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Q: Please state your name, job title and business address. 1 

A: My name is David Rearden and I am a Senior Economist on the Staff of 2 

the Illinois Commerce Commission (“Staff” and “Commission”) in the 3 

Policy Program. My business address is 527 East Capitol Avenue, 4 

Springfield, Illinois 62701. 5 

Q: Please outline your education. 6 

A: I have a Ph.D. (1991) in economics (specialties in econometrics and 7 

microeconomic theory) from the University of Kansas. I received a 8 

Bachelor’s in economics and history from Eastern Illinois University in 9 

1982, and studied economics at the Southern Illinois University graduate 10 

school from 1982-1984.  11 

Q: Please state your work background. 12 

A: Before joining Staff, I was a Manager of Regulatory Policy for Sprint 13 

Corporation (“Sprint”) from 1998 until 2001. I wrote and defended 14 

testimony before state regulatory commissions, helped develop policy for 15 

Sprint, provided analysis and advice for the business units and supported 16 

other aspects of Sprint’s external affairs activity.  17 

 I was a Managing Regulatory Economist at the Kansas Commerce 18 

Commission from 1994 until 1997. I wrote and defended testimony on 19 

both energy and telecommunications issues. I was promoted to Chief of 20 

Rate Design and Managing Telecommunications Economist in 1997. I 21 

supervised five employees that analyzed rate design for regulated energy 22 
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companies in Kansas including purchased gas adjustment (“PGA”) 23 

proceedings.  24 

 I taught economics at the undergraduate and graduate levels at the 25 

University of Kansas (1992-1994) and Cleveland State University (1990-26 

1992). Besides introductory and basic intermediate courses, I taught 27 

public finance, econometrics and graduate level microeconomics.  28 

Q: Have you filed testimony in Illinois before?  29 

A: Yes, I filed several rounds of testimony and appeared on the stand in 30 

Docket Nos. 01-0706 and 01-0707, the 2001 fiscal year PGA 31 

reconciliations for North Shore Gas Company and Peoples Gas Light and 32 

Coke Company, respectively.  I also filed testimony in Docket No. 03-0657 33 

in which AmerenUE transferred its gas assets into AmerenCIPS, and 34 

Docket No. 05-0506 in which MidAmerican reorganized its assets.  35 

Q: Have you appeared or testified before other public utility 36 

commissions? 37 

A: I have filed written testimony or affidavits or appeared before the public 38 

utility commission in California, Florida, Georgia, Kansas, Kentucky, 39 

Nebraska, New Jersey, New York, Puerto Rico, Vermont, Wisconsin. I 40 

have also written comments in several other states.  41 

Q: What is the purpose of your testimony?  42 

A: My testimony discusses whether the Commission should permit Ameren 43 

Illinois Transmission Company (“Ameren Transco”) and Illinois Power 44 
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Company d/b/a/ AmerenIP (“AmerenIP”) (jointly “Petitioners”) to construct, 45 

operate, and maintain transmission facilities in Illinois and grant a 46 

Certificate of Public Convenience and Necessity (“Certificate”) to Ameren 47 

Transco.  I recommend that the Commission deny the Petitioners’ request 48 

for Ameren Transco to receive a Certificate or to participate in the project 49 

in any way.  Instead, the Commission should grant the Certificate to 50 

AmerenIP.  51 

Q: Why does AmerenIP want to use an affiliate to construct and operate 52 

the proposed transmission line?  53 

A: The Petitioners argue that if AmerenIP financed the line construction, its 54 

credit ratings would likely be lowered: “This additional debt would impact 55 

AmerenIP's financial indicators and almost certainly result in degradation 56 

of AmerenIP's credit rating and curtail the availability to it of funds at a 57 

reasonable cost.” (Petition at 7) The Petitioners’ testimony states that if 58 

borrowing costs rise then so will regulated rates, all other things equal. 59 

(see Direct Testimony of Lee R. Nickloy at pages 4-5) The Petition also 60 

asserts that using Ameren Transco to finance and operate the line avoids 61 

significant adverse effects to AmerenIP’s credit rating. “Ameren Transco's 62 

participation in the Project is needed to ensure that construction of the 63 

Project will not have adverse financial consequences for AmerenIP.” 64 

(Petition at 7) The Petitioners contend that using Ameren Transco avoids 65 

this problem and insulates AmerenIP’s ratepayers from paying higher 66 

rates for constructing the line.  67 
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Q: Are the Petitioners correct that unless an affiliate is used to 68 

construct and operate the proposed transmission line, AmerenIP’s 69 

borrowing costs would significantly increase, thus increasing costs 70 

to ratepayers?  71 

A: No.  Staff witness Phil Hardas shows that AmerenIP will not experience a 72 

significantly adverse impact to its credit rating if the transaction takes 73 

place on its books.   74 

Q: If the use of an affiliate is not necessary to avoid an adverse impact 75 

to AmerenIP’s credit rating, what benefit do ratepayers receive as a 76 

result of the creation of the affiliate?  77 

A: The Petitioners have not articulated any benefit other than insulating 78 

ratepayers from higher rates caused by possible adverse effects on 79 

AmerenIP’s credit rating.  I am not aware of any other benefits to the 80 

ratepayers from the creation of Ameren Transco.   81 

Q: Given Mr. Hardas’ testimony, is it in the public interest to permit an 82 

affiliate to construct and operate the proposed transmission line?    83 

A: No.  The social costs from this unnecessary affiliated utility exceed the 84 

social benefits.   85 

Q: What are the social costs from having the unnecessary affiliate 86 

Ameren Transco?    87 
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A: I identify at least two sources of the social costs.  One, an affiliate 88 

increases the resources expended to monitor the affiliate’s activities.  Two, 89 

an affiliate raises the potential for affiliate abuse.   90 

Q: Please discuss the first source.   91 

A: The Commission has finite resources.  The number of employees and 92 

their expertise is based upon the current regulatory framework and the 93 

regulated utilities’ organizational structures.  An incremental utility 94 

increases the number of utilities that the Commission must monitor.  Either 95 

the same employees must now monitor one more utility including its 96 

interactions with other Ameren utilities and Ameren unregulated affiliates, 97 

or more employees must be hired.1  In order to maintain the quality of 98 

regulation in the state, increased resources must be devoted to 99 

monitoring, which increases costs.  Absent increased resources, the 100 

Commission may dilute the quality of regulation for Illinois ratepayers.  101 

The diluted regulation may cause Illinois ratepayers to pay more for their 102 

regulated services.  103 

Q: Please discuss the second source.   104 

A: Affiliate abuse occurs when an affiliated company can use the utility to 105 

earn high profits.  The high costs that enable the high profits are 106 

recovered from ratepayers through regulated rates.  This can occur, for 107 

example, if the utility purchases resources at excessive rates or if the 108 

                                                 
1 Alternatively, more part time workers or consultants could work more hours. 
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utility sells resources at rates that are too low.  In either situation, the 109 

affiliate can turn an easy profit.  Utility shareholders are held harmless 110 

simply due to the utility’s regulated status.  111 

Q: Can you predict particular actions by Ameren Transco and its 112 

affiliates that would be called affiliate abuse?   113 

A: No.  However, economics studies the incentives to engage in various 114 

types of behavior.  Economists examine the choices that economic actors 115 

face and analyze the benefits and costs of each choice.  Without more 116 

monitoring, additional affiliates increase the opportunities for transactions 117 

that create profits for shareholders at ratepayers’ expense. 118 

Q: What are the costs and benefits of forming an affiliate from a holding 119 

company’s view point?    120 

A: It appears that there is a relatively low cost to a holding company from 121 

forming an affiliate.  In that case, benefits can be relatively small and still 122 

justify an affiliate’s existence to the holding company.  That appears to be 123 

the case when examining the organizational structure for the holding 124 

companies of most utilities.  Many holding companies sport a myriad 125 

variety of subsidiaries, often instituted for narrow purposes. Indeed, here, 126 

AmerenIP wants to create a subsidiary for the addition of three 127 

transmission lines.  Additionally, it appears that Ameren believes that the 128 

costs are low since the benefits from using Ameren Transco as a utility for 129 

this proposed transmission line extension are dubious and speculative at 130 
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best.  The social costs like the increased regulatory costs discussed 131 

above are not considered by the holding company when contemplating the 132 

formation of an affiliate.  Because the utility holding company does not 133 

account for social costs when deciding whether or not to initiate an 134 

affiliate, there are generally more affiliates than are socially optimal.  135 

Q: Please summarize your testimony.   136 

A: I recommend that the Commission deny Ameren Transco a Certificate to 137 

operate the transmission lines that are constructed as a result of Docket 138 

No. 06-0179.  Instead, a Certificate should be granted to AmerenIP to 139 

operate the lines.  I base this advice upon Staff’s belief that AmerenIP’s 140 

financial status is unlikely to be significantly adversely impacted by the 141 

transmission line construction.  On the other hand, an incremental utility 142 

carries risks that do have the potential to harm ratepayers.  With few or no 143 

benefits for ratepayers and a real risk for harm, granting a certificate to 144 

Ameren Transco is not in the public interest.  145 

Q: Does this complete your testimony?   146 

A: Yes.  147 


