
 

 

  

  

  

ILLINOIS COMMERCE COMMISSION 

DOCKET NO. 06-0448 

  

 

DIRECT TESTIMONY 

OF 

SCOTT A. CISEL 

 

Submitted On Behalf 

Of 

AMEREN ILLINOIS UTILITIES 

  

  

August 17, 2006 

Ameren Exhibit 1.0 



 
 

 -1- 

ILLINOIS COMMERCE COMMISSION 1 

DOCKET NO. 06-0448 2 

DIRECT TESTIMONY 3 

OF 4 

SCOTT A. CISEL 5 

Q. Please state your name and business address. 6 

A. Scott A. Cisel.  My business address is 300 Liberty Street, Peoria, Illinois, 61602.   7 

Q. What is your title, job duties and responsibilities? 8 

A. My title is President and Chief Operating Officer of the Central Illinois Light 9 

Company, dba AmerenCILCO, Central Illinois Public Service Company, dba 10 

AmerenCIPS, and Illinois Power Company, dba AmerenIP (the “Ameren Illinois 11 

Utilities”).  I am responsible for the natural gas and electric delivery operations 12 

and customer service for all three Ameren Illinois Utilities.  I have the overall 13 

responsibilities to ensure natural gas and electricity is delivered to approximately 14 

2.1 million customers in a safe, reliable and cost effective manner, while 15 

achieving high levels of customer satisfaction. 16 

Q. What is the purpose of your testimony? 17 

A. The purpose of my testimony is to explain the reasons underlying the Petition 18 

filed by the Ameren Illinois Utilities in this proceeding.  I, along with other 19 

Ameren Illinois Utilities witnesses, will provide relevant background and 20 

information regarding our the proposed residential phase-in plan and 21 

securitization proposal (the “Plan”).  The other witnesses include Mr. Marty 22 

Lyons, Vice President-Controller, who addresses accounting issues; Mr. Jerre 23 
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Birdsong, Vice President – Risk Management and Treasurer of Ameren 24 

Corporation and its subsidiaries, whose testimony discusses the financial strength 25 

and ratings of Ameren’s Illinois Utilities, the effect on the Illinois utilities of a 26 

potential weakening balance sheet and credit ratings, how the utilities’ 27 

securitization proposal will prevent such weakening, and how securitization 28 

works; Mr. Robert Mill, Director of Regulatory Policy-Planning, who calculates 29 

post-2006 residential rate impacts under a hypothetical scenario; Mr. Robert 30 

Chilton of Gabel Associates, who discusses the New Jersey experience with 31 

securitization of deferred power supply costs; and Mr. Curtis Probst, Vice-32 

President, Fixed Income and Commodities for Goldman-Sachs. who discusses 33 

some of the credit aspects of securitization as it relates to utility companies. 34 

Q. Please provide a summary of the effect of the Plan. 35 

A. The effect of, and our flexibility under, the Plan will depend on a number of 36 

factors, including the price of power each year.  Nevertheless, Mr. Birdsong and 37 

Mr. Mill lay out a hypothetical scenario using a weighted average power price of 38 

$60/MWh in the auction in years 2007-2009.  At that price, and using the other 39 

assumptions explained by Mr. Birdsong and Mr. Mill, the annual increases for 40 

each of the utilities would be as follows: 41 
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 42 

 2007 2008 2009 

AmerenCILCO    

Without Plan 47% 0 0 

With Plan 14% 16% 18% 

AmerenCIPS    

Without Plan 32% 0 0 

With Plan  10% 11.5% 13% 

AmerenIP    

Without Plan 32% 0 0 

With Plan 10% 11.5% 13% 

   Chart 1 43 

 Accordingly, it is obvious that the Plan would provide significant benefits to 44 

residential customers in the first two years by greatly reducing the impact of the 45 

increase in our costs that will occur in January 2007.  Caps would be in place in 46 

2007 and 2008, and beginning only in 2009, when there would be no cap in place, 47 

would customers pay for the full cost of power.   48 

Q. Please summarize the reasons for the Ameren Illinois Utilities’ filing in this 49 

docket. 50 

A. The reasons are two-fold.  First, we understand the concerns our residential 51 

customers have as the rate freeze ends, older power supply contracts expire, and 52 

rates are adjusted to reflect the cost of power under replacement contracts in 53 

today’s markets.  The Ameren Illinois Utilities recognize that there may be a 54 
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meaningful increase in residential rates in 2007.  During the transition to retail 55 

competition, our residential customers have benefited from reduced and frozen 56 

rates.  In fact, our rates are some of the lowest in the country.  Beginning in 2007, 57 

rates will no longer be frozen, and will reflect the cost of prudent power purchases 58 

by the restructured Ameren Illinois Utilities.  While the charges that will be 59 

assessed to our customers will be just and reasonable under the law, we realize 60 

that the sudden transition from the relatively low rates of the last 10 years to rates 61 

that reflect current power costs may present a financial burden for some of our 62 

residential customers.  Second, the Ameren Illinois Utilities are under significant 63 

credit pressure as they struggle to maintain investment grade credit ratings in the 64 

face of serious doubts at the ratings agencies (who advise our investors and 65 

vendors) about our ability to recover our costs in a full and timely manner.  In this 66 

filing, we seek to help our residential customers manage that transition by phasing 67 

in the new rates, while at the same time providing the full cost recovery we 68 

require to maintain our financial strength and continue to provide safe and reliable 69 

service.  The Plan is intended to address both concerns. 70 

Q. Can you describe the Plan? 71 

A. Under the Plan, we propose to defer a certain amount of purchased power 72 

expenses that the utilities  will incur in procuring power supply for our customers 73 

in 2007.  The deferral of power supply expenses serves as a rate phase-in because 74 

the utilities are spreading out the effect of the increase over a number of years.  75 

We have referred to this approach as a “cap and deferral plan” in the Petition.  In 76 

conjunction with the cap and deferral plan, enabling legislation must be enacted 77 
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that allows for “securitization” – i.e., the ability of the utilities to turn those 78 

deferrals into the cash they need to operate.  Securitization is an integral part of 79 

the Plan, and in our view, there can be no significant deferral – and thus no 80 

meaningful cap – without it.    81 

Q. Please explain the circumstances surrounding residential rates.   82 

A. In 1997 the Customer Choice Law was enacted.  This law brought about 83 

significant re-structuring in the electric utility industry.  Among the chief 84 

provisions was a rate freeze for all customers, as well as a rate reduction for 85 

residential customers.  At AmerenIP, residential customers realized a 20% rate 86 

reduction  and AmerenCILCO and AmerenCIPS residential customers realized a 87 

5% reduction from rates that were set in their last rate cases.  For AmerenIP and 88 

AmerenCIPS, their last bundled rate cases were in 1992 and for AmerenCILCO 89 

that was 1982.  Thus, residential rates were reduced from levels that were set, 90 

depending on the utility, 15 to 25 years ago.Today the average bundled residential 91 

rate for AmerenCILCO customers is $.069 per kWh; for AmerenCIPS, $.074 per 92 

kWh; and for AmerenIP, $.076 per kWh. 93 

  There are two points that the Commission and stakeholders should bear in 94 

mind.  First, Chart 2 shows that our rates rank among some of the lowest in the 95 

Midwest and the country.   96 
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RESIDENTIAL COMPARISONS (¢/kWh)
EEI Typical Bill and Average Rates Report

12 Months ending December 31, 2005
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    Chart 2 98 

 Our residential rates are well below the Midwest average and far below the 99 

national average.  Second, our customers pay far less now than they used to pay.  100 

We estimate that, by the end of this year, our residential customers will have 101 

saved over $1 billion due to rate reductions. Indeed, the Customer Choice law has 102 

brought significant monetary benefits to our customers for many, many years. 103 

Q. Is this situation sustainable? 104 

A. No, it is not.  Our current power supply contracts expire at the end of this year.  105 

Those contracts must be replaced at current power prices, which we expect to be 106 
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higher than those in the expiring contracts, which allow us to sustain the current 107 

freeze.  108 

Q. Why do the Ameren Illinois Utilities purchase their power?  109 

A. Another chief aspect of the Customer Choice Law was the inclusion of incentives 110 

for electric utilities to transfer or sell their generation. Accordingly, Illinois’s 111 

largest electric utilities, including all three Ameren Illinois Utilities, either sold or 112 

transferred their generation to affiliates or third parties.  As a result of the 113 

transfers, the Ameren Illinois Utilities must procure generation in the wholesale 114 

market.  There is no alternative.  Supply solely within Ameren is not an option for 115 

two reasons. One, neither the Ameren Illinois Utilities nor their generating 116 

affiliates have anywhere near the generation needed to supply the Ameren Illinois 117 

Utilities’ distribution load.  Total connected retail load exceeds 7,500 MW, while 118 

the Ameren Illinois Utilities have less than 100 MW of generation, and their 119 

generating affiliates have uncommitted capacity to serve only about half the 120 

connected load.  Two, its my understanding that FERC regulations require the 121 

utilities acquire power from affiliates from a process open to the market generally.  122 

Accordingly, the utilities must go to the wholesale market for their supply.  The 123 

Commission approved a declining price  auction process in January 2006 by 124 

which the Ameren Illinois Utilities will solicit bids for power supply post 2006.  125 

The declining price auction is planned for this fall.    126 

Q. What are the implications of acquiring power in the wholesale markets for 127 

your customers?  128 
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A. It is readily apparent that significant changes have taken place since 1997 in the 129 

electric utility industry.  The transition from a paradigm in which the utility 130 

generation was regulated, to one in which power supply is procured exclusively in 131 

the wholesale market, is near complete.  While we cannot predict with certainty 132 

what prices will emerge from the auction (and in fact do not wish to signal any 133 

expectations to prospective bidders), as I mentioned (and as I think all parties 134 

agree), prices from the auction will be measurably higher than the generation 135 

prices implicit in the existing frozen rates paid by residential customers.  Retail 136 

rates, and residential rates in particular, will increase at the beginning of next 137 

year. 138 

Q. What are the Ameren Illinois Utilities doing to address this increase in rates? 139 

A. Realizing that as part of this transition, our residential customers would see 140 

increases in their rates, we have explored means by which to alleviate the rate 141 

impacts. After considerable thought and discussion, we have settled on the Plan as 142 

the best opportunity for our customers and the Ameren Illinois Utilities.  Others 143 

discuss the Plan’s mechanics in greater detail, but in short, by deferring some 144 

portion of power supply expenses in the first two years, the Plan will allow us to 145 

phase in rate increase over three years.  Thus, our residential customers will not 146 

bear immediately the full impact of moving from legacy, frozen and reduced rates 147 

to rates that reflect the cost of power supply as determined in the FERC-regulated 148 

wholesale markets.  Over time, the customers pay back the deferred power supply 149 

costs, but at an interest rate that is much lower than the utility’s weighted average 150 

cost of capital, which is typically the cost assigned to other regulatory assets and 151 
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recovered from ratepayers. The only other realistic alternative is to not have a 152 

phase in and recover the full amount of the power supply costs as they are 153 

incurred.  This, however, would achieve only one of our two goals: it would allow 154 

us to maintain our credit ratings, but it would not help our residential customers 155 

manage the transition to full cost-of-service rates.  As I discussed, and as is shown 156 

in Chart 1, the Plan would provide subtantial benefits to customers. 157 

Q. Did other material events occur during the transition period that are 158 

relevant to this discussion? 159 

A. Yes. Ameren Corporation (“Ameren”) acquired two Illinois electric utilities.  160 

First, in January 2003 Ameren consummated the transaction involving acquiring 161 

Central Illinois Light Company from AES.  Subsequently in September 2004, 162 

Ameren acquired Illinois Power Company from Dynegy, Inc.  Since their 163 

acquisition, Ameren has invested more than $1.04 billion in equity in order to 164 

ensure their financial integrity.  Indeed, as a result of Ameren’s acquisition and 165 

recapitalization (including a substantial amount of equity infusion) of AmerenIP, 166 

its senior secured credit ratings from S&P and Moody’s increased from sub-167 

investment grade ratings (B/B3) to investment grade ratings (A-/Baa1).   168 

Q. How have the Ameren Illinois Utilities’ credit ratings fared during the 169 

controversy over power supply cost recovery? 170 

A. Not well.  Soon after Governor Blagojevich’s letter of August 31, 2005, in which 171 

he took issue with the utilities’ proposal to procure power supply through an 172 

auction and directed the Commissioners to find that such proposals were illegal,  173 

AmerenIP’s credit ratings were downgraded to one notch above below-investment 174 
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grade, and AmerenCILCO and AmerenCIPS were set three notches above below-175 

investment grade.  Nonetheless, Ameren made and kept its commitments to 176 

restore the financial health of these troubled utilities.  However, notwithstanding 177 

our substantial efforts, on July 26, 2006, Moody’s downgraded AmerenCIPS and 178 

AmerenCILCO due in large part to a “difficult political and regulatory 179 

environment for electric utilities,” and Moody’s expressed concerns that these 180 

companies will not achieve “ultimate full recovery of power costs” and that there 181 

will be a “material deferral” that would weaken our financial performance “for at 182 

least several years.”  (Mr. Birdsong presents the relevant Moody’s reports in his 183 

testimony.)  As a result, all three of our Illinois utilities are now rated far closer to 184 

“junk” status than we would like them to be.   185 

Q. What is the significance of these downgrades? 186 

A. Mr. Birdsong explains in greater detail the importance of credit ratings to firms 187 

like the Ameren Illinois Utilities as it relates to their ability to borrow money, and 188 

to borrow money at acceptable rates.  Leaving the details to Mr. Birdsong,  I 189 

would like to simply remind the Commission of the enormous problems 190 

AmerenIP experienced before it as acquired by Ameren and rescued from sub-191 

investment grade status.  The utility had virtually no access to the capital markets, 192 

and had to issue junk bonds at extraordinary interest rates.  Suppliers demanded 193 

prepayments and other forms of credit enhancement, putting further cash pressure 194 

on the utility.  Bankruptcy was a very real risk, and was avoided, in our view, 195 

only by the acquisition by Ameren, which was willing to invest the cash required 196 

to reshape the utility’s balance sheet.  We are trying to avoid such consequences 197 
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in structuring any plan for our customers.  Accordingly, one of the considerations 198 

in any rate phase-in and deferral plan, and in securitization legislation, is 199 

assurance that utilities fully and completely recover their power supply costs in a 200 

timely manner.  As noted in the Petition, the Ameren Illinois Utilities must pay 201 

for all of the power supply they procure.  Their suppliers will not permit them to 202 

defer payments to later periods of time.  This means that the Ameren Illinois 203 

Utilities must have on hand the cash needed to meet these contractual obligations.  204 

To the extent a rate phase-in plan results in customers paying lower rates during 205 

the deferral period, they would be providing less cash to the utilities than the 206 

utilities require to operate.  The utilities would then have to borrow in order to pay 207 

in full their contractual obligations to their suppliers.  In this scenario, the Ameren 208 

Illinois Utilities would then borrow against the recovery of the deferral under a 209 

securitization proposal, as addressed in more detail by Mr. Probst.  In short, the 210 

cap and deferral plan, with securitization, must be constructed in a way to ensure 211 

that the utilities fully and completely recover in a timely manner their costs of 212 

providing service, and have cash on hand to satisfy their obligations. 213 

Q. Is there any detriment in the event the Ameren Illinois Utilities do not 214 

recover their costs to providing service? 215 

A. Yes.  The Ameren Illinois Utilities are obligated to ensure that they provide 216 

adequate, safe, and reliable service.  In so doing, we expend great sums of money 217 

to ensure that the infrastructure is well maintained and operated.  The dollar 218 

amounts are significant.  Since 1998, the Ameren Illinois Utilities have invested 219 

more than $1.9 billion in infrastructure improvements.  If the Ameren Illinois 220 
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Utilities do not recover their cost of service, then – at the very least - they are 221 

faced with being more restrictive with regard to making the needed infrastructure 222 

improvements on a going forward basis.  It is possible consequences could be 223 

even more severe. 224 

Q. The Petition indicates, and you  stated above, that legislation is needed in 225 

order to ensure the recovery of the deferred power supply expenses as well as 226 

securitization.  If that is the case, why make this filing now? 227 

A. Time is running short for a constructive solution.  We have been and continue to 228 

be actively engaged with all stakeholders in working towards an acceptable 229 

solution.  The Ameren Illinois Utilities believe this filing serves to further that 230 

cause.  We have very real concerns surrounding the need for legislation.  We are 231 

hopeful that this proceeding allows for an engaging dialogue in these matters.  It 232 

is our hope and expectation appropriate legislation is in place in order for us to 233 

effectuate a meaningful cap and deferral plan. The fall legislative session is 234 

expected to begin November 15, 2006. 235 

Q. Can the Ameren Illinois Utilities provide the levels of the rate phase in or 236 

caps at this time? 237 

A. We can offer only hypothetical indicators at this time. We will not know what the 238 

power supply costs will be until after the auction. Also, we have delivery service 239 

rate cases pending before the Commission. A final order is not expected until 240 

mid-November.  The rate impact associated with these cases will be taken into 241 

account along with  the dollar amount of power supply expenses being deferred. 242 

Finally, the legislation itself may provide guidance to us and the Commission as 243 
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to how the Plan needs to be structured. Nonetheless, Mr. Mill has examined a  244 

hypothetical scenario at a power price and a delivery rate assumed simply for 245 

illustrative purposes. 246 

Q. The Petition indicates that the Ameren Companies are considering means by 247 

which to address low income customer consumers. Can you provide more 248 

detail at this time? 249 

A. We are considering, among other action items, creating a low income energy 250 

assistance program,  and implementing programs to  promote energy conservation 251 

and demand side management.   252 

Q. Does this conclude your direct testimony? 253 

A. Yes.  254 

  255 


