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ILLINOIS COMMERCE COMMISSION

DOCKET NOS. 07-0585 (CONS.)

REBUTTAL TESTIMONY
OF

WILBON L. COOPER

INTRODUCTION

A. Witness Identification
Please state your name and business address.
My name is Wilbon L. Cooper. My business address is One Ameren Plaza, 1901

Chouteau Avenue, St. Louis, Missouri 63103.

Are you the same Wilbon L. Cooper that previously filed testimony in this
proceeding?

Yes.

B. Purpose and Scope

What is the purpose of your rebuttal testimony?

The purpose of my testimony is to respond to certain Staff and intervenor
testimonies as it relates to their positions regarding Rider VBA and Rider QIP.
Specifically, 1 will comment on the more mechanical or operational issues
associated with these riders. Please note that Mr. Craig Nelson addresses more of
the policy questions that have been raised. Finally, many witnesses have

addressed the propriety of using riders or automatic adjustment mechanisms.
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Many of the arguments or positions are the same or similar but stated somewhat
differently. Because | have not addressed a witness’ argument or point should not

be interpreted that | have agreed with the witness.

RIDER VBA DISCUSSION

What is the Staff’s position regarding the implementation of Rider VBA?
Staff witness Ms. Teresa Ebrey offers certain recommendations in the event the
Commission was to approve the rider. In particular, she asserts that the same or
similar features that were adopted for The Peoples Gas Light & Coke Company
(“Peoples”) and North Shore Gas Company (“North Shore”) in Docket Nos. 07-
0241/07-0242(cons.) (“Peoples/North Shore Docket”) be adopted for Rider VBA:
provisions for a pilot program, a sunset provision with criteria to be met for the
rider’s continuation, an annual reporting of the earned rate of return and the effect
of the rider on the return, and a percentage of fixed cost adjustment in the

calculation of the monthly VBA adjustment.

How do you respond?
The Ameren lllinois Utilities generally support the following statements from the
Commission’s Order in the People/North Shore Docket that are fairly consistent

with Ms. Ebrey’s recommendations:

1) “Furthermore, given the unique nature of Rider VBA, the Commission
deems it appropriate to implement VBA as a four year pilot program. The
Commission further accepts the Utilities’ suggestion that a general rate
case needs to be filed if Rider VBA is to become effective upon
conclusion of the pilot program.”

2) “In furtherance of Commission oversight of this pilot program, the
Commission directs Staff to provide Commissioners an annual report on
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the Companies’ rates of return and the effect on that return of Rider VBA,
to the extent that it is determinable by Staff.”

3) “To this end, the Commission directs the Utilities to set the VBA formula
to recover only its fixed costs....”

As to Rider VBA being approved in the context of a pilot program, the
Ameren Illinois Utilities have no disagreement with that recommendation. For
purposes of convenience, we propose the pilot period be tied to a calendar year.
Therefore, we recommend the pilot conclude by December 31, 2012. Regarding
statement 2) above, Ms. Ebrey recommended the Ameren Illinois Utilities, rather
than the Staff as was directed by the Commission, to separately provide in the
Rider VBA reconciliation filings the annual earned rate of return and an analysis
of the impact of Rider VBA revenues collected for that period on the reported
return. The Ameren Illinois Utilities are agreeable to this slight modification
offered by Ms. Ebrey of the Commission’s requirement in the Peoples/North

Shore Docket.

With regard to statement 3), that is the setting of the VBA formula(s) to
recover only fixed costs, have you performed any calculations to develop
respective “percentage factors” to apply to the “[(RCBR/RCC)-
(ABRR/AC)]” element of the Effective Component of Rider VBA for each
respective Ameren lllinois Utility by customer class?

Yes. Ameren Exhibit 25.1 attached hereto depicts the development of these
factors/percentages by Ameren Illinois Utility and by class needed to set the VBA

formula to recover only fixed costs.
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Ms. Ebrey also makes certain changes to the formula for the calculation of
Rider VBA adjustments. Do you agree?

No, | do not. Ms. Ebrey’s recommendations appear to be based on a
misunderstanding of certain portions of the testimony of Ameren witness Nelson.
There is no need to burden the record of this docket with disagreements in
semantics between Ms. Ebrey and Mr. Nelson. Rather, simply stated, the Ameren
Illinois Utilities’ Rider VBA, as filed in my direct testimony and as so noted by
Ms. Ebrey in her direct testimony, was virtually identical in letter and in spirit to
the Peoples and North Shore Rider VBA. Therefore, considering the
Commission’s approval of the Peoples and North Shore Rider VBA without Ms.
Ebrey’s recommended formulaic changes, there is no justification for changing
the formulas now based on Ms. Ebrey’s misunderstanding of certain portions of

Mr. Nelson’s testimony.

On pages 38-39 of Ms. Ebrey’s direct testimony there is a recommendation
regarding the annual internal audit feature of Rider VBA. Please comment.
Ms. Ebrey recommends certain enhancements to the proposed internal audit
language of Rider VBA to better able the Staff and Commission to monitor Rider
VBA. The Ameren Illinois Utilities are agreeable to Ms. Ebrey’s

recommendations excepting the following noted changes:

The Company shall annually conduct an internal audit of
the operation of its-costs-and-recoveries-of such-costs
pursuantto the Rider. The internal audit shall determine if:
1) the aActual Base Rate Revenue ameunt-efrevenues per
customer that exceeds or fall short of any previously
established Rate Case Base Rate Revenue per customer
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levels-colected-through-baserate-charges are correctly

reflected in the calculations; 2) the revenues are not
collected through other approved tariffs; 3) Rider VBA is
being properly billed to Customers; 4) Rider VBA revenues
are recorded in appropriate accounts; and 5) any
reimbursements-of-eosts Rider VBA charges or credits
are identified and recorded properly for calculating rates
and reconciliation. The above list of determinations does
not limit the scope of the audit.

The Company shall submit the audit report to the ICC’s
Manager of the Accounting Department by May 31st each
year beginning in 2010. Such report shall be verified by an
officer of the Company.

The boldface changes and deletions excepting the “May 31°” provide
better clarity. The May 31% change extends the audit report date to allow the
Ameren Illinois Utilities” auditing personnel additional time to complete the audit

in light of other prior Commission audit commitments.

On page 45 of Ms. Ebrey’s direct testimony there are four recommendations
suggested to be addressed by rebuttal testimony of the Ameren Illinois
Utilities on Rider VBA. Please comment.

The first two recommendations on the approval of Rider VBA as a pilot and an
annual rate of return calculation are addressed above. The remaining two
recommendations, a request for a calculation of the monthly Rate Case Base
Revenue by customer class based on the Ameren Illinois Utilities” proposed
revenue requirements in this case and an explanation of the effect of weather
normalization adjustments on Rate Case Base Revenue are attached hereto as

Ameren Exhibit 25.2.
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AG witness Brosch offers a number of arguments challenging Rider VBA.
Principally, he asserts the rider results into piecemeal rate increases, that
margin revenues have been steady over the past several years, and that an
increase in the number of gas customers offsets the decrease in customer
usage. Do you agree?
No, I do not. First, Mr. Brosch’s statement of piecemeal increases under Rider
VBA clearly ignores the symmetry of Rider VBA adjustments. That is,
adjustments under Rider VBA may produce either credits or debits on customers’
bills. Indeed had Rider VBA been in effect this past winter season, customers
would have received credit associated with three of the four winter billing
months. Moreover, any adjustment under Rider VBA does not represent a change
in rates, but rather achieving the status quo level of margin revenue requirements
for test year customer levels approved by the Commission.

Second, while margin revenues have been relatively stable over the past
13 years, our costs of service or margin revenue requirements over this same
period have not been as stable. Ameren witness Nelson’s direct testimony
addresses this condition with the statement that, “The level of sales we have
experienced has been consistently lower than that assumed in the test year...[t]his
has caused us to significantly under-recover our cost of service, and thus not earn
our authorized rate of return.” (Lines 452-455 of Mr. Nelson’s direct testimony).

Third, clearly an increase in the number of customers helps to offset
decreased customer usage, but looking at this in a vacuum and ignoring the

additional costs associated with the growth in customers is blatantly unjust and
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inequitable.

In summary, the real metric for determining whether the tariffs for a utility
are just and reasonable is a comparison between the margin revenues generated by
these tariffs versus the margin revenue requirement necessary for the utility to
have a reasonable opportunity to earn its Commission authorized rate of return.
Evidence provided in the direct testimony of Mr. Nelson clearly demonstrates the
current tariff structure, in most cases, did not result in the Ameren Illinois Utilities

earning their authorized rates of return.

IHEC witness Chalfant challenges Rider VBA because it represents
untraditional ratemaking, frustrates voluntary conservation efforts,
asymmetrically transfers business risk to customers, makes the Ameren
Ilinois Utilities less responsible to customer needs, and increases rate
volatility. Can you respond?

I would not consider Rider VBA to be “untraditional ratemaking”. Riders and
automatic adjustment recovery mechanisms have been part of the regulatory
landscape as long as | have been in this industry. | do not believe Rider VBA will
frustrate voluntary conservation, as customers who conserve natural gas
consumption will see reduced billings for natural gas supply in excess of positive
Rider VBA adjustments, if any. With regard to Mr. Chalfant’s statement of
asymmetrical transfer of business risk, the symmetrical nature of Rider VBA
adjustments also deprives the Ameren Illinois Utilities of the opportunity to
experience increased margin revenues for test year customer levels. The

elimination of this opportunity may be considered as on offset to the asymmetrical
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transfer of business risk. Furthermore, while Rider VBA does provide the
Ameren Illinois Utilities with a better opportunity to earn its Commission
authorized rate of return, it does not ensure (regardless of customer growth
conditions) that the Ameren Illinois Utilities will actually earn the rate of return.
This results from Rider VBA’s ensuring the test year margin revenue for test year
customer levels only; the Ameren Illinois Utilities would still need to manage
their operations consistent with test year performance in order to achieve the
authorized rate of return. Lastly, Mr. Chalfant’s statement of rate volatility is a
bit of a stretch considering the following percentage approximation of the

breakdown of the billing components for customers affected by Rider VBA:

Customer Charge 19%
Delivery Charge (Rider VBA component) 15%
Natural Gas Supply 66%
TOTAL 100%
If one were to assume a +10% adjustment due to Rider VBA, then the
volatility of the customer’s bill would be 1.5% (10% x 15%) higher. The 1.5%
change may be material to some; however, the term *“volatile” does not come to

mind.

RIDER QIP DISCUSSION

A number of parties have expressed disagreement regarding Rider QIP.
Before addressing the specific comments, have the Ameren Illinois Utilities

given consideration to any modifications or changes to the rider?
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Yes, Mr. Nelson highlights some of these changes in his testimony. They are as
follows: 1) changing the definition of Rider QIP projects to only include those
associated with system modernization or service reliability enhancements, 2)
annual filings on or before April 1 filing of Rider QIP projects and associated
cost/benefit analyses for approval by the Commission, 3) 150 day Commission
review process before implementation of Rider QIP charges, 4) the filing of an
annual rate of return report with each Rider QIP reconciliation filing, 5)
Commission option to vary from Rider QIP’s standard formula for the collection
of Rider QIP project costs from customer classes, and 6) the establishment of

Rider QIP as a pilot program concluding December 31, 2012.

Staff witness Lazare claims Rider QIP is open ended and unclear. Do you
agree?

No. First, Mr. Lazare offers little in attempting to explain his point. Notably,
Rider QIP is mirrored after the rule that outlines the water and sewer utilities
infrastructure rider. If Rider QIP is open ended and unclear, so must be the rule
and any riders that were modeled after the rule. Of course I do not believe that to

be the case.

AG witness Brosch argues the rider will raise prices outside the rate case
without the offset for increased productivity, lower expenses, and other
claimed benefits that ordinarily occur outside a rate case. He goes on to state
the rider does not account for growth in depreciation and deferred tax

reserves. Please comment.
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As part of the modifications to Rider QIP mentioned above, the Ameren Illinois
Utilities are proposing to file annual rate of return reports with the Commission in
conjunction with their Rider QIP reconciliation filings. Each of the elements
raised in Mr. Brosch’s testimony will be included in the annual rate of return
reports filed and to the extent these elements or others produce a rate of return
higher than that approved by the Commission in this case, the Commission can

take that into account in deciding when to approve further project cost recovery.

The AG witness also suggests the implementation of the rider will avoid
prudent review of investment decisions. IIEC witness Stephens and AARP
witness Smith offer similar sentiments. Do you agree?

As part of the modifications to Rider QIP mentioned above, the Ameren Illinois
Utilities are proposing Commission pre-approval of all Rider QIP projects. This

proposal satisfactorily addresses these sentiments.

CUB witness Cohen offers that there is no regulatory review associated with
the investment until the next rate case. He also asserts the 5% cap is
arbitrary and undermines any rationale for the rider. How do you respond?
As noted above, we will seek pre-approval from the Commission and so in this
respect there is regulatory oversight. In terms of the cap being arbitrary, 1
disagree. First, the 5% cap is a self imposed limit on what amount can be
recovered. In fact, the cap should alleviate stated concerns regarding over earning

between rate cases, the possibility of sales growth, the perceived incentives to be
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more efficient between rate case, and the like. Moreover, it is the Commission

that ultimately controls how much is recovered through the rider.

Several witnesses assert the rider will cause the utility to be less prudent and,
perhaps, not be as cost conscious as it might otherwise behave. Can you
respond?

First, there remains the opportunity for cost disallowances. There is an annual
reconciliation to ensure only the costs associated with the approved project will be
recovered. This is a strong incentive for the utility to ensure it is incurring prudent
expenses directly attributable to the approved project. Further, there remains the
possibility of a rate base disallowance if the project is deemed not used and
useful. Finally, the utility has still the incentive to efficiently manage all other

operations and costs in between rate cases.

Mr. Smith asserts the capital additions at issue are not similar to fuel costs or
generation supply costs, as they are not volatile, uncontrollable, or
unpredictable. Do you agree?

| agree they are different categories of cost. | disagree these differences warrant
no rider treatment of the system enhancement and reliability project costs we are
discussing. Mr. Nelson has advanced a number of sound policy reasons that
justify rider recovery. In addition, | aware of a number of automatic adjustment
recovery mechanisms that permit the recovery of costs or expenses that are not
fuel or generation supply related, and where the costs are not necessarily volatile,

controllable, and predictable.
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RESPONSE TO CLAIMS OF COMPLEXITY AND ADMINSTRATIVE
BURDENS

On pages 26 through 31 of Mr. Brosch’s testimony, he discusses the
regulatory complexities and administrative burdens of tracking tariffs.
Please comment.

With regard to Rider VBA, the Ameren Illinois Utilities rider is virtually identical
the Peoples/North Shore Rider VBA which, as mentioned earlier, was approved
by the Commission. Mr. Brosch had argued in the Peoples/North Shore case that
the utilities proposed rider added complexity to the regulatory process as well. It
is reasonable to conclude the Commission weighed both the complexity and
administration of this rider and the additional work for the Commission Staff and
personnel of Peoples/North Shore versus the benefits of the rider prior to
approval. It is also reasonable to conclude the Staff has or will efficiently and
effectively develop(ed) the necessary administration for the Peoples/North Shore
rider and that, considering the “sameness” of that rider and the Ameren Illinois
Utilities’ rider; said administration can accommodate the addition of the Ameren
Illinois Utilities Rider VBA with relative ease.

Additionally, the Ameren Illinois Utilities have sufficient personnel to
administer the terms and conditions of Rider VBA (and Rider QIP) and expect the
costs of administration to be de minimus. While he disagrees with my assessment
that the cost will be de minimus, he offers only a conclusion. In comparison, my
assessment is based on my years of experience in dealing with such matters,
knowledge of utility budgets, and my expectation not one person will be hired

because of the implementation of these riders. Not only are there sufficient
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personnel but the calculations he asserts as adding to this complexity simply do
not exist.

Lastly, at the request of Staff witness Ebrey the Ameren Illinois Utilities
have developed a key component of the Rider VBA formula (i.e., the monthly
Rate Case Base Revenue by customer class based on the Ameren Illinois Utilities’
proposed revenue requirements in this case (Ameren Exhibit 25.2)) for
consideration by the Commission in the case. This component is the major driver
for adjustments under Rider VBA and the determination of same within the
context of this case minimizes any opportunities for disagreements among parties
on future Rider VBA adjustments, if Rider VBA is approved.

My colleague, Mr. Nelson, offers a financial remedy for the mitigation of

the complexities and administration of Rider QIP.

On page 30 of Mr. Brosch’s testimony, he offers comments on the increased
complexity of customers’ bills if the Commission were to approve Rider VBA
and Rider QIP. Please comment.

Full disclosure billing adds to the complexity of customers’ bills. However,
increased complexity of customer bills should not be an excuse for misguided
regulatory policy. One would weigh the increased complexity against fair
regulatory policy and then make a decision. | have to say, however, that two
additional lines would not add any meaningful complexity. My colleague, Mr.
Nelson, has convincingly provided rationale for the fair regulatory policy
associated with Rider QIP and Rider VBA and thus Mr. Brosch’s bill complexity

concerns should be dismissed.
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302 V. CONCLUSION

303 Q. Does this conclude your rebuttal testimony?

304 A. Yes, it does.



