the Commission's evaluation 
of AIU's costs in subsequent rate proceedings.  Regulatory lag will also no longer 
provide an incentive to control costs in order to be more profitable to shareholders and 
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to diminish the need for future rate cases.  The relatively immediate dollar-for-dollar 
recovery of eligible costs, IIEC avers, eliminates the beneficial impact of regulatory lag. 
 
 IIEC indicates that Rider QIP will also potentially create new cross-subsidies.  
IIEC witness Stephens testifies that if the structure of a rider is such that it collects 
revenues from customers on bases different from those used in recovering similar costs 
through base rates, or if the rider is otherwise not reflective of cost-causation, it creates 
a subsidy and should not be approved.   In addition to the forecasted capital and O&M 
expenditures listed by Mr. Nelson, AIU is studying smart metering and smart grid 
technologies that AIU claims may provide future benefit to customers.  While IIEC 
agrees that smart grid and smart metering may be the delivery service system of the 
21st century, it points out that many large industrial customers already have relatively 
advanced metering installations, whether provided by AIU, by their own investments, or 
through a retail electric supplier.  IIEC fears that Rider QIP could make them pay twice.  
In a traditional comprehensive rate case, with appropriate cost studies, IIEC states that 
facilities deployed to enhance the reliability of the delivery system would likely be 
allocated among potential beneficiaries on the same basis as the assets made more 
reliable.  Rider QIP does not incorporate any process to allocate costs to those who 
receive the direct benefit of the investment eligible for cost recovery under the rider.  
Therefore, of necessity there will be cost subsidies in favor of those customers that do 
directly benefit, according to IIEC. 
  
 An additional problem with Rider QIP identified by IIEC is that the rider seeks to 
recover costs that need not be incurred to meet AIU's statutory service obligations. 
Through Rider QIP, AIU seeks to study and invest in smart grid technologies.  A smart 
or modernized grid is a delivery system that uses advanced sensing, communication, 
and control technologies to generate and distribute electricity more effectively, 
economically, and securely.  These capabilities, IIEC argues, in addition to not being 
proven, are not needed to meet AIU's service obligations.  To the extent that AIU's 
proposed smart grid projects under Rider QIP are necessary or beneficial to consumers 
and determined to be good, prudent projects to undertake, IIEC contends that AIU 
should address them as part of the normal capital budgeting process and seek recovery 
in its next rate case.  IIEC notes that AIU began a 4-year deployment of AMR 
technology in May 2006 and has apparently been able to deploy this technology as part 
of its normal budgeting process.  
  
 IIEC opines that Rider QIP projects also could allow AIU to provide services on a 
competitive basis.  While it is not clear exactly what functionalities ultimately will be 
available through a smart grid or other advanced technologies, AIU mentions in its 
testimony that it is conceivable that those functionalities will allow it to provide services 
that extend well beyond those associated with electric delivery service.  IIEC indicates 
that there may be new business opportunities for AIU, or an unregulated affiliate, to 
provide value added services related to data management, energy facilities 
management, or even voice or data communications all underwritten through regulated 
rates. 
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 From an administrative standpoint, IIEC contends that Rider QIP will require 
increased regulatory complexity that will be burdensome for many stakeholders.  AIU 
has committed to paying a combined annual fee of $100,000 for the annual filings to 
mitigate the burden on Commission resources.  Outside of the $100,000 pledge, AIU is 
short on details as to the proposed process and procedure for the Commission pre-
approval.  As AIU's annual $100,000 pledge to the Commission demonstrates, IIEC 
states that participation in repeated regulatory proceedings before the Commission can 
be an expensive proposition for intervener parties.  In fact, IIEC relates that AIU does 
not even know if $100,000 is sufficient to mitigate the drain on the Commission 
resources.  Furthermore, AIU has not given consideration to paying the participation 
fees of other parties.  No matter the level of participation, IIEC fears that the evaluation 
and study likely will be less than that which would typically occur in a general rate case. 
 

6. AARP's Position 
 
 AARP objects to the additional cost burdens that Rider QIP may impose on 
customers who have no interest in supporting AIU's investment in or ever taking 
advantage of new smart grid technology for discretionary and non-essential services.  In 
terms of legal arguments, AARP asserts that Section 9-211 of the Act requires that the 
determination of any rate or charge shall include only investment that is prudently 
incurred and is used and useful in providing service to customers.  AARP states further 
that Section 9-215 charges the Commission with the task of determining whether a 
utility‘s capacity is in ―excess of that reasonably necessary to provide adequate and 
reliable electric service.‖  Section 8-401, AARP adds, requires Illinois public utilities to 
provide service and facilities in a manner that constitutes the ―least cost of meeting the 
utility‘s service obligations.‖  AARP claims that this legal framework for ratemaking 
would be violated by AIU‘s proposal to fund projects that exceed its basic obligations 
through a mandatory surcharge.  Rider QIP, AARP argues, is fundamentally at odds 
with Illinois law, especially if it were approved as an ―empty rider‖ with particular projects 
to be determined through subsequent Commission proceedings.  AARP contends that 
such a decision would establish a ―blank check‖ to be filled in later—outside the full 
review and protections provided to consumers by a general rate case.  The law 
requires, AARP insists, that basic electric delivery rates be limited to funding only those 
projects that do not exceed the least cost method of providing what is necessary for 
adequate and reliable electric service.  AARP states further that Rider QIP violates the 
general rule against single-issue ratemaking. 
 
 Among the policy reasons that Rider QIP should be rejected, according to AARP, 
is the fact that it would inappropriately shift the responsibility and risk of capital 
investment between rate cases away from shareholders and onto ratepayers.  If AIU 
believes that its expenses or costs, including the cost of financing distribution system 
capital additions, are increasing more rapidly than its revenues such that a revenue 
deficiency is being created, AARP reminds AIU that it has the option to file for a rate 
increase.  AARP notes that AIU has not identified any prohibitions on its ability to file 
base rate cases to address distribution system plant additions.  Currently, the risks and 
benefits lie with shareholders during the period between rate cases if revenues grow 
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more slowly or more rapidly than AIU's costs.  AARP argues that Rider QIP would shift 
the risk of financing distribution system capital investment onto ratepayers by making 
ratepayers responsible for capital expenditures between rate cases.  AARP observes, 
however, that AIU would still retain the benefit of revenue growth and expense 
reductions between rate cases for its shareholders.  AARP contends that such a non-
symmetrical ratemaking approach is extremely unfair to consumers. 
 
 A second policy reason discussed by AARP as to why Rider QIP is inappropriate 
is that it would remove or reduce the current incentives to prudently control the cost of 
plant additions.  One of the useful functions of regulatory lag is to place financial 
responsibility upon the utility for fluctuations in costs between rate cases.  AARP states 
that the regulatory lag feature of Rate Base/Rate of Return regulation is essential to 
effective and efficient operation of such a regulatory régime.  In evaluating plant 
additions, AARP states that AIU should conduct a cost-benefit analysis to determine if 
there is a business case for making the expenditure and for prioritizing between 
competing uses of capital resources.  If the case is compelling and the project is cost-
justified, AARP contends that no additional rider or adjustment clause is needed.  If the 
project is not cost-justified or the benefits are too speculative to warrant the commitment 
of funds, AARP suggests that it may be prudent to delay or avoid the related capital 
expenditures.  These incentives that are currently in place would essentially be 
eliminated if Rider QIP were to be approved, according to AARP. 
 
 AARP's third policy argument against approval of Rider QIP is that the costs at 
issue are not appropriate for rider recovery.  Despite AIU's claims, AARP contends that 
the distribution system costs that could be included in Rider QIP would not be similar to 
power supply costs.  AARP notes AIU's acknowledgment that a rider mechanism is a 
more appropriate cost-recovery mechanism for costs and other rate inputs that are 
highly volatile, uncontrollable, and/or unpredictable.  AARP contends, however, that 
distribution system capital investments and plant additions generally are not highly 
volatile, uncontrollable, and/or unpredictable.  Many electric utilities have adjustment 
clauses to address the rate recovery of their large and volatile fuel and purchased 
power costs, and the primary factor typically cited in justifying the implementation of fuel 
and purchased power cost recovery mechanisms is that these costs are highly volatile, 
uncontrollable, and/or unpredictable.  AARP asserts that distribution system capital 
additions are very different and offers the table on page 10 of AARP Ex. 1.0 to 
demonstrate the differences. 
 
 A fourth policy argument against Rider QIP is that it is simply not needed.  AARP 
observes that the lack of such a rider has apparently not deterred AIU from making 
investments in the past which were necessary to meet its service obligations to its 
customers.  Consequently, AARP contends that it is not appropriate to now set aside 
this one single issue for future recovery. 
 
 AARP's fifth argument against Rider QIP concerns Mr. Nelson's testimony that 
Rider QIP would facilitate investments in smart metering and smart grid technology.  
AARP is troubled, however, by the fact that AIU is still evaluating the benefits, costs, 
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and timing associated with implementing smart metering and smart grid technologies 
and has no firm plans in place at this time.  AARP maintains that AIU should not be 
given the go-ahead to shift the risk of such projects that it may not otherwise construct, 
and which would not meet AIU's normal financial and economic analysis and capital 
expenditure prioritization screening, particularly when it has no definitive plan.  AARP 
reminds the Commission that the concepts of smart grid and smart metering are not a 
replacement for aging infrastructure but rather an entirely new system that would be 
placed on top of the basic electric delivery system—the cost of which should definitely 
not be passed through a rider. 
 
 AIU would be better served, according to AARP, to look at other electric utilities 
that are implementing smart grid projects on an experimental basis without seeking 
advanced regulatory approval to charge the costs incurred to ratepayers.  As an 
example, AARP points to Xcel Energy ("Xcel"), which has recently announced its plans 
to implement an advanced, smart grid system in Boulder, Colorado. (See AARP Exs. 
2.1 and 2.2)  Having established a collaborative effort with other firms and leveraging 
other sources including governmental grants, AARP reports that Xcel anticipates 
funding only a portion of the smart grid project itself.  AARP adds that Xcel is not 
seeking permission from regulators to recover its costs in advance, but will wait until it 
has assessed and proven the benefits.  AARP states that the approach advanced by 
Xcel, where the utility is assuming the initial risks of installing smart grid technology and 
evaluating whether it is producing benefits (consistent with the very underpinnings of 
rate of return regulation), stands in stark contrast with AIU's approach. 
 
 AARP's sixth policy argument against Rider QIP relates to the future project 
reviews before the Commission.  Specifically, AARP believes that it is unlikely that it 
would have funding for legal and consultant participation in those subsequent 
proceedings or the proposed annual Rider QIP reviews.   Although AIU offers to 
contribute money to offset the impact on Staff's resources, AARP notes that AIU made 
no such offer to interveners.  Under the general Rider QIP process set forth in the 
record, AARP fears that intervener participation is likely to suffer.  Consequently, AARP 
would prefer to see AIU's capital projects continue to be addressed in the context of 
general rate cases, and not be forced to consider representation in additional separate 
proceedings in order to provide input on rate increases outside of the protections of 
such general rate cases. 
 

7. LGI's Position 
 
 LGI urges the Commission to reject Rider QIP.  To begin with, LGI indicates that 
Rider QIP is no better than the comparable infrastructure rider recently rejected by the 
Commission in Docket Nos. 07-0241/07-0242 (Cons.).  LGI also contends that Rider 
QIP violates the rule against single-issue ratemaking, since it does not consider any 
other impacts on costs.  The rider, LGI adds, inappropriately shifts the operating risk 
from AIU to customers since it seeks preapproval of a project and guarantees that AIU 
will recover not only its costs but also a return on its investment.  By granting approval 
between rate cases, LGI states that Rider QIP eliminates the regulatory lag for recovery 
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of expenses and through a yearly process it will unduly burden customers who must 
spend additional funds to intervene and participate in the annual approval process.  LGI 
concurs with AG/CUB witness Brosch and Staff witness Stoller that the definitions 
contained in Rider QIP are far too broad and cover routine items that are typically and 
more appropriately considered in a traditional rate case.  If implementation of a smart 
grid is a goal, LGI also agrees that interested parties should first collaborate on what 
needs/ought to be done before essentially using Rider QIP to pay for whatever AIU 
decides to do. 
 

8. Kroger's Position 
 
 Kroger argues that Rider QIP should be rejected as a form of single-issue 
ratemaking.  When regulatory commissions determine the appropriateness of a rate or 
charge that a utility seeks to impose on its customers, Kroger notes that the standard 
practice is to review and consider all relevant factors, rather than just a single factor.  To 
consider some costs in isolation might cause a commission to allow a utility to increase 
rates to recover higher costs in one area without recognizing counterbalancing savings 
in another area.  Furthermore, Kroger maintains that the facts surrounding Rider QIP do 
not trigger any of the exceptions to the general prohibition against single-issue 
ratemaking. 
 
 As a public utility, Kroger asserts that it is AIU's responsibility to provide safe and 
reliable service to its customers.  In meeting this responsibility, Kroger states that AIU 
must set budget priorities and invest sufficient capital to maintain and improve its 
system.  The responsibility, Kroger continues, to ensure that proper investment priorities 
are developed and implemented rests with AIU's management.  If system improvement 
projects are prudent investments, Kroger contends that management should fund them 
and seek cost recovery through conventional ratemaking treatment.  Kroger does not 
believe that it is in the public interest to resort to single-issue ratemaking to ensure 
funding of necessary distribution infrastructure. 
 

9. Commercial Group's Position 
 
 The Commercial Group indicates that its members have operations across the 
United States and have noticed an increase in applications by utilities for rider recovery 
of various costs.  The Commercial Group believes that such rider recovery mechanisms 
shift risk of recovery of costs between rate cases from the utility to ratepayers.  
Therefore, it contends that riders should only be approved in extreme situations 
pursuant to established legal standards.  According to the Commercial Group, Rider 
QIP does not meet these standards. 
 
 Under Rider QIP, the Commercial Group states that AIU could recover costs 
incurred between rate cases without a prudency or reasonable cost finding and without 
a corresponding cost reduction analysis.  The Commercial Group considers this single-
issue ratemaking that would increase rates overall.  Furthermore, it adds, none of the 
costs in question are extraordinary or volatile in nature so as to justify rider recovery.  
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Instead, the Commercial Group contends that some of these investments appear 
discretionary in nature and might not be made by AIU if Rider QIP is not approved and 
could produce revenue streams from new non-essential services.  Therefore, if recovery 
of discretionary plant costs is to be allowed that may produce non-utility revenue, the 
Commercial Group recommends that more administrative oversight be required to 
ensure that ratepayers do not overpay for utility service.  The Commercial Group, 
however, contends that it would be administratively difficult for it to participate in the 
"extra" proceedings contemplated under Rider QIP.  It notes that it is expensive and 
cumbersome enough for interveners to hire consultants and attorneys for rate cases.  
Expecting them to do so for additional Rider QIP proceedings is not realistic.  Thus, the 
Commercial Group fears that intervener input would effectively be eliminated from a 
significant portion of costs that by their nature require more, not less, oversight. 
 

10. Commission Conclusion 
 
 Clearly Rider QIP has generated a great deal of controversy.  While the 
Commission certainly does not object to the general idea of improving the electric 
distribution system (including implementation of smart grid technology), care must be 
given to ensure that it is done in a practical and cost effective manner.  Cost recovery 
for such efforts must also be thought through.  AIU proposes to recover capitalized 
expenditures related to system modernization and service reliability enhancements 
through Rider QIP.  Every other party to this proceeding generally considers a rider an 
inappropriate way to recover such costs, for both legal and practical reasons. 
 
 The Commission has recently given the use of riders as a cost recovery 
mechanism a great deal of thought (see Docket Nos. 07-0241/07-0242 (Cons.)).  In the 
proper case, riders may be used to recover certain utility costs.  Typically such costs are 
unexpected, volatile, or fluctuating expenses, as discussed in BPI II.  With regard to 
Rider QIP, AIU hopes to use it to recover several hundred million dollars in capital 
expenditures related to infrastructure improvement over a period of years.  Several of 
the parties argue that the types of projects/expenditures that AIU seeks to pass through 
under Rider QIP are not unexpected, volatile, or fluctuating.  IIEC contends that the 
long-term, planned system improvements that AIU describes (See AmerenIP Ex.  2.0E 
at 27-28) are the most expected, least unpredictable, and most controllable of utility 
costs.  IIEC therefore maintains that they should receive comprehensive review and 
approval, not truncated examination and pre-approval under a rider. 
 
 To bolster the argument that the expenses at issue are not appropriate for rider 
treatment, the AG asserts that AIU's historical and projected investment levels in electric 
distribution plant do not indicate cost volatility or any apparent inability to manage and 
control spending.  The AG relates that past and future budgeted electric distribution 
plant spending has been and is expected to remain relatively stable, with an average 
expenditure level for the period of 2004 through 2011 of $157 million.  Minimum 
spending of $121 million (23% less) occurred in 2005 and maximum planned spending 
of $181 million (15% more) is budgeted in 2008.  AIU‘s historical actual capital 
expenditure levels have been similarly non-volatile.  For the years 2004 through 2006, 
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the AG reports that actual annual Gross Construction Expenditures, as shown on AIU's 
First Revised Schedule WPD-7, page 5, have ranged from $54 to $57 million per year 
for AmerenCILCO, $45 to $82 million for AmerenCIPS, and $134 to $177 million for 
AmerenIP. 
 
 Upon reviewing the record, the Commission is not convinced that the costs in 
question are appropriate for rider treatment.  While AIU argues that the amounts are 
significant and will allow it to improve the reliability of its distribution systems, the 
Commission does not believe that they rise to a level necessitating rider treatment nor 
are they for projects whose nature warrants rider treatment.  The projects/activities 
identified by AIU witness Nelson include, among others, pole replacement, line 
rebuilding, transformer purchases, inspections, and tree trimming.  The costs for these 
types of projects and activities are typically addressed in a rate case since they are 
consistent with the everyday business of operating and maintaining an electricity 
distribution company.  Some such projects may also reduce operating expenses; since 
there is no mechanism to pass savings on to customers, the specter of single-issue 
ratemaking arises as well. 
 
 Additionally, the Commission questions whether a financial need for such rider 
treatment exists in order to fund the projects described.  AIU has offered no compelling 
evidence of financial need.  The AG points out that AMS' Managing Supervisor of 
Business Performance, Mr. Getz, oversees the capital budget process and testifies that 
he was unaware of any specific projects that AIU was unable to finance through 
internally generated funds and the capital markets that would be appropriate for Rider 
QIP inclusion.  The AG is also concerned by Mr. Getz's testimony that Rider QIP would 
simply provide additional funds for the financing of capital projects ―that may not make 
the cut today.‖ (Tr. at 606)  The Commission concurs with the AG that such testimony 
raises a question of whether Rider QIP may induce AIU to invest in certain capital 
projects that are otherwise only marginally justified under AIU's economic analyses. 
 
 Even for those projects which may go beyond the customary operation and 
maintenance expenses, AIU has failed to persuade the Commission that Rider QIP is 
necessary.  In fact, the Commission notes that AIU elected to deploy AMR under 
traditional regulation and without any rider recovery mechanism.  The Commission sees 
no reason why other such project costs could not be recovered through a traditional rate 
case. 
 
 This is not to say that infrastructure costs could never be recovered through a 
rider.  Under the proper circumstances, the Commission may be persuaded that such 
costs are appropriate for rider treatment.  But under the facts presented here, the 
Commission concludes that Rider QIP is not the proper means to recover the costs in 
question.  AIU's reliance on IAWC's Qualifying Infrastructure Plant Surcharge Rider as 
support for recovering general infrastructure costs through a rider is misplaced.  IAWC's 
infrastructure rider is the result of specific legislation (Section 9-220.2 of the Act), 
whereas no such legislation exists for electric utility investment. 
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 Other practical reasons exist for rejecting Rider QIP.  As noted above, AIU 
proposes to pass expenditures related to system modernization and service reliability 
enhancements through Rider QIP.  Plant additions associated with new customers, 
however, would not qualify for the rider because those projects would produce 
additional revenue.  The problem is that it is not always easy to distinguish the type of 
project.  Some projects may have multiple elements and it is unclear how costs would 
be recovered if Rider QIP were in place. 
 
 Another practical concern is the timeframe for review of proposed expenditures 
under Rider QIP.  AIU proposes that 10 months be allowed for a docket in which Staff 
and any interveners could participate and weigh in on the costs and benefits of AIU's 
proposals.  Without knowing what/how many projects AIU may seek to pass through 
Rider QIP, it is difficult to know whether 10 months are appropriate for such a review.  
Moreover, such additional dockets will increase costs to potential interveners and 
further drain Commission resources.  AIU apparently recognizes the pressure on 
Commission resources since it has offered to contribute $100,000 to cover the impact 
on Commission resources as a result of reviewing additional rider filings.  Acceptance of 
this money, the Commission believes, leads to the appearance of impropriety.  
Furthermore, it is not clear whether AIU would attempt to recover the $100,000 from 
customers, which would exacerbate the impact of Rider QIP on customers. 
 
 With regard to AIU's suggestion that smart grid costs may be recovered through 
Rider QIP, the Commission is even less comfortable with that idea.  While the 
Commission believes that moving toward a smart grid is appropriate, plans to do so 
must be well thought out.  Before the Commission will consider cost recovery for smart 
grid improvements, it must be confident that the improvements are practical and cost 
effective.  At this time, it does not appear that AIU is close to having a plan for 
implementing a smart grid. 
 
 Among the concerns expressed about smart grid costs and Rider QIP is AARP's 
objection to the additional cost burdens that Rider QIP may impose on customers who 
have no interest in supporting AIU's investment in or ever taking advantage of new 
smart grid technology for discretionary and non-essential services.  AARP also fears 
that AIU or Ameren may generate unregulated revenue from smart grid investments 
paid for by customers.  AARP seems to suggest that customers should share in such 
revenue if they are forced to pay for the system enhancements that made the revenue 
possible. 
 
 Another concern regarding smart grid costs and Rider QIP comes from IIEC.  
While IIEC agrees that smart grid and smart metering may be the delivery service 
system of the 21st century, it points out that many large industrial customers already 
have relatively advanced metering installations, whether provided by AIU, by their own 
investments, or through a retail electric supplier.  IIEC fears that Rider QIP could make 
them pay twice. 
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 Such concerns of AARP, IIEC, and others all must be considered in determining 
how to implement and pay for smart grid technology.  CUB and others recommend that 
the Commission direct AIU to participate in statewide smart grid workshops to 
essentially develop a plan for implementing smart grid technology.  CUB made a similar, 
if not the same, proposal with respect to Rider SMP in Docket No. 07-0566.  In that 
docket, the Commission agreed with CUB‘s proposal, and approved a Statewide Smart 
Grid Collaborative based on CUB‘s recommendation but with minor modifications.  (See 
07-0566 Order at 140-42 (Sept. 10, 2008))  The intent of the 07-0566 Order was for ―the 
two large investor owned utilities regulated by this Commission‖ to be involved in a 
single statewide smart grid collaborative. (Id. at 141)  In addition, the 07-0566 Order 
includes details about the hiring of a facilitator, recovery of costs and the reports that 
are to be filed.  It would be redundant to approve a second smart grid collaborative 
within this docket, therefore the Commission concurs with CUB‘s recommendation in 
this docket and directs AIU to participate in the statewide smart grid workshop, as is 
established in the 07-0566 Order on pages 140 to 142, under the heading ―Statewide 
Smart Grid Collaborative.‖  In that section of the Order, the Commission describes the 
duties, responsibilities and guidelines of the Statewide Smart Grid Collaborative, and as 
such, the Commission holds that section also applicable to AIU.  There may have been 
certain issues raised in this docket that only apply to AIU; therefore, AIU, Staff, and 
other interested parties shall also address those in the Statewide Smart Grid 
Collaborative.  Other relevant issues may certainly be addressed as well.   

 
The goal of the Statewide Smart Grid Collaborative is to enable AIU to determine 

whether a smart grid proposal is feasible for its system and is beneficial.  After the 
Statewide Smart Grid Collaborative is concluded, if AIU chooses to pursue the 
development of a smart grid, it should file its comprehensive smart grid plan – 
evaluating costs and benefits – with the Commission for review and approval.  In Docket 
No. 07-0566 the Commission also set forth certain guidelines for such a filing.  As the 
Commission did in the preceding paragraph, it sees no need to restate those guidelines 
herein, but instead, directs AIU to follow the process already outlined in the 07-0566 
Order (under the heading ―Smart Grid Implementation Docket‖).  Following the 
conclusion of the Statewide Smart Grid Collaborative, Staff shall timely submit a report 
to the Commission discussing the outcome of the workshops and making 
recommendations for further action.  

 
A distinction between this case and the decision in the 07-0566 Order, is that the 

Commission is not approving a workshop process focused only on advanced meter 
infrastructure (―AMI‖).  In 07-0566, ComEd was approved to install AMI in what was 
identified as Phase 0.  Phase 0 included a workshop process to develop project goals, 
timelines, evaluation criteria and technology selection criteria.  Such a workshop is not 
needed at this time for AIU, since we are not granting approval to AIU to install AMI.  

 
Thus, the Commission agrees with CUB‘s recommendation for a smart grid 

collaborative, and directs AIU to participate in the ―Statewide Smart Grid Collaborative‖ 
established in the 07-0566 Order and abide by the guidelines outlines in the ―Smart Grid 
Implementation Docket‖ in Docket No. 07-0566.  The Commission is making the above 
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findings so as to be consistent on this issue between the 07-0566 Order and this 
docket. 
 
VIII. COST ALLOCATION METHOD 
 
 As a part of every rate case, the Commission must determine what portion of a 
utility's costs each class of customers will be responsible for.  Each of the three utilities 
currently divides retail electric customers into five classes.  The DS-1 tariff class 
contains meter, customer, and delivery charges for residential customers.  The DS-2 
class presents meter, customer, and delivery charges for non-residential customers with 
demands up to 150 kilowatt ("kW").  The DS-3 class includes meter, customer, delivery, 
and transformation charges for non-residential customers with demands of 150 kW-
1,000 kW.  The DS-4 class includes meter, customer, delivery, transformation, and 
reactive demand charges for customers with demands exceeding 1,000 kW.  The DS-5 
class presents fixture charges for lighting customers.  The three utilities do not currently 
have uniform gas delivery classes, but have proposed revisions in this proceeding 
toward that goal. 
 
 Generally, the Commission prefers to allocate costs among the various classes 
as close to the cost of serving each class as is reasonably possible and/or appropriate.  
The purpose of doing so is to assign costs to those who cause them.  The Commission 
typically accomplishes this goal through a cost of service study ("COSS").  From time to 
time, however, circumstances arise that warrant allocating costs at least in part on non-
cost based criteria.  Whether such circumstances are present in this proceeding is 
discussed below. 
 

A. COSS-Based Rates vs. Across-the-Board Rate Changes 
 

1. AIU's Position 
 
 Pursuant to Section 285.5110 of Part 285, AIU included with its rate filing a 
COSS for gas and electric service.  AIU, however, did not follow the results of the class 
cost of service at equalized class rates of return in determining class revenue 
requirements.  Rather, AIU proposes to equally apply the overall base rate percentage 
change on an across-the-board basis.  For its gas business, AIU agrees with Staff that 
the across-the-board increase target should exclude Other Revenues and Special 
Contract Revenues. 
 
 In explaining its position, AIU first states that one must understand that rate 
structures often consist of a combination of both cost of service and other non-cost 
considerations.  AIU indicates that there are numerous non-cost factors that can and do 
influence rate design such as rate stability and continuity, competition, customer bill 
impacts, and the current political environment.  AIU asserts that these factors may 
produce rates that vary from class cost of service. 
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 AIU states further that in Docket No. 07-0165, the Commission recognized that 
AIU electric customers experienced significant bill impacts in 2007 due to the major 
transition from frozen and reduced, bundled 1997 electric rates to post-2006 rates that 
included market value prices for power and energy.  AIU notes this transition received 
much attention and resulted in new legislation to mitigate bill impacts to the DS-1 and 
DS-2 classes.  AIU adds that approximately 80% of its gas customers are also electric 
customers.  AIU states that the major impact of the transition in electric rates mentioned 
above along with the large percentage of combination accounts were major drivers in 
the decision to distribute the revenue changes in this case on an across-the-board 
basis.  AIU asserts that the Commission‘s Order in Docket No. 07-0165 redesigned 
electric rates in an effort to mitigate bill impacts, and reflected a movement to a more 
equitable sharing of the post-2006 rate increase between the residential and the small 
general service rate classes.  According to AIU, the Order effectively required a 
departure from strict cost-based rates to ―more just and more reasonable rates.‖  
Furthermore, because these electric rates have been in effect for such a short period of 
time (since January 1, 2008), AIU does not believe that it would be prudent to 
significantly alter them in this proceeding.  AIU states that the circumstances are similar 
with the demand based rates for the DS-3 and DS-4 classes, which were adjusted by a 
relatively small amount in October 2007 to reflect implementation of a rate limiter, and 
its gas rates, which experienced price changes in December 2007. 
 
 Additionally, AIU notes that all of its customers (i.e., residential, commercial, and 
industrial) have seen unprecedented increases in energy bills, gasoline prices, and 
healthcare costs over the last several years.  While rates should track costs, given due 
consideration to all the factors mentioned above, AIU believes that it is just and 
reasonable to effectuate across-the-board revenue changes by class in this case.  AIU, 
however, reserves the option to utilize class COSS in future rate proceedings for the 
allocation of class revenue responsibility. 
 
 As suggested above, AIU generally seeks to maintain the existing pricing 
structure approved in the last delivery service proceeding, as modified by the rate 
redesign docket.  One exception concerns the DS-1 customer, meter, and distribution 
delivery charges.  AIU determined that for the purposes of this proceeding to no longer 
seek uniformity and instead agreed to adjust those charges by a level equal to the 
average change in residential delivery service revenue for each of the three utilities.  
AIU understands that Staff and the AG agree with its changes on this issue.  AIU, 
however, generally favors the standardized approach since from an incremental cost 
perspective, there is very little difference in customer or meter costs among the three. 
 
 For the DS-2, DS-3, and DS-4 classes, AIU proposes to maintain uniform meter 
and customer charges across the three utilities.  AIU also proposes to maintain uniform 
transformation (for both DS-3 and DS-4) and reactive demand (DS-4 only) charges.  
AIU states that the distribution delivery charge is proposed to "float" to recover the 
remaining revenue requirement targeted for each class.  To the extent there are 
seasonal (DS-1 and DS-2) or voltage differentiated (DS-3 and DS-4) distribution 
delivery charges, such charges will be adjusted by a uniform percentage by utility and 
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by class to arrive at the targeted revenue requirement.  For the DS-5 class, all fixture 
and delivery charges are proposed to be adjusted on an equal percentage basis to 
recover the targeted revenue requirement. 
 
 Although Staff expresses some concern with using uniform non-residential 
customer, meter, transformation, and reactive demand charges among the three 
utilities, AIU contends that there are numerous benefits to uniform charges.  Such 
benefits include the reduction in oversight by customers and Alternative Retail Electric 
Suppliers ("ARES") operating in multiple jurisdictions; price consistency which enables 
consistent decisions by customers concerning transformer, substation, or capacitor 
bank ownership; and uniform charges reflecting the associated incremental costs.  AIU 
also explains that by using such uniform non-residential charges, it is able to avoid a 
revenue deficiency that would result under Staff's proposed across-the-board increase 
to all rate elements. (See AIU Initial Brief at 311-312) 
 
 While IIEC does not oppose uniform customer, meter, transformation, and 
reactive demand charges, AIU notes that it does take issue with increasing those 
existing charges because it doubts that the underlying replacement cost forming the 
basis for the charges have increased by a similar amount.  AIU explains, however, that 
the overall revenue recovered from customer and meter charges was tied to the overall 
customer and meter embedded component cost of service in the previous delivery 
services rate case, not a replacement cost as suggested by IIEC witness Stephens.  
AIU states that incremental costs were used to develop voltage differentiated meter and 
customer charges, and justify uniform charges, but were not used to determine how 
much revenue to recover from those charges.  In this case, AIU says that it was 
assumed that if the revenue requirement was increasing by 28% for the DS-3 and DS-4 
classes, the customer and meter revenue contribution should increase by a similar 
amount.  Moreover, AIU adds, assigning no increase to the customer, meter, 
transformation, or reactive demand charges would require all of the increase to be 
assigned to the distribution delivery charge.  AIU contends that it is not reasonable to 
assume that all of the increase in the revenue requirement assigned to a class occurred 
in the demand-based distribution delivery charge, while the demand-based 
transformation and reactive demand charges receive no increase.  Regarding the 
transformation and reactive demand charges, AIU state that those services were priced 
using an incremental cost analysis in the previous delivery services rate case.  AIU 
relates that proposed prices for both of those services are still within the cost ranges 
provided in the previous delivery services rate case. 
 
 With respect to the principles of cost of service rate design, AIU does not 
disagree with IIEC witness Chalfant‘s assertions that adhering to cost of service 
principles promotes equity, engineering efficiency, stability, and conservation.  But as 
indicated above, AIU also recognizes that factors other than cost of service are relevant 
to determining class revenue requirements.  AIU states that it will continue to maintain a 
long-term commitment to consider rates that reflect cost causation and equitable cost 
recovery principles as well as other methods for determining class revenue 
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requirements and associated rate design that AIU feels appropriate at the time to 
present to the Commission. 
 
 Ameren Ex. 27.1 presents a comparison of AIU's and IIEC's proposed rates.  AIU 
submits that in all cases the residential class will receive a greater allocation of revenue 
responsibility under the IIEC proposal.  AIU also observes that the large volume delivery 
service class will receive a lesser allocation of revenue responsibility under the IIEC 
proposal than the AIU proposal.  Additionally, AIU states that one should consider that 
the delivery component of a residential customer‘s bill represents approximately 25% to 
33% of the bill, while natural gas supply represents the other 67% to 75%.  AIU notes 
that the delivery service component of a large volume non-residential customer typically 
represents less than 25% of the total bill with the remaining natural gas supply portion 
representing more than 75%.  As a result, AIU states that any proposed distribution 
service revenue allocation has, on a total bill basis, a greater impact on residential 
customers and less of an impact on large volume customers.  AIU concludes that IIEC's 
proposal for allocating greater revenue responsibility to the residential class 
exacerbates this condition.  In response to Mr. Chalfant's claim that the future 
elimination of subsidies will only be more painful if additional subsidies are added in this 
case, AIU contends that he has not provided any evidence that supports this statement 
and thus it should be afforded little weight. 
 
 With regard to IIEC's recommendation concerning the use of the minimum 
distribution system ("MDS") concept in allocating costs, AIU agrees that it has 
theoretical potential, but believes that the issue of implementing MDS is not ripe at the 
present moment.  According to IIEC witness Stowe, MDS recognizes there are delivery 
service costs directly attributable to electrical industry mandated safety and reliability 
requirements for distribution facilities, and that do not vary with customer demand.  Mr. 
Stowe contends that those costs should not be allocated on the same basis as demand 
related distribution system costs.  AIU finds Mr. Stowe‘s analysis flawed because he 
uses improper data to derive his recommendations.  AIU contends further that his 
analysis unduly relies on safety and reliability concerns as the premise for immediate 
use of MDS calculations. 
 
 AIU asserts that proper development of an MDS-based recommendation requires 
the use of AIU's specific COSS data, however, Mr. Stowe elects to rely on COSS data 
from other electric utilities instead.  In fact, AIU observes, of the five data sets used by 
Mr. Stowe, four are from one single conglomerate utility: the Aquila Networks.  AIU 
argues that this choice of data sets and the assumptions made by Mr. Stowe combine 
to create unusable recommendations.  First, AIU maintains that it is fundamentally 
unsound to use one utility‘s COSS data to set rates for another utility because each 
utility has its own distinct set of characteristics that determine what fixed and demand-
unrelated costs it faces.  AIU points out that the NARUC Electric Utility Allocation 
Manual ("Manual") relied upon by Mr. Stowe makes this point clear, noting: 
 

Each utility is a unique entity whose design has been dictated by the 
customer density, the age of the system, the customer mix, the terrain, the 

Schedule WPD-6 - Gas (Part 26) 
Page 276 of 376



07-0585 et al. (Cons.) 

269 
 

climate, the design preferences of management, the planning for the 
future and the individual power companies that have merged to form the 
utility. (NARUC Manual at 19) 
 

As Mr. Stowe‘s data shows, even within a single network, cost allocations for one 
account may be more than twice as high for one utility than it is for another.  AIU 
compares the 18% demand-related share of FERC Account 366 for Aquila WPK with 
the 37% share of the FERC account for Aquila L&P.  Across utilities from different 
networks, AIU asserts that variances may be absurdly incomparable – comparing the 
82% demand-unrelated share of FERC Account 366 for Aquila WPK with the 6% 
demand-unrelated share for AmerenUE.  AIU states further that the use of averages 
does not remedy discrepancies when such large variances are involved.  At best, AIU 
contends that use of another, unrelated utility‘s COSS data might provide a 
generalization that helps indicate the basic contours of AIU's own cost structure.  At 
worst, however, use of such data to pinpoint the exact division between demand-related 
and demand-unrelated costs for AIU results in absurdly inaccurate recommendations. 
 
 AIU's second complaint is that Mr. Stowe‘s assumptions are unsupported.  
According to AIU, Mr. Stowe assumes that his selected data sources – the four Aquila 
utilities and AmerenUE – represent operations similar to those within the AIU territories.  
The extreme variations in the data, AIU argues, belie this claim of representative 
consistency.  As Mr. Stowe explains in rebuttal, he also assumes that safety and 
reliability requirements are necessarily customer-related.  Specifically, he states: ―This 
treatment [by AIU, of FERC Accounts 364-367] assumes that the standardized safety 
and reliability requirements have no effect whatsoever on these costs.‖ (IIEC Ex. 9.0 at 
2)  AIU asserts that this statement is unsupported and should be disregarded.  AIU 
acknowledges that safety and reliability requirements have an effect on costs, but it 
does not agree that safety and reliability requirements are necessarily customer related.  
Mr. Stowe continues: ―[F]urthermore, [AIU] incurs these costs for every additional 
customer it serves, and the costs are independent of customer demand and energy.  
Ameren recognizes this to be the case and has stated in past cases, as well as in the 
present case, that the MDS concept has merit.‖ (IIEC Ex. 9.0 at 3)  Recognizing that the 
MDS concept has merit, AIU counters, is not the same as recognizing that costs for 
minimum safety and reliability standards are independent of customer demand and 
energy. 
 
 Third, AIU argues that the average percentages used by Mr. Stowe to classify 
distribution plant into customer and demand related categories are thoroughly suspect 
because the data sets he uses are poor proxies for AIU's cost structure.  For instance, 
AIU states that the Colorado Aquila study took into consideration FERC Accounts 364-
368; however, the study Mr. Stowe presents only includes FERC Accounts 364-367.  
AIU notes further that the data sets used for the Aquila studies are several years old.  
Finally, AIU observes that Mr. Stowe was unaware of whether the Aquila labor rates 
reflected in the FERC accounts were the same or different from AIU. 
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2. Staff's Position 
 
 Staff supports increasing existing rates on an equal percentage, across-the-
board basis.  Staff believes that this approach provides the most consistency with the 
rates developed in Docket No. 07-0165 to address bill impacts.  Moreover, Staff 
continues, at this juncture there is no evidence to indicate that one group of AIU 
customers can more easily absorb a greater bill increase than another group of 
customers.  Staff contends that the across-the-board approach appropriately recognizes 
that bill impacts are the overriding concern for AIU ratepayers in the current period.  
Furthermore, Staff asserts that it would not make sense to revise the design of AIU's 
electric rates since less than a year would have passed since the rate design was 
modified in Docket No. 07-0165.   The Commission engaged in that redesign effort to 
mitigate the unexpected burden on customers and ensuing outrage.  Staff does not 
believe that the concerns of AIU's customers about bill impacts have disappeared and 
contends that an equal percentage increase would signal to AIU's customers that the 
impact of higher rates will be equally distributed. 
 
 Staff expresses concern, however, that AIU diverges from the across-the-board 
approach by advocating uniform transformation and reactive demand charges across 
utilities.  Staff is not persuaded by AIU's arguments that uniform charges would reduce 
the requisite oversight by customers and ARES operating in multiple jurisdictions or 
promote price consistency that would produce consistent decisions by AIU customers in 
Illinois concerning owning transformers, substations, and capacitor banks.  Because the 
focus of rate design in this proceeding has been bill impacts, Staff maintains that the 
means to address those impacts is across-the-board increases of existing rates.  Staff 
does not believe that it would make sense from a consistency standpoint to adopt this 
across-the-board approach for the large majority of charges while making exceptions for 
this small set of charges.  Additionally, it is difficult for Staff to conceive how the specific 
exceptions proposed by AIU will benefit the ratemaking process. 
 
 One ratemaking proposal that Staff finds acceptable is AIU's recommendation to 
change the way billing demand is recorded.  Currently, charges are based on maximum 
monthly demands for customers, regardless of when they occur.  The new proposal 
would base maximum demands on the higher of:  1) maximum on peak demands, or 2) 
50% of maximum off-peak demands.  Staff finds this change reasonable because it will 
send price signals that encourage usage patterns that save money for AIU and all 
ratepayers.  Staff states that the larger role played by peak demands in determining 
billing demands will encourage DS-3 and DS-4 customers to shift demands to the off-
peak period.  According to Staff, any shift in demand will relieve price pressure in the 
generation market during the peak period when prices should be the highest and also 
reduce peak period capacity constraints for the delivery system. 
 
 Because it advocates an across-the-board approach to revising AIU's rates, Staff 
does not discuss any concerns with the COSS submitted by AIU.  Staff does, however, 
address the MDS proposed by IIEC.  Staff understands Mr. Stowe to argue that there is 
a minimum cost incurred by any utility when it extends its primary and secondary 
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distribution system, replaces a component on those systems, or connects an additional 
customer to them.  Staff further understands Mr. Stowe to say that the MDS approach 
classifies and allocates a portion of the distribution system on a customer basis.  Staff 
notes that Mr. Stowe acknowledges that the Commission has consistently rejected the 
MDS in the past.  Contrary to his contention that the Commission's prior experiences 
with MDS were heavily policy-oriented and theoretical, Staff submits that the 
Commission has taken a practical approach to MDS by recognizing that the MDS 
theoretical method of identifying the costs of connecting customers to the distribution 
system presents problems. 
 
 Staff also disagrees with Mr. Stowe's suggestion that the Commission has not 
previously considered utilities' obligation to comply with safety and reliability criteria 
when designing distribution systems.  According to Mr. Stowe, utilities face significant 
costs to meet minimum safety and reliability standards for new distribution installations 
and these costs are clearly customer-related.  In particular, Mr. Stowe cites minimum 
height requirements for distribution wires as well as size requirements for the wires that 
allow the wire to service more capacity than the customer for whom the system is being 
extended.  Staff notes that he goes on to suggest that the cost incurred to comply with 
safety and reliability standards begins to outweigh the cost of meeting electrical 
demand.  Staff considers IIEC's position unreasonable and contends that it would be 
presumptuous to argue that safety and reliability are new concerns for the regulatory 
process.  Staff avers that these issues have existed since the electric industry began.  
Staff states further that utilities have incurred a variety of costs in the past to meet 
safety and reliability standards and presumably they will make significant future 
expenditures in these areas.  Staff is not clear why Mr. Stowe considers expenditures 
on safety and reliability to be information that the Commission has not previously 
received or considered. 
 
 In addition, Staff states that it is difficult to conceive how safety and reliability are 
related to the number of customers on the system.  The premise of the MDS system is 
that there are costs that pertain to connecting customers to the system, independent of 
the amount of demand.  If the purpose of the distribution system were simply to connect 
customers, Staff submits that safety and reliability issues would then be a small fraction 
of their current levels.  What creates significant safety and reliability concerns, Staff 
asserts, is the electricity that courses through the system. 
 
 IIEC‘s position is also flawed, according to Staff, because it identifies a perceived 
customer component for a distribution system that is clearly related to customer 
demands.  Staff contends that IIEC‘s logic is comparable to arguing that costs 
associated with traditional customer-related components of the system, costs such as 
services and even meters, should be considered demand-related because a large 10 
MW industrial customer would require a more costly service line and meter than a 
smaller customer.  Nevertheless, Staff states that the costs of that service line and 
meter are considered customer-related because their primary purpose is to serve the 
individual customer.  Similarly, Staff adds that the distribution system has the primary 
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purpose of meeting ratepayer demands and is appropriately considered demand-
related. 
 

3. AG's Position 
 
 The AG agrees with AIU that given the recent attention that the Commission has 
placed on rate design and cost of service issues for AIU's electric operations, it makes 
sense to have across-the-board increases in this case.  Across-the-board increases, the 
AG continues, would avoid disparate bill impacts for different types of customers.  AG 
witness Rubin states that a valid COSS is one piece of information the Commission 
should use in deciding each class‘s responsibility for any rate increase.  But there is 
other important information that he believes the Commission also should rely on, 
including customer impact, the overall fairness of the result, rate continuity, gradualism, 
and other factors.  Mr. Rubin contends that AIU's rate design and transition to fully 
unbundled rates has been exhaustively examined by the Commission over the past two 
years, and that transition process is still in progress.  He maintains that it is reasonable, 
therefore, for the Commission to decide in this case that any rate increase or decrease 
should be borne by each customer class in equal proportion to the magnitude of the rate 
change itself. 
 
 The AG opposes IIEC's suggestion that rates be set based on a COSS that 
incorporates the MDS concept, either in this proceeding or any future proceeding.  The 
AG points out that MDS affects the allocation of a significant amount of plant 
investment.  In this case, the AG reports that IIEC‘s proposal will shift $54 million in rate 
base from the commercial and industrial classes to the residential class.  For 
AmerenCILCO, the shift would move more than $16 million in rate base adjustments 
onto residential customers.  This represents 5% of AmerenCILCO‘s total rate base.  For 
AmerenCIPS, the shift would be $13 million (almost 3% of total rate base), and for 
AmerenIP the shift would be $25 million (almost 2% of total rate base). 
 
 The AG urges the Commission to reject the MDS proposal for various reasons.  
First, the AG states that IIEC witness Stowe makes several assumptions that are not 
supported by the evidence, including the submission of an alternative cost analysis that 
is based on hypothetical information that bears no relation to AIU's service territory.  
Second, the AG asserts that Mr. Stowe incorrectly assumes that the Commission‘s 
treatment of these issues has not been well informed.  The AG argues that both of 
these assumptions are wrong.  The AG relates that the Commission has consistently 
found that there is no customer-related component in these distribution system 
accounts.  According to the AG, Illinois decisions rejecting MDS go back nearly 30 
years, and include cases where the utility produced an MDS study that the Commission 
rejected.  Moreover, the AG avers that the Commission‘s rejection of MDS has not been 
theoretical or based only on policy, as Mr. Stowe argues, but rather has been based on 
repeated findings that MDS analyses do not accurately reflect the cost of providing 
service to customers. (The AG references Docket Nos. 91-0335, 00-0802, and 05-0597 
at page 49 of its Reply Brief.) 
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 In response to IIEC's offer of evidence that the MDS exists, the AG states that 
IIEC simply relies on standards in the NESC that describe minimum standards for the 
construction of distribution systems.  The AG also notes that Mr. Stowe did not actually 
conduct any analysis comparing the NESC minimum standards to AIU, but instead 
relied on ―estimated customer and demand percentages‖ that he alleges are 
reasonable, based on studies performed for utilities in Missouri, Kansas, and Colorado.  
The AG asserts that the IIEC analysis is flawed in that it assumes the costs of meeting 
NESC minimum standards are (i) the same for utilities in different states and (ii) solely 
related to the number of customers served.  In reality, the AG contends that the costs 
are based on factors completely unrelated to the number of customers served.  These 
factors, the AG states further, are based on the assumption that customers will actually 
use electricity, causing the consideration of items such as the expected electricity 
consumption of customers; topography; population density; building type; the proximity 
of electrical facilities to railways, water and other natural or man-made features, etc. to 
be important factors. 
 
 AG witness Rubin points out that the NESC safety rules for the installation and 
maintenance of overhead supply lines consist of more than 120 pages and vary based 
on building height, use of land or water underneath the wires, etc.  The AG asserts that 
IIEC‘s reliance on these standards is misguided.  First, the AG argues that the different 
systems in Missouri, Kansas, and Colorado that IIEC relies on are not comparable to 
AIU's system.  As an example, the AG states that in Colorado, the NESC standards 
require additional clearance at higher voltages because these systems are on a higher 
elevation than AIU's system.  Second, the AG reports that there are highly 
disproportionate ranges for the customer related costs of each utility in the same FERC 
account; for instance, Account 366 ranges from 18%-94% and Account 367 ranges from 
9%-79%.  The AG maintains that Mr. Stowe‘s own data thus absolutely rebuts his 
testimony that it is reasonable to assume that an MDS study from one utility can be 
used as a proxy for another utility.  Third, the AG alleges that IIEC does not establish 
that costs associated with satisfying NESC standards are related solely to the number 
of customers and not to the numerous other factors that affect the construction of 
distribution facilities.  Fourth, the AG contends that IIEC does not establish why any 
minimum distribution system would be built in the absence of any electrical demand. 
 

4. IIEC's Position 
 
 In support of its position that the COSS be used to set rates, IIEC points out that 
the Commission has recognized the importance of adhering to basic cost of service 
principles.  According to IIEC, the primary reasons for using cost of service as the 
principal factor in revenue allocation/rate design are equity, cost-causation, appropriate 
price signals, conservation, and revenue stability.  Cost-based rates, IIEC adds, are 
also essential to the development of competition. 
 
 IIEC states that the AIU electric COSS generally follow accepted cost of service 
principles.  IIEC finds the studies to be generally sound and include many of the 
characteristics of a valid COSS.  The studies, IIEC continues, recognize and separately 
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account for the multiple voltage levels at which AIU customers take service.  IIEC 
witness Stowe, however, recommends one significant change to the AIU COSS--
incorporation of the MDS concept. 
  
 With regard to the AIU gas COSS, IIEC witness Chalfant reviewed those studies 
and, while he disagrees with the use of the peak and average demand allocator, he 
does not propose any adjustment to the AIU studies, respecting use of that allocator.  
He concludes that the COSS demonstrate that industrial customers are subsidizing 
other AIU customer classes but that the use of the studies for revenue allocation and 
rate design purposes in these cases is sufficient to move rates toward cost.  IIEC 
contends that the various rationales offered by AIU and Staff in support of an across-
the-board approach for gas rates are not sufficient to justify abandonment of cost of 
service principles.  IIEC asserts that AIU's reasons are basically non-cost arguments 
and many of them are totally unrelated to the provision of natural gas service.  Those 
reasons include: (a) rate stability and continuity; (b) competition; (c) customer bill 
impact; (d) political environment; (e) AIU's electric rate increase; (f) gasoline prices; and 
(g) health care costs. 
 
 In response to these arguments, IIEC states that AIU has conveniently ignored 
the fact that rate stability and continuity and competition are enhanced by cost-based 
rates.  Furthermore, IIEC insists that setting rates, as AIU proposes here, on the basis 
of what is politically correct is neither good public policy nor consistent with the other 
public policies and legislative priorities, such as the promotion of energy efficiency and 
demand response.  Determining revenue allocations and setting rates on the basis of 
the increased cost of unrelated products and services, such as gasoline and health care 
is also not good public policy, according to IIEC.  For example, customers who manage 
their electricity and gas costs through energy efficiency or demand response, possibly 
achieving savings as a result, may be confused to find their savings diminished by rates 
changed as a function of the cost of health care or some other product or service 
unrelated to electricity and natural gas service. 
 
 IIEC also suggests that perhaps too much emphasis is placed on rate impacts on 
DS-1 and DS-2 electric customers and that AIU and Staff have overlooked the fact that 
these customers have already been the beneficiaries of substantial rate mitigation.  IIEC 
notes that assistance to small electric customers has come in the form of Docket No. 
07-0165, Public Act 95-0481, and the Illinois Power Agency's efforts to purchase 
cheaper power for small customers.  Large industrial customers, IIEC points out, are 
excluded from the benefits of the Illinois Power Agency's efforts. 
 
 While utilities normally have no financial stake in the revenue allocation method, 
IIEC suggests that in this proceeding AIU does; which may be influencing its 
endorsement of an across-the-board allocation method for electric rates.  IIEC notes 
that AIU is proposing as a rate impact mitigation measure to cap DS-1 rates at an 8.5% 
increase in overall bundled rates for the first year.  Recovery of any remaining allowed 
increase will begin in the thirteenth month following an order in this proceeding.  Using 
AIU's proposed revenue requirement and across-the-board revenue allocation, IIEC 

Schedule WPD-6 - Gas (Part 26) 
Page 282 of 376



07-0585 et al. (Cons.) 

275 
 

witness Stephens calculates that the voluntary rate cap would cost AmerenIP $31 
million.  Under AIU's proposed revenue requirement and rates based on a COSS, Mr. 
Stephens calculates that the voluntary rate cap would cost AmerenIP $67 million.  He 
therefore concludes that use of the across-the-board allocation method allows AIU to 
recover an additional $36 million under the voluntary rate cap. 
 
 IIEC notes that no party to this proceeding elected to present a comprehensive 
COSS in response to AIU's COSS.  Moreover, no party, other than IIEC, offers any 
critique of AIU's gas or electric COSS.  Other than its proposal to modify the AIU electric 
COSS to include the MDS concept, IIEC contends that there should be no dispute over 
the appropriateness of the AIU cost studies in this case for allocation of gas and electric 
revenue requirements and rate design. 
 
 With respect to its suggestion to incorporate MDS into the electric COSS, IIEC 
has provided modified versions of the COSS to reflect the central idea behind the MDS 
concept.  That idea, according to IIEC, is that there are delivery system costs that do 
not vary with customer demand, but rather are customer related and attributable to 
electric industry mandated safety and reliability requirements.  By definition, the MDS 
system comprises every distribution component necessary to provide service, i.e., 
meters, services, secondary and primary wires, poles, substations, etc.  The cost of the 
MDS, however, is only that portion of the total distribution cost the utility must incur to 
provide service to customers, it does not include costs specifically incurred to meet the 
peak demand of the customers.  Mr. Stowe states that the latter costs are properly 
allocated on the basis of demand.  But unless AIU's COSS are modified to reflect the 
MDS concept, IIEC maintains that AIU's COSS in this case tend to overstate the cost 
responsibility of relatively few large customers and understate the cost responsibility of 
the numerous small customers. 
 
 IIEC proposes that its modified versions of the AIU COSS be used for revenue 
allocation in this case.  If, however, the Commission elects not to incorporate the MDS 
into the AIU electric studies in this proceeding, IIEC recommends that the Commission: 
(a) use the unmodified versions of the AIU studies for rate design and cost allocation 
purposes in this case, and (b) direct AIU to incorporate the MDS concept in its next 
electric delivery service rate case COSS. 
 
 In further support of the MDS, Mr. Stowe asserts that to serve customers--even 
small residential customers -- a utility can not install wires smaller than a certain 
mandated minimum size or hang wires on poles below a certain height.  The applicable 
minimum size and height requirements are independent of the customer's maximum 
peak demand or energy usage.  Minimum wire size and wire height are mandated by 
safety and reliability standards which are contained in the NESC.  Under these 
standards, even if existing customer demand increases or decreases, Mr. Stowe 
testifies that the cost of meeting these NESC standards remains fixed.  As an example, 
Mr. Stowe states that the cost of meeting code requirements for a customer with a peak 
demand of 3 kW is exactly the same as the cost for meeting the code requirements for a 
150 kW or even a 1 MW customer.  The components of the system that only just 

Schedule WPD-6 - Gas (Part 26) 
Page 283 of 376



07-0585 et al. (Cons.) 

276 
 

conform to these safety and reliability standards comprise the MDS.  The costs of these 
components represent the MDS costs.  At the same time, he continues, if the system is 
expanded to meet additional peak demands, any costs above those associated with the 
minimum NESC requirements would be properly allocated on the basis of demand. 
 
 The NESC, Mr. Stowe argues, enables simple identification or MDS costs.  He 
points out that the Commission has adopted the NESC standards (See 83 Ill. Adm. 
Code 305.20(b)), and Illinois utilities must comply with its mandates.  The NESC 
specifies the minimum facilities and construction standards necessary for the safety of 
the public and utility employees in the installation, operation, or maintenance of electric 
supply and communication lines or their associated equipment.  IIEC asserts that the 
cost of meeting these standards does not vary with the electrical demands or electrical 
usage of customers, but will vary based on the number of customers to be served by 
the electric utility. 
 
 In order to modify AIU's COSS to reflect the MDS concept in the absence of AIU 
specific data, Mr. Stowe used information from MDS studies of four companies which he 
either personally performed or reviewed during his employment with a public utility.  
Since the NESC standards apply equally to nearly every electric utility in the nation, Mr. 
Stowe concluded that it was reasonable to assume that the NESC standards are the 
same across utility service territories.  Based upon this assumption and coupled with his 
experience in performing MDS studies for public utilities in other jurisdictions, he 
estimated applicable customer and demand percentages within the range of 
percentages determined by other utilities with urban operations, suburban operations, 
and rural operations similar to those of AIU.  He also concluded that the total investment 
in rate base for these utilities was within the range of the total investment for AIU in this 
case, and that the average mix of primary and secondary distribution, as a percentage 
of total distribution plant, for his similar utilities was comparable to that of AIU in this 
case.  With the use of these other four utilities' data, he determined the following 
demand and customer percentages:  84% demand and 16% customer for FERC 
Account 364 (Poles); 85% demand and 15% customer for FERC Account 365 
(Overhead Wires); 39% demand and 61% customer for FERC Account 366 (Conduit); 
and 26% demand and 74% customer for FERC Account 367 (Underground Conductor).  
IIEC maintains that using Mr. Stowe's estimates of demand and customer percentages 
is better than making the de facto assumption that 100% of the subject costs are 
demand related and 0% are customer related.  If the Commission concludes, however, 
that an Ameren-specific study is required, then IIEC suggests that AIU be directed to 
perform the necessary studies and present them in the next round of electric delivery 
service cases. 
 
 If the Commission adopts rates based on COSS, yet still has concerns about the 
impact on customers, IIEC proposes mitigation measures.  For electric operations, IIEC 
offers two alternatives.  Under the first alternative, rates for each class would move one-
half of the way to cost of service.  This approach reduces, but does not fully eliminate, 
rate subsidies provided or received by each class of customer.  The second and final 
step to cost-based rates could be made in the next AIU electric delivery service rate 
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case or a specified period of time -- e.g., two years after rates take effect.  The revenue 
allocations associated with such an approach for AmerenCILCO, AmerenCIPS, and 
AmerenIP under the original AIU COSS and IIEC's modified version of the AIU COSS 
are shown in IIEC Ex. 1.2.  Under IIEC's second alternative for electric operations, the 
Commission could limit the increase to any class' distribution delivery service charges to 
not more than 25% above the respective utility's overall increase.  For example, if 
AmerenIP were to be granted a 10% overall revenue increase in this case, no customer 
class would receive an increase greater than 35% (10% + 25%) in its distribution 
delivery service charges. 
 
 In the gas cases, IIEC recommends a revenue allocation that moves rates 
toward cost of service, but not completely to cost of service.  IIEC states that revenue 
allocation in the gas cases was complicated by the proposed change in class structures 
for the gas operations of the three utilities.   Because of the complications associated 
with changes in class structures, IIEC proposes a more moderate revenue allocation 
than suggested by the AIU gas operations COSS.  This ensures that customers are not 
unreasonably impacted by the change in class definition.  For AmerenCILCO, IIEC 
recommends a revenue allocation that still produces a decrease for GDS-1 - Residential 
(-4.5%), which is approximately the same as the system average decrease (-4.67%), a 
smaller than average decrease for Rate GDS-5 - Seasonal Delivery Service (-2%), and 
slightly larger than system average decreases for all of the remaining customer rate 
classes: GDS-4 (-11%), GDS-3 (-5.90%) and GDS-6 (-11%).  For AmerenCIPS Gas, 
IIEC recommends a larger than average increase for GDS-1 -Residential (26.35%) and 
GDS-5 - Seasonal Delivery Service (26%) and a smaller than average increase for 
GDS-2 - Small General Service (17.15%) , GDS-3 -Intermediate General Services and 
GDS-4 - Large General Service (17.15%).  For AmerenIP, IIEC recommends a larger 
than average percentage increase for GDS-1 - Residential (48%), GDS-3 - Intermediate 
General Service (48%), and GDS-5 - Seasonal Delivery Services (55%) and smaller 
than average percentage increases for GDS-2 - Small General Service (37.07%) and 
GDS-4 - Large General Service (37.24%). 
 
 With regard to AIU's proposal to maintain uniformity in certain charges among the 
three electric utilities, IIEC does not oppose uniform charges per se.  IIEC observes that 
these charges were set on a uniform basis in AIU's last delivery service cases using a 
combination of embedded costs and replacement or incremental costs.  IIEC reports 
that AIU did not supplant those charges with new cost-based charges.  IIEC contends 
that AIU increases its costs by an escalation factor that is both illogical and unsupported 
in the record.  The proposed charges were escalated on a ratio of the overall increase in 
delivery service revenues for all three AIU operating companies.  According to IIEC, the 
overall increase ratio of 27% is a function of AIU‘s proposed revenue allocations and is 
based on increases to some cost items that have nothing to do with the customer 
charges, such as electric poles.  The escalation factor for the customer charge results in 
a 27% increase.  IIEC argues that there is no basis on which to conclude that the real 
underlying cost components of the customer charges, as determined in the last AIU 
delivery service rate cases, have increased by 27% in the two years between the 2004 
test year in the last case, and the 2006 test year used in this case.  IIEC states that a 
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similar concept holds true for transformation charges and reactive demand charges.  In 
the absence of a valid cost basis for a change in the present customer, meter, 
transformation, and reactive demand charges, IIEC urges the Commission to retain the 
current charges. 
 

5. Commercial Group's Position 
 
 The Commercial Group endorses the use of AIU's COSS, with the electric COSS 
modified to reflect the MDS concept.  Using AIU's electric COSS, the Commercial 
Group determined the degree to which certain classes are currently subsidizing other 
classes.  The following table depicts the relative rate of return for each electric class of 
customers for each utility.  The Commercial Group submits that a relative rate of return 
greater than 1.0 indicates that a customer class is providing subsidies to other classes, 
while a relative rate of return less than 1.0 indicates that a customer class is receiving 
subsidies from other classes. 
 

 
AmerenCILCO AmerenCIPS AmerenIP 

DS-1 0.82 0.62 0.26 

    DS-2 1.39 1.93 2.91 

    DS-3a 1.76 2.10 1.24 
DS-3b 1.86 1.87 2.18 

    DS-4 0.77 0.59 1.62 

    DS-5 0.84 1.20 2.38 
 
The Commercial Group argues that all AIU DS-2 and DS-3 customers are currently 
paying more than their respective cost of service.  The Commercial Group also notes 
that the DS-3 class includes elementary schools while the DS-4 class includes high 
schools and colleges.  The Commercial Group maintains that it is not fair for commercial 
and industrial customers, schools, and colleges to subsidize other customers. 
 
 In addition, the Commercial Group asserts that AIU has an incentive to propose 
an across-the-board electric rate increase in light of its voluntary rate cap proposal.  Mr. 
Stephens, the Commercial Group states, correctly points out that AIU has a $36 million 
incentive to propose an across-the-board increase.  In effect, AIU's other customers are 
being asked to help pay for AIU's voluntary rate cap. 
 
 The Commercial Group is also under the impression that the Commission, in 
AIU's last rate case, directed AIU to file rates based on cost in its next rate case: 
 

[C]ircumstances in this case lead us to believe that no customer class 
here should subsidize the delivery services rates of another.  The 

Schedule WPD-6 - Gas (Part 26) 
Page 286 of 376



07-0585 et al. (Cons.) 

279 
 

Commission directs the Ameren companies, in compliance filings, to file 
tariffs based on cost of service using the NCP allocation method.  (Docket 
Nos. 06-0070/06-0071/06-0072 (Cons.), Order at 175) 

 
The Commercial Group states that AIU filed COSS' in this case, although it did not file 
tariffs based on the COSS'.  Mr. Baudino for the Commercial Group reviewed these 
studies and found them generally reliable for setting class rates. 
 
 In response to AIU's comment in its Initial Brief that it worked with the parties in 
an effort to address their concerns with its across-the-board proposal, the Commercial 
Group states that it is not sure what AIU means by this remark.  The Commercial Group 
indicates that AIU did not approach it to discuss its concern of having to pay bills that 
are higher than cost.  Nor does the Commercial Group understand AIU's reference in its 
Initial Brief to higher gasoline prices, higher energy bills, and higher health care costs as 
reasons for across-the-board rate increases.  The Commercial Group asserts that these 
may be good reasons for keeping AIU's revenue increase as low as possible but not for 
increasing the subsidization of some classes by others. 
 
 The Commercial Group also objects to Staff's proposal for setting rates based on 
which customer groups can more easily absorb a greater bill increase.  It is unclear to 
the Commercial Group how a class' relative ability to absorb rate increases could be 
measured in a fair, meaningful, and transparent manner.  Regardless of the manner, the 
Commercial Group maintains that the ability to absorb rate increases (or willingness and 
ability to organize and advocate) is not a fair, objective way to set rates; cost is the 
fairest basis for setting rates. 
 

6. Commission Conclusion 
 
 In determining whether to adopt an across-the-board rate increase or one based 
on AIU's COSS, the Commission notes that AIU, Staff, the AG, IIEC, and the 
Commercial Group have made extensive arguments both for and against the two 
proposals.  Generally, the Commission prefers to set rates as close to the cost of 
service as is reasonably possible and/or appropriate.  To do so, the Commission must 
first have an accurate idea of what the cost of serving each customer class is in each 
service area.  AIU included with its initial rate filing COSS for its gas and electric 
operations.  Although AIU supports an across-the-board rate increase, its COSS have 
been entered into the record via the granting of a June 6, 2008 IIEC motion.  No party 
questions the validity of AIU's COSS, although IIEC and the Commercial Group would 
like the electric COSS to be modified to reflect the MDS concept. 
 
 IIEC and the Commercial Group express frustration with the subsidization of 
smaller customers by larger customers under current electric rates.  While they 
understand the Commission's conclusions in Docket No. 07-0165 that led to the current 
rate structure, they do not believe that it is fair for larger customers, who are 
experiencing the same economic uncertainties as smaller customers, to be required to 
help support smaller customers.  The Commission understands this frustration, but in 
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light of the customer impacts that led to the rate redesign in Docket No. 07-0165, finds 
itself in a difficult situation.  Given that the rate design resulting from Docket No. 
07-0165 has only been in effect since January 1, 2008, the Commission is reluctant to 
return to full cost based rates after less than one year.  The rate shock that would result 
from returning to full cost based rates would likely lead to another redesign docket.  In 
order to mitigate the impact of the rate increase approved in this proceeding and avoid 
renewed rate shock, the Commission believes that it is more appropriate at this time to, 
generally, increase rates on an across-the-board basis.  The Commission certainly does 
not mean to suggest by this decision that cost based rates have fallen out of favor.  
Indeed, cost based rates, as we affirmed in our recent decision in Docket No. 07-0566, 
continue to be the Commission‘s preferred rate design methodology. That said, for 
purposes of this proceeding and based on this record the Commission concludes that  
adoption of an across-the-board increase is  the most prudent and reasonable 
methodology that will serve to ease rate impacts occurring due to the  continued 
transition from the end of the rate freeze. 
 
 Since the Commission is not adopting rates based on AIU's COSS, it need not 
address the proposal that the COSS be revised to reflect the MDS concept.  
Nevertheless, the Commission feels compelled to mention that using cost data from 
other utilities and applying that data to AIU, as IIEC does, is of little value to the 
Commission.  As noted by AIU and other parties, significant differences exist between 
AIU and certain of the utilities that IIEC chose to use data from and apply to AIU.  As for 
requiring AIU to submit COSS incorporating MDS in its next rate cases, the Commission 
notes AIU's objection that it not be required to do so unless the Commission intends to 
adopt the MDS concept in setting rates.  While IIEC's discussion of the MDS concept 
presented some interesting ideas to consider, the Commission is not prepared to 
conclude here that it will implement MDS in AIU's next rate cases.  Therefore, the 
Commission will not require ratepayers to pay the cost of preparing a COSS 
incorporating the MDS concept for AIU's next rate cases.  This does not mean to 
suggest, however, that other parties should not feel free to propose COSS reflecting the 
MDS concept. 
 
 As noted above, AIU determined that for the purposes of this proceeding to no 
longer seek uniformity and instead agreed to adjust the DS-1 customer, meter, and 
distribution delivery charges by a level equal to the average change in residential 
delivery service revenue for each of the three utilities.  The Commission understands 
that Staff and the AG agree with the changes on this issue.  The Commission finds 
AIU's proposal regarding DS-1 reasonable and approves it.  In the future, however, the 
Commission will be interested in returning to uniform customer, meter, and distribution 
delivery charges among the customers of the three utilities to the extent that doing so is 
prudent. 
 
 For the DS-2, DS-3, and DS-4 classes, AIU also proposes to maintain uniform 
meter and customer charges across the three utilities.  AIU also proposes to maintain 
uniform transformation (for both DS-3 and DS-4) and reactive demand (DS-4 only) 
charges.  AIU states that the distribution delivery charge is proposed to "float" to recover 
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the remaining revenue requirement targeted for each class.  AIU believes that this 
proposal will facilitate service to customers, or potential customers, taking electric 
service from more than one of the utilities.  The Commission recognizes that there are 
objections to at least portions of this AIU proposal, but nevertheless finds it reasonable 
and agrees that it will likely facilitate service to larger customers.  The Commission 
therefore approves this AIU proposal. 
 
 With regard to the Commercial Group's citation to page 175 of the Order in 
Docket Nos. 06-0070/06-0071/06-0072 (Cons.) and its discussion of cost based rates, it 
appears that the Commercial Group misunderstands what is meant by a compliance 
filing.  The compliance filing in that context referred to AIU's tariffs implementing the 
conclusions in that Order and filed within days of the entry of that Order.  The language 
cited by the Commercial Group was not referring to AIU's next rate cases. 
 

B. COSS in Next Rate Cases 
 
 Staff recommends that AIU propose gas and electric rates in the next rate cases 
based on cost of service.  AIU does not object to doing so but indicates that it may also 
propose rates using an across-the-board approach or some other hybrid method.  AIU 
explains that it wishes to preserve its options in case it does not believe, under the 
circumstances in the next cases, that strict adherence to cost of service is appropriate.  
Staff agrees that there is no way of predicting the future and what conditions may exist, 
and understands AIU's caveat to leave its options open to an alternative rate design 
dependent on future conditions.  IIEC and the Commercial Group support the filing of 
COSS in AIU's next rate cases, but add that the electric COSS should incorporate the 
MDS concept.  LGI recommends that AIU's next rate filings include a detailed COSS 
showing a lighting cost of service analysis for AIU identifying lighting fixture costs as 
well as a detailed street light rate design study to determine cost-based lighting fixture 
charges.  If AIU is to file new COSS in its next rate cases, Grain and Feed Association 
of Illinois (―GFA‖) would like the studies to evaluate and address the characteristics of 
seasonal users in general and, in particular, grain dryers.  AIU objects to conducting 
studies incorporating GFA's proposal. 
 
 AIU is already required to provide a COSS for each utility pursuant to Part 285.  
The Commission anticipates that AIU will comply with this requirement and provide 
COSS in its next rate case filings.  The Commission finds value in Staff‘s 
recommendation that AIU provide gas and electric rates in the next rate cases based on 
cost of service and directs AIU to do so in the next rate cases.  In considering a move 
towards rates based on the cost of service, AIU should take into account alternative rate 
structures for the all-electric residential customer sub-class that would incorporate the 
effect of innovative market-based dynamic or real-time pricing rate structures for retail 
all-electric customers.  Market-based dynamic prices may have the overall effect of 
reducing the electric bills of all-electric classes of customers while at the same time 
ending the explicit subsidy that was designed to accomplish the same end. (See Docket 
No. 07-0165, Order at 25-28 (Oct. 11, 2007); see generally, Order on Rehearing (Oct. 
29, 2007).  In times of rapidly rising energy costs, the Commission needs to be able to 
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consider all options available to it to restrain rate shock while simultaneously setting 
rates as close as possible to cost.  An analysis of the effect of dynamic market-based 
prices for the all-electric sub-class of residential customers would give the Commission 
valuable insight as to its potential benefits as the utility tries to meet those important, 
and some times mutually exclusive, objectives in the next rate case.  In its cost of 
service analysis, AIU‘s electric utilities should develop a separate sub-class for the 
residential space-heat customers and consider the use of a straight-fixed-variable rate 
design for this sub-class of customers if a dynamic pricing rate design utilizing market-
based rates can be shown to be beneficial.  Whether AIU proposes alternative rates 
based on some other approach is up to AIU for the reasons discussed above.  
However, having cost-based rates with which to compare against alternative 
approaches will be instructive.  As noted earlier, the Commission will not be requiring 
AIU to incorporate the MDS concept in its next electric COSS.  The Commission will, 
however, require AIU to analyze the cost of lighting service in each of the utility's electric 
service areas and develop cost-based rates for lighting fixture charges, as proposed by 
LGI.  AIU shall also analyze the cost of serving seasonal gas users as proposed by 
GFA.  The arguments of LGI and GFA both give the Commission reason to further 
consider their respective positions.  AIU's rate filings, however, need not reflect adoption 
of the lighting and seasonal user analyses.  These analyses simply need to be available 
for the parties and Commission to consider. 
 
IX. RATE DESIGN/TARIFFS TERMS AND CONDITIONS 
 
 The above discussion on how to allocate costs among the classes of electric and 
gas customers is but one component of rate design.  Rate design, in the parlance of the 
Commission, also encompasses the terms and conditions of service in a utility's tariffs.  
Over the course of this proceeding, parties raised several issues and presented 
arguments concerning the terms and conditions of service.  Some of these issues have 
been resolved, while others remain contested. 
 

A. Resolved Gas and Electric Issues 
 

1. Budget Billing Plan Tariffs 
 
 Staff witness Harden recommended that AIU provide more specific language 
concerning the methodology used in its budget billing plan regarding over or under 
recovery of customer revenue.  In response, AIU witness Jones proposed revised 
language that (a) reinstates the ―annual settle-up‖ (i.e., lump-sum settlement) language 
in existing tariffs and (b) provides flexibility for AIU to offer a second choice to 
customers to smooth any annual settlement amount over the next 12 months.  Ms. 
Harden agrees with AIU's revised language for both the gas and electric tariffs.  The 
Commission finds the revised language appropriate and directs that it be used. 
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2. Refundable Deposits for Line Extensions 
 
 Staff witness Lounsberry raised a concern regarding AIU's proposed tariff 
language concerning refundable deposits under AIU's Standards and Qualifications for 
Gas Service.  He believed that the language could be interpreted in a manner 
inconsistent with 83 Ill. Adm. Code 500, "Standards of Service for Gas Utilities."  In 
response to Staff data request ENG 2.202, AIU witness Warwick provided alternative 
language alleviating Mr. Lounsberry's concerns.  The Commission finds the alternative 
language reasonable and directs that it be used. 
 
 Similarly, Staff witness Rockrohr raised a concern regarding AIU's proposed tariff 
language concerning refundable deposits under AIU's Standards and Qualifications for 
Electric Service.  He believed that the language could be interpreted to mean that AIU 
would have sole discretion to determine the period of time over which an applicant who 
makes a refundable deposit would qualify for a refund, which is contrary to Section 
410.410.  In response, AIU witness Jones provided alternative language clarifying that 
customers will always have a cash deposit option available.  This language is 
acceptable to Mr. Rockrohr.  The Commission concurs and directs that the alternative 
language be used in AIU's compliance filing. 
 

B. Resolved Gas Issues 
 

1. Uniform Gas Tariff Language 
 
 AIU submitted an entirely new tariff book for each of the three gas utilities.  Many 
of the terms and condition are the same as those in the existing tariffs, but have been 
written/presented differently in order to make the three companies' tariffs more uniform.  
AIU describes the proposed changes in its Initial Brief at pages 324 through 327.  Staff 
agrees that creating more uniform gas tariffs is desirable and recommends that the 
Commission approve the revisions.  The Commission concurs and directs AIU to reflect 
the changes in its compliance filings in this proceeding. 
 

2. Renaming of Certain Gas Customer Classes 
 
 AIU proposes to rename its gas customer classes as follows in order to conform 
to its electric customer classes: 
 

AmerenCILCO 
 
Present Rate Classification Proposed 
 
Rate 510 – Residential Gas Service GDS-1 
Rate 550 – Small General Gas Service GDS-2 
Rate 600 – General Gas Service GDS-3 
Rate 600 – Minimal Winter Use Gas Service GDS-5 
Rate 650 – Intermediate General Gas Service GDS-4 
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Rate 700 – Large General Gas Service GDS-6 
Rate 800 – Contract Service GDS-7 

 
AmerenCIPS and AmerenCIPS Metro-East 

 
Present Rate Classification Proposed 
 
Rate 1 – Residential Service GDS-1 
Rate 2 – General Delivery Service 
(small meter < 700 cubic feet per hour ("cfh")) GDS-2 
Rate 2 – General Delivery Service 
(large meter > 700 cfh) GDS-3 
Rate 3 – Large Use Firm Delivery Service GDS-4 
Rate 3 – Minimal Winter Use Delivery Service GDS-5 
Rate 4 – Large Use Inadequate Capacity Delivery Service GDS-4 
Rate 4 – Minimal Winter Use Delivery Service GDS-5 
Rate 5 – Special Contract Service GDS-7 
 

AmerenIP 
 
Present Rate Classification Proposed 
 
Rate 51 – Residential Gas Service GDS-1 
Rate 63 – Small Volume Firm Gas Service GDS-2 
Rate 64 – Intermediate Volume Firm Gas Service GDS-3 
Rate 65 – Large Volume Firm Gas Service GDS-4 
Rate 66 – Seasonal Gas Service GDS-5 
Rate 76 – Transportation of Customer Owned Gas Service GDS-1-5 
Rate 90 – Contract Service GDS-7 

 
Staff accepts the proposed renaming of the gas customer classes as long as it does not 
result in unequal bill impacts on individual gas customers.  The Commission finds the 
proposal to rename the customer classes reasonable and is aware of no unequal bill 
impact on any customers; therefore the renaming of the classes should be reflected in 
the compliance filings. 
 

3. Customer Charges and Metering Differentials 
 
 AIU initially proposed to change all customer charges by an across-the-board 
percentage except the differential between the customer charges for sales customers 
and the customer charges for transportation customers that accounts for the added 
costs of daily metering.  AIU's proposal also included the requirement of daily metering 
service and the imposition of such a differential for the first time for AmerenCILCO‘s 
Rider T customers.  Staff witnesses Sackett and Harden objected to the exceptions to 
the across-the-board change.  Mr. Sackett testified that the disproportionate changes 
would be a barrier to transportation customers.  Ms. Harden objected because the 
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proposal deviates from the across-the-board change and would cause a higher level of 
bill impacts for transportation customers.  AIU witness Warwick accepted this, removed 
the AmerenCILCO differential, and changed the customer charges for each Local 
Distribution Company (―LDC‖) by the across-the-board percentage.  Staff finds these 
changes acceptable and the Commission concurs with these changes.  The resolution 
of this issue between AIU and Staff should be reflected in AIU's compliance filing to the 
extent not otherwise affected by the conclusions below. 
 

4. Use of PGA in Cashout Mechanisms 
 
 Initially, AIU proposed to cashout daily imbalances between nominations and 
usage for gas transportation customers at the higher of the Chicago City gate price or 
the PGA and monthly imbalances at the higher of the Average Chicago City gate price 
or the PGA.  Staff witness Sackett objected to this because the Chicago City gate price 
reflects the market and no other major LDCs in Illinois have the PGA in their cashout 
mechanism.  AIU witness Glaeser removed the proposal.  The current proposal is for 
the Chicago City gate to be the only daily cashout price.  AIU has also removed its 
proposal for a monthly cashout.  Staff agrees with this proposal.  CNE-Gas supports 
these changes as well.  The Commission finds the cashout mechanism acceptable and 
directs that it reflected in the compliance filing. 
 

5. Curtailment Language 
 
 Staff identified a drafting error regarding the proposed Curtailment Plan – 
wherein transportation customers were to be completely curtailed before any system 
supply customer.  AIU addressed this error and indicates that it is not its intent to 
confiscate gas supply from a transportation customer and supply it to a PGA customer 
of the same type in the event of a system curtailment.  AIU states that curtailments will 
take place on a customer service level and not by the type of service (Rider T or Rider 
S) the customer is utilizing. 
 
 Staff also recommended that AIU adopt a blend of the current AmerenCILCO 
and AmerenIP curtailment plans.  AIU contends that doing so is not feasible.  AIU 
witness Glaeser explained that the Curtailment Plan would only be initiated in the most 
severe circumstances when it is imperative that customers reduce load to enable AIU to 
serve the residential customers and human need providers.  AIU stated that Staff‘s 
recommendation is a complicated scheme that would not be workable in an expeditious 
manner during a system emergency.  Staff later accepted AIU's explanation. 
 
 In response to CNE-Gas' comment that AIU should only curtail deliveries within a 
particular customer class, without regard to whether a customer is a firm transportation 
or firm sales customer, AIU stated that this is exactly how the Curtailment Plan is written 
and intended to operate.  Mr. Glaeser explained that the first category of Curtailment is 
―Category 1:  Customers taking service under Rates GBS-4, 5, 6, and 7 except those 
Customers identified under Category 3‖ and that the curtailment language is defined by 
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rate category and, again, not whether the customer is taking service under Rider T or 
Rider S. 
 
 Staff witness Sackett objected further to AIU's proposed curtailment language 
because although AIU provided a rationale for four of the reasons that a Critical Day 
may be declared, it also added a fifth ―catch-all‖ reason.  Initially, AIU had proposed to 
add language under Rider T to allow the declaration of a Critical Day for any ―other 
market condition which may warrant such action by [AIU].‖  Later, Mr. Glaeser offered to 
revise the language under the Critical Day definition to reflect the purpose of declaring a 
Critical Day.  The Critical Day definition was revised by removing ―market‖ prior to 
―conditions‖ and qualifying that action may only be taken due to conditions which 
―jeopardize the system integrity and/or system reliability.‖  Staff found this change 
acceptable. 
 
 The Commission finds the resolution of the curtailment language issues 
reasonable and directs that AIU's compliance filing reflect the resolution. 
 

6. Small Volumetric Distribution Charge 
 
 AIU recommended eliminating the Small Volumetric Distribution Charges for 
AmerenCILCO GDS-4 and GDS-6, and AmerenIP GDS-4.  Staff witness Harden did not 
agree with this due to the unequal bill impacts for individual gas customers that could 
result from this change.  AIU has agreed to maintain the Small Volumetric Distribution 
Charge for these rate classes.  The Commission concurs that doing so is appropriate. 
 

7. Standard Information Provided with Customer Usage History 
 
 In response to an issue raised by CNE-Gas, AIU agrees to provide with usage 
history requests (a) the customer's service classification and rider(s), (b) the customer's 
maximum daily contract quantity, (c) if applicable, the customer's bank volume, and (d) 
if applicable, the customer's gas main maximum allowable operating pressure.  The 
Commission finds that doing so is reasonable and directs provisioning of this 
information be reflected in AIU's compliance filings. 
 

8. Reconnect Charge 
 
 AIU witness Warwick proposes to set the gas Reconnect Charge at $15.00 
during regular working hours and at $50.00 outside of regular working hours for each of 
the three utilities.  The Reconnect Charge is currently $55.00 during regular working 
hours and $100 outside of regular working hours at AmerenCIPS, $25 or actual cost at 
AmerenCILCO, and $15.00 during regular working hours and $25 outside of regular 
working hours for AmerenIP.  Staff recommends approval of the uniform Reconnect 
Charge changes as a reasonable change.  The Commission concurs and approves the 
change. 
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9. Dishonored Check Charge 
 
 AIU witness Warwick proposes to set the Dishonored Check Charge at $15.00 
for each of the three utilities on any negotiable instrument returned by a bank, savings 
institution, or other institution.  The Dishonored Check Charge is currently $15.00 at 
AmerenCIPS and $10.00 at AmerenCILCO and AmerenIP.  Staff recommends approval 
of the uniform Dishonored Check Charge change, noting that it is below the charge at 
many other Illinois utilities.  The Commission finds the $15.00 Dishonored Check 
Charge reasonable and approves of the change. 
 

10. Footage Allowance for Service Connections 
 
 AIU witness Warwick proposes to conform all of AIU's gas tariff language 
regarding allowances for service connections to the language contained in the Joint 
Agreement of the Parties, attached as the Appendix to the Commission‘s Order in 
Docket No. 03-0767.  In that proceeding, all parties reached an agreement that the free 
footage allowance for service connections in Illinois should be 60 feet of gas pipe.  Staff 
witness Harden finds AIU's proposal acceptable.  Consistent with its findings in Docket 
No. 03-0767, the Commission approves of this change. 
 

11. Group Balancing Service for AmerenCILCO 
 
 AIU witness Glaeser explains that a key provision in the proposed services 
allows for Group Balancing under Rider G, which is a new service for transportation 
customers on the AmerenCILCO system.  Group Balancing is already available to 
AmerenIP and AmerenCIPS transportation customers.  The service provides the 
transportation customer and/or its marketer with an opportunity to request that its 
accounts be combined with two or more accounts on the same interstate pipeline for 
nominating and balancing purposes.  Transportation customers located in a city that is 
served by multiple interstate pipelines, as identified on the AIU web page under 
Unbundled Services Management System ("USMS"), will be allowed to balance 
nominations across those specific multiple pipelines.  Additionally, this service allows 
the Group Manager to manage a group of customer accounts as a single load rather 
than by individual accounts, and provides a netting mechanism for mitigating 
imbalances, wherein the daily over-deliveries for one customer can offset the under-
deliveries for another customer.  This offsetting arrangement aids the Group Manager in 
keeping daily imbalances to a minimum.  The larger the marketer‘s customer group 
becomes under Group Balancing, the greater the netting effect which improves daily 
imbalance performance.  The Commission considers the provisioning of Group 
Balancing for AmerenCILCO transportation customers appropriate and approves of its 
implementation. 
 

12. Consolidation of PGA Rates 
 
 AIU witness Glaeser proposes that the AmerenCIPS PGA and the AmerenCIPS 
Metro-East PGA be consolidated into a single PGA rate.  According to Mr. Glaeser, 
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natural gas prices have been more volatile since the winter of 2000-2001.  If 
consolidated, he states that the AmerenCIPS Metro-East customers would be part of a 
larger service area and a more stable PGA rate could be provided because of expanded 
hedging opportunities.  Mr. Glaeser explains that the AmerenCIPS strategy is to have 
approximately 60-75% of a normal winter‘s demand hedged through a combination of 
price hedge protection and storage withdrawals.  He asserts that this strategy works 
well in a large system that has a large number of baseload transactions that can be 
efficiently price hedged.  This same strategy, however, becomes constrained in a small 
system with limited baseload transactions where one or two hedging transactions 
determine the PGA for the entire winter heating season.  Mr. Glaeser further testifies 
that if the Commission grants this proposal, AIU would be willing to work with Staff to 
develop a mechanism to ensure that the AmerenCIPS and AmerenCIPS Metro-East 
customers would be charged or credited with respect to the balance of any over- or 
under-recovered costs existing at the implementation date. 
 
 Based on these potential benefits to AmerenCIPS Metro-East customers, and 
given Mr. Glaeser‘s agreement to work with Staff while converting to a single PGA rate, 
Staff does not oppose the consolidation of the AmerenCIPS and AmerenCIPS Metro-
East PGA rates into a single PGA rate.  If the Commission approves AIU's proposal to 
consolidate the PGAs, Staff recommends that the Commission order AmerenCIPS to 
submit a monthly report to the Commission‘s Bureau of Public Utilities, for one year 
following the date of the order in this proceeding, estimating the PGA rates applicable to 
AmerenCIPS and the AmerenCIPS Metro-East territory as if no consolidation had been 
approved.  AIU does not object to submission of monthly report as described by Staff.  
The Commission finds the proposals reasonable and directs that they be reflected in 
AmerenCIPS' compliance filing. 
 

13. Ameren CIPS Rate 2 
 
 For AmerenCIPS and AmerenCIPS Metro-East, AIU witness Warwick proposes 
splitting existing Rate 2 -General Delivery Service into two new rate classes:  GDS-2, 
for small meters (Meter A) and usage less than 700 cfh, and GDS-3, for large meters 
(Meter B) and usage greater than 700 cfh.  Staff witness Harden does not oppose this 
proposal since it would not result in unequal bill impacts for individual gas customers.  
The Commission finds the proposal reasonable and approves it. 
 

14. AmerenCIPS Rate 4 
 
 AIU inadvertently omitted certain tariff language it had intended to retain from the 
current AmerenCIPS Rate 4 – Inadequate Capacity System Gas Service.  The 
language is currently in the existing AmerenCIPS tariff and it is appropriate to maintain 
the same language in the proposed tariffs related to this case.  Staff supports the 
revision of the tariff to include the language in question.  The Commission concurs with 
the revised language and directs that it be used. 
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15. AmerenIP Service Activation Fee 
 
 AIU witness Warwick proposes to eliminate the gas Service Activation Fee for 
AmerenIP, as neither AmerenCIPS nor AmerenCILCO have a similar provision.  
AmerenIP‘s Service Activation Fee is $10.00 when a customer requests service under 
Service Classifications 51, 63, or 64.  If the service activation requires lighting, 
relighting, or inspection of appliances, the charge is $25.00.  Since AmerenIP has not 
shown a need for the charge and since AIU is focusing on uniformity in the instant 
proceeding, Staff witness Harden agrees with AIU that elimination of the Service 
Activation Fee from AmerenIP‘s tariffs is appropriate.  The Commission concurs and 
directs that this change be reflected in AmerenIP's compliance filing. 
 

16. AmerenIP Rates 4 and 5 
 
 AIU witness Warwick proposed to eliminate the AmerenIP Facilities Charge 
presently in Rates 65 and 66.  Staff witness Harden initially opposed this change and 
proposed that an across-the-board increase be applied to each rate without eliminating 
any individual rate elements, because unequal bill impacts may occur.  In response, Mr. 
Warwick stated that this proposed revision would not result in unequal customer bill 
impacts.  To further the argument, he presented an example calculation in which he 
increased the Facilities Charges by the overall percentage increase, with some 
rounding, and then merged the resulting charge into the proposed Customer Charges.  
In the example, the resulting value is the same whether the Facilities Charge is a 
separate charge or rolled up with the Customer Charge.  Therefore, there is not an 
unequal bill impact.  AIU contended that the resulting charge becomes more 
straightforward to the customer by eliminating unnecessary line item charges.  AIU 
stated further that this is another area where it can move towards tariff conformance 
with no adverse customer impact.  Staff agreed to merge the AmerenIP Facilities 
Charges for GDS-4, GDS-5, and Rider T into the applicable Customer Charges.  The 
Commission approves of this proposal. 
 

17. Elimination of AmerenIP's Rider H 
 
 AmerenIP proposes to eliminate its Rider H – Adjustment for Pipeline Transition 
Surcharge since it has not been used in several years.  Staff witness Harden agrees 
that Rider H should be eliminated from the AmerenIP tariffs.  The Commission finds this 
proposal reasonable and approves it. 
 

C. Resolved Electric Issues 
 

1. Customer and Meter Charge 
 
 AIU has a three-part residential electric rate consisting of a customer charge, a 
meter charge, and a distribution charge.  The current customer charge and meter 
charge are the same among the three utilities.  AIU had initially proposed to increase 
the customer and meter charges by 27% for all three, which is AIU's proposed system-
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wide approximate average increase.  Because of the impact on residential bills, the AG 
and Staff objected to AIU's proposal and recommended that AIU at least temporarily 
abandon the notion of uniform customer and meter charges.  AIU now agrees and 
favors an approach similar to that of the AG and Staff.  Pursuant to this approach, AIU 
will increase customer and meter charges by a level equal to the average change in 
residential delivery service revenue for each of the three electric utilities.  The 
Commission finds that the AG and Staff approach is reasonable for purposes of this 
proceeding and approves it, however, the Commission directs AIU and Staff to review 
the issue of uniform customer and meter charges among the three utilities in their next 
electric rate cases. 
 

2. Supply Cost Adjustments 
 
 The components that make up AIU's Supply Cost Adjustment (―SCA‖) are as 
follows: the Supply Procurement Adjustment, an Uncollectibles Adjustment, and a cash 
working capital adjustment.  The Commission has directed AIU to update these costs 
and/or factors in delivery services rate case proceedings.  
 

a. Supply Procurement Adjustment Amortization Period 
 
 AIU states that the Supply Procurement Adjustment is intended to compensate 
each utility for all direct and indirect costs of procuring and administering power and 
energy supply for all customers, other than amounts recovered in other charges to 
customers receiving power and energy service from AIU.  According to AIU, these costs 
consist of expenses such as professional fees, costs of engineering, supervision, 
insurance, payments for injury and damage awards, taxes, licenses, and any other A&G 
expense not already included in the cost of power and energy service. 
 
 AIU and Staff agree that the correct ongoing costs to be recovered through the 
Supply Procurement Adjustment is $1,057,003 and the amount to be amortized over the 
life of these rates is $1,415,011.  AIU states that it and Staff agree on the amount of the 
adjustment, and agree that the amortization period for the amortized portion of the costs 
should be consistent with the amortization period approved by the Commission in this 
case for electric rate case expense.  AIU says the parties only disagree with whether 
such amortization should be based on two years or three years. 
 
 The Commission has determined the amortization period for rate case expense 
elsewhere in this Order.  It appears that there is no other decision that the Commission 
must make with regard to this issue. 
 

b. Uncollectible Adjustment 
 
 AIU witness Jones presented a chart in direct testimony showing proposed 
Uncollectibles Adjustment factors by rate class, which are a subset of the SCA 
contained within Rider PER (AIU's tariff governing prices and cost recovery for fixed 
price power supply service).  Staff witness Ebrey objects to a portion of the calculation 
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proposed by AIU pertaining to write-offs for combination (both gas and electric) 
customers, and recommends that write-offs be allocated based on the relative gas 
versus electric revenues for combination customers.  AIU adjusted its methodology for 
development of the class specific uncollectibles factors based on Ms. Ebrey's 
recommendation in her rebuttal testimony, and thus the issue is no longer contested.  
AIU states that now, only the total level of uncollectible account expense is at issue.  
The updated Uncollectibles Adjustment factors, taking into account the adjustment 
proposed by Ms. Ebrey and the total level of uncollectible account expense proposed by 
Mr. Stafford, are presented in AIU's Initial Brief.  AIU says that if the Commission 
approves overall uncollectibles rates different from those provided in Mr. Stafford‘s 
rebuttal, the class level uncollectibles factors should be updated to match the approved 
overall uncollectibles rate.   
 
 The Commission has determined the uncollectibles issue elsewhere in this 
Order.  AIU is directed to update the uncollectibles factors consistent with the 
Commission's conclusions when it makes its compliance filing at the conclusion of this 
proceeding.  Based upon the Commission's decision to adopt AIU's three-year average 
for uncollectibles, the approved uncollectibles factor for AmerenCILCO is 0.582%, for 
AmerenCIPS is 0.569%, and for AmerenIP is 0.541% as shown on Ameren Ex. 19.4. 
 

c. CWC Adjustment 
 
 According to AIU, the purpose of the CWC Adjustment is the equitable recovery 
of the time value of expenses incurred to purchase power and energy for customers in a 
manner that recognizes the time lag between the incurrence of these expenses and the 
revenue stream or receipts from customers who pay for said power and energy.  AIU's 
proposed CWC Adjustment is 0.7986%, which has increased from 0.308%.   
 
 AIU claims the CWC associated with the power supply should be based on the 
calculations shown on Ameren Ex. 3.16E for each of the utilities.  As discussed above in 
this Order, Staff witness Kahle recommends that AIU receive preferential treatment on 
the timing of payments from affiliated companies, in order to offset the shorter lead time 
in which AIU has to pay suppliers for electricity purchases, due to AIU's current credit 
situation.  AIU argues that Mr. Kahle‘s position should be rejected because it conflicts 
with the Commission‘s rules designed to protect against preferential treatment between 
affiliated companies.   
 
 The Commission has made its decision regarding CWC elsewhere in this Order.  
When it makes its compliance filing at the conclusion of this proceeding, AIU is directed 
to make any changes to its SCA to reflect the Commission's decision regarding CWC.  
The Commission approves a CWC Adjustment factor of 0.7986% for use in Rider PER. 
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D. Contested Gas Issues 
 

1. Gas Bank Sizing and Daily Balancing Tolerances 
 

a. AIU's Position 
 
 In an effort to bring standardization and uniformity to gas transportation services 
across the three utilities, AIU has requested approval to unite all transportation services 
into one new rider, Rider T--Gas Transportation Service, applicable to each utility.  In 
the process of reforming the transportation services to bring about standardization, AIU 
has also updated the tariffs to meet modern system goals and requirements.  Central to 
the Rider T proposal are the policies presented with regard to banking services and 
imbalance tolerances designed by AIU to meet the necessities of modern operating and 
market conditions.  
 

i. Policy Considerations 
 
 To understand the relevance of its banking services proposal, AIU points to the 
policy drivers behind the banking services and imbalance tolerance provisions, and the 
overall context of banking services within the Rider T framework.  AIU asserts that the 
need for modified banking services and tolerance levels is driven by: 
 

 Gas price volatility, which exacerbates the potential gaming opportunities and 
unduly exposes sales customers to cost transfers; 

 Pipeline tariff restrictions, which limit the gas utilities' flexibility; and 
 Pipeline capacity constraints, which means there is not the means by which to 

access additional gas supply. 
 
 AIU asserts that extreme price volatility in the North American natural gas 
markets since the winter of 2000/2001 and growing interstate pipeline capacity 
constraints have fundamentally changed the nature of the natural gas industry.  AIU 
contends that the flexible transportation services it currently offers were developed 
years ago during a period of stable gas prices and excess and unconstrained interstate 
pipeline capacity in the Midwest, conditions that no longer exist today.  Certain of AIU's 
existing transportation services include monthly balancing.  AIU asserts that monthly 
balancing was acceptable when gas prices were stable at $2 per MMBtu for years on 
end, but becomes very problematic when gas prices swing up to $1 per MMBtu from 
day to day and can reach $14 per MMBtu during peak periods. 
 
 Monthly balancing, AIU continues, creates opportunities for gas suppliers to 
exploit short-term price swings.  AIU explains that monthly balancing in volatile gas 
markets gives transporters and marketers an incentive to ―short‖ (under-deliver gas 
supply compared to customer demand) the LDC system on days when gas prices spike 
to high levels and ―go long‖ (over deliver gas supply compared to customer demand) on 
days when gas prices drop to low levels, while staying roughly in balance by the end of 
the month.  AIU witness Glaeser testifies that this manner of market arbitrage raises 
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AIU's costs.  Since the transportation customer‘s demand still exists while its marketer is 
―shorting‖ the system, he explains that the LDC must still meet the overall demand of 
the system by delivering additional gas supplies from its suppliers and withdrawing 
additional gas from leased and on-system storage resources.  In other words, the LDC 
must purchase additional gas supplies at potentially higher market prices to make up for 
marketers ―shorting‖ the system.  This in turn, Mr. Glaeser reports, may directly impact 
the sales customers, since the cost of the incremental supplies and storage withdrawals 
are included in the PGA rates which are paid for by the sales customers and not the 
transportation customers or their marketers.  The inverse situation is also problematic, 
where daily gas prices drop to low levels and a marketer will ―go-long‖ or over-deliver 
compared to its customer‘s demand which, in turn, makes less room for the LDC to 
acquire gas supply during low priced periods which would lower the PGA rate.  This 
type of operational behavior is permissible under the current tariffs for AmerenCILCO 
and AmerenIP, which AIU contends is the fundamental reason for the proposed 
changes. 
 
 With regard to capacity constraints, AIU indicates that most of the interstate 
pipelines that it operates on are now constrained in that all or most available firm 
capacity is under contract with shippers and the utilization of that firm capacity has 
increased, especially during the summer period for gas-fired power generation.  Since 
1999, AIU reports that approximately 200,000 MW of gas-fired generation has been 
built in the U.S. which has a potential demand of 17 Bcf/day compared to the production 
of natural gas in the lower 48 states of 51 Bcf/day.  AIU asserts that this new demand 
has created significant stress on interstate pipeline operations and has given greater 
exposure of the natural gas markets to the price volatility of the power markets.  Mr. 
Glaeser also testifies that even in the last 18-24 months there has been a substantial 
increase in pipelines issuing operational flow orders ("OFO") and system protection 
warnings. 
 
 AIU asserts that one of the contributing factors to the current system integrity 
issues is the increased reliance on natural gas used for electricity production.  Ameren 
Exhibit 30.1 graphically demonstrates the significant amount of natural gas being 
consumed by power generation.  AIU states that gas-fired generation has the potential 
of creating near instantaneous peak day demands on the pipeline systems during the 
summer season, which directly competes for gas supply and capacity for storage 
injections.  AIU contends that this is causing interstate pipelines to operate with tighter 
tolerances, which are reflected in their tariffs for services such as daily balancing, 
imbalance cashouts, and penalties, in addition to operational constraints such as 
interruptible transportation curtailments and pipelines not allowing secondary-out-of-
path nominations.  AIU states that the demand for natural gas by the power generation 
sector has become a major source of demand for the gas industry and has created 
significant competition for natural gas during the summer when gas supply and pipeline 
capacity for storage injections are critical.  In other words, the gas industry has been 
transformed from a winter peaking industry to a winter and summer peaking industry 
which has contributed to increased price volatility and constrained pipeline capacity.  
AIU reports that its own experience with gas generation supports this contention.  
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Ameren Ex. 30.3 is a graph of AmerenUE‘s gas generation demand since 2004 which 
has shown sharply increasing gas demand each year, which even outstripped the 
utility‘s internal budget forecasts.  In 2004, AmerenUE‘s gas generation demand was 
758,000 MMBtu which by 2007 had risen to 10,494,000 MMBtu or by 1,400%. 
 
 AIU submits its transportation tariffs have not changed or adapted to the new 
operating environment.  To eliminate or at least reduce the possibility of marketers 
exploiting existing balancing services, AIU's proposed transportation tariffs have been 
designed to maintain tighter system operations in order to protect system integrity and 
mitigate the impact of gas price volatility on the sales customers.  Of AIU's 817,000 total 
customers, all but 518 are system sales customers.  The 518 transportation customers, 
however, represent a significant level of system throughput.  In addition, this is the first 
real opportunity for AIU to update transportation services to meet the challenges of 
today‘s natural gas markets and to develop common transportation services since the 
acquisition of CILCO in 2003 and IP in late 2004. 
 
 To manage such tight interstate pipeline tolerances, AIU contracts for and 
maintains a portfolio of resources on the interstate pipelines.  These resources include 
services offered by the interstate pipelines such as no-notice storage service, park and 
loan service, line pack service and park/unpark service, point operator agreements, and 
operational balancing agreements.  These services effectively provide AIU with 
additional balancing flexibility and banking ability to operate within very tight tolerances.  
AIU points out that sales customers pay for these services. 
 
 Staff witness Sackett disputes AIU's position that interstate pipelines are 
operating with tighter tolerances since 1999 (when a significant amount of gas-fired 
generation was built in the U.S.); he further states that AIU has not provided any 
evidence of tightening pipeline tolerances.  In response, AIU states that its actual 
position is that the operations of interstate pipelines have tightened and become more 
constrained, not necessarily that their stated tariff tolerance percentages have been 
reduced over time.  AIU relates that many of the interstate pipelines that it utilizes to 
transport gas are operating at higher capacity levels on a year-round basis, not only due 
to gas-fired generation demand but also due to regional gas price differentials.  AIU 
reports that mid-continent supplied interstate pipelines like Panhandle and Natural Gas 
Pipeline Company of America‘s Amarillo mainline system are sold out of firm capacity 
since they are connected to some of the least expensive gas production basins in the 
U.S. 
 
 AIU also relays that interstate pipelines are invoking operational restraints more 
frequently.  According to Ameren Exhibit 30.4, there has been an increase in the 
frequency of interstate pipeline notices calling for specific actions to be taken by 
shippers on the pipeline systems due to operating constraints.  This exhibit reflects a 
summary of interstate pipeline notifications/alerts during 2007 and January 2008 for 
critical and non-critical days, force majeure events, line segments being at capacity with 
Interruptible Transportation/Authorized Over-Run restricted, secondary out-of-path firm 
at scheduling risk, and line segments being out of service for maintenance. 
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 These notifications/alerts have affected AIU's gas flows on interstate pipelines.  
Ameren Exhibit 30.5 contains a list of each date during 2007 that a supplier‘s gas failed 
to be delivered to the AIU city gate and the reasons why the deliveries were not made.  
One of the biggest supply interruption events during 2007 was the Panhandle mainline 
#400 rupture that occurred on November 21.  As a result of the rupture, AIU reports that 
it experienced pro rata force majeure cuts to virtually all of the firm gas supplies being 
delivered by Panhandle.  These cuts in gas supply ranged between 15%-20% of 
nominated volumes on Panhandle beginning on November 27, 2007 and lasting through 
January 8, 2008.  During this time, AIU states that it was able to maintain the integrity of 
the system by utilizing its leased no-notice storage and on-system storage resources. 
 
 AIU reports that the Panhandle mainline rupture did not cause widespread cuts 
to the gas supply of transportation customers.  In response to Data Request Ameren-
CNE-2.06, AIU relates that CNE-Gas states that ―between 11/26/07 and 1/8/08, CNE-
Gas nominations to an Ameren LDC city gate supplied from Panhandle Eastern Pipe 
Line were cut due to a supplier force majeure.‖  CNE-Gas notes, however, that ―[d]uring 
this period, CNE-Gas made no special requests to customers to reduce usage‖ and that 
―[d]uring this period, there was no specific impact‖ to its customers.  Similarly, in its 
response to Ameren‘s Data Request Question No. 1.04, AIU states that IIEC indicates 
that three of its member companies received service from Panhandle and only one had 
gas supplies cut off or scheduled off by the pipeline and none of the three had their 
supply deliveries affected at their facilities.  AIU contends that these transportation 
customers were able to maintain normal usage levels despite the Panhandle rupture 
because AIU back-stopped the shortage in gas supplies for the transportation 
customers, similar to the six examples previously discussed (and detailed in Ameren 
Ex. 30.6), by utilizing system supply resources which, again, are paid for by system 
sales customers. 
 
 AIU states that neither Staff nor CNE-Gas has a sufficient response to its 
evidence of additional operational restrictions, notifications, and alerts on the interstate 
pipelines.  AIU contends that Mr. Sackett gives no consideration to the factual evidence 
provided in this proceeding.  Subsequently, in response to Staff data request POL 
13.11, AIU provided four years of historical data for three of its largest interstate 
pipelines, which clearly demonstrate an increasing trend of pipeline critical notices 
numbering over a thousand.  While Mr. Sackett acknowledges AIU's response to POL 
13.11, AIU states that he then devotes only two sentences to this evidence by saying 
―Ameren responded to Staff DR Pol-13.11, in which it presented additional summary 
information that does show that some operational notices increased from 2004 through 
2007.  However, [Ameren witness Glaeser] offers in his DR that no more than half of 
these affected Ameren customers.‖ (Staff Ex. 23.0 at 16)  AIU observes that Staff fails 
to mention that all of these notices were critical in nature and exceeded 1,000 in 
number.  AIU contends that this is yet another example of how Staff ignores factual 
evidence provided by AIU and provides absolutely no evidence of its own.  Similarly, 
CNE-Gas states that AIU has provided ―no valid evidence as to whether upstream 
interstate pipelines are issuing OFOs and other restrictions with increasing frequency‖ 
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when questioning whether the new balancing tolerances and transportation service 
changes are required to protect system integrity and operations.  (CNE-Gas Ex. 2.0 at 
14)  As with Staff, AIU asserts that CNE-Gas simply disregards the evidence provided, 
while at the same time providing no evidence of its own. 
 
 Staff‘s view that AIU has provided very limited anecdotal evidence of any gaming 
behavior and no quantification of any harm to sales customers is also mistaken, 
according to AIU.  In its responses to the IIEC Data Requests 2.34, 2.35, and 2.36, 
which were also provided to Staff, AIU states that it provided detailed examples and in-
depth discussion of six individual operating days of transportation imbalances on the 
system.  The information encompassed three examples of transporters net shorting the 
system and three examples of transporters net longing the system.  In each of these 
examples, AIU states that factual information was provided that would enable a 
reasonable reader to quantify the cost impact of the imbalance on the system sales 
customers.  AIU calculates that the cost of the three long days totals $51,361 and the 
cost of the three short days totals $47,822, for a total impact of $99,183 for the six days.  
AIU contends that Staff chose to ignore the physical evidence by ignoring the value of 
system gas which was used to manage these imbalances.  Even without doing the 
math, AIU states that the examples clearly show that system resources were used to 
handle the transporter‘s imbalance swing and that these system resources were being 
paid by AIU sales customers.  AIU states further that none of the parties in this case 
dispute the fact that transportation imbalances (longs and shorts) occur at some level 
every single day on each of the systems.  AIU argues that accepting Staff‘s 
recommendation means it‘s a certainty that system resources will be used more and 
more by transporters at the expense of residential and small commercial sales 
customers. 
 
 With regard to gaming behavior, AIU provided Staff in response to Data Request 
POL 6.05(g) with concrete examples of two marketers that repeatedly game the 
systems time and time again for economic gain, including one marketer that games 
between utilities from weekday to weekends.  AIU maintains that some marketers are 
basically shifting their scheduled gas deliveries on the weekends between customer 
accounts that are balanced daily and those that are balanced monthly, to avoid having 
to decrease their gas supplies flowing to the system when the customers‘ usage 
decreases substantially on Saturday and Sunday.  The marketers move the gas to the 
monthly balanced customers rather than decreasing the deliveries because gas 
supplies are typically purchased on a ratable basis over Saturday-Sunday-Monday 
periods.  If the marketer bought the gas only for one of the three days, it would have to 
pay a premium for the gas or acquire balancing services on the interstate pipeline.  AIU 
observes that one marketer is doing this on the AmerenIP system by shifting gas 
between Rate 76 daily balanced customer accounts and Rider OT monthly balanced 
customer accounts.  The other marketer, AIU states, actually does this shifting 
maneuver from daily balanced AmerenCIPS customer accounts to AmerenCILCO 
monthly balanced accounts. 
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 In response to Mr. Sackett's suggestion that by eliminating the difference 
between the daily price and the cashout price, any arbitrage opportunity is eliminated, 
AIU understands the bottom line summary of Staff‘s arbitrage example to be that the 
utility‘s sales customers foot the bill for the arbitrage gain achieved by the transportation 
customers who may be intentionally either over-delivering or under-delivering gas to the 
LDC system.  AIU agrees that arbitrage opportunities are minimized by Mr. Sackett‘s 
suggestion of having daily cashout pricing based upon daily market prices.   
 

ii. AIU's Banking and Balancing Proposal 
 
 AmerenCIPS and AmerenCILCO currently offer banking services in the amount 
of 10 times the average daily peak month ("ADPM")11 and AmerenIP offers 12 times 
maximum daily contract quantity, but only for the 87 customers served under AmerenIP 
Rider OT.  All other AmerenIP transportation customers served under Rate 76 currently 
have no bank service.  In its original filing, AIU proposed to eliminate the banking 
services currently in place for AmerenCILCO and AmerenCIPS as well as the limited 
banking services available to AmerenIP customers under Rider OT (by eliminating Rider 
OT as discussed below).  Upon further consideration, however, AIU now proposes 
banking services for all three Illinois gas utilities in the amount of 8 times the ADPM in 
the prior rolling 12-month period.  AIU proposes to revise the banking services for two 
purposes: (1) bring consistency to the terms and conditions of service among all three 
companies through Rider T, and (2) to facilitate the continued provision of efficient 
service in light of emerging economic and industry challenges and trends. 
 
 The first reason for revision is self-explanatory: it is plainly beneficial for AIU and 
its customer to have uniform terms and conditions for transportation service common 
among all three utilities.  As for the second reason for revision, concerning emerging 
economic and industry challenges and trends, AIU relates that in order to provide 
service to both transportation and sales customers efficiently, it is important that it 
anticipate operation needs across its system.  Operations of transporting customers 
typically do not allow them to predict with exact certainty when and how much their 
future maximum gas demand will be.  AIU states that a ―bank‖ is a reserve that 
transportation customers can tap into to avoid the undesirable financial effects of failing 
to keep their gas usage within defined tolerance limits.  As AIU witness Glaeser 
explains, banks essentially allow the transportation customer to borrow gas from AIU on 
days that such a customer may under-schedule and end-up short on gas delivered by 
suppliers.  Banks are used in conjunction with tolerance limits in this manner to give 
flexibility to transportation customers. 
 
 The reforms of its balancing tolerances is another aspect of AIU's overall effort to 
bring continuity to transportation service across all three companies and to update the 
terms and conditions of said services as modern economic and industry trends 
necessitate.  AmerenCIPS and AmerenIP currently offer +/- 20% daily balancing with 
daily cashouts as well as monthly cashouts for any imbalances at the end of the month, 
                                            
11 ADPM is the average daily peak from the peak month in the past 12 months. 
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while AmerenCILCO has only monthly cashouts.  AIU views the daily balancing 
tolerance provision as an important tariff provision because it helps to ensure that AIU 
can continue to meet the needs of both transportation and sales customers under terms 
and prices that are reasonable to both.  Daily balancing is similar to monthly balancing, 
the difference being that the time unit upon which a cashout is based is a day rather 
than a month.  AIU states that the actual percentage of daily tolerance allowed by AIU is 
important because the greater flexibility in balancing tolerances, the greater the isolation 
that transportation customers have from the economic effects of mismatching the gas 
they have scheduled for transportation and their actual usage. 
 
 AIU proposes to eliminate monthly balancing and cashouts and utilize daily 
balancing and cashouts alone for each gas utility.  AIU believes that daily cashouts will 
negate the incentive for transportation customers to under- or over-deliver gas supply 
compared to customer demand.  AIU proposes to change the daily imbalance tolerance 
range to +/- 15% of nomination for each gas utility (it had originally proposed +/- 10%).  
AIU states that this would effectively provide an operating window of 30% for 
transportation customers and an intra-month banking level of 4.5 days ((MDQ x 15% 
daily tolerance x 30 days)/MDQ), where MDQ represents maximum daily quantity.  AIU 
also contends that this will more closely align with the tolerance ranges of the LDC‘s 
upstream interstate pipelines.  While CNE-Gas is correct that upstream pipeline 
companies do not have daily cashout, AIU asserts that they do operate with daily 
tolerance limits ranging from 5% - 10%, and exceeding those limits can result in 
penalties and other charges.   
 
 Specifically, AIU explains that the cash-out proposal is such that whenever the 
bank limit is maximized, any excess volumes delivered each day are cashed out at 90% 
of the daily Chicago City Gate price.  Imbalance volumes outside of the 15% tolerance 
band are cashed out with over-deliveries cashed out at 90% of the daily Chicago City 
Gate price and under-deliveries cashed out at 110% of the daily Chicago City Gate 
price.  Mr. Glaeser adds that in the event an OFO is declared, the daily balance 
tolerance and bank limits operate in the same manner, with the exception that under-
deliveries between 15% and 50% of the daily confirmed nomination ("DCN") are cashed 
out at 150% of the Chicago City Gate price, and under-deliveries in excess of 50% are 
cashed out at 200% of the Chicago City Gate price.  Over-deliveries in excess of 15% 
continue to be cashed out at 90% of the Chicago City Gate price.  He testifies that the 
purpose behind these provisions is to ensure an asymmetrical cash-out structure during 
OFO periods, in order to discourage under-deliveries during periods of constrained 
system operations.  In the event of a Critical Day or curtailment, Mr. Glaeser states that 
the daily balance tolerances are reduced to zero and all imbalance volumes that deviate 
from the DCN are cashed out.  All over-deliveries are cashed out at 90% of the Chicago 
City Gate price, while under-deliveries from 0% to 50% are cashed out at 150% of the 
Chicago City Gate price, and under-deliveries in excess of 50% are cashed out at 200% 
of the Chicago City Gate price.  Again, he states that the purpose for this particular 
structure was to strongly discourage under-deliveries during Critical Days to preserve 
system integrity. 
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 AIU notes that Mr. Sackett supports a bank limit of 10 times the maximum daily 
contract quantity (‗MDCQ‖), while CNE-Gas favors banking service with a limit 14-16 
times the MDCQ.  CNE-Gas‘ proposal, however, depends on the availability and 
flexibility of other features of Rider T.  Specifically, CNE-Gas proposes to increase the 
banking limits to 10-12 times a transportation customers‘ MDQ if the daily tolerance 
stays at 20%.  If the daily tolerance band is lowered to 15%, CNE-Gas proposes to 
increase the banking limits to 11.5-13.5 times a transportation customers‘ MDQ.  If 
Staff's proposal for daily cashout and banking is adopted, CNE-Gas supports a banking 
limit of 14-16 times a transportation customers‘ MDCQ. 
 
 AIU notes that these proposals dramatically increase the allowable bank limits 
over the levels that are currently in effect for AIU.  All of the bank limit proposals 
advanced by CNE-Gas and Staff are based on a specific number, e.g. 10, 12, 14, or 16 
times a transportation customers‘ MDQ or MDCQ.  These terms refer to the maximum 
daily contract quantities defined in a transportation customer's contract and are in many 
cases substantially higher than a customers‘ actual usage. 
 
 Despite the arguments of Staff and interveners, AIU proposes to allow customers 
a bank limit equal to 8 times the ADPM in the prior rolling 12-month period.  This bank 
limit will allow the customer to under- or over-schedule gas and avoid cashout when 
operating outside of the proposed tolerance limit of +/- 15% until the limit is either 
exceeded or the balance is depleted.  Additionally, AIU is agreeable to allowing 
transportation customers that are served by the same interstate pipeline to transfer 
bank limit balances provided confirmation of the exchange is established.  This 
important addition to banking services will assist in giving greater flexibility to 
transportation customers and mitigate the loss of flexibility associated with the 
necessary lower banking limits.  AIU is also willing to modify the cashout mechanism to 
eliminate the utilization of the PGA rate and to base cashouts, both positive and 
negative, on the Platt‘s Gas Daily ―Midpoint for Chicago Citygates,‖ which represents a 
market based price. 
   

b. Staff's Position 
 

i. Comparison of Proposals 
 
 Staff identifies five differences between Mr. Sackett's banking proposal and AIU's 
proposal: (1) the size of the banks, (2) the balancing tolerance, (3) the application of 
cashout premiums, (4) the resulting injection and withdrawal limits, and (5) access to 
banks on critical days.  With regard to the size of the banks, Mr. Sackett proposes that 
the bank size be 10 times MDCQ while AIU proposes 8 times ADPM.  MDCQ reflects a 
larger measure of the demand put on the system than ADPM and will be used by AIU in 
its demand charges.  IIEC recommends 10 times ADPM and CNE-Gas proposes 14-16 
times MDCQ, if a straight daily cashout is approved.  Mr. Sackett observes that the 
Commission ordered Nicor to use a 28 times MDCQ limit for its banking service in 
Docket No. 04-0779, so he believes that including the MDCQ metric is consistent with 
other Commission Orders.  He explains his basis for the 10 times MDCQ level as being 
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a compromise between the 12 times MDCQ currently available to AmerenIP Rider OT 
customers and the 10 times ADPM currently available for Rider T banks at 
AmerenCILCO and AmerenCIPS. 
 
 With respect to the balancing tolerance, Mr. Sackett maintains that the 20% band 
currently in place does not need to be reduced to the 15% that AIU has proposed.  He 
argues that AIU's evidence was purely anecdotal and its calculations of detriment were 
grossly over-stated.  Under his proposal, with the straight daily cashout, the spread 
between market price and the cashout value is eliminated, which he believes will 
remove any incentive for transporters to game the system to exploit favorable economic 
conditions. 
 
 Mr. Sackett asserts further that AIU characterizes its proposal to reduce its daily 
balancing tolerance as a necessary consequence of decreasing tolerances on the 
pipelines from which it receives service.  He notes, however, that a historical review of 
the tariffs for the interstate pipelines that AIU pointed to in support of an alleged trend 
toward the tightening of tolerances revealed that the current tariff sheets are nearly 
identical to tariff sheets in place in 1995-1997.  Mr. Sackett avers that there have been 
no significant tariff revisions with regard to imbalance penalties and cashouts in the last 
five years that would require any changes in AIU's tariffs.  In fact, he adds, some 
overrun charges have even declined on NGPL since 1995.   
 
 Staff states that AIU did not respond directly to Mr. Sackett‘s criticisms regarding 
the pipeline tolerances; instead, it sidestepped that issue and attempted to make it 
appear that what it really meant was that there were increasing operational issues.  AIU 
supported the operational issues argument by alleging a trend of increased OFOs 
caused by operating constraints.  Staff responds that the increase in OFOs 
demonstrated by AIU do not justify decreasing the daily balancing tolerances as 
proposed by AIU.  Mr. Sackett asserts that no other major Illinois gas utilities – Nicor, 
Peoples, and North Shore – have eliminated storage services for transportation 
customers. 
 
 Concerning cashouts, Mr. Sackett‘s proposal would apply the cashout 
mechanism to the post-bank imbalance.  Thus, under his proposal, withdrawals from the 
bank will not be treated as the use of system gas nor will injections into the bank be 
treated as ―dumping‖ gas on the system.  Mr. Sackett contends that AIU's proposal, 
which applies the cashout bandwidth to the initial imbalance before any use of the 
customers‘ bank, does treat withdrawals from the bank as the use of system gas and 
injections into the bank as ―dumping‖ gas on the system.  In addition, he notes that AIU 
would treat all gas left on the system in excess of the bank limit differently than the 
imbalances at the other end of the bank.  Under AIU's proposal, Mr. Sackett 
understands that excess gas is automatically cashed out at 90% regardless of the 
percentage of the initial imbalance.   If the bank balance is insufficient to cover the initial 
imbalance, it would be cashed out at 110% of the market only if it was in excess of the 
15% band.  Under his proposal, all normal imbalances are treated symmetrically. 
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 Mr. Sackett explains further that the tolerance band should not be applied to the 
customer‘s initial imbalance, but rather the net customer usage of system resources 
after the injection or withdrawal is complete.  Customer usage of system gas in excess 
of 20% of what is available from that customer‘s bank should be cashed out at 110% of 
the market price for that day.  He believes that his approach removes the incentive to 
arbitrage price since transportation customers would have no incentive to over- or 
under-deliver.  Mr. Sackett asserts that the addition of gas to the bank and the 
withdrawal of the gas from the bank do not constitute using system gas, but gas that 
already belongs to the transportation customer.  Injecting gas is not ―dumping‖ gas; it is 
using the resources approved by the tariff, according to Mr. Sackett. 
 
 Mr. Sackett testifies further that a 20% withdrawal and 20% injection limit should 
be in place.  He asserts that this permits transportation customers to use their banks for 
balancing and limited physical hedging.  He adds that this gives transportation 
customers more of the benefits that sales customers receive from storage.  In general, 
Mr. Sackett believes that a customer should be allowed discretion in using its bank; 
some of the benefits from the bank are from balancing and some from storage. 
 
 If the Commission determines that standardizing the tariffs to provide for a daily 
cashout is appropriate, Staff argues that it should approve tariff provisions that modify 
the AmerenCIPS tariff design to eliminate the proposal for monthly balancing.  Staff 
states that the current AmerenCIPS tariff has daily balancing along with a bank and 
offers the option of a stand-by reserve ("SBR").  This design allows for the most options 
for transportation customers while closing up some of the ―flaws‖ AIU alleges are in the 
existing tariff. 
 
 Staff also reports that when AIU proposed its bank limit service, it included no 
access to the bank on a Critical Day despite the fact that all of its current banks allow for 
limited access.  Mr. Sackett believes that the tariff should allow limited access to the 
bank on a Critical Day with wording similar to AmerenCIPS‘ existing method, if the 
Commission approves the retention or expansion of the SBR (total use of system gas 
and bank withdrawal equal to the designated SBR amount).  If the Commission does 
not approve the retention or expansion of the SBR, Mr. Sackett believes that the 
Commission should order AIU to adopt AmerenCILCO's method for allowing access to 
banks (50% of MDCQ). 
 

ii. Access to Storage Assets 
 
 A central difference in the case has been Mr. Sackett‘s objection to the reduced 
access to storage assets.  AIU maintains that those resources are solely required to 
meet the needs of its sales customers.  Mr. Sackett disagrees with this for six reasons.   
 
 First, Mr. Sackett objects to AIU not providing equal access to storage resources 
for transportation customers by linking use of its monopoly storage resources to the 
purchase of a commodity.  He explains that because system customers receive the 
benefit of the on-system storage through lower costs, if AIU eliminates or reduces the 
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bank for transportation customers, when a customer switches from sales to 
transportation service, the switch results in the customer being denied the use of utility 
storage assets. 
 
 Second, Mr. Sackett notes that the Commission has consistently taken the 
position that system assets are for the benefit of all customers.  When a customer shifts 
from system supply to transportation service, Mr. Sackett contends that access to 
system assets should be retained.  He asserts that transportation customers, through 
their fees, compensate the utility for the appropriate use of utility resources that exist to 
serve all customers.  Mr. Sackett rejects the premise that these assets should be used 
to meet the needs of sales customers first and foremost. 
 
 Third, CNE-Gas argues that while ―Ameren claims it does not have the resources 
necessary to provide storage service to transportation customers, [t]he real question of 
equity is not whether there is enough storage available, but how to fairly allocate the 
storage that is available . . . .  It is inappropriate to simply conclude that because a utility 
has fewer total volumetric amounts of storage resources than another utility that it 
should not have to equitably allocate the resources it does have.‖ (CNE-Gas Ex. 1.0 at 
16-17) Both CNE-Gas and Staff point out that the ratio of owned storage assets to 
throughput shows that AIU has sufficient assets to share them with both customer 
groups.  AIU objects to only looking at owned storage but Mr. Sackett notes that AIU 
itself made a distinction between the two when it claimed that it needed all of its owned 
storage assets to meet peak day demand for its sales customers and most 
transportation customers pay for the use of on-system storage. 
 
 Fourth, AIU also makes the argument that transportation customers can 
purchase these same basic services on the interstate pipelines.  Mr. Sackett contends, 
however, that the services offered by the interstate pipelines are not a reasonable 
substitute for the services provided by the LDC.  He argues that these services are not 
close substitutes to LDC services for several reasons, including the restrictive nature of 
AIU's tariffs.  Mr. Sackett states that interstate pipeline balancing service addresses only 
the problem of an imbalance with the pipeline; it would not address imbalances with the 
LDC.  Differences between deliveries from the pipeline to the LDC and the customer‘s 
usage must be addressed by a balancing service provided by the LDC itself, according 
to Staff. 
 
 Fifth, AIU argues that it requires all of its owned storage resources to meet peak 
day demand for its sales customers and that the Commission has approved this 
allocation in PGA proceedings.  Staff asserts that Commission findings of prudence in a 
PGA proceeding do not demonstrate an understanding and acknowledgement that the 
resource allocation of AIU's peak design day excludes transportation customers.  The 
PGA proceedings deal with cost recovery and do not include a thorough review of the 
allocation of storage assets between sales and transportation assets.  Mr. Sackett adds 
that it is not clear from the demand studies that AIU has provided whether or not AIU 
includes transportation customers in its peak design day.  AIU's witness testifies that he 
believed that banks‘ withdrawals and imbalances were a part of the ―historical look‖ 
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provided by this demand study.  AIU's witness also agrees that customers have a right 
to withdraw gas from their banks on a Critical Day until undergoing curtailment.  
However, since curtailment does not affect all transportation customers or transportation 
customers exclusively, Staff contends that AIU must be meeting some of this demand 
even during a curtailment.  Staff asserts that Mr. Glaeser‘s artificial (and confusing) 
distinctions about exactly where this gas comes from should carry no weight with the 
Commission because there is no difference between the gas that flows from the storage 
fields and that which is flowing from line pack or other system resources. 
 
 Sixth, AIU claims it is not providing ―storage‖ for transportation customers, 
although it admits it is providing banking services for transportation customers under 
both AmerenCILCO's and AmerenCIPS‘ current Rider T and AmerenIP‘s Rider OT.  
Staff states that this is a distinction without a difference.  Staff explains that banking is a 
service whereby a transportation customer delivers more gas than it consumes.  This 
gas, under specified circumstances, is taken by the utility and the transportation 
customer has specified rights to have that amount of gas returned to the transporter 
when its usage exceeds its deliveries from the pipeline to the utility system.  Staff 
contends that storage fields provide flexibility to address differences between deliveries 
into the utility system and usage by its customers (sales and transportation).  While the 
companies may account for transportation customers‘ banks as a general obligation to 
provide a similar amount of gas back to them, storage fields certainly facilitate this 
practice.  Indeed, to support a reduction in transportation customers‘ access to storage 
services, Staff relates that AIU misleadingly argues that it lacks the excess storage 
capacity that other utilities have.  According to Staff, AIU offers no proof that it can not 
provide Staff‘s recommended storage services. 
 

iii. Gaming 
 
 Staff observes that AIU has also listed potential gaming as a major factor for 
many of its tariff changes.  Mr. Sackett points out three reasons why AIU's argument 
has no merit: (1) reliance on anecdotal evidence, (2) flawed calculations of detriment to 
sales customers, and finally, (3) the presence of other, more focused options to address 
gaming if it did exist.  First, Staff asserts that the anecdotal examples AIU provided fail 
to demonstrate gaming.  Similarly, Mr. Sackett testifies that AIU failed to consider net 
effects of imbalances in the opposite direction.  Before tariff revisions should be made to 
address gaming, Staff states that AIU must demonstrate that gaming exists.  Staff 
contends that AIU has proposed dramatic changes to address a problem that it has 
failed to demonstrate exists. 
 
 Second, Mr. Sackett pointed out flaws in AIU's analysis of the detriment and cost 
to other customers.  When calculating the negative impact on sales customers, he 
observes that AIU neglected to account for its cashout rules.  Mr. Sackett contends that 
this omission causes a gross overestimate of the cost that the imbalances impose on 
sales customers.  Staff submits the cashout rules protect sales customers, and as a 
result of the cashout rules, Mr. Sackett indicates that these imbalances might end up 
benefitting sales customers. 
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 Specifically, in its analysis of over-deliveries, Staff maintains that AIU 
miscalculates the detriment to sales customer by using the avoided cost of the 
transportation customers.  Staff contends that AIU fails to acknowledge that 
transportation customers have suffered a loss in the value of the gas that they bought at 
the First of the Month price regardless of whether they sell the gas at a loss that day or 
store the gas on AIU's system.  Staff asserts that AIU incorrectly suggests that the 
customers avoid this loss by putting gas onto AIU's system and uses this spread 
multiplied by the net positive imbalance to calculate the cost to sales customers.  Staff 
argues that it is unreasonable to calculate the dollar amount of cost to the system sales 
customers and to include the value of the supposed benefit to transportation customers 
as a cost to sales customers. 
 
 In analyzing under-deliveries to the system, Mr. Sackett testifies that AIU fails to 
account for the different methods by which the negative imbalances are cashed out.  
Some negative imbalances are cashed out at the market price plus 10%, some get 
‗repaid‘ by positive imbalances during the remainder of the month, and the rest get 
cashed out at the end of the month.  Mr. Sackett argues that AIU's calculation, which 
multiplies each imbalance by the full spread between the daily price and the end of 
month price, overstates the size of the detriment to sales customers because it ignores 
those other cashouts. 
 
 Third, Mr. Sackett asserts that his recommended tariff modifications are more 
focused and thus would better resolve the problem.  He suggests that AIU's daily 
imbalances could be cashed out at the daily spot price.  He believes that this proposal 
addresses the possibility of an arbitrage occurring because of a difference between the 
cashout price (the average of the daily prices for the month) and the market price for a 
particular day.  Mr. Sackett states that the incentive for arbitrage could arise if the daily 
price were high relative to the expected average monthly price; a customer might have 
an incentive to arbitrage the two prices by under-delivering gas on that day.  
Alternatively, if the daily price is low compared to the expected average monthly price, a 
customer might have an incentive to arbitrage the two prices by over-delivering gas on 
that day.  Mr. Sackett contends that his recommendation would eliminate the difference 
between the daily price and the cashout price, thus eliminating the arbitrage opportunity.  
He adds that premiums on the cashout price for imbalances greater than 20% bands 
would be employed to encourage accurate nominations.  Customers using system gas 
in excess of that 20% would be cashed out at 110% of the market price for that day.  
Over-deliveries would roll into a bank to the extent there it is not full up to 20 percent of 
the excess delivery; any additional gas would be cashed out at 90% of the daily price.  
Finally, the order of deliveries would follow the Commission-approved tariff in 
AmerenCIPS‘ Rider T. 
 
 Staff opposes the "extra" penalties for over-deliveries during OFOs and Critical 
Days.  Staff recommends that over-deliveries on such days be cashed out exactly the 
same as other deliveries.  Staff contends that over-deliveries by transportation 
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customers will help the utility meet its supply shortcomings for sales customers on such 
occasions. 
 

c. IIEC's Position 
 
 IIEC is opposed to the elimination of the current banking provisions for 
AmerenCILCO and AmerenCIPS and recommends the 10-day of MDQ banking 
allowance be applied to all three of the AIU utilities.  The fact that AIU is agreeable to 
providing storage equal to 8 days of ADPM demonstrates, in IIEC's opinion, that AIU 
does not need all of its storage to serve its sales customers.  IIEC contends that AIU 
should provide storage banks equal to 10 days of MDQ to all of its transportation 
customers as a matter of equity and to facilitate the broader use of its system. 
 
 IIEC notes that AIU proposed to restrict customers' ability to use even the 8-day 
bank.  Under AIU's latest proposal, IIEC understands that customers would be required 
to cashout any imbalances in excess of AIU's proposed 15% tolerance limits even if the 
customer had sufficient gas in its bank to cover the full imbalance.  Specifically, under 
AIU's proposal, if a customer under-delivers to the system, but has sufficient bank 
balances to cover that under-delivery, the customer will only be allowed to withdraw an 
amount of gas from his bank that is less than or equal to the 15% daily tolerance 
amount.  If the customer has a shortfall in deliveries of 17%, the extra 2% must be 
cashed out.  IIEC argues that AIU has not shown that imbalances cured by the use of 
the customer's own banked gas will have any adverse impact on the amount of costs 
AIU incurs to serve its sales customers.  IIEC maintains that transportation customers 
should be allowed to cure any imbalances by adding to or withdrawing from gas in their 
banks whether within the tolerance limits or not.  In other words, if the customer's gas 
supply is unavailable on a particular day, but the customer has sufficient gas in its 
storage bank to cover its usage, it should be able to use that banked gas to meet its 
needs without having to cash out usage in excess of the daily 15% tolerance. 
 
 With regard to the specific tolerance limit proposed by AIU (15%), IIEC maintains 
that AIU has not shown any need to tighten the tolerances currently in place for 
AmerenCIPS and AmerenIP.  IIEC recommends maintaining the present 20% tolerance 
limit and the application thereof to all three companies.  IIEC contends that the only 
evidence of any problems provided by AIU relate to its examples using six "hand 
picked" days when there were large imbalances on the system.  In its calculations, 
which purport to calculate the harm to sales customers as a result of transportation 
customers' actions on these days, IIEC states that AIU apparently did not reflect 
offsetting imbalance charge payments from transportation customers in its analysis.  
Thus, IIEC concludes, AIU's analysis is incomplete and fails to consider that sales 
customers may have benefitted from the events described. 
 
 In addition, IIEC reports that AIU has incurred only minimal imbalance penalties 
under the current 20% tolerances for AmerenCIPS and AmerenIP, thus it is not clear 
what problem AIU is addressing in reducing the tolerances from 20% to 15%.  IIEC 
contends that AIU has not provided sufficient evidence of harm to sales customers as a 
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result of the actions of transportation customers under its existing tariffs, so as to justify 
a reduction in the daily imbalance tolerances.  IIEC states further that AIU (1) has not 
provided specific studies or investigations, (2) has not provided sufficient proof or 
evidence that the gaming behavior alleged in its testimony has actually occurred, and 
(3) has not demonstrated that the behavior of transportation customers has 
systematically or consistently raised costs to sales customers.  Absent a clear 
demonstration that there is a problem with the current 20% tolerances, IIEC asserts that 
they should be maintained, and applied to all the companies, but only as long as a bank 
equal to 10 times the customer's MDQ is made available. 
 

d. CNE-Gas' Position 
 
 CNE-Gas understands AIU to be proposing a bank limit for each gas utility based 
upon 8 times the ADPM.  CNE-Gas also understands that the ADPM is the same 
methodology that is currently employed by AmerenCILCO and AmerenCIPS in 
determining bank size except that the number of days used is currently 10 versus the 8 
proposed.  CNE-Gas observes that not only is 8 days less than the current 10-day 
banking service, but also the use of ADPM results in less bank capacity than if based 
upon an MDQ or MDCQ as is used by AmerenIP and other Illinois gas utilities.  CNE-
Gas states that there is no quantifiable data to support 8 days per se; it is simply offered 
as a compromise.  While some banking is better than none, CNE-Gas continues to have 
concerns with: (1) the size of the bank, (2) the ability to inject and withdraw gas from 
that bank, (3) the parameters for bank limit transfers, or imbalance trades, and (4) the 
15% daily tolerance limit. 
 

i. Access to Storage 
 
 CNE-Gas asserts that it and AIU have markedly different views regarding AIU's 
storage assets.  CNE-Gas understands AIU's position to be that company-owned 
storage assets are exclusively for the benefit of sales customers and that its resources 
are insufficient to provide equivalent storage service to transportation customers.  
According to CNE-Gas, AIU posits that transportation customers should at best benefit 
from its storage assets only to the extent storage is needed to provide a minimum level 
of balancing.  AIU seeks in these proceedings to reduce the balancing flexibility afforded 
to transportation customers.  CNE-Gas, however, contends that AIU has offered no 
studies or formal analysis to warrant this reduction. 
 
 When AIU's storage fields were developed, virtually all of its customers were 
bundled sales customers.  Today, CNE-Gas notes that AIU's customers have a choice 
of gas supplier, and the Commission has taken steps in the recent Nicor and Peoples 
rate case orders to ensure that customers electing to purchase gas on an unbundled 
basis from suppliers other than the LDC are able to obtain transportation services that 
include equivalent use of the utility's resources, including storage.  CNE-Gas reports 
that the Commission previously determined that Nicor's current allocation process for 
firm storage that is based upon MDCQ is fair to all customers.  CNE-Gas relates that 
Nicor determines allocations by dividing the total amount of storage by the peak day 

Schedule WPD-6 - Gas (Part 26) 
Page 314 of 376



07-0585 et al. (Cons.) 

307 
 

sendout, with the result constituting the firm storage or SBR entitlement, authorized at 
28 times MDCQ, for each customer including sales customers, customer select 
customers, and transportation customers.  CNE-Gas argues that AIU can not reserve 
storage for sales customers alone, as AIU's storage assets are utility customer assets 
rather than sales or transportation customer assets.  CNE-Gas states that a full share of 
AIU's storage assets must be made available to each firm customer class under 
equivalent terms and conditions of service. 
 
 CNE-Gas states further that other Illinois gas utilities provide storage not only for 
balancing purposes, but also storage that allows transportation customers to purchase 
less expensive summer gas for consumption during the winter when prices are 
generally higher.  CNE-Gas contends that AIU faces the same environment of price 
volatility and constrained energy infrastructure that other Illinois gas utilities face, yet 
other utilities have not found it necessary to reduce transportation customer storage 
banks to the minimal levels proposed by AIU.  Moreover, CNE-Gas continues, AIU's 
proposed denial of comparable storage is not only unduly discriminatory, but also would 
result in an unfair competitive advantage for bundled utility sales service over third party 
suppliers.  CNE-Gas asserts that AIU's undue discrimination is illustrated by the 
outcome that if an AIU transportation customer elects to return to sales service, that 
customer would again have access to AIU storage through bundled sales.  The storage 
assets are available to support all customers.  CNE-Gas states that AIU simply elects to 
deny storage rights to customers that deign to purchase gas from its competitors.  
Ultimately, CNE-Gas fears that permitting AIU to preserve such a competitive 
advantage for its bundled sales service will stifle competition and reduce customer 
alternatives. 

ii. Sufficiency of Storage Resources 
 
 CNE-Gas suggests, in evaluating AIU's argument -- that there are insufficient 
resources to provide larger storage banks to transportation customers -- the 
Commission should not ask whether there is enough storage available but how to 
allocate fairly the storage that is available.  Even though storage resources may be 
limited, CNE-Gas contends that it is equitable that all utility customers share equally in 
those assets that do exist.  CNE-Gas and Staff offered evidence comparing AIU's 
storage assets with those of other major Illinois utilities.  Although AIU argues it has 
inadequate storage resources to offer more than 8-day bank limit service, CNE-Gas 
argues that comparisons with other Illinois utilities dispute such a claim.  While 
differences exist between utility assets that warrant differences in the services offered 
by each utility, CNE-Gas maintains that the small differences in storage assets do not 
warrant the substantial differences between service offerings that AIU proposes 
compared to Peoples, North Shore, and Nicor. 
 
 On page 16 of its Initial Brief, CNE-Gas provides a table summarizing the storage 
assets of six Illinois gas utilities, including the three AIU LDCs.  Based on total storage 
as a percentage of annual customer use, CNE-Gas observes that AIU has somewhat 
less storage available than either Peoples or Nicor.  This slightly lower capacity, 
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however, does not justify transportation storage banks that are less than one-third of the 
capacity of the storage banks offered by the other utilities, according to CNE-Gas. 
 
 CNE-Gas reports that in 2006 AmerenIP, the largest of the three AIU gas utilities 
had annual transportation throughput of 33.5%.  CNE-Gas states that in contrast, Nicor 
in its last rate case reported transportation gas throughput of 47.1%, and, Peoples in its 
recent rate case reported a volume of just over 40%.  CNE-Gas contends that AIU's 
successful transition to unbundled competitive alternatives will not match the success of 
Nicor or Peoples if the Commission permits it to skew the benefits of storage access 
towards its bundled sales customers. 
 
 CNE-Gas urges the Commission to authorize transportation storage banks of 12 
times MDCQ if daily balancing tolerance remains at 20%.  If the daily balancing 
tolerance is reduced to 15%, CNE-Gas states that a storage bank of 13.5 times MDCQ 
is more reasonable.  In either case, CNE-Gas notes that the AIU storage bank would 
still remain comparatively lower than those of other Illinois utilities. 
 
 CNE-Gas claims further that it is unnecessary to establish extreme safeguards 
for sales customers that are designed to remedy purely hypothetical ills, especially 
when they result in the allocation of excessive costs to transportation customers.  CNE-
Gas does not believe that AIU provided adequate evidence that a reduction in the size 
of transportation customer storage banks is warranted.  In support of its position, CNE-
Gas asserts that (1) AIU's anecdotal examples of gaming of the system or subsidization 
of transportation customers were discredited, (2) AIU did not establish that reduction in 
the size of storage banks is essential to project system integrity, (3) AIU's storage banks 
for transportation customers are already relatively smaller than those of other Illinois 
utilities, (4) storage assets are utility assets that should be equitably allocated between 
both sales and transportation customers, and (5) imbalances are normal operating 
conditions for which storage banks are a reasonable and proven means to address. 
 
 Regardless of the Commission‘s decision regarding storage allocation, CNE-Gas 
recommends that AIU be required to investigate the storage allocation methodologies of 
both Peoples and Nicor.  The Commission, CNE-Gas continues, should order AIU to 
work with Staff and interested stakeholders to study the impact of utilizing these other 
storage allocation methodologies in order to more equitably allocate storage assets 
between sales and transportation customers in the future. 
 

iii. Injection and Withdrawal Requirements 
 
 CNE-Gas states that the function of a storage bank depends not only upon the 
total volume of the bank, but also the ability to inject gas into the bank and withdraw gas 
from that bank.  Unfortunately, CNE-Gas finds that AIU's proposed bank limit service 
makes it extremely difficult to inject or withdraw gas from storage on a planned basis 
when the supplier is concerned that the amount in the bank is too low or high.  The 
design of the service allows storage injections or withdrawals only to extent that the 
quantity of gas remaining is within 15% of the DCN after any imbalance between actual 
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usage and deliveries is taken into account.  As an example, CNE-Gas states that ―if a 
supplier anticipates a customer will use 850 therms/day, but also wants to inject gas into 
its storage banks, if the customer has sufficient capacity in its bank, the supplier may 
make a nomination of 1,000 therms, hoping that 150 therms will be injected into its 
bank.‖ (CNE-Gas Initial Brief at 18)  Since an imbalance invariably occurs if the 
customer has a 6% imbalance and actually uses 800 therms for the day, with the DCN 
of 1,000 therms, 150 therms would be injected into the storage bank, and the remainder 
would be purchased by AIU at a discount of 90% of the market price.  To avoid this 
penalty, CNE-Gas states that the supplier's only recourse is to lower the DNC, thereby 
reducing the risk of selling gas to AIU at the discount, but also lowering the quantity of 
gas injected into storage. Id. 
 
 If the 6% imbalance occurred in the opposite direction, and the customer instead 
uses 900 therms rather than the 850 anticipated, with the DCN of 1,000 therms, only 
100 therms are now available for injection.  Since usage projections are not precise, 
and any unanticipated imbalances must first be accounted for, CNE-Gas contends that 
storage injections are haphazard at best under AIU's proposal.  Over weekends and 
holidays, when the ability to forecast usage is even more challenging, CNE-Gas fears 
that actual imbalances may deviate more than even the 15% daily balancing tolerance, 
resulting in a storage withdrawal when an injection was planned or vice versa. 
 
 In the above examples, the customer either made a storage injection of 9% of the 
DCN or, when making a storage injection of 15%, also was forced to sell any excess 
gas at a discount.  At best, the customer could make an injection of up to 15% of DCN 
without a penalty.  The latter scenario, CNE-Gas states, assumes perfect knowledge of 
customer usage, which is unrealistic and would seldom, if ever, occur. 
 
 In comparison, CNE-Gas points out that Nicor permits storage injections of 200% 
of the MDCQ compared to AIU's proposed 15% of DCN (by definition MDCQ/MDQ is 
larger than DCN).  Even in Peoples' recent rate case, in which additional storage 
injection limits were implemented, CNE-Gas reports that injections of 100% MDQ during 
the winter months are allowed, with somewhat tighter limits during April through 
October.  Yet, even the more restrictive injection season limits, CNE-Gas asserts, are 
significantly more liberal than those of AIU.  CNE-Gas states that during the injection 
season Peoples permits injections that equate to average daily use in the parallel month 
of the prior year plus 0.67% of the customers‘ bank. 
 
 CNE-Gas urges the Commission to reject AIU's overly restrictive injection and 
withdrawal limits.  CNE-Gas notes that the Commission has previously stated that "[t]o 
the extent possible, the Commission would prefer to increase rather than reduce the 
flexibility of customers, whether Transportation customers or [other] customers." 
(Docket No. 04-0779, Order at 131)  Because AIU‘s proposal is based on DCN, CNE-
Gas asserts that it is more limited than Peoples' or Nicor's bank system.  CNE-Gas 
adds that AIU would further limit transportation customer flexibility by permitting storage 
injections and withdrawals of only 15% of the DCN before a discounted cashout sale to 
AIU or premium cashout purchase by AIU. 
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 CNE-Gas recommends that the Commission require AIU to adopt injection and 
withdrawal limits of one times MDQ.  CNE-Gas acknowledges that even this limit is 
more restrictive than those of Nicor and Peoples.  In the alternative, if the Commission 
determines limits of one times MDQ are not reasonable in this case, when storage 
banks have sufficient capacity, CNE-Gas believes that AIU should permit storage 
injections up to 100% of the DCN and, once the bank is full, excess gas would be 
purchased by the utility at 90% of the market index price.  Since, according to AIU, its 
storage bank capacity is limited to no more than a handful of days, CNE-Gas states that 
customers would be prevented from making large, ongoing injections as their storage 
bank capacity would max out rather quickly.  Thus, customer deliveries to storage are 
limited to less than 15% or 20% (depending upon the daily tolerance level approved) on 
most days.  Storage withdrawals, CNE-Gas adds, would be limited to actual daily 
usage; however, once the storage account has a zero balance, any purchase of gas 
from AIU for balancing purposes would be made at 110% of the market index price. 
 

iv. Imbalance Tolerance 
 
 While CNE-Gas prefers AIU's current 15% daily tolerance proposal over its 
original 10% proposal, CNE-Gas asserts that there are several reasons that it is more 
appropriate for AIU to use a 20% daily cashout imbalance parameter.  First, CNE-Gas 
states that a daily cashout already introduces a significantly new concept for 
AmerenCILCO customers, which currently only use a monthly cashout.  Second, 
because AIU proposes to continue to use a monthly cashout in conjunction with a daily 
cashout, CNE-Gas contends that even at a 20% daily tolerance, AIU continues to 
capture monthly imbalance deviations through its graduated tier of premiums and 
discounts. 
 
 Third, CNE-Gas questions AIU's argument that it needs to reduce its daily 
tolerance to 15% in order to align more closely with the tolerance ranges of the LDC‘s 
upstream interstate pipelines.  CNE-Gas points out that none of the pipeline tariffs 
under which AIU currently secures firm service has any daily cashout provision 
whatsoever.  Under existing pipeline agreements, CNE-Gas states, AIU does not 
currently adhere to daily cashout of imbalances that are greater than 20%, let alone the 
lower tolerance level proposed.  Thus, CNE-Gas concludes, there is nothing that makes 
AIU's proposed 15% daily cashout tolerance inherently comparable with the existing 
pipeline tariffs to which AIU is subject. 
 
 Fourth, CNE-Gas asserts that AIU offers no credible evidence that the current 
20% daily cashout tolerance level is not adequate.  AIU instead identifies existing 
pipeline tariff restrictions of 5% or 10% as justification for the reduction in its daily 
tolerance; however, CNE-Gas demonstrates that these restrictions are not directly 
comparable to a daily cashout tolerance as suggested by AIU.  Thus, CNE-Gas argues 
that there is no record evidence that the current daily cashout tolerances do not offer 
sufficient incentive to keep transportation imbalances at reasonable levels.  The 
situation is exacerbated, CNE-Gas continues, by AIU's proposal to retain a monthly 
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cashout with tighter month-end tolerance levels.  In response to AIU's claims of 
transportation customer gaming, CNE-Gas responds that AIU's anecdotal evidence 
does not establish that any gaming behavior has occurred. 
 
 CNE-Gas maintains that keeping imbalances within 20% on a daily basis, and 
less than 10% at a monthly level, before penalties are applied, is reasonable.  CNE-Gas 
states that AIU offers no evidence that shows that the existing 20% daily cashout 
tolerance must be reduced to 15% in order to (1) more closely align with upstream 
pipelines, (2) provide additional incentive to transportation customers to reduce 
imbalances than what already exist, (3) address more frequent OFOs, or (4) prevent 
transportation customer gaming.  CNE-Gas believes that the addition of a 20% daily 
cashout tolerance to AmerenCILCO tariffs, in addition to the retention of a 20% daily 
cashout in AmerenIP and AmerenCIPS tariffs, adequately resolves certain of the 
problems identified by AIU.  CNE-Gas asserts that it is unnecessary to also add further 
restrictions by lowering the percentage. 
 
 CNE-Gas is also uncertain whether AIU intends to require both daily and monthly 
cashouts for transportation customers.  CNE-Gas supports the use of a monthly 
cashout in addition to a daily cashout.  CNE-Gas observes that under Staff's proposed 
10-day storage bank, a daily cashout alone offers less storage capacity than a dual 
daily and monthly cashout mechanism.  CNE-Gas explains that this is due to the loss of 
monthly cashout and the flexibility it provides to transportation customers which allows 
them to accumulate volumes during the course of a month.  This functionality is 
described by AIU witness Glaeser as the intra-month bank.  To remain on par with 
current service levels (which Staff argues should occur under an across-the-board rate 
increase), CNE-Gas states that under the daily cashout proposal, the size of the storage 
banks must be greater than the proposed 10 times the MDCQ if service levels are to 
remain roughly equal.  While it prefers the current monthly and daily cashout 
mechanism in conjunction with a storage bank, CNE-Gas adds that daily cashout alone 
would be an acceptable alternative if less restrictive injection and withdrawal limits are 
implemented and the size of the storage bank is increased to account for the elimination 
of monthly cashout balances. 
 
 AIU further describes what happens with daily cashout and bank limits during an 
OFO and Critical Day.  CNE-Gas states that in both instances AIU proposes extreme 
measures, but since these measures first appeared in surrebuttal testimony and no 
detailed tariff sheets were offered in support, CNE-Gas laments that interveners had 
little opportunity to respond.  CNE-Gas contends that AIU has provided no evidence to 
justify why zero Critical Day tolerance is acceptable, nor why it is reasonable to discount 
excess gas supply under such conditions while doubling the cashout price of purchases.  
On a Critical Day, CNE-Gas asserts that a primary concern is having sufficient supplies 
delivered on AIU's system, yet if a marketer over delivers gas, AIU wants to penalize the 
over deliveries as well by cashing them out at 90% of market.  To avoid the substantial 
penalties associated with under deliveries on Critical Days, CNE-Gas states that a 
prudent marketer may attempt to over deliver to some degree in order to avoid the 
under delivery penalties, yet AIU proposes to also penalize marketers for over delivery, 
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even though on a Critical Day adequate gas supply is critical for system integrity.  CNE-
Gas argues that penalties for over delivery during an OFO or Critical Day simply fail any 
logic. 
 
 CNE-Gas reports further that AIU proposes to also implement a $6.00/therm 
charge for unauthorized gas usage during Critical Days.  CNE-Gas states that this is in 
addition to the premiums just discussed that are applied to cashout.  CNE-Gas does not 
object to implementation of the unauthorized gas charge penalty per se, but does object 
to the cumulative unfavorable treatment of transportation customers during OFOs and 
on Critical Days. 
 

e. Commission Conclusion 
 
 As noted above, AmerenCILCO and AmerenCIPS transportation customers may 
currently avail themselves of a 10-day ADPM bank, and AmerenIP Rider OT customers 
may avail themselves of a 12-day MDCQ bank.  AIU proposes to apply an 8-day ADPM 
bank to all transportation customers of all three utilities.  Staff proposes a bank size 
based on 10 days of MDCQ, while IIEC proposes a bank size based on 10 days of 
MDQ.  CNE-Gas proposes varying bank sizes depending on other factors such as 
imbalance tolerances. 
 
 The Commission agrees that banking service is appropriate for transportation 
customers.  The Commission also recognizes that a reasonable size for a bank is 
related to other issues affecting utilities and transportation customers.  Therefore, the 
Commission will take such issues into account when establishing a bank size for the 
three AIU gas operations. 
 
 One factor to consider is the ease with which banking service can be 
implemented.  Obviously, a uniform bank size among all three utilities facilitates 
implementation.  What also facilitates implementation and use is measuring a bank size 
in units already in use.  As discussed above, Nicor currently calculates bank size using 
MDCQ, as does AmerenIP under Rider OT.12  The fact that a customer's MDCQ will 
generally be known well in advance facilitates banking as well.  Overall, the 
Commission finds that measuring a bank size through a customer's MDCQ to be 
reasonable and consistent with prior decisions.  The ADPM unit, however, has not been 
applied as broadly in Illinois.  Moreover, under AIU's proposal of a rolling 12-month 
period, the ADPM would seem to change from month to month, which the Commission 
believes may unnecessarily hamper and/or complicate banking. 
 
 With regard to the size of the bank, the proposals vary.  AIU primarily argues that 
resources are simply not available to offer "large" banks.  AIU also expresses concerns 
about gaming by transportation customers.  While gaming probably occurs to some 
extent, the Commission is not convinced by AIU's evidence that gaming is as 
widespread of a problem as AIU suggests, and therefore the potential for gaming need 
                                            
12 Peoples and North Shore's tariffs indicate that they calculate bank size using MDQ, which is more 
similar to MDCQ than ADPM. 
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not be considered in setting bank size and related issues.  The Commission accepts, 
however, that AIU has less capacity for banking than Nicor, Peoples, and North Shore.  
In light of the conclusions below, the Commission finds that a 10-day MDCQ bank is an 
appropriate size.  The Commission also wishes to clarify that banks do not represent 
gas "borrowed" from a utility, as AIU suggests.  Gas in a figurative bank represents gas 
owned by a transportation customer. 
 
 As for access to bank gas, if the Commission does not approve the retention or 
expansion of the SBR service, Staff witness Sackett believes that the Commission 
should order AIU to adopt AmerenCILCO's method for allowing access to banks.  
AmerenCILCO's current Rider T addresses access to banks and provides in part that a 
transportation customer on Rate 550 or 600 may access up to 50% of its MDQ while a 
customer on Rate 650 or 700 may access up to 50% of its MDCQ on a Critical Day.  
The Commission finds AmerenCILCO's current access terms acceptable with the 
modification that a transportation customer otherwise eligible for service under GDS-2 
or GDS-3 may access up to 50% of its MDCQ on a Critical Day and one times MDCQ 
on normal days.  For all other transportation customers, the limits for both Critical Days 
and normal days shall be 20% of DCN. 
 
 The appropriate daily balancing tolerance is the next issue to be resolved.  
AmerenCIPS and AmerenIP currently offer +/- 20% daily balancing.  AIU has proposed 
a 15% tolerance, while Staff, IIEC, and CNE-Gas propose 20%.  As noted above, the 
Commission recognizes AIU's resource concerns, but is not convinced that adoption of 
AIU's position is warranted.  In consideration of the 10-day MDCQ bank size, the 
Commission believes that it is reasonable to adopt a 20% tolerance band.  After gaining 
some experience with this tolerance band in conjunction with the other conclusions 
regarding transportation service, the Commission may revisit this issue and further 
revise the tolerance band (either up or down) in AIU's next gas rate cases. 
 
 With respect to cashouts following imbalances outside of the tolerance band, 
AmerenCIPS and AmerenIP currently employ daily cashouts as well as monthly 
cashouts for any imbalances at the end of the month, while AmerenCILCO has only 
monthly cashouts.  CNE-Gas appears to want to retain both daily and monthly 
cashouts.  AIU, Staff, and IIEC, on the other hand, recommend only daily cashouts for 
transportation customers.  In light of concerns over whether daily telemetry is warranted 
for smaller transportation customers, as discussed below, the Commission is not 
inclined to approve daily cashouts for transportation customers that would otherwise be 
GDS-2 or GDS-3 sales customers.  Monthly cashouts only shall be used for such 
smaller transportation customers.  For the remaining transportation customers, daily 
cashouts are reasonable and approved. 
 
 The cashout mechanism should only be applied to the post-bank imbalance.  In 
other words, when calculating an imbalance, withdrawals from the bank will not be 
treated as the use of system gas nor will injections into the bank be treated as 
―dumping‖ gas on the system.  Additionally, over-deliveries on Critical Days shall also 
be cashed out the same as over-deliveries on any other day.  Over-deliveries by 
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transportation customers will help the utility meet its supply shortcomings for sales 
customers on Critical Days.  The Commission also notes that AIU is agreeable to 
allowing transportation customers that are served by the same interstate pipeline to 
transfer bank limit balances provided confirmation of the exchange is established.  The 
Commission finds AIU's proposal reasonable and adopts it.  AIU's proposal to 
implement a $6.00/therm charge for unauthorized gas usage during Critical Days is also 
hereby approved.  If a transportation customer's gas usage is not measured by the LDC 
on a daily basis, for purposes of applying any penalties connected to unauthorized use 
on a Critical Day, the transportation customer's daily usage should be determined by 
prorating the total usage during the billing period over the number of days in the billing 
period. 
 

2. AmerenIP Rate 76 as a Stand-Alone Tariff 
 

a. AIU's Position 
 
 AIU witness Warwick proposes to eliminate the existing Rate 76--Transportation 
of Customer-Owned Gas from AmerenIP‘s rate schedules as part of its effort to create a 
new, consistent Rider T that will implement uniform terms and conditions for 
transportation service across all three gas distribution company service territories.  The 
conversion would be accomplished by increasing each of the Rate 76 components by 
the overall base rate percentage increase and then re-segmenting the components into 
the non-residential GDS rates to conform to the uniform structure common to the 
AmerenCILCO and AmerenCIPS tariffs.  AIU believes that eliminating Rate 76 in favor 
of Rider T will result in a tariff layout that is easier to understand and more logically 
consistent, which is particularly important for those entities that have multiple facilities 
and/or customers in the various AIU service territories. 
 
 AIU's proposal to remove AmerenIP‘s Rate 76 as a stand alone tariff does not 
affect the proposed base service rates (i.e., Customer Charge, Demand Charge, 
Overrun Demand Charge) of the customers affected by this change due to the across-
the-board increase proposal of AIU.  AIU contends that the resulting rate values are the 
same whether Rate 76 is a stand alone tariff or as stated under the proposed Rider T.  
AIU also notes that, under its proposal, changes to Rider T's service terms and 
conditions are applicable to current AmerenIP Rate 76 customers under either the stand 
alone or merged basis. 
 
 Staff witness Sackett criticizes generally the effort to consolidate transportation 
rate structures into Rider T and therefore opposes the elimination of the individual 
company transportation riders.  Staff witness Harden objects to eliminating Rate 76 out 
of concern that doing so may result in unequal bill impacts on customers.  AIU asserts 
that Staff supports consistency, but only if it does not create any cost impacts for 
transportation customers.  With the across-the-board increase to each delivery service 
rate component, AIU states that it is not clear or apparent what, if any, unequal bill 
impacts may result.  AIU asserts that there is no apparent record evidence to justify 
Staff‘s position.  
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b. Staff's Position 

 
 Because she fears that the elimination of Rate 76 could result in unequal bill 
impacts, Ms. Harden opposes this change and proposes that an across-the-board 
increase should be applied to each rate for each customer class without making any 
tariff eliminations that may cause unequal bill impacts.  Staff also does not believe it will 
be clear to customers that the resulting rate values will be the same whether Rate 76 is 
on a stand-alone or merged basis.  In addition, Staff does not agree with AIU's 
contention that ―in conforming tariff structures that differ across three service territories, 
certain provisions enjoyed by certain customers will be eliminated.‖ (AIU Initial Brief at 
330)  Staff contends that AIU's choice to eliminate services and offer fewer choices to 
transportation customers is a deliberate one, not forced by any changing energy market 
requirements. 
 

c. Commission Conclusion 
 
 The Commission does not share Staff's concerns about eliminating AmerenIP's 
Rate 76 as a stand alone tariff in light of the manner in which AIU proposes to do so.  
Specifically, it is unclear how unequal bill impacts to AmerenIP transportation customers 
will occur.  The Commission also recognizes that AIU is not proposing to incorporate 
Rate 76 into Rider T as a result of changing energy markets, but rather is doing so 
based on its own preference.  Such a motivation, however, does not alone warrant 
rejecting AIU's proposal.  In any event, the Commission finds that its other conclusions 
regarding rate design will sufficiently protect transportation customers.  Those who 
believe that additional provisions regarding transportation customers are warranted are 
free to raise them in AIU's next gas rate case.  Intervening transportation customers and 
marketers have not objected to AIU's proposal.  
 

3. Elimination of AmerenIP's Rider OT 
 

a. AIU 's Position 
 
 AIU proposes to eliminate Rider OT--Optional Transportation of Customer-
Owned Gas from AmerenIP‘s tariff books.  AIU indicates that this rider allows customers 
essentially to switch back and forth between system sales gas and transportation 
service.  AIU states that such an option invites economic gaming by participating 
customers in a manner that burdens the operation of an efficient system.  In response to 
criticism from Staff witness Sackett and GFA witness Adkisson related to rate impacts 
from eliminating Rider OT, AIU has proposed to grandfather existing Rider OT 
customers within existing GDS rate classifications.  The grandfathering proposal applies 
to the monthly rate values only; all other terms and conditions will be pursuant to the 
proposed Rider T provisions.  AIU explains that the benefit of grandfathering is the 
ability to satisfy existing customers on the rate while not allowing additional customers 
to be added to the rate.  The limitation grants existing Rider OT customers AIU's 
recommended across-the-board percentage change and, at the same time, provides a 
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transition mechanism consistent with Mr. Glaeser‘s testimony to eliminate Rider OT.  
AIU states that the retained Rider OT rate structures will be located within each non-
residential GDS classification, GDS-2 through GDS-6.  If a grandfathered customer on 
Rider OT elects Rider S, AmerenIP will purchase any remaining banked gas at the 
average market price for the year.  If a grandfathered customer chooses Rider T, AIU 
states that the customer will have to deliver an appropriate amount of gas on a daily 
basis to the AmerenIP system to cover its usage. 
 
 In response to Staff's claim that Rider OT should not be eliminated because it 
provides a valuable service, allows for monthly balancing, contains no daily metering 
requirement, and provides system back-up service, AIU notes that only 87 customers 
are taking this service.  While Staff acknowledges this is a small percentage of the total 
customer base, it claims that this may be an indictment of the current service offerings.  
AIU contends that this argument makes no sense since AmerenIP‘s current service 
offerings provide for bank services and extreme tolerance levels--both of which Staff 
claims are sorely needed by transportation customers.  AIU also observes that Staff‘s 
proposed bank services and tolerance levels are not much different than what is 
currently being offered.  To accept Staff‘s position on Rider OT, AIU continues, it follows 
that Staff's own proposal falls short. 
 

b. Staff's Position 
 
 Staff witness Sackett recommends that the Commission reject AIU's proposal to 
eliminate AmerenIP‘s Rider OT.  He contends that Rider OT should be retained 
because it provides a valuable service to transportation customers by giving customers 
an option between a service designed for large customers (Rider T) and one that allows 
for monthly balancing, no daily metering requirement, and system back up, all of which 
are ideal for smaller customers (Rider OT).  In the previous gas rate case, Docket No. 
04-0476, he notes that the Commission accepted AmerenIP‘s proposal to eliminate the 
banks for Rate 76 in part based upon AmerenIP‘s argument that those services were 
available under Rider OT.  He believes that that policy goal of maintaining a banking 
storage service option for transportation customers is as important now as it was when 
the Commission entered its Order in Docket No. 04-0476.  Indeed, Mr. Sackett 
continues, it may be more important now; without Rider OT, all customers, regardless of 
size, are forced onto the proposed Rider T. 
 
 Contrary to AIU's assertion, Mr. Sackett argues further that the services under 
Rider OT are valuable to transportation customers.  He maintains that the fact that 87 
AmerenIP customers currently pay for the services demonstrates that Rider OT is 
valuable.  While 87 customers represents a small percentage of the total customer base 
for which the service is available, Mr. Sackett contends that this may be more of an 
indictment of AIU's current service offerings than an indication that a particular service 
has no value.  He fears that AIU's current transportation service will become even less 
attractive if AIU's proposed reductions in services are approved.  Mr. Sackett 
recommends that the Commission focus on the level of service that transportation 
customers receive and how much it costs.  If the Commission adopts his proposals, he 
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asserts that AIU's transportation service will become a better value, and it is likely that 
more customers will switch to transportation service. 
 
 Staff also notes that AIU's primary objection to Rider OT is that it ―allows 
customers essentially to switch back and forth between system sales gas and 
transportation service . . . ." (Ameren Ex. 16.0 at 40)  Staff notes further that AIU opines 
that such an option invites economic gaming by participating customers in a manner 
that burdens the operation of an efficient system.  Staff states that AIU made both an 
economic argument about gaming and this operational argument, but failed to prove 
either of them. 
 
 With regard to AIU's "grandfather proposal" for Rider OT, Mr. Sackett does not 
consider it to be an adequate response to his concerns.  He notes that under the 
grandfather proposal the services would still change to Rider T services, eliminating 
many of the advantages of Rider OT to customers and, thus, be detrimental to Rider OT 
customers.  Mr. Sackett recommends retaining Rider OT services entirely and 
increasing its rates across-the-board.  In light of the value of Rider OT to AmerenIP 
customers, he goes on to argue that if the Commission approves tariff standardization 
at this time, a similar service provision that appeals to smaller customers should be 
offered in all three service territories. 
 

c. GFA's Position 
 
 GFA opposes eliminating AmerenIP's Rider OT.  GFA contends that AIU's 
proposal is just one example of its willingness to make tariff structure changes to favor 
its own natural gas supply.  Despite AIU‘s claims to grandfather Rider OT, GFA states 
that AIU's plan only retains monthly rate values increased by the proposed across-the-
board percentage increase.  All other terms and conditions, GFA notes, will be pursuant 
to Rider T provisions.  GFA asserts that AIU's Initial Brief is misleading where it states 
that the benefit of grandfathering is the ability to satisfy existing customers on the rate 
while not allowing additional customers to be added to the rate.  According to GFA, the 
benefits of Rider OT are actually stripped by AIU's proposal to make all Rider OT terms 
and conditions to be pursuant to Rider T.  GFA states that AIU recognizes that tariff 
conformity across three service territories will eliminate certain provisions enjoyed by 
certain customers, but AIU again is only willing to conform tariffs when it is favorable to 
its own natural gas supply. 
 

d. Commission Conclusion 
 
 AmerenIP's Rider OT does appear to have some benefits for smaller 
transportation customers, as Staff argues.  In light of the Commission's earlier 
conclusion on storage banks and subsequent conclusions on daily telemetry and a 
small volume transportation tariff, however, the Commission does not believe that Rider 
OT remains a necessary vehicle for delivering those benefits to small transportation 
customers.  Storage banks will also continue to exist for larger transportation customers 
and thus will not be needed under Rider OT.  Grandfathering Rider OT for AmerenIP 
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customers currently taking service under it appears to be of little benefit as proposed by 
AIU and thus is not adopted.  Elimination of AmerenIP's Rider OT in conjunction with 
the other rate design conclusions in this Order promotes uniformity in the tariffs of the 
three gas utilities without unduly sacrificing service to transportation customers.  
Accordingly, AIU's proposal to eliminate AmerenIP's Rider OT is approved. 
 

4. Elimination of AmerenCIPS' Stand-by Reserve 
 

a. AIU's Position 
 
 Of the three AIU gas utilities, only AmerenCIPS currently offers SBR service.  
AmerenCIPS provides SBR through its existing Rider T.  SBR is a service that provides 
for full or partial system back-up during periods of curtailment.  Customers desiring SBR 
service elect what portion of their gas load that they would like available during periods 
of curtailment.  AIU proposes to eliminate AmerenCIPS‘ SBR service, claiming that few 
customers want this service and eliminating it will achieve consistency among the three 
gas utilities. 
 
 AIU acknowledges Staff's claim that 50% of eligible AmerenCIPS customers (74 
customers) have or want SBR service and that it should continue to be offered.  In 
response, AIU assets that Staff‘s analysis is in error.  AIU states that Mr. Sackett 
combined the number of Rider T and Rider S customers to determine the number of 
customers wanting SBR service.  AIU notes, however, that he only used the number of 
Rider T customers to derive the percentage currently utilizing a designation amount 
greater than zero.  Of those eligible for a partial designation, AIU contends that 0.4% 
actually utilize a designation greater than zero, rather than 20% erroneously claimed by 
Staff.  Ameren Exhibit 30.7 shows the SBR option statistics for customers with Rider T, 
Rider S, and a combination of Rider T and S. 
 
 AIU note further that prior to its 2002 rate case, Docket No. 02-0837, 
AmerenCILCO offered a SBR option called daily limited firm backup ("DLFB").  AIU 
reports that in that rate case, the service was eliminated due to limited participation by 
transportation customers.  Additionally, AIU states that the elimination of DLFB was 
uncontested by all parties, including Staff. 
 
 Furthermore, AIU contends that there are not enough pipeline capacity resources 
in the Midwest to offer SBR service, which has its origins in the 1980‘s, when 
transportation services were new and untested.  AIU explains that SBR was originally 
designed during the initial unbundling of transportation services to give a back-stop to 
the new and untested transportation services then being offered.  Because it targets a 
reserve margin (available firm deliverability resources over a design peak day) of 3% for 
load growth between capacity agreement terms, statistical errors in modeling the peak 
design day, and minor customer switching, AIU asserts that it simply does not have any 
extra firm resources on a peak day to offer a SBR option.  As evidence of the lack of 
capacity, AIU relates that the newest interstate pipeline under construction in the U.S., 
the Rockies Express Pipeline, is fully subscribed before going into service. 
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 If it is forced to offer a SBR service for all transportation customers, AIU states 
that an additional 490,000 MMBtu of firm transportation capacity potentially would be 
required, at a cost of over $74 million.  AIU does not believe that it could secure this 
much firm capacity even if it wanted to, which makes Staff‘s request for this service a 
moot point.  AIU adds that when a customer chooses to take transportation service, it is 
accepting the responsibility to secure its own gas supply and upstream transportation 
capacity resources, especially for a peak day.  AIU insists that it should not be obligated 
to contract for supply services to serve as a back stop for transportation customers. 
 

b. Staff's Position 
 
 Staff argues that AIU's proposal to eliminate AmerenCIPS‘ SBR service is 
another example of AIU's efforts to ―standardize‖ the service offerings among the AIU 
LDCs, but which reduce services for transportation customers.  Mr. Sackett 
recommends against allowing the elimination of this service.  According to Staff, SBR 
service recognizes the need for operational flexibility and is a valuable service to 
transportation customers which should be retained as a cost-based service option.  
Staff adds that SBR service will become even more valuable if curtailments become 
more common due to the increasing pipeline constraints that AIU predicts.  In that 
eventuality, Staff states that SBR would serve as a functional mechanism to ensure gas 
supply to customers when needed.  Moreover, rather than eliminating the AmerenCIPS 
SBR option, Mr. Sackett recommends standardizing AIU's tariffs by offering SBR in all 
three service territories. 
 
 Mr. Sackett contends that AIU has provided no compelling reason to eliminate 
SBR.  In attempting to justify eliminating the AmerenCIPS SBR option, Staff states that 
AIU makes two mutually exclusive arguments.  First, Staff notes that AIU questions the 
popularity of SBR service among eligible customers.  Then, Staff continues, AIU argues 
that it would not be feasible to provide SBR service if all customers that would be 
eligible took full backup under it.   
 
 Staff asserts that AIU's argument about SBR's lack of popularity is off the mark 
because its calculation includes the total number of commercial and industrial sales and 
transportation customers served by AmerenCIPS.  Staff calculates that 74 AmerenCIPS 
sales and transportation customers are paying for a partial designation of greater than 
0%.  Staff contends that it is evident from their willingness to pay for SBR that they find 
it beneficial.  Staff adds that there is no indication that the costs of SBR are not being 
recovered from the customers electing this service.  Furthermore, Staff argues that the 
popularity of SBR can be most appropriately determined by considering the percent of 
Rider T customers taking SBR.  These are transportation customers and therefore are 
the customers that Staff proposes should have access to the service from all three 
utilities.  Staff asserts that according to AIU's own numbers, 20% of AmerenCIPS' 
transportation customers are designating a SBR amount greater than zero.  Staff notes 
that transportation customers tend to fall in higher usage classes and may be subject to 
curtailment before the sales customers that are primarily in the lower usage classes.  
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Mr. Sackett concludes that it is inconsistent for AIU to on the one hand argue that the 
vast majority of AmerenClPS' Rider T customers have elected a stand-by level of zero 
and on the other hand state that AIU could not find capacity to provide this service if all 
customers wanted this service at a full back-up level.  
 

c. Commission Conclusion 
 
 The decision of whether to eliminate AmerenCIPS' SBR service is not easy.  
Clearly some customers find it useful enough to pay extra for it, as Staff asserts.  At the 
same time, however, the Commission recognizes that pipeline capacity resources in the 
Midwest have become more constrained since the initiation of SBR service, as AIU 
argues.  Upon weighing all of the arguments, the Commission is persuaded by AIU.  As 
noted above, AmerenIP has no SBR option and AmerenCILCO's equivalent to the SBR 
service was eliminated in its 2002 rate case without dispute.  In light of this historically 
declining interest in SBR service, the Commission does not believe that retaining 
AmerenCIPS' SBR service is warranted, let alone expanding it to all three gas utilities.  
Although it is unlikely that all customers taking SBR service would designate all of their 
load for the service, the Commission is also concerned about AIU's ability to secure 
capacity throughout its systems.  Accordingly, AIU's proposal to eliminate AmerenCIPS' 
SBR service is approved. 
 

5. Intra-Day Nominations 
 
 Generally, a nomination in the context of the gas industry is a request for a 
quantity of gas under a specific contract or agreement with a gas supplier.  An intra-day 
nomination is a request for gas received during the same day on which the customer 
wants to take delivery of the gas.  An intra-day nomination may also be a request for 
gas received after the normal nomination deadline for the following day.  One or more 
intra-day nominations, while not mandated for all LDCs, are the industry standard. 
 
 The NAESB, and its predecessor the Gas Industry Standards Board, have 
developed various standards for the purpose of ensuring smooth and efficient 
operations between producers, pipelines, local distribution utilities, marketers, and 
others.  NAESB is the industry forum for the development and promotion of standards 
which will lead to a seamless marketplace, and its process for development and 
implementation of standards is consensus-driven.  Among the promulgations of NAESB 
is a recommendation that LDCs implement one or more of 4 intra-day nominations, 
specifically the Timely Cycle (before 11:30 AM on the day before flow), Evening Cycle 
(before 6:00 PM on the day before flow), Intraday 1 Cycle (before 10:00 AM on the day 
of flow), and Intraday 2 Cycle (before 5:00 PM on the day of flow).  Intra-day nomination 
cycles provide transportation customers the ability to change nominations when 
necessary after the earlier deadlines have passed.  The need to adjust nominations can 
arise for numerous unexpected reasons, including weather conditions, changes in a 
customer‘s production schedules, or pipeline or utility system disruptions.  Many LDCs 
have either voluntarily or by mandate implemented certain of the NAESB intraday 
standards. 
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a. AIU's Position 

 
 AIU currently utilizes the Timely nomination cycle.  AIU proposes the addition of 
one new intra-day nomination cycle for all three gas utilities to give transportation 
customers an additional option to adjust gas supply deliveries to minimize imbalances.  
AIU proposes to add a new intra-day nomination cycle at 4:00 PM on the preceding day 
and use its best efforts to accommodate other intra-day nomination changes.  AIU is 
only willing to provide this additional nomination on normal business days. 
 
 In response to the suggestion that it provide all 4 NAESB nomination cycles, AIU 
urges the Commission to refrain from ordering it to do so.  AIU argues that doing so is 
not necessary because other Illinois gas utilities do not offer all 4 NAESB nomination 
cycles, which suggests to AIU that there is no need for the additional cycles, that it 
presents an undue cost to ratepayers, and that there has been no credible demand for 
this service.  AIU states that it will provide the 4:00 PM evening nomination and any 
other off-cycle nominations it is able to using its current staff and resources. 
 
 AIU reports that the majority of transportation customers and their marketers 
efficiently manage their nominations and have not requested intraday nomination 
deadlines.  AIU states that it has worked with the transporters to support their 
occasional need to make late nomination changes.  AIU adds that there is no credible 
proof that additional intra-day nominations will meaningfully assist utilities in managing 
imbalances on interstate pipelines.  Furthermore, AIU will continue to provide 
nomination flexibility when possible, but indicates that it can not uphold a firm tariff 
obligation to provide intra-day nominations throughout all evening and weekends and 
holidays without providing additional staffing during the off business hours. 
 
 The need for added personnel, AIU continues, is not limited to handling the 
additional intra-day nominations.  AIU relates that it must coordinate nomination 
changes with Gas Supply and Gas Control personnel in order to effectuate the changes.  
Offering intra-day nominations would require additional staffing during the off business 
hours for these groups as well.  AIU operates a 24-hour Gas Control Center; however, it 
is staffed during off-business hours strictly for meeting the requirements of gas control 
and monitoring for the transmission system, on-system storage fields, distribution level 
operating pressures, and maintaining the integrity and safety of the systems. 
 
 With regard to CNE-Gas' contention that other utilities offer all 4 intra-day 
nomination cycles, AIU notes that CNE-Gas excuses Peoples, North Shore, and Nicor 
for not being among them because these utilities allegedly offer more flexible storage 
access.  AIU responds that its proposed banking services and tolerance levels are 
comparable to what these other utilities have in place.  Furthermore, AIU asserts that its 
storage assets are considerably more limited than what Peoples, North Shore, and 
Nicor have in place, as discussed by AIU witness Glaeser.  According to Mr. Glaeser,  
Peoples and North Shore have considerably more ―leased‖ storage than does AIU.  
Furthermore, AIU avers that Peoples and Nicor do not offer firm intra-day nomination 
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cycle rights.  AIU states that Nicor has a strict nomination deadline of 11:30 AM the day 
prior to flow, with no flexibility for late nomination changes.  In the recent Peoples/North 
Shore rate order, AIU reports that the Commission rejected the same arguments made 
by CNE-Gas.  Moreover, AIU indicates that the utilities which CNE-Gas utilizes for 
comparisons, such as Pacific Gas and Electric Company and Southern California Gas 
Company, offer little resemblance to AIU in terms of the size of the their distribution 
systems, customer base, and employee numbers and, in fact, are the largest gas 
distribution systems in the U.S. 
 

b. Staff's Position 
 
 Staff recommends that AIU be required to implement all 4 NAESB intra-day 
nominations.  Doing so, Staff argues, will assist each LDC in maintaining its balances 
on the interstate pipelines.  Staff states further that the additional costs to provide this 
service could be passed through to transportation customers in rates in subsequent rate 
cases.  Staff points out that AIU can change its pipeline nominations twice during the 
gas day, but is not willing to pass this flexibility on to its transportation customers. 
 
 In support of AIU‘s position that there is no demonstrated need for these 
additional nomination cycles, Staff notes that AIU argues that most of its transportation 
customers have not requested intraday nominations and most of them manage their 
nominations efficiently.  Since AIU did not consult with its transportation customers 
about its proposed offerings, however, Staff believes that AIU's first argument has no 
validity. If AIU had sought input from its customers prior to filing its service revision, 
Staff submits that it may have discovered that they do want this service.  Additionally, 
the fact that AIU spent three rounds of testimony arguing that its transportation 
customers do not efficiently manage their nominations as a basis for its recommended 
changes weakens AIU's second argument on this issue, according to Staff. 
 
 Staff also notes AIU's dislike of CNE-Gas' comparison of AIU to other LDCs that 
offer these nominations as firm rights.  Although AIU dismisses two of the other utilities 
on the grounds that they are significantly larger, Staff observes that this leaves seven 
other utilities for comparison, many from the Midwest.  Staff also believes that AIU's 
comparison to Nicor, Peoples, and North Shore on this issue is not valid because all of 
these utilities offer enough flexibility that intra-day nominations would be less critical for 
them. 
 

c. CNE-Gas' Position 
 
 CNE-Gas states that transportation customers, like utilities, may benefit from the 
use of intraday nominations to avoid imbalances or for other operational reasons.  To 
aid in doing so, CNE-Gas provides suggested tariff language incorporating all 4 NAESB 
intra-day nominations.  CNE-Gas asserts that such intra-day nominations would be 
similar to what AIU's own internal gas supply personnel do, by using this capability to 
help maintain supply stability.  CNE-Gas suggests that AIU should discontinue its 
unduly discriminatory treatment of transportation customers and instead provide them 
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the same options for the same reasons AIU desires intraday nominations – to help 
manage its load requirements when unanticipated changes occur. 
 
 In response to AIU's observation that neither Nicor nor Peoples offers the 4 firm 
intra-day nomination cycles, CNE-Gas acknowledges that this is true and counters that 
both Nicor and Peoples provide transportation customers with greater, more flexible 
storage access.  As CNE-Gas witnesses explained, many of these issues are 
interrelated.  CNE-Gas contends that AIU's approach seeks to provide transportation 
customers with little flexibility on all the interrelated items, including both intra-day 
nominations and storage banks.  In comparison, CNE-Gas states that Nicor offers no 
flexibility on intraday nominations, but substantially greater flexibility on the storage 
banks provided to transportation customers.  In the recent Peoples case, CNE-Gas 
relates that the Commission authorized several tariff provisions granting greater 
flexibility to transportation customers such as intraday allocations, greater flexibility 
during delivery restrictions, expanded imbalance trading, and April through October 
daily storage injection rights of up to the average daily use in the parallel month of the 
previous year plus 0.67% of the customers Allowable Bank, with the ability to inject up 
to a customer‘s MDQ during the remaining months.  With the added flexibility for 
transportation customers, CNE-Gas states that the Commission elected not to require 
Peoples to offer the greater flexibility of intraday nominations. 
 

d. Commission Conclusion 
 
 The Commission appreciates the benefits that more intra-day nomination cycles 
could bring to AIU's gas distribution systems and the customers thereof.  In light of 
uncertainties regarding the cost of implementing all 4 cycles, however, the Commission 
is not prepared to require AIU to provide all 4 at this time.  To order AIU to provide new 
services in this rate case but defer cost recovery until AIU's next rate case is not 
appropriate.  When preparing its next gas rate cases, AIU should determine the cost of 
providing all 4 nomination cycles and provide that information with its rate filing.  The 
Commission would also hope that those favoring the addition of nomination cycles 
would offer evidence of specific/concrete benefits associated with additional nomination 
cycles.  The Commission hopes to use such information to weigh the cost and benefits 
of implementing the 4 NAESB nomination cycles in AIU's next gas rate cases.  In the 
meantime, the Commission approves of AIU's proposed 4:00 PM evening nomination 
cycle, in conjunction with its current Timely nomination cycle.  The Commission also 
expects AIU to use its best efforts to try to accommodate any other off-cycle 
nominations it is able to using its current staff and resources, as it committed to doing. 
 

6. Daily Telemetry 
 

a. AIU's Position 
 
 AIU proposes to require customers taking service under GDS-4, GDS-5, GDS-6 
(AmerenCILCO only) and Rider T to provide daily telemetry.  AIU witness Glaeser 
explains that daily telemetry is needed so that AIU can be assured of timely 
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communication of transportation customer usage.  He states further that daily telemetry 
allows AIU to provide transportation customers and marketers with more current data 
since the meter can be interrogated on a daily basis after 9:00 AM, which is the end of 
the gas day in the natural gas industry.  AIU indicates that transportation customers and 
marketers would now have access to usage data from the previous day rather than 
usage from two days prior to the current gas day.  Mr. Glaeser testifies that the daily 
telemetry requirements can be met with a dedicated telephone line, which can be an 
extension of an existing line.  The line, however, could not be used for fax or any other 
purpose. 
 
 In response to GFA witness Adkisson's argument that the expense is not needed 
for small to intermediate and off-season transportation customers, Mr. Glaeser testifies 
that notwithstanding each customer's individual size, in the aggregate their usage can 
have a meaningful impact on the operations of the distribution systems.  He adds that 
this concern of undue impacts can be exacerbated with regard to the smaller captive 
distribution systems within AIU‘s overall distribution systems.  AIU offers the Crawford 
County area, as well as the Franklin, Hamilton and Perry County areas as examples of 
captive distribution systems.  AIU states that daily information on transporters' usage 
can serve to prevent negative system impacts for these particular areas.  Mr. Glaeser 
also notes that the requirement that these sized customers be subject to the daily 
telemetry requirements is not novel--AmerenIP already requires daily telemetry for 
transportation customers served under Rate 76. 
 
 Mr. Glaeser testifies further that there is a real benefit to transportation 
customers and their marketers by having this information in that they can better avoid 
higher cash-out prices.  Moreover, he opines that in this day and age when state and 
federal policies abound with regard to the need for energy efficiency and responsible 
energy usage, these customers should bear some obligation to take measures by which 
to ensure responsible energy management.  He went on to explain that, as a matter of 
fact, many transportation customers and marketers are desirous of this daily usage 
information.  He testified that when such information is not posted on the management 
system in a timely basis, numerous inquiries are received from these 
customers/marketers.  Even marketers who manage customers with relatively small 
loads that include the GDS-2 and GDS-3 customers are desirous of access to daily 
usage information in order to manage the aggregated imbalances associated with their 
customers.  AIU does not respond to GFA's suggestion that if daily telemetry is 
required, that its installation be delayed until after November 2008. 
 
 With regard to GFA's concern about the additional expense of telemetry, AIU 
describes how GFA misunderstands AIU's proposal with a discussion of AmerenIP and 
a GDS-2 grain dryer customer.  GFA asserts that a sales customer will see the 
incremental cost for telemetry increase to $660 annually, whereas, if it is taking delivery 
service, as would a transportation customer, the overall annual increase is $1,345.  AIU 
explains that for an AmerenIP GDS-2 customer taking service under Rider T, the 
incremental cost for daily telemetry does increase, by the overall across-the-board 
increase, to $660 annually, but the $1,345 amount includes the annual daily telemetry 
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charges ($660), as well as the increase to all other rate components within the rate.  
Thus, according to AIU, a current grain dryer customer taking service under GDS-2, 
who would also be taking transportation service under grandfathered Rider OT rate 
structure, will see the same across-the-board increase in GDS rates as a customer 
receiving sales service.  AIU asserts that the current grain dryer customer taking 
transportation service under AmerenIP‘s Rate 76 (proposed Rider T) will realize the 
same across-the-board increase in GDS rates as customers receiving sales service. 
 
 In response to Mr. Sackett's concern that a $55 per month charge for telemetry 
presents an economic barrier for smaller customers and may force some transportation 
customers to move back to system supply, AIU asserts that such claims are simply 
wrong.  First, AIU states that nothing is unique or novel about this particular charge.  
AmerenCIPS currently charges $55 per month for the same equipment, and the 
AmerenIP Rate 76 Facilities Charge and Advance Metering and Telecommunications 
Charge total $37.75 per month.  Second, AIU asserts that the evidence is that small 
transportation customers at both AmerenCIPS and AmerenIP are not being deterred by 
paying these monthly charges.  AIU states that there are many customers taking 
transportation service and are paying these charges.  AIU witness Warwick testifies that 
AmerenCIPS has 125 small transportation customers while AmerenIP has 182 accounts 
under its Rate 76. 
 
 AIU acknowledges 4 objections made by Mr. Sackett in response to Mr. 
Warwick‘s testimony:  (1) the number of small customers taking transportation service 
are a small percentage of eligible customers, (2) the conclusions drawn stem from 
current metering differentials and not the proposed charges, (3) while the metering 
charge may not be a barrier for some smaller transportation customers, it could still be a 
factor for others, and, (4) while it may be economical for current customers, it may keep 
other marginal customers from benefiting from transportation services.  AIU contends 
that it is readily apparent that the majority, if not all, of Staff's objections are speculative 
and not grounded in any credible evidence.  Mr. Warwick testifies that less than 1% of 
the small transportation customers eligible take such service from AmerenCILCO, which 
does not require a telemetry charge, suggesting Staff‘s claim that more customers 
would be interested fails.  Mr. Warwick also emphasizes that the magnitude of the 
telemetry charges is driven by the across- the- board revenue allocation such that each 
rate value, including the telemetry charges, are being changed equally by the across- 
the- board percentage change.  Taken to its logical extreme, any increase in any of the 
AIU rates may cause major behavioral changes on the part of all of its customers but, of 
course, such a result is not realistic.  AIU asserts that there are cost increases and the 
affected businesses become more efficient, reduce their own costs, or pass them along 
to their customers.  AIU states that it is difficult to conclude that a charge of less than $2 
a day would prevent a customer from utilizing transportation service. 
 

b. Staff's Position 
 
 To the extent that daily balancing is not necessary, Staff sees no reason for daily 
telemetry.  Staff is also concerned that the expense of daily telemetry may discourage 
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some customers from becoming transportation customers.  Staff also suggests that AIU 
apparently does not understand that some customers may not have an extra $660 or 
$660.00 per year for telemetry fees lying around.  According to Staff, the additional fee 
puts marketers at a disadvantage because they not only have to beat the PGA cost, 
they also have to beat it by this additional amount as well.  Staff adds that AIU witness 
Warwick testifies that other factors would affect a customer's decision to remain on 
sales service and that the move to daily balancing, the loss of a bank, the requirement 
for a dedicated phone line, and a reduction in a daily balancing could all be factors. 
  
 In response to AIU's claim that because some small customers are taking service 
with daily balancing and telemetry there must be no barrier for anyone, Staff argues that 
there may be many other smaller customers that are not taking transportation service 
because they can not get gas priced competitively enough to beat not only the PGA but 
also the costs associated with the daily balancing and cashout and the telemetry and 
metering charges.  With regard to AIU's observation that AmerenCILCO does not have 
daily balancing and metering requirements but only a few transportation customers, 
Staff submits that it is really AIU's unfavorable policies that keep customers, especially 
the small ones, from finding transportation service to be desirable.  Staff fears that the 
number of transportation customers is likely to grow smaller if AIU‘s restrictive proposals 
are approved. 
 

c. GFA's Position 
 
 GFA understands that daily telemetry is a useful and necessary tool for large 
users to manage the system‘s daily operation, but contends that daily telemetry is not 
necessary, nor an industry standard, for predictable small to intermediate users.  For 
example, GFA states that telemetry requires the additional cost to obtain and maintain 
metering equipment.  In addition, the user will pay one-time installation costs as well as 
the monthly cost of a dedicated phone line.  On top of those costs, the user will incur 
additional administrative costs to manage the daily use data.  GFA argues that all of 
these costs are justified for large users who need to manage the daily operation of the 
system, but are simply too large and disproportionate to the use of small and 
intermediate users.  Indeed, GFA continues, the large cost results in an economic 
incentive for transportation users to switch to AIU supply.  For example, under AIU's 
proposal, GFA reports that a small AmerenIP GDS-2 grain dryer customer under sales 
service will see its incremental cost for telemetry grow to $600 or $660.00 annually.  If it 
is taking delivery service, its overall increment, compared to sales service, will increase 
to $1,345.00. 
 
 GFA disagrees with AIU's assertion that daily telemetry information helps 
transportation customers avoid higher cashout prices.  The fallacy of that statement for 
a small grain dryer is obvious, according to GFA.  GFA explains that the additional cost 
of AIU's filed tariffs has a bias in favor of its sales service supply by $2.24 per 
dekatherm relative to transportation service, which far exceeds what a small customer 
could expect to make up by avoiding higher cash-outs.  In response to AIU's claim that 
some GDS-2 and GDS-3 customers or marketers would like to have daily usage 
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information, GFA states that daily telemetry should be an option for those willing to pay 
for it. 
 
 GFA states that AIU's purported justification is that it would be nice to have daily 
telemetry to be able to monitor actual usages and manage imbalances in the system.  
AIU also suggests that it is good ―overall energy policy‖ to require daily telemetry.  All of 
that, GFA asserts, ignores the significant, and hugely disproportionate, cost to the small 
to intermediate users.  Instead of being good overall energy policy, GFA views this 
proposal as a thinly veiled attempt by AIU to force transportation customers to take AIU 
supply. 
 
 To see the lack of necessity for daily telemetry, one need look no further than 
other suppliers within Illinois, as well as the rules applicable to Missouri and Iowa 
utilities, according to GFA.  Nicor, Peoples, North Shore, Mid American Energy 
Company, and AmerenCILCO currently offer small volume transportation service 
without telemetry.  The State of Missouri, GFA states further, prohibits telemetry 
charges for small volume transportation for Missouri schools, which is applicable to 
AmerenUE, Laclede Gas Company, Missouri Gas Energy Company, Atmos Energy, 
Aquila, and any other utility regulated by the Missouri Public Service Commission.  (See 
393 Mo.Rev.Stat. §393.10)  Furthermore, GFA reports that the Iowa Utilities Board 
recently ordered all Iowa investor-owned utilities to offer small volume transportation 
service without telemetry to all non-residential customers.  These other utilities and 
state statutes and rules demonstrate that daily telemetry for the small to intermediate 
users is simply not necessary. 
 

d. Commission Conclusion 
 
 The Commission understands AIU to propose that all Rider T transportation 
customers and all sales customers taking service under GDS-4, GDS-5, and GDS-6 
(AmerenCILCO only)13 to provide daily telemetry.  Transportation customers otherwise 
eligible for service under GDS-2 and GDS-3 would provide daily telemetry under Rider 
T.  Sales customers under GDS-2 and GDS-3 would not be required to provide daily 
telemetry. 
 
 The Commission agrees with AIU that daily telemetry can provide useful 
information, but does not understand the sales vs. transportation distinction that AIU 
draws between customers eligible for GDS-2 and GDS-3 service.  The record lacks any 
explanation for why daily telemetry is not necessary for small sales customers but is for 
small transportation customers.  In light of the cost of daily telemetry, the Commission 
views the proposed requirement on small transportation customers as a deterrent to 
taking transportation service.  Accordingly, AIU may not require all transportation 
customers otherwise eligible for service under GDS-2 and GDS-3 to provide daily 
telemetry.  Nor may AIU require small seasonal gas transportation customers otherwise 
eligible for service under GDS-2 or GDS-3 to provide daily telemetry.  AIU shall, 
however, offer a daily telemetry option to such transportation customers in the same 
                                            
13 AmerenCIPS and AmerenIP do not have a GDS-6 rate class. 
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manner that other, larger transportation customers provide daily telemetry or on more 
favorable tariffed terms to the customer if costs prove to be less for smaller customers.  
AIU's proposal to require remaining Rider T customers and GDS-4, GDS-5, and GDS-6 
customers to provide daily telemetry appears reasonable and is approved. 
 

7. Small Volume Transportation Tariff 
 

a. Staff’s Position 
 
 Staff witness Sackett recommends implementing a small volume transportation 
tariff for all three utilities if the Commission determines that tariff standardization is 
appropriate at this time.  He suggests a transportation service that balances monthly 
and does not require daily metering for smaller customers.  He asserts that daily 
metering and balancing are unnecessary for smaller customers because they do not 
place the same constraints on the system as large customers.  Mr. Sackett states 
further that no metering charge should be assessed beyond what these smaller 
customers would need for system supply service.  With regard to telemetry, if the 
customer would not need telemetry as a sales customer, he does not believe that the 
customer should be required to have telemetry as a transportation customer. 
 
 Mr. Sackett notes that AIU already offers daily balancing and no telemetry in 
AmerenIP‘s territory under Rider OT and under existing Rider T in AmerenCILCO‘s 
territory.  Therefore, he suggests that it should not be unduly difficult to add this to 
AmerenCIPS‘ tariff, as well.  Mr. Sackett contends that AIU did not respond in either its 
rebuttal or surrebuttal testimony to his proposal to add a small volume transportation 
tariff for all three utilities.  Since no party objected to this recommendation in their 
testimony, he asserts that the Commission should adopt it (if the Commission adopts 
tariff standardization). 
 

b. AIU’s Position 
 
 AIU objects to the implementation of a small volume transportation tariff and 
opposes monthly cash-outs for any sized customer.  In addition, AIU finds Staff‘s 
position regarding proposed monthly cash-outs for small volume transportation 
customers to be at odds with Staff's own take on the benefits of daily cash-out.  
Specifically, AIU notes that Mr. Sackett agrees that daily cash-outs would help to 
eliminate gaming as part of his argument that bank services should remain.  AIU adds 
that Mr. Sackett's position is consistent with Staff's position in AmerenIP's last gas rate 
case, Docket No. 04-0476.  According to the Order in Docket No. 04-0476, Staff agreed 
with AmerenIP that daily balancing would prevent a certain amount of gaming in the 
monthly balancing and cash out procedures. (Order at 90) 
 

c. GFA’s Position 
 
 GFA expresses discontent with AIU's transportation tariffs.  GFA states that it 
sponsors a natural gas purchasing and transportation pool for its members.  These 
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members are predominantly small and intermediate size grain dryers.  GFA witness 
Adkisson testifies that its members are seriously considering switching to sales service 
with AIU supply because the proposed AIU transportation tariffs are so onerous.   
 

d. Commission Conclusion 
 
 The Commission has considered the arguments for and against a small volume 
transportation tariff and concludes that the proposal has merit.  Staff has persuaded the 
Commission that a simple straight forward transportation tariff for customers eligible for 
service under each utility's GDS-2 and GDS-3 rate classes is reasonable, including 
small seasonal customers taking service under GDS-5 who are otherwise eligible for 
service under GDS-2 and GDS-3.  The tariff, which may be either part of Rider T or a 
separate tariff, shall provide for monthly balancing and not require daily metering.  The 
Commission does not perceive a need at this time for anything more than monthly 
balancing for smaller customers.  No metering charge should be assessed beyond what 
these smaller customers would need for system supply service.  As discussed above, 
smaller transportation customers will have an option of utilizing daily telemetry.  The 
Commission anticipates that this determination will make transportation service more 
available to small customers.  The Commission would welcome an evaluation of the 
small volume transportation tariff from AIU, Staff, or any interveners in AIU's next gas 
rate cases. 
 

8. 12-Month Notification for Seasonal Customers 
 

a. AIU's Position 
 
 Both AIU‘s existing tariffs and its proposed Rider T require customers to notify 
AIU by July 1 of each year if they wish to change to or from transportation service 
effective the following November 1.  Because the order in this proceeding will come 
after July 1, 2008, AIU proposes a later date for the year 2008 by which a notice of 
service change must be given.  Specifically, eligible customers must provide notice of 
their choice by the later of October 17, 2008 or 14 days after compliance tariffs become 
effective. 
 
 As a compromise, AIU proposes, due to the unique nature of grain dryers, to 
change seasonal rate class GDS-5 to require notification to AIU by April 1 to be 
effective August 1 of the same year.  The general tariff requirement to remain on this 
rate for 12 months would not change.  AIU believes that the proposed offer to change 
the notification date to April 1, with the sales service to be effective August 1 of the 
same year, would resolve the timing issue identified by GFA.  AIU clarifies that it will 
continue to offer other transportation customers the one-time right to change the 
election for sales service before October 17, 2008, and will notify customers of this 
option through e-mail and AIU's internet-based USMS, which is an on-line management 
software system used to maintain daily usage, nominations, and billing information. 
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 In making the proposed compromise to require notification by April 1, AIU does 
not fully accept Staff‘s position or any of GFA‘s various proposals.  Rather, AIU 
contends that its proposal represents a reasonable accommodation to certain seasonal 
users, such as grain dryers and some asphalt plants, with production in later summer 
and fall.  Expanding the notice compromise to all customers with low winter usage, as 
Staff and GFA propose, or to all customers who qualify for GDS-5 (as opposed to those 
who take service under the tariff) is not appropriate, according to AIU.  As AIU witness 
Glaeser explains, off-seasonal use transport customers can create detrimental system 
impacts if not managed properly.  Some of the firm transportation capacity contract 
levels for AIU ratchet down during the shoulder months, including September and 
October, when grain dryers typically have heavy usage, in order to follow the load 
shape of the system sales customers.  Additionally, AIU states, this transportation 
capacity is used at high load factors during the shoulder months and summer to 
transport gas supply for storage injections into off-system and company owned storage 
facilities.  AIU asserts that capacity for its systems can and does become constrained 
throughout the year, not just during the peak winter season.  AIU contends that this is 
evident by the pro-rata reductions in primary firm transportation capacity on Panhandle 
Eastern in May 2008.  As a result, AIU claims that allowing all customers with low winter 
usage to provide 4 months notice, as proposed by Staff (or 30 days as proposed by 
GFA) would be detrimental to AIU's planning for winter season usage.  An April 1 
notification date, for service on August 1, would address the GFA‘s concerns about the 
impact on grain dryers during the drying season.  Therefore, AIU concludes that its 
compromise to change the seasonal rate class GDS-5 to require notification to AIU by 
April 1 to be effective August 1 of the same year is reasonable and should be adopted. 
 

b. Staff's Position 
 
 While AIU‘s July 1st notice proposal makes sense for those customers needing 
to use most of their gas during the winter months, Staff states that it makes little sense 
for customers who will have little impact during those same months.  Therefore, Staff 
witness Sackett recommends that all customers with less than 5% of annual usage 
occurring during December through March be required to provide a four-month advance 
notice before moving between system and transportation service regardless of the GDS 
that they take service under.  Mr. Sackett's four-month notice proposal preserves the 
four-month notice period currently in effect and in proposed Rider T.  Staff asserts that 
this proposal allows for notice to be provided at the beginning of the injection season for 
grain dryers. 
 
 Staff understands AIU to have accepted at least part of Staff's recommendation.  
Staff notes, however, that there are two important distinctions between AIU‘s proposal 
and Mr. Sackett's recommendation.  AIU‘s proposal only addresses those customers on 
GDS-5 and it will be for April 1st instead of four months.  Mr. Sackett‘s proposal would 
apply to all customers with less than 5% of annual usage occurring during December 
through March and would be a four-month notice.  Thus, AIU‘s proposal would only 
benefit grain dryers with the four months and not work for other seasonal users whose 
usage does not pattern the grain dryers.  AIU witness Glaeser admitted that his 
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proposal does not address all of Mr. Sackett‘s concerns.  Since AIU acknowledges that 
its position does not address all of Staff‘s concerns, Staff argues that AIU‘s proposal 
should be rejected and Staff‘s should be adopted. 
 

c. GFA's Position 
 
 GFA finds the October 17, 2008, special one-time notice offer under proposed 
Rider T a problem for grain dryers for the 2008 harvest, which will already be in 
progress, if not nearly over.  Even more importantly, for off-season users, the proposed 
on-going July 1 notification is a major problem beyond 2008, according to GFA.  GFA is 
concerned because AIU's proposal requires grain dryers to give notice two harvests in 
advance.  For example, the September-October, 2010, harvest is within the 12-month 
period beginning November 1, 2009, and ending October 31, 2010.  As proposed by 
AIU, GFA states that GDS-2 and GDS-3 customers would be required to give AIU 
notice regarding the 2010 harvest by July 1, 2009.  That notification date, July 1, 2009, 
occurs before the 2009 harvest.  AIU‘s proposed notice requirement results in small and 
intermediate grain dryers having to give notice two harvests in advance.  GFA 
complains that this proposal will require grain dryers to decide by July 1, 2009 their gas 
usage that will not begin until some 14 months later, in September of 2010.  GFA avers 
that attempting to make that determination so far in advance will be difficult and risky.  
Rather than take that risk, GFA states that many grain dryers will likely just change to 
AIU supply.  GFA maintains that the notification requirement is yet another method by 
which AIU is attempting to influence transportation customers to switch to AIU supply. 
 
 GFA states further that AIU will not offer to GDS-3 and GDS-4 customers the 
reasonable notification requirements available to GDS-5 customers.  GFA observes that 
for seasonal GDS-5 customers, AIU has offered to change the notification requirement 
to April 1 to be effective August 1 of the same year.  GFA asserts that does not solve 
the issue for smaller to intermediate seasonal use grain dryers.  Unless and until AIU‘s 
GDS-5 tariff is designed for small and intermediate, as well as large users, GFA states 
that most dryers with seasonal use that qualify for GDS-5 can not economically take 
GDS-5 and therefore take service under GDS-2 or GDS-3 tariffs.  Those GDS-2 and 
GDS-3 customers are not being offered the April 1 notification to be effective August 1, 
despite having the same seasonal use pattern as GDS-5 customers. 
 
 GFA proposes that the GDS-5 notification provision (April 1 notice to be effective 
August 1) be applicable not only to GDS-5 seasonal customers, but to all seasonal 
customers that qualify for GDS-5, whether or not they choose to take service under 
GDS-5 (such as grain dryers who choose to remain on GDS-2 or GDS-3).  GFA 
suggests that this proposal would eliminate the discrimination against small and 
intermediate seasonal users.  Alternatively, GFA proposes that seasonal use 
customers, with less than 5% of annual use in the months of December through March, 
should not be required to stay on transportation service for 12 consecutive months.  
Instead, such users could stay on transportation service through March if transportation 
service commences after December 1 and before April 1.  GFA states that both of these 
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solutions would alleviate the harshness imposed with the two harvest notice 
requirements proposed by AIU. 
 

d. Commission Conclusion 
 
 At a minimum, grain dryers under GDS-5 should be allowed to provide notice by 
April 1 of each year whether they intend to be a transportation customer or sales 
customer beginning August 1 of that same year, on which AIU, Staff, and GFA all 
appear to agree.  Whether other seasonal users of gas eligible for service under GDS-5, 
regardless of whether they actually take service under GDS-5, should be able to 
operate under the same notice provisions is less clear.  AIU appears to have legitimate 
capacity concerns in conjunction with allowing all small and intermediate seasonal users 
to provide April 1 notice of a switch between sales and transportation service.  Although 
the Commission does not adopt such a broad application of the April 1 notice provision 
in this proceeding, the Commission is interested in considering this idea further and 
invites discussion of it in AIU's next gas rate cases.  In the meantime, however, given 
the nature of grain dryers' seasonal use, the Commission finds that grain dryers under 
GDS-2 and GDS-3 should also be allowed to provide such notice by April 1 of each 
year, for the period beginning the following August 1.  With regard to waiving or 
modifying the general tariff requirement that grain dryers remain on the rate for 12 
months, the Commission is not prepared to do so at this time in absence of assurances 
that gaming would not occur. 
 

9. Minimal Winter Use Delivery Service Provisions 
 

a. AIU's Position 
 
 With respect to AmerenCIPS, AIU proposes removing the Minimal Winter Use 
delivery service provisions from the present Rate 3 and Rate 4.  With respect to 
AmerenCILCO, AIU proposes removing the Minimal Winter Use delivery service 
provisions from the present Rate 600.  In both instances, AIU proposes to include such 
language in its proposed new GDS-5 -- Seasonal Gas Delivery Service. 
 
 AIU also asserts that upon reviewing Staff's Initial Brief, it learned of several new 
and significant changes in gas rate design related to ―seasonal load‖ being 
recommended by Staff (discussed below).  AIU states that Staff's recommendations 
lack supporting citations to the record as to their scope, applicability, or impacts on all 
affected customers.  AIU goes on to state that the novel changes recommended by 
Staff are extremely problematic as well as markedly vague.  All of the recommendations 
related to changes to accommodate ―seasonal load.‖  AIU contends, however, that Staff 
fails to provide a definition of ―seasonal load‖ in its Initial Brief.  Because natural gas is 
used for heating, AIU observes that a large number of all customers use natural gas 
seasonally.  AIU maintains that it is unclear from Staff‘s recommendation what the 
parameters of ―seasonal‖ use would be. 
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 Additionally, AIU avers that converting demand charges to volumetric charges 
involves a major change in rate design elements.  AIU also notes that a major theme in 
Staff‘s rate design testimony is its assertion that all rates for customers should increase 
equally across-the-board to the extent feasible.  AIU argues that converting a demand 
charge to a volumetric charge is inconsistent with that theme because doing so will 
result in unequal customer impacts.  Finally, AIU insists that Staff's assertion that AIU 
has not provided credible support for why customers should require demand charges is 
incorrect.  AIU contends that it provided ample expert testimony on the subjects of 
telemetry and the inappropriateness of eliminating demand rates. 
 

b. Staff's Position 
 
 In response to AIU's proposal to include the Minimal Winter Use delivery service 
provisions in GDS-5, Staff witness Harden agrees that doing so is an appropriate 
means of conforming AIU's gas rate classes with its electric rate classes since it would 
not result in unequal bill impacts for individual gas customers.  In its Initial Brief, Staff 
also voiced support for various GFA proposals concerning seasonal usage.  GFA 
argues that seasonal customers do not place constraints on the system and therefore 
should not be assessed a demand charge.  GFA also wants a volumetric charge for any 
customer with a seasonal load profile.  GFA proposes that it should not be required to 
have daily balancing and telemetry as well.  AIU witness Glaeser presents a counter-
argument concerning an isolated incident where on one captive system, a single 
seasonal customer, has more than half of the load on that system. 
 
 Staff contends that AIU is attempting to use anecdotal evidence to prove that it 
must take a certain course of action.  In this situation, however, Staff argues that AIU's 
example is not even close to being representative of the typical grain dryer.  The one 
customer that it used, Staff notes, was not even a grain dryer.  Another reason that Staff 
believes that AIU's response should be dismissed is because the issue is not directly 
related to these customers being transportation customers.  Staff contends that the 
situation of the customer Mr. Glaeser used in his example would be the same if it were 
a sales customer, because its load is still unpredictable and the size of its usage relative 
to the captive system load would not change.  Some exceptions may require daily 
metering, but AIU has provided no reason to conclude that most seasonal customers 
place such a load on the system that they need either daily balancing or telemetry, 
according to Staff.  Staff therefore recommends that the Commission adopt GFA‘s 
proposal that customers with a seasonal load should not be required to balance daily 
and have daily telemetry regardless of which GDS they would otherwise be on.  Also, 
because AIU has failed to provide a credible rationale for why seasonal customers 
should have demand charges, Staff recommends that the customers who would not be 
required to have a demand charge under the non-seasonal GDS classes, should not 
face a demand charge under GDS-5. 
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c. GFA's Position 
 
 GFA recommends that the demand charges in GDS-2 and GDS-3 be converted 
to volumetric charges, a recommendation which AIU opposes.  GFA argues that non-
winter seasonal use customers do not place constraints on the AIU distribution system, 
and therefore should not be charged a demand charge.  GFA states further that AIU has 
not provided evidence that a demand charge, particularly a year-round demand charge, 
is appropriate for customers with minimal winter use (less than 5% of annual usage 
occurring during December through March).  GFA observes that Mr. Glaeser uses a 
single anecdotal example of a seasonal customer on a captive part of the AIU 
distribution system (one pipeline supply).  Because AIU's distribution system capacity is 
obviously underutilized during non-winter periods, GFA asserts that there is no 
justification for AIU to require demand charges for small and intermediate use 
customers with minimal winter use.  GFA finds Staff‘s reasoning sound when it 
recommends that customers who would not be required to have a demand charge 
under the non-seasonal GDS rate schedules should not face a demand charge under 
the GDS-5 seasonal rate. 
 

d. Commission Conclusion 
 
 AIU's proposal to include the Minimal Winter Use delivery service provisions from 
AmerenCILCO's Rate 600 and AmerenCIPS' Rates 3 and 4 in the new proposed GDS-5 
does not appear to be opposed by any party.  This proposal is reasonable in the 
Commission's opinion and is adopted.  Other issues under this heading are less clear. 
 
 The elimination of the demand charge for non-winter gas customers as well as 
minimal winter use customers is an intriguing idea, but without more information, the 
Commission is not prepared to adopt these proposals at this time.  One concern that 
causes the Commission to hesitate in adopting this proposal is the uncertainty 
surrounding the degree to which non-winter gas users affect the apparently increasing 
non-winter demand for gas.  The ease/difficulty of converting demand charges to 
volumetric charges is another area of concern for the Commission.  Without knowing 
more about how this would be accomplished, the Commission is reluctant to direct that 
it be done.  The Commission invites further discussion on these issues in AIU's next gas 
rate cases. 
 
 With regard to daily balancing and telemetry for customers on GDS-5, the 
Commission is not persuaded at this time that such are not appropriate for larger sales 
or transportation seasonal customers.  Accordingly, the Commission rejects Staff's and 
GFA's proposal that larger seasonal customers be free of any requirement to use daily 
balancing and telemetry.  As discussed above, however, in the general discussions of 
daily telemetry and a small volume transportation tariff, the Commission is of the opinion 
at this time that daily balancing and telemetry are not necessary for transportation 
customers who would otherwise be GDS-2 and GDS-3 sales customers.  Similarly, the 
Commission does not believe at this time that GDS-2 and GDS-3 sales customers 
should be required to provide daily balancing and telemetry.  In the absence of any 
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persuasive arguments to the contrary, the Commission sees no need for daily balancing 
and telemetry for such smaller seasonal customers. 
 

10. Uniform Terms Among Tariffs 
 
 GFA witness Adkisson is troubled by the fact that GDS-2, GDS-3, GDS-4, and 
GDS-5 have differing maximum use qualifications among the three utilities.  He 
suggests implementing uniform use qualifications among corresponding GDS rates for 
all three utilities.  GFA notes that AIU cites the need for rate continuity and stability, as 
well as the need to make changes gradually.  Although AIU proposes continuity and 
stability here, GFA asserts that AIU abandons those principals when it wants to make 
tariff changes.  GFA contends that AIU's inconsistencies point to its attempts to 
influence customers toward AIU supply. 
 
 AIU does not find GFA's concerns on this issue valid.  AIU states that its rate 
design objective was to conform rates to the maximum extent possible while still 
maintaining rate continuity and stability.  According to AIU, Mr. Adkisson‘s 
recommendation to conform the GDS rate qualification provisions among the three 
utilities might compromise the AIU rate continuity and stability goal. 
 
 AIU points out that Mr. Adkisson provides no analysis of the effects (i.e., 
customer rate migration, revenue instability, customer bill impacts, or cost analysis) of 
his proposed recommendation.  Without thorough analysis, AIU fears that constructing a 
different rate design would inappropriately expose it to possible revenue erosion and 
run counter to the way rate classifications are set today.  AIU maintains that GFA's 
recommendations will require a complete analysis of the affected service classifications 
to determine realignment of class billing determinants, and also require estimates and 
assumptions made for expected customer migration. 
 
 If the Commission agrees with Mr. Adkisson's rate design recommendation, AIU 
states that the final rates would need to be developed only after a detailed analysis of 
the recommendation, so as to determine the respective billing units for each affected 
service classification.  The determination of billing units would also need to take into 
consideration the effects of rate migration, if any.  AIU argues that this process would be 
necessary to ensure that, at the end of the day, the compliance rates filed in the case 
provide AIU with a reasonable opportunity to earn the rate of return granted in this case.  
AIU adds that the Commission would have to allow adjustments to other rates in order 
for the utilities to make-up any revenue shortfall created by his proposal. 
 
 The Commission understands GFA‘s concern.  While some consistency exists 
among the maximum use qualifications for the GDS-2, GDS-3, GDS-4, and GDS-5 rate 
classes among the three utilities, obvious inconsistencies also exist.  The Commission 
would also prefer that these tariffs be much more similar.  Because this is the first 
"incarnation" of the GDS rate classes and because no analysis of the effects of more 
uniform GDS rate classes has been done, however, the Commission is not prepared to 
direct that AIU implement uniform maximum use qualifications for the GDS-2, GDS-3, 
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GDS-4, and GDS-5 rate classes among the three utilities in this proceeding.  Instead 
the Commission directs AIU to study the impact of GFA's proposal prior to its next gas 
rate case.  If AIU finds that greater uniformity is warranted, its rate filing should reflect 
the results of that study.  If AIU finds that greater uniformity is not warranted, it should 
be prepared to explain why and provide the results of the study if asked during the 
discovery process. 
 

11. Weather Normalization 
 
 AIU calculated billing determinants in this case based on 10-year weather 
normalized averages.  AIU witness Laderoute presents testimony showing that 10-year 
normals are a better predictor and more representative of ―normal‖ weather than 30-
year normals in this case.  He conducted a number of detailed statistical tests that are 
used by meteorologists and climatologists in studying weather and normals to test the 
validity of this conclusion, using historic National Oceanic & Atmospheric Administration 
weather data for Champaign-Urbana.  AIU states that no party challenged the validity of 
Mr. Laderoute‘s testing, data, or conclusions. 
 
 In his direct testimony, Staff witness Sackett concluded that AIU's proposal to 
use a shorter weather period was acceptable, but recommended that AIU provide a 
weather study similar to that used in the Peoples/North Shore gas rates cases, Docket 
Nos. 07-0241 and 07-0242 (Cons.).  He indicated that the weather study should provide 
additional weather normalization data sets between 8 and 12 years in length, and 
compare such sets with a 30-year data set to determine the predictive quality of each 
set.  Mr. Sackett requested the information because he understood the Order in Docket 
Nos. 07-0241/07-0242 (Cons.) to require him to do so.  Mr. Laderoute provided the 
requested data and analysis in his rebuttal testimony, and concluded that the 8-, 11-, 
and 12-year normalized data sets are comparable to the 10-year normals in this case, 
and are therefore more predictive than the 30-year normal results presented in his direct 
testimony.  Mr. Sackett agrees that AIU's approach is reasonable and not inappropriate. 
 
 The only issue to address is whether the Order in Docket Nos. 07-0241 and 
07-0242 (Cons.) requires all utilities in the future to provide additional data sets and 
compare such sets with a 30-year data set to determine the predictive quality of each 
set.  AIU does not believe that the Commission has required utilities in all future rate 
cases to provide a range of data to support their chosen weather normalization period, 
to determine which is the most predictive.  AIU contends that this interpretation would 
be cumbersome and unnecessary.  AIU acknowledges that the Commission adopted a 
more predictive approach to weather normalization in Docket Nos. 07-0241 and 
07-0242 (Cons.), to further the Commission‘s goal of setting ―rates with the greatest 
likelihood of generating the Utilities‘ allowed annual revenues.‖ (Docket Nos. 07-0241 
and 07-0242 (Cons.), Order at 123)  Mr. Laderoute‘s recommendations, AIU adds, are 
consistent with this goal. 
 
 Understanding the background associated with this issue may facilitate 
discussion.  In the Peoples/North Shore rate case, the Commission noted that it would 
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have expected a 30-year data set to be more predictive, based on the general statistical 
principle that more data regarding varying conditions is better than less.  But after 
having considered the 8-, 11-, and 12-year normals, as well as the evidence presented 
in Nicor's most recent rate case (Docket No. 04-0779), the Commission concluded that 
there was no stable long-term trend in weather that would justify adhering to a 30-year 
normal.  Furthermore, in adopting a 10-year normal in the Peoples/North Shore case, 
the Commission did not adopt the most predictive weather data set.  In that case, the 
Commission made a decision between the most predictive data sets presented in light 
of all of the evidence.   
 
 In this case, AIU has shown that 11-year normals appear to be the most 
predictive set, but that adoption of 10-year normals presents a similarly predictive result 
and is reasonable in this case.  Although Mr. Sackett agrees with Mr. Laderoute, Staff 
asserts that AIU provided no reason why a 10-year normal is as good as or better than 
the 11-year normal.  AIU merely concludes that because the 10-year falls between the 
11-year and 8-year normal in length that it was, ―on balance,‖ appropriate.  AIU also 
notes that all of its billing determinants and resulting rate design data in this case are 
based on 10-year weather normalized data.  Parties have not had the opportunity to 
review and respond to rate design evidence developed using alternative heating degree 
days, from alternative weather norm data sets. 
 
 While Staff recognizes that the Commission is not bound by its prior decisions, it 
still maintains that all utilities must provide the additional weather data discussed in 
Docket Nos. 07-0241 and 07-0242 (Cons.).  Staff points out that the Commission 
required that all subsequent rate cases follow the procedures it adopted in that case, 
stating that, ―In subsequent rate cases, we will expect utilities to employ the principles 
and methods approved here or bear the burden of proving that additional measures will 
materially enhance the alignment of allowed and actual revenues.‖ (Order at 125-126) 
 
 The Commission concludes that AIU's use of a 10-year weather normalized 
average is acceptable and is hereby approved.  The Commission also appreciates 
Staff's observance of the conclusion on weather normalization in Docket Nos. 07-0241 
and 07-0242 (Cons.).  While it is correct that the decisions of the Commission are not 
res judicata, nothing prevents Staff or the Commission from recognizing the value of an 
earlier decision and applying the same principles to another proceeding.  In this 
instance Staff sought additional information consistent with the weather normalization 
conclusion in the Peoples/North Shore Order in order to ensure that use of 10-year 
averages is appropriate.  AIU provided the information and the primary question was 
resolved.  To facilitate the resolution of this issue in future AIU rate cases, the 
Commission directs AIU to provide comparable data sets as it did in this proceeding 
with its initial filing.  Staff is not barred from seeking other data sets for comparison 
purposes. 
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12. Imbalance Trading 
 

a. AIU's Position 
 
 Prior to its decision in this proceeding to offer banking, AIU offered to provide an 
imbalance trading mechanism to transportation customers.  AIU witness Glaeser 
explained that a transportation customer or marketer could monitor its imbalance 
position during the month through the USMS.  Mr. Glaeser further explained that 
transportation customers could choose to contact another transportation customer or 
marketer served from the same interstate pipeline and trade off-setting imbalances.  
The parties involved in the trade would be required to provide confirmation that the 
trade, in fact, had been agreed upon.  Thereafter, AIU would change each customer‘s 
imbalance position within the USMS.  Mr. Glaeser went on to testify that modifying the 
USMS system in order to accommodate imbalance trading would take time, as 
significant software changes are needed. 
 
 AIU now contends, however, that subsequent developments in this proceeding 
have eliminated the need for the imbalance trading service.  The imbalance trading 
mechanism was intended to help transportation customers and marketers manage daily 
imbalances in order to minimize daily and monthly cash-out charges.  As Mr. Glaeser 
explains in his surrebuttal testimony, AIU is now proposing to offer banking services 
which satisfies the same objective.  AIU adds that with the offer of banking services, the 
imbalance trading service is no longer needed since the bank balance can be 
transferred between transportation customers and marketers.  Mr. Glaeser also explains 
that bank limit balances between transportation customers served by the same 
interstate pipeline are transferable after confirmation from both counterparties.  As AIU 
moves from the current bank services offered under the existing tariffs to those that it 
now proposes, AIU states that any balance in excess of the new bank limit maximums 
will be cashed out at the average of the Chicago City Gate first of the month price for 
the prior 12-month period after the customer avails itself of any bank balance trading 
with other customers.  Consequently, because proposed banking service fulfills the 
same purpose as imbalance trading service, AIU withdraws its imbalance trading 
proposal and urges the adoption of its proposed banking service. 
 
 AIU notes CNE-Gas' concern that the bank services may not sufficiently make up 
for the absence of imbalance trading.  In response, AIU states that the requisite 
functionality will be provided.  AIU also asserts that CNE-Gas' effort to tie AIU to a 
Peoples tariff should be disregarded.  According to AIU, there has been no factual 
demonstration to show that AIU's systems can accommodate the specifics associated 
with the Peoples tariff. 
 

b. Staff's Position 
 
 Staff understands that AIU is withdrawing its proposal to provide for imbalance 
trading on the grounds that it is no longer necessary in light of AIU's newly proposed 
bank balance trading.  Staff states that AIU's proposal to trade bank balances does not 
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directly affect the daily imbalances that customers face.  Staff witness Sackett, however, 
agrees that, with any of the bank proposals, the need for imbalance trading is limited. 
 

c. CNE-Gas' Position 
 
 CNE-Gas understands that AIU has withdrawn its imbalance trading service 
since AIU does not believe it is necessary with a banking service.  CNE-Gas is 
concerned by this change but acknowledges that once actual tariff sheets setting forth 
the terms and conditions of the banking service are available for examination, the 
transfer of bank limit balances may provide some of the imbalance trading that 
transportation customers functionally require.  Although the operation of imbalance 
trading may be different with and without a storage bank, CNE-Gas asserts that 
imbalance trading remains a valuable tool for transportation customers.  CNE-Gas‘ 
concern is that even with storage banks, transportation customers need to have the 
ability to trade their bank imbalances with others.  Whether this is called "Imbalance 
Trading" per se is not important to CNE-Gas; what is critical is that the functionality 
exists.  CNE-Gas seeks functionality on par with that described in the Peoples/North 
Shore Order. 
 
 Although under the Peoples/North Shore Order imbalance trading is not allowed 
between customers of different utilities, for instance between customers of Peoples and 
North Shore, CNE-Gas indicates that there are no additional restrictions related to 
upstream pipelines.  CNE-Gas states that this is one key distinction between imbalance 
trading, as discussed in the Peoples/North Shore Order, and the transfer of bank limits 
mentioned in Mr. Glaeser‘s surrebuttal testimony.  Since imbalances offset one another 
under imbalance trading, CNE-Gas contends that AIU should be indifferent and there is 
no adverse impact on utility operations.  CNE-Gas recommends that the Commission 
direct AIU to include imbalance trading, similar to the Peoples/North Shore Order 
described above, in its transportation tariffs. 
 

d. Commission Conclusion 
 
 The Commission recognizes the value of imbalance trading to transportation 
customers.  But given the adoption of gas banking services above, the Commission 
does not believe that imbalance trading is necessary under the circumstances.  If 
circumstances change in future AIU rate cases, the Commission will again consider 
requiring imbalance trading. 
 

13. Purchase/Confiscation of Customer-Owned Gas 
 

a. AIU's Position 
 
 AIU‘s existing tariffs provide AIU the right to purchase gas owned by 
transportation customers in a situation where system integrity is threatened and the 
system emergency requires curtailment.  AIU proposes similar language in its proposed 
Rider T.  Under its proposal, AIU would first attempt to acquire the transportation 
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customer gas through a voluntary purchase.  If a voluntary purchase does not occur, 
proposed Rider T provides that AIU may confiscate the gas at price of 110% of the daily 
market price. 
 
 While CNE-Gas understands that AIU may need to acquire customer-owned gas 
in an emergency, it is still troubled by the idea of a forced sale of transportation gas 
even if a 10% premium is included.  To address such concerns, AIU's current proposal 
contains three conditions that must be met before AIU has the right to purchase gas 
owned by transportation customers.  First, system integrity is threatened.  Second, the 
utility has declared a Critical Day.  Third, the utility implements curtailment of natural 
gas service to customers pursuant to the Curtailment Plan.  AIU contends that these 
conditions ensure that it will not arbitrarily acquire gas from its transportation customers 
without good reason and will exercise this right only under the most severe 
circumstances.  AIU states further that the right to purchase gas owned by 
transportation customers would not be allowed only on a critical day since all three 
conditions must be met before purchasing customer gas.  In addition, the proposed tariff 
states ―the Company‘s right to purchase gas owned by a Customer shall be exercised 
by the Company only after the Company has exhausted reasonable efforts to obtain the 
necessary gas supplies from other sources . . . .‖ (Ameren Ex. 30.0 at 30-31) 
 
 In response to CNE-Gas' assertion that involuntary confiscation of transportation 
gas supplies will not increase the volume of gas that is flowing during a curtailment, and 
therefore no relief will be provided, AIU asserts that CNE-Gas misunderstands how the 
process works.  AIU witness Glaeser explains that volumes of gas delivered into the 
system during a curtailment will likely not be increased by confiscation; however, the 
needed relief is still provided.  The gas purchases only occur during curtailment, during 
which customers will be required to reduce usage by customer class so that the 
demand on the system will be lower.  The gas purchased from the transportation 
customers at the city gate delivery points will be then used to serve high priority 
residential and human needs customers, since the larger customers will have been 
curtailed. 
 
 If confiscation occurs, CNE-Gas argues that AIU should waive any balancing 
costs or penalties incurred due to any imbalance created when transportation customer 
gas is purchased during curtailment.  AIU does not agree and argues that if a customer 
is complying with the curtailment, the imbalance will be minimized.  AIU states that it 
would not buy any gas from transportation customers unless they have been curtailed, 
which means their usage has been reduced.  If there is more than a minimal imbalance, 
AIU maintains that the customer has not complied with the curtailment and should incur 
all imbalance charges as well as penalties.  If these costs and penalties are waived, AIU 
asserts that there is no incentive to a customer to reduce its usage, thereby defeating 
the purpose of the curtailment and thus threatening system integrity. 
 
 In response to any suggestion that confiscation of gas, even with a 10% 
premium, constitutes a conversion under 810 ILCS 5/7-404, AIU argues in its Reply 
Brief that this section of the Illinois statutes is inapplicable to that situation.  Moreover, if 
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such tariffs are approved by the Commission, AIU asserts that it would be difficult to 
claim that the tariffs are unfair since it is the Commission that determines what is fair in 
this proceeding.  Taking the CNE-Gas position regarding conversion to its logical 
extreme, AIU contends that no gas utility could ever curtail or interrupt a transportation 
customer no matter what the circumstance.  AIU also does not see the relevance of 
CNE-Gas' FERC discussion. 
 

b. Staff's Position 
 
 AIU initially sought the right to purchase customer gas at market price on a 
critical day.  Staff witness Sackett objects to this because he believes that AIU should 
attempt to purchase gas from transportation customers in voluntary transactions before 
confiscating gas from customers.  CNE-Gas proposes that, at a minimum, a 10% 
premium be applied to the market price for that purchase.  Mr. Glaeser then proposed a 
voluntary purchase offer first, and then confiscation at a 10% premium over the market 
price.  Mr. Sackett accepts this proposal. 
 

c. CNE-Gas' Position 
 
 CNE-Gas objects to any forced sale of customer-owned gas, no matter the 
circumstances.  Confiscation of customer-owned gas, CNE-Gas opines, would likely 
constitute conversion under Illinois law.  CNE-Gas reports that Section 7-404 of the 
Uniform Commercial Code (adopted as 810 ILCS 5/7-404 (2008) in Illinois) states that a 
bailee is not liable for delivering goods to a person who did not have authority to receive 
the goods if the bailee acts in good faith.  However, the commentary to the provision 
states that "[g]ood faith now means 'honesty in fact and the observance of reasonable 
commercial standards of fair dealing,'" UCC §7-404 cmt. purposes (2007).  CNE-Gas 
contends that AIU's confiscation of customer-owned gas would be unlikely to be 
considered good faith under this standard because AIU would have knowledge that the 
supplier did not wish to sell the gas to AIU. (See Bishop v. Allied Van Lines 3 Dist., Inc., 
399 N.E.2d 698, 701 (Ill. Ct. App. 1980) (holding that a bailee did not act in good faith 
and did not observe commercially reasonable standards when the bailee delivered the 
goods with knowledge of adverse claims between the bailors)).  
 
 Similarly, CNE-Gas states that FERC has required interstate pipeline tariff 
provisions that provide for the seizure of gas by the pipeline to be removed from tariffs if 
a customer fails to abide by a curtailment or interruption notice. (See, e.g., Guardian 
Pipeline, L.L.C., 91 FERC ¶61,285 at 61,987 (2000); TriState Pipeline, L.L.C., 88 FERC 
¶61,328 at 62,006 (1999); Steuben Gas Storage Company, 72 FERC ¶61,102 at 61,543 
(1995)) 
 
 CNE-Gas also argues that because AIU does not propose to waive penalties for 
actions taken by transportation customers in support of a curtailment order, the 
confiscation of customer-owned gas supply leaves the transportation customer at risk of 
receiving a price of only 90% of index if it delivers excess supply, while nominated 
volumes are sold to the utility at 110% of index, even though both actions alleviate the 
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curtailment.  Even at the 110% index price, CNE-Gas states that transportation 
customers could be forced to sell gas to the utility at a financial loss, depending on the 
purchase price, which may not be index-based.  As the daily market price is based upon 
the price that gas traded at the morning prior to flow, CNE-Gas contends that it is likely 
that by the time the Critical Day takes effect, as no advance notice must be provided, 
the daily market price from the previous day is no longer representative of the market 
price at that point in time when the gas is seized.  The mechanics of this ultimately 
depend upon the exact storage, cashout, and balancing tariffs approved in this 
proceeding and since no draft tariffs exist for any of the current proposals offered, CNE-
Gas simply requests that if the Commission approves the confiscation of the customer‘s 
gas supply, the customer should not be assessed any charges or penalties due to any 
positive imbalance that is created following a forced sale.  
 
 CNE-Gas states further that transportation customers and their suppliers may 
also have the option to secure additional gas supply.  AIU's proposed tariff, CNE-Gas 
complains, does not accommodate such action.  Instead such action could be met with 
additional costs and penalties from AIU, even though additional gas supplies on a 
Critical Day is precisely the outcome AIU desires.  Consequently, if AIU's proposal is 
approved, CNE-Gas asserts that transportation customers should not be penalized or 
charged for delivering additional gas supplies under such circumstances.  CNE-Gas 
urges the Commission to require waiver of such additional costs. 
 

d. Commission Conclusion 
 
 At the outset, the Commission must state that it does not anticipate that AIU will 
often need to purchase or confiscate gas owned by transportation customers in order to 
preserve system integrity.  In a well maintained and managed system, such 
circumstances should occur infrequently.  Purchasing or confiscating customer-owned 
gas should be, and appears to be, viewed by AIU as a last resort to stave off an 
emergency.   
 
 The less extreme of the two options for avoiding an emergency is obviously a 
voluntary purchase.  The Commission agrees with and approves of the notion that AIU 
should first attempt to negotiate a price for customer-owned gas that it seeks to acquire.  
In the event that a voluntary purchase can not be negotiated, the Commission also 
agrees that AIU should be able to confiscate customer-owned gas under reasonable 
terms in order to prevent harm to the gas distribution system.  The Commission has 
considered CNE-Gas' claim that confiscation of customer-owned gas violates Section 
7-404 of the Uniform Commercial Code, but does not find this statute applicable. 
 
 If AIU is permitted to purchase customer owned gas, CNE-Gas also argues that 
the transportation customer should not be penalized for any imbalances resulting from 
the associated curtailment.  The Commission agrees with CNE-Gas to the extent that 
the imbalance is one where the transportation customer delivers more gas into the 
system than is used for this is exactly what a struggling system needs.  If a 
transportation customer uses more gas than it delivers into the system, then the 
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imbalance penalties should apply.  As for the price of confiscated gas, the Commission 
is concerned that paying the transportation customer the market price of gas traded at 
the morning prior to flow may not be reasonable.  If circumstances are such that 
curtailment and a Critical Day are occurring, the market price of gas may be quite higher 
than what it was the morning prior to flow.  Therefore, the Commission concludes that 
the price to be paid for confiscated gas should be equal to the 8:00 AM index price 
reported by Platt's Gas Daily Midpoint for Chicago Citygates on the Critical Day.  A 10% 
premium shall be added, as agreed to by AIU.  This result should address transportation 
customers' concerns about receiving a fair price for confiscated gas. 
 

14. Critical Day and Operational Flow Order Notice Provisions 
 

a. AIU's Position 
 
 AIU proposes to include both Critical Day and OFO language in gas tariffs.  AIU 
witness Glaeser explains that an OFO is an order which the utility may declare or issue 
to a customer group or to specific customers in order to alleviate problematic operating 
conditions.  He also indicates that the new Rider T includes the Critical Day 
declarations.  Mr. Glaeser identifies a number of circumstances that could cause the 
declaration of a Critical Day.  The ―common driver‖ is that on-system or up-stream 
resources used to operate and maintain system integrity are under duress, threatening 
the integrity of the distribution system and the ability to deliver gas to all customers.  AIU 
states that OFOs and Critical Day provisions are common place in the natural gas 
industry, including the interstate pipelines to which AIU is connected, and are necessary 
to ensure the integrity of the delivery system.  AIU proposes that transportation 
customers be notified of an OFO or Critical Day through formal notification such as 
telephone, fax, or e-mail.  The utility would also post such a declaration on its USMS 
website, which is utilized by transportation customers and their marketers for routine 
operations.  Mr. Glaeser also identifies the various penalties and charges that would be 
issued in the event an OFO or Critical Day was violated.  He explains that a series of 
tiered penalty charges tied to the severity of the event are being proposed and identified 
the three penalty charges as: OFO Balancing Charge, Unauthorized Gas Use Charge, 
and Critical Day Imbalance Charge.  Mr. Glaeser also testifies as to the manner by 
which these charges would be assessed. 
 
 AIU notes that only CNE-Gas responds to AIU's OFO and Critical Day positions.  
Specifically, CNE-Gas is concerned with the lack of no advance notification 
requirements and argues that some parameters should be placed in the tariff to provide 
guidance for the type of advanced notice that the utilities will provide to the 
transportation customers and their suppliers.  In response, Mr. Glaeser testifies that AIU 
is willing to provide a 2-hour prior notice before implementing an OFO against any 
customer or group of customers.  He also testifies that as much notice as practical 
would be given to customers in the event of a Critical Day but that a defined time frame 
could not be provided due to the unexpected nature of the events that lead to a Critical 
Day declaration.  As an example, Mr. Glaeser observes that a pipeline rupture foregoes 
any meaningful opportunity for an extended notice.  He concludes nonetheless, that it is 
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in AIU's best interest to give as much notice as practicable since the purpose is to notify 
transportation customers to modify their supply deliveries and/or gas consumption to 
help maintain system integrity. 
 
 AIU notes that CNE-Gas disagrees that 2 hours is sufficient and asserts that 
Nicor provides notification of a Critical Day at least 25 hours in advance and Peoples 
provides 23½ hours notice.  CNE-Gas is perplexed as to why AIU can only provide 2 
hours notice of an OFO and no commitment to advance notification for a Critical Day.  
To facilitate understanding of AIU's position, Mr. Glaeser proffers an example that 
demonstrates the concerns to committing to more than the 2-hour notice for an OFO 
and no prior notice period for a Critical Day.  The AmerenCIPS Metro-East system 
distributes natural gas to Alton, Illinois and adjacent areas.  This captive system serves 
approximately 18,000 customers and is connected to one interstate pipeline – 
Mississippi River Transmission Corporation – through the Federal Station and Chessen 
Lane Interconnections.  The AmerenCIPS Metro-East system has no on-system 
storage.  If the Federal Station interconnect facility experienced a pipeline rupture on a 
normal winter day, all 18,000 customers on the system would rapidly lose pressure 
within minutes.  This would happen because Chessen Lane is a significantly smaller 
interconnect and can not supply the entire AmerenCIPS Metro-East system under 
normal winter load conditions.  By issuing an immediate Critical Day and quickly 
implementing curtailment procedures, the system could be protected from a widespread 
outage by curtailing the largest customers before the entire system collapsed.  The 
Chessen Lane station may be able to maintain system deliveries and pressure if the 
major industrial customers on the system shut down quickly.  AIU argues that it is not 
practical to give any notice in this emergency situation to maintain system integrity – 
much less 24–hours' notice.  AIU insists that it is, therefore, essential that it has the 
ability to issue a Critical Day without advance notice. 
 
 Of course, as stated in the tariff, AIU indicates that it will provide advance 
notification if possible, but providing advance notice may not be practical or even 
possible in certain situations.  AIU asserts that the tariffs should reflect operational 
realities--and the reality is that advance notification can not always be given when a 
system emergency occurs.  AIU maintains that CNE-Gas inaccurately compare AIU's 
notification period to Nicor and Peoples.  Although all utilities could have ruptures on 
their systems, AIU contends that there may be differences in the resources available to 
recover from pipeline ruptures.  AIU states that some utilities may have hub services 
readily available, while others may have fully integrated systems – unlike AIU, which 
has many isolated, captive systems (See Ameren Ex. 54.7, Ameren Illinois Natural Gas 
Facilities map).  AIU speculates that even Nicor‘s or People‘s more integrated 
distribution systems or hub service resources could experience major failures leading to 
a more immediate crisis than the their tariff language implies.  AIU reasons that the 
different resources available to respond to a system emergency may make the 
notification period different.   
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b. CNE-Gas' Position 
 
 When declaring an OFO or Critical Day, CNE-Gas argues that the Commission 
should require AIU to provide reasonable notice.  CNE-Gas does not agree that 2 hours 
notice for OFOs is sufficient and contends that no notice for Critical Days is 
unacceptable.  Certainly if force majeure conditions occur, CNE-Gas acknowledges that 
the standard notice intervals may require suspension due to extreme circumstances.  
However, under other OFO and Critical Day circumstances, CNE-Gas argues that 
transportation customers and their suppliers should receive adequate notification before 
such a ―non-force majeure‖ event is declared by an LDC.  CNE-Gas contends that 
transportation customers deserve some degree of commitment from a utility that it will 
attempt to notify them in advance when these conditions occur so the transporter is able 
to take appropriate action to mitigate potential costs which may be incurred as a result 
of a Critical Day or OFO.  CNE-Gas asserts that the rationale AIU offers for its inability 
to provide any Critical Day notice is no different than conditions that confront other 
utilities that offer notice.  As discussed above, CNE-Gas observes that other Illinois 
utilities provide notice more than twenty hours in advance.  CNE-Gas recommends that 
the Commission require AIU to provide OFO and Critical Day notice to customers that is 
comparable to the terms provided by other Illinois utilities.   
 

c. Commission Conclusion 
 
 The Commission agrees with CNE-Gas that when comparing the notice provided 
by Nicor and Peoples and the notice that AIU proposes to provide, a great disparity 
seems to exist.  A review of Ameren Ex. 54.7, however, appears to explain at least in 
part why AIU may not be able provide much notice in some isolated areas of its gas 
distribution systems.  Clearly, there are multiple communities served by AIU which are 
connected to only one interstate gas pipeline.  Under such circumstances, the 
unexpected loss of supply from the interstate pipeline could endanger system integrity 
so quickly that the amount of notice that CNE-Gas appears to be contemplating would 
not be feasible. 
 
 Other portions of AIU's distribution systems, however, may be well suited to the 
provisioning of additional notice by AIU before declaring an OFO or Critical Day.  Such 
areas include where storage resources exist and/or there are multiple interconnections 
with interstate pipelines.  While accepting AIU's OFO and Critical Day notice provisions 
for purposes of this proceeding, the Commission directs AIU to provide in its next gas 
rate case filing an analysis of its distribution systems identifying those areas that would 
not be immediately affected by a single event on the associated interstate pipeline(s).  
The analysis must also address with specifics whether AIU could provide notice in such 
areas comparable to the notice provided by Nicor and Peoples. 
 
 One other area of concern regards AIU's proposed Critical Day definition in Rider 
T.  The fifth condition that may trigger a Critical Day under Rider T is "other market 
conditions which may warrant such action by the Company."  Exactly what "market 
conditions" may warrant declaration of a Critical Day is unclear to the Commission.  The 
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tariffs of Nicor and Peoples do not appear to share this language.  The Commission 
advises AIU to be cautious in the declaration of Critical Days for market reasons at least 
until it provides clarification in its next gas rate cases.  In any event, the Commission 
expects AIU to only implement OFOs and Critical Days as last resorts in protecting 
system integrity. 
 

15. AmerenCIPS and AmerenCIPS Metro-East Rate Areas 
 
 Currently, AmerenCIPS has two rate areas, AmerenCIPS and AmerenCIPS 
Metro-East.  In its direct filing, AIU witness Warwick proposed to establish one set of 
gas tariffs for the entire AmerenCIPS footprint instead of the two current rate areas.  
Staff witness Harden objects to consolidating these service areas due to the unequal bill 
impacts for individual gas customers that could result from this change.  Mr. Warwick 
later stated a willingness to accept the Staff position.  He notes, however, that the rate 
conformance would bring about a rate reduction for certain customers under AIU's 
proposed rates and rate design.  While AmerenCIPS agrees to forego rate consolidation 
at this time, AIU plans to raise the issue again in AmerenCIPS' next gas rate case 
consistent with Ms. Harden's comments. 
 
 The Commission acknowledges AIU's acceptance of Staff's position on this 
issue, but is nevertheless reluctant to adopt it in light of observations made by AIU in its 
Brief on Exceptions.  AIU does not mean to suggest in its Brief on Exceptions that it is 
changing its position following its acquiescence to Ms. Harden's concerns, but simply 
wants to make the Commission aware of the impact on GDS-1 and GDS-2 customers in 
the AmerenCIPS and AmerenCIPS Metro-East rate areas if the customer charge is to 
reflect 80% of fixed costs.  Using its August 22, 2008, supplemental response to the 
Administrative Law Judges' post-record data request, AIU explains that the monthly 
customer charge for GDS-1 AmerenCIPS customers would be $18.03, while the 
corresponding charge for AmerenCIPS Metro-East customers would be $22.01.  If 
these rate areas are combined, AIU reports that the single GDS-1 monthly customer 
charge would be $18.43.  AIU states further that the monthly customer charge for GDS-
2 customers of AmerenCIPS would be $28.10 while that of AmerenCIPS Metro-East 
would be $56.71.  Under a combined rate area, AIU states that the single GDS-2 
monthly customer charge would be $29.97. 
 
 Even though these charges are somewhat different from those approved in this 
Order, the Commission is of the opinion that such disparities (particularly for GDS-2 
customers) should be avoided when the means to do so is so readily available.  
Accordingly, for the purpose of the monthly gas customer charge, the AmerenCIPS and 
AmerenCIPS Metro-East rate areas should be combined for the GDS-1 and GDS-2 rate 
classes.  The fact that these rate areas are to be eventually combined anyway further 
supports this conclusion. 
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E. Contested Electric Issues 
 

1. Rate Limiter 
 

a. AIU's Position 
 
 AIU recommends that the rate limiters implemented as part of the rate redesign 
case, Docket No. 07-0165, be modified or eliminated.  AIU says that as a result of the 
rate redesign case, rate limiter provisions were added to DS-3 and DS-4.  The total 
monthly charge for Distribution Delivery and Transformation Charges was limited to no 
more than 2¢/kWh where 20% or less of the customer‘s annual usage occurs in the 
summer months of June through September.  The Distribution Delivery Charges for DS-
3 and DS-4 were also increased, to maintain revenue neutrality.  AIU indicates that Staff 
and GFA want to maintain the DS-4 rate limiter.  AIU complains that neither GFA nor 
Staff offers an analysis of how much longer these limiters should persist. 
 
 AIU proposes that the rate limiter provision for DS-3 be increased proportionate 
to the average rate-increase for that class, and that the provision for DS-4 be 
eliminated.  AIU says that in Docket No. 07-0165, the Commission ordered that the rate 
limiter should be in place only as long as necessary.  According to AIU, the Commission 
expected that the parties would, in the instant rate case, be evaluating the period of time 
the rate limiter needs to be in place to ensure just and reasonable rates.   
 
 AIU has proposed moving to an on-peak determinate for establishing demand 
rates and claims there is no opposition to this proposal.  AIU asserts that the GFA 
essentially asks to retain rate design concessions that, when combined with the move to 
on-peak demand determinates, would establish benefits for GFA constituents above 
and beyond those awarded in Docket No. 07-0165.  AIU believes eliminating the DS-4 
rate limiter would inject fairness by moving rates closer to cost and avoiding the 
unnecessary subsidization inherent in such limiters.  AIU contends that implementation 
of a rate limiter requires that Distribution Delivery Charges be increased for DS-3 and 
DS-4 customers.  In other words, AIU says Distribution Delivery Charges are higher 
than they otherwise would be if there was no rate limiter.  AIU claims that customers 
who do not benefit from the rate limiter subsidize customers who receive a benefit.  AIU 
says eliminating the DS-4 rate limiter eliminates this inequity. 
 
 According to AIU, IIEC points out that there is no particular distinction for the 
customer group GFA singles out that warrants a long-standing subsidy.  AIU indicates 
that the Commercial Group offers three reasons for eliminating the rate limiter.  The 
Commercial Group claims that eliminating a rate provision that created intra-class 
subsidies does not result in unequal treatment; rather it puts all customers within that 
class on a more equal footing with respect to rates being based on the true cost to 
serve.  The Commercial Group also asserts that in Docket No. 07-0165 the Commission 
made it clear that the rate limiter is a transitional mechanism for certain customers who 
were facing large rate increases and that it should only be in place as long as 
necessary.  The Commercial Group also contends that use of on-peak demand 
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provides an incentive for rate limiter customers to reduce on-peak demands and 
potentially reduce their bills.  
 
 In AIU's view, the move toward on-peak demand determinates should be 
considered in evaluating the continued need for a DS-4 limiter.  AIU proposes to begin 
using a billing demand applicable to the Distribution Delivery Charge equal to the higher 
of (a) the maximum on-peak demand in the month and (b) 50% of the highest off-peak 
demand in the month.  Presently, the Distribution Delivery Charge is assessed based on 
a customer‘s monthly maximum demand (e.g., highest demand occurring in the billing 
month regardless of when it occurs).  AIU says the aggregate impact of the proposed 
on-peak demand method is slight: proposed billing demands are slightly lower than 
present billing demands, where present demands are based on a customer‘s maximum 
demand regardless of when it occurs during the billing month.  AIU states that for 
AmerenIP, AmerenCIPS, and AmerenCILCO, proposed billing demands are 97.8%, 
96.3%, and 94.2%, respectively, of present billing demands for DS-3.  For DS-4, 
proposed billing demands are 98.2%, 96.7%, and 98.4% of present billing demands for 
AmerenIP, AmerenCIPS, and AmerenCILCO, respectively.  AIU claims that if only the 
on-peak demand is used, and the floor amount of 50% of the customer‘s off-peak 
demand ignored, the impact would be very small.  For AmerenIP, AmerenCIPS, and 
AmerenCILCO, AIU says the proposed billing demands would be 97.7%, 95.5%, and 
92.6%, respectively, of present billing demands for DS-3.  For DS-4, proposed billing 
demands would be 98.2%, 96.0%, and 98.2% of present billing demands for AmerenIP, 
AmerenCIPS, and AmerenCILCO, respectively. 
 
 AIU argues that changing to an on-peak demand method empowers rate limiter 
customers to shift demands to the off-peak period and thus reduce the demand charge 
component of their bills.  AIU believes that retaining the rate limiter mitigates the price 
signal for customers subject to the rate limit to shift to the off-peak period.  AIU states 
that while Staff is correct that there are potential benefits to both customers and AIU by 
encouraging customers to shift use toward the off-peak period, the change to billing 
demand will be most effective without a rate limiter in place. 
 
 AIU says the change to an on-peak demand method was actually advocated by 
IIEC in the previous delivery services cases and the Commission adopted IIEC‘s 
recommendation requiring AIU to provide data to allow a rate impact comparison 
between the existing methods and the on-peak method in the next delivery services 
case.  AIU says that while it acknowledges the support Mr. Lazare and Mr. Adkisson 
provide for this change to an on-peak method, AIU believes this support undermines 
their position regarding the DS-4 rate limiter.  AIU says a common theme in Staff's and 
the GFA's position is the perceived disproportionate impact that a segment of customers 
would face.   
 
 AIU indicates that GFA further argues for seasonal rate differentiation.  Mr. 
Adkisson states there is not sufficient evidence for the Commission to determine the 
appropriateness of and level of a seasonal differential in delivery rates based on 
examining the 12 grain drying customers; however AIU believes this is only partially 
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accurate.  AIU agrees with Mr. Adkisson that there is insufficient evidence to set the 
level of a seasonal differential in delivery rates; however, AIU claims there is sufficient 
evidence to suggest that a majority of the 12 DS-4 grain-drying customers should pay a 
premium for primary voltage facilities.  AIU says all DS-4 rate limiter grain drying 
customers are served from a primary supply line voltage (less than 15 kilovolt).   
 
 AIU states that all DS-4 customers have peak demands over 1,000 kW.  
According to AIU, these customers‘ demands are often large enough relative to all other 
customers on the circuit to drive the coincident peak to the fall grain drying season.  AIU 
asserts that seasonal rate would not provide a lower price for these customers.  AIU 
says an examination of circuits serving smaller (DS-3) customers eligible for the rate 
limiter has not yet been conducted.  Until such analysis has been conducted, AIU claims 
it is unknown if demands contributed by DS-3 grain drying customers cause the circuit 
to peak in the fall.  As a result, AIU suggests increasing the DS-3 rate limiter by an 
amount equal to the class average rate increase.  AIU believes, however, that there is 
sufficient evidence in the record that the rate limiter affording to certain DS-4 customers 
should be eliminated. 
 
 AIU states that the Distribution Delivery Charge is based on a monthly demand 
and if a customer does not establish a demand during the monthly billing period, it will 
not pay a Distribution Delivery Charge in the month.  AIU adds most grain drying 
customers set relatively large demands in 2 or 3 fall billing periods, and small demands 
in the remaining 9 or 10 billing periods.  Thus, AIU says these grain drying DS-4 
customers pay relatively small amounts of revenue in 9 or 10 billing periods and larger 
amounts in 2 or 3 monthly billing periods.  According to AIU, most other DS-4 customers 
have relatively consistent usage, and thus a consistent revenue pattern, throughout the 
year.   
 
 AIU states that of the 12 grain drying rate limiter customers considered in this 
proceeding, 8 are served from a circuit and/or substation transformer with a fall peak, 2 
customers are served from circuits and/or substation transformers that show equivalent 
peaks in both the summer and the fall, and 2 customers are served from the same 
substation with a peak occurring in the summer.  AIU contends that customers or 
groups of customers contributing to the peak placed on distribution facilities, such as 
many of these grain dryers, should pay more of the cost for the system.  
 
 According to AIU, a review of the circuits serving DS-4 grain drying customers 
eligible for the rate limiter shows that the peak for those circuits is driven predominantly 
by customer demands occurring in the fall.  In AIU's view, the rate limiter provides a 
subsidy to these seasonal customers at the expense of other DS-4 customers.  AIU 
states that, assuming a DS-4 limiter of 2.82¢/kWh, 2.31¢/kWh, and 2.17¢/kWh, for 
AmerenIP, AmerenCIPS, and AmerenCILCO, respectively, grain drying customers 
would experience a benefit equivalent to just under 0.45¢/kWh.  AIU adds that, 
assuming an average price per kWh paid of 9¢/kWh, the rate limiter would reduce the 
overall energy costs for a grain drying customer by about 5%. 
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 AIU contends that DS-4 rate limiter customers drive the peak and costs on most 
distribution circuits, yet pay a relatively small amount toward those costs compared to 
non-grain drying customers.  If the Commission finds the DS-4 limiter is still appropriate, 
but would like to begin the process of reducing reliance on the subsidy and set the rate 
at 3¢/kWh as AIU originally proposed for DS-3, AIU claims rate limitation reductions to 
class revenue would need to be reflected in AIU's proposed jurisdictional operating 
revenue.  AIU says these values are provided in the third table on Ameren Ex. 26.1.  
AIU indicates that if the Commission instead chooses to simply increase the existing 
2¢/kWh rate limiter by the average DS-4 rate increase for each AIU, the corresponding 
limited revenue amount are also shown within the third table of Ameren Ex. 26.1. 
 

b. GFA's Position 
 
 GFA claims that its members suffered rate shock when the rates imposed in 
2006 were implemented.  Commission approval of the DS-3 and DS-4 rate limiters, 
however, helped to mitigate the impact of triple digit percentage rate increases for grain 
dryers and seasonal use customers.  GFA says that customers that limit their total kWh 
usage during the four summer billing periods of June through September to 20% or less 
of their annual kWh consumption qualify and may be eligible for the rate limiter.  The 
rate limiter is calculated each billing period for qualifying customers by adding the 
individual customer‘s monthly Distribution Delivery Charge and Transformation Charge 
revenues and dividing the sum by the customer‘s total kWh for that billing period.  GFA 
states that if the combined charge is greater than 2¢/kWh, a credit for the amount over 
2¢/kWh will be applied to the customer‘s bill.  GFA indicates that the rate limiter limits 
the average monthly cost of the Distribution Delivery Charge and the Transformation 
Charge to 2¢/kWh, which is several times higher than the previous and current class 
average ¢/kWh, but can be less than what an individual customer would have otherwise 
paid.  GFA notes that the rate limiter is not applicable to Customer, Meter, 
Transmission, Reactive or Power and Energy charges. 
 
 GFA indicates that the DS-3 and DS-4 tariffs with the rate limiter became 
effective October 19, 2007 and less than three weeks later, on November 2, 2007, AIU 
filed these rate cases.  GFA says that AIU proposes to totally eliminate the DS-4 rate 
limiter, which would allow an unlimited increase for DS-4 customers and initially 
proposed a 50% increase to the DS-3 rate limiter, from 2¢/kWh to 3¢/kWh.  GFA states 
that in its rebuttal testimony, AIU agrees to support an increase to the DS-3 rate limiter 
equal to the class average increase.  For the purpose of this rate case, GFA indicates it 
will no longer object to such an increase; however, GFA continues to oppose the 
proposal to eliminate the DS-4 rate limiter.  In GFA's view, it is simply too soon to 
eliminate the rate limiter. 
 
 GFA states that AIU has recommended across-the-board increases on its rates, 
with the exception of the rate limiter.  GFA contends that AIU‘s proposal is unfair and 
would effectively undo the Commission‘s Order in Docket No. 07-0165.  According to 
GFA, if the Commission raises AIU‘s rates across the board, then the rate limiter should 
receive that same treatment. 
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 GFA says that if, in the next rate case, AIU bases its proposed rates on a class 
COSS, then the Commission will have the opportunity to review and reconsider all 
aspects of rate design, including the rate limiters.  Additionally, GFA suggests that all 
parties will be able to voice their respective concerns and opinions regarding the rate 
limiters, seasonal rates, and other rate design features.  GFA asserts that if the rate 
limiter is to be modified or eliminated, it should be done in conjunction with a COSS, 
where all factors can be considered. 
 
 In its Reply Brief, GFA says it has not ignored the Commission‘s direction in 
Docket No. 07-0165, and says it has performed the evaluation requested by the 
Commission.  GFA claims that for a number of reasons, it and Staff determined that the 
most reasonable course of action is for the Commission to apply to the rate limiter the 
same across-the-board increases that are being applied to other rate components.  
While the Commission stated its desire to have the parties reevaluate the rate limiter, 
GFA argues there is nothing in its Order indicating its knowledge that AIU would file a 
rate case less than three weeks after implementation of the rate limiter, seeking to 
eliminate the rate limiter.  GFA also says nothing in the Order indicates that the 
Commission anticipated an across-the-board increase rather than a full review of a 
class COSS and cost-based rate design. 
 
 AIU argues that its proposal to move to an on-peak determinant for establishing 
demand rates obviates the need for the rate limiter.  GFA states that even if DS-4 
customers were able to shift on-peak load to off-peak period and totally capture the 
prospective benefits of the proposed change in billing demand determination, the 
resulting benefits pale in comparison to the triple digit increases grain dryers will 
experience without the DS-4 rate limiter. 
 
 GFA proposes seasonal delivery rates while AIU argues against seasonal rates.  
According to GFA, AIU ultimately, takes the position that a proposal to implement 
seasonal delivery rates is not appropriate at this time and requires further analysis.  
GFA agrees that further analysis should take place, therefore, it recommends that the 
Commission order AIU to begin collecting data necessary for determining seasonal 
delivery rates and to provide those data to the Commission and other parties prior to 
filing its next electric rate case. 
 

c. Staff's Position 
 
 Staff says that while AIU generally accepts the across-the-board approach to 
increasing existing rates, AIU continues to recommend that the rate limiter for the DS-4 
class be eliminated.  AIU argues that the peak for these customers is driven by 
demands during the fall season which suggests that customers under the rate limiter 
are being subsidized by others within the class.  AIU also suggests the limiter would not 
have a significant effect on grain drying customers, reducing their overall energy costs 
by about 5%.  AIU also presents the option of setting the limiter for DS-4 customers at 
3¢/kWh as it originally proposed for DS-3. 
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 Staff says that since it and AIU agree that bill impacts are the preeminent 
concern, it does not make sense to base rates for the large majority of customers on bill 
impacts while setting rates for a small number of customers receiving the rate limiter 
according to costs.  Staff asserts that those latter customers can rightly complain of 
being held to one standard for ratemaking when other customers are held to another 
standard.  In Staff's view, the only reasonable approach in this difficult ratemaking 
environment is to apply a consistent across-the-board approach to all existing rate 
elements, including the existing rate limiters for the DS-3 and DS-4 classes.   
 

d. IIEC's Position 
 
 IIEC takes no position on the extension of the rate limiter for DS-3 customers; 
however, it opposes the extension for DS-4 customers.  IIEC states that grain dryers 
and seasonal use customers are not the only customer classes that experienced large 
increases in delivery service rates.  According to IIEC, some DS-4 customers other than 
grain dryers or seasonal use customers experienced rate increases of over 200% in 
AIU's last delivery service case.  IIEC says other customer classes also experienced 
significant rate increases in going from the 2006 rates to the 2007 rates.  In IIEC's view, 
there is no basis for a continued distinction between these customers and the customer 
group represented by GFA, especially where it establishes a continuing subsidy.  IIEC 
asserts that GFA has not demonstrated why these particular DS-4 customers should be 
entitled to the continuing benefits of the rate limiter while other DS-4 customers do not 
enjoy rate mitigation.   
 
 GFA argues that the rate limiter has not been in effect long enough and points 
out that AIU filed this rate case three weeks after the rate limiter took effect.  According 
to IIEC, GFA ignores the fact that the rate limiter for DS-4 grain drying customers will 
have been in place for almost one year by the time the rates approved in this case take 
effect.  IIEC believes that under such circumstances, there is no justification for 
continuation of the rate limiter for DS-4 grain drying customers.  In response to GFA's 
suggestion that the rate limiter should only be eliminated in conjunction with a COSS, 
IIEC points out that a COSS is available in this proceeding. 
 
 IIEC notes that Staff has concluded that elimination of the rate limiter would 
result in grain drying customers, such as the DS-4 grain drying customers, being held to 
one standard for ratemaking when other customers are held to another standard.  IIEC 
argues that Staff has it exactly backwards.  According to IIEC, the rate limiter for DS-4 
customers, who happen to be grain dryers, does result in one standard being applied to 
those customers while another standard is applied to other DS-4 customers who have 
also experienced rate shock, but who do not benefit from the rate limiter.   
 

e. Commercial Group's Position 
 
 According to the Commercial Group, given that the rate limiter subsidies must be 
collected only from DS-3 and DS-4 customers, phasing out the rate limiter would relieve 
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the stresses on the DS-3 and DS-4 customers who are required to provide both intra-
class subsidies to the customers taking advantage of the rate limiter and interclass 
subsidies to other classes.  The Commercial Group believes this is an unfair burden that 
should be eliminated. 
 
 The Commercial Group disagrees with Staff that elimination of the rate limiter is 
inconsistent ratemaking that singles out one group of customers for unequal treatment.  
The Commercial Group argues that eliminating a rate provision that created intra-class 
subsidies does not result in unequal treatment.  In the Commercial Group's view, it puts 
all customers within that rate class on a more equal footing with respect to their rates 
being based on the true cost to serve.  The Commercial Group insists that it is unequal 
for certain customers in a class to subsidize other customers in the class, particularly 
where the subsidized customers‘ rates are already below cost before the rate limiter is 
applied.  The Commercial Group believes the rate limiter has served its limited 
transitional purpose and should be eliminated.  If it is not completely eliminated in this 
case, the Commercial Group submits that the rate limiter should be phased out and 
eliminated as AIU proposed in its direct testimony. 
 
 The Commercial Group agrees with AIU and IIEC that the DS-4 rate limiter 
should be eliminated.  The Commercial Group also urges the Commission to eliminate 
the DS-3 rate limiter.  According to the Commercial Group, there is even more reason to 
do so, because DS-3 rates for AIU are already significantly above cost.  The 
Commercial Group submits that with the rates of grain customers being below cost even 
before the rate limiter is applied, the rest of the DS-3 class is subsidizing not only other 
rate classes, but other ratepayers within the class.  The Commercial Group claims that 
this double subsidy stresses DS-3 customers who are concerned with the impact of 
increasing electric bills on operations at schools, retail facilities, and industrial facilities.  
 

f. Commission Conclusion 
 
 AIU proposes that the rate limiter provision for DS-3 be increased proportionate 
to the average rate-increase for that class, and that the provision for DS-4 be 
eliminated.  AIU says that in Docket No. 07-0165, the Commission ordered that the rate 
limiter should be in place only as long as necessary.   AIU also proposes moving to an 
on-peak determinate for establishing demand rates and claims there is no opposition to 
this proposal.  AIU believes eliminating the DS-4 Rate Limiter would inject fairness by 
moving rates closer to cost and avoiding the unnecessary subsidization inherent in such 
limiters.  AIU adds that customers who do not benefit from the rate limiter subsidize 
customers who receive a benefit. 
 
 For purposes of this proceeding, GFA does not oppose an increase to the DS-3 
rate limiter equal to the class average increase.  GFA continues to oppose the proposal 
to eliminate the DS-4 rate limiter because it believes it is too soon to eliminate that 
benefit.  In Staff's view, the only reasonable approach is to apply a consistent across-
the-board approach to all existing rate elements, including the existing rate limiters for 
the DS-3 and DS-4 classes.  IIEC takes no position on the extension of the limiter in this 
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case for DS-3 customers; however, IIEC opposes the extension of the rate limiter for 
DS-4 customers.  The Commercial Group advocates eliminating the rate limiter for both 
DS-3 and DS-4 classes. 
 
 As the parties are well aware, the Commission generally favors rates that reflect 
the cost of service.  The Commission, however, is keenly aware that its rate decisions 
can have adverse impacts on some customers if extreme care is not exercised.  The 
Commission is especially intent on avoiding the type of situation that led to the recent 
AIU rate redesign proceeding, Docket No. 07-0165.  Given the circumstances and facts 
present here, the Commission believes that the best outcome will result if Staff's 
proposal to apply an across-the-board increase to the existing rate limiters for both DS-
3 and DS-4 classes is adopted.  The Commission is committed to eliminating these rate 
limiters at the earliest opportunity; however, the Commission concludes that the time to 
do so has not yet arrived. 
 

2. Street Lighting 
 

a. AIU's Position 
 
 AIU states that it and LGI concur on certain municipal street-lighting issues.  AIU 
says it provided a detailed COSS, contained in Schedule E-6, for the current rate cases 
and will provide a similar COSS in the next set of rate cases, along with the requested 
lighting rate design study aimed at determining cost-based lighting fixture charges.  With 
regard to LGI's street light fixture rate proposal, AIU disagrees with LGI's proposed 
approach. 
 
 For the purpose of this case, LGI recommends capping AmerenIP street light 
fixture rates, and that the resulting reductions to AmerenIP's filed revenue requirement 
related to street lighting be passed along to all delivery service customer classes.  AIU 
notes that LGI only represents municipalities within the AmerenIP service territory.  
 
 AIU provides the following tables to demonstrate the street lighting proposals 
advanced by the AIU and LGI: 
 

    
Average Cost per Month per Fixture 

  
           
    

AIU Proposal 
 

LGI Proposal 

Municipality 
 

Existing 
Rates  

Monthly 
Price  Change  

Incremental 
Change  

Monthly 
Price 

Champaign 
 

 $  8.66  
 

 $ 12.64  
 

 $ 3.98  
 

 $        1.29  
 

 $ 9.95  
Bloomington 

 
 $  8.03  

 
 $ 11.72  

 
 $ 3.69  

 
 $        1.20  

 
 $ 9.23  

Normal 
 

 $  8.07  
 

 $ 11.78  
 

 $ 3.71  
 

 $        1.20  
 

 $ 9.27  
Urbana 

 
 $  8.50  

 
 $ 12.33  

 
 $ 3.83  

 
 $        1.17  

 
 $ 9.67  

Decatur 
 

 $  7.81  
 

 $ 11.40  
 

 $ 3.59  
 

 $        1.16  
 

 $ 8.97  
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Per Capita Average Cost per Month 

  
           
    

AIU Proposal 
 

LGI Proposal 

Municipality 
 

Existing 
Rates  

Monthly 
Price  Change  

Incremental 
Change  

Monthly 
Price 

Champaign 
 

 $  0.17  
 

 $  0.24  
 

 $  0.07  
 

 $        0.02  
 

 $0.19  
Bloomington 

 
 $  0.49  

 
 $  0.71  

 
 $  0.22  

 
 $        0.07  

 
 $0.56  

Normal 
 

 $  0.36  
 

 $  0.52  
 

 $  0.16  
 

 $        0.05  
 

 $0.41  
Urbana 

 
 $      -    

 
 $        -    

 
 $      -    

 
 $            -    

 
 $     -    

Decatur 
 

 $  0.86  
 

 $  1.26  
 

 $  0.40  
 

 $        0.13  
 

 $0.99  
 
According to AIU, LGI witness Hughes proposes to cap the fixture rates increase in the 
AmerenIP service territory by no higher than 14.89%.  AIU states that the proposed DS-
5 class provides customers with dusk-to-dawn photo cell-controlled lighting service.  
AIU adds that while it will typically own and maintain the lighting fixture, DS-5 will 
provide for customers who own their own lighting facilities as well.  
 
 AIU indicates that LGI only addresses the charges for fixtures.  AIU indicates that 
the fixture charges in DS-5 do not cover power and energy charges, transmission 
charges, or delivery-service charges.  To achieve the targeted revenue requirement for 
each class, AIU proposed fixture charges laid out in Ameren Ex. 12.7E.  AIU proposes 
to adjust those charges on an equal percentage basis unique to each utility.  AIU states 
that transmission and energy charges are charged separately through Rider TS and 
Rider BGS, and distribution delivery charges are assessed through a separate 
component within DS-5.   
 
 According to AIU, Ms. Hughes proposes that AmerenIP's fixture charges be 
capped based on the incremental costs of fixtures calculated several years ago for use 
in Docket Nos. 06-0070/06-0071/06-0072 (Cons.) and recommends funding this cap by 
shifting costs to other rate classes.  In AIU's view, Ms. Hughes' case for carving out an 
exception to the across-the-board increase is not persuasive.  AIU complains that Ms. 
Hughes does not clarify why AIU's DS-5 class, and that class alone, should be allowed 
use of a non-across-the-board revenue allocation method, while other classes are held 
to an across-the-board approach.  AIU also says that Ms. Hughes fails to extend the 
concept of incremental-cost pricing to AmerenCIPS and AmerenCILCO.  AIU argues 
that LGI customers have the option of choosing to purchase their own street lighting 
fixture and avoid AmerenIP‘s fixture rates all together, while other delivery service 
customers have no service choice.  AIU insists that it is unfair to shift an amount 
potentially in excess of $5 million dollars from charges that certain customers pay by 
choice to other customers, including residential customers.   
 
 In its Reply Brief, AIU says it does not think it is appropriate to shift revenues 
between classes in a manner that would disturb the intended purpose of the rate 
redesign docket.  In particular, AIU claims it would not be appropriate to shift revenue 
recovery between classes in a manner that creates impacts for residential and small 
business customers.  AIU argues that the revenue impacts associated with a 
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realignment of rates to more closely match class cost of service indicators would result 
in impacts to residential customers.  AIU objects to such a realignment of rates at this 
time. 
 
 AIU acknowledges the disparity between street light fixture rates in each service 
territory; however, AIU says it is unclear what authority or legal basis the Commission 
would have to shift revenue responsibility between separate legal entities.  AIU says 
that while the rate proceedings in this matter are consolidated, the operating utility 
entities that make up AIU are not.  AIU argues that in future rate proceedings, the more 
appropriate approach to bring uniformity would likely be a rate design that moves rates 
toward class cost of service indicators, to the extent feasible. 
 

b. LGI's Position 
 
 LGI claims that the street lighting fixture charge is unique in this docket because 
it is not a delivery service; rather it is a payment for a tangible piece of hardware and the 
labor involved in maintaining that hardware.  LGI indicates that the delivery service 
charge for street lights is totally separate and apart from the street light fixture.  LGI 
says in an over-simplified example, the fixture charge covers the cost of the arm and 
bulb and how many persons it takes to change the light bulb on the street light.  
According to LGI, because of its unique nature, there is no reason why the Commission 
can not separately set the rate for the street lighting fixture charge based on the cost of 
service as AIU did for the meter and customer charge, rather than on an across-the-
board basis. 
 
 LGI states that the fixture charges vary greatly for the three electric utilities.  
Initially, LGI proposed that the Commission unify the fixture charges in this proceeding.  
LGI believes that the move to common lighting offerings across the footprint is a step 
toward easing customer understanding of AIU lighting offerings and streamlining 
operations.  LGI says this standardization already occurred for Meter and Customer 
Charges, which are now all identical for the three utilities.  LGI argues that the result of 
applying the across-the-board increase to street light fixtures would be to move the 
fixture charges further apart, making a standardized offering more difficult in the future. 
 
 LGI contends that it takes the same number of persons to change a light bulb for 
AmerenIP as it does for AmerenCILCO and AmerenCIPS; yet, using an across-the-
board increase, the rates charged for street lighting fixtures will increase by 9.5% for 
AmerenCILCO, 19.2% for AmerenCIPS, and 46.0% for AmerenIP.  LGI states that for 
AmerenCIPS the current street light fixture charge for a 100-Watt light fixture is $3.12 
per month, for AmerenCILCO the charge is $7.13, and for AmerenIP, the charge is 
$7.59.  LGI says under AIU's proposed across-the-board increase, these rates would 
increase to $3.72 for AmerenCIPS, $7.81 for AmerenCILCO, and $11.08 for AmerenIP.  
LGI suggests the cost of a light bulb and the cost to replace the light bulb is not nearly 
three times the amount for AmerenIP compared to AmerenCIPS.   
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 LGI believes that eventually the street light fixture charge should be uniform 
throughout AIU's service areas; however, in its rebuttal testimony LGI focuses only on 
AmerenIP.  Using AmerenIP‘s 2006 embedded COSS and the lighting specific 
incremental cost study performed in the last case, Ms. Hughes recommends that the 
increase to AmerenIP‘s lighting fixture rates be limited so that the fixture rates are set 
equal to the common incremental cost for each fixture type and size.  LGI says using 
the incremental cost, the AmerenIP fixture charges still will be higher than the cost for 
AmerenCIPS and AmerenCILCO.  For example, LGI indicates that the incremental cost 
for a 100 watt high pressure sodium vapor fixture for AmerenIP is $8.72, while the 
proposed rate for the same fixture for AmerenCIPS is $3.72 and for AmerenCILCO is 
$7.81.  LGI states that under its current proposal, AmerenIP customers would still pay 
more for fixture charges than municipalities taking service from either AmerenCIPS or 
AmerenCILCO but the disparity would be lower than if the fixture charges were 
increased using AIU‘s proposed across the board increase.  LGI proposes that the 
Class B pole charge also be set equal to the incremental cost for AmerenIP.  Under 
LGI's proposal, the revenue reduction resulting from the decrease in fixture and pole 
charges from the proposal by AmerenIP would be allocated to the other DS customer 
classes using an equal percentage increase in the DS delivery charge.   
 
 LGI claims the result of its proposal is that the street lighting fixture charge for 
AmerenIP customers would increase by 14.89%.  LGI says the effect on other 
customers would increase the across-the-board increase for the DS-1 through DS-4 
delivery service charge from 41.14% to 42.58%.  Under LGI's proposal, the DS-5 
delivery service charge rate also would increase by the same percentage (42.58%).  
LGI states that taking into account both the recommended fixture charge and the 
increase to the DS-5 delivery charge, the overall increase to the DS-5 Lighting Class is 
21.37%.  
 
 LGI argues that this total lower percentage increase for the DS-5 lighting class is 
supported by AIU's own embedded COSS.  LGI claims this study indicates that the DS-
5 Lighting Class contributes a higher return on rate base at existing rates than all other 
DS rate classes, except for the DS-2 class.  LGI asserts that applying an equal across-
the-board percentage increase to all rate classes maintains or amplifies the existing 
disparity that DS-5 lighting rates will continue contributing higher returns relative to other 
rate classes. 
 
 According to LGI, AIU's opposition appears to be rooted in the fact that since it is 
recommending an across-the-board increase for all other classes, it believes that there 
should be no exception for the fixture charge.  In LGI's view, AIU misses the point that 
the fixture charge is not a traditional delivery service charge.  LGI says the delivery 
service charge portion of the DS-5 rate remains subject to the across-the-board 
increase.  LGI recommends that only the light bulb, fixtures, and light bulb changing be 
separated from the across-the-board increase as was done with the Meter and 
Customer Charges that are now uniform for AmerenCILCO, AmerenCIPS, and 
AmerenIP. 
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 LGI says it made three additional recommendations, all of which were accepted 
by AIU.  LGI recommends that AIU be required to file a detailed COSS in its next rate 
case showing the allocation of costs between the delivery service customer classes, 
including a company-wide lighting cost of service analysis for AIU to identify lighting 
fixture costs.  LGI recommends that AIU be required to file a detailed streetlight rate 
design study to determine cost-based lighting fixture charges.  LGI recommends that 
any reductions to AIU's filed revenue requirement resulting from the Commission‘s 
decision should be passed along to all DS customer classes, including the DS-5 
Lighting Class, in the form of a lower across-the-board percentage rate increase.  LGI 
suggests that these recommendations should be included in the final order in this 
proceeding. 
 
 According to LGI, AIU attempts to confuse the issue by showing the per capita 
average cost per month for the fixture charge.  LGI claims this is a meaningless 
comparison because rates are not set on a per capita basis.  LGI says AIU simply takes 
the monthly charge for municipal lighting fixtures by municipality divided by the 
population of the municipality.  LGI complains that AIU does not explain why this is a 
meaningful exercise and, if it is so meaningful, why it does not determine all of its rates 
on a per capita basis.  LGI asserts that AIU can not hide the fact that if an across-the-
board increase is granted for AmerenIP‘s municipal lighting fixture charge, the charge 
will be $11.08 compared with only $3.72 for AmerenCIPS and $7.81 for Ameren CILCO. 
 
 In response to AIU's statement that LGI customers can avoid the charge by 
buying their own arms and bulbs if they do not like the rate, LGI claims AIU apparently 
wants to make the fixture charge so unreasonable that municipalities will install their 
own arms and bulbs rather than pay for AmerenIP‘s.  LGI argues that while taking down 
AmerenIP‘s arms and bulbs and replacing them with municipality-owned arms and 
bulbs may be a long-term solution, changing out all arms and bulbs on street lights is 
neither an immediate nor a practical solution.  Instead, LGI contends the reasonable 
and practical solution is for the Commission to set the municipal street lighting fixture 
charge based on the incremental cost. 
 

c. Commission Conclusion 
 
 AIU proposes to increase street lighting rates, including its charges for fixtures, 
on an across-the-board basis.  LGI objects to increasing fixture charges in AmerenIP's 
service area in the manner AIU proposes.  LGI recommends that the Commission limit 
fixture charges to the incremental cost of those fixtures.  AIU does not believe there is 
sufficient reason to deviate from its across-the-board rate increase proposal for light 
fixture charges.  Also, AIU expresses concern about shifting revenue recovery between 
classes in a manner that creates impacts for residential and small business customers.   
 
 It appears to the Commission that LGI has raised a legitimate concern.  In the 
Commission's view, ultimately, it will in all likelihood be difficult for AIU to justify light 
fixture charges that are as different as they currently are between AmerenCILCO, 
AmerenCIPS, and AmerenIP.  But as previously discussed, the Commission is aware 
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that its rate decisions can have adverse impact on some customers if extreme care is 
not exercised.  The Commission wishes to avoid the type of situation that led to the 
recent AIU rate redesign proceeding, Docket No. 07-0165.  Given the circumstances 
and facts present here, the Commission believes that the best outcome will result if it 
adopts AIU's proposal to increase light fixture charges on an across-the-board basis.  
The Commission directs AIU, in its next electric rate case to address the possibility of 
moving the light fixture charges toward a more similar charge among AmerenCILCO, 
AmerenCIPS, and AmerenIP.   
 

3. Allocation of Costs to Subclasses 
 
 As discussed elsewhere in this Order, the Commercial Group opposes using an 
across-the-board approach to increase electric rates, favoring the use of AIU's COSS as 
the basis for any increase.  In the event the Commission accepts the Commercial 
Group's recommendation on this point, the Commercial Group is concerned about the 
application to subclasses.   
 
 The Commercial Group argues that with respect to the DS-3 and DS-4 
subclasses, the COSS do not accurately match cost to revenues on the subclass level 
and therefore are not reliable for differentiating subclass revenue levels.  The 
Commercial Group states that the AmerenCILCO cost study shows the DS-4 secondary 
subclass as requiring a 3,729% increase.  The Commercial Group claims that AIU 
assigned 100% of line transformer cost ($15.1 million) for the DS-4 class to the DS-4 
secondary subclass but, none of the corresponding $2.6 million in transformation 
revenues that AIU received from the class.  The Commercial Groups says that instead, 
only $53,000 in revenue, consisting entirely of meter charge and customer charge 
revenue was allocated to DS-4 secondary.  The Commercial Group contends that given 
that transformer cost but not the revenue produced from those transformers was 
allocated to DS-4 secondary, it is not surprising that the study would show that an 
enormous revenue increase would apparently be required for the DS-4 secondary.  The 
Commercial Group concludes that AIU's COSS are generally reliable for class costs and 
revenues, but are not reliable at the subclass level. 
 
 While the Commission appreciates the Commercial Group's concern regarding 
the allocation of costs and revenue to DS-4 subclasses, as the Commission has chosen 
to not use AIU's COSS as the basis for setting rates in this proceeding, it does not 
appear that this issue need be addressed further in this Order. 
 

4. Combining DS-3 and DS-4 
 

a. Kroger's Position 
 
 Kroger states that the DS-3 rate class is comprised of nonresidential customers 
that have billing demands ranging from 150 kW up to 1,000 kW, while the DS-4 rate 
class is comprised of all nonresidential customers with billing demands of 1,000 kW or 
greater.  Kroger adds that the Distribution Delivery Charge is a demand charge levied 
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on a per-kW basis, with rates differentiated with respect to voltage level: primary, high 
voltage, and transmission voltage.  Kroger says unlike other charges contained within 
the DS-3 and DS-4 rates, the Distribution Delivery Charge is not uniform between DS-3 
and DS-4.  According to Kroger, for each AIU utility, and at each voltage level, the 
proposed Distribution Delivery Charge is significantly higher for DS-3 than DS-4.  
Kroger proposes that the Distribution Delivery Charge for customers on the DS-3 and 
DS-4 rate schedules should be approximately equalized.  Kroger argues that there is no 
significant cost of service difference between DS-3 and DS-4 customers at the same 
voltage level, yet AIU proposes that DS-3 customers pay a substantially higher 
Distribution Delivery Charge. 
 
 Kroger suggests that if providing a kW of service to customers at a given voltage 
level costs the same whether the customer requires 150 kW or 2,000 kW, then perhaps 
these customers should not be placed into different rate classes in the first instance.  
Kroger also claims it is not reasonable to charge the 150 kW customer a dramatically 
higher per-kW Distribution Delivery Charge than the 2,000 kW customer taking service 
at the same voltage.  In Kroger's view, the lack of a uniform Distribution Delivery Charge 
for DS-3 and DS-4 will result in an anomalous rate transition that will cause a great 
inequity.  Kroger asserts for example, if there are two AmerenCILCO primary voltage 
customers who are otherwise identical, but one places a 1,000 kW demand on the 
system (DS-4) and the other places a 600 kW demand on the system (DS-3), the 600 
kW customer that places a significantly smaller strain on the system will pay a higher 
Distribution Delivery total bill than the 1,000 kW customer.  Kroger suggests that AIU‘s 
proposed Distribution Delivery Charges would send the signal to DS-4 customers to not 
reduce energy consumption.  Kroger believes this anomaly is particularly inappropriate 
given the Commission‘s interest in promoting energy efficiency.   
 
 Kroger complains that AIU ignored the Commission‘s Order in the previous rate 
case, and failed to address the issue of whether there is sufficient justification for 
separate DS-3 and DS-4 classes in this proceeding.  Instead, Kroger says AIU has 
proposed an equal percent across-the-board delivery rate increase, which retains the 
relative disparities between DS-3 and DS-4 established in the last proceeding, and 
makes the absolute differences between the rate schedules even greater.  Kroger 
asserts that the Commission ordered AIU in its previous distribution rate case filing 
(Docket Nos. 06-0070, 06-0071, and 06-0072 (Cons.)) to ―address [the appropriateness 
of maintaining separate DS-3 and DS-4 rates] in its next delivery services rate case 
filing.‖  (Order at 175) 
 
 According to Kroger, AIU‘s COSS in this proceeding provide even more evidence 
that DS-3 and DS-4 rates should be converged.  Using the information from AIU's 
Schedule E-6 filings, Kroger prepared the table below comparing the rates of return 
being provided by DS-3 and DS-4 customers. 
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AIU COSS Rates of Return 
 

 Rates of Return 
Utility Distribution Company Ill. Elec. DS-3a DS-3b DS-4 
 
AmerenIP 2.75% 3.40% 5.94% 4.44% 
AmerenCIPS 4.72% 9.93% 8.83% 2.77% 
Ameren CILCO 6.92% 12.22% 12.89% 5.31% 
 

Kroger says AIU is generally over-recovering costs from DS-3 customers relative to DS-
4.  In Kroger's view, these results are not surprising in light of the disparity in the 
Distribution Delivery Charges between the two customer classes.  Kroger asserts that 
the greater the disparity in the Distribution Delivery Charges, the greater the disparity in 
rates of return being produced by the two customer classes. 
 
 Kroger believes the artificial distinction between DS-3 and DS-4 customers 
should be eliminated in this proceeding and the DS-3 and DS-4 rates should be jointly 
determined.  Kroger calculated uniform distribution delivery charges for DS-3 and DS-4, 
which it presented in Kroger Ex. 1.1 using AIU‘s requested revenue requirement.  
Kroger states that the only difference between the DS-3 and DS-4 Distribution Delivery 
Charges is the recognition of DS-4 reactive power revenues as a credit against the 
DS-4 Distribution Delivery Charge.  If the Commission finds merit in this argument, but 
is reluctant to move to uniform DS-3 and DS-4 rates at this time, Kroger suggests that, 
in the alternative, the Commission initiate steps in this proceeding to move the DS-3 
and DS-4 rate schedules closer together over time. Kroger suggests that this could be 
implemented by removing 50% of the differential between the rates at this time. 
 

b. AIU's Position 
 
 Kroger argues that the DS-3 and DS-4 rate schedules should be approximately 
equalized, that is, there should be no cost of service difference between customers who 
are served at the same voltage level.  According to AIU, Kroger claims that the issue of 
the relationship between the DS-3 and DS-4 rates was required to be addressed by AIU 
in this proceeding.  AIU observes that no other party has made this claim.  AIU says the 
Commission‘s Order states: ―When Ameren files its next delivery services rate case 
(assuming that filing is in 2009 or later), it should provide sufficient information for the 
Commission to either retain the current DS-3 classification or adopt the DS-3 
classification within the subclasses proposed by Wal-Mart.‖  (Docket Nos. 06-0070/06-
0071/06-0072 (Cons.), Order at 156)  AIU claims Kroger knew or should have known 
upon review of the direct filing, that the DS-3 and DS-4 rate consolidation analysis had 
not been performed. 
 
 In AIU's view, the Commission‘s decision to wait until 2009 to review this issue 
makes sense.  AIU notes that these delivery service rates first came into effect on 
January 2, 2007 and AIU believes waiting for some period of time is appropriate, so that 
any analysis offered post-2009 would have sufficient data and information.  AIU alleges 
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that combining rates without the required analysis is a recipe for disaster.  AIU contends 
that undue bill impacts, questionable price signals and revenue recovery concerns all 
remain unknown and unpredictable.  AIU says the Distribution Delivery Charge recovers 
the remainder of the revenue requirement, and is currently set to recover the revenue 
requirement from DS-3 and DS-4 classes.  AIU asserts that combining these rates at 
this time leaves too many unknowns, and is inappropriate at this time.  AIU submits that 
further analysis of the DS-3 and DS-4 classes could lead to more rate differentiation 
rather than less. 
 

c. IIEC's Position 
 
 IIEC suggests that in lieu of adopting Kroger‘s proposal to equalize distribution 
delivery service charges for DS-3 and DS-4, the Commission adopt a cost-based 
approach to revenue requirement allocation, which would lead to lower distribution and 
delivery service charges for DS-3 customers as well as DS-4 customers.  IIEC generally 
agrees with the AIU position that DS-3 and DS-4 should not be equalized in this case, 
because there has not been sufficient cost analysis provided to justify the combination.  
Such a combination would result in lower charges for DS-3 customers and higher 
charge for DS-4 customers, according to IIEC.  IIEC notes that Kroger‘s proposal is 
based on statements from prior delivery service rate cases that, on a conceptual basis, 
suggest the cost per kW of serving a customer of the same voltage level at 900 kW is 
not much different than the cost per kW of serving a similar customer at 1,100 kW of 
demand.  IIEC observes that AIU witnesses point out that the cost of serving these 
customers may be similar, but the revenue from the customers may or may not be 
sufficient to recover their individual costs.  According to IIEC, this suggests that rate 
changes not discussed in this record may be needed to implement the Kroger 
approach.  IIEC also argues that the Commission directed that this issue be considered 
in a rate case filing in 2009 or later citing to Docket Nos. 06-0070, 07-0071, and 
06-0072 (Cons.) (Order at 156). 
 
 IIEC argues further that Kroger‘s alternative proposal to equalize delivery 
distribution charges for DS-3 and DS-4 by removing 50% of any difference between the 
rates as they exist today does not mitigate AIU‘s concerns in terms of potential impacts 
and consequences of equalizing these rates at this time.  Adoption of the AIU proposal 
would not, according to IIEC, reduce by 50% the magnitude of the problems associated 
with the Kroger proposal.  IIEC adds that the impacts of moving towards equalization 
remain unknown and unpredictable based on the record in this case.  IIEC, therefore, 
recommends that the proposal to combine DS-3 and DS-4 be rejected in this case. 
 

d. Commission Conclusion 
 
 In AIU's last rate case, the Commission entertained not only arguments over the 
possibility of combing rates DS-3 and DS-4, but also the possibility of splitting rate DS-3 
into subclasses.  The Order in AIU's last rate case clearly contemplated reconsidering 
whether to split rate DS-3 into subclasses in 2009 or after.  While the Order was not 
quite as clear with respect to when it would reconsider combining rates DS-3 and DS-4, 
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the Commission does not believe combining rates DS-3 and DS-4 in this rate case and, 
possibly creating a new rate DS-3 in a subsequent rate case constitutes sound 
ratemaking policy.  In fact, it seems to contradict the rate design principle commonly 
called rate continuity.  Thus, while the Commission remains open to the possibility of 
restructuring rates DS-3 and DS-4 when sufficient information is available to fully 
analyze the implications of any restructuring, the Commission affirms its decision from 
Docket Nos. 06-0070/06-0071/06-0072 (Cons.) and directs AIU to address these two 
issues in its first electric rate cases filed in 2009 or thereafter. 
 
X. FINDINGS AND ORDERING PARAGRAPHS 
 
 The Commission, having given due consideration to the entire record herein and 
being fully advised in the premises, is of the opinion and finds that: 
 

(1) AmerenCILCO, AmerenCIPS, and AmerenIP are Illinois corporations 
engaged in the distribution and sale of electricity and natural gas to the 
public in Illinois, and are public utilities as defined in Section 3-105 of the 
Act; 

 
(2) the Commission has jurisdiction over the parties hereto and the subject 

matter herein; 
 
(3) the recitals of fact and conclusions of law reached in the prefatory portion 

of this Order are supported by the evidence of record, and are hereby 
adopted as findings of fact and conclusions of law; Appendix A attached 
hereto provides supporting calculations for those portions of this Order 
concerning AmerenCILCO's electric operations; Appendix B attached 
hereto provides supporting calculations for those portions of this Order 
concerning AmerenCIPS' electric operations; Appendix C attached hereto 
provides supporting calculations for those portions of this Order 
concerning AmerenIP's electric operations; Appendix D attached hereto 
provides supporting calculations for those portions of this Order 
concerning AmerenCILCO's gas operations; Appendix E attached hereto 
provides supporting calculations for those portions of this Order 
concerning AmerenCIPS' gas operations; and Appendix F attached hereto 
provides supporting calculations for those portions of this Order 
concerning AmerenIP's gas operations; 

 
(4) the test year for the determination of the rates herein found to be just and 

reasonable should be the 12 months ending December 31, 2006, as 
adjusted; such test year is appropriate for purposes of this proceeding; 

 
(5) for purposes of this proceeding, the net original cost rate base for 

AmerenCILCO‘s electric delivery service operations for the test year 
ending December 31, 2006, as adjusted, is $240,625,000; 
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(6) for purposes of this proceeding, the net original cost rate base for 
AmerenCIPS‘ electric delivery service operations for the test year ending 
December 31, 2006, as adjusted, is $443,743,000; 

 
(7) for purposes of this proceeding, the net original cost rate base for 

AmerenIP‘s electric delivery service operations for the test year ending 
December 31, 2006, as adjusted, is $1,254,459,000; 

 
(8) for purposes of this proceeding, the net original cost rate base for 

AmerenCILCO's gas delivery service operations for the test year ending 
December 31, 2006, as adjusted, is $183,734,000; 

 
(9) for purposes of this proceeding, the net original cost rate base for 

AmerenCIPS' gas delivery service operations for the test year ending 
December 31, 2006, as adjusted, is $181,735,000; 

 
(10) for purposes of this proceeding, the net original cost rate base for 

AmerenIP's gas delivery service operations for the test year ending 
December 31, 2006, as adjusted, is $518,857,000; 

 
(11) a just and reasonable return which AmerenCILCO should be allowed to 

earn on its net original cost electric delivery service rate base is 8.01%; 
this rate of return incorporates a return on common equity of 10.65%; 

 
(12) a just and reasonable return which AmerenCIPS should be allowed to 

earn on its net original cost electric delivery service rate base is 8.20%; 
this rate of return incorporates a return on common equity of 10.65%; 

 
(13) a just and reasonable return which AmerenIP should be allowed to earn 

on its net original cost electric delivery service rate base is 8.68%; this rate 
of return incorporates a return on common equity of 10.65%; 

 
(14) a just and reasonable return which AmerenCILCO should be allowed to 

earn on its net original cost gas delivery service rate base is 8.03%; this 
rate of return incorporates a return on common equity of 10.68%; 

 
(15) a just and reasonable return which AmerenCIPS should be allowed to 

earn on its net original cost gas delivery service rate base is 8.22%; this 
rate of return incorporates a return on common equity of 10.68%; 

 
(16) a just and reasonable return which AmerenIP should be allowed to earn 

on its net original cost gas delivery service rate base is 8.70%; this rate of 
return incorporates a return on common equity of 10.68%; 

 
(17) the rate of return for AmerenCILCO set forth in Finding (11) results in base 

rate electric delivery service operating revenues of $115,827,000 and net 
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annual operating income of $19,273,000 based on the test year approved 
herein; 

 
(18) the rate of return for AmerenCIPS set forth in Finding (12) results in base 

rate electric delivery service operating revenues of $218,466,000 and net 
annual operating income of $36,387,000 based on the test year approved 
herein; 

 
(19) the rate of return for AmerenIP set forth in Finding (13) results in base rate 

electric delivery service operating revenues of $442,556,000 and net 
annual operating income of $108,887,000 based on the test year 
approved herein; 

 
(20) the rate of return for AmerenCILCO set forth in Finding (14) results in base 

rate gas delivery service operating revenues of $71,308,000 and net 
annual operating income of $14,754,000 based on the test year approved 
herein; 

 
(21) the rate of return for AmerenCIPS set forth in Finding (15) results in base 

rate gas delivery service operating revenues of $70,450,000 and net 
annual operating income of $14,938,000 based on the test year approved 
herein; 

 
(22) the rate of return for AmerenIP set forth in Finding (16) results in base rate 

gas delivery service operating revenues of $167,424,000 and net annual 
operating income of $45,140,000 based on the test year approved herein; 

 
(23) the electric delivery service rates as well as the gas delivery service rates 

of AmerenCIPS and AmerenIP which are presently in effect are insufficient 
to generate the operating income necessary to permit each company the 
opportunity to earn a fair and reasonable return on net original cost rate 
base; these rates should be permanently canceled and annulled; 

 
(24) the electric and gas delivery service rates of AmerenCILCO which are 

presently in effect are inappropriate and generate operating income in 
excess of the amount necessary to permit the company the opportunity to 
earn a fair and reasonable return on net original cost rate base: these 
rates should be permanently canceled and annulled; 

 
(25) the specific rates proposed by AmerenCILCO, AmerenCIPS, and 

AmerenIP in its respective initial filings do not reflect various 
determinations made in this Order regarding revenue requirement, cost of 
service allocations, and rate design; the proposed rates of each company 
should be permanently canceled and annulled consistent with the findings 
herein; 

 

Schedule WPD-6 - Gas (Part 26) 
Page 373 of 376



07-0585 et al. (Cons.) 

366 
 

(26) AmerenCILCO should be authorized to place into effect tariff sheets 
designed to produce annual base rate electric delivery service revenues of 
$115,827,000, which represents a decrease of $2,778,000 or (2.25%); 
such revenues, in addition to other tariffed revenues, will provide 
AmerenCILCO with an opportunity to earn the rate of return set forth in 
Finding (11) above; based on the record in this proceeding, this return is 
fair and reasonable for AmerenCILCO; 

 
(27) AmerenCIPS should be authorized to place into effect tariff sheets 

designed to produce annual base rate electric delivery service revenues of 
$218,466,000, which represents an increase of $21,956,000 or 10.31%; 
such revenues, in addition to other tariffed revenues, will provide 
AmerenCIPS with an opportunity to earn the rate of return set forth in 
Finding (12) above; based on the record in this proceeding, this return is 
fair and reasonable for AmerenCIPS; 

 
(28) AmerenIP should be authorized to place into effect tariff sheets designed 

to produce annual base rate electric delivery service revenues of 
$442,556,000, which represents an increase of $103,867,000 or 29.16%; 
such revenues, in addition to other tariffed revenues, will provide 
AmerenIP with an opportunity to earn the rate of return set forth in Finding 
(13) above; based on the record in this proceeding, this return is fair and 
reasonable for AmerenIP; 

 
(29) AmerenCILCO should be authorized to place into effect tariff sheets 

designed to produce annual base rate gas delivery service revenues of 
$71,308,000, which represents a decrease of $9,234,000 or (11.19%); 
such revenues, in addition to other tariffed revenues, will provide 
AmerenCILCO with an opportunity to earn the rate of return set forth in 
Finding (14) above; based on the record in this proceeding, this return is 
fair and reasonable for AmerenCILCO; 

 
(30) AmerenCIPS should be authorized to place into effect tariff sheets 

designed to produce annual base rate gas delivery service revenues of 
$70,450,000, which represents an increase of $7,659,000 or 11.74%; such 
revenues, in addition to other tariffed revenues, will provide AmerenCIPS 
with an opportunity to earn the rate of return set forth in Finding (15) 
above; based on the record in this proceeding, this return is fair and 
reasonable for AmerenCIPS; 

 
(31) AmerenIP should be authorized to place into effect tariff sheets designed 

to produce annual base rate gas delivery service revenues of 
$167,424,000, which represents an increase of $39,792,000 or 30.01%; 
such revenues, in addition to other tariffed revenues, will provide 
AmerenIP with an opportunity to earn the rate of return set forth in Finding 
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(16) above; based on the record in this proceeding, this return is fair and 
reasonable for AmerenIP; 

 
(32) determinations regarding cost of service, interclass revenue allocations, 

rate design, and tariff terms and conditions, as are contained in the 
prefatory portion of this Order, are reasonable for purposes of this 
proceeding; the tariffs filed by AmerenCILCO, AmerenCIPS, and 
AmerenIP should incorporate the rates and rate design set forth and 
referred to herein; 

 
(33) new tariff sheets authorized to be filed by this Order should reflect an 

effective date not less than three days after the date of filing, with the tariff 
sheets to be corrected, if necessary, within that time period; and 

 
(34) all motions, petitions, objections, and other matters in this proceeding 

which remain unresolved should be disposed of consistent with the 
conclusions herein. 

 
 IT IS THEREFORE ORDERED by the Illinois Commerce Commission that the 
tariff sheets at issue in these dockets and presently in effect for electric delivery service 
rendered by Central Illinois Light Company d/b/a AmerenCILCO, Central Illinois Public 
Service Company d/b/a AmerenCIPS, and Illinois Power Company d/b/a AmerenIP are 
hereby permanently canceled and annulled effective at such time as the new electric 
delivery service tariff sheets approved herein become effective by virtue of this Order. 
 
 IT IS FURTHER ORDERED that the proposed tariffs seeking a general increase 
in electric delivery service rates, filed by Central Illinois Light Company d/b/a 
AmerenCILCO, Central Illinois Public Service Company d/b/a AmerenCIPS, and Illinois 
Power Company d/b/a AmerenIP on November 2, 2007 are permanently canceled and 
annulled. 
 
 IT IS FURTHER ORDERED that the tariff sheets at issue in these dockets and 
presently in effect for gas delivery service rendered by Central Illinois Light Company 
d/b/a AmerenCILCO, Central Illinois Public Service Company d/b/a AmerenCIPS, and 
Illinois Power Company d/b/a AmerenIP are hereby permanently canceled and annulled 
effective at such time as the new gas delivery service tariff sheets approved herein 
become effective by virtue of this Order. 
 
 IT IS FURTHER ORDERED that the proposed tariffs seeking a general increase 
in gas delivery service rates, filed by Central Illinois Light Company d/b/a 
AmerenCILCO, Central Illinois Public Service Company d/b/a AmerenCIPS, and Illinois 
Power Company d/b/a AmerenIP on November 2, 2007, are permanently canceled and 
annulled. 
 
 IT IS FURTHER ORDERED that Central Illinois Light Company d/b/a 
AmerenCILCO is authorized to file new tariff sheets with supporting workpapers in 
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accordance with Findings (26), (32), and (33) of this Order, applicable to electric 
delivery service furnished on and after the effective date of said tariff sheets. 
 
 IT IS FURTHER ORDERED that Central Illinois Public Service Company d/b/a 
AmerenCIPS is authorized to file new tariff sheets with supporting workpapers in 
accordance with Findings (27), (32), and (33) of this Order, applicable to electric 
delivery service furnished on and after the effective date of said tariff sheets. 
 
 IT IS FURTHER ORDERED that Illinois Power Company d/b/a AmerenIP is 
authorized to file new tariff sheets with supporting workpapers in accordance with 
Findings (28), (32), and (33) of this Order, applicable to electric delivery service 
furnished on and after the effective date of said tariff sheets. 
 
 IT IS FURTHER ORDERED that Central Illinois Light Company d/b/a 
AmerenCILCO is authorized to file new tariff sheets with supporting workpapers in 
accordance with Findings (29), (32), and (33) of this Order, applicable to gas delivery 
service furnished on and after the effective date of said tariff sheets. 
 
 IT IS FURTHER ORDERED that Central Illinois Public Service Company d/b/a 
AmerenCIPS is authorized to file new tariff sheets with supporting workpapers in 
accordance with Findings (30), (32), and (33) of this Order, applicable to gas delivery 
service furnished on and after the effective date of said tariff sheets. 
 
 IT IS FURTHER ORDERED that Illinois Power Company d/b/a AmerenIP is 
authorized to file new tariff sheets with supporting workpapers in accordance with 
Findings (31), (32), and (33) of this Order, applicable to gas delivery service furnished 
on and after the effective date of said tariff sheets. 
 
 IT IS FURTHER ORDERED that all motions, petitions, objections, and other 
matters in this proceeding which remain unresolved are disposed of consistent with the 
conclusions herein. 
 
 IT IS FURTHER ORDERED that subject to the provisions of Section 10-113 of 
the Act and 83 Ill. Adm. Code 200.880, this Order is final; it is not subject to the 
Administrative Review Law. 
 
 By order of the Commission this 24th day of September, 2008. 
 
 
 
 (SIGNED) CHARLES E. BOX 
 
 Chairman 
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