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ILLINOIS COMMERCE COMMISSION
DOCKET NO. 07-0165

REBUTTAL TESTIMONY
OF
LEONARD M. JONES
Please state your name and business address.
My name is Leonard M. Jones. My business address is 1901 Chouteau Avenue,
St. Louis, Missouri 63103.

. Introduction and Purpose

Are you the same Leonard M. Jones that filed direct testimony in this
proceeding?

Yes.

What is the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is to respond to certain portions of the
direct testimony of Illinois Commerce Commission Staff (“Staff””) witness Mr.
Peter Lazare, Citizens Utility Board (“CUB”) witness Mr. Christopher Thomas,
and Grain and Feed Association (“GFA”) witness Mr. Jeffery Adkisson.

1. Residential Rate Redesign

Do you have any comments regarding the residential rate redesign outlined
by Mr. Lazare?

Yes. Mr. Lazare supports the approach to residential rate redesign as provided in
the response to Staff Data Request PL-1.01, and attached as Schedule 1.03 to

Staff Exhibit 1.0. The approach and results are the same as what | provided in my
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direct testimony at pages 12-17, and in Ameren Illinois Utilities” Exhibits 2.2
through 2.4. Thus, | believe that Staff and the Ameren Illinois Utilities are in
agreement on how to best approach residential rate redesign.

Has there been any other direct filed testimony submitted in this case that
has made you reconsider the residential rate redesign approach?

No.

111. Non-residential DS/BGS-2 Rate Redesign

On page 31 of his direct testimony, Mr. Lazare states that redesign of
individual rate elements for DS/BGS-2 was incomplete. Have you provided a
general approach and individual rate elements to redesign DS/BGS-2 rates?
Yes. | set forth a methodology in my direct testimony at pages 18 — 21. In that
testimony | describe the general approach for adjusting DS/BGS-2 rates. In
summary, BGS-2 is targeted to increase by approximately $40.2 million (across
all of the Ameren lllinois Electric Utilities) as a result of shifting revenue from
BGS-1 to BGS-2. Next, Distribution Delivery Charges have been increased in the
summer by 0.75 cents/kWh, and the non-summer charge has been decreased by
about 0.4 cents/kWh. This step results in a revenue neutral shift of delivery
service revenue recovery from non-summer months to summer months. Third, a
declining block was created at 2,000 kWh/month and BGS-2 prices were adjusted
to recover the additional revenue responsibility target from BGS-1. Summer
prices were increased to a level to recover the added revenue responsibility. Non-
summer prices were increased for the first 2,000 kwh of monthly use and

decreased for monthly use over 2,000 kwWh. The non-summer design is largely



47

48

49

50

o1

52

53

54

55

56

57

58

59

60

61

62

63

64

65

66

67

68

69

Ameren llinois Utilities’ Exhibit 3.0
Page 3 of 15

revenue neutral within the BGS-2 class for each of the Ameren Illinois Utilities.
The pricing changes in this third step attempt to increase rates for customers that
either received a rate decrease or small increase, while not causing additional
hardship to customers already experiencing above average increases.

Before you continue, are there any updates to the usage information
previously provided in your direct testimony that should be made?

Yes. Ameren Illinois Utilities” Exhibit 2.5 provided usage information by block
(0-2,000 kWh and all over 2,000 kwWh) for DS/BGS-2 for each of the Ameren
Illinois Utilities. The usage information for the 0-2,000 kWh block for
AmerenCIPS-ME was overstated. Instead of “winter” use at 260,429,368 kWh, it
should be 59,019,392 kWh. Similarly, “summer” use should be changed from
159,118,612 kWh to 29,758,661 kWh.

What impact does this update have on pricing changes proposed in Ameren
Illinois Utilities” Exhibit 2.5?

This change only impacts revenue and pricing targets for AmerenCIPS (including
AmerenCIPS-ME and customers served by AmerenCIPS in portions of
Henderson and Hancock counties (“AmerenCIPS-H&H™)). Delivery service rates
for the non-summer period need to be adjusted to (0.41) cents/kWh from (0.42)
cents/kWh. Likewise, BGS-2 prices in the summer need to be increased over
those previously proposed in order to recover the revenue responsibility shift from
BGS-1. BGS-2 pricing for each of the Ameren Illinois Utilities has been refined.
Therefore, updates to AmerenCIPS” BGS-2 prices will be discussed in the context

of this further enhancement.
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How has the pricing for BGS-2 been refined since your direct testimony
submittal?

In general, non-summer rates have been redesigned to increase the price for the
first 2,000 kWh of use, and decrease the price for use over 2,000 kWh. Summer
prices for AmerenCILCO and AmerenlP remained the same as presented in my
direct testimony. Summer prices for AmerenCIPS were changed to also introduce
a block at 2,000 kWh, where the price for the first block is about 0.5 cents/kWh
higher than the price for the tail block. For each of the Ameren Illinois Utilities,
the increased prices in the summer still recover the additional revenue
responsibility allocated from BGS-1. Further, non-summer prices are still largely
revenue neutral within BGS-2 for each of the Ameren Illinois Utilities. An update
showing the refined pricing to BGS-2 and DS-2 for each of the Ameren Illinois
Utilities is shown in Ameren Illinois Utilities” Exhibit 3.01.

What is the impact of applying the refined pricing to DS/BGS-2 customers?
Ameren Illinois Utilities” Exhibit 3.02 provides an update to Exhibit 2.6, showing
a comparison of formerly applicable 2006 rates to those expected in 2007 under
the status quo, and those expected if the rate redesign adjustments are adopted. In
general, compared to the DS/BGS-2 design presented in direct testimony, the rate
adjustments proposed here more aggressively attempt to bring small-use
customers that previously received rate decreases or small increases closer to the
class average increase. Conversely, larger customers with high non-summer use
were provided with additional rate relief. Lower-use customers should expect to

see increases from current 2007 rates by about 20%-30%, higher summer use
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customers should expect to see increases from current 2007 rates by about 10%-
15%, and higher non-summer use customers should expect to see minor increases
(5% or less) or decreases. A distribution of DS/BGS-2 percentage rate increases
comparing 2006 bills to estimated 2007 bills, and 2006 bills to redesigned 2007
bills is provided in Ameren Illinois Utilities” Exhibit 3.03.

1VV. Rate Limiter for DS-3 and DS-4

Please briefly describe the rate limiter proposal for DS-3 and DS-4
customers.

In my direct testimony, | proposed a 2 cents/lkWh demand limiter for certain DS-3
and DS-4 customers. The demand limiter would limit the monthly total cost of
the Distribution Demand Charge and Transformation Capacity Charge to 2
cents/kWh. The proposed limiter would be available to customers that limit their
total kWh usage during the four summer months of June through September to
20% or less of their annual kwWh consumption.

Does GFA witness Mr. Adkisson support the limiter proposal?

In his direct testimony, Mr. Adkisson supports the 2 cents/kWh limiter, but
proposed some alternatives to determine eligibility.

Please describe Ameren Illinois Utilities’ Exhibit 3.04.

Ameren Illinois Utilities Exhibit 3.04 is a Memorandum of Understanding
(*MOU”) between the Ameren Illinois Utilities and the GFA reflecting a joint
recommendation to the Commission in support of the 2 cent/kWh limiter and the
eligibility criteria of a maximum 20% of annual usage occurring in the summer

season (June through September Billing Periods). The terms contained in the
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MOU are consistent with the arguments and analysis contained in my Direct
Testimony starting on line 485 of page 22 and continuing through line 556 of
page 26. Additionally, pages 1 and 2 of Exhibits 2.8 to my Direct Testimony
illustrate how the revenue shortfall created by the implementation of the demand
limiter is recovered from other customers within the DS-3 and DS-4 groups.

How do you respond to Mr. Adkisson’s recommendation that the
Commission order the Ameren Illinois Utilities to collect on- and off-peak
demand data and present the same in the next Ameren lllinois Utilities’
electric rate case?

The Commission has already ordered the Ameren Illinois Utilities to collect on-
and off-peak demand data for its demand metered customers for presentation in its
next delivery services rate case (Order, Docket Nos. 06-0070/06-0071/06-0072
(Cons.), pages 198-199). The Ameren Illinois Utilities intend to comply with that
directive.

V. Timing of Implementation

Please summarize the Ameren lllinois Utilities’ position regarding when the
various rate design changes should be implemented.

The rate redesign changes for DS/BGS-1 and DS/BGS-2 should be implemented
on January 1, 2008, unless other mechanisms are employed to hold the Ameren
Illinois Utilities revenue neutral. The rate limiter changes to DS-3 and DS-4
could be implemented anytime shortly after the Order in this case since the
proposal does not involve shifting revenue from one season to another, and thus

can be effectuated on a revenue neutral basis.
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What comments did Staff witness Mr. Lazare provide regarding an
implementation date?

Mr. Lazare proposed that revised rates take effect October 1, 2007; however, Mr.
Lazare acknowledges that an October implementation will result in revenue
deficiency for 2007 if DS rates are adjusted at that time. To address this problem,
Mr. Lazare proposes a two-step method whereby the full effect of DS/BGS-1 and
DS/BGS-2 rate changes are implemented through BGS rate design changes on
October 1, 2007 (step 1). In the second step, DS rate design changes would
become effective on January 1, 2008, and BGS prices would be readjusted by an
offsetting amount. The appropriate values may be derived from Ameren Illinois
Utilities” Exhibit 2.3 (showing residential prices) and Ameren Illinois Utilities’
Exhibit 3.01 (showing non-residential DS/BGS-2 prices).

Do you have any concerns regarding Mr. Lazare’s proposal?

| find Mr. Lazare’s proposal palatable; however, | have a few caveats. First, the
Ameren Illinois Utilities have been negotiating with state legislators and other
parties regarding the level of rate increases experienced by customers. It is my
understanding that rate relief programs have been part of those negotiations, and
much emphasis has been on large winter use residential customers that
experienced the sharpest increases under rates that began on January 2, 2007. Itis
possible that if the Ameren Illinois Utilities implement one or more of these
negotiated rate relief programs, increases to customers that heat their households
with electricity will be substantially mitigated this autumn. Implementing rate

redesign changes on top of a special negotiated program could result in rates and
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bills below those paid by customers in 2006. If such special program were to
expire at the end of 2007, customers may perceive that they have received a rate
increase starting with their January bills. Thus, the first qualification is this: If the
Ameren Illinois Utilities have implemented a special negotiated program
providing substantial benefits to residential high non-summer use customers prior
to the final Order in this docket, rate redesign implementation should be withheld
until January 1, 2008.

Second, acceptance of Mr. Lazare’s proposal must be accompanied with an
adequate means to address the impact on the over/under recovery mechanism
within Rider MV and an acknowledgment that further decreasing BGS rates for
October through December 2007 will create an under-recovery deficit not
designed to be offset with rate re-design adjustments to future BGS rates. As
discussed in my direct testimony, shifting BGS revenue recovery from the non-
summer to summer period will result in a mismatch with the underlying supply
cost paid to suppliers. Without a modified over/under recovery mechanism in
place, the adjustment value would become volatile and undermine the efforts
made in this docket to reduce significant rate impacts felt by customers.
Moreover, further reducing BGS prices by an amount equivalent to the non-
summer DS rate change (about (0.4) cents/kWh) would create an additional
estimated deficit of about $16.5 million in BGS revenue that must be recovered in
the future. This additional amount would be recovered through the over/under
calculation within Rider MV, and would raise effective rates in 2008, muting

some of the intended benefits of rate redesign.
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Please explain in more detail how you arrived at the $16.5 million BGS
under-recovery if Mr. Lazare’s proposal is adopted.

Even though the preferred rate redesign proposal involves shifting some revenue
between BGS-1 and BGS-2, total BGS redesigned rates are revenue neutral by
utility. Similarly, proposed changes to DS rates are designed to be revenue
neutral by utility. Ameren Illinois Utilities” Exhibits 3.05 and 3.06 show an
updated version of Ameren Illinois Utilities” Exhibit 2.09 and 2.11 reflecting
estimated monthly revenue impacts of rate redesign for BGS and DS rate
elements, respectively. Both of those exhibits show that implementing the
proposed rate redesign changes are substantially revenue neutral on an annual
basis. However, if the changes intended for DS rates were instead made to BGS
rates for the period from October through December, the DS revenue deficit for
each of those months ($5.2 million in October, $4.8 million in November, and
$6.5 million in December (see Ameren Illinois Utilities” Exhibits 3.06)) would
instead shift to a BGS under-recovery that would roll forward to recovery in 2008.

V1. Over/Under Recovery Mechanism Within Rider MV

Please review the Ameren Illinois Utilities’ proposal for adjusting the
monthly over/under calculation within Rider MV to ensure that the benefits
of redesigning BGS rates do not “wash-out.”

The over/under calculation within Rider MV is a formulaic mechanism that
ensures monthly costs of supply and monthly revenue are equal. When costs and
revenues are not equal, an over/under adjustment is created. Because the rate

redesign proposals involve shifting revenue between seasons, usage block, and
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customer classes, absent any other intervention, monthly over/under adjustments
could become quite large and volatile. On pages 27 through 29 of my direct
testimony, | outline a proposal that would artificially increase or decrease revenue
by monthly factors to reflect the effect of the BGS rate changes. It is a somewhat
complex methodology, and the monthly factors need to be monitored and perhaps
adjusted if DS-2 customer switching increases much beyond current levels.
Would this “fixed factor” methodology properly address the estimated $16.5
million BGS revenue deficit that would be created by implementing Mr.
Lazare’s proposed rate design changes on October 1, 2007, through changes
solely to BGS prices?

No. The method whereby revenue is artificially adjusted up or down by fixed
factors assumes that over the course of one year, application of the price changes
will result in no net change to expected annual revenue. The monthly BGS price
adjustment factors would not correct for this additional revenue deficit, leaving
the under-recovered costs to begin recovery starting in January 2008.

Is there another method that could be employed to adjust monthly Rider MV
over/under calculations?

Yes. The Ameren lIllinois Utilities filed a proposed change to Rider MV on May
30, 2007, (ICC Docket Nos. 07-0350, 07-0351 and 07-0352) to allow for greater
flexibility in managing large over/under recoveries. The proposed language
would allow for amortization of adjustments for up to 12 months, and would
include interest at the rate established by the ICC in accordance with 83 Illinois

Administrative Code 280.70(e)(1). At this time, the Ameren Illinois Utilities’
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position is that the Commission should approve changes in the Rider MV.
However, even if the Commission does not elect to approve the Ameren lIllinois
Utilities” Rider MV in the manner requested in the recent filing, the Commission
should still provide for recovery of any revenue losses associated with the deferral
of dollars due to changes made in rate design in this docket.

Rather than adhering to a rigid set of factors, as proposed in my direct testimony,
the Ameren Illinois Utilities could instead use the proposed Rider MV language to
manage expected over/under recoveries. The expected monthly deficit/excess
amounts provided in Ameren Illinois Utilities” Exhibit 3.05 (reflecting an update
to Ameren Illinois Utilities’ Exhibit 2.9), could be taken into consideration when
deciding whether to amortize large over/under recoveries and for how long. But,
these factors reflect a set of static usage characteristics, usage characteristics that
will differ from those planned due influences of weather and customer switching.
The newly proposed over/under recovery language within Rider MV would
permit adjustments the monthly over/under factor based on more current
information.

VII. Alternate Rate Redesign Scenario

In your direct testimony, you developed an alternate set of rates should the
Commission decide to reduce or eliminate the proposed subsidization of
BGS-1 by BGS-2. How do these alternate rates change based on what you
have provided in this rebuttal testimony?

The alternate redesigned residential rates do not change from those proposed in

my direct testimony. Rates for DS/BGS-2 would change given the modification
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to BGS-2 pricing (modifications primarily increasing the non-summer 0-2,000
kWh block prices, and decreasing non-summer prices for use over 2,000 kwh)
and the update to AmerenCIPS-ME 0-2,000 kWh usage; however, the method for
adjusting BGS-2 prices remains the same. All summer-season BGS prices, and
initial block non-summer prices, could be reduced by an equal amount until the
subsidy is eliminated. Specifically, AmerenCILCO prices would need to be
decreased by about 1.264 cents/kWh, AmerenCIPS prices would decrease by
about 1.163 cents/kWh, and rates AmerenlP rates would decrease by about 1.434
cents/kWh. These adjustments are shown in Ameren Illinois Utilities” Exhibit
3.07 (updating Ameren Illinois Utilities’ Exhibit 2.14). A comparison of
DS/BGS-2 non-residential bill impacts, using the price adjustments from Ameren
Ilinois Utilities” Exhibit 3.07, is shown in Ameren Illinois Utilities” Exhibit 3.08.

VIII. Future Rate Prism Issues

Mr. Lazare proposes to adjust electric supply prices on an across-the-board
basis to meet the supply costs that emerge from the upcoming 2008 auction
(ICC staff Exhibit 1.0, lines 923-924). Do you agree with this approach?

| agree the approach has merit for BGS-1 and BGS-2, but | have concerns if the
approach is also meant to apply to BGS-3 and BGS-5. Mr. Lazare appears to
propose that the retail rate prism will no longer be used as a mechanism to adjust
prices for any of the BGS-FP customer classes. In addition to BGS-1 (residential)
and BGS-2 (small general service), the retail rate prism would also set electric
supply rates for BGS-3 (general service) and BGS-5 (lighting service). In my

direct testimony, | proposed that BGS adjustments proposed in this docket be
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adjusted on a uniform basis (lines 683-688). Since we are proposing to adjust
only BGS-1 and BGS-2 rates in this case, it follows that adjustments to changes to
supply costs that arise from replacing supply contracts would be limited to only
BGS-1 and BGS-2. Rates for BGS-3 and BGS-5 would be allowed to take effect
as originally designed (per the existing tariff). Adjusting existing BGS-1 and
BGS-2 retail supply charges, plus any applicable adjustments resulting from this
case, up or down to reflect the overall increase to power procurement costs for the
BGS-FP group seems reasonable. Conversely, supply prices for BGS-3 and BGS-
5 should be set by Rider MV as it is presently designed.

Why should retail supply charges for BGS-3 and BGS-5 be allowed to change
by an amount other than a uniform up or down amount?

There are a few reasons. First, changes to BGS-3 and BGS-5 are not proposed in
this case. Second, BGS-3 prices can directly influence a customer’s decision to
switch to a third-party supplier. About 1/3 of DS-3 customers are served by third-
party suppliers, and thus do not take service under BGS-3. Providing such
customers with a set of prices that is reflective of more current market factors
(and thus the market) allows these customers to make efficient switching
decisions. For example, the current pricing structure contains higher non-summer
prices than summer prices. A future update to the prism could result in a shift
back to lower non-summer prices compared to summer prices (see Ameren
Illinois Utilities” Exhibit 2.1, page 43 of 49). Retail prices that no longer reflect
market-based seasonal price differences could encourage customers with

proportionately high summer use to return to (or stay on) BGS-3, and customers
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with proportionately high winter use to leave for (or remain with) a third-party
supplier. In the end, BGS-3 customers may provide less than anticipated revenue,
which would fall back to the monthly over/under calculation applicable to all
BGS-FP customers — a group dominated by residential and small general service
customers. In other words, not updating BGS-3 prices may increase costs to
BGS-1 and BGS-2 customers, all other things constant.

Third, the overall annual relationship between BGS-1, BGS-2, and BGS-3 prices

is unlikely to significantly change over time. For example, if BGS-3 prices
increase by 5% annually, BGS-1 and BGS-2 annual prices will also likely
increase by a similar amount. For this to not be the case, a group’s usage
characteristics would have to undergo a fundamental transformation. For
example, DS/BGS-3 customers shifting a significant portion of their usage to the
summer on-peak period would represent a fundamental change. Such a change is
unlikely to have occurred since load information was last collected. (As presently
designed, the auction price retail translation mechanism within Rider MV uses
load information for the entire customer population for a customer class to shape
retail prices, not just those served on BGS rates.)

IX. Response to CUB witness Mr. Thomas

You indicated that you are responding to CUB witness Thomas’ testimony.
Do you have any observations?

Yes. Mr. Thomas speaks generally about guiding principles to be considered in
rate making and rate design. While I do not dispute these principles, like any other

guideline or operating parameters, they must be considered in context. While we
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are mindful of rate impacts to a select group of residential customers, the rate
impacts to other residential and non-residential customers should not be ignored
either. We have attempted to strike an appropriate balance in this docket.

Do you have any other comments in response to Mr. Thomas?

Yes. Mr. Thomas offers a commentary on how power supply and the resulting
rate structure came to be. First, issues related to procurement are outside the
scope of this docket and should not be considered as part of this proceeding.
Second, Mr. Thomas comments on the interclass cost of service allocation issue
CUB proposed in ICC Docket Nos. 06-0070 (cons.) as a means of rate relief.
However, delivery service costs make up only about 1/3 of a residential
customer’s total bill. While I am not sure of the magnitude of an interclass
revenue allocation shift that would be expected, if residential DS rates were
reduced by 15%, for example, and shifted to other classes, the total bill impact
would only be about 5% reduction to the residential class. The bill impact issues
we are addressing for many customers are much greater than a 5% bill impact.
Does this conclude your rebuttal testimony?

Yes.
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	A. Yes.  I set forth a methodology in my direct testimony at pages 18 – 21.  In that testimony I describe the general approach for adjusting DS/BGS-2 rates.  In summary, BGS-2 is targeted to increase by approximately $40.2 million (across all of the Ameren Illinois Electric Utilities) as a result of shifting revenue from BGS-1 to BGS-2.  Next, Distribution Delivery Charges have been increased in the summer by 0.75 cents/kWh, and the non-summer charge has been decreased by about 0.4 cents/kWh.  This step results in a revenue neutral shift of delivery service revenue recovery from non-summer months to summer months.  Third, a declining block was created at 2,000 kWh/month and BGS-2 prices were adjusted to recover the additional revenue responsibility target from BGS-1.  Summer prices were increased to a level to recover the added revenue responsibility.  Non-summer prices were increased for the first 2,000 kWh of monthly use and decreased for monthly use over 2,000 kWh.  The non-summer design is largely revenue neutral within the BGS-2 class for each of the Ameren Illinois Utilities.  The pricing changes in this third step attempt to increase rates for customers that either received a rate decrease or small increase, while not causing additional hardship to customers already experiencing above average increases.   
	Q. Before you continue, are there any updates to the usage information previously provided in your direct testimony that should be made?   
	A. Yes.  Ameren Illinois Utilities’ Exhibit 2.5 provided usage information by block (0-2,000 kWh and all over 2,000 kWh) for DS/BGS-2 for each of the Ameren Illinois Utilities.  The usage information for the 0-2,000 kWh block for AmerenCIPS-ME was overstated.  Instead of “winter” use at 260,429,368 kWh, it should be 59,019,392 kWh.  Similarly, “summer” use should be changed from 159,118,612 kWh to 29,758,661 kWh.   
	Q. What impact does this update have on pricing changes proposed in Ameren Illinois Utilities’ Exhibit 2.5?   
	A.    This change only impacts revenue and pricing targets for AmerenCIPS (including AmerenCIPS-ME and customers served by AmerenCIPS in portions of Henderson and Hancock counties (“AmerenCIPS-H&H”)).  Delivery service rates for the non-summer period need to be adjusted to (0.41) cents/kWh from (0.42) cents/kWh.  Likewise, BGS-2 prices in the summer need to be increased over those previously proposed in order to recover the revenue responsibility shift from BGS-1.  BGS-2 pricing for each of the Ameren Illinois Utilities has been refined.  Therefore, updates to AmerenCIPS’ BGS-2 prices will be discussed in the context of this further enhancement.     
	Q. How has the pricing for BGS-2 been refined since your direct testimony submittal?  
	A. In general, non-summer rates have been redesigned to increase the price for the first 2,000 kWh of use, and decrease the price for use over 2,000 kWh.  Summer prices for AmerenCILCO and AmerenIP remained the same as presented in my direct testimony.  Summer prices for AmerenCIPS were changed to also introduce a block at 2,000 kWh, where the price for the first block is about 0.5 cents/kWh higher than the price for the tail block.  For each of the Ameren Illinois Utilities, the increased prices in the summer still recover the additional revenue responsibility allocated from BGS-1.  Further, non-summer prices are still largely revenue neutral within BGS-2 for each of the Ameren Illinois Utilities.  An update showing the refined pricing to BGS-2 and DS-2 for each of the Ameren Illinois Utilities is shown in Ameren Illinois Utilities’ Exhibit 3.01.   
	Q. What is the impact of applying the refined pricing to DS/BGS-2 customers?   
	A. Ameren Illinois Utilities’ Exhibit 3.02 provides an update to Exhibit 2.6, showing a comparison of formerly applicable 2006 rates to those expected in 2007 under the status quo, and those expected if the rate redesign adjustments are adopted.  In general, compared to the DS/BGS-2 design presented in direct testimony, the rate adjustments proposed here more aggressively attempt to bring small-use customers that previously received rate decreases or small increases closer to the class average increase.  Conversely, larger customers with high non-summer use were provided with additional rate relief.  Lower-use customers should expect to see increases from current 2007 rates by about 20%-30%, higher summer use customers should expect to see increases from current 2007 rates by about 10%-15%, and higher non-summer use customers should expect to see minor increases (5% or less) or decreases.   A distribution of DS/BGS-2 percentage rate increases comparing 2006 bills to estimated 2007 bills, and 2006 bills to redesigned 2007 bills is provided in Ameren Illinois Utilities’ Exhibit 3.03.    
	 IV. Rate Limiter for DS-3 and DS-4 
	 Q. Please briefly describe the rate limiter proposal for DS-3 and DS-4 customers. 
	A. In my direct testimony, I proposed a 2 cents/kWh demand limiter for certain DS-3 and DS-4 customers.  The demand limiter would limit the monthly total cost of the Distribution Demand Charge and Transformation Capacity Charge to 2 cents/kWh.  The proposed limiter would be available to customers that limit their total kWh usage during the four summer months of June through September to 20% or less of their annual kWh consumption.   
	Q. Does GFA witness Mr. Adkisson support the limiter proposal?    
	A. In his direct testimony, Mr. Adkisson supports the 2 cents/kWh limiter, but proposed some alternatives to determine eligibility.   
	Q. Please describe Ameren Illinois Utilities’ Exhibit 3.04. 
	A.  Ameren Illinois Utilities Exhibit 3.04 is a Memorandum of Understanding (“MOU”) between the Ameren Illinois Utilities and the GFA reflecting a joint recommendation to the Commission in support of the 2 cent/kWh limiter and the eligibility criteria of a maximum 20% of annual usage occurring in the summer season (June through September Billing Periods).  The terms contained in the MOU are consistent with the arguments and analysis contained in my Direct Testimony starting on line 485 of page 22 and continuing through line 556 of page 26.  Additionally, pages 1 and 2 of Exhibits 2.8 to my Direct Testimony illustrate how the revenue shortfall created by the implementation of the demand limiter is recovered from other customers within the DS-3 and DS-4 groups. 
	Q.   How do you respond to Mr. Adkisson’s recommendation that the Commission order the Ameren Illinois Utilities to collect on- and off-peak demand data and present the same in the next Ameren Illinois Utilities’ electric rate case?   
	A. The Commission has already ordered the Ameren Illinois Utilities to collect on- and off-peak demand data for its demand metered customers for presentation in its next delivery services rate case (Order, Docket Nos. 06-0070/06-0071/06-0072 (Cons.), pages 198-199).  The Ameren Illinois Utilities intend to comply with that directive.   
	V. Timing of Implementation 
	Q. Please summarize the Ameren Illinois Utilities’ position regarding when the various rate design changes should be implemented. 
	A. The rate redesign changes for DS/BGS-1 and DS/BGS-2 should be implemented on January 1, 2008, unless other mechanisms are employed to hold the Ameren Illinois Utilities revenue neutral.  The rate limiter changes to DS-3 and DS-4 could be implemented anytime shortly after the Order in this case since the proposal does not involve shifting revenue from one season to another, and thus can be effectuated on a revenue neutral basis.   
	Q. What comments did Staff witness Mr. Lazare provide regarding an implementation date?   
	A. Mr. Lazare proposed that revised rates take effect October 1, 2007; however, Mr. Lazare acknowledges that an October implementation will result in revenue deficiency for 2007 if DS rates are adjusted at that time.  To address this problem, Mr. Lazare proposes a two-step method whereby the full effect of DS/BGS-1 and DS/BGS-2 rate changes are implemented through BGS rate design changes on October 1, 2007 (step 1).  In the second step, DS rate design changes would become effective on January 1, 2008, and BGS prices would be readjusted by an offsetting amount.  The appropriate values may be derived from Ameren Illinois Utilities’ Exhibit 2.3 (showing residential prices) and Ameren Illinois Utilities’ Exhibit 3.01 (showing non-residential DS/BGS-2 prices).   
	Q. Do you have any concerns regarding Mr. Lazare’s proposal?   
	A. I find Mr. Lazare’s proposal palatable; however, I have a few caveats.  First, the Ameren Illinois Utilities have been negotiating with state legislators and other parties regarding the level of rate increases experienced by customers.  It is my understanding that rate relief programs have been part of those negotiations, and much emphasis has been on large winter use residential customers that experienced the sharpest increases under rates that began on January 2, 2007.  It is possible that if the Ameren Illinois Utilities implement one or more of these negotiated rate relief programs, increases to customers that heat their households with electricity will be substantially mitigated this autumn.  Implementing rate redesign changes on top of a special negotiated program could result in rates and bills below those paid by customers in 2006.  If such special program were to expire at the end of 2007, customers may perceive that they have received a rate increase starting with their January bills.  Thus, the first qualification is this: If the Ameren Illinois Utilities have implemented a special negotiated program providing substantial benefits to residential high non-summer use customers prior to the final Order in this docket, rate redesign implementation should be withheld until January 1, 2008.   
	 Second, acceptance of Mr. Lazare’s proposal must be accompanied with an adequate means to address the impact on the over/under recovery mechanism within Rider MV and an acknowledgment that further decreasing BGS rates for October through December 2007 will create an under-recovery deficit not designed to be offset with rate re-design adjustments to future BGS rates.  As discussed in my direct testimony, shifting BGS revenue recovery from the non-summer to summer period will result in a mismatch with the underlying supply cost paid to suppliers.  Without a modified over/under recovery mechanism in place, the adjustment value would become volatile and undermine the efforts made in this docket to reduce significant rate impacts felt by customers.  Moreover, further reducing BGS prices by an amount equivalent to the non-summer DS rate change (about (0.4) cents/kWh) would create an additional estimated deficit of about $16.5 million in BGS revenue that must be recovered in the future.  This additional amount would be recovered through the over/under calculation within Rider MV, and would raise effective rates in 2008, muting some of the intended benefits of rate redesign.  
	Q. Please explain in more detail how you arrived at the $16.5 million BGS under-recovery if Mr. Lazare’s proposal is adopted. 
	A. Even though the preferred rate redesign proposal involves shifting some revenue between BGS-1 and BGS-2, total BGS redesigned rates are revenue neutral by utility.  Similarly, proposed changes to DS rates are designed to be revenue neutral by utility.  Ameren Illinois Utilities’ Exhibits 3.05 and 3.06 show an updated version of Ameren Illinois Utilities’ Exhibit 2.09 and 2.11 reflecting estimated monthly revenue impacts of rate redesign for BGS and DS rate elements, respectively.  Both of those exhibits show that implementing the proposed rate redesign changes are substantially revenue neutral on an annual basis.  However, if the changes intended for DS rates were instead made to BGS rates for the period from October through December, the DS revenue deficit for each of those months ($5.2 million in October, $4.8 million in November, and $6.5 million in December (see Ameren Illinois Utilities’ Exhibits 3.06)) would instead shift to a BGS under-recovery that would roll forward to recovery in 2008.  
	VI. Over/Under Recovery Mechanism Within Rider MV 
	Q. Please review the Ameren Illinois Utilities’ proposal for adjusting the monthly over/under calculation within Rider MV to ensure that the benefits of redesigning BGS rates do not “wash-out.”   
	A.  The over/under calculation within Rider MV is a formulaic mechanism that ensures monthly costs of supply and monthly revenue are equal.  When costs and revenues are not equal, an over/under adjustment is created.  Because the rate redesign proposals involve shifting revenue between seasons, usage block, and customer classes, absent any other intervention, monthly over/under adjustments could become quite large and volatile.  On pages 27 through 29 of my direct testimony, I outline a proposal that would artificially increase or decrease revenue by monthly factors to reflect the effect of the BGS rate changes.  It is a somewhat complex methodology, and the monthly factors need to be monitored and perhaps adjusted if DS-2 customer switching increases much beyond current levels.   
	Q. Would this “fixed factor” methodology properly address the estimated $16.5 million BGS revenue deficit that would be created by implementing Mr. Lazare’s proposed rate design changes on October 1, 2007, through changes solely to BGS prices?   
	A. No.  The method whereby revenue is artificially adjusted up or down by fixed factors assumes that over the course of one year, application of the price changes will result in no net change to expected annual revenue.  The monthly BGS price adjustment factors would not correct for this additional revenue deficit, leaving the under-recovered costs to begin recovery starting in January 2008.        
	Q. Is there another method that could be employed to adjust monthly Rider MV over/under calculations?   
	A. Yes.  The Ameren Illinois Utilities filed a proposed change to Rider MV on May 30, 2007, (ICC Docket Nos. 07-0350, 07-0351 and 07-0352) to allow for greater flexibility in managing large over/under recoveries.  The proposed language would allow for amortization of adjustments for up to 12 months,  and would include interest at the rate established by the ICC in accordance with 83 Illinois Administrative Code 280.70(e)(1).  At this time, the Ameren Illinois Utilities’ position is that the Commission should approve changes in the Rider MV.  However, even if the Commission does not elect to approve the Ameren Illinois Utilities’ Rider MV in the manner requested in the recent filing, the Commission should still provide for recovery of any revenue losses associated with the deferral of dollars due to changes made in rate design in this docket. 
	Rather than adhering to a rigid set of factors, as proposed in my direct testimony, the Ameren Illinois Utilities could instead use the proposed Rider MV language to manage expected over/under recoveries.  The expected monthly deficit/excess amounts provided in Ameren Illinois Utilities’ Exhibit 3.05 (reflecting an update to Ameren Illinois Utilities’ Exhibit 2.9), could be taken into consideration when deciding whether to amortize large over/under recoveries and for how long.  But, these factors reflect a set of static usage characteristics, usage characteristics that will differ from those planned due influences of weather and customer switching.  The newly proposed over/under recovery language within Rider MV would permit adjustments the monthly over/under factor based on more current information.   
	VII. Alternate Rate Redesign Scenario 
	Q. In your direct testimony, you developed an alternate set of rates should the Commission decide to reduce or eliminate the proposed subsidization of BGS-1 by BGS-2.  How do these alternate rates change based on what you have provided in this rebuttal testimony?   
	A. The alternate redesigned residential rates do not change from those proposed in my direct testimony.  Rates for DS/BGS-2 would change given the modification to BGS-2 pricing (modifications primarily increasing the non-summer 0-2,000 kWh block prices, and decreasing non-summer prices for use over 2,000 kWh) and the update to AmerenCIPS-ME 0-2,000 kWh usage; however, the method for adjusting BGS-2 prices remains the same.  All summer-season BGS prices, and initial block non-summer prices, could be reduced by an equal amount until the subsidy is eliminated.  Specifically, AmerenCILCO prices would need to be decreased by about 1.264 cents/kWh, AmerenCIPS prices would decrease by about 1.163 cents/kWh, and rates AmerenIP rates would decrease by about 1.434 cents/kWh.  These adjustments are shown in Ameren Illinois Utilities’ Exhibit 3.07 (updating Ameren Illinois Utilities’ Exhibit 2.14).  A comparison of DS/BGS-2 non-residential bill impacts, using the price adjustments from Ameren Illinois Utilities’ Exhibit 3.07, is shown in Ameren Illinois Utilities’ Exhibit 3.08.    
	 VIII. Future Rate Prism Issues 
	Q. Mr. Lazare proposes to adjust electric supply prices on an across-the-board basis to meet the supply costs that emerge from the upcoming 2008 auction (ICC Staff Exhibit 1.0, lines 923-924).  Do you agree with this approach?   
	A. I agree the approach has merit for BGS-1 and BGS-2, but I have concerns if the approach is also meant to apply to BGS-3 and BGS-5.  Mr. Lazare appears to propose that the retail rate prism will no longer be used as a mechanism to adjust prices for any of the BGS-FP customer classes.  In addition to BGS-1 (residential) and BGS-2 (small general service), the retail rate prism would also set electric supply rates for BGS-3 (general service) and BGS-5 (lighting service).  In my direct testimony, I proposed that BGS adjustments proposed in this docket be adjusted on a uniform basis (lines 683-688).  Since we are proposing to adjust only BGS-1 and BGS-2 rates in this case, it follows that adjustments to changes to supply costs that arise from replacing supply contracts would be limited to only BGS-1 and BGS-2.  Rates for BGS-3 and BGS-5 would be allowed to take effect as originally designed (per the existing tariff).  Adjusting  existing BGS-1 and BGS-2 retail supply charges, plus any applicable adjustments resulting from this case, up or down to reflect the overall increase to power procurement costs for the BGS-FP group seems reasonable.  Conversely, supply prices for BGS-3 and BGS-5 should be set by Rider MV as it is presently designed.   
	Q. Why should retail supply charges for BGS-3 and BGS-5 be allowed to change by an amount other than a uniform up or down amount?   
	A. There are a few reasons.  First, changes to BGS-3 and BGS-5 are not proposed in this case.  Second, BGS-3 prices can directly influence a customer’s decision to switch to a third-party supplier.  About 1/3 of DS-3 customers are served by third-party suppliers, and thus do not take service under BGS-3.  Providing such customers with a set of prices that is reflective of more current market factors (and thus the market) allows these customers to make efficient switching decisions.  For example, the current pricing structure contains higher non-summer prices than summer prices.  A future update to the prism could result in a shift back to lower non-summer prices compared to summer prices (see Ameren Illinois Utilities’ Exhibit 2.1, page 43 of 49).  Retail prices that no longer reflect market-based seasonal price differences could encourage customers with proportionately high summer use to return to (or stay on) BGS-3, and customers with proportionately high winter use to leave for (or remain with) a third-party supplier.  In the end, BGS-3 customers may provide less than anticipated revenue, which would fall back to the monthly over/under calculation applicable to all BGS-FP customers – a group dominated by residential and small general service customers.  In other words, not updating BGS-3 prices may increase costs to BGS-1 and BGS-2 customers, all other things constant.  
	Third, the overall annual relationship between BGS-1, BGS-2, and BGS-3 prices is unlikely to significantly change over time.  For example, if BGS-3 prices increase by 5% annually, BGS-1 and BGS-2 annual prices will also likely increase by a similar amount.  For this to not be the case, a group’s usage characteristics would have to undergo a fundamental transformation.  For example, DS/BGS-3 customers shifting a significant portion of their usage to the summer on-peak period would represent a fundamental change.  Such a change is unlikely to have occurred since load information was last collected.  (As presently designed, the auction price retail translation mechanism within Rider MV uses load information for the entire customer population for a customer class to shape retail prices, not just those served on BGS rates.)    
	IX. Response to CUB witness Mr. Thomas 
	Q. You indicated that you are responding to CUB witness Thomas’ testimony. Do you have any observations?     
	A.  Yes. Mr. Thomas speaks generally about guiding principles to be considered in rate making and rate design. While I do not dispute these principles, like any other guideline or operating parameters, they must be considered in context.  While we are mindful of rate impacts to a select group of residential customers, the rate impacts to other residential and non-residential customers should not be ignored either. We have attempted to strike an appropriate balance in this docket. 
	Q.        Do you have any other comments in response to Mr. Thomas? 
	A.        Yes. Mr. Thomas offers a commentary on how power supply and the resulting rate structure came to be.  First, issues related to procurement are outside the scope of this docket and should not be considered as part of this proceeding.  Second, Mr. Thomas comments on the interclass cost of service allocation issue CUB proposed in ICC Docket Nos. 06-0070 (cons.) as a means of rate relief.  However, delivery service costs make up only about 1/3 of a residential customer’s total bill.  While I am not sure of the magnitude of an interclass revenue allocation shift that would be expected, if residential DS rates were reduced by 15%, for example, and shifted to other classes, the total bill impact would only be about 5% reduction to the residential class.  The bill impact issues we are addressing for many customers are much greater than a 5% bill impact.   
	Q. Does this conclude your rebuttal testimony? 
	A. Yes. 

