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I. INTRODUCTION 

A. Overview 

In responding to the briefs of Staff and intervenors, AIC believes it is important to focus 

on the fact that AIC has proposed, and no party disputes the use of, a 2014 future test year.  This 

means that AIC’s rate case is by definition forward looking. AIC will invest over $239 million in 

its gas plant infrastructure for 2013 through the 2014 test year—so setting the appropriate return 

on that prospective investment is crucial.  And crucial to setting that return is a recognition that 

that investment will take place in a market that is changing.   

As Staff witness Ms. Phipps acknowledged at hearing, investor expectations are a 

relevant consideration in determining a return on equity, and the return approved in this docket 

should be consistent with what investors would expect when they purchase other equity shares of 

comparable risk.  (Tr. 560.)  The changing market conditions are relevant to investor 

expectations. As AIC’s expert witness Mr. Hevert explains, “[r]elying solely on a formulaic 

approach, without considering such recent and substantial market changes, would not fully 

capture investors' return requirements.”  (Ameren Ex. 20.0 (Hevert Reb.), pp. 6-8). 

Since the case was filed in January of 2013, interest rates have risen sharply.  At the time 

of filing direct testimony interest rates were 2.85%, but by the time AIC filed rebuttal testimony, 

interest rates had risen substantially to 3.2% and then climbed even higher to 3.59% by the time 

surrebuttal testimony was filed.  (Ameren Exs. 5.0 (Hevert Dir.), p. 6; 34.0 (Rev.) (Hevert Sur.), 

p. 57.)  Rising interest rates justify higher rates of return.  AIC has proposed a reasonable return 

on equity of 10.4%.  Staff and IIEC, by contrast, have not proposed a reasonable return, 

particularly in light of the rising interest rate environment.  As the Commission itself noted in its 

recent Order in the Peoples/North Shore Gas case, the average of recent returns on equity 

authorized for natural gas utilities is 9.94%.  Securing the investment capital to meet its 
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(undisputed) investment needs will become more difficult if AIC’s return on equity is set at the 

levels Staff and IIEC propose.  

There are other significant issues in this case besides return on equity, and they are 

discussed below and in AIC’s initial brief.  Given the prospective nature of the case, and its use 

of a future test year as provided for by Commission rules, however, certain allegations of the AG 

must also be addressed up front.  Despite the prospective nature of the case, the AG would prefer 

to look backward.  Although not contesting AIC’s use of a 2014 future test year, the AG’s brief 

is nevertheless critical of the forecasting required by a future test year.  The AG claims a future 

test year is inherently uncertain and creates an incentive for the utility to “aggressively forecast 

higher future costs.”  (AG Init. Br. 3-4.)  Such criticisms, to the extent they are questioning the 

policy merits of a future test year, have no place in a Commission proceeding.  Illinois permits 

use of a future test year.  83 Ill. Admin. Code Parts 285, 287.  That the AG’s witness, Mr. 

Brosch, may not like future test years, or would recommend that jurisdictions not adopt them, is 

not relevant to Illinois.  No party has suggested that AIC has failed to comply with the future test 

year requirements and rules.  And no party has contested the use of the future test year.  Thus, 

the Commission should disregard the AG’s discussion. 

Moreover, the accusations of “incentives to inflate forecasted expenses” are unfounded.  

If the AG is suggesting generally that management of AIC is deliberately “aggressively 

forecasting higher future costs” in this (or any) case, that assertion is not appropriate.  AIC 

forecasts costs based on its expected cost requirements to operate its business and provide safe, 

adequate and reliable service each year, not based on some need to artificially inflate costs.  

(Ameren Ex. 16.0 (2d Rev.) (Nelson Reb.), p. 8.)  AIC’s forecasting process is thorough and 

comprehensive, and is intended to produce accurately forecasted or budgeted costs with which 
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the Company can manage its business.  This process involves more than 130 AIC personnel and 

substantial hours of labor.  In preparation for this case, the forecast was audited by an 

independent accounting firm prior to filing (and Mr. Brosch admits he does not have knowledge 

of the tasks the auditor performed and did not review their workpapers (Response to AIC-

AG/CUB 4.12, 4.60)). 

In particular, the AG’s assertion that AIC has not assumed any incremental cost savings 

or budget reduction programs is contrary to the record.  The Company identified cost reduction 

programs in its C-22 schedule, as required under the rules.  Moreover, in discovery, AIC 

explained that the Company’s employees include many cost reductions in the ordinary course of 

conducting business and managing the Company’s financial responsibilities.  (Ameren Ex. 30.0 

(Nelson Sur.), p. 7.)  AIC also discussed in discovery the more significant programs for cost 

reduction that are in place for the test year or would impact test year revenue requirement, such 

as a workforce reduction program implemented in 2011 and cost reductions from the Ameren 

Illinois merger integration.  (Id.) 

Finally, the AG suggests that AIC’s projected 2014 expenses are too high, in relation to 

2012.  But as AIC explained, winter of 2012 was atypically warm, and as a result, AIC's overall 

sales and revenues were much lower than expected.  AIC accordingly reduced its expenditures so 

that spending was more in line with revenues.  These cost controls benefited ratepayers by 

avoiding financing costs that would have been needed to support the higher expenditure 

amounts.  (Ameren Exs. 16.0 (2d Rev.), pp. 10-11; 30.0, pp. 7-8.)   

B. Procedural History 

C. Nature of AIC’s Operations 

D. Test Year 

E. Legal Standard 
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II. RATE BASE 

A. Resolved Issues 

1. ADIT Bonus Depreciation  

2. Budget Payment Plan Balances  

3. Original Cost Determination  

B. Contested Issues 

1. ADIT – Step-up Basis Metro  

In its initial brief, AIC explained the fundamental problem with the $1,390,000 Metro-

East-transfer adjustment proposed by Staff and AG/CUB.  (See AIC Init. Br. 6-10.)  The 

adjustment consists of accumulated deferred income taxes (ADIT) that had accrued on Union 

Electric’s books before the transfer of the Metro East assets to CIPS.  Unlike the assets, however, 

the associated ADIT balance was not transferred to CIPS.  This was proper accounting, which no 

one questions.  But ADIT reduces rate base.  Thus, despite the fact it would violate accounting 

rules, Staff and AG/CUB ask the Commission to add the vintage, Union Electric ADIT to AIC’s 

current books.   

But as AIC pointed out, both in testimony and in its initial brief, this adjustment simply 

ignored the fact that after the transfer, ADIT on these assets started accruing on AIC’s books—

and hence reducing rate base—all over again.  So contrary to Staff and AG/CUB, the transfer’s 

ADIT effects were to customers’ benefit; the transfer essentially extended the rate-base reducing 

effect of ADIT.  And consequently, accepting Staff and AG/CUB’s adjustment would be double-

counting ADIT.  Under their adjustment, the vintage, Union Electric ADIT would be counted 

once, and then the newly accruing ADIT on AIC’s books would be counted again.  Thus, the 

Metro East transfer adjustment would not eliminate an inequity, but cause one. 

None of the three parties who filed briefs on this question—Staff, AG, and CUB—
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meaningfully dispute this conclusion.  Although the three briefs were presented in support of the 

adjustment, only a single sentence (not per brief; period) is offered in response to the double-

counting problem identified by AIC. 

Neither Staff nor CUB Even Address the Critical Issue Raised by AIC on the Record. 

Staff and CUB’s briefs may be addressed fairly quickly.  Neither even acknowledges the 

double-counting problems that were explained by AIC witness Mr. Stafford both in his 

surrebuttal testimony and on the stand.  (See Staff Init. Br. 4-5; CUB Init. Br. 4-6.)  Rather than 

refute or even question Mr. Stafford’s testimony, Staff and CUB again set forth the conclusory 

assertion that following the proper accounting rules “is obviously an inequitable result for 

ratepayers.”  (CUB Init. Br. 5; see also Staff Init. Br. 5 (asserting that “ratemaking inequity . . . is 

the basis of Staff and AG/CUB’s adjustment”).) 

But, again, Mr. Stafford’s surrebuttal testimony clearly articulated the serious problems 

with the adjustment—he showed that if one takes into account the entire net ADIT effect, there is 

no “ratemaking inequity” but a ratemaking benefit to ratepayers.  Staff and CUB had full notice 

of his testimony, and they have simply ignored the problems he described.  Ironically, Staff 

asserts that AIC “fail[s] to address the effect of the ratemaking inequity.”  (Staff Init. Br. 5 

(emphasis sic).)  But AIC provided a full response in surrebuttal was tested on cross-

examination.  

Given that Staff and CUB have not offered any response to the problems with their 

adjustment, the Metro East transfer adjustment must be rejected. 

The AG Offers No Meritorious Reason to Adopt the Adjustment. 

To its credit, the AG does at least acknowledge Mr. Stafford’s counterarguments.  But the 

AG fares no better on the merits.  
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The AG Offers Only Conclusory Assertions that Ratepayers Are Harmed. 

Before addressing the AG’s response to Mr. Stafford, AIC would note that the AG 

continues to present a one-sided view of the ADIT situation.  It repeatedly asserts that ratepayers 

have been harmed because the vintage ADIT was not counted on AIC’s books: the AG says that 

this “depriv[es] ratepayers of the ADIT that had accumulated on the plant during its ownership 

by Union Electric” (AG Init. Br. 11), that “ratepayers lost the ADIT benefit formerly associated 

with the Metro East plant” (id. at 12), and that “ratepayers were no longer receiving the benefit 

of the ADIT item” (id.).   

Again, AIC acknowledged that Union Electric’s ADIT did not follow the assets to AIC’s 

books.  That was proper accounting, and it reflected the reality that ADIT would begin accruing 

again post-transfer.  There was a temporary increase in rate base, but it would not and did not 

last.  (See AIC Init. Br. 8.)  So it is false to say that “ratepayers lost the ADIT benefit.”  (AG Init. 

Br. 12.)  The benefit simply started accruing all over again.  Counting the Union Electric ADIT 

in addition to this newly accruing ADIT would be obviously double-counting the ADIT.   

The AG Does Not Offer a Serious Response to the Double-Counting Problem. 

As stated, the AG does at least acknowledge the double-counting issue.  It acknowledges 

that “a full amount of ADIT will eventually accrue on the Metro East assets and will be deducted 

from AIC’s rate base; to also include the ADIT that was recorded on Union Electric’s books just 

before the transfer would comprise ‘double counting.’”  (AG Init. Br. 13-14.)   

Note well: the AG does not question whether Mr. Stafford’s double-counting explanation 

is true.  It offers only a single sentence in response: “However, Illinois ratepayers should receive 

that benefit sooner than later; as Mr. Stafford admitted during cross-examination, ‘a dollar today 

is worth more than it will be . . . a year from now or two years from now.’”  (Id. at 14 (ellipses 

sic).)  there are a number of issues with this response.  
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The AG’s Response Is Conclusory and Undeveloped and Should Be Disregarded.  

First, as an argument, the AG’s response is so little developed that it should be 

considered waived.  Why is it that ratepayers should receive “that benefit sooner than later”?  

The AG offers no explanation.  Why, besides the sheer desirability of result to the AG, should 

proper accounting conventions be ignored in this case?  The AG gives no principled reason.  

What law, rule, case, or accounting rule dictates this outcome?  The AG cites nothing.  The AG 

has the burden of supporting its own arguments, and this lack of support is grounds for rejecting 

it.  See, e.g., Ill. Bell Te. Co., Docket 05-0231, 2005 Ill. PUC LEXIS 372, Order at *86 (June 29, 

2005) (rejecting argument and “find[ing] that the conclusory arguments that CUB/AG would 

derive [from a certain report], fail to consider, dispute or address all of the pertinent factors and 

dynamics that are required for a reasoned analysis in these premises”). 

The AG’s Argument Is Overbroad and Implausible. 

And when one thinks through the import of the AG’s position, it is implausible.  The 

Commission constantly deals in accounting, and it knows full well that many, many business 

events have their impact spread out and recognized across multiple periods.  That is the whole 

reason that ADIT even exists, to recognize that depreciation is counted differently across 

different periods for book and tax purposes.  And in fact, the Commission specifically reviewed 

and approved the journal entries associated with the transfer in Docket 03-0657 and specifically 

found that “neither the ratepayers of AmerenUE nor of AmerenCIPS are likely to be adversely 

affected in the event the proposed asset transfer and reorganization takes place.”  In re Cent. Ill. 

Pub. Serv. Co., Docket 03-0657, Order, pp. 20 and 17 (Sept. 22, 2004).   

It is not proper regulatory accounting to assert, without authority, that an item should be 

front-loaded and fully recognized in a single period simply because it would benefit ratepayers.  

The question is not whether a reduction would put more money in customers’ pockets—if that 



 8 

were the test, every reduction would be adopted.  The question is whether the accounting was 

proper, and no one has suggested that it was not.  Pointing to the time value of money does not 

add anything.   

The AG’s Argument Continues to Ignore the “Benefit” of Newly Accruing ADIT on AIC’s 
Books.   

Finally, the AG continues to assert that ratepayers should receive “that benefit”—note the 

singular phrasing—sooner.  (AG Init. Br. 14.)  Again, this choice of words ignores the fact that 

AG is asking for a double dose of ADIT to be applied to the transferred assets.   

Again, if the AG is suggesting that the Commission should ignore accounting rules and 

recognize Union Electric’s vintage ADIT on AIC’s books, perhaps that is its prerogative.  But if 

it does that, it cannot also recognize the ADIT that is newly accruing on the same assets in AIC’s 

books.  It must be one or the other, not both.   

The AG’s Proposal to Restore Past Rate Differences to Current Ratepayers Presents Retroactive 
Ratemaking Problems.   

As another basis for the adjustment, the AG argues that it “would restore a portion of [the 

vintage ADIT] benefit to Illinois ratepayers.”  (AG Init. Br. 11.)  By this rationale, the 

adjustment would violate the prohibition against retroactive ratemaking.  “The prohibition of 

retroactive ratemaking is derived from the overall scheme of the [Public Utilities] Act . . . .”  

Citizens Utilities Co. v. Illinois Commerce Comm., 124 Ill. 2d 195, 207 (1988).  The rule “is 

consistent with the prospective nature of . . . setting rates” and by “prohibit[ing] refunds when 

rates are too high and surcharges when rates are too low, it serves to introduce stability into the 

ratemaking process.”  Id. 

In Citizens Utilities, the Commission had adopted a $4.2 million rate-base reduction that 

was, like here, related to a past accrued “balance of deferred income taxes.”  Id. at 199.  The 

Illinois Supreme Court affirmed an appellate court’s reversal of this deduction.  The Court held 
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that “the real effect, whether intended or not, of the $ 4.2 million reduction in Citizens’ rate base 

is to deny retroactively the tax benefits the Commission permitted the company to enjoy during 

[a past period].”  Id. at 206-07.  This “clearly conflict[ed] with fundamental principles of 

ratemaking in Illinois.”  Id. at 207.   

The Court recognized that ADIT can be considered “customer-supplied funds,” id. at 

212, but this did not avoid the conclusion that “there can be no retroactive adjustment in this case 

simply because the Commission has now decided to treat the tax benefits differently [than in a 

prior order],” id. at 211.  In sum, the Court found that “in reducing Citizens’ rate base, the 

Commission has attempted to correct what it now perceives as errors in the past rate orders.”  Id. 

at 213.  This violated the rule against retroactive ratemaking, so the Court affirmed the reversal 

of the rate-base reduction.  Id. at 213-14. 

Just as in Citizens Utilities, the proposed adjustment here is an ADIT-related rate base 

reduction designed “to correct what [Staff and AG/CUB] now perceive[] as errors” in a “past” 

order.  Id. at 213.  Indeed, in Citizens Utilities, unlike here, it was not at all clear that the 

challenged ADIT treatment had been correct.  See id. at 206 (noting that the basis for the 

Commission’s treatment of the taxes in the prior case was “not apparent from the order”).  But 

even if there were an argument that the accounting of the Metro East transfer were improper, the 

proposal to “restore a portion of [the vintage ADIT] benefit to Illinois ratepayers” that was 

allegedly denied in a prior Order (AG Init. Br. 11) runs afoul of the retroactive-ratemaking rule.  

Contrary to the AG’s theory of the case, the purpose of this proceeding is not to fix prior rates or 

calculate rate base to effectively provide a refund.   

The AG’s adjustment seeks to redress a perceived wrong from 2005, and make ratepayers 

whole now for that wrong.  There is no wrong; but even if there was, Citizens Utilities makes 
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clear this is not a proper basis for current ratemaking. 

None of the Initial Briefs Question the Critical Facts that Require Rejecting the 
Adjustment. 

Finally, given the near-total nonresponse offered to Mr. Stafford’s testimony in the initial 

briefs, AIC would note numerous facts in the record that have not even been questioned, much 

less refuted, by the parties proposing the Metro East transfer adjustment: 

• That any increase in rate base associated with the Metro East transfer “is temporary.”  
(AIC Ex. 31.0 at 16.); 

• That “tax depreciation for CIPS started over on the transferred assets as if the assets 
were installed and placed in service on the date of the transaction.”  (Id. at 16-17.); 

• That the Staff and AG/CUB witnesses “miss this critical point in support of their 
adjustment, namely that tax depreciation starts over for the transferred assets.”  (Id.); 

• That, without the adjustment, Illinois ratepayers “will receive the full tax benefits” 
associated with ADIT “recognized as a reduction to rate base.”  (Id. at 17.);  

• That adopting the Metro East transfer adjustment would “result[] in double counting” 
ADIT.  (Id. at 19.);  

• That AIC’s books presently contain “roughly [$]4 million of accumulated deferred 
taxes in rate base,” more than triple the amount of the proposed adjustment.  (Tr. 
346.); and 

• That the “rate base deduction is much greater with the transfer than it would have 
been absent the transfer.”  (Tr. 347.)   

These facts, then, must be considered undisputed.  The record evidence is clear, and it 

points one way: the Metro East adjustment is unsupported, would be inequitable, and must be 

rejected.   

2. Pension/OPEB Expense – Employee Benefits Adjustment 

See III (B)(1) infra. 

3. Non-Union Wages 

See III (B)(2) infra. 
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4. Cash Working Capital  

a. Pass-Through Taxes Lead Days 

Staff, the AG and CUB continue to recommend that the Commission calculate the lead 

days for pass-through taxes, not according to the number of days AIC has access to the funds 

associated with the pass-through taxes, but according to the number of days AIC theoretically 

could have access to them.  AIC’s actual practice should determine the lead days, as explained in 

its initial brief. 

The AG and CUB support the payment leads calculated by Staff witness Mr. Kahle.  In 

their initial briefs, the AG and CUB argue that Mr. Kahle’s calculations accord with previous 

Commission directives on the issue.  (AG Init. Br. 16-18; CUB Init. Br. 6.)  The AG further 

implies that Mr. Kahle’s calculations are supported by evidence submitted by AIC.  (AG Init. Br. 

16-18.)  Staff similarly argues that its method of calculating payment lead days complies with 

Commission decisions in Dockets 12-0001 and 12-0293.  (Staff Init. Br. 6.)  

However, the Commission’s findings in the prior dockets relied upon by Staff, CUB and 

the AG do not support their positions.  The prior cases, Dockets 12-0001 and 12-0293, did 

address the cash working capital associated with pass-through taxes, but the Commission’s 

conclusions in those cases were limited to the issue of the appropriate revenue lag for the taxes.  

Ameren Ill. Co., Docket 12-0001, Order, p. 14 (Sept. 19, 2012); Ameren Ill. Co., Docket 12-

0293, Order, p. 38 (Dec. 5, 2012).  In each case, the Commission adopted a revenue lag of zero, 

based on the fact that AIC does not incur a cash outlay for pass-through taxes until after it 

receives the funds to cover the expense.  Ameren Ill. Co., Docket 12-0001, Order, p. 14 (“the 

appropriate revenue lag days for this issue should be zero”) (emphasis added); Ameren Ill. Co., 

Docket 12-0293, Order, p. 38 (deciding to “adopt the use of zero lag days for pass-through 

taxes”) (emphasis added).  The Commission did not make any express findings concerning the 
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expense lead, which is the element of the calculation at issue in this case.   

In Docket 11-0282, however, the Commission was presented with the question at issue 

here: “whether the additional month that AIC could hold the funds should be imputed for CWC 

purposes.”  Ameren Ill. Co., Docket 11-0282, Order, p. 14 (Jan. 10, 2012).  The Commission 

concluded that the adjustment to impute the additional month was unwarranted.  Id.   

AIC’s proposal in this case properly accounts for the Commission’s decisions in Dockets 

12-0001 and 12-0293, because it reflects a zero-day revenue lag.1  (Ameren Ex. 12.0 (Heintz 

Dir.), p. 5.)  Importantly, however, AIC’s proposal also reflects the appropriate expense leads—

those that account for the actual number of days the funds associated with the pass-through taxes 

are held by AIC.  Ameren Ill. Co., Docket 11-0282, Order p. 14; see also (Ameren Ex. 25.0 

(Heintz Reb.), p. 11). 

The AG demonstrates its misunderstanding of the issue by stating that the payment lead 

time calculated by Staff and supported by AG and CUB matches the lead time calculated by 

AIC.  (AG Init. Br. 16.)  This is incorrect, as the AG’s reference to AIC’s WPB-8 shows.  The 

lead days on AIC’s WPB-8 are clearly labeled “weighted expense lead time.”  (See AG/CUB Ex. 

5.14, p. 4.)  The “weight” in this instance is the full revenue lag of 30 days, which was removed 

from the expense leads proposed by AIC in this case in accord with the Commission’s decisions 

in Dockets 12-0001 and 12-0293.  (See Ameren Ex. 12.1 (reflecting zero days in revenue lag).)  

In other words, AIC’s proposed lead days in this case represent AIC’s lead day proposals from 

Dockets 12-0001 and 12-0293, after subtracting the 30-day revenue lag between billing for 

                                                
1 AG/CUB witness Mr. Brosch stated in testimony that AIC “modified [its calculation] to add back the 34.53 day 
revenue lag.”  (AG/CUB Ex. 5.0, p. 63.)  This is false.  AIC’s calculation of the expense lead simply counted the 
number of days between when, on average AIC collected the funds for pass-through taxes from its customers, and 
the date on which those funds were remitted to the taxing authorities.  A zero-day revenue lag was assigned to the 
pass-through taxes, in accordance with the Commission’s findings in Dockets 12-0001 and 12-0293.  
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service and receipt of payments from customers.  Staff’s proposal in this case, however, tacks an 

additional 30 days onto the lead time for pass-through taxes, representing the additional 30 days 

AIC theoretically could hold the funds used to pay the taxes.  These post-receipt days were not 

the subject of previous Commission decisions on this issue.   

No party disputes that AIC remits the pass-through taxes to the appropriate authorities 1 

day, 4 days, and 14 days, respectively, after receiving the funds from its customers.  (See 

Ameren Ex. 12.1, p. 2; Staff Init. Br. 6; AG Init. Br. 17-18.)  Instead, Staff, the AG and CUB 

argue that AIC theoretically could remit the funds up to 30 days later than its current practice.  

(Id.)  But no party seeks to require AIC to change its current remittance practices, and no party 

claims AIC’s remittance practices are improper (they are not).  (AIC Init. Br. 12.)  Thus, AIC’s 

recommendation is the only one offered in this case that reflects the actual impact of the pass-

through taxes on AIC’s cash working capital.  For this reason, it should be adopted.   

However, if the Commission determines to adopt the adjusted, imputed pass-through tax 

lead days, AIC requests that the Commission defer the implementation of such a decision until 

AIC’s next gas rate proceeding.  This will allow AIC to undertake discussions with the taxing 

authorities regarding the timing and methods necessary to achieve the remittance schedule that 

would likely result from the recommendations of Staff, the AG, and CUB.  If the taxing 

authorities are amenable to such changes, AIC will be required to modify existing information 

systems to implement the changes.  

C. Recommended Rate Base 

(See AIC Init. Br. 13.) 

III. OPERATING REVENUES AND EXPENSES 

A. Resolved Issues 
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1. Outside Professional Services  

2. Uncollectible Accounts Expense for Rider GUA  

3. Lobbying Expense  

4. Adjustment to Office Supplies Expense  

5. Payments to Surviving Spouse of IP Employee  

6. Industry Dues Expense  

B. Contested Issues 

1. Pension/OPEB Expense - Employee Benefits Adjustment  

As AIC explained in its initial brief, in the interest of narrowing issues in this case, AIC 

has reflected the Pension/OPEB adjustment recommended by Staff and AG/CUB in its revenue 

requirement, along with the three cost increases that AIC identified above—interest expense, 

SVT costs and the Enterprise Asset Management and Mobile Work Management systems costs.  

(AIC Init. Br. 18; Ameren Ex. 31.0 (Stafford Sur.), p. 4.)  Staff, in its brief, does not address 

AIC’s surrebuttal adjustment to reflect the pension/OPEB and other cost items.  (Staff Init. Br. 

10-11.)  However, Staff states that although “[w]hether the Company has discovered other 

significant changes in forecasted costs is irrelevant…the Company was free to include additional 

adjustments in its rebuttal testimony.”  (Id. at 10.)  Thus, Staff appears to accept in concept 

AIC’s proposed treatment of these expenses.  (AIC notes that Staff does take issue with the 

amount of the increase in Enterprise Asset Management and Mobile Work Management systems 

costs; this is addressed in Section III (B)(11) infra.) 

AIC is, however, nevertheless compelled to address Staff’s argument that “The 

Commission’s test year rules, however, apply only to a utility being allowed or required to file an 

update of its schedules and workpapers…The rule does not limit or restrict the Commission’s 

ability to consider adjustments based on information gathered during discovery.”  (Staff Init. Br. 
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10.)  Staff’s argument is legally incorrect.  

To begin with, Staff’s position that the update rules apply only to the utility would lead to 

the absurd result that Staff or any intervenor could propose adjustments based on “information 

gathered during discovery” at any time in the case, but the utility could only make such 

adjustments in accordance with Section 287.30 of the Commission’s rules, 83 Ill. Admin. Code 

287.30, and no later than 150 days before the end of the case.  But Staff also misreads the update 

rules.  If there is evidence of a significant and material change—whether identified through 

discovery or otherwise—the ALJ, not the utility, must act to require or allow the update.  No 

update was required or allowed by the ALJs in this proceeding.  (Ameren Exs. 16.0 (2d Rev.) 

(Nelson Reb.), p. 5; 30.0 (Nelson Sur.), p. 4.)  Therefore, Staff’s adjustment cannot be reflected 

as Staff proposes.   

Section 287.30(a) provides: 

During the suspension period, the assigned Administrative Law 
Judge may require or allow the utility to update its schedules and 
workpapers, if a utility has proposed a future test year, according 
to the schedule established in the proceeding when evidence has 
been introduced that a significant and material change affecting 
the revenue requirement as defined in subsection (c) of this Section 
has occurred.  In establishing this schedule, the Administrative 
Law Judge shall consider the timing and scope of the updated 
filing.  A utility shall not be allowed or required to submit more 
than one updated filing, or to submit an updated filing during the 
final 150 days of the resuspension period. 

83. Ill. Admin. Code § 287.30(a) (emphasis added).  Section 287.30(c) identifies examples of 

“significant and material changes” as “1) Contractual obligations; 2) Revenue requirements; 3) 

Additions or losses of customers served; and 4) Governmental requirements or levies, such as tax 

rates or environmental requirements.”  83. Ill. Admin. Code § 287.30(a).  The February 2013 

Pension and OPEB Expense Forecast is a significant and material change that affects AIC’s 

revenue requirement.  Evidence of it was introduced, by Staff and the AG.  At this point, the 
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ALJs could require or allow an update.  The ALJs did neither.  Staff or the AG could have 

requested that an update be required.  They did not. 

The rule places the ALJ in a gatekeeper role where there are significant and material 

changes to the forecast.  The reason for this is to avoid exactly what Staff proposes—adjustments 

to singled out cost items without consideration of any interrelated changes to the forecast and 

revenue requirement.  This in turn is appropriate due to the rule against single-issue ratemaking.  

“The prohibition against single-issue ratemaking requires that, in a general base rate proceeding, 

the Commission must examine all elements of the revenue requirement formula to determine the 

interaction and overall impact any change will have on the utility's revenue requirement...”  

Citizens Util. Bd. v. Ill. Commerce Comm'n, 166 Ill. 2d 111, 137-138 (1995).  The rule guards 

against  “considering changes in isolation, thereby ignoring potentially offsetting considerations 

and risking understatement or overstatement of the overall revenue requirement.”  People ex rel. 

Madigan v. Ill. Commerce Comm'n, 2013 IL App (2d) 120243, *26 (2013).  

Staff acknowledges that an update “would necessarily entail a fresh look at all the 

elements of the revenue requirement for the forecasted test year, not one or two expense items” 

and so “if an actual update had occurred, it is likely that while some elements of the test year 

forecast would increase, others would just as likely decrease.”  This is exactly the point: some 

things (pension/OPEB) are decreasing, others (interest expense, SVT costs and the Enterprise 

Asset Management and Mobile Work Management systems costs) are increasing.  But Staff’s 

interpretation of the update rule would open the door to a mish mash of single item adjustments 

for material forecast changes, by the utility, Staff or the interveners, made at any time, and made 

in isolation and without consideration of interrelated changes.  AIC’s reflection of the February 

2013 Pension and OPEB Expense Forecast expense amount and other increasing costs, including 
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the related change to interest expense, account for, as Staff says, those “elements of the test year 

forecast would increase” and those “others [that] would just as likely decrease.”  

Both the AG and CUB recognize AIC’s surrebuttal adjustment as discussed above.  AG 

takes no position on the three cost increases AIC reflected.  CUB does not expressly address 

them.  Based on the positions of the parties, AIC recommends that the Commission reflect the 

Pension/OPEB cost adjustment along with the three cost increases that AIC identified above as 

shown in AIC’s surrebuttal and initial brief revenue requirements. 

2. Non-Union Wages 

AIC and Staff agree the level of forecasted non-union wages for the test year should be 

based on actual levels of non-union wage increases AIC has experienced.  (Staff Init. Br. 11; 

AIC Init. Br. 18-22.)  The issue is, as Staff puts it, what is “a more reasonable amount.”  (Staff 

Init. Br. 11.)  Both parties rely on the increase AIC has experienced in 2013.  The distinction lies 

on whether the Commission should use a partial year of data, as Staff recommends, or a full year 

of data, as AIC recommends.  Staff recommends the Commission uses a rate reflective of the 

increase in non-union wages AIC experienced for only seven months of 2013 (3.69%).  (Staff 

Init. Br. 11.)  AIC, in contrast, recommends the Commission uses a rate reflective of the overall 

increase AIC expects to experience over 12 months in 2013 (3.93%).2  (AIC Init. Br. 19.)   

The record shows total 2013 non-union wages will continue to rise after July 2013, as 

employee promotions, reclassifications and “Other” salary adjustments occur during the 

remainder of the year.  (AIC Init. Br. 21.)  This means the overall increase in 2013 non-union 

                                                
2 CUB, who did not have a witness testify on this issue, recommends the Commission use Staff’s rebuttal rate 
(3.59%).  CUB also touts the non-union wage average presented in Staff’s direct, which, as AIC explained, 
improperly included an outlier year (the 2010 wage freeze) and did not rely on AIC specific data.  An accurate 
average increase using AIC-specific data and excluding the 2010 outlier year is 3.94%, as AIC presented on rebuttal.  
Given Staff now recommends a rate of 3.69%, CUB’s recommendation should be rejected as outdated and 
unsupported.   



 18 

wages undoubtedly will be above Staff’s recommended rate.  The full .10 increase (from 3.59% 

to 3.69%) that occurred just between June and July is evidence the change for the remainder of 

the year will be more than “minimal.”  (Id. at 20.)  The question is not whether the rate will 

increase above 3.69%; the question is how much will it increase.  AIC’s recommended rate 

(3.93%) reflects a reasonable estimate of the increase in wages is likely to experience for the 

remainder of 2013.  (Id. at 19.)  This rate also is consistent with the average rate (3.94%) AIC 

experienced from 2007-2012, excluding the 2012 wage freeze year.  (Id. at 22.)  Staff’s proposal 

does not take into account the increases likely to happen for the remainder of 2013.  AIC’s 

proposal, however, does just that.  The Commission should accept AIC’s percentage as a 

reasonable and more accurate representation of the test year increase in forecasted non-union 

wages.   

3. Forecasted Labor Expenses   

Like the shepherd boy in the fable who repeatedly cried wolf, the claims of the AG and 

CUB in this docket concerning AIC’s forecasted labor expense are neither convincing nor 

credible.  CUB asserts AIC “did not provide specific supporting justification” for the incremental 

gas-only positions included in the test year forecast.  (CUB Init. Br. 8.)  The AG alleges there 

was a “gross failure” by AIC to document its incremental staffing needs at a detailed level.  (AG 

Init. Br. 26.)  Similar perfunctory statements are sprinkled throughout their briefs.  And they are 

nothing short of wrong.  No matter how many times they say AIC failed to support the need for 

the incremental gas-only employees in the forecast, all the evidence still proves them incorrect.  

AIC’s discovery responses—including responses submitted before AG/CUB witness Mr. 

Brosch even proposed his adjustment—and AIC’s rebuttal and surrebuttal testimony identified 

the status and need for incremental gas-only positions still unfilled.  (AIC Init. Br. 23-26.)  In the 

face of this detailed support, the AG and CUB stubbornly continue to propose the Commission 
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disallow approximately 50% of labor and benefits expense associated with the 87 incremental 

gas-only positions that were unfilled as of the end of February 2013.  Staff has rejected Mr. 

Brosch’s labor adjustment because he failed to identify any incremental gas-only position with 

an unnecessary activity.  (Staff Init. Br. 12.)  The Commission should follow suit.  Absent 

specific objections with supporting evidence that certain incremental gas-only positions are 

imprudent, a general disallowance to labor and benefits expense is arbitrary and unsupported.  

The AG attempts to shore up its claims through the cross-examination of Staff witness 

Mr. Kahle.  (AG Init. Br. 23-24.)  But again the record—no matter how much the AG tries to 

massage it—doesn’t support the AG’s principal claim that AIC did not support its forecasted 

gas-only staffing.  Mr. Kahle believed AIC “did supply a large volume of information”—

information that he did not expect to be as “nice and tidy,” as Mr. Brosch may have wanted.  (Tr. 

424:4-5–425:15-21.)  Granted, the AG asked Mr. Kahle whether he personally received 

workpapers in support of AIC’s forecasted gas-only staffing.  (Tr. 420.)  But Mr. Kahle admitted 

he “didn’t attempt to do the same analysis” Mr. Brosch did; he was relying on Mr. Brosch’s 

testimony.  (Tr. 424:6-8.)  Indeed, for other forecasted costs Mr. Kahle did review, he did not 

have any issues with the data he received and did not feel the data was lacking.  (Tr. 435.)  What 

Mr. Kahle did review concerning AIC’s forecasted gas-only staffing was Mr. Brosch’s 

testimony.  And based on that review, Mr. Kahle did not accept any of the labor adjustments Mr. 

Brosch proposed on direct.  (Tr. 428.)  Nor did Mr. Kahle’s position change after his review of 

Mr. Brosch’s rebuttal and AIC’s surrebuttal.  (Tr. 431; AIC Cross Ex. 3.) 

The AG also tries to shore up its claim with new analysis presented for the first time in 

brief on the summary staffing schedules attached to AIC’s surrebuttal testimony.  (AG Init. Br. 

24-25.)  This Hail Mary pass attempt likewise fails.  For starters, the information presented on 



 20 

Ameren Exhibits 36.2 and 36.3 was presented in discovery and in rebuttal testimony much 

earlier in the proceeding.  For example, Ameren Exhibit 36.3, which concerns the 21 gas-only 

positions to be filled in 2014, was adapted from AG 12.03 Attach 4, a workpaper AIC provided 

in discovery on May 29, 2013.  (Ameren Ex. 22.3.)  In addition, Ameren Exhibit 36.2, which 

concerns the gas-only positions to be filled in 2013 that were open as of the end of June 2013, 

was adapted from information included in AG 13.01 Attach 1 and AG 13.02 Attach 2, 

workpapers AIC provided in discovery on May 30, 2013.  (Ameren Ex. 22.5, pp. 1-10.)  But the 

AG never challenged—or submitted follow-up questions on—the reasons for positions in the 

workpapers.   

Regardless of the timing of the AG’s new analysis on brief however, the AG’s criticisms 

don’t hold water.  For example, the AG complains the 24 journeyman/apprentice positions listed 

in Ameren Exhibit 36.2 “were not credibly justified.”  (AG Init. Br. 24.)  The surrebuttal 

testimony of Mr. Colyer, AIC’s Senior Direct for Gas Operations and Services, however, 

indicated the positions were “replacement, due to attrition, of union represented journeyman 

positions within the existing workforce.”  (Ameren Ex. 36.0 (Colyer Sur.), p. 12:244-245.)  

These union represented positions are “essential for performing the core functions of 

construction, operation, and maintenance of the gas system as well as the critical functions of 

emergency response during the day and after normal working hours.”  (Id., p. 12:246-248.)  Mr. 

Colyer also indicated the employees filling these positions would begin a 27-36 month 

apprenticeship program, during which they would work under the direct oversight of a qualified 

journeyman.  (Ameren Ex. 36.0, p. 12.)  It cannot be credibly suggested AIC has not adequately 

indicated the need and roles these “replacement” apprentices will play in the 2014 test year and 

beyond.  The AG apparently would prefer AIC not replace apprentices that have gone on to fill 
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other positions, which would have a long-term debilitating effect on the effectiveness of AIC’s 

workforce.  The AG’s suggestion AIC also has not justified the need for a supervisor to train 

these apprentices is similarly not credible. 

The AG also complains AIC has not justified the need for another supervisor under Gas 

Operations Support to supervise gas storage activities.  (AG Init. Br. 24.)  This complaint typifies 

the AG’s ignorance of the record and the discovery AIC provided during the initial phase of this 

proceeding.  In AIC’s response to AG 13.04 (included in AG 13.02 Attach 1), AIC indicated: 

With a large percentage of new inexperienced operators across 
many of the storage fields, the additional supervisory resources are 
necessary due to the additional time, commitment and oversight 
that is necessary to ensure the training, development, knowledge 
transfer and performance evaluation of the new personnel is 
completed.  The additional supervisory resources are also needed 
to oversee the additional project work forecasted at the storage 
fields, compared to previous years, including but not limited to 
additional pigging activities, Sulfatreat cleanouts, integrity 
management projects, training requirements, operator qualification 
requirements, individual well measurement projects, and corrosion 
monitoring activities. 

(Ameren Ex. 22.5, p. 9.)  This response to AG 13.04 was submitted on May 30, 2013, and then 

attached to AIC’s rebuttal testimony.  In addition, this response cross-references a response to a 

related Staff data request, ENG 3.01 Attach_Gas Storage, which explained the forecasted 

increase in Gas Storage Account 814 – Operations, Supervision, and Engineering.  (Ameren Ex. 

22.2, p. 3.)  AIC’s response to ENG 3.01 on Account 814 was submitted on March 15, 2013.  

Yet, today, 203 days later, after rounds of data responses, testimony and now finally briefing, the 

AG and CUB continue to claim AIC has not identified the need for this supervisory position.    

AIC provided similar information for the six supervisors needed for ICS – Illinois 

Construction Services the AG now specifically questions.  (AG Init. Br. 24-25.)  In its response 

to AG 13.13 (included in AG 13.01 Attach 1), provided on May 30, 2013, two weeks before the 
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AG filed direct, AIC indicated the “additional 6 new positions are for inspecting gas construction 

work performed by contractors.”  (Ameren Ex. 22.5, p. 4.)  The response indicated the positions 

“are being added in anticipation of the capital expenditures forecasted in 2014 and subsequent 

years.”  (Id.)  For the six engineering and three record management positions for 2014 the AG 

also now questions, (AG Init. Br. 25-26), AIC identified the need for these positions on May 29, 

2013 in AG 12.03 Attach 4 and again on May 30, 2013 in AG 13.01 Attach 2.  (Ameren Ex. 

22.3, pp. 3-4; Ameren Ex. 22.5, pp. 8, 9.)  The response to AG 13.01 Attach 2 indicated: 

 Between 2103 and 2014, three additional positions are forecasted 
for 0G8 for records and data management related to transmission 
and distribution MAOP records, data and records and integrity 
controls, and records development.  The positions are necessary to 
complete additional work to improve data accuracy and integrity 
management records and confirm to new standards of having 
traceable, verifiable and complete data and records on transmission 
pipelines.”   

(Ameren Ex. 22.5, p. 9.)  The six additional engineers for Gas Tech Engineering were identified 

as necessary “to support additional design and engineering associated capital expenditures 

planned in 2014 and in future years,” including the additional testing and inspections AIC 

expects will be required under the anticipated new federal regulations on transmission pipelines.  

Yet, many hours have since been spent compiling discovery responses, testimony and additional 

schedules to respond to the AG’s general labor expense adjustment.  These facts buttress Staff’s 

claim that AG/CUB’s general 50% disallowance should be rejected for its expert’s failure to 

identify any forecasted positions with an unnecessary activity.  For when the AG finally got 

around to questioning the need for specific positions in its initial brief, the AG’s analysis at the 

eleventh hour pointed out the very evidence its own expert has been ignoring for months. 

The AG also cites a litany of data responses on pages 22-23 of its initial brief that 

purportedly support its claim of a lack of documentation for the proposed increase in positions.  
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But nowhere is mentioned AIC’s responses to ENG 3.01, AG 9.04, AG 12.03 and AG 13.01-

13.16—the very responses that provided that claimed missing support.  Indeed, the AG’s initial 

brief makes no mention at all of the timing and content of those data responses.  These responses 

were provided to AG’s expert in advance of the AG’s direct testimony.  The responses are there 

and undermine AG/CUB’s labor expense adjustment. 

The AG’s initial brief also makes noise about the “infirmity” in AIC’s test year 

projections caused by the AG’s claim of inadequate supporting workpapers.  (AG Init. Br. 6.)  

This complaint has been debunked, as AIC’s painstaking review of the discovery responses 

provided Mr. Brosch indicated he had everything he needed: detailed schedules that identified 

the need for every incremental gas-only positions and a detailed workpaper (AG 9.03 Attach).  

As indicated in AIC’s surrebuttal testimony and confirmed in its initial brief, AIC has committed 

to providing similar information in future filings.  The AG would like the Commission to order 

AIC to retain “copies of all forecast calculations and documentation that are relied upon to 

support each individually material cost and headcount input to the test year forecast.”  (AG Init. 

Br. 10.)  As AIC indicated in surrebuttal testimony, the AG’s recommendation is broad, open-

ended and subjective as to what and when documents would need to be retained.  (Ameren Ex. 

32.0 (Rev.) (Getz Sur.), p. 13.)  Expense already has been incurred unnecessarily in opposing 

AG’s labor adjustment.  To now ask AIC to incur the added, unspecified expense that would be 

required to retain every electronic document, email and piece of paper on future forecasted costs 

is not justified.  Staff does not take issue with AIC’s commitments to provide certain information 

and workpapers in conjunction with its direct filings in subsequent gas delivery rate proceedings 

in which AIC uses a fully forecasted future test year.  (Staff Init. Br. 12-13.)  Neither should the 

Commission. 
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For the reasons provided in AIC’s initial brief and reply brief, the Commission should not 

adopt AG/CUB’s proposed general 50% disallowance to forecasted labor and benefits expense, 

and should also not order the AG’s broad and open-ended document retention request. 

4. Forecasted Non-Labor Expenses  

In their initial briefs, the AG and CUB continue to recommend the Commission adopt the 

six discrete adjustments to distribution non-labor expense proposed by their witness Mr. Brosch 

in his rebuttal testimony.  (AG Init. Br. 27-33; CUB Init. Br. 10-11.)  Staff adopts Mr. Brosch’s 

rebuttal adjustment for Corrosion Control, but fails to offer an independent critique of either his 

opinions or the evidence AIC submitted in support of its forecasted spending.  (Staff Init. Br. 13.)  

All parties agree the six gas distribution activities are prudent and some amount of incremental 

non-labor expense is justified.  The question is how much incremental non-labor expense is a 

reasonable amount.  As demonstrated by the substantial weight of the record evidence submitted 

in this proceeding, and as discussed in detail in the initial brief, AIC’s projected non-labor 

expenses for the six test year activities contested by AG/CUB are reasonable in amount.  Staff 

declines to adopt five of Mr. Brosch’s six adjustments.  The Commission should decline to adopt 

all six.   

Of the parties briefing this issue, only AIC and the AG discuss the actual evidence 

underlying Mr. Brosch’s and AIC’s dueling projections.  A thorough revisiting of the evidence 

discussed in AIC’s initial brief is not necessary here.  However, a brief summary of the parties’ 

divergent positions on the reasonableness of the cost projections for these activities is beneficial:  

• Distribution Leak Repairs: The AG accepts a greater level of distribution leak 
repairs (over historical levels) is required.  (AG Init. Br. 28.)  The AG also 
accepts AIC’s estimated per-repair costs.  (Id.)  The difference lies in the volume 
of repairs.  AIC’s projected expense will enable it to keep pace with the number 
of new leaks identified each year and also resolve, over time, the backlog of 
already open leaks.  (AIC Init. Br. 34-35.)  AG’s reduction ($287,500), in 
contrast, would not provide enough funding to address the existing backlog.  (Id.) 
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• High Pressure Distribution (HPD Right-of-Way (ROW):  The largest single non-
labor adjustment proposed by the AG is the $600,000 reduction in projected 
spending for HPD ROW clearing of wooded areas ($1.2 million).  (AG Init. Br. 
29.)  The test year amount is based on AIC’s commitment to clear and maintain 
ROWs over 75 miles of wooded areas around HPD pipelines over the next ten 
years.  (AIC Init. Br. 35-36.)  The projection was based on an average clearing 
cost per mile using 2009 and 2010 cost data.  (Id. at 36.)  This average clearing 
cost is significantly less than the average costs per mile seen in 2007 and 2008.  
(Id. at 37.)  The AG’s projection, however, is based solely on costs in 2010, which 
was a year in which the average clearing cost per mile was substantially less.  
(AG Init. Br. 29.)  It is not appropriate to use one year of cost data – the lowest 
year – and ignore three years of data where costs were considerably higher.  On 
brief, AG attempts to now dispute the reasonableness of the number of miles AIC 
intends to clear per year.  (Id. at 29-30.)  AIC’s clear intent, however, is to clear 
75 miles per year, as part of this incremental spending initiative.  (Tr. 161.)   

• Sewer Cross Bores Inspections: The AG accepts 91% of the projected non-labor 
expense for this distribution activity.  (AG Init. Br. 30.)   But the AG’s reduction 
($50,000), though modest, is still arbitrary and would not support the average 
number of service inspections planned for 2014 (AIC Init. Br. 37.)  Given the 
additional inspections planned for 2014, AIC’s projection is reasonable. 

• Watch and Protect Damage Prevention: AG accepts the volume of work AIC 
anticipates under the expansion of its Watch and Protect program. (AG Init. Br. 
31.)  The variance between AIC’s projected cost and AG’s reduction ($250,000) 
is a function of the parties’ disagreement over the estimated per-unit cost per 
transaction.  (Id.)  The most recent contractor data from 2013, as discussed in AIC 
surrebuttal testimony, (Ameren Ex. 36.0 (Colyer Reb.), pp. 22-23), supports 
AIC’s projected per-unit cost per transaction as reasonable.  (AIC Init. Br. 38.) 

• Corrosion Control Painting: The difference between AIC’s forecasted amount and 
AG’s reduction ($300,000) is the amount of expense AIC budgeted for painting 
group 2 larger facilities (e.g., regulator stations and industrial metering facilities).  
(AG Init. Br. 32; AIC Init. Br. 39.)  Though Staff adopts Mr. Brosch’s adjustment, 
Staff does not offer any additional opinions in support.  AIC concedes there is an 
identified backlog of facilities that require painting.  (AIC Init. Br. 39.)  AIC’s 
forecasted amount, however, is intended to ensure sufficient funding to reduce 
that backlog over a 10-year period.  (Id. at 40.)  This also will result in cyclical 
painting of group 2 facilities that reduce long-term maintenance costs. (Id.) 

• JULIE Locate Requests: The AG proposes the Commission give AIC 95% of its 
requested ask for this non-labor distribution activity. (AG Init. Br. 32-33.)  The 
remaining 5% or $160,000 is minimal relative to the overall cost for this activity.  
(AIC Init. Br. 40-41.)  The potential also remains that a change in the currently 
assumed and conservative cost and volume projections will cause actual expense 
for this activity to be above projected levels.  (Id.)  Given the minimal variance, it 
is not appropriate to make a one-off reduction to one distribution expense.  (Id.)   



 26 

The AG and CUB initial briefs also take several “pot shots” at AIC that require a reply.  

The AG claims the “test year forecast was not supported by any workpaper documentation.”  

(AG Init. Br. 27.)  But as illustrated by the bulleted lists of discovery responses on pages 29 and 

33 of AIC’s initial brief, AIC provided copious “workpapers” in support its forecasted non-labor 

expenses.  CUB cites it own expert witness for AIC’s supposed admission that “it did not create 

or retain workpapers for many of its forecast inputs.”  (CUB Init. Br. 10.)  Again, the record says 

differently, based on the enormous volume of information AIC provided in response to Mr. 

Brosch’s discovery requests.  CUB also claims “[t]housands of non-labor expense inputs have 

not, and apparently cannot, be critically reviewed.”  (Id.)  That simply isn’t true.  As explained 

on pages 29-30 of AIC’s initial brief, AIC produced an Excel workpaper (AG 9.03 Attach) that 

contained 2013 and 2014 forecasted gas O&M data from the budget system, along with 2011 and 

2012 actual gas O&M data by FERC account and Resource Management Center (RMC).  In the 

opinion of AIC witness Mr. Michael Getz, that workpaper—the same type of workpaper AIC 

commits to provide in future filings—would have the obvious starting point for an outside expert 

to conduct an “independent audit” of AIC’s forecasted expenses.  (Tr. 109-110.)  No follow-up 

discovery requests, however, was sent to AIC on any of the costs included in AG 9.03 Attach. 

As noted in AIC’s initial brief, the effect of an order adopting the adjustments proposed 

by AG/CUB witness Mr. Brosch is a reduction in funding for planned activities that will improve 

and strengthen the reliability and integrity of AIC’s gas facilities.  Whether the discussion is 

about distribution leak repairs, HPD ROW clearing, cross bores inspections, Watch and Protect 

stand-bys, corrosion control painting, or JULIE locate requests, AG/CUB agree some amount of 

incremental spending is needed for all six of these distribution activities.  The substantial weight 

of the evidence in the record, however, supports AIC’s projected amounts as reasonable. 
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5. Rate Case Expense  

Staff agrees estimated costs are inherently inaccurate: “As with any estimated costs, 

while actual amounts of certain components may turn out to be more than projected, other actual 

amounts may turn out to be less than projected and vice versa.”  (Staff Init. Br. 15.)  Yet Staff 

has only proposed its adjustment, to disallow a portion of its estimated cost for rebuttal 

consultants, if the expense components are less than expected, at least as of the date of Staff’s 

rebuttal filing.  (Id. at 14.)  Staff’s position is asymmetrical and unfair.  As in Docket 11-0767, 

the Commission should reject it.   

Staff argues “no support” was provided for the amount remaining after AIC’s estimated 

cost for the consultant it identified as of Staff’s rebuttal filing.  (Staff Init. Br. 14.)  Staff’s 

position apparently is premised on its assumption that support equal invoices.  But the 

Commission recently recognized that, in addition to invoices and other documentation, data 

request responses and explanations for estimations of rate case costs in testimony provide further 

support for the reasonableness of the expense.  Ill.-Am. Water Co., Docket 09-319, Order on 

Remand, pp. 17, 19-20 (May 15, 2013).  As it explained in brief, in this proceeding, AIC 

submitted substantial record evidence—in the form of testimony and data request responses—

supporting its estimated rebuttal consultant expense.  (AIC Init. Br. 42-43.)  The Commission did 

not require actual invoices when it rejected Staff’s similar adjustment to the utility’s rebuttal 

consultant expense in Docket 11-0767.  Ill.-Am. Water Co., Docket 11-0767, Order, p. 53 (Sept. 

19, 2012.)  It should not require them here. 

Finally, Staff notes that AIC’s $2.733 million actual rate case expense in its last gas rate 

is less than the estimated amount in that case.  But that is not a valid comparison, as the $2.733 

million is based on half the cost of two combined cases, not a standalone case.  Moreover, Staff 

misses the point.  AIC’s estimated expense in this case—$2.413 million—is less than the prior 
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case amount.  This confirms the reasonableness of the total current estimate.  (Ameren Ex. 37.11, 

p. 1.)  

The Commission should find AIC’s projected rate case expense of $2.413 million just 

and reasonable, based on AIC’s substantial record evidence and for the reasons articulated by 

AIC in brief, and it should specifically and expressly find the total expense AIC projects it will 

incur to compensate outside attorneys and technical experts to prepare and litigate this rate case 

just and reasonable pursuant to Section 9-229 of the Act.  220 ILCS 5/9-229. 

6. Charitable Contributions  

All parties agree the Commission must consider whether AIC’s forecasted “donations … 

for the public welfare or for charitable scientific, religious or educational purposes” are 

“reasonable in amount.”  220 ILCS 5/9-227.  But the Commission also must develop expenses 

and revenues representative of the period in which rates to be determined in this proceeding will 

be effective.  (AIC Init. Br. 45.)  The question is what facts the Commission should rely upon to 

determine a representative amount that is reasonable.  Staff and the AG/CUB propose the 

Commission escalate lower, recent contribution spending (2010-2012), without considering the 

context in which the prior spending was made.  AIC, in contrast, proposes the Commission 

actually consider why spending in 2010-2012 was lower than in prior years.  AIC also proposes 

the Commission consider an array of other facts: the higher spending in 2007-2009, the amount 

of contributions AIC is currently recovering in rates, the amount of contributions other gas 

utilities in Illinois are recovering in rates, and AIC’s commitment to make contributions in 2014 

in excess of amounts made in 2010-2012.  The substantial weight of the evidence demonstrates 

AIC’s forecasted contribution spending is a representative, reasonable amount. 

AIC’s forecasted 2014 contributions are higher than the amounts AIC spent in 2010, 

2011 or 2012.  That is undisputed.  Actual contributions in those years were less than budgeted 



 29 

amounts.  That also is undisputed.  What is disputed amongst the parties is what weight, if any, 

to give AIC’s prior spending in those years.  The difference between AIC’s position, and the 

positions touted by Staff and AG/CUB, is AIC believes the Commission should not determine 

projected expenses in a future test year by simply applying an inflation factor to historical 

amounts in a vacuum.  AIC has explained the financial and operational reasons that caused its 

actual contribution spending to dip in 2010 and again in 2011, before going back up in 2012.  

(AIC Init. Br. 47.)  These factors—the recent recession, prior rate recovery, lower than expected 

revenues and the transition to new leadership in the new operating company—temporarily 

curtailed AIC’s discretionary spending on this expense and disrupted the pattern of higher 

contributions that had occurred in 2007-2009.  (Id.)  The Commission, in AIC’s last gas rate 

case, recognized the “economic climate” is relevant when judging a reasonable amount of 

contributions to include in rates.  Ameren Illinois Co., Docket 11-0282, Order, p. 10.  Staff 

agrees “economic climate” is a factor in reviewing a utility’s actual spending on discretionary 

items.  (Ameren Ex. 21.0 (Rev.) (Kennedy Reb.), p. 10.)  But neither Staff nor AG/CUB give 

any consideration to the economic factors that caused AIC’s contribution spending to be lower in 

2010-2012 than in prior years.  Staff and AG/CUB wax poetically that AIC has not explained 

why the Commission should approve a level of contributions materially higher than what AIC 

spent in 2011 and 2012.  But the record shows AIC has done just that.  Staff and AG/CUB just 

choose to sweep this evidence to this side.  The Commission should not follow their lead. 

In its initial brief, “Staff disagrees with AIC’s suggestion that its history of contribution 

prior 2010 should carry more weight than its more current contributions.”  (Staff Init. Br. 18 

(emphasis added).)  This begs the question what weight Staff gave AIC’s spending in 2007-2009.  

The answer is none.  And that absence speaks volumes about the reasonableness of Staff’s 
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adjustment.  Staff’s initial brief goes on to state, “Because the facts in this case show that AIC 

donated more in some prior years does not mean Staff is ignoring those years.”  (Id.)  But that is 

exactly what Staff is doing.  Staff’s normalization only uses spending from 2010-2012, thereby 

giving weight only to the three years with the lowest spending, and ignoring entirely the much 

higher spending that occurred in 2007-2009.  (AIC Init. Br. 47.)  And the only excuse Staff can 

muster is that pre-merger spending is somehow not relevant.  (Staff Init. Br. 18.)  That is not 

credible.  For starters, Staff uses 2010 data, which contains three financial quarters of pre-merger 

data.  More importantly, Staff offers no explanation why the AIC merger was a watershed 

moment that permanently lowered spending.  AIC’s service territory has not diminished in size.  

And the customers and communities in need of contributions have not decreased in number.   

The AG claims AIC argues “past historical amounts spent are not relevant” and continues 

“to discount the importance of AIC’s historical contribution levels.”  (AG Init. Br. 34, 35.)  That 

is not at all the case.  AIC’s testimony and initial brief stress repeatedly the Commission should 

consider AIC’s historical spending in 2007-2009 and weigh AIC’s historical spending in 2010-

2012 based on the economic climate at the time.  (Id. at 47, 50.)  That is far from saying to the 

Commission that historical spending is not relevant.  To its credit, AG/CUB has not exacerbated 

the unreasonableness of its proposal by including 2010 and 2011 spending in a normalized 

amount, as Staff has.  But AG/CUB still has not adequately defended the use of 2012 historical 

spending as a baseline for recovery, while ignoring every other fact in the record.3   

Staff claims AIC advocates the Commission employ a “formulaic approach” by stressing 

the inconsistency between Staff’s methodology in this case and the methodology Staff 

                                                
3 Although CUB filed a separate initial brief, which, in part, addressed this contested issue, CUB and the AG jointly 
sponsored the same witness (Mr. Brosch) on this issue, propose the same adjustments and make the same arguments.  
For the sake of brevity and efficiency, AIC will not be addressing separately duplicative arguments and adjustments 
made in CUB’s initial brief. 
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recommended and the Commission approved in AIC’s last gas rate case.  (Staff Init. Br. 19.)  

Staff’s criticisms, however, miss the relevance of the Commission’s prior decision.  First, the 

Commission accepted Staff’s proposal to reduce AIC’s requested contributions based on the then 

current economic climate.  Yet, Staff in this case outright refuses to consider the impact the 

economic climate had on AIC’s contributions in 2010-2012.  In other words, Staff has no 

problem arguing a poor economy justifies a lower recovered amount, but when the economy 

improves and AIC wants to increase contributions, that fact seemingly isn’t relevant.  Second, 

had Staff recommended the same methodology in AIC’s last gas rate case that it champions now, 

AIC would be recovering a higher amount of contributions in gas delivery rates that it is even 

proposing in this case, because of the higher spending in 2007-2009.  (AIC Init. Br. 46.)  But 

now, when spending has gone down in recent years, Staff trots out a new approach intended to 

lower the amount of contributions even below the level approved in Docket 11-0282.  Lastly, as 

pointed out, AIC adjusted its contribution budget based on the amount of contributions the 

Commission deemed reasonable in AIC’s last future test year case.  (Id.)  But Staff and AG/CUB 

now claim that amount can no longer be a touchstone for reasonableness.  For these reasons, AIC 

continues to contend that the Commission’s decision in Docket 11-0282 is a relevant factor.  

Staff and AG/CUB, however, would rather have the Commission discount it. 

Staff also claims AIC urges the Commission to place the “greatest emphasis” on AIC’s 

commitment to continue to make contributions above spending in 2010, 2011 and even 2012.  

(Staff Init. Br. 20.)  AIC is not asking the Commission to do that.  AIC is asking the Commission 

to consider that commitment, along with a number of other factors, when determining a 

reasonable amount on contributions to include in rates.  (AIC Init. Br. 47-48.)  Staff’s and 

AG/CUB’s approaches, on the other hand, places no emphasis on AIC’s commitment to increase 
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contribution spending.  Their approaches also fail to give any consideration—and their briefs fail 

to even give any mention—to the Commission’s recent decision in June 2013 to approve double 

the amount of contributions per customer for the North Shore and Peoples utilities in Docket 

Nos. 12-0511/0512 (cons.).  Although the records and the utilities in these dockets may differ, 

the statute the Commission must enforce (Section 9-227) is the same.  The Commission cannot 

arbitrarily establish different amounts of “reasonable” contributions for similarly situated gas 

utilities.   

This is a rate case to recover AIC’s future forecasted costs, not its prior historical costs, 

adjusted for inflation.  Recent actual spending can be used as a point of comparison to judge the 

reasonableness of future budgeted expense, but it is only one point of comparison.  And in this 

case, the record shows it is a poorly chosen point of comparison.  The aptness of the comparison 

depends on whether the historical amounts are representative of the amount AIC expects to 

spend in the future period.  In this case, they are not.  There are reasons AIC’s spending was 

down in 2010-2012.  Those cannot be ignored.  There are other factors that serve as benchmarks 

for a reasonable amount.  Those also cannot be ignored.  For the reasons stated here and in AIC’s 

initial brief, the Commission should not adopt either Staff or AG/CUB’s adjustments. 

7. Forecasted Advertising Expenses 

 Much ink has been spilt in the initial briefs of Staff, the AG and CUB concerning the 

“excessive” and “unreasonably inflated” forecasted test year advertising expenses.  (AG Init. Br. 

38; CUB Init. Br. 13; Staff Init. Br. 22.)  But no party’s brief disputes the reasonableness and 

prudence of the specific, incremental gas-only advertising initiatives AIC has planned for the test 

year.  Indeed, no party’s brief even mentions these activities.  AIC described and quantified the 

seven gas-only advertising activities for which AIC intends to incur incremental and necessary 

spending in 2014.  (AIC Init. Br. 54-55.)  Staff bluntly claims AIC’s projected spending for 2014 
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is “unreasonably high,” without addressing these specific activities.  (Staff Init. Br. 21.)  The 

briefs of the AG and CUB incredibly claim the opposite, namely that AIC has submitted “ no 

detailed advertising programs or spending plans for 2014” and has “failed to provide any 

itemization for its 2014 advertising forecast.”  (CUB Init. Br. 13; AG Init. Br. 40.)  Whether in 

ignorance or disregard of the evidence in the record, these assertions are wholly unsupported.   

Staff continues to claim AIC’s advertising budget is “highly subject to Company 

management’s discretion” and “often fluctuating unpredictably.”  (Staff Init. Br. 22.)  But Staff’s 

“smoking gun”—the deferred spending that occurred in the 4th quarter of 2012—has already 

been debunked as irrelevant to the prudence and reasonableness of 2014 forecasted spending.  

(AIC Init. Br. 56.)  Staff claims AIC attempts to justify the deferred expenses in 2012 as 

“prudent decision,” and it absolutely was.  (Staff Init. Br. 22.)  This begs the question what Staff 

expected AIC to do.  Should AIC have moved forward with planned media buys, even though 

the limited air time was expensive because of the 2012 elections?  Should AIC have continued to 

incur outside vendor expenses, as it transitioned to a new agency of record?  This also begs the 

question whether Staff would have considered those expenses prudent when calculating a 

normalized expense in this case, had AIC went ahead with all of the planned 2012 spending.   

Staff claims these 2012 events were “foreseeable” to AIC.  (Staff Init. Br. 22.)  Even if 

that fact were true—and there is not a shred of evidence in the record to support Staff’s new and 

unsupported opinion presented for the first time on brief—it would make no difference to 

determining a reasonable and representative amount of test year expense.  There is no basis in 

the record to conclude AIC will take similar actions in 2014 to curtail its actual spending.  

Indeed, the opposite is true.  Gas-allocated spending in Account 909 was already $149,000 

higher over the first six months of 2013 than the first six months of 2012.  (AIC Init. Br. 56.)  
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And the specific gas-only advertising AIC intends to implement in 2014 – none of these new, 

incremental expenses were included in budgeted spending for 2012.  (Id. at 57.)  Staff’s flawed 

argument underscores the fundamental problem with basing projected future test year expenses 

entirely on an inflated, normalized amount: it fails to take into account the very activities and 

planned spending that caused the utility to choose a forecasted test year in the first place.  

As for the alternative adjustment much ballyhooed by AG/CUB witness Mr. Brosch, it 

suffers from the same fatal flaw as Staff’s proposal—no weight is given to AIC’s stated planned 

incremental activities.  Indeed, the AG’s and CUB’s “proxy” proposal is entirely based upon the 

falsehood that AIC did not provide a detailed, itemized list of incremental spending initiatives.  

(CUB Init. Br. 13; AG Init. Br. 40.)  An adjustment built upon a false premise is, by its very 

nature, arbitrary and capricious.  Moreover, as the evidence shows, Mr. Brosch’s approach 

improperly uses 2011 advertising amounts charged to AIC’s electric operations and disallowed 

in AIC’s last electric formula rate case as the basis for his adjustment to AIC’s gas advertising.  

(AIC Init. Br. 56.)  Not only does this approach fail to account for planned gas-only activities, it 

fails to use the gas-allocated amounts that correspond to the 2011 disallowed electric expenses. 

The Commission has held, “in general, projected expenses in a future test year should not 

be determined simply by application of an inflation factor to historical figures; other information, 

such as contracts and known future events, should also be considered.”  Commonwealth Edison 

Co., Order. Docket 83-0537, 61 P.U.R.4th 1, 1984 Ill. PUC LEXIS 19, *46 (1984).  Nearly 30 

years later, in this future test year proceeding, that same proposition rings true.  Neither 

adjustment proposed by Staff and AG/CUB considers the specific gas-only incremental 

advertising spending planned for 2014.  And as a result, neither adjustment can be adopted. 

8. Sponsorship Expense  

Staff, AG/CUB and AIC all propose an adjustment to forecasted sponsorship expenses.  
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But only AIC has proposed an adjustment that is consistent with the Commission’s guidance in 

Docket 12-0293 and Docket 12-0511/0512 (cons.).  The recipient and amounts for the individual 

2012 sponsorships have been identified.  The educational advertising messages, if applicable, 

have been identified.  The charitable and public welfare purposes of the sponsored event, activity 

or cause have been identified.  And the value of the tangible benefits received by AIC employees 

has been quantified and removed from the cost of the sponsorship.  The adjustments proposed by 

Staff and AG/CUB fail to give any weight to AIC’s analysis or the Commission’s most recent 

decision.  AIC’s adjustment to forecasted sponsorship expenses should be adopted. 

As outlined in AIC’s initial brief, Staff’s testimony, schedules and appendices have 

provided little in the way of an explanation of the basis for Staff’s proposal to disallow additional 

sponsorship expense.  (AIC Init. Br. 61-62.)  Staff’s supplemental direct testimony contained one 

sentence disclosing an “updated” adjustment.  (Id. at 61.)  Staff’s rebuttal testimony contained 14 

lines disclosing Staff’s standards.  (Id. at 62.)  Staff’s initial brief follows suit in its brevity.  

There is one sentence embedded in Staff’s Forecasted Advertising Expenses that states, “Staff 

found no evidence that these sponsorships were either necessary for the provision of utility 

service or beneficial to ratepayers.”  (Staff Init. Br. 21.)  That’s it.  Still absent is any indication 

how Staff picked or applied these standards to disallow each component of its additional 

adjustment to sponsorship expense.  Simply and bluntly stating an expense was not “necessary” 

or “beneficial” isn’t sufficient. There has to be analysis that identifies Staff’s specific objections 

to each expense.  And there just isn’t. 

The AG and CUB continue to peddle their adjustment to forecasted sponsorship expense 

based on Mr. Brosch’s analysis of the Commission’s Order in Docket 12-0293.  (AG Init. Br. 41-

44; CUB Init. Br. 14-15.)  The faults with Mr. Brosch’s analysis are well documented.  It 
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ignores: (i) the most recent data available and produced in this case (2012 sponsorship expenses); 

(ii) the analysis AIC conducted to identify the educational and public welfare benefits associated 

with each sponsorship and to remove the value of tangible benefits received from 2012 costs; 

(iii) the Commission’s Order in Dockets 12-0511/0512 (cons.) approving the recovery of 

sponsorships that were charitable and public welfare in nature; and (iv) the fact that a majority of 

the expense disallowed from Account 930.1 in Docket 12-0293 was related to the Commission’s 

determination there was a lack of documentary support.  (AIC Init. Br. 66.)  The AG and CUB 

initial briefs fail to address these deficiencies in Mr. Brosch’s analysis.  And they fail to offer a 

credible reason why the Commission should not rely on 2012 data for this adjustment, when their 

own expert relies upon 2012 data to make an adjustment for charitable contributions and Staff is 

proposing other adjustments in this case based on the most recent available cost data from 2012. 

The gas-allocated portion of tangible benefits AIC employees received in 2012 from 

sponsorships recipients has been removed from the revenue requirement.  The remainder of the 

2012 gas-allocated sponsorship expenses should be recovered in delivery rates.  The evidence 

submitted shows the sponsorship costs provided AIC with cost-effective opportunities to reach 

customers with educational messages, or otherwise provided financial support, for a charitable or 

public welfare purpose, to local communities and organizations.  Staff and AG/CUB fail to 

support their larger disallowance with convincing, specific reasons why additional amounts of 

sponsorship expense are not recoverable.  The sponsorship expenses (less tangible benefits 

received) are reasonable in amount, prudently incurred, of value to ratepayers, and recoverable. 

9. Credit Card Expenses 

Staff, and now CUB, propose to disallow approximately $12,000 of AIC employees’ 

credit card charges from the revenue requirement.  (ICC Staff Ex. 9.0, Sch. 9.01; Ex. 13.0, Sch. 

13.06; CUB Init. Br. 15-16.)  As indicated in AIC’s initial brief, AIC disputes this disallowance 
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because each contested expense identified by Staff has been shown to be just and reasonable, 

based on the evidence AIC submitted demonstrating the legitimate, work-related justification for 

each expense.  (AIC Init. Br. 66-71.)  Staff’s reasoning for this disallowance remains based upon 

ill conceived, changing “rationales” or “considerations”, which have never been properly and 

fully analyzed.  The result is a series of unfounded and unspecified conclusions that cannot 

provide the adequate basis to adopt Staff’s adjustment.4    

While all parties agree that the Act requires AIC’s expenses to be “just and reasonable,” 

220 ILCS 5/9-101, the parties disagree on whether AIC’s employee credit card expenses satisfy 

this standard.  Throughout its testimony, AIC has demonstrated that each employee credit card 

expense complies with the Act and the Commission’s Order in Docket 12-0293 by proving that 

each expense was a prudently incurred, legitimate business expense, reasonably related to 

delivery services.  (Ameren Exs. 28.0 (Rev.) (Voiles Supp. Reb.), pp. 10-13; 41.0 (Voiles Sur.), 

p. 12; Ameren Init. Br. 66-71.)  AIC Exhibit 28.1 provides an explanation for each and every 

expense and groups those expenses by type.  (Ameren Ex. 28.1.)  Additionally, AIC has 

explained how each of these listed expenses is reasonably related to delivery services and 

benefits its ratepayers.  (Ameren Exs. 28.0 (Rev.), pp. 10-13; 41.0, pp. 12, 18-19; Ameren Init. 

Br. 66-71.)  Included in these ratepayer benefits are preparing employees to provide ratepayer 

service during storms, ensuring the safety of employees and ratepayers through safety meetings, 

providing efficient ratepayer service in an increasingly digital world, and allowing AIC to recruit 

and retain a knowledgeable staff to better serve its ratepayers.  Id.  Importantly, neither Staff nor 

any other party, has challenged any of these business justifications or the fact that these expenses 

benefit ratepayers.  Thus AIC has clearly shown how each of its employee credit card expenses 
                                                
4 CUB’s initial brief simply adopts Staff’s conclusion that the expenses are not just and reasonable without 
independent analysis, therefore this reply brief focuses on Staff reasoning for its conclusion. 
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is “just and reasonable.” 

 While Staff concluded that AIC’s credit card expenses were not “just and reasonable,” 

the basis for its conclusion is completely unsubstantiated.  Without citation to precedent, Staff 

bases its proposed disallowance on the fact that the expenses are of a certain “type” of expense 

or they fail one or more of Staff’s threefold “rationales.”  (ICC Staff Ex. 9.0, pp. 3-4.)  In 

rebuttal, Staff expanded the list to five “rationales.”  (ICC Staff Ex. 13.0, p.15, Attachment B.)  

Now in its brief, Staff is back to three considerations.  (Staff Init. Br. 23-24.)  Regardless of the 

title, Staff’s rationales or considerations are not required by the Act or the Commission’s Order 

in Docket 12-0293.  

The three “considerations” are listed in Staff’s initial brief as: “1) Whether the charge 

was necessary for the provision of utility service and thus, a reasonable expense to be recovered 

from ratepayers; 2) Whether the charge provided benefits to ratepayers and not employees . . . 

and 3) Whether the charge would be a usual expense in a for-profit business . . . but not a usual 

expense that should be funded by ratepayers.” (Id.)  

The first consideration incorrectly manipulates the “reasonable” standard set forth in the 

language of the 12-0293 Order regarding the recoverability of credit card expenses.  This Order’s 

language requires that credit expenses must be “reasonably related to the provisioning of 

delivery services.”  Ameren Ill. Co., Docket 12-0293, Order, p. 67.  It does not say “necessary for 

the provisioning of delivery services.”  These two are very different standards of review and are 

not synonyms of one another. 

The second consideration, again without citation to precedent, seems to require that if 

even if the expense may benefit ratepayers, it cannot also benefit employees, even if only in a de 

minimus amount.  Staff does not explain how it came up with this requirement, or why an 
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expense cannot benefit both employees and ratepayers.  Nonetheless, neither the Act nor the 

Order in Docket 12-0293 require an exclusive ratepayer benefit as prerequisite to recovery.  

The third consideration, that the expense would be usual in for-profit business, but not 

usual for a utility, was mentioned in Staff supplemental direct testimony, but was conspicuously 

absent from Staff’s rebuttal testimony, and has now resurfaced in Staff’s Initial Brief.  (ICC Staff 

Ex. 9.0, p. 4; Staff Init. Br. 23-24.)  While the Commission’s Order in Docket 12-0293 does 

mention this “consideration,” it is not a separate basis for disallowance, but aids the utility in 

defining what is a “reasonable” utility expense.  Ameren Ill. Co., Docket 12-0293, Order, p. 69.  

AIC has shown that its expenses are reasonable for a utility, by demonstrating the legitimacy of 

the expense and the ratepayer benefit.  Notably, for this “consideration” Staff did not specifically 

identify any individual expense that was improper for a utility, and completely failed to mention 

this standard in its rebuttal testimony or its Attachment B.  (ICC Staff Ex. 13.0, Attachment B.) 

Even if Staff’s rationales were required for expense recovery, Staff failed to apply any of 

these rationales or considerations.  Although Staff did not dispute AIC’s business justifications 

or ratepayer benefits, it concluded that the expenses should be disallowed without explaining 

how it used its considerations or why any of the expenses are not justified.  Thus, not only did 

Staff create these ill-conceived “considerations,” but the record is completely lacking in how 

Staff applied each of these considerations to each of the disallowed expenses.  There is 

absolutely no analysis explaining the relative weight of each of its considerations, or an 

explanation of why an expense is unreasonable, why the expense does not benefit ratepayers, or 

why AIC’s business justifications are insufficient.  Staff simply lists the “broad” categories 

disallowed.  (Staff Init. Br. 24-25.)  Even Staff’s brief qualifies its conclusion, stating “to the 

extent the contested charges are not just and reasonable for the provision of delivery services in 
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the context of the types of expenses that should be recovered from ratepayers by a regulated 

monopoly business, those costs fall outside Section 9-101 and should be disallowed.”  (Id. at 24.)  

While AIC has shown how its expenses are just and reasonable, Staff never explained how its 

“considerations” or “rationales” prove that the expenses are not “just and reasonable.”  Staff 

simply quoted the Act and the Order in Docket 12-0293, without any analysis connecting its 

considerations, earlier labeled rationales, to the “just and reasonable” standard.  Therefore Staff 

has failed to provide any evidentiary support for its disallowance of AIC’s employee credit card 

expenses.    

Perhaps because Staff was unable to support its reasoning for these proposed 

disallowances, Staff decided to confuse this issue in its brief by bringing up irrelevant questions 

that do not concern the prudence and reasonableness of any of the disputed expenses.  

Inexplicably, Staff ends the credit card section of its brief by attacking the credibility and 

personal knowledge of AIC witness Ms. Voiles.  The questions range from Ms. Voiles’ 

knowledge of the number of AIC employees with corporate credit cards versus cards, to the fact 

that she not sponsor the data requests response concerning AIC’s corporate credit card policies, 

to the number of supervisors who approve charges, to monthly maximum limit of corporate 

credit cards, to the accounts where corporate credit card charges end up.   (Id. at 26.)  Many of 

the questions posed were outside the scope of Ms. Voiles testimony, and for good reason: they 

don’t speak to the prudence and reasonableness of the individual expenses.  None of the answers 

to any of these questions would help the Commission determine whether the challenged 

individual expenses are “just and reasonable.”  For example, whether 100% or 10% of the 1,500 

employees have an Ameren credit card, whether there are 200, 400 or 600 managers approving 

those charges, or whether the credit cards carry credit limits of $1000 or $6000, does not help to 
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determine whether the cell-phone expense, the work-related meals, floral expenses are properly 

recoverable.  Not only is this not “essential knowledge” as Staff concluded, it is completely 

irrelevant in this proceeding.  (Id. at 26.)  The seven bullet points simply confuse the issue before 

the Commission in this proceeding, and may be more properly included in Docket 13-0075, 

where the Commission is considering credit card process related issues, rather than individual 

expenses. 

Focusing instead on the issue at hand, application of the correct legal standard leads to 

only one conclusion; the AIC employee credit expenses are properly recoverable.  No party has 

challenged the prudence and reasonableness of the specific disputed charges or the fact that the 

charges benefit ratepayers.  Staff’s adjustment should not be adopted. 

10. Non-Residential Revenues Adjustment  

In the initial brief of the Citizens Utility Board (CUB), CUB states that “[t]he best 

measure of the Company's likely 2014 industrial and transportation sales is the Company's most 

recent actual experience.”  (CUB Init. Br. 16.)  AIC agrees that recent sales performance can be 

telling in evaluating future sales expectations.  But this holds true for all financial reporting 

categories.  Not just Industrial and Transportation.  In this respect, CUB's argument is but 

another attempt to “cherry pick” certain sales comparisons from the broader available spectrum.  

(See AIC Init. Br. 72 (citing Ameren Ex. 38.0 (Rev.), p. 3:59-61).)  CUB argues that AG/CUB 

witness Mr. Effron did not “overlook” the Commercial and Public Authority financial reporting 

categories, but rather that he reviewed the related revenues and deemed them to be reasonable 

expectations for the future test year.  (See CUB Init. Br. 16-17.)  The AG offers a similar 
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explanation.5  (AG Init. Br. 48.)  However, Mr. Effron's failure to expressly incorporate the 

“most recent actual experience” of the Commercial and Public Authority financial reporting 

categories appears to be inconsistent with his approach to his Transportation and Industrial 

adjustments.    

 In their initial briefs the AG and CUB also latch on to a discussion contained in the 

rebuttal testimony of AIC witness Ms. Karen Althoff in which she criticizes Mr. Effron’s use of 

“broad customer segments” as opposed to the actual GDS customer rate classifications presented 

in AIC’s Schedule E-5.  In advancing this argument, it is apparent that both CUB and the AG 

misunderstand Ms. Althoff’s argument, as well as the distinction and interplay between customer 

GDS rate classifications and the general ledger financial reporting categories used in Mr. 

Effron’s analysis. 

In particular, CUB and the AG complain about the AIC's inability to provide 

“commercial transportation volumes.” (See AG Init. Br. 49; see also CUB Init. Br. 17.)  This 

notion appears to be predicated on the belief that the Company’s general ledger breaks out 

Transportation sales (i.e. those to Rider T customers) into Commercial and Industrial 

subcategories.  That is not the case.  (See AG Cross Ex. 4, p. 15 (“AIC's general ledger does not 

classify Transportation (as recorded in FERC Account 489) volumes and base-rate revenues as 

commercial or industrial)”.)  Although AIC initially inadvertently mislabeled several DR 

responses on this subject, those responses have been corrected and were offered into the record.  

(See AG Cross Ex. 4R, pp. 14-15 (AIC's Third Revised Response to AG 4.12).)     

The purpose of the discussion contained in Ms. Althoff's rebuttal testimony was to 

                                                
5 While AIC and CUB present this discussion in the section labeled as III(B)(10) - "Non-Residential Revenues 
Adjustment," the related discussion is found at Section III(L) – "Recommended Operating Income/Revenue 
Requirement" of the AG's Initial Brief and Section III(B)(12) – "Other Operating Revenues" of Staff's Initial Brief.  
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highlight that financial reporting classifications are not mutually exclusive in respect to customer 

GDS classes.  For example, some GDS-3 customers, which are generally referred to as 

“Commercial” customers, could generate “Commercial” financial reporting revenues, while 

other GDS-3 “Commercial” customers could generate “Industrial” or “Transportation” financial 

reporting revenues depending on whether they are on system (Rider S) or transport (Rider T) 

service.  (See Ameren Ex. 24.0, (Althoff Reb.) p. 12:229-56.)  This argument is further supported 

by Ameren Exhibit 24.1, which contains an analysis juxtaposing GDS class revenues against the 

financial reporting categories comprising the general ledger entries.  To the extent CUB and the 

AG are interested in how “Commercial” or “Industrial” contribute to the revenues contained in 

the general ledger categories, that information is presented in Ameren Ex. 24.1.   

Again, this is important because only by examining all of the financial reporting 

categories do you capture the “big picture” in respect to non-residential, base rate revenue 

expectations.  This is the level of granularity presented in the billing determinants contained in 

the Company's Schedule E-5, which are supported by Staff.                     

As explained in AIC’s initial brief, an analysis conducted by Ms. Althoff comparing all 

non-residential base rate revenues received during the twelve months ended June 2013 to those 

forecasted during the future test year (and citing the same sources relied upon by Mr. Effron) 

yielded a revenue variance of 0.8% on annual non-residential revenues in excess of $90 million.  

(See AIC Init. Br. 7.)  Ms. Althoff's analysis properly focuses on the forest—not just the trees—

and is supported by Staff.  Although CUB argues that the certain decreases forecasted by the 

Company are not taking place (see CUB Init. Br. 16), Staff does not harbor similar concerns.  To 

the contrary, Staff supports AIC’s analysis, which demonstrates that the test year billing 

determinants reflected on Company Schedule E-5 “do not reflect the declines in therms sales 
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about which Mr. Effron expressed concerns based on his review of other schedules.”  (ICC Staff 

Ex. 15.0, p. 30:569-573.)   

In addition, as Staff points out in its initial brief, Mr. Effron does not provide evidence in 

support of the mechanism technically necessary to implement his revenue “adjustment.”  

Specifically, as Staff states “if an adjustment were warranted, the appropriate adjustment would 

be to the billing determinants used to calculate rates rather than to the revenues to be recovered.”  

(Staff Init. Br. 29 (internal citation omitted).)  “An adjustment to the revenues, as Mr. Effron 

proposes, would not change the total test year revenue requirement to be recovered.”  (Id.)  Mr. 

Effron has offered no adjustment to billing determinants.  

In sum, Mr. Effron is the lone outlier on this issue.  As bluntly stated by Staff in its initial 

brief, “[t]he Commission should reject Mr. Effron‘s proposed adjustment to the Company‘s 2014 

test year sales and operating revenues.”  (Staff Init. Br. 29.) 

11. Software Rental Revenues  

AIC will install and operate two software systems during the 2014 test year: the 

Enterprise Asset Management System (EAMS), and the Mobile Work Management System 

(MWMS).  Beginning in 2015, AIC will receive rental revenues from Ameren Missouri for its 

use of the two systems.  (Ameren Ex. 17.0 (Rev.) (Stafford Reb.), p. 24.)  No party has 

challenged the need for the software systems.  However, Staff and the AG have proposed 

adjustments to the revenue requirement that offset a portion of the costs incurred in 2014. 

As discussed in AIC’s initial brief, Staff has proposed to recognize approximately 

$358,000 of amortization expense for the systems in the 2014 test year.  (AIC Init. Br. 75.)  In 

order to narrow the scope of the issues in this case, AIC has agreed to accept this adjustment.  

(Id.)  The AG proposes a different adjustment, which would reduce operating expense by 

$451,000.  (Id.)  The AG’s adjustment was derived by allocating 13.55% of the software-related 
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expense for 2014 to Ameren Missouri.  (Id.)  Staff’s approach is better suited to the purposes at 

hand, because, unlike the AG’s proposed adjustment, it appropriately considers the fact that less 

than 50% of the expenses for the software will be incurred in the test year.  (Id. at 75-76.)   

Staff proposes a second adjustment to remove approximately $491,000 in operations and 

maintenance (O&M) expense associated with the software systems from the revenue 

requirement.  Staff contends this adjustment is necessary because AIC has failed to adequately 

support the expense, and otherwise has included the amount as an improper update “merely as an 

attempt . . . to offset Staff and Intervener reductions to the revenue requirement.”  (Staff Init. Br. 

28.)  Staff’s position should be rejected.   

First, AIC appropriately reflected the increase in EAMS and MWMS expense in 

conjunction with accepting Staff and AG/CUB’s adjustment to pension/OPEB expense, for the 

reasons explained in Section III (B)(1) supra. 

Next, AIC demonstrated that the increased costs were budgeted costs for training and 

contingency related to the EAMS and MWMS.  AIC explained in response to a data request 

issued by Staff witness Ms. Pearce in April 2013 that its initial software O&M cost projection 

did not include “budgeted O&M dollars for training and contingency.”  (ICC Staff Ex. 4.0, p. 5 

(quoting AIC’s response to data request BAP 1.05).)  Ms. Pearce actually recommended that 

these training and contingency costs be included in her direct testimony adjustment.  (Id.)  Mr. 

Stafford then noted in his rebuttal testimony that AIC expected to incur an additional $491,000 in 

expenses related to the software systems than it had originally projected—the training and 

contingency costs.  (Ameren Ex. 17.0 (Rev.), p. 26.)   

Thus, although Staff takes issue with this amount for the first time in its initial brief, Staff 

knew about the costs on direct and AIC had quantified them in rebuttal testimony, when 
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proposing that they be reflected if the pension/OPEB adjustment was adopted.  Staff’s claim that 

AIC included these expenses in its proposed revenue requirement “at the surrebuttal phase of 

testimony, thus precluding any review of [their] prudence or reasonableness”  (Staff Init. Br. 27, 

28) is therefore misleading—Staff had the opportunity to conduct discovery on the costs, address 

them in rebuttal testimony, and cross examine Mr. Stafford on them.  And Staff did conduct 

discovery on the costs as indicated. Thus, Staff’s claim that a “review of the prudence or 

reasonableness” was precluded is not supported. 

Staff also claims that “no rationale and no calculations” were provided to support the 

$491,000 in O&M expense.  But an exhibit to Mr. Stafford’s rebuttal testimony clearly notes that 

the projected expenses had increased by $491,000.  (Ameren Ex. 17.8.)   Staff did not take issue 

with the increase in O&M expense in its rebuttal testimony.  (See ICC Staff Ex. 4.0, pp. 4-5.)  

AIC provided additional information regarding the increased O&M expenses in its surrebuttal 

testimony, including a breakdown of the expense by account and rate zone.  (Ameren Ex. 31.5.) 

As AIC provided record support of its increased EAMS and MWMS expenses, Staff’s 

adjustment should not be approved.  (See, e.g. Ameren Exs. 17.0, p. 26; 17.8; 31.5.)   

C. Recommended Operating Income / Revenue Requirement 

(See AIC Init. Br. 76.) 

IV. COST OF CAPITAL AND RATE OF RETURN 

A. Resolved Issues 

1. Remaining CWIP accruing AFUDC Adjustments  

2. Preferred Stock Balance 

3. Embedded Cost of Preferred Stock 
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B. Contested Issues 

1. Short-Term Debt Balance  

Based on AIC’s record evidence and for the reasons explained in its initial brief, the 

Commission should approve the rate increase requested by AIC over that advocated by Staff and 

Intervenors, and, consequently, AIC’s test year short-term debt balance.   

2. Long-Term Debt Balance 

For the first time in brief, Staff asserts a new basis for its recommendation to disallow a 

majority of the cost AIC prudently incurred in 2012 to refinance certain long-term debt.  Staff 

claims: “in Staff’s view, the recoverability of the 9.75% bond redemption costs is directly related 

to how the proceeds from the 2.7% bonds are assigned.”  (Staff Init. Br. 38-39 (emphasis 

added).)  Staff then summarily states, “AIC chose to assign $50 million of the 2.7% bond 

proceeds to eliminate the $50 million cost of debt the Commission imputed to neutralize the 

effect of that imprudently issued debt on AIC’s embedded cost of debt.”  (Id. at 39.)  However, 

there is no record basis for this argument; no witness testified as to how the proceeds were 

“assigned” and Staff provides no record cite for its statement.  (Id.)  If this was Staff’s “view,” it 

should have asserted it in testimony.  It did not.  Accordingly, AIC has had no opportunity to 

respond or to present evidence demonstrating the manner in which it “assigned” the proceeds 

from the 2.7% bonds.  Nevertheless, there is no record evidence to support Staff’s (new) 

position.  For example, there simply is no evidence in this proceeding that AIC applied the $87.1 

million of 9.75% bonds (that it redeemed in 2012 as part of an economically favorable and 

therefore prudent refinancing transaction) to other than the $350 million of 9.75% bonds for 

which the Commission approved full recovery.  See Ameren Ill. Co., Docket 11-0282, Order, pp. 

70, 76. 

Perhaps Staff raises its new, unsupported “assignment” argument for the first time in 
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brief because it lacks record evidence to counter AIC’s position that Staff’s proposal is grossly 

disproportionate.  As AIC explained in testimony and brief, the Commission’s Docket 11-0282 

Order approved all but 3% of the total cost of the 9.75% debt.  (Ameren Ex. 19.0 (2d Rev.) 

(Martin Reb.), pp. 6-7; AIC Init. Br. 82-83.)  Staff, however, recommends that the Commission 

disallow 100% of the cost AIC incurred to redeem the first $50 million of the $87.1 million 

9.75% bonds it redeemed in 2012.  (Id.)  Staff’s proposal has an annual revenue requirement 

impact of approximately $1 million, and thus would unduly punish AIC for a refinancing 

transaction that Staff concedes was not imprudent.  (Ameren Ex. 19.0 (2d Rev.), pp. 3-4.)  

Because, as explained, that transaction was prudent (AIC Init. Br. 81-82), the Commission 

should not disallow any of the cost AIC incurred to accomplish it.   

Regardless, the Order in which AIC “assigned” the proceeds of its 2012 bond redemption 

is beside the point.  The point is that the transaction was prudent and reflects AIC management’s 

prudent judgment.  It resulted in positive net present value economics on a matched-maturity 

basis, reduced AIC’s average cost of debt, and extended the average duration of its long-term 

debt portfolio.  (Id. at 82.)  The 2012 combined transaction was financially sound, and Staff does 

not (and cannot) suggest otherwise.  Further, AIC as a consolidated entity required the $50 

million of 9.75% long-term debt the Commission adjusted in prior dockets in its capital structure, 

and it would have redeemed the debt in 2012 at a lower interest rate despite that prior adjustment 

because that is the prudent thing to do.  (Id. at 81-82.)  If the Commission adopts Staff’s position 

in this case and disallows any of the cost actually incurred by AIC in connection with that 

prudent transaction, it will penalize AIC for its prudency, and it could discourage AIC or other 

Illinois utilities from undertaking debt refinancing transactions that ultimately benefit both the 

Company and its customers. 
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3. Common Equity Balance  

a. Purchase Accounting/Goodwill 

Response to Staff 

In brief, Staff proposes to subtract an additional $105,536,599 in income statement 

purchase accounting adjustments, which flowed through to retained earnings.  (Staff Init. Br. 34.)  

Staff claims, as its basis for this recommendation, that in Docket 04-0294 the Commission 

ordered AIC to reverse purchase accounting adjustments associated with the acquisition of IP for 

ratemaking purposes.  (Id.)  More specifically, Staff asserts: (1) that AIC admits that it never 

reversed the net income-related purchase accounting adjustments for ratemaking purposes, nor 

did Illinois Power and (2) “the Company’s Account 114 balance does not include $105.5 million 

of net income-related purchase accounting adjustments, which flowed through retained 

earnings.”  (Id.)  

Staff’s adjustment should be rejected, as it has been by the Commission in two dockets 

before, because income statement purchase accounting adjustments which flowed through to 

retained earnings have been eliminated through dividends, so that Staff’s proposal does not fully 

eliminate the effects of purchase accounting.  As detailed in AIC’s initial brief: 

• The Commission has rejected Staff proposals on this same issue in AIC’s 
initial formula rate case, Docket 12-0001, as well as in the last AIC gas rate 
case, Docket 11-0282.  (AIC Init. Br. 86-88.);  

• AIC has reversed all net income related purchase accounting for ratemaking 
purposes by removing the effects of purchase accounting from the income 
statement balances of revenues and expenses and eliminating the derivative 
effects of purchase accounting related retained earnings from the retained 
earnings balance through the payment of dividends.  (AIC Init. Br. 89-91); 
and 

• Staff’s adjustment contravenes the Commission’s Order in Docket 04-0294 
because it does not remove all purchase accounting associated with the 
acquisitions at issue.  (AIC Init. Br. 91.) 
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Staff continues to argue that (notwithstanding the adjustment to common equity to reflect 

the balance sheet adjustments collapsed in Account 114), AIC has not reversed $105 million of 

net income related purchase accounting adjustments for ratemaking purposes.  (Staff Init. Br. 34-

35.)  But in fact, as AIC explained in its initial brief, AIC has removed the effects of purchase 

accounting from the income statement balances of revenues and expenses in this case, including 

adjustments made to Account 926 to remove purchase accounting.  (Ameren Ex. 31.0 (Stafford 

Sur.), p. 23.)  AIC has also eliminated the derivative effects of purchase accounting related 

retained earnings from the retained earnings balance in this and past rate proceedings.  (Id., pp. 

23-27.)  In summary, net income related to purchase accounting is no longer retained by AIC, as 

the balance recorded to retained earnings has been paid out in common dividends, consistent 

with the Commission’s finding in Docket 12-0001.  Thus, Staff’s proposed adjustment to the 

common equity balance for net income purchase accounting is not appropriate. 

Staff claims as the basis for its position that AIC “admitted” that it never reversed the 

effects of net income related to purchase accounting for ratemaking purposes.  (Staff Init. Br. 34-

35, citing ICC Staff Ex. 14.0C, Att. A.)  However, Staff mischaracterizes the referenced RMP 

4.01 Response.  To begin with, the question asked, “Has Ameren subsequently reversed or 

written-off the $63.7 million for financial reporting purposes in any financial reports…” not 

ratemaking purposes (ICC Staff Ex. 9.0, Attach. A (emphasis added).)  The response goes on to 

explain (as also explained above) that the retained earnings adjustment was effectively 

eliminated through the payment of common dividends.  While a ratemaking retained earnings 

adjustment was made in Docket 07-0585 (cons.), none has been made since because the balance 

of purchase accounting related retained earnings has been $0, due to payment of dividends, or 

negative ratemaking retained earnings adjustment balances, as discussed above.  
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Staff also suggests that AIC’s Account 114 balance does not include $105 million of net 

income-related purchase accounting adjustments that flowed through retained earnings, and this 

is contrary to the requirement of Docket 04-0294.  (ICC Staff Ex. 14.0, p. 10.)  However, there 

are two flaws in Staff’s position.  First, it conflates the requirement from Docket 04-0294 that 

AIC “reverse the effect of push down accounting for state regulatory purposes” with the 

Commission’s decision to “adopt[] the recommendation of Staff witness Ms. Pearce that the 

impact of push down accounting should be collapsed into Account 114, plant acquisition 

adjustments, for all Illinois regulatory purposes…”  Illinois Power Co., Docket 04-0294, Order, 

pp. 33-34 (Sept. 22, 2004).  The first requirement is broader, since it speaks to “effects of push 

down accounting” generally, while the second requirement refers more narrowly to Account 114.  

Staff improperly assumes that the two requirements are one and the same.  Second, Staff’s 

position is flawed because it confuses Account 114, a balance sheet account, with AIC’s income 

statement and other financial statements, which are separate and distinct.  (AIC Init. Br. 91.)  As 

a matter of accounting, these financial statements cannot be intermingled, as would have to 

happen for the $105 million of income statement purchase accounting to be reflected in Account 

114 as Staff suggests.  You cannot, as a matter of accounting, collapse income statement 

balances into a balance sheet account, as Staff proposes. 

Response to IIEC 

IIEC argues that it is irrelevant that there are purchase accounting adjustments recorded 

before the test year, and that the amount of the test year goodwill asset should be used to reduce 

the common equity balance.  (IIEC Init. Br. 6.)  IIEC suggests that AIC has “modif[ied] test year 

accounting records to reflect pre-test year income statements.”  (Id. at 7.) 

IIEC’s position shows a misunderstanding of the application of purchase accounting to 

the test year.  Purchase accounting will be recorded in the test year.  (Ameren Ex. 31.0, p. 33.)  
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In fact, purchase accounting amortizations will continue well beyond the test year in this 

proceeding, with some adjustments extending out 30 years past the IP acquisition.  (Id.)  AIC’s 

adjustment for goodwill net of purchase accounting in the test year is a reasonable projection, 

based on the best information available.  (Id.)  The year-end 2012 balance for purchase 

accounting information is the most current actual reported information in Form 21 ILCC, and 

serves as the basis to estimate the change to account 114 for the test year, consistent with the 

method used to derive the ratemaking capital structure in Docket 11-0282 and approved by the 

Commission there.  (Id., pp. 33-34.)   

Contrary to IIEC’s position, the full test year amount of goodwill, estimated to equal the 

actual amount of goodwill at year-end 2012, has been removed from common equity.  (Ameren 

Ex. 31.0, p. 32.)  Consistent with the Commission’s Order in Docket 04-0294 and reaffirmed by 

the Commission in Dockets 11-0282 and 12-0001, AIC also reversed the effects of purchase 

accounting for ratemaking purposes and reflects in Account 114 the impacts of all push down 

accounting for all Illinois regulatory purposes.  

Docket 11-0282 was also a forecasted test year with historical purchase accounting 

adjustments used for the test year calculation.  In that Docket, the Commission entertained, and 

rejected, a proposal identical to the one made by Mr. Gorman in the instant case: 

Staff recommends removing from the common equity balance the 
balance of goodwill on AIC's books. AIC argues that Staff's 
proposal reduces the common equity balance by too much because 
a portion of the goodwill balance on its books is offset by purchase 
accounting transactions…As previously discussed, the 
Commission understands purchase accounting to be technical and 
complex.  It appears to the Commission that while easy to 
understand, Staff's recommendation on this issue is overly 
simplistic.  The Commission concludes that the record supports 
AIC's position that purchase accounting and goodwill are 
intertwined.  It is clear to the Commission that Staff's 
recommendation does not reflect this fact.  The record supports 



 53 

AIC's position that the common equity balance should be reduced 
by $350,833,351.  This adjustment reflects a netting of accounting 
adjustments against the goodwill balance which is supported by the 
record of this proceeding. Substituting this value into Staff Ex. 
24.0, Schedule 24.03 in place of the value used by Staff, 
$411,000,000, produces an average common equity balance of 
$1,889,251,000, which the Commission believes should be used 
for purposes of setting rates in this proceeding.   

Ameren Ill. Co., Docket 11-0282, Order, pp. 53-54.  IIEC’s proposal to exclude an additional 

$54.4 million from the common equity balance thus contravenes the Commission’s Order in 

Docket 11-0282.   

IIEC’s proposal also contravenes the Order in Docket 04-0294.  In that case, the 

Commission approved Ameren Corporation’s acquisition of Illinois Power, and also approved 

the accounting for all regulatory purposes that followed.  Illinois Power Co., Docket 04-0294, 

Order, pp. 33-34.  Accounting standards required that the Company “push down” any investment 

onto Illinois Power’s books, and also required that the Company adjust both assets and liabilities 

to fair market value.  See id. at 32-34.  Therefore, the Commission ordered that all purchase 

accounting be reversed for ratemaking purposes.  The Commission concluded: 

Based on the record, and subject to the Applicant’s agreement to 
reverse the effect of push down accounting for state regulatory 
purposes, the Commission concludes that IP’s proposed accounting 
entries for elimination of the Intercompany Note . . . are reasonable 
and in accordance with applicable accounting requirements, and 
should be approved.  The Commission also adopts the 
recommendation of Staff witness Ms. Pearce that the impact of 
push down accounting should be collapsed into Account 114, plant 
acquisition adjustments, for all Illinois regulatory purposes such as 
reporting in Form 21 ILCC.  
 

 Illinois Power Co., Docket 04-0294, Order, pp. 33-34. 

This regulatory accounting has been consistently followed and applied in rate cases 

subsequent to the acquisition.  (Ameren Ex. 31.0 (Stafford Sur.), pp. 22-26.)  In each rate 

proceeding since the Order issued in Docket 04-0294, including this one, the Company has 
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reversed the effects of purchase accounting collapsed into Account 114.  (Id.)  And Staff does 

not oppose subtracting $356,284,459 from the common equity balance.  (ICC Staff Ex. 4.0, p. 5.)  

IIEC’s position should be rejected here as well. 

b. Non-Utility Investment 

IIEC continues to pursue an adjustment to AIC’s common equity balance that would 

remove non-utility investments of approximately $13.8 million.  (IIEC Init. Br. 8.)  IIEC witness 

Mr. Gorman stated in direct testimony that he believed the adjustment was appropriate because 

capital supporting non-utility assets is not related to the cost of providing service.  (IIEC Ex. 1.0, 

p. 11.)  AIC challenged this assertion in rebuttal testimony, explaining that its investments in 

non-utility assets are supported by both debt and equity, in proportion to AIC’s overall mix of 

debt and equity capital.  (Ameren Ex. 17.0 (Rev.) (Stafford Reb.), p. 23.)  Because such 

investments are supported by both debt and equity, an appropriate adjustment would remove the 

debt component of investment as well as the equity component.  (Id.)  AIC further explained that 

an adjustment that removed both debt and equity components of non-utility investment would 

have no impact on AIC’s overall rate of return.  (Id.)  IIEC has yet to respond to AIC’s 

explanation—IIEC failed to present any discussion of this issue whatsoever in its rebuttal 

testimony, and its initial brief did not identify any legal rationale supporting its position.  No 

other party has made a similar recommendation.  As such, IIEC’s proposal should be rejected.  

c. Forecast Equity Infusion 

IIEC abandoned in its rebuttal filing its proposed disallowance of a $50 million equity 

infusion AIC anticipates it will receive from Ameren Corporation in the test year.  IIEC has 

revived its proposal in brief.  (IIEC Init. Br. 9.)  IIEC’s position, however, remains premised on a 

standard not applicable in this future test year proceeding—that the projected equity infusion 

inexplicably must be simultaneously “known and measureable.”  (Id.)  For the reasons stated in 
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AIC’s initial brief, that is not a basis to disallow the prudently projected equity infusion.  (AIC 

Init. Br. 94.)  IIEC also argues, “Even if [it] were to concede the known and measureable 

argument, [AIC] has still failed to support why the capital contribution is just, reasonable and 

would be prudently incurred.”  (IIEC Init. Br. 9.)  But that is not the case.  As AIC explained in 

testimony and brief, the anticipated equity infusion is based on AIC’s budgeting and financial 

planning processes and on management’s best judgment as to the balance of common equity in 

the test year.  (AIC Init. Br. 94; Ameren Ex. 19.0 (2d Rev.) (Martin Reb.), p. 18.)  While IIEC 

concludes, “The equity infusion produces an excessive common equity ratio . . .” (IIEC Init. Br. 

9), that is as far as IIEC gets.  It provides no explanation or quantitative analysis suggesting how 

the infusion produces an excessive common equity ratio (it does not) and no record support for 

its statement.  Put simply, there is none.  The Commission should approve AIC’s test year 

common equity balance (Ameren Ex. 33.1), including the projected equity infusion that balance 

reflects. 

4. Cost of Short-Term Debt, Including Credit Facility Fees  

Staff continues to argue that, but for AIC’s merchant generation affiliate, AIC’s cost of 

short-term debt might be less.  Specifically, Staff argues that the interest rate and annual fees 

currently applied to AIC’s credit facilities—which comprise entirely AIC’s balance of short-term 

debt—will decrease before the 2014 test year due to the speculation of a single credit rating 

agency that it might upgrade AIC’s credit rating upon divestiture of that affiliate.  (Staff Init. Br. 

35-37.)  The problem with Staff’s position is that there is no evidence that Staff’s crystal ball is 

accurate.  No one can predict with certainty the actions of the ratings agencies, Staff included. 

As before, Staff bases its speculation on a single publication of a sole credit reporting 

agency—the S&P March 14, 2013 Research Update—which suggests a high probability of 

upgrade following the anticipated December 2013 divestiture of Ameren Corp.’s merchant 
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generation affiliate.  (Staff Init. Br. 35-36.)  For the first time in brief, Staff takes its adjustment 

one step further.  In brief, Staff also argues Section 9-230 of the Act is a basis for its adjustment 

to AIC’s 2014 credit facility cost.  (Staff Init. Br. 36-37.)  That Section bars the Commission 

from including in a utility’s rate of return any incremental risk or increased cost of capital 

resulting from its affiliation with unregulated or nonutility companies.  220 ILCS 5/9-230.  

The S&P March 14, 2013 Research Update on which Staff relies does not justify a 

Section 9-230 adjustment to AIC’s actual 2012 capital structure.  First, as AIC explained in 

testimony and brief, reliance on a single rating agency report is too narrow to predict a future 

cost of capital.  (AIC Init. Br. 95-96.)  For example, Staff’s position ignores S&P’s Ameren 

enterprise-wide view of credit quality for AIC, and that it tends to view all Ameren affiliates as 

one, rather than as separate and several business entities.  (Ameren Ex. 19.0 (2d Rev.) (Martin 

Reb.), p. 9.)  The other credit reporting agencies do not take this enterprise-wide view.  (Id.) 

Staff’s position also is too speculative.  Staff’s notes, based on that report, that an 

upgrade from S&P is “probabl[e]” (rather than assured) and that the divestiture of Ameren 

Corp.’s merchant generation business is “expected” (rather than historical).  (Staff Init. Br. 35.)  

From this, Staff summarily concludes “S&P has clearly stated that AIC’s corporate credit rating 

absent AIC’s affiliation with merchant generation operations would be at least one notch higher, 

or BBB+.”  (Id. (emphasis added).)  S&P, however, has done no such thing.  Rather, in the very 

same report, S&P qualifies the anticipated upgrade, recognizing as risks: “‘the outcomes of 

future rate cases and our expectations for continued weak economic growth within the 

Company’s regulated service territory.’”  (Ameren Ex. 19.0 (2d Rev.), p. 9.) 

In fact, in addition to the instant rate case, also pending is AIC’s electric rate case, 

Docket 13-0301.  The deadline for Commission action in both cases is mid-December 2013, the 
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same month the divestiture is expected (but not guaranteed).6  As S&P expressly notes, those 

orders could impact any upgrade.  Further, unforeseen circumstances could delay the divestiture 

beyond December 2013, and therefore delay an upgrade, assuming one would even occur.  

Finally, there is no guarantee S&P will issue an upgrade prior to the start of the 2014 test year; 

thus, there is no guarantee any resulting reduction in credit facility fees (assuming, erroneously, 

that automatic result) will occur on January 1 of the test year.  Staff’s position is far too premised 

on speculation, and it takes too much liberty with the only report on which it relies.  The 

comments of S&P, like any ratings agency, must be viewed in their broader context; no single 

comment should be accepted as determinative.  (Ameren Ex. 19.0 (2d Rev.), p. 9.)  Nevertheless, 

Staff discusses the anticipated upgrade as if it were a foregone conclusion.  But Staff ignores it is 

just as easy to speculate as to occurrences that will drive AIC’s credit rating down as up. 

Regardless of whether Staff’s adjustment to AIC’s test year credit facilities cost is 

premised on Section 9-230, the reasons the adjustment should be rejected remain the same.  

Staff’s reliance on a singular statement in S&P’s lone report is too narrow and too speculative to 

justify any adjustment to AIC’s prudently projected test year credit facilities cost.  (AIC Init. Br. 

95.) 

5. Embedded Cost of Long-Term Debt 

In brief, Staff revives an issue previously resolved—the interest rates on the 10- and 30-

year bond issuances AIC projects for December 2013.  (Staff Init. Br. 37-38.)  Staff’s position in 

brief, however, is contrary not only to its previous compromise, but also to the record evidence.  

The Commission should reject it, and it should approve interest rates of 3.77% on the 10-year 

                                                
6 See Docket Nos. 13-0192 and 13-0301 case schedules, available at 
http://www.icc.illinois.gov/docket/CaseSchedule.aspx?no=13-0192 and 
http://www.icc.illinois.gov/docket/CaseSchedule.aspx?no=13-0301, respectively. 
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bond issuance and 4.91% on the 30-year bond issuance expected to occur in December 2013. 

In its direct filing, AIC assumed interests rates of 3.25% and 4.6%, respectively, on the 

expected 10- and 30-year debt issuances based on economic forecasts of the 10- and 30-year 

Treasury rates plus an estimated spread to Treasury payable on 10- and 30-year financings.  

(Ameren Ex. 4.0 (Martin Dir.), p. 10.)  Initially, Staff disagreed with those interest rates.  

Although Staff witness Ms. Phipps aptly acknowledged, “The most accurate indicator of a future 

interest rate is the most recent interest rate” (ICC Staff Ex. 5.0R, p. 7:128-29), in the next breath, 

she contended the applicable interest rates should be other than the most recent interest rate.  

Instead, she argued the interest rates on the projected debt issuances should be lower, based on 

speculation that S&P might upgrade AIC’s credit rating in response to the anticipated divestiture 

of Ameren Corp.’s merchant generation affiliate in December 2013 and based on the interest 

rates on the historical debt issuances of other utilities.  (Id., pp. 7-8.)   

AIC explained in rebuttal testimony why Staff was wrong.  AIC witness Mr. Ryan Martin 

demonstrated that Staff’s adjustment to the assumed interest rates was flawed because it: (1) 

contradicts prevailing indications of what the Treasury rate-driven component of new debt 

issuance costs will be in December 2013; (2) relies too heavily on a lone S&P report; (3) 

overestimates the impact of a possible rating upgrade contemplated by that report; (4) applies an 

historic interest rate from an Arkansas utility not similarly situated to AIC to estimate the coupon 

for AIC’s 10-year issuance; and (5) uses an index of utility bonds not comparable to AIC’s 

anticipated new debt issuance to estimate AIC’s coupon on its 30-year issuance.  (Ameren Ex. 

19.0 (2d Rev.), pp. 7-13.)   

Staff presented no evidence to rebut AIC’s own, which demonstrates that Staff’s position 

regarding the interest on the December 2013 debt issuance is flawed.  Instead, the whole of 
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Staff’s rebuttal evidence on the issue is the following testimony:  

Q.  Did you make any adjustments to your calculation of the 
Company’s embedded cost of long-term debt? 

A.  Yes. To reduce the number of contested issues, I am 
withdrawing my adjustment to the coupon rates for the 10-year and 
30-year bonds that AIC expects to issue during December 2013. 
That adjustment raises the embedded cost of long-term debt from 
6.22% to 6.28%, as shown on Schedule 14.02. 

(ICC Staff Ex. 14.0, p. 2:22-27 (emphasis added).)  Nevertheless, Staff contends in brief that, 

because “AIC moved the goal posts” in surrebuttal testimony, it is appropriate for Staff to revive 

this previously resolved issue.  (Staff Init. Br. 37.)  It is not.   

AIC has not “moved the goal posts.”  AIC made clear in its rebuttal filing that the 3.25% 

and 4.6% interest rates it initially calculated for the December 2013 10- and 30-year issuances 

were dated.  Mr. Martin explained, “Recent announcements by the Federal Reserve and Blue 

Chip interest rate projections indicate that we will be paying higher interest rates in December 

2013 than we originally anticipated.”  (Ameren Ex. 19.0 (2d Rev.), p. 10:225-27.)  As such, he 

explained, “forward rates in December 2013 are expected to be higher than the rates originally 

filed in this proceeding.  Interest expense associated with AIC’s two new issuances is now 

expected to be $2,075,000 greater than the interest expense contained in the 2014 budget at the 

time the case was originally filed.”  (Id., p. 11:233-36.)  He specifically identified 3.77% and 

4.91%—the rates Staff now opposes in brief—as the higher rates for the 10- and 30-year 

issuances based on current Blue Chip 2013 fourth quarter projections.  (Id., p. 10.)  If Staff, in 

reviving the issue in brief, is suggesting it lacked an opportunity to respond to those updated 

rates, it is mistaken.  AIC expressly addressed them in rebuttal, and Staff’s only response was the 

concession quoted above.  (ICC Staff Ex. 14.0, p. 2.)  Staff expressly agreed to resolve the issue 

“to reduce the number of contested issues,” and not because it agreed or disagreed substantively 
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with the interest rates AIC initially assumed.  (Id.)   

More importantly, the bases for Staff’s revived position are no different that those 

asserted in its rebuttal filing.  As explained, there is substantial, uncontroverted record evidence 

demonstrating that those bases are unsound.  (Ameren Ex. 19.0 (2d Rev.), pp. 7-13.)  And, the 

sole piece of new evidence Staff offers in support of its position supports AIC.  Staff points to 

more recent information, an August 12, 2013 report, that Staff believes shows “similarly rated” 

bond issuances have reduced interest rates.  (Staff Init. Br. 38 (citing Staff Cross Ex. 7).)  Mr. 

Martin explained at hearing, however, why it is not accurate to assume similarities between 

issuances: 

Q. And Mr. Martin from this report [Staff Cross Exhibit 7] can 
you tell if these two, the issuances that you discuss in your 
testimony are similar or different from this Commonwealth Edison 
issuance? 

A. You know, they can be similar in certain respects, they can 
be very different in other respects. The reality is when you issue 
bonds the pricing is going to be based on specific facts and 
circumstances related to a number of things. The company, the 
credit related to the company, the market, the operating 
environment in which it operates.  It's hard, it's really impossible to 
say looking at one deal exactly what the pricing is going to be on 
another. We work very closely with our group of investment 
bankers to understand how investors feel about the company credit 
and evaluating and planning for the type of spread we expect to 
pay. Based on that information again talking about company 
specific factors, also considering other market transactions those 
are also key data points for us but in terms of predicting the rate we 
believe we are going to pay we are talking to our advisors about 
Ameren Illinois specific factors and specific factors related to the 
debt that we plan to issue. 

(Tr. 411-12.)  The apples-to-apples comparison Staff wants to make cannot be made.  But Staff’s 

implication—that more recent information should be relied upon to project the interest rates on 

AIC’s December 2013 issuance, is at least accurate. 

There is another reason Staff’s revived adjustment is erroneous, apart from the fact it 
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contradicts Staff’s prior agreement and is not supported by the record evidence.  In advocating 

that the Commission approve the interest rates assumed for the December 2013 bond issuances at 

the time of AIC’s initial filing rather than the more recent rates identified by AIC in its rebuttal 

and surrebuttal filings, Staff takes a position inconsistent with its position on pension/OPEB 

expense.  Specifically, Staff proposes to reduce that expense based on an assumed higher 

discount rate reflected in a February 2013 Pension/OPEB Forecast.  (ICC Staff Ex. 2.0, pp. 17-

18.)  If a change in interest rates reduces the cost of Pension/OPEB, that same change should be 

considered reflected in the increased cost of new debt.  (Ameren Ex. 16.0 (2d. Rev.) (Stafford 

Reb.), pp. 4-6.)  To do otherwise would violate the Commission’s update rules and the rule 

against single-issue ratemaking, as discussed in Section III (B)(1) supra.  Therefore, if the 

Commission adopts Staff’s Pension/OPEB expense adjustment, thereby recognizing changes in 

interest rate forecasts, for consistency, it should carry that recognition to AIC’s debt expense.  

(Id., p. 6.)  Staff witness Ms. Phipps did not disagree with that position; she simply testified as to 

the concession quoted above.  (ICC Staff Ex. 14.0, p. 2.)  For his part, the Staff witness who 

sponsored Staff’s Pension/OPEB expense adjustment conceded: “It is logical that the 

Commission should consider additional, more recent information which could result in more 

accurately set rates.”  (ICC Staff Ex. 11.0, pp. 14-15:286-88.) 

As it relates to the cost of its long-term debt for the test year, AIC agrees.  The 

Commission should approve interest rates of 3.77% and 4.91%, respectively, for the 10- and 30-

year bond issuances AIC anticipates for December 2013 because they align with more recent 

projections of fourth quarter 2013 interest rates.  (Ameren Ex. 19.0 (2d Rev.), p. 10.)  

6. Cost of Common Equity 

AIC offered comprehensive arguments in its initial brief regarding the return on equity 

based upon the testimonial evidence.  In response to Staff and the IIEC, AIC focuses on those 
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arguments specific to key controverted issues.   

As noted in AIC's initial brief, the current context of the economy and rising interest rates 

is an important context to consider, particularly with the substantial amount of rate base 

investment that is forecast to occur.  (AIC Init. Br. 97.)  Neither Staff nor IIEC has much to say 

about this context in their briefs and both parties continue to focus on defending their respective 

methodologies.    

With regard to the methodological differences among the parties, AIC observes two key 

controverted issues: the proper growth rates used in the DCF analyses, and the market risk 

premium calculation embodied in the CAPM models.  The growth rate used in a DCF analyses is 

critical because it incorporates investor expectations with respect to prospective economic 

growth, and the market risk premium analysis is important because it formulates investors’ 

reasonable expectations regarding returns over the assumed risk free rate, which is the yield on 

long term U.S. Treasury bonds.  As noted in AIC's initial brief, the CAPM should have a 

prominent role in this case because as a methodology it is particularly adept at incorporating the 

effects of rising U.S. Treasury rates.   

Response to Issues Raised by both Staff and IIEC.  

The Importance of Changing Economic Conditions and the Rise in Interest Rates Should Not Be 
Ignored.  

The issues on which Staff and IIEC are silent are as telling as what they do argue.  As 

Staff witness Ms. Phipps acknowledged at hearing, investor expectations are a relevant 

consideration with regard to the formulation of a return on equity, and the return approved in this 

docket should be consistent with what investors would expect when they purchase other equity 

shares of comparable risk.  (Tr. 560.)  Consideration of current market conditions is relevant to 

understanding investor expectations.  AIC views current macro-economic events, the rise in 
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interest rates in particular, as an important market condition for the Commission's decision.  (See 

Ameren Exs. 5.0 (Hevert Dir.), pp. 3-6; 16.0 (2d. Rev.) (Nelson Reb.), p. 4.)  As Mr. Hevert 

explains, “[r]elying solely on a formulaic approach, without considering such recent and 

substantial market changes, would not fully capture investors' return requirements.”  (Ameren 

Ex. 20.0 (Hevert Reb.), pp. 6-8). 

Since the case was filed in January of 2013, interest rates have risen sharply.  As Mr. 

Hevert’s testimony reflects, at the time of filing direct testimony interests rates were 2.85%, but 

by the time AIC filed rebuttal testimony, interest rates had risen substantially to 3.2% and then 

climbed even higher to 3.59% by the time surrebuttal testimony was filed.  (Ameren Exs. 5.0, p. 

6; 34.0 (Rev.) (Hevert Sur.), p. 57.)  However, the rise in interest rates is not specifically 

addressed by either IIEC or Staff.  But, as Staff's own initial brief acknowledges, in response to 

Mr. Hevert's bond plus risk premium analysis, interest rates do have bearing upon the return on 

equity.  (Staff Init. Br. 53.)  Staff's brief paraphrases Ms. Phipps’ direct testimony, in pertinent 

part as follows: “This is not consistent with the positive relationship that one would reasonably 

expect to exist between the cost of equity and U.S. Treasury bond yields – i.e. the cost of equity 

would increase as the 30-year treasury bond yield increases.”  (Id.) 

Staff's recommendation did rise from direct to rebuttal testimony, but remains insufficient 

at the very low level of 8.81%.  As context for that return, AIC witness Mr. Hevert notes that 

presently authorized rates of return for gas utilities range between 9.25% and 10.5%, with an 

average of 9.96% since June of 2012.  (Ameren Ex. 20.0, pp. 7-8.)  Staff simply does not explain 

why an authorized return on equity that is over 100 points below the national average in a rising 

interest rate environment is appropriate.  In fact, Staff's proposal, if approved, would be lower 

than any authorized rate of return during the same period by 46 basis points.  (See Ameren Ex. 
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20.5, p. 16.)  While AIC does not argue that the Commission should be bound by authorized 

returns from other jurisdictions, Staff's recommendation is so far below the national average, it is 

plainly inconsistent with the reasonable expectations of investors.  If such a return were actually 

approved, it would be particularly troubling given current market conditions and rising interest 

rates.  (See Ameren Ex. 20.0, pp. 6-8.)    

With regard to investor expectations, Staff has explained that it is not entirely sure what 

investors expect.  (Tr. 563-64.)  This is troublesome given that the purpose of an ROE analysis is 

by design intended to reflect the expectations of investors and the Commission's approved ROE 

should be consistent with such expectations.  (Tr. 560.)  As detailed in AIC's initial brief and 

herein, Staff's analysis and its reliance on historical spot price data and disdain for other 

historical and forecast data is disconcerting given the importance of measuring what investors 

would reasonably require as AIC invests several hundred million dollars into its gas operations.  

(Staff Init. Br. 40, 49; ICC Staff Ex. 14.0, p. 18; Tr. 568-69; Ameren Ex. 16.0 (Nelson Reb.) (2d 

Rev.), p. 3.)  

IIEC claims to have examined “relevant market conditions.”  However, IIEC’s witness 

Mr. Gorman’s review is essentially a one-sided view of recent credit rating agency reports.  (See 

Ameren Ex. 20.0, p. 57-60.)  Mr. Gorman ignores that Moody’s has commented that negative 

ratings actions could result if authorized ROE's “were to decline to levels near 9.0%,” and “turn 

investors toward competing utilities in more investor-friendly jurisdictions, or even different 

sectors.”  (Id., p. 58.)  Ameren Corporation's Treasurer, Mr. Ryan Martin, likewise notes that 

Moody’s has expressed concern over “punitive rates of return.”  (Ameren Exs. 19.0 (Martin 

Reb.), p. 16; 19.1 (Moody's Investor Service Report dated June 13, 2013).)  Mr. Gorman relies 

heavily on isolated comments in those reports.  Given that AIC is growing its rate base and 
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investing in its operations, these considerations bode against Mr. Gorman's analysis and cast 

doubt on the degree to which Mr. Gorman truly considered “relevant market conditions.”   

By taking into consideration current economic conditions while applying sound 

methodological approaches, Mr. Hevert has advanced a recommendation that should be 

approved by the Commission.  In contrast, the very low returns equal to 8.81% and 9.10%, as 

proposed by Staff and IIEC respectively, are the product of purely theoretical methodologies 

applied in a manner that yields a viewpoint that departs from the current perspectives held by 

investors.  Thus, the recommendations of Staff and IIEC should not be approved.  

Very Low Growth Rates Fail to Capture Investor Expectations. 

Both Staff and IIEC continue to use low growth rate,s in their respective constant and 

non-constant DCF analysis, equal to approximately 4.9%, while other indicators of higher rates 

of prospective growth are ignored or dismissed.  (Staff Init. Br. 40-42; IIEC Init. Br. 18-19; IIEC 

Ex. 1.0, p. 24.)  Staff actually models a downturn in growth from 4.9% to 4.6% to calculate a 

non-constant DCF that it ultimately disregards.  (ICC Staff Ex. 5.0R, p. 24.)  But there are 

several indicators in the record that support a higher, more sustainable prospective growth in this 

proceeding.  The first is U.S. historical real growth previously experienced and observed plus a 

market-based measure of inflation, which is what Mr. Hevert uses as his third stage of his DCF, 

equal to 5.61% at the time of surrebuttal testimony.  (Ameren Ex. 5.0, p. 19)   Also, there is the 

current forecast of future 30-year Treasury bond yield provided in Mr. Hevert's rebuttal 

testimony of 5.6%.  (Ameren Ex. 20.0, p. 22.)  Given that long-term (that is, 30-year) Treasury 

yields are a proxy of expected macroeconomic growth, and macroeconomic growth embodies 

expectations of inflation, it would make sense that investors expect future growth to return to 

5.6%. (Id.; Tr. 580-581.)  Finally, Mr. Gorman's own “sustainable” growth rate is 6.13%, which 

he includes in calculating his recommended ROE, but averages it against the results of his two 
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DCF models that use growth rates ranging between 4.9% and 4.99%.  (See IIEC Init. Br. 18-19; 

IIEC Ex. 1.0, p. 28, Table 4.)   

Ms. Phipps agrees in principle that a growth rate today may be affected by recessionary 

conditions and, to the extent macroeconomic conditions change in the future, that growth rate 

could become unsustainable.  (Tr. 575.)  Staff and IIEC both fail to explain why equity investors 

would assume such a low rate of growth would be indefinite.  At hearing Ms. Phipps agreed that 

that the United States had recently experienced a recession, but could not identify when it ended.  

(Tr.  570-71.)  Thus, Ms. Phipps and Mr. Gorman, have created DCF models that capture current 

growth rates which are to some extent affected by recessionary conditions and assume that 

investors expect those conditions to perpetuate forever.  It follows that the principle difference 

between Ms. Phipps and Mr. Gorman and Mr. Hevert’s DCF analysis is that Mr. Hevert assumes 

a return to historic normal real growth rates over time, while IIEC and Staff do not.  Current 

observable conditions facing the proxy group are certainly relevant, but IIEC and Staff simply 

fail to incorporate a forward-looking perspective that investors would likely consider.   

AIC would respectfully argue that investors in equity are not likely to share such a dismal 

view of future growth and neither should the Commission.  Mr. Hevert's DCF calculation of 

9.68% is accordingly the result of more informed analysis; cognizant of observed proxy group 

data as well as current and prospective economic conditions, and thus, represents the best 

supported DCF analysis presented in this docket.  (See Ameren Ex. 34.0 (Rev.), p. 56 (Summary 

of DCF results).) 

Response to Staff. 

Mr. Hevert's Third Stage DCF Growth Rates Are Reasonable. 

In response to Mr. Hevert's DCF analysis, Ms. Phipps criticizes Mr. Hevert, implying he 

suggests that at the onset of the third stage of his multi-stage DCF, the proxy utilities will have a 
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19.20% return on equity.  (Staff Init. Br. 46.)  Her assumption is premised upon an equation that 

divides a long-term growth rate that is modeled to begin in 2023 (5.6%) by the sum of one minus 

a dividend payout ratio of 30.21%.  (ICC Staff Exhibit 5.0, p. 42, FN 43.)  This argument is 

questionable, as Mr. Hevert recommends an ROE based on his multi-stage DCF results that 

present a mean average of 9.68%.  (See Ameren Ex. 34.0 (Rev.), p. 56.)  As a foundational 

matter, Mr. Hevert is conducting a multi-stage DCF for the purpose of calculating the reasonable 

expectations of investors today, not in 2023 when the third stage of the model would occur.  

Presumably if one were to prepare a model again in 2023 the results would not be 19.20%, 

assuming that is the point Ms. Phipps is trying to convey.  In any case, using Staff’s own 

equation, Ms. Phipps’ growth rate of 4.60%, combined with Mr. Hevert’s assumed long-term 

retention ratio of 30.21% suggests an ROE of 15.22%, nearly twice the 8.81% return that Staff 

recommends.  (ICC Staff Exhibit 5.0, p. 41.)  Second, Staff's initial brief cites Ms. Phipps’ 

testimony that between 2002-2012 the gas proxy group averaged an ROE of 11.07% and Value 

Line projects an 11.83% ROE for the proxy group.  In light of these statistics, Mr. Hevert's 

9.68% DCF result seems reasonable, if not conservative.  (Staff Init. Br. 47.)  

Staff Cannot Explain Disparity Between the Long-Term Growth Rate Used in Its DCF (4.6%) 
Compared to the Projected 30-Year Treasury Rate in 2023 (5.6%) and Historical Experience. 

Staff's initial brief argues that U.S. long-term Treasury bonds should be higher than GDP 

growth because they include an interest rate premium.  (Staff Init. Br. 48.)  First and foremost, no 

one disagrees that long-term U.S. Treasury yields are higher than real GDP.  In fact, Ms. Phipps 

herself did not use real GDP solely to model her third stage growth.  Rather, she used real GDP 

projections, added a measure of inflation and then averaged that number with a nominal GDP 

projection, or what AIC refers to as the novel “sum/average” method.  (AIC Init. Br. 121.)  And 

Ms. Phipps readily agreed at hearing that long-term U.S. Treasury yields are a proxy for a risk 
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free rate and do not include a risk of default, but rather embody expectations about inflation and 

growth over time.  (Tr. 582.)  Specifically, Ms. Phipps testified that a risk free rate should be 

“commensurate with the real growth rate, real economic growth rates, and inflation.”  (Id.)  Staff 

does not attempt to explain what accounts for the difference between long-term projected GDP 

and long-term projected treasury rates, and does not explain why future growth in the United 

States will depart markedly from historical experience.  Staff further cannot provide insight into 

what is included as growth in GDP, and cannot say whether the measure of GDP will be changes 

in the future.  (Tr. 582-83)  Therefore, there is insufficient evidence to sustain Staff's position.     

CAPM Risk Premium Analysis and Spot Treasury Yields as Risk Free Rate. 

Staff argues “if investors believe that the forecasts are valuable (or likewise, not 

valuable), that belief would be reflected in current market prices."  (Staff Init. Br. 49.)  This 

statement is simply not supported by evidence or logic.  Prices for everything, including 

securities and bonds, change as time progresses and new information becomes available.  

Expectations about the future do not automatically translate into prices instantaneously, 

otherwise there would be no need or benefit to publishing forecasts.  Staff itself endeavors to 

capture investor expectations regarding future growth through forecasted GDP values.  (ICC 

Staff Ex. 14.0), p. 24.)  Ms. Phipps’ CAPM model is specifically intended as an ex-ante, 

meaning prospective, risk premium model and is intended to provide a prospective viewpoint.  

(Ameren Ex. 20.0, p. 27.)  Therefore, it seems illogical to use a single historic date from the 

summer as the basis for a prospective view.  Finally, it should be noted that Mr. Hevert provided 

record evidence including both a current measurement of the 30-year treasury rates and near-

term projected treasuries.  (Ameren Ex. 34.0 (Rev.), p. 57.)  

Mr. Hevert's Beta Measurement Is Sound. 

Staff continues to criticize Mr. Hevert with regard to the use of weekly rather than 
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monthly beta coefficients for his CAPM analysis.  (Staff Init. Br. 50-51.)  There is insufficient 

evidence to sustain any findings of “interval” or “non-synchronous” trading.  Ms. Phipps did not 

offer any evidence other than citation to two articles, both written over 25 years ago.  (See Tr. 

588-89.)  Mr. Hevert conducted a statistical analysis and concluded non-synchronous trading is 

not a concern.  (Ameren Ex. 34.0 (Rev.), pp. 22-25.)  Ms. Phipps also argues that Mr. Hevert’s 

beta measurement period is too short and that her 5-year period is preferable.  In defense of her 

5-year period she cites the following: “Using five years of data is a rather arbitrary decision that 

attempts to use as much data as possible without including irrelevant historical data.”  In this 

case, AIC agrees with this assessment; the five-year period is arbitrary.  The authority upon 

which Staff relies also explains as follows: “Use of five years of data would ideally cover a 

number of different economic scenarios such as expansion and contraction in the economy.”  In 

this case, the evidence is clear that the arbitrary five-year period should not be used.  Almost five 

years ago exactly, Lehman Brothers collapsed, there was a liquidity crisis, and a recession 

followed.  (Tr. 570-71, 584-85.)  Thus, in this case, the record indicates the five years of data 

used by Ms. Phipps includes substantial volatility and atypical market conditions.   

Exclusion of Non-Dividend Paying Companies is Not Supported. 

Staff claims that non-dividend paying companies should be excluded from the market 

risk premium calculation contained in Mr. Hevert's CAPM model because growth in dividends 

for companies not paying dividends is zero.  (Staff Init. Br. 52).  Dividends are not the only 

means by which an investor earns a return however.  (Ameren Ex. 34.0 (Rev.), p. 30.)  Investors 

can also be compensated through price appreciation.  (Id.)  In reality, the market includes both 

dividend and non-dividend paying companies.  (Tr. 584.)  Consequently, investors can and do 

choose to purchase both dividend and non-dividend paying stocks.  (Id.)  Therefore, it is 

appropriate to include both dividend and non-dividend paying companies in the CAPM model.  
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Further, Mr. Hevert’s analysis properly measured growth in both dividends and price 

appreciation as part of his market risk premium calculation.  (Ameren Exs. 5.0, p. 23-24; 5.2 

(All-market constant growth DCF).)  Where a dividend paying company pays a dividend yield, 

that yield plus growth is contained in Mr. Hevert's analysis.  (Ameren Ex. 5.2.)  Likewise, where 

the appreciation of price occurs without dividends, only growth—not dividends is reflected in 

Mr. Hevert's all-market constant growth DCF.  (Id.)  Further, Mr. Hevert prepared a weighted 

average all-Market DCF, so the results of each company are only reflected to the extent 

associated with its specific market capitalization.  (Id.) 

The Duff and Phelps Study Is Not Relevant to this Case. 

Staff asserts that an asset impairment study report prepared by Duff and Phelps, updating 

analysis from 2010 for Ameren's accounting department, should be considered as a “check of 

reasonableness” for the return on equity approved in this proceeding.  (Staff Init. Br. 52.)  The 

updated report, and the underlying 2010 analysis, was commissioned for a fundamentally 

different purpose than an analysis prepared for ratemaking purposes to value equity, and so it is 

not relevant here.  (Ameren Ex. 34.0 (Rev.), p. 42.)  The Duff and Phelps report relates to a 

required evaluation of the goodwill balance recorded for AIC and Ameren Corporation, and 

whether that goodwill balance should be impaired.  (Id., p. 44.)  It was prepared specifically as 

required by accounting standard FAS 157 and also ASC 350.  (Id., p. 46-7; ICC Staff Ex. 14.0, 

Attach. A.)  At hearing, Ms. Phipps did not appear to be familiar with the standard referenced in 

the cover memo to the report, but did agree that the report was not prepared for ratemaking 

purposes.  (Tr. 590-91.)  As Mr. Hevert testified at hearing the analysis is distinct from the type 

of analysis an ROE expert performs in a rate case, explaining as follows: 

They're distinct because they're for different purposes. And the -- 
for that reason I've not seen reliance on a report such as this for the 
purpose of setting utility rates. Again, what a report such as the 
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Duff and Phelps reports is doing is trying to assess the value of an 
asset from the perspective of a single purchaser, whereas we are 
trying to infer the required return of equity on a share of stock 
based on the pricing, buying and selling decisions of many, many 
investors.  

(Tr. 537:7-16.)  

Among other points of distinction, in deriving the 9.0% value, the study measured equity 

by including an analysis of companies other than gas utilities.  (Ameren Ex. 34.0 (Rev.), p. 47.)  

The proxy group developed by Mr. Hevert included all utilities with at least 60% of consolidated 

net operating income derived from regulated gas utility operations.  (Ameren Ex. 5.0, pp. 10-11.)  

The proxy companies were selected because they are comparable to AIC.  (Id., p. 11.)  Ms. 

Phipps testified at hearing that she did not take issue with Mr. Hevert's choice of proxy 

companies.  (Tr. 596.) 

Therefore, the Commission should not give consideration to the Duff and Phelps Study as 

a “check of reasonableness” or for any other evidentiary purpose in establishing an ROE.  As 

explained above, the Duff and Phelps Study was prepared for a fundamentally different purpose 

than measuring ROE for a rate case, and based its calculations on modeled returns from 

corporations other than gas utilities.   

AIC Did Not Propose a Flotation Cost Adjustment. 

Staff argues that “[t]he flotation cost adjustment proposed by Mr. Hevert is contrary to 

long standing Commission practice.”  AIC did not propose a flotation cost adjustment as an 

addition to Mr. Hevert’s recommended ROE.  Rather, Mr. Hevert relied upon his DCF and 

CAPM results, and referenced his Bond Plus Risk Premium analysis, to develop a reasonable 

range of ROE results for the gas utilities comprising his proxy group.  (Ameren Ex. 5.0, p. 59.)  

He concluded 10.0-10.75% is a reasonable range.  (Id.)  Within that range, Mr. Hevert 

recommends 10.4% based on his expert opinion of where AIC should fall within that range.  (Id.)  
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As part of that opinion, he considered a measure of flotation costs, which he attributed as having 

relevance equivalent to approximately 14 basis points.  (Id., p. 39; Ameren Ex. 5.8 (flotation cost 

analysis).) 

Response to IIEC. 

IIEC's Analysis Contains Inaccurate Information. 

IIEC incorrectly indicates that Staff proposes a rate of return equal to 8.47%.  (IIEC Init. 

Br. 11.)  Staff updated its analysis to 8.81% in its rebuttal testimony.  (ICC Staff Ex. 14.0, p. 9.)   

Additionally, IIEC claims that the recommendations of Staff and IIEC are independent of one 

another.  IIEC and Mr. Gorman are regular participants in rate case dockets in Illinois, and it 

cannot be said that they were unaware of Staff's methodologies or recommendations in 

formulating their opinion; IIEC was also a participant in both the last AIC gas rate case in 

Docket 11-0282 and also the recent Illinois-American Water Company rate case in Docket 11-

0767.     

IIEC Conflates Issues Concerning Mr. Hevert’s CAPM, DCF, and Bond Plus Risk Premium. 

On page 23 of IIEC’s initial brief, there is a statement that Mr. Hevert’s Risk Premium 

analysis was based on an inverse relationship between interest rates and risk premiums.  (IIEC 

Init. Br. 23.)  This statement is misleading and confusing.  Mr. Hevert prepared a CAPM risk 

premium model that measured the risk premium for the proxy group over the risk free rate.  

(Ameren Ex. 5.0, p. 20.)  Mr. Hevert also prepared a separate bond plus risk premium analysis 

that models an alternative ROE calculation by adding current bond rates plus a measure of risk 

premium derived from returns authorized by regulatory jurisdictions.  (Id., p. 29.)  As part of his 

bond plus risk premium analysis, Mr. Hevert modeled the relationship between Treasury rates 

and the risk premiums used in that analysis.  (Id.)  Further, Mr. Hevert did not make the 

generalization attributed to him by the IIEC.  As noted above, Mr. Hevert acknowledges that the 
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cost of equity does increase or decrease in a manner corresponding to changes in Treasury rates, 

the nature of that change and the degree to which that occurs depends on the relative stability of 

the marketplace generally.  (Ameren Ex. 34.0 (Rev.), p. 33-34.) 

With respect to Mr. Hevert's DCF, IIEC incorrectly attributes a 5.8% long term growth 

rate as part of Mr. Hevert's position of record.  Mr. Hevert updated his analysis throughout the 

case, and his final analyses offered utilized a growth rate of 5.61%.  (IIEC Init. Br. 24; Ameren 

Ex. 34.0 (Rev.), p. 55.) 

With respect to Mr. Hevert's CAPM analyses, IIEC claims that Mr. Hevert relies upon a 

total market growth rate significantly higher than projected GDP and thus results in an inflated 

analysis.  (IIEC Init. Br. 26.)  Mr. Gorman's criticism rings hollow.  Mr. Gorman fully 

acknowledges he did not give weight to the unreasonably low output of his CAPM.  (IIEC Ex. 

1.0, p. 36).  For the same reason he did not rely upon his deficient CAPM, he should not hold it 

out as a standard against which to critique Mr. Hevert’s analysis.  Additionally, Mr. Gorman 

assumes a 2.85% Treasury bond yield, which is not appropriate given actual current Treasury 

rates are much higher at 3.59%.  (IIEC Init. Br. 26; Ameren Ex. 34.0 (Rev.), p. 57.)  Mr. Gorman 

also calculates a 9.90% total return as part of his analysis, which is entirely inconsistent with 

historical experience between 1926-2012, the very measurement period upon which Mr. Gorman 

relies.  (Ameren Ex. 20.0, p. 49-50.)  Additionally, IIEC criticizes Mr. Hevert for using a growth 

rate higher than projected GDP, yet Mr. Gorman also uses an assumed growth rate higher than 

projected GDP of 7.5% (IIEC Init. Br. 26; Ameren Ex. 20.0, p. 49).    

Based on the evidence, it is not clear whether Mr. Gorman is criticizing Mr. Hevert's 

CAPM, or if he is essentially criticizing the CAPM generally by modifying its underlying 

assumptions in order to produce defective results.  In either case, Mr. Gorman fails to 
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substantiate his criticisms, and his efforts at denigrating Mr. Hevert's analysis should be rejected. 

Conclusion 

A sound return on equity should reflect both a balanced consideration of current market 

conditions, and also the results of reasonable and supported methodological approaches. AIC 

witness Mr. Hevert’s analysis in this docket accomplishes both ends, and should be relied upon 

by the Commission to sustain an accurate measure of investor expectations.   

C. Recommended Overall Rate of Return 

(See AIC Init. Br. 126.) 

V. COST OF SERVICE 

A. Resolved Issues 

B. Contested Issues 

1. Cost of Service Study 

a. T&D Main Allocation Methodology  

In this case, as in previous gas rate cases, AIC used the peak-and-average method to 

allocate transmission and distribution costs among the various rate classes.  And, as in previous 

gas rate cases, IIEC contended that the peak-and-average methodology was inappropriate, 

advocating instead for adoption of an allocation method based solely on the design peak demand.  

The Commission rejected IIEC’s position in those cases and should do so again here.  

IIEC’s initial brief continues to neglect the importance of average demand in driving 

investment in transmission and distribution plant.  IIEC argues that average demand is not a valid 

factor in allocation of transmission and distribution costs since the system is designed to meet 

peak load, and that AIC has not addressed the substance of this concern.  (IIEC Init. Br. 34.)  

IIEC’s argument on this point assumes that engineering criteria is the only cause of transmission 

and distribution cost.  However, the Commission has previously determined that design of 
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facilities to meet peak demand is not the only cause of transmission and distribution costs.  See 

Central Ill. Pub. Svc. Co., Dockets 03-0008 et al. (cons.), Order, p. 98 (Oct. 22, 2003) (“[A] 

utility cannot justify its transmission and distribution investment on demands for a single [peak] 

day.”).  Instead, as discussed in AIC’s initial brief, although the transmission and distribution 

systems are primarily designed to meet peak demand, investment in transmission and distribution 

plant is also driven by the level of daily, year-round demand of all ratepayers, as well as 

customer peaks which occur at times other than system peak.  (AIC Init. Br. 129; Staff Init. Br. 

57); see also Ill. Power Co., Docket 04-0476, Order, p. 65 (May 17, 2005).  Because some 

portion of AIC’s investment in transmission and distribution systems is driven by daily, year-

round demand along with customer peaks which occur at times other than the system peak, the 

allocation of costs to ratepayers must include consideration of that average demand.  

AIC’s peak-and-average allocation method properly accounts for the fact that peak 

demand is the primary driver of transmission and distribution costs, by according peak demand 

70-80% weight in the allocation factor.  (AIC Init. Br. 127.)  Unlike IIEC’s proposal, AIC’s 

allocation method also properly accounts for the impact of daily year-round demand and 

customer peaks not achieved at the time of the system peak on transmission and distribution 

costs by according average demand the remaining 20-30% of the allocation factor.  (Id.)  Thus, 

the peak-and-average method used by AIC properly considers each of the factors that drive 

investment in, or cost of, transmission and distribution plant, while IIEC’s proposal would 

eliminate consideration of the average component from the allocation methodology.   

IIEC’s initial brief contained two additional arguments in support of its theory that the 

peak-and-average method does not properly allocate costs, each of which was addressed in 

AIC’s initial brief.  First, IIEC argued that the peak-and-average method “over-allocates” costs 
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to customers with high load factors, while allocation based solely on demand day design better 

reflects cost causation.  (IIEC Init. Br. 33-34.)  As discussed in AIC’s initial brief, this argument 

assumes that it is possible to ascertain a dollar-for-dollar allocation of transmission and 

distribution costs, and relies upon that assumption to claim that IIEC’s preferred allocation 

method is consistent with known costs.  (AIC Init. Br. 130.)  However, as noted by the 

Commission in Docket 04-0476, it is necessary to select an allocation factor because it is 

difficult or impossible to directly assign transmission and distribution costs to customer classes.  

Since it is impossible to confirm the “actual” allocation, it cannot be said that application of any 

allocation method results in “over-allocation.”  Ill. Power Co., Docket 04-0476, Order, p. 65.  

Instead, the peak-and-average method has been consistently found by the Commission to be 

“reflective of cost causation and produce[] fair and reasonable results.” Id. at 64. 

Second, IIEC argued that allocation based solely on peak day demand will encourage 

economically efficient behavior by customers.  (IIEC Init. Br. 37.)  This argument was addressed 

fully in AIC’s initial brief, and in the surrebuttal testimony of AIC witness Ms. Karen Althoff.  

(AIC Init. Br. 130; Ameren Ex. 38.0 (Rev.) (Althoff Sur.), p. 12.)  Mr. Collins’s proposal would, 

at best, result in negligible price signals to the customers on whose behalf Mr. Collins advocates.  

(Id.)   

IIEC’s own position is based almost entirely on a reference to the National Association of 

Regulatory Utility Commissioners’ Gas Distribution Design Manual (NARUC Design Manual, 

or Manual).7  IIEC implies that the Manual favors demand day allocation over the peak-and-

average method.  (See IIEC Init. Br. 35-36.)  Such implication is false: the NARUC Design 

Manual notes that, among the wide variety of formulas for allocating demand costs, “[n]o 
                                                
7  NARUC Design Manual, pp. 27-28 (available at http://www.naruc.org/international/Documents/ 
NARUC%20Gas%20Distribution%20Rate%20Design%20Manual%201989.pdf). 
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method is universally accepted, although some definitely have more merit than others.”  NARUC 

Design Manual, p. 26.  The Manual then lists three of the “most commonly used” (and 

presumably most meritorious) methods of cost apportionment, out of 29 potential options:  the 

coincident demand method (also known as demand day), the non-coincident demand method; 

and the peak-and-average demand method.  Id. at 27-28.  The NARUC Design Manual does not 

express a preference or opinion as to the superiority of one of these methods over the other listed 

options.  The NARUC Design Manual does, however, describe the peak-and-average allocation 

method as having the advantage of “allocat[ing] costs to all classes of customers and temper[ing] 

the apportionment of costs between the high and low load factor customers.”  Id.  It is for this 

reason that the Commission has consistently found the peak-and-average method to be superior 

to other methods, and it is for this reason that the peak-and-average method should be approved 

once more in this case.  Ill. Power Co., Docket 04-0476, Order, pp. 64-65 (finding that the peak-

and-average method is “reflective of cost causation and produces fair and reasonable results”). 

Finally, IIEC argues that AIC improperly relies only on Commission practice in choosing 

the peak-and-average method, without showing that AIC’s chosen method is superior to IIEC’s 

proposal.  (IIEC Init. Br. 33.)  However, given that the Commission has consistently found the 

peak-and-average method to be superior to other allocation methods, because it “properly 

emphasizes the average component to reflect the role of year-round demands in shaping 

transmission and distribution investments,” and is “reflective of cost causation and produces fair 

and reasonable results,” the burden is on IIEC to demonstrate why its proposal should replace 

this consistent practice.  Ill. Power Co., Docket No. 04-0476, Order, pp. 64-65; see also Ameren 

Ill. Co., Docket 11-0282, Order, p. 135; Ameren Ill. Co., Dockets 07-0585 et al. (cons.), Order, 

pp. 265-69 (Sept. 24, 2008); N. Ill. Gas Co., Docket 04-0779, Order, p. 101-02 (Sept. 20, 2005); 
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Central Ill. Pub. Serv. Co., Dockets 02-0798 (cons.), Order, p. 98 (Oct. 22, 2003); Central Ill. 

Light Co., Docket 02-0837, Order, p. 90-91 (Oct. 17, 2003); N. Shore Gas Co., Dockets 07-0241 

(cons.), Order, p. 199 (Feb. 5. 2008) (noting “the Commission will consider its own past practice 

in resolving an issue,” and “the Commission has consistently found the [peak-and-average] 

allocation of distribution system costs to be preferable to a [demand] allocation,” in holding that 

parties seeking adoption of demand allocation had “not overcome the Commission-established 

and long-standing tradition of A&P methodology for allocating distribution costs.”).  IIEC has 

failed to meet that burden. 

IIEC’s proposal should be rejected in favor of the peak-and-average allocation 

methodology, which should once again be adopted by the Commission.   

b. Low Pressure Distribution System  

In its initial brief, IIEC reiterates its recommendation that a portion of the cost of low 

pressure distribution mains be allocated on a customer component, and states that, “[b]ased on 

Mr. Collins’ experience he believes approximately 40% of the cost of distribution mains is a 

reasonable amount of distribution main costs that should be allocated on a customer component.”  

(IIEC Init. Br. 39.)  As stated in AIC’s initial brief, IIEC’s recommendation is entirely without 

factual support, and is not based on any analysis of data regarding AIC’s system or customers.  

(AIC Init. Br. 131.)  Although AIC, Staff and AG/CUB challenged the 40% allocation 

recommended by IIEC witness Mr. Collins in testimony, he provided no additional support 

whatsoever for his assertion that 40% is an appropriate allocation.  (Id.)  In addition, IIEC’s 

proposal is opposed in the initial briefs of Staff and AG/CUB, (Staff Init. Br. 58-59; AG Init. Br. 

50-51), and has been consistently rejected by the Commission.  See, e.g. Ameren Ill. Co., 

Dockets 07-0585, et al. (cons.), Order, p. 280; N. Ill. Gas Co., Docket 08-0363, Order, p. 77 

(March 25, 2009); Central Ill. Light Co., Dockets 06-0070, et al. (cons.), Order, p. 161 (Nov. 21, 
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2006); Central Ill. Pub. Svc. Co., Docket 00-0802, Order, pp. 41-43 (Dec. 11, 2001); 

MidAmerican Energy Co., Docket 01-0444, Order, p. 19 (March 27, 2002); N. Ill. Gas Co., 

Docket 88-0277, Order, pp. 298-99 (June 21, 1989).  The Commission should reject IIEC’s 

unsupported recommendation. 

VI. REVENUE ALLOCATION 

A. Resolved Issues 

B. Contested Issues 

VII. RATE DESIGN 

A. Resolved Issues 

1. SFV Cost Recovery  

2. GDS-5 Rate Availability  

B. Contested Issues 

1. GDS 1 Increase  

As a preliminary matter, it should be noted that CUB and the AG appear to be arguing 

against a stale position—i.e., one that no longer reflects AIC’s agreement to accept the 

recommendation offered by Staff on this topic.  CUB opens the “GDS 1 Increase” portion of its 

initial brief by citing the Company's alleged “quest to increase its revenue assurance by 

proposing to increase the percentage of fixed costs it recovers through its residential customer 

charge to 85% from the current level of 80%.” (CUB Init. Br. 18.)  The AG similarly opens by 

noting the AIC’s proposal to “[increase] the percentage of fixed costs it recovers through the 

GDS-1 charge to 85% from the current (and already high) level of 80%.”  (AG Init. Br. 52.)  

Neither statement reflects the Company's current position: 

Staff continues to recommend that the amount of fixed costs 
recovered through the Customer Charge remain at 80%.  For 
purposes of this case, and this case only, the Company is willing to 
agree to Staff's position and will not continue to request that the 
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amount of fixed costs recovered through the Customer Charge be 
increased to 85%.   

(Ameren Ex. 37.0 (Jones Sur.), p. 2:32-36 (emphasis added).)  

In short, Staff and AIC are now in agreement that for the purposes of this case, the 

percentage of fixed costs recovered from GDS-1 and GDS-2 customers through the Customer 

Charge should hold steady at 80%.  (Id.; see also Staff Init. Br. 64-65.)  This recommendation is 

consistent with Commission precedent and is buttressed by sound public policy.  In this respect, 

AIC's current, 80% fixed cost recovery proposal is neither a “quest to increase its revenue 

assurance”  (CUB Init. Br. 18) nor a “steady march toward [an] inequitab[le] allocat[ion].”  (AG 

Init. Br. 52.)  And it will not result in the customer impacts cited by CUB and the AG in their 

initial briefs (as those impacts were predicated on an 85% request).         

Despite the agreement between Staff and AIC to maintain the status quo by using the cost 

recovery structure previously approved by the Commission, CUB and the AG continue to 

recommend that any increase in GDS-1 rates be allocated to delivery charges and not the 

Customer Charge.  (CUB Init. Br. 22; AG Init. Br. 58.)  Staff and AIC continue to oppose this 

recommendation.  (See Staff Init. Br. 65-66.)  As described by AIC witness Mr. Leonard Jones, 

on a standalone basis, Mr. Rubin's proposal would result in approximately a 55% increase to the 

Delivery Charge for Rate Zones I and III, and a 92% increase to the Delivery Charge for Rate 

Zone II.  (Ameren Ex. 23.0 (Jones Reb.), p. 14.)  As a result, “this proposal will unduly impact 

customers who heat their homes using natural gas, especially if winter temperatures turn severe.”  

(Id., p. 14:277-278.)  “Presumably Mr. Rubin’s proposal is to protect the minority of customers 

(small use) from allegedly paying amounts greater than cost of service, but it comes at the cost of 

subjecting the majority of customers to greater expense for a necessary service substantially 

outside of their control when temperatures turn severe.”  (Id., pp. 14-15:280-283.)  Mr. Rubin's 
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proposal should be rejected.   

The AG also continues to recommend that the Company's current GDS-1 class be 

bifurcated into heating and non-heating subclasses, or, in the alternative, that the Company be 

ordered to conduct a study to determine “the value of separating heating and non-heating 

customers from the class.”  (AG Init. Br. 58.)  However, as recognized by Staff, “Ameren 

currently does not have a method that would allow it to divide the GDS-1 Heating and Non-

Heating customers into separate classes.”  (Staff Init. Br. 67.)  In addition, the Company's billing 

system isn't currently set up to facilitate this distinction.  (Id.)  As a result, the AG's bifurcation 

recommendation must fail in favor its alternative suggestion to provide additional information on 

this topic in the context of a future case.  AIC has committed to provide certain information at 

the request of the Commission, and discusses the merits of this issue and its commitment in the 

following section.  (See Section VII (B)(2) infra.)   

In summary, Staff and AIC recommend the Commission order continued use of a 

Residential rate design pursuant to which 80% of the Company's fixed costs are recovered from 

Residential customers through the Customer Charge.  This recommendation is consistent with 

the prior Commission orders on the issue and thus promotes rate continuity during the period 

while the Company compiles more reliable data for consideration in the future.  

2. Heating vs. Non-Heating Customer Study  

As acknowledged in AIC’s Initial Brief, the Company has committed to provide, at the 

request of the Commission, a “study” or “report” aimed at promoting a more thorough 

understanding about the usage characteristics of high-use (heating) and low-use (non-heating) 

customers.  (See AIC Init. Br. 136-138.)  However, after reading the initial briefs filed in this 

matter, it is apparent that there is a divergence in viewpoint about what this “report” or “study” 

would or should be (as well as on which customers such study should focus).  In other words, is 
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this “study” a cost-of-service study or something else? 

AIC agrees with Staff's recommendation on this point.  Staff recommends that the 

Commission reject Mr. Rubin's proposal to order AIC to file a cost-of-service study in its next 

case focusing on costs to serve heating versus non-heating customers and instead file alternative 

information “that would assist in determining the costs and benefits if GDS-1 customers were 

bifurcated into distinct heating and non-heating classes.” (Staff Init. Br. 66.)  Specifically, Staff 

recommends this information “include a method for distinguishing between heating and non-

heating customers and the estimated costs; the timeframe necessary to program Ameren’s billing 

system to distinguish between heating and non-heating customers and estimates of the cost to 

serve the two groups of customers.”  (Id. at 67.)  AIC agrees with this recommendation and that 

such information “would enable the Company and the parties to that proceeding to analyze the 

data and determine whether creation of a Heating and Non-Heating GDS-1 customer class would 

better reflect the cost to serve these two distinct subclasses of customers.”  (Id.)  AIC also agrees 

with Staff and upon filing and review of this information, the Commission could then better 

determine whether to order the Company to bifurcate its GDS-1 class for purposes of preparing 

its next cost-of-service study.  (See id. at 67-68.) 

To be clear, AIC would still propose to focus this information on the therm usage levels 

discussed in its initial brief and its underlying testimony.  AIC continues to believe that 20 

therms per month is the appropriate “dividing line” upon which to focus these efforts and 

believes that the 30 therm benchmark offered by AG/CUB witness Mr. Rubin overstates the 

usage characteristics of downstate consumers, because the data upon which he relies in reaching 

his conclusion is affected by colder temperatures further to the north.  (See AIC Init. Br. 137-

138.) 
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In conclusion, AIC agrees with providing information of the scope suggested by Staff in 

its initial brief and is looking for Commission direction in respect to preparing and submitting 

these materials.  The Company strongly believes that any information provided should take into 

account downstate usage patterns and weather conditions in order to more accurately 

approximate which customers do and do not use natural gas for heating purposes.    

3. Proposed Rate Increases for Rate Zone III GDS-4  

As AIC explained in its Initial Brief, Rate Zone II applies a tiered Demand Charge based 

on therm usage to Rider T customers in the GDS-4 class.  (AIC Init. Br. 141.)  The first tier of 

the Demand Charge applies to customers using 2 million therms or less annually, while the 

second tier of the Demand Charge applies to customers using more than 2 million therms 

annually.  (Id.)  The second tier, for higher-use customers, currently has lower pricing than the 

first tier.  (Id.)  In this case, AIC has proposed to move toward rate uniformity and eventual 

elimination of the tiered structure by assessing greater percentage increases to customers in the 

second tier.  (Id.)  AIC’s proposal will increase the prices for the higher-use customers in GDS-4, 

Rate Zone II to match the prices paid by the lower-use customers in that class.  

IIEC opposes AIC’s efforts to move toward rate uniformity, arguing that AIC’s proposal 

will result in “significantly above average increases for a significant number of large customers 

in the GDS-4 class.”  (IIEC Init. Br. 44.)  IIEC contends that the increased prices will result in 

“undue customer bill impacts or rate shock and may not appropriately reflect the cost structure of 

the Rate Zone II system.”  (Id. 41.)  IIEC recommends maintaining the existing rate structure for 

Rate Zone II GDS-4 and increasing the components of the rate for this class uniformly by the 

class-average percent increase.  (Id. 44.)  Each of IIEC’s arguments is problematic, and its 

proposal should not be accepted.  

First, IIEC’s proposal would perpetuate the disparities that AIC’s proposal attempts to 
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correct.  The primary purpose of AIC’s proposal is to move toward rate uniformity, in 

accordance with Commission guidance.  See, e.g. Ameren Ill. Co., Docket 11-0282, Order, p. 139 

(finding a similar proposal for AIC’s Rate Zone I to be reasonable, and therefore adopting it); see 

also Illinois-American Water Co., Docket 07-0507, Order, p. 97 (July 30, 2008).  Staff agrees 

that rate uniformity is an appropriate goal, and that AIC’s proposal in this case represents 

reasonable movement towards that goal.  (Staff Init. Br. 69-70.)  In contrast, IIEC’s proposed 

across-the-board increase would simply raise prices for all customers in the Rate Zone II GDS-4 

class, without correcting the disparities within the class itself.  (IIEC Ex. 2.0, p. 14.)   

In fact, it appears that IIEC does not believe these disparities should ever be corrected.  

IIEC’s position is based on two primary assertions: (i) that the three legacy systems—CIPS, 

CILCO and IP—were designed and constructed independently to meet peak demand; and (ii) 

that the peak demands of GDS-4 customers significantly affect the system peak, and thereby the 

design and construction of the transmission and distribution systems.  (IIEC Init. Br. 41.)  On this 

basis, IIEC claims that rates for the GDS-4 class should remain zone-specific.  (Id.)  This 

conclusion is problematic because the two bases for it are highly unlikely to change.  Under 

IIEC’s reasoning, there will be no set of circumstances that justify a move towards price 

uniformity for Rate Zone II GDS-4.  This is an improper outcome—price uniformity is 

reasonable and efficient, and has consistently been endorsed as such by the Commission in other 

cases concerning merged utilities.  See, e.g. Ameren Ill. Co., Docket 11-0282, Order, p. 139; 

Illinois-American Water Co., Docket 07-0507, Order, p. 97; Illinois-American Water Co., 

Docket 02-0690, Order, p. 121 (Aug. 12, 2003); Illinois-American Water Co., Docket 00-0340, 

Order, p. 29 (Feb. 15, 2001).   

Second, as explained in AIC’s initial brief, IIEC’s claim that the increase in rates that 
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would result from AIC’s proposal would constitute “rate shock” is incredible, especially when 

considered in light of the larger context of GDS-4 pricing.  IIEC argues that AIC’s proposal “will 

result in significantly above average increases for a significant number of large customers in the 

GDS-4 class.”  (IIEC Init. Br. 44.)  However, out of the 64 total GDS-4 Rider T customers in 

Rate Zone II, 40 customers will experience a below-average increase.  (IIEC Ex. 4.2, p. 1.)  In 

addition, out of the 11 Rate Zone II GDS-4 customers with usage above 2 million therms (i.e., 

the customers in the second pricing tier, which AIC seeks to eventually eliminate), only three 

will experience a greater-than-average increase.  (Id.)  IIEC’s objection to AIC’s proposal hinges 

on the fact that some customers will experience a greater-than-average increase in price.  (IIEC 

Init. Br. 44.)  However, this is the nature of averages—some customers will be below the 

average, while others will be above it.  (Ameren Ex. 24.0 (Althoff Reb.), p. 23.)  As recognized 

by Staff, “no rate design proposal can be a perfect fit for all customers,” but this imperfection is 

not fatal to the proposal.  (Staff Init. Br. 69.)  

Furthermore, the increases these customers experience as a result of AIC’s proposal will 

effect only the Demand Charge portion of the customers’ bills.  Since the cost of gas constitutes 

the overwhelming majority of these customers’ overall bills, the increases proposed by AIC will 

result in an average increase of just under 3.0% of the customers’ total bills.  (AIC Init. Br. 142.)  

Such a small impact on the overall bill should not be considered rate shock, especially when the 

history of GDS-4 pricing is considered.  When Rider TBS became effective in May 2012, rates 

were adjusted downward, especially for GDS-4 customers in Rate Zone II, over half of whom 

saw a decrease in rates.  (Id.)  If the Commission approves AIC’s proposal in this case, some 

Rate Zone II GDS-4 customers with usage over 2 million therms would still not be paying rates 

greater than those in effect prior to Rider TBS.  (Id.)  When viewed in this light, it cannot be said 
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that AIC’s proposal could result in rateshock for customers.   

The Commission has shown a preference for price uniformity among customers with 

similar usage and load characteristics, and AIC’s proposal for the Rate Zone II GDS-4 class 

balances movement towards rate uniformity with mitigation of rate impacts for customers.  

Although it is possible that some Rate Zone II GDS-4 customers may experience a greater-than-

average increase in rates, AIC’s proposal is reasonable, supported by Staff and AIC, and should 

be adopted in this proceeding.   

4. Proposed Rate Design for Rate Zone II GDS-4  

Although CUB devotes approximately six pages of its initial brief to a discussion of Mr. 

Rubin's GDS-3, 4 and 5 rate design concerns, it is important to note that the sole contested issue 

discussed therein involves the appropriate percentage increase that should be allocated to the 

Rate Zone II GDS-4 customer class.  Mr. Rubin is apparently concerned that the class is not 

moving toward its cost of service at a reasonable pace.  (See CUB Init. Br. 27.)  As a result, he 

proposes an increase in excess of the [1.5 x] increase mitigation factor approved by the 

Commission in past cases and applied by AIC to the class at issue herein.  

As explained in the AIC’s initial brief, “[u]nfortunately, the proposed increase offered by 

Mr. Rubin is 'excessive' and offends prior Commission decisions on the issue.”  (AIC Init. Br. 

139 (internal citation omitted).)  “[I]f the Commission were to apply the upper end of Mr. 

Rubin's proposed range (the 2.4 times increase factor) to the overall system average by Rate 

Zone, the increase would be 25.75% for GDS-4 customers in Rate Zone III as opposed to the 

16.09% increase proposed by AIC.”  (Id. at 140.)  Perhaps more importantly, Mr. Rubin's 

proposal appears to be arbitrary, or at least lacking in an articulated, factual basis.  Specifically, 

Mr. Rubin fails to explain why ten years is the appropriate period of time over which to examine 

(and force) movement that will generate cost-equivalent rates.  As highlighted by CUB's initial 
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brief, Mr. Rubin fails to explain exactly why the “principle of cost-based pricing” must trump 

gradualism in this instance.  (See CUB Init. Br. 28.)  This statement is conclusory and lacking in 

basic factual support.  

Staff, IIEC and AIC all oppose Mr. Rubin's recommended increase percentage.  (Staff 

Init. Br. 68; IIEC Init. Br. 39.)  As stated by Staff in its initial brief, “[t]he 1.5 times the system 

average increase constraint represents a reasoned judgment of how much progress can be made 

towards cost-based revenue allocations while addressing bill impact concerns.”  (Staff Init. Br. 

61 (internal citations omitted).)  Further, “[t]his methodology mitigates the concern of adopting 

the full COS results and the prospect of unfavorable rate impacts that could otherwise result for 

some rate classes.”  (Id. (internal citations omitted).)  In conclusion, the increase mitigation 

methodology applied by AIC in this case is consistent with prior Commission guidance and Mr. 

Rubin has presented no evidence that would form a sound basis for the Commission to disturb 

precedent on this issue at this time.   

VIII. SVT PROGRAM 

The parties have advanced many positions for the Commission to consider in this docket, 

and should the Commission direct AIC to implement a SVT program, its findings should be 

incorporated into draft tariffs that will be the starting point of a future proceeding.  As stated in 

AIC’s initial brief, the purpose of a separate docket is to build upon the progress made in this 

proceeding and finalize the tariffs; not to start anew or re-litigate issues that have been resolved 

or decided based on the record evidence in this proceeding.  (AIC Init. Br. 145.)  For clarity of 

the record, AIC has indicated below which issues are indeed resolved, and those that the parties 

have agreed to address in stakeholder meetings to be held before filing Rider SVT tariffs or in 

the next proceeding, and included discussions of each in its briefing. 
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A. Resolved Issues 

1. SVT Program Separate Proceeding  

The parties agree that should the Commission approve the propriety of a SVT program, a 

separate proceeding is necessary to finalize the operational and tariff design issues that remain 

unresolved.  (AIC Init. Br. 144-46; Staff Init. Br. 72-75; RGS Init. Br. 4-5; CUB Init. Br. 29-30; 

ICEA/RESA Init. Br. 17.)  This issue is resolved, subject to the Commission’s approval of the 

program.  

2. Budget Billing Plan for SVT Customers 

This issue is resolved.  (AIC Init. Br. 146.) 

3. Rider SVT 

a. Assessment of Pipeline Penalties 

See Section VIII (B)(8)(a) infra. 

b. Utility Consolidated Billing 

This issue is not contested.  (AIC Init. Br. 146; RGS Init. Br. 3-6.) 

c. Stakeholder Meetings 

This issue is resolved.  (AIC Init. Br. 146-47.) 

d. Rescission Period 

This issue is resolved.  (AIC Init. Br. 147.) 

e. Tariff Language Changes 

Staff’s initial brief notes ICEA/RESA witness Mr. Stephen Puican argued that AIC 

should change asset allocation for each market every month based on changes to the marketer’s 

customer base.  (Staff Init. Br. 76 (citing ICEA/RESA Ex. 2.0, pp. 9-10).)  AIC rejected Mr. 

Puican’s recommendation because a monthly asset allocation approach creates operational risk 

for AIC’s distribution system that could jeopardize system integrity and adds unnecessary 



 89 

administrative burdens and cost.  (Ameren Ex. 26.0 (Seckler Reb.), pp. 16-18.)  Staff 

recommends, and AIC agrees, to maintain the proposed biannual allocations and this issue be 

considered later based upon AIC’s experience in administering the SVT program.  (Ameren Ex. 

40.0 (Seckler Sur.), p. 6; Staff Init. Br. 77.)   

ICEA and RESA conceded the issue, and have requested the Company examine the issue 

particularly when there is a 20% or more level of switching.  (Ameren Ex. 40.0, p. 9.)  AIC and 

the Marketers8 have agreed that the frequency of asset reallocation will be a discussion topic at 

the annual stakeholder meeting.  But to be clear from AIC's perspective, no commitment to 

change the asset reallocation is implied, only a commitment to discuss. 

4. Rider GTA 

Staff's views on Rider GTA are not clear (as discussed in Section VIII (B)(5) infra), but 

nonetheless the following subsections identify the specifics of the rider that have been agreed 

upon in the event the Commission approves Rider GTA. 

a. Sunset Provision 

This issue is resolved.  (AIC Init. Br. 148-49; Staff Init. Br. 80.) 

b. Use of System Weighted Average Cost of Gas 

Staff argues that if the Commission approves Rider GTA, it should modify how it is 

calculated.  (Staff Init. Br. 81.)  Staff recommends that Rider GTA should compare the market 

cost to liquidate (or otherwise shed supply) to the system weighted average cost of gas 

(WACOG).  (Id.)  Staff’s brief, however, fails to recognize that AIC agreed system WACOG 

should be used provided it is properly defined.  (Ameren Ex. 40.0 (Seckler Sur.), p. 4.)  

Therefore, AIC considers the use of WACOG to be resolved and the proper definition of system 

                                                
8 ICEA/RESA and RGS. 
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WACOG can be resolved in a later proceeding (as discussed in Section VIII (B)(5)(a) infra). 

c. Tariff Language Changes 

This issue is resolved.  (AIC Init. Br. 151; Staff Init. Br. 82.) 

5. Rider GSIC 

a. Identification of Costs to be Recovered 

As explained in AIC’s initial brief, Rider Gas System Integrity Charge (Rider GSIC) 

calculates a charge for assets used by the Company to balance and maintain the integrity of the 

gas distribution system for the benefit of all customers.  (Ameren Ex. 26.0 (Seckler Reb.), p. 10.)  

Staff witness Dr. Rearden believes the concept underlying Rider GSIC is theoretically sound if 

AIC has a consistent and fully considered approach to the assets it selects to retain and balance 

within its system.  (ICC Staff Ex. 7.0, p. 12.)  Dr. Rearden recommended the SVT tariff include 

the specific assets whose cost will be recovered in Rider GSIC and requested an explanation as 

to why costs for these assets should recovered in Rider GSIC instead of Rider PGA or Rider 

GTA, before their inclusion in the rider.  (Id., p. 11.)  Ms. Seckler emphasized that a significant 

number of contracts in the Company’s portfolio are expiring in March of 2015, shortly after the 

proposed effective date of SVT in November 2014.  (Ameren Ex. 40.0 (Seckler Sur.), p. 5.)  

Every year, contracts expire with no guarantee of renewal for the exact same volumes on the 

same pipeline.  (Id.)  Some pipelines change designated contract numbers every time a contract 

is renewed even if it is for the exact same volumes on that pipeline.  (Id.)  Therefore, it is not 

logical to file a list of contracts in a tariff when the contracts will be out of date shortly after 

being filed and constantly changing. 

To address Dr. Rearden’s concerns, however, AIC proposed to file a list of contracts with 

the ICC Manager of Accounting by October 1 of each year identifying the costs that will be 

removed from Rider PGA and recovered through Rider GSIC during the following November 1 
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through October 31 time period.  (Id.)  The Marketers have also agreed to this recommendation.  

(Id.)  Staff’s brief states “Staff is concerned that AIC make clear which assets have costs that 

should be recovered in Rider GSIC and which costs should be recovered in Riders PGA and 

GTA.”  (Staff Init. Br. 84.)  Staff’s brief makes no mention of AIC’s proposal, however AIC 

believes it is adequate to address Staff’s concerns regarding the identification of specific assets 

whose costs will be recovered in Rider GSIC.  

b. Storage Inventory Transactions 

This issue is resolved.  (AIC Init. Br. 150-51.) 

c. Tariff Language Changes 

This issue is resolved.  (AIC Init. Br. 151; Staff Init. Br. 85.) 

6. Price to Compare 

The parties have agreed to discuss this issue in future stakeholder meetings. 

IX. CONTESTED ISSUES 

1. Approval of SVT 

As stated in its initial brief, AIC is willing to implement a SVT program if the 

Commission orders the Company to do so and approves recovery of the associated costs.  (AIC 

Init. Br. 151-52.)  CUB argues the Commission should seek evidence of the qualitative and 

quantitative benefits from SVT, how those benefits would be derived, and how the projected 

benefits compare to projected costs of implementation and operation of the SVT program.  (CUB 

Init. Br. 32.)  CUB also requests the Commission approve the program if the record in this 

proceeding demonstrates that the benefits will outweigh the costs associated with the program.  

(Id., p. 36.)  The Marketers argue the Commission should consider the benefits in their 

estimation, and Staff has referred to other gas utilities that have similar programs in place.  

(Ameren Ex. 16.0 (2d Rev.) (Nelson Reb.), p. 15.) 
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In the event the Commission does order AIC to implement its SVT program, the 

Commission should also approve the proposed Riders GTA and GSIC.  (AIC Init. Br. 143-61.)  

The purpose of Rider GTA is to charge or credit Rider SVT customers an amount associated 

with the liquidation of contracts affected by the level of switching that occurs when those 

customers switch to SVT service.  (Ameren Ex. 26.1, p. 33.)  Rider GSIC imposes a monthly 

charge on all customers taking delivery service (except customers receiving service under Rate 

GDS-7).  The Rider GSIC charge is associated with the system integrity assets needed to balance 

and maintain the integrity of the gas distribution system.  Rider GSIC specifically requires the 

system integrity assets be accounted for separately from the assets recovered for through Rider 

PGA.  (Ameren Ex. 26.1, p. 29.)  

2. Purchase of Receivables 

AIC believes Utility Consolidated Billing in conjunction with Purchase of Receivables 

(UCB/POR) is an important aspect of a successful SVT program, based on its experience on the 

electric side of its business and has included the provision in its tariffs and cost projections.  

(Ameren Ex. 40.0 (Seckler Sur.), p. 7.)  CUB argues the issue of Purchase of Receivables 

“should be further explored in the tariff proceeding that is filed subsequent to a Commission 

determination to go forward with SVT in Ameren territory.”  (CUB Init. Br. 39.)  CUB admits it 

did not present any testimony regarding the POR component of Rider SVT in this proceeding.  

(Id. at 38.)  And as RGS pointed out, the workshop participants negotiated the details of the POR 

tariff and no party considered the issue of POR to be unresolved in the confidential surveys 

submitted at the conclusion of the workshops.  (RGS Init. Br. 14.)  In fact, the only issue with 

respect to POR that has been raised by parties has been the level of the Discount Rate as 

discussed in Section VIII (B)(4) infra.  AIC concurs with RGS that parties should not be forced 

to re-litigate this issue in another proceeding as the record supports the implementation of a POR 
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program.  The Commission should approve the POR provisions included in Rider SVT as they 

reflect consensus derived from the Commission-ordered workshops.    

3. Consumer Protections 

As noted in its initial brief, AIC is supportive of collaborative meetings with suppliers 

and other stakeholders to be held in the 1st quarter of 2014, to discuss, among other issues, 

consumer education and awareness.  (AIC Init. Br. 152-53.) 

4. Discount Rate for SVT and UCB/POR Customers 

This issue is fully addressed in AIC’s initial brief (pp. 153-55.) 

5. Rider GTA  

Staff continues to question the necessity of Rider GTA due to the delay in the start of the 

SVT program until the fourth quarter of 2014.  (Staff Init. Br. 79.)  Staff alleges AIC may not 

need Rider GTA “since AIC may be able to adjust its portfolio to accommodate SVT service.”  

(Id.)  Staff misses the point.  The start date of the SVT program is irrelevant.  What matters is 

once the SVT program is in operation, AIC may need to liquidate contracts to account for 

customer switching; it can't predict the level of customer switching today, for obvious reasons.  

Moreover, Staff has agreed to the three-month sunset of Rider GTA, which seems to suggest 

Staff accepts the interim nature of the rider.  (Staff Init. Br. 80.) 

The need for Rider GTA is paramount.  AIC has a longstanding hedging practice of 

purchasing physical and related financial products up to 6 ½ years forward.  (Ameren Ex. 26.0 

(Seckler Reb.), p. 4.)  The Commission has consistently approved this hedging practice in the 

Company's PGA dockets.  In its simplest form, the hedging practice serves to stabilize PGA 

prices the sales customers pay.  However, with the advent of a SVT program and without the 

protections afforded by Rider GTA, sales customers would potentially bear the cost of 

liquidating the gas supply products purchased in anticipation of supplying service to all AIC 
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customers if a significant number of customers switch to SVT.  (Id., p. 5.)  Rider GTA, then, is 

the mechanism to appropriately allocate the cost of switching suppliers only to those customers 

who choose to switch.  This cost—the difference between the original purchase price and the 

liquidation price—is charged to the SVT customers since their switching required AIC to 

liquidate the contracts.  Therefore, if the Commission directs AIC to implement an SVT 

program, it should also approve Rider GTA, and its sunset date April 30, 2017. 

a. Definition of System Weighted Average Cost of Gas 

While this issue is listed as contested, both AIC and Staff indicate in briefing that the 

appropriate definition could be resolved in a separate SVT tariff proceeding.  (AIC Init. Br. 156-

57; Staff Init. Br. 88-89.) 

6. Rider GSIC  

See Section VIII (A)(5)(a) supra.  

7. Rider PGA 

Staff misses the plain intent regarding AIC's references to Riders GTA and GSIC in the 

Rider PGA.  Staff asserts the references to the annual reconciliations for the Riders GTA and 

GSIC found in Rider PGA suggest that they must be included in the PGA reconciliation.  (Staff 

Init. Br. 89.)  In fact, the actual language is just the opposite; it explicitly requires that the Rider 

PGA reconciliation statement account for the differences associated with Riders GTA and 

GSIC—not that they be included: 

In conjunction with a docketed reconciliation proceeding, the 
Company shall file with the Commission a calendar-year 
reconciliation statement, which shall be certified by the 
Company’s independent public accountants and verified by an 
Officer of the Company.  This statement shall show the difference 
between the following: 

1. the costs recoverable through the Gas Charge(s) during the 
Reconciliation Year as adjusted by Factor A and Factor O, and 
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2. the revenues arising through the application of the Gas 
Charge(s) to applicable Therms during the Reconciliation Year, 
and 

3. the costs and revenues arising through the application of Rider 
GTA to applicable Therms during the Reconciliation Year, and 

4. the costs and revenues arising through the application of Rider 
GSIC to applicable Therms during the Reconciliation Year. 

Staff's view that AIC's position is only to note a “cross reference” amongst the riders 

(id.), fails to (1) recognize what the actual language states; (2) fully understand the intent behind 

the need to ensure the Rider PGA reconciliation statement account for the differences associated 

with Riders GTA and GSIC; and (3) reflect a complete understanding of the record on this topic.  

Notably, both AIC and Staff agree each rider requires its own reconciliation.  And more 

importantly, Staff does not take issue with the interrelationships between the costs and charges 

associated with each of the riders caused by the SVT program.  (AIC Init. Br. 159.)  Without the 

Rider PGA language, the threat of unintended over- or under-recoveries in the Rider PGA 

reconciliation exists. 

8. Rider SVT 

a. Assessment of Pipeline Penalties 

As indicated in AIC’s initial brief, both Staff and ICEA/RESA raise valid concerns 

regarding the parties to whom pipeline penalties should be assessed under Rider SVT.  (AIC Init. 

Br. 160-61.)  Staff remains concerned with how pipeline penalties are allocated between 

customers and how SVT customers are assessed any penalties.  (Staff Init. Br. 75.)  AIC leaves 

this issue to the Commission to decide the appropriate action.   

X. OTHER PROPOSED RIDERS AND TARIFF CHANGES 

A. Resolved Issues 
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1. QIP-Eligible Projects  

2. Implementation of uniform Uncollectible Factor for purposes of 
administering Rider GUA  

B. Contested Issues 

XI. OTHER 

A. Accepted Recommendations 

1. Impact of Divestiture of Merchant Generating Assets in Future Rate 
Case  

2. Reporting Recommendations 

a. FERC Form 60 and FERC Audits Provided to Manager of 
Accounting of Commission  

B. Other Issues 

1. Company Use of Fuels  
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