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A. Witness Identification 

Q. Please state your name and business address. 

A. My name is Randall K. Lynn.  My business address is 101 South Hanley, Suite 

900, St. Louis, Missouri 63105. 

Q. By whom are you employed and in what capacity? 

A. I am a Consultant with Towers Watson in the firm’s St. Louis office, serving as 

an actuary and strategic adviser to a number of clients.   

Q. What is the nature of the business of Towers Watson? 

A. Towers Watson is a leading global professional services company offering 

consulting services in the areas of employee benefits, talent management, rewards, and 

risk and capital management.  In the area of employee benefits, Towers Watson combines 

expertise in retirement and investment consulting to support organizations worldwide in 

designing, managing, administering and communicating all types of retirement plans, 

including defined pension benefit plans.  Towers Watson also provides advice on the 
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strategy, design, financing, delivery, ongoing management and communication of health 

and group benefit programs. 
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Q. What are your current job duties and responsibilities? 

A. I currently manage the St. Louis retirement practice for Towers Watson.  I have 

substantial technical and consulting experience with regard to employee benefit plans 

including the design, funding, accounting and communication of pension and other post-

employment benefits (OPEB) programs. 

Q. Please describe your relevant educational background and work experience. 

A. See my Statement of Qualifications attached as an Appendix to this direct 

testimony. 

Q. Please describe the services that Towers Watson provides to Ameren Illinois. 

A. Ameren Corporation (Ameren) offers its employees a comprehensive benefits 

package that includes pension and OPEB retirement benefits.  These benefits are 

essentially a promise by Ameren to provide a form of compensation to its employees at a 

future date.  Managing and assigning a value to an employer’s retirement benefits 

requires actuarial expertise.  Towers Watson, as the independent actuary for Ameren and 

its subsidiary Ameren Illinois Company (Ameren Illinois or AIC), calculates the value of 

Ameren's retirement plan obligations and provides strategic counseling for the financial 

and operational management of Ameren’s retirement plans. 

B. Purpose, Scope and Identification of Exhibits 

Q. What is the purpose of your direct testimony? 
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A. The purpose of my testimony is to explain AIC’s pension and OPEB costs.  First, 

I will describe the pension and OPEB benefit plans offered to AIC employees and the 

comparability of such plans to other companies in the energy utility industry.  Second, I 

will explain the process for valuing AIC's retirement obligations and the methods used to 

calculate the company’s annual pension and OPEB cost.  Lastly, I will discuss the impact 

of changes in financial market conditions on Ameren's current and future pension and 

OPEB cost.   
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Q. Please summarize the conclusions of your direct testimony. 

A. As explained in my direct testimony, I conclude that: 

• Ameren offers certain pension and OPEB benefits to its employees that are 
typical for employers in the energy utility industry.   

• The accounting cost of pension and OPEB benefits (i.e., the accrual basis) 
represents Ameren’s annual cost of providing benefits to its employees. 

• The increase in test year pension costs compared to historical costs is 
driven by recent declines in the value of Ameren’s plan assets. 

Q. Are you sponsoring any exhibits with your direct testimony? 

A. Yes.  I am sponsoring the following exhibit: 

• Ameren Exhibit 8.1E: AIC's Forecasted Pension and OPEB Expense and 
Contributions (as of December 31, 2010) 

II. AIC'S RETIREMENT BENEFITS 63 
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Q. What retirement benefits are offered to AIC employees? 

A. Upon retirement, AIC employees receive two types of retirement benefits: 

pension and OPEB benefits.  Employer-sponsored pension benefits are primarily offered 

in two forms: defined benefit and defined contribution.  Under its defined benefit plan, 

AIC promises a specified benefit upon retirement, which is generally payable in the form 
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of monthly payments until death or an actuarially equivalent amount payable as a single 

lump sum.  The other type of retirement benefit provided to AIC’s employees is health 

and welfare coverage after retirement (referred to as OPEB).  The largest component of 

OPEB is the retiree health coverage, which provides basic medical coverage before 

attaining age 65 (Medicare eligibility) and supplemental coverage after age 65.  Retirees 

are also eligible for basic life insurance coverage. 
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Q. Why do energy utilities provide pension and OPEB retirements benefits? 

A. Provision of utility service requires competent labor.  Utilities should be 

encouraged to attract and retain a stable and well-qualified work force.  For an employee, 

the costs and risks associated with retirement are increasing.  One’s life expectancy and 

ability to access reasonably priced and adequate health care services can be difficult to 

predict.  Employees look to employers to provide pension and OPEB benefits to help to 

ease the burden of financing retirement and in recognition of the value of benefits that 

continue after retirement.  In addition, as a large employer, AIC can effectively manage 

these retirement benefits for its current employees and retirees. 

Providing retirement benefits is a key tool for recruiting long-term highly 

performing employees, particularly in the utilities industry.  Pensions can also be used to 

induce employees to stay with the company, thus reducing training and recruiting costs 

and providing the benefit of retention of job-specific skills.  In addition, pension and 

OPEB benefits can facilitate a more predictable workforce, as the provisions of the 

benefit plans can influence the decisions of the employees.  As a result, AIC can use their 

retirement plans to attract and predict future hiring needs and facilitate efficient 

workforce exit patterns.  Thus, the majority of large companies in the energy utility 

industry offer retirement benefits as part of a total compensation package.   
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Q. How do AIC's pension and OPEB retirement benefits compare to benefits 

offered by other energy utility companies? 
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A. AIC’s management policy for employee compensation is to offer cost-effective 

benefits that primarily serve two purposes: 

• Attract and retain high-performing employees 

• Maintain a predictable, dedicated workforce 

In order to accomplish these goals, AIC’s total compensation, including benefits, must be 

appealing relative to peers within the energy utility industry.   

Towers Watson has a proprietary benchmarking tool that compares a company’s 

employee benefits to its peers.  According to the 2009 report, approximately 83% percent 

of the 92 energy utility companies examined sponsor a defined benefit pension plan.  One 

measure of benefit adequacy measured by Towers Watson’s benchmarking tool is the 

“Retirement Benefit Value,” which calculates the relative value of a retirement benefit.  

Compared to the pension benefits offered by other energy utility companies in the 

database, the relative value of AIC’s pension benefits is slightly above the 50th 

percentile.  With respect to OPEB benefits, of the 92 energy utility companies examined, 

86 percent provide retiree welfare benefits.  The “Retirement Benefit Value” for AIC’s 

OPEB coverage is around the 50th percentile.   

Based on the Towers Watson benchmarking analysis, the retirement benefits 

offered by AIC are customary and comparable relative to peers in the energy industry. 

III. DETERMINING AIC'S PENSION AND OPEB COSTS 113 

114 

115 

Q. What standards govern the accounting of the costs of a company's pension 

and OPEB plans? 



Ameren Exhibit 8.0E 
Page 6 of 12 

A. The Financial Accounting Standards Board (FASB) governs accounting for the 

cost of employee benefit plans.  To account for pension and OPEB cost, AIC adheres to 

methodologies and principles outlined in Accounting Standards Codifications (ASC) 

715-30 and 715-60 (formerly Financial Accounting Standards No. 87 (pension) and No. 

106 (OPEB)).  These accounting standards set forth the specific actuarial practices for 

valuing a company's retirement obligations and the methods to be used to calculate a 

company's annual pension and OPEB cost.   
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Q. How do these standards guide Towers Watson in its calculation of the value 

of AIC's retirement benefits? 

A. Under ASC 715-30-25 and ASC 715-60-25 (formerly FASB Statement No. 158), 

defined pension and OPEB benefit obligations must be remeasured annually as of the 

employer’s fiscal year-end, with the funded status – the difference between the plan 

assets and the benefit obligation – reflected on the employer’s balance sheet.  ASC 715 

requires the reflection of employee census data, plan asset values, and financial market 

conditions as of the last day of the prior fiscal year in the development of pension and 

OPEB cost for the following fiscal year.   

Ameren provides Towers Watson with census data for all active employees, 

terminated employees, and retirees covered by the utility's pension and OPEB plans.  

Asset information is also collected from the plans' trustees.  Guided by ASC 715 and 

financial market conditions, assumptions are selected regarding future events that will 

ultimately determine the costs recorded in AIC's books.  Such assumptions include 

economic assumptions (such as asset returns and interest rates) and demographic 

assumptions (such as mortality, termination and retirement rates).  Any pension and 

OPEB accounting method that recognizes the cost of benefits before the payment of 
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benefits to retirees must be based on assumptions about future events that will determine 

the amount and timing of benefit payments.  Compliance with ASC 715 requires 

extensive disclosures about the costs and obligations created by such plans, and the 

assumptions used to determine such costs and obligations.  In addition, Ameren’s 

actuarially-determined pension and OPEB costs are audited by Ameren’s independent 

auditors PricewaterhouseCoopers (PwC) for compliance with the applicable accounting 

standards. 
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Each January, Towers Watson provides Ameren with estimated quarterly pension 

and OPEB cost amounts for the current fiscal year that reflect information available at the 

time based on actual plan asset values, financial market conditions and estimated 

employee census data.  In July, Towers Watson presents Ameren with the finalized fiscal 

year cost based on actual employee census data as of the prior December 31.  Towers 

Watson also provides Ameren with forecasted pension and OPEB cost and contributions 

for future years on a semi-annual basis at the end of January and the beginning of July. 

Q. How are AIC's pension and OPEB costs determined based on the value of its 

benefit obligations? 

A. In general, the annual cost of providing pension and OPEB benefits under ASC 

715 is equal to the cost of benefits earned during the year plus amortizations of plan 

changes and experience gains and losses from prior years.  Based on the plans' 

provisions, employee census data and selected assumptions, benefits are projected into 

the future.  These future benefit payments are then discounted back to present day to 

create the retirement benefit obligation.  The retirement benefit obligation is then 

allocated to individual years to set the employer’s annual pension and OPEB cost.  This 
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amount represents the employer’s accrued cost of providing these retirement benefits to 

its employees. 
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Q. What does the accrued cost of an employer’s pension and OPEB retirement 

obligations represent? 

A. The actuarially-determined accrual basis for pensions and OPEB plans represents 

a reasonable approximation of the employer’s annual cost of providing pension and 

OPEB benefits to its employees.  It provides a measure of net periodic cost that is 

understandable and comparable because it reflects the terms of the underlying plan and 

approximates the recognition of the cost of an employee's retirement benefits over that 

employee's service period.  Accrual of such costs provides the basis for disclosures that 

allow investors, management and employees to understand the extent and effect of a 

company's undertaking to offer employee pension on the company's financial position, 

operations and cash flows. 

IV. AIC'S TEST YEAR PENSION AND OPEB EXPENSE 176 
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Q. What caused AIC's pension expense to increase in 2009? 

A. AIC's pension cost for 2009 was based on employee data, plan asset values and 

financial market conditions as of December 31, 2008 (i.e., the end of the prior fiscal 

year).  As discussed in testimony submitted in Docket  Nos. 09-0306-09-0311 (cons.), 

unexpected equity losses to Ameren’s retirement plan assets in 2008 due to the downturn 

in the financial markets caused the company’s 2009 pension cost to be higher than 

previously expected. 
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Q. Did the 2008-2009 economic downturn in the markets continued to impact 

pension cost even after 2009? 
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A. Yes.  Under ASC 715, plan sponsors are allowed to smooth asset experience for 

the purposes of determining pension and OPEB cost.  When determining annual cost, 

AIC recognizes asset gains and losses over a period of four years.  Similar to other plan 

sponsors, AIC recorded losses on its pension and OPEB costs in 2008 due to the financial 

downturn.  Given AIC's accounting methodology to smooth asset experience over four 

years, this means that the loss will not be fully recognized in cost until four years later 

(2012).  The impact of fully recognizing the historical asset loss is accounted in the 

attached Ameren Exhibit 8.1E.   

Q. In its Order on Rehearing in Docket Nos. 09-0306 – 09-0311 (cons.), what did 

the Commission observe about the nature of pension and OPEB cost and funding 

levels? 

A. The Commission found pension and OPEB cost to be "an inherently unusual 

expense because it is determined by an actuarial analysis that relies upon various inputs, 

some of which are subject to potential significant variations.”  (Order, p. 68.)  The 

Commission observed that “it appears that pension and OPEB expense is subject to 

frequent variations, which are, at best difficult to predict and arguably beyond AIU's 

control."  (Order, p. 68.)  The Commission also stated, "[b]ecause the value of pension 

and OPEB funds is in large part dependent on the overall financial market conditions at 

any given time, which are clearly beyond AIU's control, it is easily conceivable that 

AIU's pension and OPEB funding level could vary over time."  (Order, p. 69.) 
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Q. Do you agree with the Commission’s conclusion that pension and OPEB 

expense can be "subject to frequent variations, which are, at best, difficult to predict 

and arguably beyond AIC's control"? 
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A. Yes.  By their nature, pension and OPEB costs are volatile and unpredictable 

costs since they are largely a function of the investment gains or losses on an employer's 

retirement plan assets and changes in market interest rates.  Actual plan asset experience, 

in particular, can lead to material increases or decreases in the costs previously incurred 

or forecasted based on rapidly changing conditions in the economy and financial markets.  

As shown by recent experience, pension cost for a year can significantly exceed the cost 

from a prior fiscal year or in a prior estimate if there is decline in the return on plan 

assets.   

Q. How can the volatility of pension and OPEB costs due to changes in market 

conditions be accounted for? 

A. From an accounting perspective, annual actuarial valuations of cost capture this 

volatility by capturing the difference between actual experience versus what was 

previously assumed, and amortizing these differences over time.  Under ASC 715, plan 

sponsors are allowed to smooth asset experience for the purposes of determining pension 

and OPEB cost.  When determining annual cost, AIC recognizes asset gains and losses 

over a period of four years.  Similar to other plan sponsors, AIC recorded losses on its 

pension and OPEB assets in 2008 due to the financial downturn.  Given AIC's accounting 

methodology to smooth asset experience over four years, this means that the asset loss 

will not be fully recognized in assets used for determining cost until four years later 

(2012).  Thus, AIC's actual pension cost was higher in 2009 than its 2008 cost, as well as 
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previous estimates of 2009 cost.  Additionally, annual cost is expected to increase in 2011 

and 2012 as the asset loss from 2008 is gradually phased in. 
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Q. What is Towers Watson’s projected annual accounting cost for AIC's 

pension and OPEB benefits for the 2012 test year? 

A. Ameren Exhibit 8.1 shows AIC’s projected pension and retiree welfare cost for 

2011 – 2015, as of January 31, 2011.  For instance, Towers Watson projects that for the 

2012 test year AIC’s qualified pension cost will be $31.7 million and its retiree welfare 

cost will be $11.8 million.  In comparison, in 2011, AIC's projected qualified pension 

cost is $30.1 million and its retiree welfare expense $17.7 million.  Ameren witness Mr. 

Stafford discusses the calculation of AIC’s test year pension and benefits expense.   

Q. How does AIC's annual pension and OPEB cost for the 2012 test year 

compare with the cost amounts booked in 2010? 

A. Ameren Exhibit 8.1E shows that qualified pension cost for the three legacy 

Illinois utilities in 2010 totaled $22.5 million, whereas retiree welfare cost for the three 

operating companies totaled $19.2 million. 

Q. What factors account for the increase in AIC’s annual pension and OPEB 

cost between 2010 and 2012? 

A.   Qualified pension cost is projected to rise from 2010 to 2012 due to two main 

factors.  Both reasons are due to changes in capital market conditions that are beyond 

Ameren's control.  First, the bond yields to determine the plan's discount rate have 

declined.  This dropped the discount rate from 5.75% (used to determine 2010 cost) to 

5.25% (estimated discount rate for 2012).  This rate is used to discount the value of the 

plan's obligation; a drop in the rate results in higher obligation and annual cost.  
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Secondly, as previously mentioned, the 2008 asset loss caused by the financial crisis has 

only partially been recognized in cost.  AIC smoothes asset experience; under the 

accounting rules, 1/4 of the 2008 asset loss is recognized in each of 2009, 2010, 2011 and 

2012.  Once recognized into the assets, it is then amortized into the annual cost over ten 

years.  Thus, cost will rise from 2008-2012 due to recognition of the asset loss, which 

will continue to be recognized for ten years from 2012 (until the loss is fully amortized). 
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Q. How are AIC's annual pension and OPEB costs projected to change in years 

following the test year? 

A. Based on the latest available actuarial forecast, AIC's annual pension and OPEB 

cost will decline after 2012.  For instance, Ameren Exhibit 8.1 shows that, as of January 

31, 2011, AIC’s current projected qualified pension expense will be $27.5 million in 

2013, $22.8 million in 2014 and $20.6 million in 2015.  The impact of the 2008 historical 

asset loss will be fully recognized in 2012 for the purposes of determining cost.  Once the 

historical asset loss is fully recognized, the cost is expected to gradually decline.  Ameren 

witness Mr. Jones explains AIC’s proposal for an annual adjustment to the amount of 

pension cost recovered in rates to reflect annual increases or decreases in AIC’s annual 

pension cost recorded in AIC's books. 

V. CONCLUSION 269 

270 

271 

Q. Does this conclude your direct testimony? 

A. Yes, it is.



Ameren Exhibit 8.0E 

APPENDIX 

 
STATEMENT OF QUALIFICATIONS 

RANDALL K. LYNN 

 I received a Bachelor of Science degree in actuarial science from Drake 

University in 1977. I have completed all requirements to be a fully credentialed actuary.  

I completed the examination requirements for designation as a Fellow of the Society of 

Actuaries in May 1979.  I also completed the educational and experience requirements 

and joined the American Academy of Actuaries in 1980.  Finally, I completed both the 

examination and experience requirements for designation as an Enrolled Actuary under 

the Employee Retirement Income Security Act of 1974 (ERISA) in January 1981. 


