
Ameren Exhibit 1.0G (Rev.) 

 

ILLINOIS COMMERCE COMMISSION 

DOCKET Nos. 11-0279, 11-0282 (Cons.) 

 

 

REVISED DIRECT TESTIMONY 

OF 

CRAIG D. NELSON 

 

 

 

Submitted on Behalf Of 

 

AMEREN ILLINOIS COMPANY 
d/b/a Ameren Illinois 

 

 

 

 

 

September 9, 2011 



Ameren Exhibit 1.0G (Rev.) 

TABLE OF CONTENTS 

 Page No. 

I. INTRODUCTION..................................................................................................1 

A. Witness Identification ................................................................................1 

B. Purpose, Scope and Identification of Exhibits ........................................1 

II. DESCRIPTION OF AIC .......................................................................................3 

III. NEED FOR A RATE INCREASE .......................................................................4 

IV. COST CONTAINMENT EFFORTS .................................................................14 

V. DEVELOPMENT OF TEST YEAR FORECAST ...........................................17 

VI. MERGER INTEGRATION/PROCESS OPTIMIZATION COSTS 

AND SAVINGS ....................................................................................................18 

VII. PROPOSED PENSION EXPENSE RIDER ......................................................21 

VIII. PROGRAMS TO HELP CUSTOMERS ...........................................................23 

IX. COMMITMENT TO FUND OPEB ...................................................................25 

X. INTRODUCTION OF WITNESSES .................................................................25 

XI. CONCLUSION ....................................................................................................27 

 



Ameren Exhibit 1.0G (Rev.) 
Page 1 of 31 

 

 

ILLINOIS COMMERCE COMMISSION 1 

DOCKET Nos. 11-0279, 11-0282 (Cons.) 2 

REVISED DIRECT TESTIMONY 3 

OF 4 

CRAIG D. NELSON 5 

Submitted on Behalf of 6 

Ameren Illinois 7 

I. INTRODUCTION 8 

A. Witness Identification 9 

Q. Please state your name and business address. 10 

A. My name is Craig D. Nelson, and my business address is 300 Liberty Street, 11 

Peoria, Illinois 61602. 12 

Q. By whom are you employed and in what capacity? 13 

A. I am employed by the Ameren Illinois Company (Ameren Illinois, AIC or the 14 

Company) as Senior Vice President of Regulatory Affairs and Financial Services.  In this 15 

capacity, I am responsible for directing power procurement, budgeting, financial 16 

analysis/reporting, legislative affairs, and regulatory affairs for AIC. 17 

Q. Please describe your educational and relevant work experience. 18 

A. See my Statement of Qualifications, attached as an Appendix to this testimony. 19 

B. Purpose, Scope and Identification of Exhibits 20 

Q. What is the purpose of your revised direct testimony? 21 
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A. The purpose of my testimony is to address: 22 

 Description of AIC -- I describe Ameren Illinois Company and how it was 23 

formed by the merger of Ameren’s three Illinois utilities, with one Illinois 24 

utility company remaining after the merger. 25 

 The need for a rate increase -- I explain that, since the time of its last rate 26 

order, AIC has taken significant steps both to provide safe and reliable 27 

utility service and to maintain and enhance its financial integrity.  To that 28 

end, AIC has moved aggressively to contain costs, striving to make itself 29 

more efficient.  At times, the effort to maintain our financial integrity has 30 

required deferring operating and capital expenditures.  Achieving 31 

efficiencies is a goal we continue to pursue; deferring expenditures, 32 

however, is a short-term, interim fix that is not sustainable over the long-33 

term.  Thus, while we have worked to contain our outlays, and we have 34 

undertaken a significant effort to identify and implement efficient practices, 35 

we need additional funds with which to operate and maintain our electric 36 

and gas systems over the long-term.  In this filing, we are asking the 37 

Commission to allow us to obtain those funds. 38 

 Development of forecast -- In an effort to calculate a test year revenue 39 

requirement that more closely matches our reasonable needs at the time that 40 

the new rates go into effect, we have presented a future test year, the 2012 41 

forecast period.  We are hopeful that the use of a fully forecasted test year 42 

will eliminate many of the disputes we have seen in previous rate cases that 43 

arose from the use of historical data to set prospective rates.  Frequently, 44 
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the test year data was stale or inapposite by the time the new rates went into 45 

effect.  In this case, the forecast was developed in the same manner as our 46 

forecasts have been developed in prior years for other proper purposes. 47 

 Merger integration and process optimization and other cost 48 

containment efforts -- In conjunction with the merger of the three Ameren 49 

Illinois companies into AIC, we undertook a major study of our processes 50 

to identify and establish a time-line for implementing more efficient 51 

practices.  The results of this study are reflected in the test year. 52 

 Other items – I also discuss the need for a pension expense rider and the 53 

Company’s expenditure to fund a significant portion of its unfunded OPEB 54 

liability. 55 

 Introduction of witnesses -- A list of witnesses who are sponsoring direct 56 

testimony on behalf of AIC is set forth later in my testimony. 57 

Q. Are you sponsoring any exhibits with your testimony? 58 

A. Yes, I am sponsoring Ameren Exhibits 1.1 through 1.3. 59 

II. DESCRIPTION OF AIC 60 

Q. Please describe AIC and how it was formed. 61 

A. AIC is a combination gas and electric public utility whose service area is located 62 

in central and southern Illinois and consists of the former service territories of its three 63 

predecessor companies – AmerenCILCO, AmerenCIPS, and AmerenIP.  AIC was 64 

formed on October 1, 2010, when AmerenCILCO and AmerenIP were merged into 65 

AmerenCIPS.  Concurrent with the merger, the newly-formed company changed its name 66 

to Ameren Illinois Company and began doing business as Ameren Illinois. 67 
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Ameren Illinois provides electric delivery service to approximately 1.2 million 68 

customers and gas delivery service to approximately 840,000 natural gas customers.  69 

Although AIC doesn’t own any electric power plants or any gas production facilities, it 70 

does provide “bundled” electric and natural gas services to a majority of its customers.  In 71 

order to provide these bundled services, AIC obtains the necessary energy supplies, 72 

electricity and natural gas, through purchases on the open market, and passes the costs of 73 

those purchases directly through to customers. 74 

AIC has established three separate rate zones that correspond to the former 75 

service territories.  I discuss the rate zones later in my testimony. 76 

III. NEED FOR A RATE INCREASE 77 

Q. Please describe the rate increases and other rate changes being sought. 78 

A. Ameren Illinois is requesting to increase its electric and gas delivery service rates 79 

for each of the rate zones.  And, it is seeking approval of a pension benefits rider to 80 

recover AIC’s annual accrued expense associated with providing pension retirement 81 

benefits to its employees. 82 

Q. Why is the rate increase necessary? 83 

A. To maintain its financial integrity and credit quality, AIC has taken several 84 

measures to constrain expenditures.  Continued cutting or deferral of investment, 85 

reinvestment, operating and maintenance activities; however, is not a viable long-term 86 

solution for customers – it is not sustainable and it is not in our customers’ best interest.  87 

AIC must be allowed to recover its increasing costs to serve customers in order to 88 

continue providing safe and reliable service to those customers. 89 
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Q. What are the cost increases and investments AIC is seeking to recover? 90 

A. Cost increases and investments which drive the need for a rate increase include:  91 

increased operations and maintenance expenses, increased costs of capital, system 92 

investments, increased depreciation and amortization costs, and increased taxes.  The 93 

following table depicts the requested increase broken down by major cost driver 94 

(category) and the percentage each represents of the requested increase. 95 

Rate Relief Drivers (2012 test year vs. 2008 test year) 

Major Driver Amount (Millions) 
Percent of Increase 

Requested 
Operating Expenses  $  56   50% 
Pension/Benefits       (4)    (4%) 
Administrative & General Expenses     (10)    (9%) 
Depreciation/Amortization      14   13% 
Cost of Capital / Investment in Assets      30   27%  
Taxes      41   37%  
Load Growth     (16)  (14%) 

Rate Relief Requested  $111  100% 

These rate relief drivers and explanations of them are discussed in greater detail in the 96 

testimonies of other AIC witnesses:  Ronald Pate (operating expenses and system 97 

investment); Robert Hevert (cost of capital); Brenda Menke (taxes); and Ronald Stafford 98 

(depreciation and amortization). 99 

Q. How will the proposed rate changes affect residential customers? 100 

A. Resulting rate increases for electric residential customers (using a typical 10,000 101 

kWh per year) will range from approximately 3.3% to 4.0% of their total electric bill 102 

(including power supply costs), and for gas residential customers (using a typical 785 103 

therms per year) will range from 2.6% to 7.1% of their total gas bill (including gas 104 

supply). 105 
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Q. Is AIC proposing uniform rates across the areas served by its predecessor 106 

companies? 107 

A. AIC is not proposing to make all rates uniform in this proceeding, but does intend 108 

to do so gradually over time, at all times subject to approval of the Illinois Commerce 109 

Commission (Commission).  Currently, for the sole purpose of rate continuity 110 

immediately subsequent to the merger, AIC has divided its service territory into three rate 111 

zones for which the rates are consistent with the rates of the service areas of its three 112 

legacy or predecessor companies.  To the extent possible, AIC has taken steps, and plans 113 

to continue taking steps in future rate proceedings, to move toward one set of rates and 114 

charges for each customer classification that will be applicable in all areas AIC serves.  115 

Although there are different charges applicable to the same service classification for each 116 

of the rate zones, the Company has taken significant steps in prior rate cases to conform 117 

rate designs and in some instances conform prices.  For instance, the Company has 118 

uniform electric DST customer charges, meter charges, uniform tariff language and 119 

provisions, uniform rate designs, and uniform terms and conditions. 120 

As explained more fully in the direct testimonies of Mr. Ryan Schonhoff and Ms. 121 

Karen Althoff, respectively, the Company has developed its electric and gas cost of 122 

service studies at the AIC level.  That is, the Company has developed a single 123 

jurisdictional cost of service study and revenue requirement, single capital structure, and 124 

single rate base, in addition to a single class cost of service study, for the AIC electric 125 

business and the AIC natural gas business. 126 

As one company, AIC has a single set of electric and gas tariffs on file with the 127 

Commission under which all of its customers will receive service, albeit many of the 128 
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charges vary by rate zone.  However, realizing that the goal of uniform charges can only 129 

be accomplished over a series of rate filings, AIC will continue to utilize the three rate 130 

zones to reflect any disparity in the rates that continues to exist among customers based 131 

upon which of AIC's predecessor companies provided service to them. 132 

Ameren witnesses Jones and Althoff have set forth in their testimonies AIC's plan 133 

for allocating revenue changes among electric and gas rate zones, respectively.  134 

Q. Please describe the overall revenue requirement that AIC is requesting. 135 

A. Based on the Company’s future test year ended December 31, 2012, the 136 

Company’s overall delivery services revenue requirement is $1,263 million which 137 

equates to a 9.6 percent increase over electric and gas delivery service revenues at present 138 

rates.  Of the total amount, the revenue requirement for its electric operations is 139 

approximately $911.5 million and for its natural gas operations is approximately $351.5 140 

million.  The Company is seeking to increase its electric delivery service revenues by 7.0 141 

percent and its gas delivery service revenues by 16.9 percent.  These percentages will 142 

vary by rate class and by customer. 143 

Q. How do the Company's rates compare to the national average? 144 

A. The Company's rates compare favorably with the national average residential 145 

electric and natural gas rates for 2009, the last full year for which published statistical 146 

data is available.  The following chart compares the Company’s average residential 147 

electric and natural gas rates that were computed from revenues and sales reported in the 148 

FERC Form 1 and the ICC Form 21, with the national average bundled electric and gas 149 

residential rates.  As shown in the table, AIC's rates were well below the national 150 

average. 151 
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2009 AIC Average Residential Rates vs. U.S. Average Residential Rates 
 Electric Natural Gas 

 Cents/kWh 
% Below 

National Average Dollars per Mcf 
% Below 

National Average 
National Average 11.55¢  $12.64  
Ameren Illinois 10.53¢ 8.83% $10.83 14.32% 

Q. What type of economic impacts will the proposed rate increases have on the 152 

Company’s service territory? 153 

A. Ameren Illinois is a major contributor to the economic stability of its service area.  154 

First, the Company employs approximately 2,700 individuals directly and many others 155 

indirectly through the firms with which it contracts.  The Company is also a major 156 

consumer of products and services produced and provided by other companies.  As 157 

outlined in our forecast, the Company plans to invest $720 million in infrastructure 158 

replacements and improvements in 2011 and 2012.  In addition to reliability and 159 

customer service benefits, the investments that the Company makes in these “shovel-160 

ready” projects will bring with them a “multiplier effect” on Illinois’ economy – 161 

triggering additional opportunities, investments, and job creation. 162 

Q. Please compare recent actual returns realized by AIC to those allowed by the 163 

Commission. 164 

A. On a quarterly basis, AIC submits a report to the Commission Staff that calculates 165 

the return on common equity for the twelve-month period ending in that quarter, based on 166 

the Company’s financial statement data.  The reports do not take into account typical 167 

adjustments to the presentation of such data that are normally made by AIC in a rate case 168 

filing, or ordered by the Commission as part of a rate case process.  However, the 169 

reported data is still instructive. 170 
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The following charts depict recent actual returns on common equity as compared to 171 

allowed rates of return on common equity by legacy company.  As you can see, in each 172 

instance, the former AmerenCIPS did not achieve the allowed rate of return. 173 

AmerenCIPS:  Allowed vs. Actual Rates of Return on Common Equity 

 Allowed  

Period Ended Electric Gas Actual 

December, 2009 10.65% 10.68% 5.03% 

March, 2010 10.65% 10.68% 5.50% 

June, 2010 10.06% 9.19% 7.84% 

September, 2010 10.06% 9.19% 8.89% 

The former AmerenCILCO, in each instance, did not achieve the allowed rate of return. 174 

AmerenCILCO:  Allowed vs. Actual Rates of Return on Common Equity 

 Allowed  

Period Ended Electric Gas Actual 

December, 2009 10.65% 10.68% 7.30% 

March, 2010 10.65% 10.68% 7.37% 

June, 2010 9.90% 9.40% 8.06% 

September, 2010 9.90% 9.40% 9.35% 

The former AmerenIP, in each instance, did not achieve the allowed rate of return. 175 

AmerenIP:  Allowed vs. Actual Rates of Return on Common Equity 

 Allowed  

Period Ended Electric Gas Actual 

December, 2009 10.65% 10.68% 5.86% 

March, 2010 10.65% 10.68% 6.22% 

June, 2010 10.26% 9.40% 7.07% 

September, 2010 10.26% 9.40% 8.03% 

Q. Is it necessary and appropriate to seek the rate changes proposed in this 176 

proceeding in today’s economic climate? 177 
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A. Yes.  Ameren Illinois needs rate relief in order to recover its costs of providing 178 

adequate, safe, and reliable electric and natural gas service to our customers.  Two of the 179 

major reasons for this increase request are the Company’s need to (i) restore its 180 

operations to a normal level of service and (ii) recover needed investments in its 181 

infrastructure to maintain and improve reliability of service to customers.  In fact, from 182 

our last rate case through the test year, Ameren Illinois will have invested $355 million in 183 

its electric infrastructure, and $121 million for gas infrastructure, all of which is not yet 184 

reflected in our delivery rates.  In his testimony, AIC witness Ronald Pate explains the 185 

need for increases in O&M costs and returning capital expenditures back to normal 186 

levels. 187 

The Company also faces the same financial burdens that other companies face, in 188 

that it has experienced the same inflationary pressures and has seen increases in operating 189 

costs that have plagued other companies.  And, timely recovery of costs is essential to 190 

maintaining investment grade credit ratings, thereby allowing AIC to finance its 191 

operations and necessary capital improvements to maintain reliable service to customers. 192 

Q. Please explain why it is necessary and appropriate to seek rate increases to 193 

maintain investment grade credit ratings. 194 

A. Investment grade credit ratings are critical to a utility’s ability to access the 195 

capital markets, as needed, to fund operations.  It is necessary and appropriate for AIC to 196 

seek rate increases to maintain investment grade credit ratings because the Company 197 

must rely on the capital markets over time to finance its day-to-day operations and 198 

infrastructure investments and to refinance maturing debt.  The financial crisis that the 199 

United States still faces has had direct and dramatic impacts on the Company’s ability to 200 
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finance its operations and investments and the cost of those financings.  Money is not 201 

always readily available or easily obtainable.  For example, Ameren Illinois experienced 202 

significant increases in interest costs for refinanced and new debt issued during the 203 

liquidity crisis in 2008.  Maintaining an investment grade rating is essential to providing 204 

the quality electric and gas delivery service our customers expect. 205 

Q. How do the credit rating agencies view Ameren Illinois’ business risk? 206 

A. All three credit rating agencies have currently rated Ameren Illinois’ “issuer 207 

rating” or “corporate credit rating” at the very lowest investment grade level.  If AIC slips 208 

below investment grade to “junk bond” status, then AIC’s ability to provide “service and 209 

facilities which are in all respects adequate, efficient, reliable and environmentally safe 210 

and which, consistent with these obligations, constitute the least-cost means of meeting 211 

the utility’s service obligations” as required by law will be jeopardized.  In addition, 212 

companies with below-investment-grade ratings typically incur higher borrowing costs 213 

and/or have to prepay for goods and services which increase costs to customers.  While 214 

the credit ratings agencies have rated AIC’s credit rating as investment grade, each of 215 

them has expressed concern regarding the regulatory and political environment in Illinois 216 

and its impact on Ameren Illinois’ financial health.  The following excerpt taken from 217 

Standard & Poor’s December 15, 2010, “Research Update: AmerenEnergy Generation 218 

Co. Outlook Revised to Negative from Stable, Ameren Corp. Affirmed at ‘BBB-’,” pages 219 

3-4, (see Ameren Exhibit 1.1) generally reflects all three rating agencies’ outlooks 220 

regarding Ameren Illinois and its business and regulatory risks. 221 

Ameren Illinois’ business risk profile is also affected by its 222 
ability to manage its regulatory risk.  Earlier in 2010, Standard & Poor’s 223 
revised its assessment of the Illinois regulation to ‘less credit supportive’ 224 
from ‘least credit supportive’.  The change reflected our view that the 225 
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Illinois legislative and regulatory environment had returned to relative 226 
stability following the disruption during the state’s transition to 227 
competition.  Our revised assessment was partially based on the 13 228 
constructive rate case orders from 2008 until the early 2010.  These 229 
developments clearly pointed to a decreasing regulatory risk.  However, 230 
in April 2010, Ameren received a $4.7 million rate case order for its 231 
Illinois electric and gas businesses that we viewed as not conducive to 232 
credit quality.  Since then, based on error corrections and a rehearing, 233 
Ameren’s net rate order was increased to $44 million.  Overall, we view 234 
the company’s regulatory risk as rising.  Should this persist it could 235 
pressure the company’s business risk profile, which could harm its credit 236 
quality. 237 

As reflected in the above quote, in early 2010 S&P viewed the regulatory risk 238 

faced by utilities operating in Illinois as decreasing based on 13 rate orders from 2008 239 

through early 2010, but now S&P views the Company’s regulatory risk as rising due to 240 

the April 2010 rate case order, which it viewed as “not conducive to credit quality.” 241 

Similarly, in an October 5, 2010, Moody’s Investor Service Rating Action 242 

(Ameren Exhibit 1.2), Moody’s stated that the “rating outlook of AIC is stable reflecting 243 

Moody’s expectation that financial metrics will remain adequate to support its current 244 

ratings and that political and regulatory risk for AIC will not increase significantly.  … 245 

The stable outlook is contingent on future rate case outcomes being more supportive of 246 

credit quality.”  (emphasis added).  The same ratings release went on to state that “[t]he 247 

AIC ratings could be raised if there is an improvement in the regulatory and political 248 

environment for AIC in Illinois….” 249 

In addition, on May 20, 2010, Fitch Ratings downgraded the Issuer Default 250 

Rating of the former Central Illinois Light Company to ‘BBB-’ from ‘BBB’ and lowered 251 

its instrument ratings one notch due in part to the net reduction in electric and gas rates 252 

required by the Commission’s April 2010 rate order.  Fitch characterized the 253 

Commission’s April rate decision as “restrictive,” and the rates increases as “limited,” 254 
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and opined that it expected the credit ratios of the three AIC legacy companies to trend 255 

downward.  (Ameren Exhibit 1.3)  (Source:  Fitch Ratings release, “Fitch Downgrades 256 

Central Illinois Light’s IDR to ‘BBB-’, May 20, 2010) 257 

Q. Is AIC offering to shoulder any of the financial burden to mitigate the impact 258 

of these proposed increases on its customers? 259 

A. Yes, due to today’s difficult economic climate and its impact on our customers, 260 

AIC is voluntarily not seeking recovery of: 261 

 The portion of incentive compensation paid to officers and employees 262 
based on an earnings-per-share based goal.  The amount allocated to and/or 263 
incurred by AIC for which we are not seeking recovery is approximately 264 
$0.7 million. 265 

 Compensation paid to the five highest-paid executive officers, other than 266 
the President of Ameren Illinois, as reported in the Notice of Annual 267 
Meeting of Shareholders and Proxy Statement of Ameren Corporation for 268 
the calendar year 2012, allocated to AIC.  The amount allocated to AIC for 269 
which we are not seeking recovery is approximately $2.6 million. 270 

Q. Is AIC offering any measures to mitigate the impact of these proposed 271 

increases on its customers? 272 

A. Yes.  In addition to the efforts that the Company is making, and will continue 273 

making, to contain costs, the Company will continue to provide electric and natural gas 274 

energy efficiency programs, measures, and trusted advice to help customers reduce their 275 

energy bills and to use energy wisely and more efficiently.  The Company also has in 276 

place programs that provide financial assistance to low-income customers and others 277 

experiencing difficulties paying their electric and/or natural gas bills.  These measures are 278 

more fully explained in the following “Cost Containment Efforts” and “Programs to Help 279 

Customers” portions of my testimony. 280 
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IV. COST CONTAINMENT EFFORTS 281 

Q. What efforts is AIC making to contain its costs? 282 

A. AIC's efforts to contain costs wherever possible are ongoing.  For example, 283 

during 2009 the Company took several steps to reduce its capital expenditures.  On June 284 

11, 2009, the Company’s leadership identified specific opportunities to reduce the 2010 285 

capital budget.  Specific opportunities to reduce the 2010 capital budget included 286 

reductions and/or deferrals of fleet equipment, meter, and transformer purchases.  And, 287 

following the issuance of the Commission’s May 6, 2010, corrected order in its rate case 288 

proceeding, ICC Dockets No. 09-0306 through 09-0311 (cons.), the Company once again 289 

took action to contain costs and align its level of spending with the revenue requirement 290 

allowed by the Commission.  Many of these afore-mentioned measures and cuts were 291 

carried forward into the 2011 operating budget.  AIC’s ongoing efforts to contain costs in 292 

2011 to 2015 will include its merger integration/process optimization effort, which is 293 

described below.  Other cost containment measures include the processes related to the 294 

development and management of annual budgets, as described by AIC witness Mr. Getz.  295 

In addition, AIC’s incentive compensation goals (as described by AIC witness Ms. 296 

Bauer) that utilize cost metrics, or help AIC avoid costs that would otherwise be incurred, 297 

represent cost containment measures employed by AIC.   298 

Q. Please describe actions that Ameren Illinois took in response to the 299 

Commission’s May 6, 2010, corrected order in the Company’s last rate case 300 

proceeding. 301 

A. Following the issuance of the corrected order, the Company took immediate 302 

action to address the financial pressures which were created on Ameren Illinois by the 303 
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Commission’s orders.  Specifically, AIC conducted a thorough review and evaluation of 304 

the impact of the Order and determined that the revenues granted by the Order were 305 

inadequate.  In the absence of adequate revenues, AIC took initial steps to reduce its level 306 

of spending to be more in line with the revenue requirements approved by the 307 

Commission.  AIC significantly reduced its 2010 operating and capital budgets by: 308 

 Instituting a hiring freeze (which included a delay of planned apprentice 309 
programs) 310 

 Substantially reducing the use of contractors 311 

 Delaying or cancelling certain projects and planned activities  312 

 Reducing expenditures for capital projects designed to enhance reliability 313 
of its delivery systems 314 

 Eliminating non-mandated advertising and all new community 315 
contributions 316 

While finding it necessary to take the above-mentioned actions, AIC remains committed 317 

to providing safe, reliable, and adequate electric and natural gas delivery service that 318 

meets regulatory requirements.  AIC continues to have the safety of its employees, 319 

contractors, and customers as one of its foremost priorities. 320 

Q. What led AIC to take these steps? 321 

A. As discussed above, AIC seeks to contain costs wherever possible and align its 322 

levels of spending with Commission-allowed revenue requirements.  In addition, the 323 

identified capital expenditure reductions were a necessary response to the then-prevailing 324 

and currently-existing, difficult economic climate.  In order to maintain cash flows within 325 

a reasonable range and ensure the Company’s financial integrity during the 2010 and 326 

2011 budget years, AIC looked for opportunities where capital spending on certain 327 
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projects and budget categories could be reduced or deferred.  In so doing, AIC reviewed 328 

its capital programs to determine what capital projects or expenditures could be deferred 329 

without impacting service levels in 2010 and 2011, and reduced planned expenditures for 330 

those projects where feasible to do so. 331 

Q. Are the effects of these cost containment measures fully reflected in the test 332 

year forecast supporting AIC’s proposed rates? 333 

A. With respect to ongoing cost containment measures, yes.  Also, to the extent that 334 

AIC is able to sustain cuts that it had previously made without impacting service levels in 335 

2012, those cuts (reduced spending levels and project deferrals) are fully reflected in the 336 

proposed rates.  Likewise, there are cuts that were made through deferred or reduced 337 

spending, that AIC believes it must reinstate into operating budgets in order to return to a 338 

normal level of operations and to make needed investments in its infrastructure.  See the 339 

testimony of Ronald Pate, Ameren Exhibit 6.0, for a further explanation of why the 340 

Company’s O&M costs and capital expenditures have increased. 341 

Q. Have these steps been successful? 342 

A. Yes.  The Company continues to provide safe and reliable delivery service that 343 

meets regulatory requirements while carefully monitoring expenses and attempting to 344 

match its expenditures with the approved revenue requirement.  While AIC has 345 

successfully brought its spending levels to align more closely with the existing approved-346 

revenue requirement, as I testified above, the Company cannot continue to sustain all of 347 

the cuts made if it is to continue to provide adequate, safe, and reliable service. 348 
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Q. How does AIC compare to other utilities with respect to O&M and A&G 349 

costs? 350 

A. AIC witness David Heintz explains in his testimony that AIC’s Operations & 351 

Maintenance and Administrative & General costs compare very favorably on a per 352 

customer basis to peer group averages of comparable utilities – for both historical and 353 

forecasted time frames.  His testimony lends support to my assessment that AIC’s 354 

ongoing cost containment efforts have been successful. 355 

V. DEVELOPMENT OF TEST YEAR FORECAST 356 

Q. What test year is AIC proposing? 357 

A. AIC is proposing a fully forecasted test year consisting of the 12 months ended 358 

December 31, 2012.  Mr. Getz discusses the preparation of the test year forecast in more 359 

detail in his testimony.  The selection of a 2012 test year is consistent with the 360 

Commission’s test year rules, 83 Ill. Adm. Code Section 287.20(b), which require that a 361 

future test year be:  “Any consecutive 12 month period of forecasted data beginning no 362 

earlier than the date new tariffs are filed and ending no later than 24 months after the date 363 

new tariffs are filed.” 364 

Q. Why is AIC proposing a future test year? 365 

A. The use of a future test year will align or “synchronize” AIC’s rate recovery with 366 

the costs that the Company is then experiencing.  In other words, the use of a future test 367 

year to establish the revenue requirement and to set rates means that when the proposed 368 

rates become effective in early 2012, they will be more reflective of the costs the 369 

Company will then be experiencing.  Therefore, a future test year will serve to reduce the 370 
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effects of regulatory lag, giving AIC a better opportunity to earn the return on equity 371 

allowed by the Commission.  Moreover, because AIC is using a future test year, and the 372 

effect of cost containment measures are reflected in the test year forecast (as discussed 373 

above), rates set in this proceeding will reflect cost containment benefits expected to be 374 

achieved.  These benefits will accrue to ratepayers in the new rates which come into 375 

effect early in the 2012 test year. 376 

Q. How was the forecast developed and approved? 377 

A. As discussed in more detail by Mr. Getz, the 2012 forecast was prepared in the 378 

same manner as in previous years: departments and divisions submitted their forecasted 379 

expenditures, in this case for 2011 and 2012.  The Controller’s function and AIC 380 

management then reviewed the forecasts.  On February 7, 2011, AIC management 381 

presented the 2011 and 2012 forecasts to the AIC Board for approval.  The AIC Board 382 

approved the forecasts on that date. 383 

VI. MERGER INTEGRATION/PROCESS OPTIMIZATION COSTS AND 384 

SAVINGS 385 

Q. Has AIC taken steps to evaluate the effects of the merger of AmerenIP, 386 

AmerenCILCO, and AmerenCIPS into one utility? 387 

A. Yes.  AIC retained Accenture, LLP to perform a merger integration/process 388 

optimization study (Merger Study) to evaluate the impact of the merger of Ameren’s 389 

three Illinois utilities into AIC and identify potential areas for process optimization and 390 

cost savings.  The study is described in testimony of AIC witness James Mazurek, a 391 

partner with Accenture, LLP. 392 
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Q. How does AIC intend to utilize the study results? 393 

A. AIC intends to implement the nine operations and four customer service 394 

initiatives identified in the Merger Study. 395 

Q. What merger integration and process optimization costs and savings are 396 

reflected in the test year? 397 

A. AIC has included in the test year approximately $4.0 million of O&M savings and 398 

$2.3 million of O&M costs related to implementing the initiatives identified in the 399 

Merger Study.  In addition, AIC has included in test year rate base approximately 400 

$780,000 of capital cost savings and $3.0 million of capital costs related to implementing 401 

the initiatives identified in the Merger Study.  These costs and savings, as discussed in 402 

more detail by Mr. Mazurek, were generally determined through the Merger Study.  403 

Ameren witness Ronald Stafford discusses the proposed rate-making treatment for these 404 

costs and savings in his testimony. 405 

Q. What are some examples of benefits the merger will provide? 406 

A. The merger will reduce the number of regulatory filings that the Company will be 407 

required to make, thereby reducing not only the Company’s work load, but also reducing 408 

the Commission’s need to act upon three like filings.  Just like with this rate case filing, 409 

where one set of electric and one set of gas standard filing requirements and supporting 410 

documents were filed, instead of making three identical filings each for electric and for 411 

gas, the Company has been, or will soon be, able to reduce the number of such filings to 412 

one.  For instance, the Company combined the rate books of its three predecessor 413 

companies into one set of rates and tariffs, so that a filing to modify a particular customer 414 
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term and condition or other tariff provision need only be made once instead of three 415 

times. 416 

Through the use of rate zones and rate zone billing, the Company will be able, for 417 

those customers, who received electric and natural gas service from two of the 418 

predecessor companies, to combine their monthly bill so that the customer will receive 419 

one monthly bill depicting both their electric and gas usage and charges.  This allows the 420 

customer to submit one payment instead of separate payments. 421 

Effective October 1, 2010, and going forward, the Company was able to 422 

consolidate its financial statements and reporting requirements and financings.  That is, 423 

for 2010 and beyond, there will be only one set of consolidated, year-end financial 424 

statements – one income statement, one balance sheet, and one cash-flow statement – and 425 

thus, only one external audit of AIC’s books and records and financial statements.  426 

Financings will be done by AIC in the name of Ameren Illinois Company instead of 427 

individually by the three legacy companies. 428 

Operationally, AIC will be able to continue to implement “best” business 429 

practices across its entire service territory.  For instance, instead of making infrastructure 430 

investments according to the three legacy companies and their previous service territories 431 

(or boundaries), AIC will be able to make investments that best serve the needs of its 432 

customers taking into account its entire service area and taking advantage of least-cost 433 

opportunities.  As identified in the Company’s merger integration study, AIC also has 434 

opportunities to optimize its divisions, operating centers, and the materials and inventory 435 

management process, thereby resulting in better utilization of employees and resources.  436 

Some of these optimizations will be realized as AIC restructures its operations along 437 
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geographic lines (without regard to the previous legacy service territories) and centralizes 438 

certain other functions and negotiates with its union-represented work forces.  Another 439 

benefit that customers will realize includes one set of 800-numbers throughout the entire 440 

service territory. 441 

VII. PROPOSED PENSION EXPENSE RIDER 442 

Q. Are you seeking approval of a pension expense rider in this case? 443 

A. Yes.  Ameren witness Leonard Jones sponsors AIC's proposal for a Pension 444 

Benefits Rider (Rider PBR).  (Ameren Ex. 13.0E.) 445 

Q. Briefly describe Rider PBR. 446 

A. The purpose of Rider PBR is to recover AIC's annual accrued expense associated 447 

with providing pension retirement benefits to its employees.  AIC proposes to calculate 448 

an adjustment factor for its rates for its Delivery Service Customers that will collect or 449 

credit the difference between AIC's annual booked pension expense and the amount of 450 

pension expense in AIC's base rates.  Mr. Jones explains AIC's proposed adjustment 451 

factor calculation and the timing of the annual adjustment. 452 

Q. Why is Rider PBR an appropriate recovery mechanism for AIC's accrued 453 

pension expense? 454 

A. Although I am not an attorney, it is my understanding that the Illinois Public 455 

Utilities Act vests in the Commission the power to authorize direct recovery of unique 456 

costs through a rider mechanism when circumstances warrant such treatment.  It is my 457 

understanding also that the Illinois Supreme Court has found rider mechanisms to be 458 

effective and appropriate for cost recovery when a utility is faced with difficult to predict, 459 
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volatile, or fluctuating expenses, beyond the utility’s control.  It is Ameren Illinois’ belief 460 

that riders can provide a more accurate and efficient means of tracking and recovering 461 

costs that are subject to frequent and wide fluctuations and difficult to forecast than can 462 

recovery through base rates. 463 

Ameren Illinois believes that the volatile and uncontrollable nature of pension 464 

expense makes it a prime candidate for cost recovery through an annual adjustment 465 

mechanism.  In AIC’s last rate case, the Commission itself observed: 466 

It appears to the Commission that pension and OPEB expense is an 467 
inherently unusual expense because it is determined by an actuarial 468 
analysis that relies upon various inputs, some of which are subject 469 
to potential significant variations.  As a result, it appears that 470 
pension and OPEB expense is subject to frequent variations, which 471 
are, at best difficult to predict and arguably beyond AIU's control. . 472 
. Staff's complaint that the change between the January 2009 and 473 
July 2009 actuarial reports is indicative that the adjustment is not 474 
known and measurable neglects to consider the unusual nature of 475 
pension and OPEB expense discussed above.  As noted, most 476 
operating expenses are directly observable and subject to 477 
fluctuations that are largely in the control of the utility.  This is not, 478 
however, the case with pension and OPEB expenses.  Because the 479 
value of pension and OPEB funds is in large part dependent on the 480 
overall financial market conditions at any given time, which are 481 
clearly beyond AIU's control, it is easily conceivable that AIU's 482 
pension and OPEB funding level could vary over time. 483 

Order on Rehearing, Docket 09-0306 (cons.), pp. 68, 69.  AIC's actuary agrees with the 484 

Commission's assessment that an employer's accrued pension expense by its nature is a 485 

volatile and unpredictable expense subject to material and rapid fluctuations based on 486 

changing market conditions and the return on retirement plan assets.  (Ameren Ex. 8.0, 487 

p. 10.)  The lag time in recovery of expense through base rates and the frequency of rate 488 

cases do not present a utility with an accurate and efficient mechanism to adjust for rapid 489 

and sharp fluctuations in pension expense. 490 
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Q. Why else would an adjustment to accrued pension expense be appropriate? 491 

A. Direct recovery through an annual adjustment mechanism would ensure that 492 

ratepayers pay only for current, actual pension expense -- no more and no less.  To the 493 

extent that AIC's actual pension expense is more or less than the amount of expense being 494 

recovered in base rates, an annual adjustment mechanism would ensure that rates 495 

accurately reflect the utility's ongoing actual expense.  If it is reasonable to use the most 496 

recent actuarial data to set rates because of the natural variations in the amount of 497 

expense over time, then it seems reasonable to use the most recent actual booked expense 498 

to adjust rates on an annual basis.  Given that pension expense is "an inherently unusual 499 

expense"  "subject to potential significant variations" "at best difficult to predict and 500 

generally beyond AIU's control," it is appropriate to allow for an annual adjustment so 501 

that the utility does not under-recover or over-recover its current level of expense. 502 

VIII. PROGRAMS TO HELP CUSTOMERS 503 

Q. Please describe AIC’s efforts at helping customers reduce energy costs 504 

through its electric energy efficiency programs. 505 

A. The Company is a proponent of energy efficiency measures and has several 506 

energy efficiency programs in place to help customers not only reduce their energy costs, 507 

but to help them understand their energy needs and to use energy more efficiently and 508 

effectively.  Examples of such programs include the three-year energy efficiency 509 

plan/program recently approved by the Commission, AIC’s overall Act on Energy 510 

initiative, and educational efforts such as the Kids Act on Energy Initiative. 511 
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Q. Does the Company have in place any programs designed to financially help 512 

customers pay their energy bills? 513 

A. Yes.  The Ameren Illinois Warm Neighbors Cool Friends initiative, which 514 

incorporates the Dollar More program, provides bill payment assistance and home 515 

weatherization for qualifying Ameren Illinois residential customers, who generally do not 516 

qualify for federal or state heating assistance.  Charitable contributions from Ameren, its 517 

customers, its employees, and others fund this initiative.  Every dollar contributed to the 518 

initiative is used to help pay energy bills and home weatherization, not administrative 519 

costs.  We embrace the Percent of Income Payment Program (PIPP).  Working 520 

cooperatively with the state and other stakeholders, our PIPP is helping low income 521 

customers better manage their energy bills.  We help customers stay current on bills with 522 

our Budget Billing plan and we help with past due amounts by offering affordable 523 

payment plans.  Our award-winning Act On Energy initiative is empowering customers 524 

to reduce their energy usage without sacrificing comfort or safety.  During Act On 525 

Energy’s first two years, the program has helped residential customers cut electricity 526 

usage by 92,770 megawatt-hours and natural gas usage by more than 1.1 million therms.  527 

The program has distributed more than 3 million compact fluorescent lights (CFLs). 528 

Q. In what other way does the Company contribute to the well-being of its 529 

customers? 530 

A. Ameren Illinois and our employee family take an active role in the communities 531 

we serve.  In addition to traditional financial contributions to communities, schools and 532 

nonprofits, we donate trees, used equipment and our expert advice and counsel.  Our 533 

Speakers Bureau is available to service clubs, civic groups, schools, churches and others.  534 
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Municipal workers benefit from our safety seminars.  Employees at every level of the 535 

company regularly donate their time and talents to their communities, serving as 536 

volunteers, elected and appointed officials, educators, mentors, and advocates. 537 

IX. COMMITMENT TO FUND OPEB 538 

Q. In previous cases, the Commission has deducted unfunded OPEB obligation 539 

from rate base.  What is AIC doing with regard to this item in this case? 540 

A. As Mr. Stafford demonstrates, a portion of the unfunded OPEB obligation was not 541 

funded by customers and should not be deducted from rate base.  AIC has committed to 542 

funding the remaining balance of the OPEB obligation, up to $100,000,000, by the time 543 

of hearings in this case.  (This upper limit was based on the Company's initial estimate of 544 

the ratepayer-funded portion, which the Company subsequently calculated to be 545 

approximately $60 million.)  Thus, no rate base deduction is necessary or appropriate.  546 

The overall level of funding also will affect AIC's forecasted test year OPEB expense, as 547 

reflected in Ameren Exhibit 8.1.  The impact on test year OPEB expense, if an additional 548 

$100,000,000 contribution were made, has been reflected in the Company's revenue 549 

requirement schedules based upon the most recent actuarial data available. 550 

X. INTRODUCTION OF WITNESSES 551 

Q. Who will be sponsoring direct testimony on behalf of the Company? 552 

A. Direct testimony and exhibits that support the requested increases will be 553 

sponsored by the following witnesses: 554 

Exhibit Number Witness Topics Addressed 

Ameren Ex. 1.0 – 1.3 Craig D. Nelson Description of AIC 
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Exhibit Number Witness Topics Addressed 

Need for A Rate Increase 

Cost Containment Efforts 

Development of Forecast 

Merger Savings and Benefits 

Proposed Rider 

Energy Efficiency 

Introduction of Witnesses 

Ameren Ex. 2.0 – 2.5 Ronald D. Stafford Electric and Gas Revenue 
Requirements 

Part 285 Schedules 

Ameren Ex. 3.0 – 3.12 Robert B. Hevert Return on Equity 

Ameren Ex. 4.0 – 4.4 Ryan J. Martin Capital Structure 

Overall Rate of Return 

Ameren Ex. 5.0 – 5.18 David A. Heintz Cash Working Capital 

Lead-Lag Study 

Benchmarking Results 

Ameren Ex. 6.0 – 6.6 Ronald D. Pate Description of Gas and Electric 
Operations 

Capital Investment Planning and 
Implementation 

Significant Reliability Initiatives 

Status of NESC Compliance-
Related Work 

Significant Additions to Plant in 
Service 

Costs Drivers for Certain Test 
Year Operating Expenses 

Ameren Ex. 7.0 – 7.3 Krista G. Bauer Incentive Compensation 

Ameren Ex. 8.0 – 8.1 Randall K. Lynn Pension and OPEB Expense 

Ameren Ex. 9.0 – 9.2 Michael J. Getz Test Year Forecast and Part 285 
G Schedules as related to 2012 
Test Year Forecast 

Ameren Ex. 10.0 Brenda J. Menke Effect of Tax Law changes 
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Exhibit Number Witness Topics Addressed 

Ameren Ex 12.0 – 12.1 James M. Mazurek “Merger Integration and Process 
Optimization” Study 

Ameren Ex. 13.0E – 
13.7E 

(Electric Only) 

Leonard M. Jones Electric Rate Design and 
Proposed Tariff Changes 

Ameren Ex. 13.0G – 
13.12G 

(Gas Only) 

Karen R. Althoff Gas Embedded Cost of Service 

Gas Rate Design 

Ameren Ex. 14.0E – 
14.2E 

(Electric Only) 

Ryan K. Schonhoff Electric Embedded Cost of 
Service 

Ameren Ex. 14.0G – 
14.7G 

(Gas Only) 

Timothy L. Eggers Changes to Rider T 
Transportation Service 

Ameren Ex. 15.0G – 
15.5G 

(Gas Only) 

Vonda K. Seckler Working Capital Allowance for 
Gas in Storage 

Single PGA Tariff Proposal 

Changes to Rider PGA and 
Rider G (Group Balancing 
Transportation Service) under 
a single PGA, and other 
miscellaneous changes to gas 
tariffs 

Note: Unless indicated otherwise each witness will sponsor testimony in both the electric and gas rate cases.  
Each exhibit will be labeled with the appropriate exhibit number and to denote whether the exhibit is 
electric or gas, the exhibit number will be followed by an “E” or a “G” respectively.  For example 
Ameren Ex. 1.0E indicates that this is Witness Nelson’s electric testimony. 

XI. CONCLUSION 555 

Q. Does this conclude your revised direct testimony? 556 

A. Yes, it does. 557 
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APPENDIX 

STATEMENT OF QUALIFICATIONS 
CRAIG D. NELSON 

 I am Senior Vice President of Regulatory Affairs & Financial Services for the 

Ameren Illinois Company.  I earned a bachelor’s degree in accounting in 1977, 

graduating with highest honors, and earned a master’s degree in business administration 

in 1984.  Both degrees were awarded by Southern Illinois University – Edwardsville.  I 

am a Certified Public Accountant. 

 I worked for Arthur Andersen & Co. from 1977 to 1979, when I joined Central 

Illinois Public Service Company as a Tax Accountant.  In 1979, I was promoted to 

Income Tax Supervisor.  I served in various tax and accounting positions until 1985 when 

I was appointed Assistant Treasurer.  In 1989, I become Treasurer and Assistant 

Secretary, a position I held for seven years.  In 1996, I was elected Vice President of 

Corporate Services.  After Union Electric Company and CIPSCO Incorporated merged, I 

was named Vice President, Merger Coordination for Ameren Services Company effective 

December 31, 1997.  In 1998, I assumed the additional responsibility of Vice President of 

Regulatory Planning.  Effective June 1, 1999, I was appointed Vice President, Corporate 

Planning.  Effective October 15, 2004, I was appointed Vice President – Strategic 

Initiatives for Ameren Services Company.  Effective September 1, 2006, I was also 

appointed Vice President – Power Supply Acquisition for AmerenCILCO, AmerenCIPS, 

and AmerenIP.  Effective August 16, 2007, I was appointed Vice President – Regulatory 

Affairs & Financial Services. 

 In my current position, as Senior Vice President – Regulatory Affairs & Financial 

Services, effective December 15, 2009, my role is to direct power procurement, 
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budgeting, financial analysis/reporting, legislative affairs, and regulatory affairs for 

Ameren Illinois Company. 


