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I. INTRODUCTION AND POSITION SUMMARY  

 For the reasons set forth below, Ameren Illinois Company d/b/a Ameren Illinois (AIC or 

the Company) takes exception to certain recommendations in the Administrative Law Judges’ 

Proposed Order (Proposed Order or ALJPO) issued November 14, 2013.   

AIC appreciates the careful evaluation of the numerous issues in the case contained in the 

Proposed Order.  Nevertheless, AIC takes exception to certain conclusions of the Proposed 

Order.  Because the most significant driver of the rate increase requested by AIC in this 

proceeding is the cost of plant investment, return on equity heads the list.  Investment in assets 

accounts for 40% of the requested increase, and AIC will invest over $239 million in its gas plant 

infrastructure for 2013 through the 2014 test year.  AIC will be competing for capital in the 

market in order to obtain the funds to make these investments.  Thus, the return on equity is of 

paramount importance—and AIC suggests a modest change to produce a more fair and 

consistent result.  The following summarizes AIC’s exceptions. 

• Return on equity.  The Proposed Order arrives at the recommended 9.08% return on 
equity by averaging AIC’s, Staff’s and IIEC’s discounted cash flow (DCF) analysis 
results of 9.13% with just Staff’s capital assets pricing model (CAPM) estimate of 9.02%.  
This average excludes AIC’s CAPM estimate.  However, the record, the recent decision 
in Peoples/North Shore Docket 12-0511/12-0512, and the Proposed Order’s own use of 
averaging to “reduce the effects of perceived shortcomings and biases described in the 
competing positions of the Parties” support inclusion of AIC’s CAPM in the final 
average result. AIC is not suggesting that its CAPM estimate be given special 
consideration, to the exclusion of other evidence.  Rather, its CAPM result should be 
given at least as much consideration as the other estimates provided in this proceeding—
an approach consistent with Peoples/North Shore.  AIC therefore seeks a revision to the 
Proposed Order to include its CAPM result in the final average, which produces a return 
on equity of 9.34%.   

• Long Term Debt balance.  In 2012, amid a low interest rate environment, AIC replaced 
certain high interest long-term debt with significantly less costly debt, thereby reducing 
AIC’s overall long-term debt cost and, ultimately, the costs to AIC’s customers.  There is 
no dispute that transaction was prudent, and the Proposed Order acknowledges that it 
was.  As such, Illinois law entitles AIC to recover the debt redemption cost it necessarily 
incurred in effectuating that transaction.  Yet the Proposed Order disallows a majority of 
that cost.  AIC should not be penalized for undertaking an action that positively benefits 
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its customers.  Further, consistency with prior orders demands a more proportionate 
result, and not the 57.41% cost disallowance the Proposed Order imposes.  Accordingly, 
the Commission should not adopt the Proposed Order’s conclusion regarding AIC’s long-
term debt balance, which penalizes AIC for its prudence, but instead use a more 
proportionate approach which reflect only a 3.1% reduction. 

• Non-labor expenses.  The Proposed Order adopts three AG/CUB adjustments to test year 
non-labor distribution expense: a $160,000 reduction in JULIE locate request expense; a 
$50,000 reduction in sewer cross bores inspection expense; and a $300,000 reduction in 
corrosion control painting expense.  The Proposed Order does not eliminate all funding 
for these activities.  But even so, the reductions should not be approved, because they 
disallow funding specifically targeted for activities that will strengthen the safety, 
reliability and integrity of AIC’s gas facilities, consistent with the Commission's goals of 
ensuring safe pipeline practices. 

• Charitable contributions.  The Proposed Order finds that the use of 2012 expenses is the 
“most reasonable” baseline for calculating 2014 forecasted contributions.  But this is a 
future test year rate case.  Recent actual spending can be a point of comparison to judge 
the reasonableness of future costs.  But here it is not a valid point, because it is not 
representative of amounts that AIC expects to spend in 2014.  The Proposed Order does 
not consider this.  And there are other factors—most notably the Commission’s decision 
in Peoples/NS—that serve as benchmarks to demonstrate that AIC’s requested amount is 
reasonable.  Again, the Proposed Order does not consider them. 

• Advertising expenses.  The Commission’s data shows a need to increase public awareness 
on digging practices that can jeopardize the safety and reliability of gas service.  The 
forecasted gas-only advertising expenses include funding for engagement with the public 
on these very issues.  The initiatives include reaching out to consumers, local officials, 
contractors and emergency workers to discuss safe practices around pipelines, proper 
excavation techniques, procedures for responding to pipeline leaks and gas explosions, 
and other pipeline safety issues.  But the Proposed Order’s adoption of AG/CUB’s 
adjustment disallows funds targeted for these types of communications, without showing 
that any activities are imprudent or any cost projections are unreasonable.  The record 
does not support this adjustment.  Communications that reach out to the public to discuss 
safe practices around pipelines, proper excavation techniques, procedures for responding 
to pipeline leaks and gas explosions, and other pipeline safety issues are core 
communications for any regulated gas utility. 

• Rate Design.  AIC does not take exception to the cost-of-service or rate-design-related 
conclusions presented in the Proposed Order.  AIC does, however, take exception to 
clarify two limited issues that were omitted from discussion or conclusion in the 
Proposed Order.   

• Small Volume Transport.  AIC proposes certain clarifying changes to make clear that the 
SVT program is approved in this Order but will not be implemented until after a 
subsequent tariff proceeding, the timing and scope of that subsequent proceeding, and 
that UCB/POR and Rider GSIC are approved. 
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• AIC also proposes certain technical corrections. 

II. ARGUMENT 

A. Exception 1: ALJPO SECTION VI.H, “Cost of Equity,” Subsection 4, 
“Commission’s Conclusions” (ALJPO 154-59). 

The Proposed Order arrives at the recommended 9.08% return on equity by averaging the 

parties’ discounted cash flow (DCF) analysis results of 9.13% and Staff’s capital assets pricing 

model (CAPM) estimate of 9.02%.  The problem with the Proposed Order’s recommendation is 

that it wholly ignores AIC’s CAPM estimate and, by implication, gives 50% weight to Staff’s 

CAPM in the final result.  In fact, the Proposed Order’s weighting of Staff’s CAPM and DCF 

estimates accounts for two-thirds (66.7%) of the 9.08% ROE result, while the Company’s ROE 

estimate (limited to DCF) accounts for only one-sixth (16.7%) of the recommended ROE.  This 

also presents a departure from the Commission’s most recently issued gas utility rate order, and 

accordingly is not sustainable.  The Commission should reject this recommendation and instead 

give AIC’s CAPM the weight it deserves.  Fair consideration of AIC’s CAPM estimate shows 

that the Company’s cost of equity is at least 9.34%.  The final order should therefore authorize a 

9.34% return on equity.    

1. The Proposed Order disregards AIC’s CAPM estimate.   

The Commission’s approach to determining utility return on equity is well-settled: 

“Traditionally, the Commission has established rates of return on common equity for utilities by 

employing mathematical models designed to quantify the likely cost of attracting capital 

investment during the time rates are expected to be in effect.  In virtually all cases, we have 

relied on the DCF and CAPM models.”  N. Shore Gas Co. et al., Dockets 12-0511/12-0512 

(cons.), Order, p. 205 (June 18, 2013) (hereinafter Peoples/NS).  

Each of the return on equity experts in this case performed both DCF and CAPM 
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analyses.  AIC’s expert, Mr. Robert Hevert, testified to an average CAPM result of 10.07%.  

IIEC witness Mr. Gorman came up with a CAPM result of 8.10%.  This result is so anomalous 

that all of the experts, including Mr. Gorman, agree it should not be considered.  Staff’s CAPM 

result is 9.02%. 

The Proposed Order uses Staff’s CAPM analysis but not AIC’s.  But there is no finding 

that AIC’s expert, Mr. Hevert, applied the CAPM methodology incorrectly.  There is no finding 

that Mr. Hevert’s CAPM results are particularly extreme.  And there is no finding that the inputs 

to Mr. Hevert’s analysis are so flawed as to render his work unreliable.  The Proposed Order 

simply finds that Staff’s beta estimates and market risk premium (two major components of the 

CAPM model) are “more reliable” than the beta estimates and market risk premium that Mr. 

Hevert calculated.  (ALJPO 157-58.)  In short, the Proposed Order does not establish why Mr. 

Hevert’s CAPM must be entirely excluded from the analysis.  And such an approach is not 

consistent with the Commission’s most recent previous return on equity determination for a gas 

utility, in Peoples/NS, where the utility’s CAPM result was averaged with Staff’s.  Citizens 

Utility Bd. v. Illinois Comm. Comm’n, 166 Ill. 2d 111, 132 (1995) (where the Commission had 

specifically rejected an identical proposal on two prior occasions, and “failed to articulate a 

reasoned basis for its sudden departure from the previous decisions,” the Illinois Supreme Court 

determined that the Commission’s decision would be accorded no deference); see also Bus. & 

Prof’l People for Pub. Int. v. Ill. Comm. Comm’n, 136 Ill. 2d 192, 227 (1989) (holding that the 

Commission committed reversible error when it disregarded evidence before it without 

explanation). 

2. Criticism of two assumptions of AIC’s CAPM methodology is not 
grounds to disregard the CAPM estimate in its entirety. 

The Proposed Order’s exclusion of AIC’s CAPM result rests on concerns with two 
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assumptions—that Mr. Hevert’s beta coefficient estimate measurement period used “in the 

current proceeding was 18-24 months,” while the Commission has generally relied on betas 

calculated with five years of data, and the inclusion of non-dividend paying companies in Mr. 

Hevert’s calculation of the expected market return.  (ALJPO 157-58.)  That AIC’s CAPM 

analysis used different assumptions than Staff’s is not particularly surprising—in every case 

different return on equity experts tend to use different inputs and assumptions.  The Commission 

has recognized that different results produced by different analytical approaches may all provide 

a degree of insight into estimating return on equity.  Contrary to picking and choosing among 

which return on equity estimates it will consider, the Commission typically considers all of them 

through various forms of mathematical averaging.  

Indeed, the Proposed Order here recognizes that averaging parties’ recommendations has 

the practical effect of mitigating the inherent shortcomings of all return on equity estimating 

methods.  In deciding to average the parties’ DCF recommendations, the Proposed Order states 

that in doing so, “the Commission wishes to emphasize that it does not endorse every input to the 

DCF analyses, or rationale therefor, presented by the parties.”  (ALJPO 156.)  Among the inputs 

the Proposed Order does not endorse are certain growth rates assumed by AIC and IIEC.  See id.  

“Nevertheless, the Commission finds that the DCF recommendations made by each party are of 

sufficient value to be considered in the estimating the cost of common equity in this case.”  Id. 

Rather than let the perfect become the enemy of the good, “the Commission believes that 

blending the Parties’ proposals in this manner results in an average return that significantly 

diminishes any perceived upward or downward bias as set forth in the different positions of the 

parties.”  Id.  

Thus, when faced with certain perceived shortcomings in the parties’ DCF analyses, the 
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ALJ did not decide to consider some analyses and disregard others.  It considered each of the 

three witness’s DCF recommendations and averaged them.  And then the Proposed Order 

averaged the DCF and CAPM results for the same reason, stating: “Averaging the DCF and 

CAPM results … will reduce the effects of perceived shortcomings and biases described in the 

competing positions of the Parties.”  (ALJPO 159.)  The Proposed Order could have, and should 

have, taken the same approach with the CAPM estimates provided by AIC and Staff.  

“Blending” these CAPM estimates would diminish the “upward or downward bias” with which 

the ALJ is concerned. 

The necessary implication of rejecting AIC’s CAPM is that only one CAPM estimate—

Staff’s—was used to determine return on equity.  But there is no basis in the evidentiary record 

to disregard AIC’s CAPM estimate.  This is especially so considering that AIC’s expert used an 

approach similar to that used by the utility’s expert in Peoples/NS.1  The Commission Order in 

Peoples/NS described the utility’s CAPM approach as follows: 

Utilities’ witness, Mr. Moul used historical and forecast yields on 
20-year Treasury bonds and selected a mid-point of 4.25% based 
on current forecasts and recent trends. For the beta measurement of 
systematic risk, he used the average Value Line beta for the Gas 
Group, adjusted using the Hamada formula to reflect the 
application of this market-based measurement to the utility’s book 
value capital structure used in ratemaking. Mr. Moul developed his 
market premium by averaging forecast data from Value Line and 
the S&P 500 Composite and historical data from Ibbotson 
Associates, all of which are sources routinely used by investors, 
analysts and academics.   

N. Shore Gas Co. et al., Dockets 12-0511/12-0512 (cons.), Order, pp. 199-200 (internal record 

cites omitted). 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
1 In Peoples/NS, Mr. Moul’s analysis also utilized a leverage adjustment.  N. Shore Gas Co. et al., Dockets 12-
0511/12-0512 (cons.), Order, p. 208.  Mr. Hevert’s CAPM model did not include a leverage adjustment.  AIC 
believes that adopting a CAPM result with a leverage adjustment readily supports adoption of Mr. Hevert’s result 
without a leverage adjustment, as Mr. Hevert’s result is arguably more conservative.  
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In the instant case, Mr. Hevert used the 30-day average of current treasury yields (3.59%) 

and a forecasted rate (3.73%) to calculate a risk free rate of return.  (Ameren Ex. 34.0 pp. 5-6, 

57; Ex. 34.4.)  For beta measurement, he used coefficients from three sources, including 

Bloomberg and Value Line.  (Ameren Ex. 34.4.)  Mr. Hevert developed a forward-looking 

estimate of the market premium using the market required return, less the current 30-year 

Treasury bond yield.  (Ameren Ex. 5.0 (Hevert Dir.), pp. 23-23.)   

Mr. Hevert’s CAPM approach is not fundamentally different than the approach the 

Commission considered in Peoples/NS.  In both cases, historical and forecasted financial 

information was derived from public sources routinely used by investors as the primary inputs.  

The Proposed Order indicates that Staff's result was chosen simply because it was the “most 

reliable.”  But it does not explain why AIC’s model should be rejected in light of the Peoples/NS 

Order’s acceptance of a similar utility-sponsored CAPM.  Further, simply stating a preference 

for one model does not render AIC’s CAPM unreliable or otherwise worthless—which is 

essentially what the Proposed Order concludes by disregarding this information.   

3. The two bases for the Proposed Order’s rejection of AIC’s CAPM 
results are not persuasive. 

As indicated, the Proposed Order has two concerns with AIC’s CAPM result: the use of a 

beta coefficient measurement period of less than five years and the inclusion of non-dividend 

paying companies in the expected market return.  (ALJPO 157-58.)  

Regarding the beta estimate measurement period, the Proposed Order is incorrect.  Mr. 

Hevert used three different beta sources—one with an 18-month measurement period, one with a 

24-month measurement period, and a Value Line beta coefficient source that is based on five 

years of data (same as Staff).  (Ameren Exs. 34.0 (Rev.) (Hevert Sur.), p. 20; 34.4, p. 1.)  To the 

extent that the Commission wishes to rely on beta coefficients based on five years of data, the 
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Commission could use just Mr. Hevert’s Value Line based CAPM model, which would produce 

a CAPM result of 10.11%.2  When averaged with Staff’s CAPM result and the Proposed Order’s 

DCF results, this produces a return on equity of 9.35%.   As Staff’s betas use a measurement 

period that starts with the collapse of Lehman Brothers, and includes the subprime mortgage 

meltdown and market crises, the Federal Reserve’s "quantitative easing" program, and a 

recession (Tr. p. 584-86; 571), such an average is appropriate to “diminish” any resulting bias.  

Regarding the inclusion of non-dividend paying companies in the CAPM analysis, the 

purpose of the CAPM is to estimate the expected return relative to the overall market.  So in 

calculating the expected market return, it makes sense to include as many companies as possible 

for which growth rate estimates are available, whether or not the company pays dividends.  By 

doing so, it is possible to gauge equity investors’ return expectations for the overall market, as 

the model requires.  (Ameren Ex. 34.0 (Rev.), p. 30.)  The CAPM does not distinguish between 

dividend paying and non-dividend paying companies for the purpose of estimating the market 

return; both are available to investors.  Investors can and do invest in both dividend and non-

dividend paying companies, and there is no practical or theoretical reason to discriminate 

between the two in applying the CAPM.  Thus in Peoples/NS, the utility’s CAPM did not 

exclude non-dividend paying companies, and the Commission utilized that CAPM result.  N. 

Shore Gas Co. et al., Dockets 12-0511/12-0512 (cons.), Order, pp. 199-200. 

Beyond referring to the Docket 11-0282 Order, the Proposed Order does not explain why 

Staff’s exclusion of non-dividend paying companies in the calculation of the market risk 

premiums is “more reliable.”  Nor does the Proposed Order explain why Staff’s approach is so 

much “more reliable” than AIC’s that AIC’s CAPM can be excluded.  AIC is not aware of any 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
2 From Ameren Ex. 34.0, p. 57, Table 4b:  (10.13% + 9.94% + 10.28% + 10.09%) / 4.  
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other jurisdiction that has approved an approach like Staff’s, nor of any authority validating such 

a method of valuing the return on equity securities.  Staff readily admits that potential investors 

in AIC also have the choice of investing in other non-dividend paying stocks.  (Tr. 583-84; AIC 

Init. Br. 122-23.)  Staff's model does not capture this choice.   But the CAPM is designed to 

measure risk from the perspective of a diversified portfolio investor, who may choose among 

both non-dividend and dividend paying stocks.  (Id.; see also Ameren Ex. 20.0, p. 32.)  Thus Mr. 

Hevert's model includes non-dividend stocks in his market risk premium simply by recognizing 

the price appreciation of the stock over time.  (Ameren Ex. 20.0, p. 32.)  In any event, the 

solution to a concern that AIC’s and Staff’s methodologies differ on inclusion of non-dividend 

paying companies is not to throw out AIC’s CAPM but to average—as the Proposed Order does 

with the DCF results.  In the interest of  “reduc[ing] the effects of perceived shortcomings and 

biases described in the competing positions of the Parties,” the Commission should consider 

AIC’s CAPM model in determining return on equity. 

4. Fair consideration of AIC’s CAPM estimate results in a return on 
equity of at least 9.34%. 

AIC is not suggesting that Mr. Hevert’s CAPM estimate be given special consideration or 

considered to the exclusion of other evidence.  Rather, it should be given at least as much 

consideration as the other estimates provided in this proceeding.  One way to do this would be to 

simply include AIC’s CAPM in the same formula the Proposed Order uses.  The average of 

Staff’s CAPM (9.02%) and AIC’s CAPM (10.07%) is 9.55%.  If the average CAPM (9.55%) is 

averaged with the average DCF (9.13%), the indicated return on equity is 9.34%.   

Another way would be to apply the Peoples/NS averaging methodology in this case. 

Peoples/NS is the most recent Commission Order for a gas utility.  The principles of fairness and 

consistent treatment support use of the same approach here as in that case.  Using such an 
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approach, the resulting return on equity would equal 9.5%.  (AIC Init. Br. 105.) 

A return on equity of 9.34% passes any number of readily-available sanity checks.  The 

authorized return on equity for Peoples/NS, for example, was recently established at 9.28%.  N. 

Shore Gas Co. et al., Dockets 12-0511/12-0512 (cons.), Order, p. 205.  AIC’s unadjusted return 

on equity in Docket 11-0282 was 9.22%.  Ameren Ill. Co., Docket 11-0282, Order, p. 208 (Jan. 

10, 2012).  As noted in Peoples/NS and also confirmed in this docket, the national average gas 

return on equity is 9.94%.  N. Shore Gas Co. et al., Dockets 12-0511/12-0512 (cons.), Order, p. 

205.  

The rates the Commission will set in this proceeding are prospective.  The authorized 

return on equity should reflect this, because the market is changing.  Interest rates are rising, 

justifying higher rates of return.  (Ameren Exs. 20.0 (Hevert Reb.), pp. 3-7; 34.0 (Rev.), pp. 5-6, 

Table 1).  Even Staff recognized as much, increasing their proposed return on equity by 34 basis 

points between direct and rebuttal testimony.  In light of this, AIC seeks a modest revision to the 

Proposed Order so that it too recognizes these market changes, and brings the return on equity 

into line with recent Commission decisions and closer to the national average, by setting the 

return on equity at no less than 9.34%.  A rate lower than 9.34% could otherwise be perceived as 

a negative regulatory shift by investors and analysts and could be detrimental to the long term 

interest of attracting investment and maintaining credit quality for AIC, as it invests and expands 

its system for the benefit of customers.   

B. Exception 2: ALJPO SECTION VI. D, “Long-Term Debt Balance” 
Subsection 3, “Commission’s Conclusions” (ALJPO 103-04). 

Under Illinois law, a utility is entitled to recover the costs it prudently incurs in providing 

utility service to customers.  Util. Bd. v. Ill. Comm. Comm’n, 166 Ill. 2d 111, 126 (1995); Bus. & 
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Prof’l People for the Pub. Interest vs. Ill. Comm. Comm’n, 279 Ill. App. 3d 824, 831-32 (1996).3 

In 2012, amid a low interest rate environment, AIC replaced certain high interest long-term debt 

with significantly less costly debt, thereby reducing AIC’s overall long-term debt cost and, 

ultimately, the costs to AIC’s customers.  (Ameren Ex. 19.0 (2d Rev.) (Martin Reb.), pp. 3-4.)  

There is no dispute that transaction was prudent, and the Proposed Order acknowledges that it 

was.  (ALJPO 104.)  As such, Illinois law entitles AIC to recover the debt redemption cost it 

necessarily incurred in effectuating that transaction.  Yet the Proposed Order disallows a 

majority of that cost.  In so doing, it cites the Commission’s prior orders, which disallowed a 

portion of the high interest debt that AIC redeemed.  Consistency with those orders, however, 

demands a more proportionate result, and not the 57.41% cost disallowance the Proposed Order 

imposes.  And policy demands that the Commission not discourage prudent debt refinancing 

such as AIC’s 2012 transaction.  Accordingly, the Commission should not adopt the Proposed 

Order’s conclusion regarding AIC’s long-term debt balance, which penalizes AIC for its 

prudency.    

1. AIC’s 2012 debt refinancing was prudent because it reduced AIC’s 
costs, benefitting both AIC and its customers. 

In 2008, during the height of the credit crisis, AmerenIP issued $400 million of 9.75% 

10-year debt.  (Ameren Ex. 19.0 (2d Rev.), p. 3.)  In AmerenIP’s 2009 rate case, Docket 09-

0306, the Commission found that $50 million of that debt was excessive.  Cent. Ill. Light Co., 

Dockets 09-0306, et al. (cons.), Order, p. 143 (Apr. 29, 2010).  It removed that amount from 

AmerenIP’s long-term debt balance for ratemaking purposes.  (Id.)  But that did not remove the 

	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  
3 “Prudence,” according to the Commission, is “‘that standard of care which a reasonable person would be expected 
to exercise under the same circumstances encountered by utility management at the time decisions had to be made.’”  
Ill. Comm. Comm’n v. Peoples Gas Light & Coke Co., Docket 00-0720, Order, p. 6 (Jan. 24, 2002) (quoting Ill. 
Comm. Comm’n v. Commonwealth Edison Co., Docket 84-0395, Order, p. 17, 1987 Ill. PUC LEXIS 68, *34 (Oct. 7, 
1987)).   
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debt from AmerenIP’s books.  Thus, when the Ameren utilities consolidated into Ameren Illinois 

Company in 2010, the entire $400 million 9.75% obligation became part of the merged entity’s 

capital structure.  (Ameren Ex. 19.0 (2d Rev.) (Martin Reb.), p. 5.)  And, as Staff agrees, it is a 

necessary part of AIC’s capital structure today: 

Q. Can I ask you today are you arguing that Ameren Illinois 
Company has $50 million of capital that is not being used to 
support or provide utility service? 

A. No. 

Q. Let me ask you another question. Do you believe that today 
as we sit here Ameren Illinois Company has $50 million of capital 
that is not being used to provide or support utility service? 

A. No. 

(Tr. 557:12-21 (Staff witness Ms. Phipps testifying).)   

 In AIC’s last gas rate case, Docket 11-0282, the Commission adjusted the cost of AIC’s 

long-term debt to account for the $50 million 9.75% debt at issue in the prior docket..  But it did 

not disallow 100% of the cost of the $50 million 9.75% debt; rather, it reduced the cost to 7.39%.  

Ameren Ill. Co., Docket 11-0282, Order, pp. 70, 76; (Ameren Ex. 19.0 (2d Rev.), p. 6.) 

In 2012, AIC management took advantage of favorable interest rates.  That year, AIC 

issued $400 million of 2.70% debt, and it used the proceeds of that issuance to take $87.1 million 

of the AmerenIP 9.75% debt off its books.  (Ameren Ex. 19.0 (2d Rev.), pp. 3-4.)  Not 

surprisingly, AIC paid a premium to redeem the more expensive debt, of approximately $33.4 

million, the test year amortized amount of which is approximately $3.4 million.  (Tr. 559.)  The 

combined transaction, however, was financially advantageous—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 AIC’s long-term debt portfolio.  (Ameren Ex. 33.0 (Martin Sur.), pp. 4-

5.)  Unquestionably, AIC’s 2012 debt refinancing reduced AIC’s costs, benefitting both AIC and 
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its customers.  (Id.)  It was a prudent transaction. 

2. The Proposed Order penalizes AIC for its prudency. 

Despite this, the Proposed Order concludes that because of the Commission’s treatment 

of $50 million of the $400 million 9.75% debt issuance in Dockets 09-0306 and 11-0282,  AIC 

should not recover the cost to reacquire $50 million of the $87.1 million of 9.75% debt that it 

redeemed in 2012.  (ALJPO 103-04.)  By adopting a disallowance of the full redemption cost 

corresponding to the $50 million, the Proposed Order perhaps is suggesting that AIC should not 

have redeemed $50 million of the 9.75% debt, and instead should hold that costlier debt until its 

maturity in 2018.  Certainly, that would be the alternative to AIC’s 2012 prudent refinancing 

transaction.  If a utility can reduce its long-term debt cost, however, then it should.  And the 

Commission should encourage such prudency.   

The Proposed Order, however, goes in the opposite direction.  Accepting Staff’s 

proposal, it disallows entirely the cost to redeem the first $50 million of the $87.1 million of 

9.75% bonds—57.41% of the total $33.4 million redemption cost (50/87.1=0.5741), or an 

amortized test year amount of $2 million.  (ALJPO 104.)  This is a disproportionate result.  

Although the Proposed Order finds that the record lacks proposals that are less disproportionate 

or more accurate (id.), the record clearly supports at least two fairer calculations.   

3. The record supports a fairer approach. 

The first calculation is plainly set forth in the rebuttal testimony of AIC witness Mr. Ryan 

Martin.  He explains that, as stated, in Docket 11-0282, the Commission adjusted AIC’s 

embedded cost of long-term debt to account for the subject $50 million 9.75% AmerenIP 

issuance, but it did not remove the cost entirely.  Rather, the Commission reduced the coupon 

rate for the $50 million to AIC’s weighted average cost of debt, or from 9.75% to 7.39%.  

(Ameren Ex. 19.0 (2d Rev.), p. 6 (citing Ameren Ill. Co., Docket 11-0282, Order, p. 70 (Jan. 10, 
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2012).)  Thus, Mr. Martin explains, the Commission disallowed only a small fraction of the total 

debt costs: 

Thus, on a percentage basis, the Commission’s adjustment allowed 
100% percent recovery of the actual cost of debt on $350 million 
of the debt issuance, and allowed approximately 75% [7.39/9.75 = 
0.7579] recovery on the remaining $50 million.  That equates to an 
adjustment that disallowed only a small fraction of the total debt 
costs, equivalent to a disallowance of approximately 3.1% of the 
total cost of the 9.75% debt [(400 – 350 – .75(50)/400 = 0.0313]. 
Contrast that with the recommendation in this case to disallow 
57.51% of the redemption costs.  The calculation is clearly and 
grossly disproportionate to the past disallowance.  To the extent 
the Commission does accept Staff's rationale for adjustment in this 
case, the Commission should only calculate its disallowance on a 
proportional amount, or 3.1% of the cost. 

 (Id. at 6-7:140-48.)  If the Commission concludes some disallowance is warranted here (and for 

the reasons AIC explained in brief, it should not (AIC Init. Br. 77-82; AIC Reply Br. 47-48)), 

then, consistent with its Docket 11-0282 Order and the record in this case, the Commission 

should impose only a 3.1% disallowance, or a test year amount of  $108,500.  The record 

unquestionably supports that adjustment.  (Ameren Ex. 19.0 (2d Rev.), pp. 6-7.)  That adjustment 

would make ratepayers whole, but not penalize AIC for its prudent 2012 refinancing transaction.  

(Id.) 

The Proposed Order’s disallowance also assumes that $50 million of the 9.75% debt 

redeemed in 2012 was the same $50 million the Commission disallowed in Docket 09-0306, 

rather than any of the $350 million that the Commission approved.  Even simple math, which the 

record supports, would result in a fairer assumption.  The $50 million of the $400 million 9.75% 

debt issuance that the Docket 09-0306 Order disallowed comprises 12.5% of the total issuance 

(50/400 = 0.1250).  (See Ameren Ex. 19.0 (2d Rev.), pp. 4-5.)  Thus, although not as fair or as 

consistent with the approach in Docket 11-0282, it would be fairer than the approach adopted by 

the Proposed Order to disallow 12.5% of the cost AIC incurred in 2012 to redeem the 9.75% 
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debt, or a test year amount of $437,500.  Again, that disallowance would penalize AIC less for 

its prudent 2012 refinancing transaction than the Proposed Order does.   

The Commission should encourage, not discourage, a utility from undertaking debt 

refinancing transactions that reduce the utility’s overall cost of debt and, in turn, reduce the cost 

to the utility’s customers.  That is what AIC did in 2012—it redeemed high interest long-term 

debt that its predecessor issued during the height of the credit crisis and replaced it with 

considerably less costly debt.  The Proposed Order would penalize AIC for that prudency.  But 

the Commission should not.  The Commission should approve full recovery of the cost to redeem 

the high interest debt, but, if it does not, at most, the Commission should disallow only 3.1% of 

that cost, consistent with the order in AIC’s last gas rate case.  Proposed exceptions language is 

provided in Appendix A. 

C. Exception 3: ALJPO SECTION V.E, “Forecasted Non-Labor Expense,” 
Subsections 1.c, “JULIE Locate Requests” (ALJPO 35), 2.c, “Sewer Cross 
Bore Inspections” (ALJPO 36), and 6.d, “Corrosion Control Painting” 
(ALJPO 45). 

The Proposed Order adopts three AG/CUB adjustments to test year non-labor distribution 

expense: a $160,000 reduction in JULIE locate request expense; a $50,000 reduction in sewer 

cross bores inspection expense; and a $300,000 reduction in corrosion control painting expense.  

(ALJPO 35-36, 45.)  The Proposed Order does not eliminate all funding for these activities.  It 

doesn’t even eliminate all incremental funding for these activities.  But even so, the reductions 

should not be approved.  For they disallow funding specifically targeted for activities that will 

strengthen the safety, reliability and integrity of AIC’s gas facilities.  And for that reason alone, 

the Commission should not adopt them.  Here, there has not been a showing that it would be 

imprudent or unreasonable for AIC to spend the forecasted amount on these activities.  And 

without that showing, the reductions to non-labor distribution expenses are not appropriate.  The 
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proposed exceptions reverse these adjustments and permit AIC to recover the requested amounts.  

1. The Proposed Order disallows non-labor expenses targeted for 
activities that will strengthen the safety, reliability and integrity of 
AIC’s gas facilities. 

The necessity and prudence of the distribution activities, for which the Proposed Order 

reduces funding, are undisputed.  First, there is the funding for responding to JULIE requests by 

third parties to locate and mark underground gas facilities.  This activity prevents damage to 

pipelines caused by inadvertent digging near underground facilities.  The work is mandatory.  

(Ameren Ex. 22.0 (Rev.) (Colyer Reb.), p. 37.)  The associated expense cannot be avoided.  (Id.)  

And the costs continue to increase each year, as construction and new business increase.  (Id.)   

Next, there is the funding for pipeline inspections to identify pre-2000 installed gas 

facilities that unintentionally intersected a sewer main or lateral.  The presence of these legacy 

“sewer cross bores” can obstruct sewers and lead to the rupture of the gas facility.  (Ameren Ex. 

7.0 (Rev.) (Colyer Dir.), pp. 13-15.)  The test year work will eliminate a potential threat to the 

integrity of the gas distribution system.  (Id.)  And the test year funding for this work will 

support a new, annual inspection program to combat that threat.  (Ameren Ex. 22.0 (Rev.), p. 

33.)   

Lastly, there is the funding for painting gas facilities to prevent atmospheric corrosion.  

This work extends the useful life of the plant.  (Id. at 35.)  And it is work that needs to increase 

in future years.  There is an existing backlog of facilities that require repainting.  (Ameren Ex. 

36.0 (Colyer Sur.), p. 24.)  That backlog needs to be reduced, gradually.  (Id.)  More importantly, 

the test year expense will allow for a continuous cycle of painting facilities over a 10-year 

period.  (Id.)  This is the “new normal.”  And the cycle will ensure painting happens regularly 

and before corrosion of protective coatings.  That will result in lower painting costs over the long 

term.  (Id.)   
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These are not optional activities.  And the non-labor expense set aside for these activities 

is not discretionary.  The manifest weight of the evidence demonstrates that these expenses target 

activities that will strengthen the safety, reliability and integrity of gas distribution facilities.  

That makes them critical and necessary.  Any proposed reduction should not be treated lightly.   

2. The AG/CUB proposed adjustments rely on projections that will limit 
the pipeline maintenance work that can be conducted in the test year. 

If the parties agree that the activities are prudent, the only question remaining is whether 

the utility’s cost projections are reasonable.  The record shows that more work is needed in these 

areas, annually.  Neither AG/CUB nor Staff disputes that finding.  At issue, for these three 

activities, is whether the volume of planned incremental work or the estimate of the cost of the 

incremental work is not justified.  The evidence supporting AIC’s forecasted costs is as follows: 

• JULIE Locate Requests:  The 2014 forecasted amount assumed approximately 
240,000 gas locate requests—a modest increase of 5000 locates above the volume of 
requests performed by AIC in 2012.  (AIC Init. Br. 40.)  Based on a cost of $13 per 
locate including ticket costs, the 2014 forecast estimated a non-labor expense for the 
gas portion of JULIE locates of approximately $3,100,000.  (Id.)  The AG/CUB 
adjustment gives AIC 95% of its requested ask for this non-labor distribution activity, 
based on more recent data.  (AG Init. Br. 32-33.)  The remaining 5% or $160,000 is 
minimal relative to the overall cost for this activity.  (AIC Init. Br. 41.)  A small 
change in contractor costs or volume projections could cause actual expense for this 
activity to be above projected levels.  (Id.)  Other non-labor distribution activities—
including cross bores inspections and ROW clearing—also may face higher than 
forecasted costs that would make up or exceed the difference between AIC’s and 
AG/CUB’s estimates.  (Id.)  Given the minimal variance, it is not appropriate to make 
a one-off reduction to this single distribution expense item.  (Id.)   

• Sewer Cross Bores Inspections: AIC’s forecasted costs of $550,000 would allow it to 
inspect approximately 2,220 services per year—slightly lower than the midpoint of 
the number of AIC plans to do each year.  (AIC Init. Br. 37.)  The AG/CUB 
adjustment accepts 91% of the projected non-labor expense for this distribution 
activity, based on a lower volume projection.  (AG Init. Br. 30.)  The reduction 
($50,000), though modest, is still arbitrary.  (AIC Init. Br. 37.)  Given the additional 
inspections planned for 2014 and beyond, AIC’s projection is reasonable. 

• Corrosion Control Painting:  The difference between AIC’s forecasted amount and 
the AG/CUB reduction ($300,000) is the amount of expense AIC budgeted for 
painting group 2 larger facilities (e.g., regulator stations and industrial metering 
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facilities).  (AG Init. Br. 32; AIC Init. Br. 39.)  AIC concedes that there is an 
identified backlog of facilities that require painting.  (AIC Init. Br. 39.)  But the 
forecasted amount 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 larger 
facilities and reduced long-term maintenance costs.  (Id.)  The Proposed Order’s 
adjustment will not allocate sufficient funding for painting to occur regularly. 

AG/CUB’s proposals suggest the Commission’s review of a utility’s forecasted future 

expenses is not an opportunity for the Commission to substitute its hindsight perception of what 

projected amount is most reasonable.  And micromanage the public utility’s operational 

functions.  But in this instance, AIC’s cost projections are reasonably accurate and the planned 

volume of distribution work has not been shown to be imprudent.  Whether the discussion turns 

to JULIE locate requests, cross bores inspections, or corrosion control painting, some amount of 

incremental spending is needed in the test year and beyond.  The substantial weight of the 

evidence shows that AIC’s projections are a reasonable amount. 

D. Exception 4: ALJPO SECTION V.G, “Charitable Contributions,” 
Subsection 4, “Commission’s Conclusions” (ALJPO 58-59). 

The Proposed Order finds that the use of 2012 expenses is the “most reasonable” baseline 

for calculating 2014 forecasted contributions.  (ALJPO 58.)  But this is a rate case to recover 

AIC’s future costs, not its historical costs, adjusted for inflation.  Recent actual spending can be a 

point of comparison to judge the reasonableness of future costs.  But it may not be a valid point.  

And here, the record shows that it is a poorly chosen point.  The aptness of the comparison 

depends on whether historical costs are representative of amounts that AIC expects to spend in 

2014.  In this case, they are not.  There are reasons that AIC’s spending is not an accurate 

indicator of 2014 spending.  The Proposed Order does not consider them.  And there are other 

factors—most notably the Commission’s decision in Peoples/NS—that serve as benchmarks to 

demonstrate that AIC’s requested amount is reasonable.  Again, the Proposed Order does not 

consider them.  These flaws in the Proposed Order render its findings arbitrary, against the 
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manifest weight of the evidence, and subject to reversal.  The proposed exceptions correct these 

errors and permit AIC to recover its requested amount of charitable contributions.   

1. The Proposed Order’s adjustment is against the manifest weight of 
the evidence, given the impact of the recession on AIC’s recent 
spending.  The record does not support simply adjusting 2012 
expenses for inflation. 

The purpose of a test year is to develop expenses and revenues representative of the 

period in which the rates to be determined in the proceeding will be effective.  Central Ill. Public 

Service Co., Docket 91-0193, 1992 Ill. PUC LEXIS 81, * 210 (Mar. 18, 1992) (finding Staff's 

projected 1992 capital structure represented the capital structure that would actually be 

supporting electric and gas rate base during the test year), aff’d, Central Ill. Public Service Co. v. 

Ill. Comm. Comm’n, 243 Ill. App. 3d 421, 440-44 (1993).  The Commission has held that 

projected expenses in a future test year should not be determined simply by application of an 

inflation factor to historical figures, without considering the context of the utility’s prior 

spending.  Commonwealth Edison Co., Order, Docket 83-0537, 61 P.U.R.4th 1, 1984 Ill. PUC 

LEXIS 19, *46 (1984).  But that is exactly what the Proposed Order does here—disregard other 

factors that demonstrate why AIC’s requested amount is reasonable, and AG/CUB’s proposed 

amount is not. 

AIC asks to recover the gas-allocated portion of the charitable contributions budgeted for 

2014.  That amount is $519,000.  (Schedules C-7 & C-2.13.)  And it is based on the amount the 

Commission approved in AIC’s last future test year gas rate case, Docket 11-0282.  (Ameren Ex. 

35.0 (Kennedy Sur.), p. 6.)  As AIC witness Mr. Thomas Kennedy—who is responsible for 

overseeing AIC’s contribution spending—explained, AIC aligned its contribution budget to the 

amount that the Commission deemed reasonable to recover in rates in Docket 11-0282.  (Id.)  

The increase in charitable contributions that AIC now seeks two years later is minimal: $37,000 
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more than what AIC currently recovers in gas delivery rates.  (Ameren Ex. 21.0 (Rev.) (Kennedy 

Reb.), p. 5.)  The Proposed Order’s adoption of AG/CUB’s proposal, however, reduces AIC’s 

request by $138,000 and recommends approval of an amount less than what is currently reflected 

in rates. 

The distinction between AIC’s position and the position adopted by the Proposed Order 

is that AIC believes that the Commission should not determine projected expenses in a future test 

year by simply applying an inflation factor to historical amounts in a vacuum.  The record shows 

that there were financial and operational reasons that caused AIC’s actual contribution spending 

to dip in 2010, and again in 2011, before starting to rise in 2012.  (AIC Init. Br. 47; AIC Reply 

Br. 29.)  These factors—including the recent recession—temporarily curtailed AIC’s 

discretionary spending on charitable contributions and disrupted the pattern of higher spending 

that had occurred in 2007-2009.  (Id.)  In those years, AIC’s contributions on average totaled 

$1.35 million—or $540,000 (40%) for AIC’s gas operations.  (Ameren Ex. 21.0 (Rev.), p. 11.)   

The Commission, in AIC’s last rate case, recognized that the “economic climate” is 

relevant when judging a reasonable amount of contributions to include in rates.  Ameren Illinois 

Co., Order, Docket 11-0282, pp. 30-31 (Jan. 10, 2012).  And Staff agrees that “economic 

climate” is a factor in reviewing a utility’s actual spending on discretionary items.  (Ameren Ex. 

21.0 (Rev.), p. 10.)  But the Proposed Order’s adoption of AG/CUB’s proposal does not give any 

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

2010-2012 than in prior years.  And the Proposed Order’s findings do not give any consideration 

to AIC’s commitment to make charitable contributions in excess of the amounts made in 2012.  

If the poor economy justified a lower recovered amount in Docket 11-0282, then better economic 

conditions, and the intent to increase contributions, are factors that should be considered here.  
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The final order must be revised to acknowledge that AIC’s requested amount of contributions is 

reasonable, given AIC’s prior contributions in 2007-2009, before economic factors curtailed its 

spending. 

2. The Proposed Order’s adjustment is arbitrary, given the recent gas 
rate order in Peoples/NS, in which the Commission approved an 
amount of contributions per customer that is twice what AIC 
requests.  

Utilities cannot receive differential treatment arbitrarily.  Citizens Utility Bd. v. Illinois 

Comm. Comm’n, 166 Ill. 2d 111, 132 (1995).  Here, the Commission is tasked with determining 

an amount of forecasted contributions that is “reasonable.”  220 ILCS 5/9-227.  In June 2013, in 

Dockets 12-0511/0512, the Commission determined that a “reasonable” amount of forecasted 

contributions for the Peoples and North Shore gas utilities was $1.234 million.  (Ameren Ex. 

21.0 (Rev.), p. 15.)  For their 987,000 customers, that amount equated to approximately $1.25 

per customer—nearly double the amount per customer that AIC is requesting for its gas delivery 

rates ($519,000/813,000 = .64 cents per customer).  (Id.)  The question that the Proposed Order 

does not answer is why AIC’s requested amount is not reasonable, if not conservative, given the 

Commission’s recent decision in Peoples/NS to approve a materially higher amount. 

A benchmark of reasonableness for a discretionary spending item, like charitable 

contributions, should be a comparison of the amount of expense per customer approved for other 

utilities.  But the Proposed Order’s findings do not distinguish or even mention the decision in 

Peoples/NS.  Granted, the records and the utilities in these dockets may differ.  But there needs to 

be a reasonable basis to treat utilities differently under the same statute (Section 9-227).  And 

statutory language must be interpreted consistently and not arbitrarily in reviewing each utility’s 

request.  Here, there was no reasonable basis given, either in the Proposed Order’s findings or 

the parties’ briefing, why AIC could not receive half the amount of contributions that the 
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Commission permitted other gas utilities to receive just months earlier.  That renders the 

Proposed Order’s decision arbitrary.  The final order must be revised to acknowledge that AIC’s 

requested amount of contributions is reasonable, given the decision in Peoples/NS.  

E. Exception 5: ALJPO SECTION V.H, “Forecasted Advertising Expenses,” 
Subsection 4, “Commission’s Conclusions” (ALJPO 66). 

AIC is charged with providing safe, adequate and reliable gas service.  But ensuring the 

integrity of underground pipelines, as the Commission recognizes, is a “shared responsibility.”  

See, e.g., Ill. Comm. Comm’n on its Own Motion, Resolution, Docket 10-0223 (Mar. 24, 2010).  

The Commission’s data shows a need to increase public awareness on digging practices that can 

jeopardize the safety and reliability of gas service.  The forecasted gas-only advertising expenses 

include funding for engagement with the public on these very issues.  The initiatives include 

reaching out to consumers, local officials, contractors and emergency workers to discuss safe 

practices around pipelines, proper excavation techniques, procedures for responding to pipeline 

leaks and gas explosions, and other pipeline safety issues.  But the Proposed Order’s adoption of 

AG/CUB’s adjustment disallows funds targeted for these types of communications, without 

showing that any activities are imprudent or any cost projections are unreasonable.  The record 

does not support this adjustment.  Communications that reach out to the public to discuss safe 

practices around pipelines, proper excavation techniques, procedures for responding to pipeline 

leaks and gas explosions, and other pipeline safety issues are core communications for any 

regulated gas utility.  Even Staff agrees with the Commission’s own publicly stated goals that, 

through education about safe digging practices, time and money can be saved and utility gas 

systems can be safer.  

Here, the Commission must find that its policy considerations and the record in this case 

do not support the Proposed Order’s adjustment.  The proposed exceptions correct that error and 
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permit AIC to recover its necessary advertising expenses. 

1. The Proposed Order’s adjustment arbitrarily disallows necessary and 
incremental gas-only advertising expenses budgeted for 2014 and later 
years to implement educational initiatives on gas safety and pipeline 
safety issues. 

AIC identified seven different incremental gas-only advertising initiatives that it intends 

to execute starting in 2014 to increase awareness on pipeline safety issues.  (Ameren Ex. 21.0 

(Rev.) (Kennedy Reb.), pp. 27-28.)  The Commission’s own data demonstrates that further 

educational efforts are justified to encourage the making of 811 calls in advance of any digging 

project; waiting the required time for underground utility lines to be marked; respecting marked 

lines by maintaining visual definition through the course of the excavation; and the digging with 

care around marked utility lines.  The Proposed Order finds that reducing forecasted gas-only 

advertising expenses by $423,000 (the AG/CUB adjustment) “produces a result that should allow 

AIC to implement many of the initiatives described in its testimony without unduly burdening 

ratepayers.”  (ALJPO 66 (emphasis added).)  As implied by the Proposed Order however, the 

adjustment would not permit AIC to implement all of the planned initiatives.  The Commission 

should not approve an adjustment that only allows the utility to implement many, but not all, of 

its initiatives.  The amount of incremental funding estimated for these additional activities is 

$806,000.  But the Proposed Order’s adjustment removes more than half of the incremental gas-

only funding for the test year.   

The record  does not demonstrate that any of the incremental activities were imprudent or 

that any of the estimates were unreasonable.  Staff and AG/CUB have not disputed the prudence 

of the activities or the reasonableness of the projections.  Staff’s brief claimed AIC’s projected 

spending for 2014 is “unreasonably high” without addressing the specific, incremental spending.  

(Staff Init. Br. 21.)  And the briefs of AG and CUB incredibly claimed the opposite—that AIC 
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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.)  

These are weaknesses underlying the proposed adjustments that demonstrate why they are 

arbitrary. 

The testimony of AIC witness Mr. Thomas Kennedy, who oversees external 

communications, identifies a need for AIC to increase efforts to educate customers, first 

responders, contractors and other stakeholders about the importance of working safely around 

pipelines and their shared responsibilities to ensure the system is not compromised.  (Ameren Ex. 

35.0 (Kennedy Sur.), p. 16.)  Instances of dig-ins continue to occur, putting workers and the 

public at risk.  (Id.)  The Commission has recognized publicly that underground utility 

infrastructure and utility service is jeopardized by damage caused by those who fail to locate 

underground lines prior to digging.  See, e.g., Ill. Comm. Comm’n on its Own Motion, Docket 10-

0223, Resolution (Mar. 24, 2010).  But warnings, citations and penalties for instances of 

improper digging continue to rise, according to the Commission’s own statistics.  (AIC Cross Ex. 

1.)  In 2010, 103 warnings and 55 citations were issued, resulting in $46,000 in penalties for not 

having a valid locate request or for not digging carefully around marked underground pipelines.  

(Id. at 1.)  In 2011, 121 warnings and 54 citations were issued, resulting in $55,606 in penalties.  

(Id. at 2.)  In 2012, 123 warnings and 88 citations were issued, resulting in $92,000 in penalties.  

(Id. at 3.)  And a recent survey of homeowners planning digging work found nearly half did not 

intend to call their local one-call notification center, and two thirds did not believe they would hit 

an underground line, even though records show an underground line is damaged every three 

minutes nationwide.  (Id. at 2.)  

To increase public awareness on gas safety and pipeline safety issues, AIC identified 
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seven different incremental and necessary gas-only advertising initiatives to commence in 2014:   

• Contractor communications: To reduce dig-ins and improve service, AIC will 
increase communications to contractors and provide improved instruction on how to 
prevent dig-ins.  A priority area for increased contractor communications will be 
Division IV.  Estimated costs for this incremental activity are $100,000. 

• First Responder Training: AIC will increase educational outreach to first responders 
across the service territory to improve safety practices in emergency gas situations.  
Estimated costs for this incremental activity are $75,000. 

• Call Before You Dig: A new public education program through various media will be 
executed to instruct customers about the need to “call before digging” to prevent gas 
line compromises.  Estimated costs for this incremental activity are $335,000 
($85,000 for production and $250,000 for publication). 

• Pipeline Awareness Mailer: AIC will develop, design, and mail a communication to 
educate customers about the locations of pipelines and safe practices around them.  
Estimated costs for this incremental activity are $100,000. 

• Pipeline Awareness Communication for Municipal Leaders: AIC will execute a 
program to educate municipal officials on the locations of pipelines and how 
government employees can operate safely around the infrastructure.  Estimated costs 
for in-person presentations and development of materials are $73,000. 

• Pipeline Awareness Communication for School Leaders: AIC will execute a program 
to inform educators about gas pipeline safety.  The goal is to reach and influence 
school leaders, parents and students.  Estimated costs are $50,000. 

• Gas Pipeline Safety Training for Excavators: AIC will execute a program to educate 
construction excavation companies about location of pipelines and best practices for 
operating safely around infrastructure.  Estimated costs are $73,000. 

(Ameren Ex. 21.0 (Rev.), pp. 26-28; Tr. 127-128.)  The Proposed Order’s adjustment, however, 

will disallow more than half the funds specifically targeted for these activities, without providing 

a basis to reject a particular program or a particular cost projection.  The Proposed Order finds 

that “the record does not indicate why all of those incremental activities with a cumulative 

impact of that magnitude are slated to be initiated in the test year as opposed to earlier or later 

years.”  (ALJPO 66.)  But that lack of evidence is not a reasonable basis for cutting out half of 

the budgeted incremental funds, especially when no party objected to a program or a projection.  
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The Proposed Order agrees with Staff that “AIC enjoy some discretion in deciding 

whether or to what extent to undertake specific advertising in any given year.”  (ALJPO 66.)  But 

there isn’t anything in the record to support that assertion.  The basis for that opinion—the 

reasons for the deferred spending in the 4th quarter of 2012—has been shown to be irrelevant to 

the planned test year initiatives.  (AIC Init. Br. 56; AIC Reply Br. 33.)  The truth is that Staff 

agrees with the facts that underlie AIC’s decision to increase gas-only advertising.  Staff agrees 

that inadvertent digging into pipelines by excavators, contractors and homeowners can 

compromise gas service.  (Tr. 218.)  Staff agrees that it is important to educate consumers, 

contractors and excavators about the location of pipelines and the importance of using safe 

practices when digging.  (Id.)  Staff agrees that it is important to educate first responders and 

municipal leaders about how to react to emergencies such as leaks and ruptures in gas pipelines.  

(Id.)  Staff agrees that its own data shows “there are still accidents that occur” due to improper 

digging practices.  (Tr. 225:6-7.)  And Staff agrees with the Commission’s own publicly stated 

goals that, through education about safe digging practices, time and money can be saved and gas 

systems can be safer.  (Tr. 219-20.)  The incremental funds seek to fulfill those goals by 

increasing education about safe digging practices.  The final order must be revised to recognize 

that AIC’s advertising expenses are reasonable, given the importance of the planned activities. 

2. The manifest weight of the evidence shows that AG/CUB’s use of 
actual 2011 electric advertising expenses disallowed in Docket 12-0293 
does not produce a suitable and reasonable proxy for forecasted 2014 
gas advertising expenses.  

The Proposed Order finds that the AG/CUB proposal—to use 2011 disallowed electric 

advertising expenses as the basis for an adjustment to 2014 gas-only advertising expenses—is a 

“suitable proxy” and “the most reasonable for use.”  (ALJPO 66.)  But as noted above, the 

AG/CUB “proxy” proposal is entirely based upon the false premise that AIC did not provide an 
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itemized list of incremental spending initiatives—when it did.  (CUB Init. Br. 13; AG Init. Br. 

40.)  And there is also a fundamental problem with using 2011 disallowed electric expenses to 

calculate a disallowance for 2014 gas expenses: the majority of the “potentially comparable” 

2011 charges in Docket 12-0293—fees for Simantel’s outside services—were charged 100% to 

electric operations.  (Ameren Exs. 21.0 (Rev.), pp. 38-40; 35.0, pp. 21-22.)  The disallowance to 

gas expenses based on electric-only expenses disallowed in Docket 12-0293 effectively removes 

the same expense from AIC’s rates twice.  (Id.)  This methodology overstates any gas expense 

adjustment based on a “comparable expense” theory.  AG/CUB could have started with the 2011 

and 2012 gas-allocated “comparable expenses” that AIC identified in discovery.  (Ameren Ex. 

35.0, pp. 21-22.)  But that wasn’t done here.  The final order must be revised to recognize that 

AIC’s advertising expenses are reasonable, given the flaws in AG/CUB’s proposal. 

F. Exception 6: ALJPO SECTION VIII “Rate Design,” subsection A, “Resolved 
Issues” (ALJPO 172). 

AIC has proposed, and Staff has agreed to, several constructive, cost-based pricing 

movements.  Specifically, AIC is proposing uniform charges for Rate Zones I and III GDS-1 

customers.  (See Ameren Ex. 8.0 (Jones Dir.), p. 9.)  As described by AIC witness Mr. Leonard 

Jones, “[c]osts for these customers are within 10% of the combined average for the two zones 

and present prices are similar.”  (Id.)  ICC Staff witness Mr. Boggs recognizes the current pricing 

similarities and recommends the Commission adopt AIC’s proposal.  (See ICC Staff Ex. 6.0, p. 

33.)  Similarly, AIC is also proposing uniform GDS-2 charges in Rate Zones I and II.  (Ameren 

Ex. 8.0, p. 9.)  As described by Mr. Jones, “[c]osts for these customers are within 10% of the 

average (compared to a weighted average across AIC for GDS-2 as well as a weighted average 

of costs for Rate Zones I and II only).”  (Id. at 9.)  Mr. Boggs again agrees.  (See ICC Staff Ex. 

6.0, p. 34.)  Finally, AIC is proposing that the Customer Charges for Rate GDS-3 in Rate Zones I 
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and II be set uniformly, but the Delivery Charge be set independently to a level that achieves the 

remaining revenue requirement target for the class in each respective Rate Zone.  (Ameren Ex. 

8.0, p. 9.)  “While GDS-3 costs in Rate Zones I and II are within 10% of the weighted average of 

Rate Zones I and II, and Customer Charges are similar, existing Delivery Charges are presently 

not…Thus, the Company is proposing only a uniform Customer Charge.”  (Id.  at 9.)  Staff again 

accepts this proposal and recommends the Commission adopted the GDS-3 pricing as proposed. 

(See ICC Staff Ex. 6.0, p. 36.) 

These arguments were presented nearly verbatim in AIC’s Initial Brief.  In addition, 

Ameren witness Ms. Karen Althoff describes in her direct testimony further movement towards 

uniformity in describing the Company’s proposal to implement equal Customer Charges for Rate 

Zone I and II GDS-5 Customers with MDCQ greater than or equal to 3,250 therms.  (Ameren 

Ex. 9.0 (Althoff Dir.), p. 30.)  No party objected to this additional movement.  (See ICC Staff Ex. 

6.0, p. 32, (while Staff did not address the Company's GDS-5 price uniformity recommendation 

on a stand-alone basis, Mr. Boggs recognizes that the Company’s proposed rate design 

implements the Commission’s goal to move toward rate uniformity among the three rate zones.  

(See Staff Ex. 6.0, p. 32.)  AIC recommends the Proposed Order recognize these uncontested 

pricing issues and direct AIC to design and implement rates that create: 

• Uniform charges for Rate Zone I and III GDS-1 Customers; 

• Uniform charges for Rate Zone I and II GDS-2 Customers;  

• Uniform Customer Charges for Rate Zone I and II GDS-3 Customers (with 

Delivery Chagres set independently); and, 

• Uniform Customer Charges for Rate Zone I and II GDS-5 Customers with MDCQ 

greater than or equal to 3,250 therms. 
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As indicated above, express conclusions on the proposed uniformity will alleviate any 

potential confusion as AIC’s designs and implements rates going forward. 

G. Exception 7: ALJPO SECTION VIII.C “Rate GDS-4,” Subsection 6 
“Commission’s Conclusions” (ALJPO 201-03).  

Consistent with prior Commission direction on the issue, AIC proposed a revenue 

allocation approach which, as described by Ameren witness Ms. Karen Althoff, “constrains 

movement to full class cost of service for any one class 1.50 times the overall average rate 

increase.”  (Ameren Ex. 9.0 (Althoff Dir.), p. 21.)  The purpose of the mitigation constraint is to 

allow gradual movement toward price uniformity among the rate zones, while limiting impacts 

of customers’ bills.  (See id.)  AIC proposed that this constraint be applied to all classes in all 

rate zones.  (Id.; see also Ameren Ex. 9.6.)  No party challenged AIC’s revenue constraint 

proposal, with the exception of the AG and CUB, which presented concerns as applied only to 

Rate Zone III GDS-4 Customers.  Staff recommends approval of AIC’s mitigation proposal, 

noting that it “will slow the implementation of full cost of service rates for some classes; 

however, it will lessen the impact of rate increases for many Ameren customers.”  (ICC Staff Ex. 

6.0, p. 30.)         

In a discussion couched within the “Commission Conclusions” section addressing the 

above-referenced Rate Zone III GDS-4 issue raised by CUB and the AG, the Proposed Order 

stated as follows:   

The Commission has reviewed the parties' positions and finds that 
continuing to restrict rate increases for each class to 1.5 times the 
overall system average increase is reasonable and should be 
adopted for purposes of rate design in this proceeding.  The 
Commission believes this constraint properly balances the 
competing interests of moving rate classes to recovery of full cost 
of service and avoiding unreasonably high increases for customers 
in any given class… 

(ALJPO 202 (emphasis added).)  AIC interprets the above-emphasized language to indicate that, 
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consistent with AIC’s unopposed recommendation, movement for all classes, including but not 

limited to the Rate Zone III GDS-4 Customers placed at issue by CUB and the AG, be limited to 

1.5 times the system average increase.  AIC recommends the Proposed Order be amended to 

clarify the applicability of this statement and to provide express approval of AIC’s increase 

constraint methodology as applied to all classes in all rate zones.     

H. Exception 8: ALJPO SECTION IX, “Proposed Small Volume Transport 
Program,” Subsection C, “Commission Conclusion” (ALJPO 236-41). 

The ALJPO approved a Small Volume Transportation (SVT) program, pending 

finalization of the SVT tariffs in a second, separate proceeding.  AIC recognizes that the SVT 

program is complex, and appreciates the Proposed Order’s attention to the details of the program.  

AIC will file Riders GTA and GSIC in conformance with the Commission's Order in this 

proceeding when it files the SVT program, as more fully discussed below.  AIC stands ready to 

implement the SVT program at the conclusion of the tariff proceeding, and submits the following 

exceptions in order to clarify the issues resolved in this proceeding, so that the tariff docket 

might proceed smoothly and without duplication of the parties’ efforts.   

1. The Scope of the Order. 

The Proposed Order states that the “threshold issue to be addressed regarding the SVT 

tariff issue is whether the Commission should order AIC to implement an SVT program in this 

proceeding,” and concludes that “it is in the public interest to order AIC to implement an SVT 

program at this time.”  (ALJPO 236.)  AIC seeks clarification regarding its use of the term 

“implement.”   

AIC interprets the word “implement” to mean make available to the public, but AIC also 

understands that it may not make the SVT program available to the public until the tariffs are 

approved by the Commission.  The Proposed Order appears to share this understanding, as it 
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orders AIC to file tariffs consistent with the Order.  (ALJPO 241.)  Some operational issues and 

tariff design issues were not resolved in the current proceeding, and must be resolved before the 

SVT program is made available to the public.  Again, the Proposed Order appears to share this 

understanding, as it defers resolution of certain issues to a “later proceeding.”  (ALJPO 203, 238, 

240.) 

In light of the issues that remain to be resolved in a future tariff proceeding, AIC believes 

the Proposed Order should be clarified to state that the SVT program is approved in the current 

docket, and will be implemented by AIC after SVT tariffs are approved by the Commission in a 

future proceeding. 

2. The Timing and Scope of the Future Tariff Proceeding. 

The Proposed Order appears to order immediate implementation of the SVT program.  

(Id. (ordering AIC “to implement an SVT program at this time”).)  While AIC does not believe 

that implementation can take place until the SVT tariff has been approved, AIC has made several 

commitments in the interest of promptly implementing the SVT program, including a 

commitment to initiate an SVT tariff proceeding within 45 days of the Commission’s final order 

in this proceeding, and a commitment to seek a schedule in the tariff proceeding that results in a 

final order implementing the SVT program by within 150 days of the tariff filing.  (See Ameren 

Exs. 16.0 (2d Rev.) (Nelson Reb.), p. 14; 30.0 (Nelson Sur.), p. 11.)  These commitments ensure 

that the SVT program will be implemented by November 2014, as AIC has proposed, assuming 

the necessary infrastructure improvements by which to accommodate a SVT program are in 

place.  This timing coincides with AIC’s expectations as to when the necessary infrastructure 

improvements, with which to accommodate the SVT program, will be in place.  AIC believes 

that these commitments should be adopted by the Commission in its final order, in the interest of 

prompt implementation of the SVT program.  



32 
	  

In addition, and in order to ensure that a final order may be issued within 150 days of the 

SVT tariff filing, the Commission should clarify that the issues resolved in the current docket are 

not to be re-litigated in the tariff proceeding.  Notably the Proposed Order states: “In any event, 

the Commission approves the adoption of Rider GTA.”  (ALJPO 239.)  A reasonable 

interpretation is that the Proposed Order has recommended approval of Rider GTA, and thus has 

recommended approval of those issues regarding Rider GTA that have been addressed and 

resolved.  It would then follow Rider GSIC would or should be afforded the same treatment, as 

the Proposed Order seems to implicitly suggest. 

Under Section 9-201, the Commission may suspend proposed tariffs, such as the SVT 

tariff at issue here, for a period of up to eleven months, during which time the Commission may 

conduct hearings on the tariffs.  220 ILCS 5/9-201(b).  However, no rule or statute prevents the 

Commission from entering an order on the proposed tariffs before the conclusion of the eleven-

month period.  Instead, the Commission’s Rules of Practice require that the Commission exercise 

its discretion to accomplish the goals of expedition, convenience and cost-effectiveness.  83 Ill. 

Adm. Code § 200.25(c)-(e).  An order in this case limiting the issues to be litigated in the future 

tariff proceeding to only those issues that have not been resolved by the parties or the 

Commission during the course of the current proceeding will expeditiously and cost-effectively 

resolve the tariff proceeding, furthering the convenience of the Commission and all parties, in 

accordance with the goals outlined in the Rules.  In addition, such an order would further the 

public interest, since it would result in prompt implementation of the SVT program.   

The Commission should make the exceptions contained in Appendix A, which clarify 

that the scope of the future tariff proceeding will be limited to the issues not resolved in this 

docket, and that the future proceeding will be filed within 45 days of the order in this proceeding, 
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and resolved no later than 150 days after it is filed. 

3. The UCB/POR Program. 

The Proposed Order finds that “a POR program should be implemented in addition to the 

SVT program.”  (ALJPO 238.)  AIC fully agrees with this conclusion.  The POR program allows 

suppliers to assign to AIC the right to receive amounts due to the supplier from its customers for 

gas supply service billed by AIC under the Utility Consolidated Billing (UCB) program.  

(Ameren Ex. 23.0 (Jones Reb.), p. 15.)  Thus, the POR program is a component or corollary of 

the UCB program. 

However, the Proposed Order explicitly approves only the POR program.  In its Order, 

the Commission should clarify that the UCB program is approved as well.  The POR program is 

most beneficial to all parties when combined with the UCB program, and no party has contested 

the propriety of the UCB component.  The Commission should make the exceptions contained in 

Appendix A, which clarify that the combined UCB/POR program is approved.   

4. Rider GSIC. 

The purpose of Rider GSIC is to calculate a charge for assets used by AIC 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.)  The Proposed Order discusses Rider GSIC in relation to Rider 

PGA and Rider GTA, both of which the Proposed Order approves.  (ALJPO 239-40.)  Although 

the Proposed Order states that “there shall be separate reconciliations for Rider PGA, Rider 

GTA, and Rider [GSIC],” it does not explicitly approve Rider GSIC.  (ALJPO 240.)  All issues 

concerning Rider GSIC were resolved among the parties during the course of this proceeding.  

(AIC Init. Br. 150.)  As such, the Commission should make the exceptions contained in 

Appendix A, which clarify that Rider GSIC is approved, and state the terms of the agreements 

among the parties.  Clarity on this issue will simplify the future tariff proceeding, as well as the 
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separate reconciliation proceedings required by the Proposed Order. 

I. Technical Corrections 

Technical Correction No. 1: On page 159, the Proposed Order provides a table 

calculating the authorized return on rate base.  Within the table, the Proposed Order appears to 

overstate the common equity balance by approximately $350 million and so overstated the 

common equity ratio.  AIC believes this overstatement occurred because the Proposed Order 

added approximately $350 million in purchase accounting adjustments to the common equity 

balance.  AIC removed this purchase accounting amount from its balance of common equity.  

(See ALJPO 115-16.)  The Proposed Order found that AIC’s self-disallowance was proper, and 

did not approve the other adjustments to the balance of common equity proposed by Staff and 

IIEC.  (Id.)  No further adjustment is necessary, since the adjustment had been incorporated into 

AIC’s initial filing position.  Thus, the table should be corrected to reflect the appropriate 

common equity balance, and the corrected common equity balance should be used to re-calculate 

the remaining values in the table.  These corrections are reflected in Appendix A, p. 3. 

Technical Correction No. 2: On page 85, the Proposed Order approves inclusion of 

$491,000 in expenses for training and contingency associated with the EAM/MWM software 

systems.  (ALJPO 85.)  However, this approved expense was not reflected in Appendices A, B, 

and C of the Proposed Order.  These Appendices should be revised as follows: In Appendix A, at 

page 4, an adjustment of $11,000 should be reflected in Column (u), Line 8 “Transmission 

Expenses,” and an adjustment of $109,000 should be reflected in Column (u), Line 9 

“Distribution Expenses.”  In Appendix B, at page 4, an adjustment of $9,000 should be reflected 

in Column (u), Line 8 “Transmission Expenses,” and an adjustment of $112,000 should be 

reflected in Column (u), Line 9 “Distribution Expenses.”  In Appendix C, at page 4, an 

adjustment of $29,000 should be reflected in Column (u), Line 8 “Transmission Expenses,” and 
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an adjustment of $221,000 should be reflected in Column (u), Line 9 “Distribution Expenses.”   

Technical Correction No. 3: On page 50, the Proposed Order states: “IAWC, as the 

party with the burden of proof, and the party with the obligation to meet standard filing 

requirement under Part 285, properly relied on attorneys and technical experts to analyze these 

areas.”  The reference to “IAWC” should be changed to AIC.  This correction has been made in 

the exceptions attached in Appendix A. 

Technical Correction No. 4: On page 239 of the Proposed Order, SVT is misspelled as 

“SCT.”  This correction has been made in the exceptions attached in Appendix A. 

Technical Correction No. 5: On page 240, the Proposed Order states: “Additionally, 

there shall be separate reconciliations for Rider PGA, Rider GTA, and Rider PGA.”  AIC 

believes that “Rider PGA” was repeated in accidental error, and that this sentence should read: 

“Additionally, there shall be separate reconciliations for Rider PGA, Rider GTA, and Rider 

GSIC.”  This correction has been made in the exceptions attached in Appendix A. 

Technical Correction No. 6:  Appendices A, B and C to the Proposed Order should be 

revised to include the correct amount of Interest Expense, which is reflected in each Appendix at 

page 10, line 19. Appendix A to the Proposed Order lists the source for the Interest Expense 

amount at page 10, Line 19, Column (b) as “Appendix A, Page 8, Line 5 less Bank Facility 

Costs,” but the amount in Column (b) does not correspond to the amount described in the source 

Column (d).  Similarly, the amount listed in Appendix B, at page 10, Line 19, Column (b) does 

not correspond to the amount described in the source Column (d); and the amount listed in 

Appendix C, at page 10, Line 19, Column (b) does not correspond to the amount described in the 

source Column (d).  In addition, the amount shown at page 10, Line 3, Column (b) of 

Appendices A, B, and C should equal the amount shown on Line 23, Column (b) of each 



36 
	  

Appendix.  If the correction to Interest Expense described herein is made, the majority of the 

variance between the Lines will be eliminated. 

Technical Correction No. 7: On Appendix B to the Proposed Order, page 3, Column (o) 

“Corrosion Control Expenses” lists its source as “AIC Cross Exhibit 7.”  The source for this 

information is AIC Cross Exhibit 2.   

Technical Correction No. 8: On Appendix B to the Proposed Order, page 6, Column (e) 

“Employee Benefits” lists as its source Schedule 11.03.  The source for this information is 

Schedule 11.05.  
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