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BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

In the Matter of Union Electric Company,
)
d/b/a AmerenUE’s Tariffs to Increase Its 
)
Case No.  ER-2008-0318

Annual Revenues for Electric Service

)
MISSOURI INDUSTRIAL ENERGY CONSUMERS’ POST-HEARING BRIEF

The Missouri Industrial Energy Consumers (“MIEC”) respectfully submits its Post-Hearing Brief in accordance with the Commission’s Order Setting Procedural Schedule in this case.

INTRODUCTION TC "INTRODUCTION" \f C \l "1" 
The evidence in this case shows that AmerenUE has significantly overstated its revenue requirement.  Reminiscent of its positions in each of its prior rate case, it appears that AmerenUE’s strategy is to exaggerate its revenue requirement as much as possible. 
Missouri’s economy is in a state of crisis, and the Commission should be cautious
to avoid increasing rates any more than absolutely necessary.  Missouri has lost jobs at
an alarming rate, especially manufacturing jobs.  The closures of major plants have
crumbled Missouri’s economic base:  Ford’s Hazelwood plant Ford closes Hazelwood Plant,
lays off 1,445 workers, St. Louis Business Journal, January 23, 2006, http://www.bizjournals.com/stlouis/stories/2006/01/23/daily1.html (last visited Jan., 8, 2009), Holcim’s Clarksville plant, Christopher Boyce, Holcim will close plant in Clarksville in early '09, St. Louis Post-Dispatch, November 13, 2008, at B2 ], Chrysler’s South Assembly plant Diana Barr, Chrysler to idle one St. Louis plant, cut shift at another, St. Louis Business
Journal, June 30, 2008, http://www.bizjournals.com/stlouis/stories/2008/06/30/daily10.html (last
visited Jan., 8, 2009) and other major manufacturers Doe Run cuts mine output, 150 jobs,
St. Louis Business Journal, January 5, 2009, modified: January 7, 2009, http://www.bizjournals.com/stlouis/stories/2009/01/05/daily17.html (last visited Jan., 8, 2009).  According to the Bureau of Labor Statistics’ most recent data, Missouri lost 12,207 manufacturing jobs between Nov 2007 and Nov 2008. This is not the time to increase the rate burden on AmerenUE customers.

The Commission is part of Missouri’s Department of Economic Development,
and consistent with its mission should take every precaution to ensure its
decisions enhance rather than deter Missouri’s growth [About DED, http://www.ded.mo.gov/AboutDED/aboutded.htm (last visited Jan. 8, 2009); DED Director's Message, http://www.ded.mo.gov/AboutDED/directormessage.htm (last visited Jan. 8, 2009). AmerenUE is not the driver of Missouri’s economic growth.  It is a monopoly service provider and its strength depends on the strength of the economic base created by its customers.  Increased utility rates contribute to job loss and the closing of plants, as well as lost purchasing power of residential customers.  While AmerenUE is entitled to recover its prudent costs and a fair return, the Commission should keep the dire condition of Missouri’s economy in mind when determining the balancing the interests of customers and shareholders in this case.  AmerenUE can request additional rate increases if that is required, but if its rates are excessively increased in this case the negative economic impact could be permanent, and jobs lost due to increased cost of doing business are unlikely to return to Missouri.
The MIEC submitted evidence on three major issues in this case that were not settled and are before the Commission for decision:  return on equity, fuel adjustment, and rate design.

A.
RETURN ON EQUITY TC "A.
RETURN ON EQUITY" \f C \l "1" 
1.
Rate of Return on Common Equity TC "1.
Rate of Return on Common Equity" \f C \l "2" 
There are four parties that filed rate of return on common equity (ROE) testimony in this proceeding.  Those recommendations of these parties are shown below in Table 1.

	TABLE 1

Return on Equity Recommendations

	
	        Base ROE*      
	Flotation
	    Recommended    

	     Party      
	w/o FAC**
	w/ FAC
	   Cost    
	w/o FAC
	w/ FAC

	AmerenUE1
	10.85%
	10.60%
	0.3%
	11.15%
	10.90%

	MIEC2
	10.20%
	10.00%
	0.0%
	10.20%
	10.00%

	Staff3
	9.25%
	9.30%
	0.0%
	9.25%
	9.30%

	MEG4
	10.20%
	10.00%
	0.0%
	10.20%
	10.00%

	_____________________

*
ROE:  Return on Equity

**FAC:  Implement Fuel Adjustment Clause

1    Ex. 003, Morin Direct p. 4.

2     Ex. 600,  Gorman Direct p. 2.

3     Ex. 203, Hill Direct p. 4.

4    Ex. 650, LaConte Direct p. 2.


The Office of Public Counsel (OPC) and the State of Missouri both supported a return on equity of 10.2%.  T. 341, ll. 2-4; T. 344 ll. 8-18.  The OPC based its recommendation on MIEC witness Mr. Gorman that his testimony was the most balanced and credible in the case, and routinely found most credible by the Commission.  T. 341 ll. 4-9
2.
Summary TC "2.
Summary" \f C \l "2" 
There are two threshold questions in this case concerning a fair and reasonable ROE.  First, what is the market cost of equity which will fairly compensate AmerenUE’s shareholders for the risk of providing regulated utility service in the Missouri jurisdiction.  Second, is the Company’s proposal to add an ROE premium to its market cost of common equity (i.e., return on equity) for flotation cost just and reasonable?

AmerenUE’s witness Dr. Roger Morin asserts that AmerenUE’s current market cost of common equity and ROE is 10.9% if a fuel adjustment clause (FAC) is approved and 11.15% if an FAC is not approved.  Ex. 003, Morin Direct p. 4 ll. 20-23, p. 5 l.1.  However, Dr. Morin’s range includes a 30 basis point adder for flotation cost.
  Ex. 003, Morin Direct p. 40, ll. 26-27.  If Dr. Morin’s flotation cost adder is excluded, his recommended return on common equity would decline to 10.6% with an FAC, and 10.85% without an FAC.  As set forth below, Dr. Morin’s flotation cost adder is inappropriate and should be disregarded.

MIEC witness Gorman recommended a fair return on common equity for AmerenUE in this case of 10.2% based on its current operating risk without an FAC.  Mr. Gorman agreed with other parties to this case that if an FAC is adopted, his return on equity should be reduced by 0.20% to 0.25%.  (T. 548 ll. 9-12).  Hence, if an FAC is adopted, MIEC recommends a return on equity of 9.95% to 10.0%.  

Mr. Gorman carefully studied AmerenUE’s evidence supporting its proposed flotation costs return on equity adder and concluded that AmerenUE’s proposed equity return adder for flotation costs is wholly unreasonable and should be denied.  Since AmerenUE’s evidence does not support a flotation cost adjustment, as a threshold, the Commission should concern its deliberations only on a just and reasonable return on equity for AmerenUE in the range of 10.0% to 10.6% with an FAC, and 10.2% to 10.85% without an FAC.

AmerenUE’s return on equity should be set at 10.0% with an FAC, or 10.2% without an FAC.  A return on equity within this range will fairly compensate AmerenUE for its risk of providing regulated utility service in Missouri.  However, in no event should AmerenUE’s return on equity be set at higher than 10.6% to 10.85%, the Company’s own estimate of its current market cost of equity with and without an FAC, but excluding its excessive flotation cost adjustment. 

MIEC’s evidence shows that its proposed return on equity is the most balanced and fair return on equity for the following reasons:  

1. It is a fair compensation for the risk of providing regulated utility service in Missouri;

2. It will produce strong credit metrics that will support AmerenUE’s investment grade bond rating;

3. It is comparable to the authorized returns on equity for other utilities in the electric utility industry; and

4. It is consistent with sound regulatory policy that will minimize AmerenUE’s rates, while maintaining its financial integrity, and provide fair compensation to its shareholders.

3.
AmerenUE TC "3.
AmerenUE" \f C \l "2" 
AmerenUE filed the testimony of Dr. Roger A. Morin in support of its return on equity recommendation.  Dr. Morin performed a discounted cash flow (DCF) analysis, a risk premium (RP) study, and several versions of the capital asset pricing model (CAPM and ECAPM).  Ex. 003, Morin Direct p. 5 ll. 4-15. Dr. Morin increased almost all return on equity estimates by 30 basis points to recognize common stock flotation costs.  Ex. 003, Morin Direct p. 40, ll. 26-27; p. 47 ll. 4-5, p. p. 57, ll. 20-22, p. 58, ll. 8-10.  Based on his studies, and excluding the flawed 30 basis point flotation cost adder, Dr. Morin’s analyses find that AmerenUE’s current market cost of equity is 10.6% with an FAC and 10.85% without an FAC. Based on a study of flotation costs incurred by holding companies for public utility companies, Dr. Morin concluded that it would be appropriate to include a 30 basis point return on equity adder to AmerenUE’s authorized return on equity to account for flotation costs.  As a result, Dr. Morin’s final proposed return on equity is 10.9% with an FAC and 11.15% without an FAC.  Ex. 003, Morin Direct p. 4 ll. 20-23, p. 5 l.1.  


4.
MIEC TC "4.
MIEC" \f C \l "2" 
MIEC offered expert testimony from Michael Gorman where he estimated and proposed AmerenUE’s authorized return on equity be set at 10.2%.  Mr. Gorman conducted several discounted cash flow studies including a constant growth, two-stage growth, and multi-stage growth DCF studies, a risk premium study, and a capital asset pricing model study.  Ex. 600, Gorman Direct p. 2 ll. 9-11.  Mr. Gorman also demonstrated that his proposed return on equity would be adequate to support credit metrics that would help preserve AmerenUE’s current investment grade bond rating.  Ex. 600, Gorman Direct p. 2, ll.12-17. Mr. Gorman also reviewed AmerenUE’s claimed flotation cost adjustment, and found that it was inappropriate because AmerenUE failed to identify any legitimate flotation costs either incurred by AmerenUE, or properly allocated to AmerenUE from its parent company.  He concluded that the Company’s proposal for a flotation cost adjustment to its return on equity is not a known and measurable expense, and should not be recognized in development of a fair return on equity in this proceeding.  Ex. 601, Gorman Rebuttal, p. 4 ll. 2-3, p. 15 ll. 18-22, p. 16 ll. 1-19.

5.
Staff TC "5.
Staff" \f C \l "2" 

Staff offered return on equity evidence from Mr. Stephen Hill.  Mr. Hill conducted a discounted cash flow study, CAPM study, a modified earnings price ratio study, and proposed a market-to-book ratio adjustment.  Ex. 203, Hill Direct, p. 3 l. 24, p. 4 ll. 1-2. Mr. Hill reviewed AmerenUE’s claim for a flotation cost adjustment, and similarly to MIEC, found that it was unjustified because the Company failed to identify any legitimate flotation costs that should be included in its return on equity.  Ex. 204, Hill Rebuttal, p. 2 l. 23, p. 3 l. 1-5. Based on his studies, Mr. Hill recommended AmerenUE’s authorized return on equity be set at 9.5%. Ex. 203, Hill Direct p. 4 ll. 4-7.

6.
MEG TC "6.
MEG" \f C \l "2" 

MEG offered the testimony of Ms. Billie LaConte in support of its recommended return on equity for AmerenUE in this case of 10.2%.  Ms. LaConte conducted an update of the Company’s CAPM, DCF, and risk premium studies.  Based on her updated analysis, Ms. LaConte concluded that the Company’s own studies support a return on equity of 10.2%, and not the 10.6% recommended by Dr. Morin.  Ex. 650, LaConte Direct, p. 24 ll. 3-7.  Ms. LaConte also reviewed the Company’s evidence in support of a flotation cost adjustment, and found it to be without merit, and recommended no flotation cost adjustment to AmerenUE’s authorized return on equity.  Ex. 650,  LaConte Direct p. 13, ll. 15-18.

7.
Argument TC "7.
Argument" \f C \l "2" 

The threshold issue concerning a fair return on equity for AmerenUE in this proceeding deals with an estimate of its current market cost of common equity, the impact on AmerenUE’s risk and related fair return on equity if a fuel adjustment mechanism is proposed, and whether or not AmerenUE’s proposal for a 30 basis point flotation cost adjustment has merit.  

The evidence in this record clearly shows that AmerenUE’s current market cost of equity is within the range of 10.0% to 10.6%.  The implementation of an FAC will make AmerenUE a lower risk investment today than it was last year at the time of its last rate case when the Commission awarded AmerenUE a return on equity of 10.2%.  Hence, awarding AmerenUE a return on equity of 10.2%, with a fuel adjustment mechanism, would have in effect awarded a higher rate of return relative to the operating risk AmerenUE faces during the period rates determined in this proceeding will be in effect, relative to the rates set in AmerenUE’s last rate case.
AmerenUE’s evidence in support of a flotation cost adjustment is wholly deficient, and does not support a return on equity adder for flotation costs in this proceeding.  Ex. 601, Gorman Rebuttal p.15 ll. 10-22, p.16 ll.1-17.  The evidence in this case clearly demonstrates that a return on equity within the range of 10.0% to 10.6% is just and reasonable, and should be considered by this Commission as the range of reasonableness for this case.  


MIEC’s and AmerenUE’s recommended returns on equity are generally close, and based on reasonably comparable market cost of equity models.  Indeed, AmerenUE Dr. Morin acknowledged that MIEC witness Gorman’s methodologies and his are quite comparable, with only a few notable exceptions.  These exceptions between Dr. Morin and Mr. Gorman’s studies include the following:

1. The use of a multi-stage growth DCF analysis;

2. Reflecting an inverse relationship between interest rates and equity risk premiums in the risk premium model;

3. The use of an empirical CAPM analysis in conjunction with a traditional CAPM analysis;

4. The estimate of appropriate market risk premium in a CAPM analysis; and

5. Whether or not a 30 basis point flotation adjustment should be added to AmerenUE’s market cost of equity to compensate it for flotation costs.  Ex. 004, Morin Rebuttal p. 36 ll. 12-28, p.37 ll. 1-13.

8.
Discounted Cash Flow Analysis TC "8.
Discounted Cash Flow Analysis" \f C \l "2" 

Both Dr. Morin and MIEC witness Gorman assert that a DCF analysis should be based on investor expectations in order to properly estimate the return investors demand to assume the risk of an investment similar to that of AmerenUE’s Missouri jurisdictional operations.  (Ex. Morin Direct at 56-57, and Ex. Gorman Direct at 17-18).  Toward that objective, both Dr. Morin and Mr. Gorman agree that analysts’ projected growth rates for a proxy risk group of companies should be largely driven by analysts’ projections, because they are highly influential of investor expectations.  Ex. and Ex.
Both Dr. Morin and Mr. Gorman agree that investors are capable of understanding the possibility of non-constant growth outlooks in conducting a DCF study.  Indeed, both Dr. Morin and Mr. Gorman performed non-constant growth DCF studies in this case.  Ex. 004, Morin Direct at pp. 59-60, Ex. 600, Gorman Direct at 25-27.  

The primary difference between Mr. Gorman and Dr. Morin in conducting the DCF analysis consists of two issues.  First, what weight, if any, should be given to the constant growth DCF analysis in this case?  And second, what measure of future Gross Domestic Product (GDP) growth should be used as a proxy for an estimate of rational investor expected long-term sustainable growth?


Concerning the application of a constant growth DCF analysis in this case, Mr. Gorman convincingly demonstrated that the constant growth DCF model is not producing reasonable and reliable results at this time.  Ex. A constant growth DCF model requires a growth rate that is sustainable indefinitely.  Currently, analysts’ three to five-year growth projections are not reasonable estimates of long-term sustainable growth.  Mr. Gorman showed that utilities’ capital expenditure programs were at cyclically high levels.  This abnormally high capital investment is creating abnormally large growth in rate base and earnings over the next three to five years.  Mr. Gorman opined that once the enormous capital expenditure program currently undertaken by the electric utility industry at this time is completed, then earnings growth will decline to a more normal sustainable level.  The current abnormally high growth rates distort the constant growth DCF results. 
Mr. Gorman also demonstrated that analysts’ three to five-year growth expectations are not rational estimates of long-term sustainable growth in several ways.  First, Mr. Gorman showed that the sustainable long-term growth rate for his and Dr. Morin’s proxy groups using a sustainable growth model produced growth rates that are significantly lower than analysts’ three to five-year growth rate expectations, and lower than GDP growth rate projections (Ex. 600 Gorman Direct at pp. 23-24).  Second, Mr. Gorman showed that Value Line’s projected growth rates for the proxy group dividends, book value and earnings growth are not comparable.  Mr. Gorman explained that this indicates that the constant growth model parameters are not currently appropriate and a non-constant growth model should be considered.  Finally, Mr. Gorman showed that historically utilities’ growth in sales trails the growth of nominal GDP.  He observed that earnings growth tracks sales growth.  Therefore, it is not reasonable nor rational to expect that utilities’ future growth can be in excess of nominal GDP growth over sustained long-term periods of time, particularly since utilities have never grown that fast in the past.  (Ex. 600, Gorman Direct at pp. 19-20).  No party offered rebuttal evidence to this testimony.
In contrast, Dr. Morin simply relied on the general principle that analyst growth rate estimates can influence investors and therefore the constant growth DCF analysis should be given some consideration in the development of a fair rate of return. However, even Dr. Morin recognized the growth rate estimates are producing abnormal results in DCF studies.  Specifically, Dr. Morin presented the proxy group results based on the total group, and the group excluding Constellation Energy and Public Service Enterprises.  Ex. 003, Morin Direct, Schedule RAM-E8-2.  Excluding these companies significantly reduced the group average DCF return estimate.  These companies’ DCF return estimates were excessively high, due to the excessive growth rates shown in Column 3 of that schedule.  Clearly, a constant growth DCF study does not produce reliable results, and at a minimum, as Dr. Morin showed, must be manipulated in order to produce a return estimate that supports any expert witness’s recommendation in this proceeding.

In this case, a non-constant growth version of the DCF model must be relied on to produce a reasonable and reliable DCF return estimate.  Indeed, in Ameren Illinois Utilities’ recent rate case before the Illinois Commerce Commission (ICC), the ICC abandoned its traditional use of a constant growth DCF study in favor of a non-constant growth model.  Both the industrial intervenor witness Michael Gorman in that case and the ICC Staff advocated for the use of a non-constant growth version of the DCF model in that 2008 rate case. Illinois Commerce Commission, ICC Docket Nos. 07‑0585/07-0586/07-0587/07-0588/07-0589/ 07-0590, September 24, 2008 Order at 214-215. Further, as Ameren witness Dr. Morin acknowledged, the Federal Energy Regulatory Commission periodically relies on a non-constant growth version of the DCF model.  Ex. 003, Morin Direct at 59-60.  These and other regulatory commissions’ consistent and predictable use of non‑constant growth versions of the DCF model when the constant growth model is not producing reasonable results, corroborates the reasonableness and the thoroughness of MIEC witness Gorman’s DCF studies in this case.


In the application of a non-constant growth DCF study, Dr. Morin’s and Mr. Gorman’s economic parameters are very similar.  Indeed, Dr. Morin developed a non‑constant growth DCF analysis using analysts’ growth rate estimates in the primary stage, and his own projected GDP growth as a long-term sustainable growth rate proxy.  Ex. 003, Morin Direct at 60-61.  In contrast, Mr. Gorman also relied on analysts three to five-year growth rate estimates as the primary first-stage growth of the model, but relied on the consensus economists’ long-term projected GDP growth rate as a long-term sustainable growth rate.  As such, the primary difference in non-constant growth DCF studies between Dr. Morin and Mr. Gorman, rests on the use of consensus economists’ projected GDP growth as the most reasonable proxy of investor rational expectations, compared to a single projected long-term GDP growth developed by Dr. Morin.  However, the record clearly establishes that consensus economists’ projections are the most influential on investors, and are most likely the projection that reflects consensus investor expectations.  Dr. Morin’s own testimony clearly makes this point.  For example, in asserting an appropriate earnings growth rate for use in a constant growth DCF study, Dr. Morin asserts that consensus analysts’ projections are reliable, and more influential on investors than single analyst projections.  Dr. Morin asserts that analyst growth projections should be relied on as superior estimates relative to a single analyst’s growth rate projection.  Ex. 004, Morin Rebuttal at 48.  Mr. Gorman reached the same result.  Ex. 600, Gorman Direct at 17‑18.  Dr. Morin’s reliance on his own (single analyst) GDP growth projection, rather than the consensus of economists’ projected growth forecasts used by Mr. Gorman, contradicts Dr. Morin’s own testimony on the data that is the most highly influential on investors, and most likely reflect consensus investor expectations.

Assertions by Dr. Morin and Ameren’s attorney that Mr. Gorman’s application of a DCF model is inconsistent with prior cases are erroneous, without merit and should be rejected.  Mr. Gorman showed that he consistently applies his DCF model by verifying the reasonableness of the growth rates used in that model to reflect rational expectations of long‑term sustainable growth.  When the growth rates do not meet that threshold, he relies on a non‑constant growth model irrespective of whether or not changing his reliance from a constant growth to a non-constant growth will increase or decrease his DCF return estimates.  Mr. Gorman has found, based on his 20 years of experience performing rate of return analyses, that three to five-year earnings growth rate expectations will not reflect reasonable estimates of long-term sustainable growth when utility capital programs are abnormally high or abnormally low, or other factors such as abnormal dividend payout ratios, impact 3-5 year growth projections.  Ex. 615, Gorman Surrebuttal at 6-7.  Consistent with regulatory commissions’ finding that it is appropriate, at times, to rely on non‑constant growth DCF models rather than constant growth DCF models, Mr. Gorman has consistently applied his methodology to produce reliable and accurate DCF return estimates.


9.
Flotation Cost TC "9.
Flotation Cost" \f C \l "2" 
Dr. Morin’s proposal for a flotation cost adjustment is wholly unsupported, inconsistent with adjustments of known and measurable expenses and should be rejected.  Dr. Morin acknowledged that if the Company has recovered its common stock flotation costs through amortization expense in prior rate cases, then his proposed flotation expense adder to return on equity would not be appropriate.  T. 393 ll. 20-24.  However, Dr. Morin did not provide any evidence on how AmerenUE’s common stock flotation expenses have been treated in the past.  Therefore, Dr. Morin’s proposal for a 30 basis point ROE adder is not supported.
Further, Dr. Morin’s flotation cost adjustment should be rejected because it is not based on AmerenUE’s actual flotation expenses.  Rather, Dr. Morin’s flotation cost adder is based on a generic flotation cost study of other companies based on their cost of issuing stock to the public.  This study underlying Dr. Morin’s flotation cost adjustment for AmerenUE is wholly deficient for the following reasons.  First, Dr. Morin has not identified AmerenUE’s actual flotation costs in a manner that allows the Commission to determine whether these expenses are just and reasonable, and should be recovered from customers.  Second, Dr. Morin has not properly recognized that AmerenUE gets all of its common equity capital from Ameren Corp.  Ameren Corp. in turn is capable of issuing debt, and using the proceeds to make equity infusions in AmerenUE.  Hence, AmerenUE’s equity capital could reflect the cost of issuing debt to the market, and not common equity.  AmerenUE also accumulates common equity from retained earnings which do not incur flotation costs.  Hence, Dr. Morin’s study is flawed and significantly overstates AmerenUE’s costs.  (Ex. 601 Gorman Rebuttal pp. 15-16, Ex. 615, Gorman Surrebuttal pp. 20‑22).

Dr. Morin’s proposal to adjust AmerenUE’s return on equity to reflect a flotation cost expense is wholly unsupported and inappropriate.


10.
Risk Premium Study TC "10.
Risk Premium Study" \f C \l "2" 

Dr. Morin estimates an equity risk premium for utility companies of 10.1% to 10.5% (or 10.2% excluding flotation expense).  Ex. 004, Morin Direct p. 48 ll. 4-10.  MIEC witness Gorman recommends an equity risk premium over utility bonds of 10.46%.  Ex. 600, Gorman Direct p. 31 ll. 1-2.  While Mr. Gorman took issue with many aspects of Dr. Morin’s risk premium study, at the end, the results of Mr. Gorman’s and Dr. Morin’s risk premium studies were reasonably comparable.  Ex. 601, Gorman Rebuttal at p.12, ll. 1-5.  Both Dr. Morin’s and Mr. Gorman’s risk premium studies indicate a fair return on equity for AmerenUE in this case is 10.2%.


11.
Capital Asset Pricing Model (CAPM) TC "11.
Capital Asset Pricing Model (CAPM)" \f C \l "2" 

Dr. Morin’s CAPM analysis produced returns in the range of 11.2% to 11.5%, which included a 30 basis point flotation cost adjustment.  MIEC witness Gorman’s CAPM study produced a return on equity of 10.63% excluding a flotation cost adder.  Hence, excluding flotation cost adjustments, Dr. Morin’s results would be in the range of 10.9% to 11.2%, compared to MIEC witness Gorman’s CAPM return estimate of 10.63%.  For the reasons set forth above, the flotation cost adjustment included in Dr. Morin’s CAPM studies is flawed and should be rejected.  Aside from the flotation cost adder, the three primary issues that explain the difference between Dr. Morin’s CAPM study and those of Mr. Gorman are as follows:  

1. a current estimate of utility beta, 

2. a reasonable estimate of market risk premium, and 

3. the reliance on an empirical CAPM estimate.

The record shows that Dr. Morin’s CAPM study was based on outdated, inflated utility beta estimates.  Simply updating Dr. Morin’s utility beta estimates would reduce his CAPM return estimate.  Specifically, Dr. Morin’s CAPM study was based on beta estimates in the range of .86 and .87 for his two proxy groups, respectively.  Updating these beta estimates to reflect current market information showed that the average beta declined to .80.  Ex. 601, Gorman Rebuttal p. 8 ll. 11-12.
Second, Dr. Morin’s CAPM study was based on a market risk premium of 7.4%.  This market risk premium estimate used by Dr. Morin is inflated.  This inflated market risk premium was based on two market risk premium studies.  The first one was based on Morningstar’s data, where Dr. Morin relied only on the highest market risk premium estimated by Morningstar.  Dr. Morin relied on a beta estimate of 7.1%, where Morningstar publishes a range of market risk premiums of 6.2% to 7.1%.  Relying on the midpoint of Morningstar’s market risk premium range of 6.65%, which is very comparable to the market risk premium estimate relied on by MIEC witness Gorman of 6.5%, would have reduced Dr. Morin’s CAPM return estimate.  Second, Dr. Morin also relied on derivation of a market risk premium based on a DCF study of the market.  However, as explained by MIEC witness Gorman, Dr. Morin’s DCF study of the market was based on a growth rate which was too high to be a reasonable estimate of long‑term sustainable growth, which in turn inflated his market return estimate, leading to his inflated market risk premium estimate.  Ex. 601, Gorman Rebuttal at p. 5 ll. 16-21, p. 6 ll. 1-21.

Dr. Morin also relied on an empirical CAPM study.  However, as Mr. Gorman explained, Dr. Morin’s application of the empirical CAPM study was flawed because he included adjusted utility betas.  The market evidence and academic literature support for this study were based on raw betas, not Value Line adjusted betas.  Dr. Morin’s ECAPM analysis using adjusted betas double counted the capital market risk adjustment inherent in both the ECAPM study and in the beta adjustment formula.  As such, Dr. Morin has double counted the increase in the utility CAPM return estimates by use of both adjusted betas and an ECAPM study.

As Mr. Gorman explained, using more reasonable CAPM estimates and market risk premium studies would have produced a CAPM return estimate of 10.29% which is substantially lower than the CAPM return estimate proposal made by Dr . Morin of 11.4%. A proper application of a CAPM study would support a return on equity for AmerenUE of 10.2%.  Ex. 601, Gorman Rebuttal at p. 3, Table 1 and ll. 1-5
B.
FUEL ADJUSTMENT CLAUSE TC "B.
FUEL ADJUSTMENT CLAUSE" \f C \l "1" 
1.
Allowance of the FAC will necessitate careful oversight of AmerenUE’s fuel-related costs TC "1.
Allowance of the FAC will necessitate careful oversight of AmerenUE’s fuel-related costs" \f C \l "2" 

MIEC neither supports nor opposes an FAC for AmerenUE.  However, if AmerenUE is granted an FAC by the Commission, MIEC believes it is important that the FAC not simply pass through the increased cost of fuel to the customers.  One of the dangers with an automatic adjustment clause is that the utility becomes less attentive to managing its costs because of the directly reimbursable nature of these costs under an FAC.  


While all utilities are held to the prudence standard, it is difficult to conduct the detailed audits that go into a utility’s procurement of fuel and purchased power, the maintenance of its generating fleet, and other factors that influence the level of these costs.  This complexity of auditing the utility’s generation function is overwhelming in comparison to the more limited analysis required for the Purchased Gas Adjustment (PGA) filings of the gas utilities.  The number of decisions required to be investigated in the case of a PGA is relatively small.  However, in the case of an electric utility, there are hourly transactions involving purchases and sales, decisions respecting acquisition of various kinds of fuel supplies in different markets, preventive maintenance practices, speed and cost of recovering from forced outages and similar decisions and actions.  Thus, a rigorous audit of electric utility generation and purchased power costs is much more difficult to accomplish than a PGA audit.

2.
The FAC, if approved, should contain a sharing mechanism TC "2.
The FAC, if approved, should contain a sharing mechanism" \f C \l "2" 

In addition, if some form of FAC is permitted, then an appropriate way to provide the utility with a greater incentive to manage its costs is to include a sharing mechanism of some type which requires the utility to retain some portion of any cost increases that may be experienced relative to the base costs in the FAC.  Similarly, the utility would be permitted to retain a portion of any cost decrease that may be experienced.


By making the utility responsible for a share of increased costs, and allowing it to retain part of the benefits of decreased costs, there is added incentive (compared to 100% pass through) for the utility to focus on management of these costs.  Accordingly, the FAC should include a sharing mechanism that is more meaningful than the extremely limited “5% of difference” sharing clause proposed by AmerenUE.  


The FAC proposal offered by MIEC witness Brubaker has a 20% sharing by AmerenUE of cost increases and a 20% retention of cost decreases by AmerenUE.  It also has financial protection for AmerenUE.  Specifically, the MIEC proposal limits the financial impact on AmerenUE (positive or negative) to 50 basis points of return on equity in any year.  In dollars, 50 basis points of the ROE is approximately $15 million after income taxes, or about $25 million before income taxes.  Ex. 609, Brubaker Surrebuttal p. 4, ll. 16-18.

In his rebuttal testimony, AmerenUE witness Martin J. Lyons references increases in coal costs for 2009 and 2010, Ex. , Lyons Rebuttal at 24.  He then goes on to confirm Mr. Brubaker’s calculations stating, “Mr. Brubaker's sharing proposal taking his 50 basis point cap into account would force AmerenUE to absorb approximately $25 million of coal costs alone in 2010.  T. page 2141, ll.17-20.  Mr. Lyons’ comments overstate the pressure that MIEC’s proposal of the 50 basis point cap will have on AmerenUE.


The scenario Mr. Lyons describes will only come about if the base cost of fuel, i.e., the cost of fuel included in base rates, is either initially set too far below the actual cost of fuel, or if rising fuel costs increase the market price of fuel far above the base cost included in the rates.  What Mr. Lyons fails to say is that in either case, AmerenUE is not prevented from filing a case with the Commission to better align the base and actual costs of fuel.  It is reasonable to expect that AmerenUE will operate in its own best interest at the soonest opportunity when it sees that the actual cost of fuel significantly exceeds the base cost included in its rates.  


What Mr. Lyons also fails to say is that the MIEC’s proposal presents a significant incentive to AmerenUE by allowing it to retain a 20% portion of cost decreases.  Under normal circumstances, the base cost of fuel that is included in rates is based upon certain assumptions regarding the future cost of fuel in the near term.  In this particular case, all indications are that fuel and fuel transportation costs will rise in the short term.  However, recent events have shown how quickly economic trends can change, and even reverse.  In the event that actual fuel costs decrease below the base cost of fuel included in rates, MIEC’s proposed sharing mechanism will allow AmerenUE to retain 20% of the difference, again up to 50 basis points of ROE.  


Mr. Lyons focuses only on the potential cost to AmerenUE, but ignores the possibility that AmerenUE could also retain significant revenue, and that AmerenUE will have numerous opportunities in the future to revise the base cost of fuel that is included in rates in the future.  For example, even if it turns out to be the case that fuel prices increase between this case and the next case, there is no reason to believe there is not an equal chance that prices established in the next case, and subsequent cases, will subsequently decrease from those levels thereby affording AmerenUE the opportunity to retain some of the benefits of its cost savings efforts.  The Commission should not take a short-term view when evaluating the merits of a sharing mechanism.  Recognizing that such a mechanism likely will be in place for a number of years, the Commission should look at the incentives created by the mechanism and understand that over the long term the mechanism will operate during periods of both increasing and decreasing fuel costs, as compared to the levels set in rate cases.  

3.
Existing incentives are not adequate TC "3.
Existing incentives are not adequate" \f C \l "2" 

Although MIEC has not opposed the FAC, it recognizes that by allowing the Company to automatically pass fuel costs through to the customers, an FAC can reduce the incentives on the Company to manage those costs.  Ex. 606, Brubaker Direct pp. 4-5.  AmerenUE witness Mr. Lyons has argued that even with an FAC the Company will retain significant incentives to properly manage its net fuel costs.  According to Mr. Lyons, one of these incentives is the Powder River Basin, Wyoming (“PRB”) coal pool, through which AmerenUE and its unregulated affiliates pay the same price for coal.  (Ex. Lyons Rebuttal p. 3) 


In his rebuttal testimony, Mr. Lyons states:

“… AmerenUE’s Powder River Basin (Wyoming) (PRB) coal is purchased via a coal pool that includes coal purchases for unregulated Ameren merchant generating companies operating in Illinois.  As a consequence, AmerenUE’s unregulated affiliates must pay the exact same prices as AmerenUE for coal purchased from the pool.  This creates a significant financial incentive for AmerenUE’s coal procurer, AmerenEnergy Fuels and Service Company, to minimize coal costs for the pool.”  (Id., page 21)


What Mr. Lyons does not say in his rebuttal testimony is that the coal pool costs represent only a minority percentage of the total coal costs.  The majority of the coal costs incurred by AmerenUE are incurred in coal transportation costs which are not pooled, but separately contracted by the regulated and unregulated operations.  .  Furthermore, the same railroads are used to transport the coal for regulated operations and for unregulated operations, and the same group of people negotiate both sets of contracts.  There is therefore some potential for favoritism of the unregulated operations at the expense of the regulated operations.  T. 2177 ll. 12-25, T. 2178 ll. 1-13.

There are many factors that influence the level of fuel and purchased power costs, some of which are beyond the control of the utility.  Even so, there remain many factors that the utility can manage: (1) the skill of the utility in negotiating its fuel and purchased power contracts; (2) the skill of the utility in taking advantage of purchases and sales in the economy market; (3) the skill and diligence of a utility in maintaining its generation facilities and in restoring efficient units to service after unexpected outages; (4) the skill of the utility in planning its maintenance outages; (5) the skill and success of the utility in hedging transactions for its fuel supplies; and (6) the management decisions regarding the type, size and timing of facilities added to the utility’s generation portfolio.  Ex. 607, Brubaker Direct p. 8, ll. 9-21.
4.
An 80% / 20% sharing mechanism is appropriate TC "4.
An 80% / 20% sharing mechanism is appropriate" \f C \l "2" 

AmerenUE’s fuel costs are inextricably tied to the Company’s unique fuel and purchased power contracts, and its fuel mix, i.e., the combination of fuels AmerenUE uses to generate power and meet its electrical load.  Subsequently, the structure of AmerenUE’s FAC, if one is approved, must be based on those unique characteristics.  It would be inappropriate to establish AmerenUE’s FAC sharing mechanism based simply on the fact that that mechanism was approved for another utility. 


Yet this is precisely what AmerenUE has proposed in this case.  AmerenUE witness Mr. Lyons has proposed a 95% / 5% sharing mechanism because that was the mechanism the Commission approved for Aquila in its last rate proceeding, Case No. ER-2007-0004.  Ex. 042, Lyons Rebuttal p. 6; Ex. 607, Brubaker Direct p. 4.  This is inappropriate and unreasonable.  According to its most recent 10-K, 76% of AmerenUE’s electric generation was fueled by coal, 19% by nuclear fuel, and 2% by natural gas.  By comparison, prior to its merger with Kansas City Power and Light, only 46% of Aquila’s electric generation is fueled by coal and nearly 48% by natural gas or oil.  Aquila did not own nuclear facilities.  Given the disparity of the fuel mixes of AmerenUE and Aquila, it is unreasonable to assume that the sharing mechanism designed as an incentive for Aquila, will provide a similar incentive to AmerenUE.


When the Commission adopted the 95% / 5% sharing mechanism for Aquila, and later for Empire District Electric Company, it did not reveal how the sharing formula was derived.  However, it did note that it is important for an FAC to have incentives for the utility to manage its fuel and purchased power costs.  Because 95% / 5% sharing mechanism was not proposed by any of the parties in the Aquila case, no analysis had been completed to show its impact on Aquila.  Ex. 607, Brubaker Direct, p. 4 ll. 19-23, p. 5 ll. 21-22.

In this case, however, MIEC witness Mr. Brubaker has performed the analysis to show the impact on AmerenUE of the proposed the 95% / 5% sharing mechanism.  The results of his analysis are shown in Schedule MEB-FAC-1, and indicate that even at a 35% change in base fuel cost, with AmerenUE’s proposed 95% / 5% sharing mechanism, that the impact on AmerenUE’s ROE would only be about 13 basis points.  Mr. Brubaker’s analysis illustrates how weak the price signal and incentives are in AmerenUE’s 95% / 5% proposal.  Ex. 607, Brubaker Direct, pp. 4-6.

Mr. Brubaker provided a detailed comparison of the fuel mix, fuel cost and relationship to common equity for AmerenUE, the two Aquila companies and Empire District Electric Company.  Ex. 607, Brubaker Direct, Schedule MEB-FAC-2.  This schedule shows the impact on these utilities of a 20% retention of a 35% change in base fuel costs.  For AmerenUE the impact is 5% of earnings, or about 50 basis points.  For the Aquila companies it is 16% of earnings or 160 basis points for Missouri Public Service Company, and 22% of earnings or 220 basis points return on equity for St. Joe Light and Power Company.  And, for Empire District Electric Company, it is 21% of earnings or approximately 220 basis points.  Accordingly, the impact on AmerenUE of a given retention of a specified percentage change in fuel cost is about one-fourth what it is on the Aquila companies and on Empire.  Thus, in order to provide the same relative incentive to AmerenUE as the Commission has provided to Aquila and Empire, the retention percentage must be roughly four times as large for AmerenUE.  This clearly demonstrates the appropriateness of the 20% retention percentage for AmerenUE even if the 5% retention percentage is appropriate for the Aquila companies and for Empire.


A meaningful sharing mechanism provides an incentive for the utility to manage and control its costs.  As demonstrated above, AmerenUE’s 95% / 5% sharing mechanism does not do this.  As Mr. Brubaker’s shows a significant increase in fuel costs, be it from rising commodity prices or reduced diligence on the part of the Company, would have a minimal financial impact on AmerenUE if the 95% / 5% mechanism were adopted. Ex. 607, Brubaker Direct, Schedule MEB-FAC-1.

In contrast, Mr. Brubaker’s proposal of an 80% / 20% sharing mechanism with its 50 basis point cap provides a meaningful, yet moderate incentive for AmerenUE.  At the same time, to the extent that net fuel costs decrease, AmerenUE has the opportunity to retain a larger percentage with the benefits that are created as a result of the reduction in net fuel cost.  Under Mr. Brubaker’s proposed sharing mechanism, the impact of a 25% change in fuel costs on AmerenUE’s ROE is 36 basis points; four times the 9 basis point impact of AmerenUE’s 95% / 5% proposal.  Ex. 607, Brubaker Direct, pp. 6, ll. 22-32, p. 7 ll. 1-10, p. 9 ll. 7-10. Additionally, the maximum annual impact is capped at 50 basis points to protect AmerenUE’s financial integrity. Id. p. 9 ll. 11-23.

Finally, it must be noted that many of the mechanisms currently in place to “incent” AmerenUE to properly manage its fuel costs have been developed in the absence of an FAC.  The pressure these mechanisms have placed on AmerenUE has been due, at least in part, to the fact that an FAC has not been an available option.  If the FAC is allowed, it is reasonable to expect some of the existing incentives for proper fuel cost management to become less cost-effective to AmerenUE.  The MIEC recommends that if an FAC is approved for AmerenUE in this case, it should include the MIEC’s proposed 80% / 20% sharing mechanism, which is more meaningful than the limited “5% of difference” sharing clause proposed by AmerenUE.  

5.
The FAC, if approved, should include fuel and purchased power costs related to both native load sales and off-system sales TC "5.
The FAC, if approved, should include fuel and purchased power costs related to both native load sales and off-system sales" \f C \l "2" 

AmerenUE has proposed a fuel clause structure in which all eligible fuel and purchased power and related costs, applicable both to native load sales and to off‑system sales, are included in the FAC.  AmerenUE has also proposed that all revenues from off‑system sales are subtracted from those costs in determining the fuel adjustment.  If AmerenUE is authorized to have an FAC, this proposed structure is appropriate.  In fact, this is the form of FAC that MIEC recommended in AmerenUE’s last rate case, Case No. ER-2007-0002, and which AmerenUE ultimately supported in its testimony in that case.  

C.
RATE DESIGN TC "C.
RATE DESIGN" \f C \l "1" 
1.
Parties representing customers in all major classes are in agreement on how to allocate any rate increase TC "1.
Parties representing customers in all major classes are in agreement on how to allocate any rate increase" \f C \l "2" 

On December 3, 2008, most of the parties to this case indicated to the Commission that they had reached a Non-Unanimous Stipulation and Agreement (Agreement) to settle the class cost of service allocation and rate design issues in this rate case.  The parties were:  (1) OPC, (2) the Missouri Industrial Energy Consumers (MIEC), (3) the Missouri Energy Group (MEG), (4) the Commercial Group (CG), and (5) Noranda Aluminum, Inc. (Noranda), and were known collectively as the Signatories.  These parties represent customers in all of the major customer classes.  While Ameren is not a signatory of the Agreement, it did not oppose the Agreement.  The Commission Staff is the only party opposing the Agreement.

2.
The Agreement calls for the recovery of revenue in three tiers distinguished from each other based on the amount of an increase in revenue which the Commission determines appropriate TC "2.
The Agreement calls for the recovery of revenue in three tiers distinguished from each other based on the amount of an increase in revenue which the Commission determines appropriate" \f C \l "2" 

Tier 1 distributes any revenue requirement the Commission approves up to $80 million to all classes equally; giving each class the system average increase.  

Tier 2 pertains only to any increment of approved revenue increase between $80 million and $150 million.  The allocation or distribution of the Tier 2  revenue requirement increment takes place in the following multiple steps:

i) Increment of revenue directed to LTS class is one-half of the system average increase.

ii) Amount of increase not directed to LTS class will be spread among the remaining classes in proportion to the true-up level of rate revenues of these classes.

iii) Residential class increase will be adjusted to be equal to the system average increase, plus 0.3%.

iv) Additional revenue generated in previous step will be spread to SGS, LGS, and SPS classes in proportion to the true-up revenues of those classes.

In Tier 3, any additional revenue in excess of $150 million is again allocated with all classes receiving a system-average increase.


Staff has not opposed the allocation of revenue in Tier 1 or Tier 3 of the Agreement.  Instead, Staff’s opposition to the Agreement is focused entirely on the revenue allocation to a single class as described in Tier 3 of the Agreement. T . 2016 ll. 8-13.

The Agreement represents a compromise by all of the affected customers in this case to resolve the terms of revenue allocation rather than litigate numerous, complex issues through hearings.  Therefore, it is not surprising that the final Agreement does not match any particular signatory’s cost of service study precisely.  What is surprising is that of all the parties who prepared and submitted an cost of service study in this case, only one seems incapable of compromise or is opposed the Agreement.  Every other party that has prepared an class cost of service study has either indicated its support of the Agreement, or has indicated non-opposition.
3.
The Agreement is supported by the evidence TC "3.
The Agreement is supported by the evidence" \f C \l "2" 

The Agreement stipulates an allocation of any revenue increase that the Commission deems appropriate, which is thoroughly supported by the evidence in record.  MIEC witness Maurice Brubaker provided two class cost of service studies that indicate class revenue allocations that closely match the allocations stipulated by the Agreement.  AmerenUE’s class cost of service study also supports the revenue allocations specified in the Agreement.  Likewise, OPC supports the Agreement as reasonable.  
4.
Staff’s opposition to the Agreement is not reasonable TC "4.
Staff’s opposition to the Agreement is not reasonable" \f C \l "2" 

Staff opposition to the Agreement is patently unreasonable in light of its Staff’s class cost of service study supporting the terms of the Agreement in most respects and for the majority of customer classes.  When asked if he agreed with Mr. Baudino’s characterization of Staff’s ECOSS as being in support of the Non-Unanimous Stipulation and Agreement, Mr. Watkins replied: “I think as far as he testified in terms of the classes through the small primary, large general service class, there’s certainly agreement…”.  T. 1991, ll.11-19. - 

Thus, while Staff’s class cost of service study supports the terms of the Agreement in the case of five out of six classes, it is nevertheless unwilling to support (or refrain from opposing) the Agreement because it does not match Staff’s study for all six classes.  Specifically, Staff opposes the Agreement because in the case of the LTS class, Staff’s version of the cost of service study indicates a greater than system average increase, whereas the Agreement calls for this class to receive a less than system average increase.  Tr. 1992, ll. 1-5.

MIEC witness Brubaker provided two cost-of-service studies that indicate the LTS class should receive a less than average increase as indicated by the Agreement.  Ex. 610, Brubaker Direct, Schedules MEB-COS-4, MEB-COS-5)  In addition, AmerenUE’s ECOS study also indicates the LTS class should receive a less than average increase.  Ex. 039, Cooper Direct. Despite this strong evidence, Staff witness Watkins says that Staff’s ECOSS is the only one that is valid, Tr. 2025, and the only one in which he has full confidence, Tr. 2028.  Mr. Watkins statements appear to be based on a dogmatic loyalty to his particular method.  

5.
Staff’s method is unprecedented, flawed, and inconsistent TC "5.
Staff’s method is unprecedented, flawed, and inconsistent" \f C \l "2" 

The method Staff uses in this case is the same as the method used by the OPC in a prior case involving Aquila In response to a data request in the Aquila case, the OPC acknowledged that its particular methodology was not used anywhere to the best of its knowledge Ex. 612, Brubaker, p. 9 ll.10-16.  Nothing has changed with regard to the acceptance of Staff’s allocation methodology since the Aquila case.  Staff’s method remains without precedent; a method often presented but never accepted.  Mr. Watkins has stated that “the major distinguishing factor between the class cost of service studies [in this case] are how the production and capacity costs are allocated.” T. 2025 ll. 5-7. Even so, when asked if he could name any other state commission that has adopted the same production cost allocation methodology that the Staff used in this case, he responded, “I can’t name any”.  T. 2066 ll. 15-18.

In addition to being unprecedented, Staff’s A&P method of allocating production and capacity costs (is inherently flawed as it double counts the average demand of each customer class.  The Staff’s A&P method weights the average demand and also the full non-coincident peak demand of each class to develop an allocation factor.  Double counting occurs because the average demand is a component of the non-coincident peak demand, so weighting those two numbers together provides a double weight to the average demand.  Ex. 040, Cooper Rebuttal, p. 4 ll. 17-23, p. 5 ll. 1-9.

Finally, Staff’s method is internally inconsistent in that it allocates above-average generation capacity costs to high load factor customers, but does not give them the benefit of the lower energy-related costs that correspond to the above-average capital cost allocation.  The net result of Staff’s method of allocating production and capacity costs is an over-allocation of costs to high load factor customers.  Ex. 612, Brubaker Rebuttal, 9, ll.10-16.

In contrast to Staff’s unprecedent, flawed and inconsistent method, the methods offered by the MIEC and AmerenUE are traditional methods used and approved widely by utilities, regulatory staffs  and cost analysts across the nation.  The A&E method recognizes that both average loads and peak loads are important, and takes account of the fact that average loads are an element of peak loads by weighting together the average demand and the difference between each class’s average demand and each class’s non-coincident peak demand to develop the allocation factor.

The Agreement is well within the range of reasonable outcomes supported by the evidence in this case.  The Commission should approve the Agreement as representing a reasonable compromise of complex issues among representatives of all customer classes, whose clients will actually bear the cost of any rate increase ordered in this case.  
CONCLUSION TC "CONCLUSION" \f C \l "1" 
For the foregoing reasons, the MIEC respectfully requests that the Commission (1) establish an ROE for AmerenUE of 10.2 percent; (2) in the event that the Commission decides to approve an FAC for AmerenUE adopt an FAC employing Mr. Brubaker’s 80/20 sharing mechanism; (3) approve the non-unanimous stipulation and agreement supported by all customer parties and opposed only by Staff.
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� Dr. Morin’s studies included a 30 basis point flotation cost adder to all of his risk premium return estimates (Ex. 003, Morin Direct p. 40, ll. 26-27) except his regulatory commission risk premium result which he did not include a flotation cost adjustment but which produced a return on equity estimate of 10.1% (Ex. 003, Morin Direct p. 47 ll. 4-5).  For his discounted cash flow studies, Dr. Morin included flotation cost estimates in the range of 20 to 30 basis points (Ex. 003, Morin Direct p. 57, ll. 20-22, p. 58, ll. 8-10 and as shown on Ex. 003 Schedules RAM-E6-2, RAM-E7-2, and RAM-E8-2).
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