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ILLINOIS COMMERCE COMMISSION 1 

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

REVISED REBUTTAL TESTIMONY OF  3 

CRAIG D. NELSON 4 

Submitted on Behalf of 5 

Ameren Illinois 6 

I. INTRODUCTION 7 

Q. Please state your name and business address. 8 

A. My name is Craig D. Nelson, and my business address is 300 Liberty Street, Peoria, 9 

Illinois 61602. 10 

Q. Are you the same Craig D. Nelson who provided direct testimony in this 11 

proceeding? 12 

A. Yes, I am. 13 

II. PURPOSE OF TESTIMONY 14 

Q. What is the purpose of your revised rebuttal testimony in this proceeding? 15 

A. The purpose of my revised rebuttal testimony is to respond to the direct testimony of the 16 

Illinois Commerce Commission Staff (Staff) generally regarding the need for regulatory 17 

symmetry and fairness; Staff witness Mr. Scott Struck regarding separate Rate Zone data; Illinois 18 

Industrial Energy Consumers (IIEC) witness, Mr. Robert Stephens regarding the PURA tax 19 

increment; Staff witness, Ms. Bonita Pearce regarding merger savings and costs, uncollectibles 20 

costs and the proposed pension rider; and the People of the State of Illinois and Citizens Utility 21 
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Board (AG/CUB) witness, Mr. David Effron regarding the Company’s decisions regarding 22 

capital expenditures and maintenance projects over the last year.  I will also discuss Ameren 23 

Illinois Company d/b/a Ameren Illinois’ (AIC or Company) commitment to fund the OPEB 24 

obligation and provide a list of the witnesses who are sponsoring rebuttal testimony on behalf of 25 

AIC. 26 

Q. Are you sponsoring any exhibits with your revised rebuttal testimony? 27 

A. Yes, I am sponsoring the following exhibits. 28 

 Ameren Exhibit 21.1 Attachment 1 to Response to BAP 13.01 29 

 Ameren Exhibit 21.2 Original Response to BAP 7.02 30 

 Ameren Exhibit 21.3 Original Response to BAP 4.01 31 

 Ameren Exhibit 21.4 Original Response to BAP 7.02 with Internal Labor and 32 
Non-Labor Columns Added 33 

 Ameren Exhibit 21.5 Original Response to BAP 4.01 with Internal Labor and 34 
Non-Labor Columns Added 35 

 Ameren Exhibit 21.6 Supplemental Response to BAP 7.02 36 

 Ameren Exhibit 21.7 Supplemental Response to BAP 4.01 37 

 Ameren Exhibit 21.8 Merger Savings vs. Merger Costs 38 

 Ameren Exhibit 21.9 Merger Savings vs. Merger Costs (based on Mr. 39 
Stafford’s May 27, 2011 errata filing) 40 

 Ameren Exhibit 21.10 Merger Savings vs. Merger Costs (based on Rebuttal) 41 
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III. RESPONSE TO STAFF REGARDING REGULATORY SYMMETRY AND 42 

FAIRNESS 43 

Q. Do you have a general response to the Staff’s recommended revenue requirement in 44 

this case? 45 

A. Yes, I do.  Staff’s recommendation reflects a general lack of symmetry and fairness.  In 46 

several instances, the Staff takes positions that are either inconsistent with other positions it takes 47 

in this case, inconsistent with precedent or inconsistent with the treatment afforded other utilities 48 

in similar circumstances.  The Illinois Commerce Commission (Commission) should be fair, and 49 

provide utilities with symmetrical regulatory treatment and treatment consistent with that given 50 

to other companies it regulates. 51 

Q. What examples do you have of a lack of fairness and symmetry? 52 

A. I will discuss two – treatment of income tax changes and return on equity (ROE) impact 53 

of the uncollectibles rider. 54 

A. Income Tax Changes 55 

Q. Please discuss Staff’s proposed treatment of income tax changes. 56 

A. Effective January 1, 2011, the State of Illinois significantly increased the state corporate 57 

income tax rate.  AIC proposed to reflect the increase prospectively in utility rates set in this 58 

proceeding, and to recover the effect of the tax rate increase experienced before new utility rates 59 

go into effect (essentially, the increased 2011 liability) by amortizing that amount over the 60 

expected life of the new rates.  Staff agrees that the state tax rate increase should be recovered 61 

prospectively, but opposes the Company’s request to recover the impact of the tax hike 62 

experienced before new utility rates go into effect. 63 
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Q. Why is this inappropriate? 64 

A. Staff’s position is inconsistent with what the Commission has done when income tax 65 

rates decrease.  Pursuant to the Tax Reform Act of 1986 (TRA), the federal corporate income tax 66 

rate decreased from 46% to 34%.  The Commission took action almost immediately, requiring 67 

utilities to either file new tariffs reducing base rates, file TRA rate riders that would collect rates 68 

subject to refund to reflect the reduced tax rate or face rate reduction proceedings.  All utilities 69 

complied with the Commission’s directive in one form or another, and one of AIC’s predecessor 70 

companies, Central Illinois Public Service Company, ultimately refunded tens of millions of 71 

dollars to customers pursuant to its electric and gas TRA riders. 72 

All AIC is seeking here is regulatory treatment that is symmetrical with the 73 

Commission’s prior practice regarding a change in tax rates.  When the federal tax rate 74 

decreased, the Commission moved quickly to capture the benefit of the change for customers.  75 

Fairness demands that where a tax rate increases that the Commission act to allow the utility to 76 

collect the incremental amount from customers.  AIC had no opportunity to alter utility rates 77 

before the change in tax rate went into effect. 78 

Staff’s position means that where tax rates decrease, the Commission should act to 79 

capture the impact, but where they go up, the Commission should not allow the effect to be 80 

flowed through to customers.  I believe that one of the Commission’s important roles is to assure 81 

that rates fairly reflect the interests of utilities and customers alike.  A policy that always favors 82 

customers is not symmetrical, fair or reasonable, and is unlikely to be viewed favorably by 83 

investors, upon whom the utility companies (and by extension, their customers) rely. 84 
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B. ROE Impact of Uncollectibles Rider 85 

Q. Please discuss Staff’s proposed ROE adjustment associated with the uncollectibles 86 

rider. 87 

A. AIC employs a rider to smooth out recovery of its uncollectibles expense.  The rider 88 

assures that the Company recovers no more or less than its actual costs.  Staff contends that the 89 

presence of the rider reduces regulatory risk by reducing the likelihood that the Company will 90 

earn less than its approved return, and proposes that the Company’s ROE be reduced by 16.5 91 

basis points to reflect the effect of the rider on investor expectations.  Staff purports to 92 

“calculate” this risk by predicting the effect of the rider on the Company’s rating from Moody’s. 93 

Q. Is Staff’s proposed ROE deduction appropriate? 94 

A. No, it is not, for three reasons.  First, there is no empirical basis for the Staff’s assertion 95 

that the rider reduces risk.  Second, even if the rider does reduce risk, Staff’s adjustment is not 96 

properly calculated.  And third, Staff’s proposed deduction would be far out of line with the 97 

treatment that other Illinois utilities have received.  It would be 50% larger than the next largest 98 

adjustment.  Accordingly, I believe Staff’s adjustment should be rejected. 99 

Q. Does the rider reduce risk relative to other utilities? 100 

A. No, it does not.  Staff itself argued in AIC’s last rate proceeding that, historically, AIC 101 

underrecovered its uncollectibles expenses through base rates.  This was so because, until the last 102 

two years, the level included in the test year by the Commission was significantly below AIC’s 103 

actual experience.  The reasons for the underrecoveries varied, and included sharp commodity 104 

price changes and the impacts of a slumping economy, and are not relevant to this issue.  What 105 

does matter is that generally, where an expense is increasing (as uncollectibles expenses have), 106 



Ameren Exhibit 21.0 (2nd Rev.) 
Page 6 of 31 

the use of historical average data will understate the amount of expense to be incurred in the 107 

future. 108 

When a utility underrecovers its costs, it follows that, all other things being equal, the 109 

utility will not earn its authorized rate of return.  The underrecovered expenses will reduce 110 

earnings to shareholders, dollar for dollar.  In addition, under recovery puts pressure on future 111 

O&M and capital expenditures (since a company cannot continue to spend more than it recovers) 112 

and it tends to increase the cost of future financings (since the market views such situations as 113 

increasing risk to investors). 114 

To address the difficulty of predicting uncollectibles expenses and accurately reflecting 115 

them in rates, the General Assembly adopted P.A. 96-0033, which authorizes the use of a rider to 116 

recover this expense.  A rider ensures that the utility will recover its actual uncollectibles 117 

expense – no more, no less.  This means that the utility’s actual uncollectibles experience will 118 

not cause the utility to exceed or fall short of its authorized rate of return. 119 

The Staff argued in the last case that the uncollectibles rider made AIC less risky, and 120 

that its ROE accordingly should be adjusted downward, and makes the same argument in this 121 

case.  There are two problems with the Staff’s contention. 122 

The first problem is that the Commission never recognized when setting AIC’s ROE in 123 

prior cases that AIC faced any greater risk than any other company.  Staff’s later contention that 124 

the Company faced this unusual risk that the rider purportedly eliminates means that, according 125 

to Staff’s logic, AIC was riskier than other companies.  Staff never proposed, and the 126 

Commission never adopted, any adjustment to compensate AIC for this elevated risk.  To the 127 

contrary, Staff consistently argued for the use of historical average data in determining 128 

uncollectibles expense in each instance, which, it consistently argued, would be more 129 
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representative of actual experience going forward.  And Staff was consistently wrong.  It is 130 

utterly unreasonable for Staff to now contend that the use of Staff’s recommendations in prior 131 

cases created a risk that the rider now eliminates.  This is exactly the type of unfair, 132 

asymmetrical, and arbitrary action that causes ratings agencies to be wary of the Illinois 133 

regulatory environment. 134 

The second problem with Staff’s argument in this regard is that, bluntly, no one can get it 135 

wrong forever, and in the last two years the level of uncollectibles expense collected through 136 

base rates has exceeded actual costs.  This means that the Company has made refunds under the 137 

uncollectibles rider.  Thus, the rider has not acted to provide a means of covering a shortfall in 138 

base rates; rather, it has acted effectively to reduce base rates.  This, I note, is exactly what the 139 

Company said in the last case:  the rider does not favor either the Company or customers.  Rather, 140 

it assures only that the Company will neither overcollect nor underrecover uncollectibles expense, 141 

which should be equally likely in normal circumstances.  Staff, however, erroneously acts as if 142 

the rider works only one way. 143 

Q. Is the adjustment properly calculated? 144 

A. No, it is not.  The adjustment, which flows from Staff’s position in AIC’s last rate case,  145 

is based solely on Staff’s estimate of the effect the adoption of the riders would have on AIC’s 146 

Moody’s credit ratings, and particularly the effect on the utilities’ ability to recover costs and 147 

earn returns.  Staff assumed that the credit rating on the Moody’s factor related to regulation 148 

would improve by three rating notches or by one full credit rating, and because Moody’s assigns 149 

25% weight to that factor, Staff determined this would result in an improvement to AIC’s overall 150 

credit ratings of approximately one credit rating notch. 151 
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As AIC explained in the last case, an “improved political and regulatory climate in 152 

Illinois” – which included the legislation providing Illinois utilities with a bad debt rider – cited 153 

by Moody’s in 2009 resulted in only a one-notch upgrade by Moody’s in AIC’s credit ratings in 154 

2009; thus, the underlying assumption that Moody’s would change both the “regulatory 155 

framework” and “sustainable profitability” factors by a full credit rating for the adoption of the 156 

riders alone was without merit.  Moody’s already had acknowledged the legislation and factored 157 

it into its decision to upgrade AIC to investment grade, so the actual adoption of the riders is 158 

unlikely to result in a full credit rating improvement in both regulatory framework and 159 

sustainable profitability.  Staff simply ignores this development, and others, since the Final Order 160 

in the last case. 161 

Q. How does Staff’s recommendation in this case compare with treatment other 162 

utilities have received? 163 

A. Staff’s recommended ROE adjustment is also inconsistent with recent treatment received 164 

by, or recommended by Staff for, other utilities.  In Commonwealth Edison Company’s (ComEd) 165 

recent rate case, concluded earlier this year, ComEd received no ROE deduction for its Rider UF, 166 

which tracks uncollectibles.  Staff and intervenors did not even propose an ROE deduction in 167 

that case.  Staff offers no justification in its testimony in this case for AIC being treated 168 

differently from ComEd.  If Staff’s rationale is correct (i.e., that the use of a rider reduces risk 169 

that the utility will not earn its approved return), one would think it should apply equally to 170 

ComEd.  In its most recent rate case (Docket No. 08-0363), concluded in 2009, Northern Illinois 171 

Gas Company’s (Nicor) ROE was reduced by 6.5 basis points for use of an uncollectibles rider.  172 

This is less than half the adjustment Staff proposes for AIC.  Again, Staff offers no justification 173 
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for the disparate treatment received by Nicor.  And just last month, Staff proposed a 10 basis 174 

point ROE deduction for Peoples Gas in its pending rate case (Docket No. 10-0467), which is 175 

just two-thirds of the adjustment that Staff is recommending in this case for AIC.  Staff again 176 

offers no justification for its differing proposals. 177 

This is simply another example of inconsistency and unfairness in Illinois utility 178 

regulation.  The Commission should act to treat all utilities even-handedly. 179 

Q. What should the Commission do? 180 

A. The Commission should reject Staff’s adjustment and treat AIC as it recently treated 181 

ComEd, which has a substantially similar rider. 182 

IV. RESPONSE TO STAFF WITNESS, MR. STRUCK 183 

Q. Mr. Struck makes statements regarding the need to maintain separate Rate Zone 184 

data.  Please respond. 185 

A. In his testimony, beginning at Line 129, Mr. Struck testifies that as long as separate rates 186 

are charged for separate Rate Zones, AIC should provide separate Rate Zone data (rate base 187 

schedules, operating income schedules, and embedded cost of service studies) for each of its 188 

separate Rate Zones with its future rate case filings.  In supporting and making his 189 

recommendation, Mr. Struck acknowledges that AIC is already under a continuing requirement 190 

imposed by Commission order to provide schedules setting forth separate Rate Zone data with 191 

the initial filing of its future rate cases as long as separate Rate Zone pricing exists.  Since the 192 

Commission has already ordered AIC to provide such Rate Zone data in Docket No. 10-0517 and 193 

AIC has complied with, and fully intends to continue to comply with the Commission's order, it 194 
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is not necessary to restate the Commission's finding from Docket No. 10-0517 in the order in this 195 

proceeding. 196 

V. RESPONSE TO IIEC WITNESS, MR. STEPHENS 197 

Q. IIEC witness Mr. Stephens states that AIC’s projected increase in PURA tax 198 

amounts of $2.6 million “is a form of merger cost, one that will be ongoing in nature.”  Do 199 

you agree? 200 

A. No.  The PURA tax increment is not a merger cost because it is not the type of cost 201 

identified as a merger cost under Section 16-111(l) of the Public Utilities Act.  This section of 202 

the law allows recovery of certain costs to “implement the merger.”  Specific types of costs listed 203 

in the law as implementation costs include costs incurred “restructuring, combining, or 204 

integrating debt, assets, or systems.”  Federal, state and local taxes are not identified as 205 

implementation costs and, by their very nature, do not fall into the category of implementation 206 

costs.  Further, such costs are imposed by statute, and so are outside AIC’s control.  However, as 207 

discussed below, even if this tax increment amount were considered a merger cost, AIC has 208 

demonstrated that merger benefits exceed merger costs (including the tax increment), and so 209 

these costs are recoverable. 210 

Q. Mr. Stephens goes on to state that “It is possible that the merging of the Ameren 211 

legacy utilities could produce savings in the test year that offset some or all of this $2.6 212 

million cost increment.”  What is your response? 213 

A. The merger does produce such savings.  In fact, in its direct case AIC was able to 214 

demonstrate merger benefits that exceed merger costs over the 2011-2015 period, as Staff 215 

witness Pearce agrees.  These benefits would still exceed costs even if the PURA tax increment 216 
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were included.  As I discuss below, the revised Merger Integration and Process Optimization 217 

Study (MIPO), as presented by AIC witness Mr. Mazurek, also shows benefits exceeding costs 218 

on a revenue requirement basis in 2012 and over the 2011 – 2015 period.  These revised benefits 219 

would still exceed revised costs in 2012 and 2011-2015 even if the PURA tax increment were 220 

included.  Mr. Stephens states that if “Ameren can document test year and subsequent net 221 

savings attributable to the merger, including the cost effect of the $2.6 million additional PURA 222 

Tax cost in the test year,” then an adjustment is not necessary.  As explained in AIC witness, Mr. 223 

James Mazurek’s rebuttal testimony, in regard to the revised MIPO, and as shown in my 224 

calculations below, there are net savings attributable to the merger in 2012 and over the 2011-225 

2015 period, even including the $2.6 million tax increment.  Thus, Mr. Stephen’s concerns are 226 

unwarranted. 227 

VI. RESPONSE TO STAFF WITNESS, MS. PEARCE 228 

Q. Please discuss Ms. Pearce’s adjustment to reduce salaries and wages and employee 229 

benefits. 230 

A. On page 11 of Ms. Pearce’s direct testimony, she proposes to reduce AIC’s forecasted 231 

2012 salaries and employee benefits by 6%.  She asserts that this is “the amount of assumed 232 

labor benefits to be realized through employee attrition and redeployment” as result of the 233 

merger according to the MIPO. 234 

Q. What is your response to her proposed adjustment? 235 

A. Ms. Pearce’s adjustment should be rejected because it misinterprets the results of the 236 

MIPO.  The labor benefits attributable to “attrition and redeployment” in the MIPO affected only 237 

certain operations and customer service opportunities identified in the MIPO, as explained by 238 
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AIC witness Mr. Mazurek.  She appears to rely solely on the one bullet point reference in AIC 239 

Exhibit 12.1, p. 4 as the basis for her adjustment (see response to data request AIC-Staff 5.19 – 240 

5.21).  Due to the misunderstanding of this one bullet point in the executive summary of the 241 

MIPO presentation, Ms. Pearce makes very significant downward adjustments to 2012 salaries 242 

and employee benefits in her direct testimony (see lines 251 – 260).  She recommends the 243 

following reductions for payroll expense (see ICC Staff Exhibit 3.0, Schedule 3.03): 244 

 $9.953 million reduction to electric payroll expense  245 

 $4.161 million reduction to gas payroll expense 246 

 $4.266 million reduction to electric rate base 247 

 $1.830 million reduction to gas rate base 248 

 The sum of her payroll expense reductions equals $20.210 million. 249 

In addition, she recommends the following reductions to employee benefits (see ICC 250 

Staff Exhibit 3.0, Schedule 3.04): 251 

 $2.500 million reduction to electric employee benefits expense 252 

 $1.028 million reduction to gas employee benefit expense 253 

  $1.457 million  reduction to electric rate base 254 

 $0.269 million reduction to gas rate base 255 

The sum of her employee benefit reductions equals $5.254 million. 256 

Q. What rationale did she use for her reductions? 257 

A. As indicated above, Ms. Pearce based her reductions upon her misunderstanding of 258 

Ameren Exhibit 12.1E, page 4.  Her adjustments were based on the bullet point which reads as 259 

follows:  “Assumed labor benefits (for both represented and non-represented employees) to be 260 

realized through 6% employee attrition and redeployment.”  She mistakenly assumed, contrary to 261 
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the direct testimony submitted in the case, data submitted in workpapers, and information in data 262 

responses, including several relevant responses to her own data requests, that a 6% reduction 263 

should be applied to the Company’s entire payroll expense for the entire year rather than just the 264 

merger opportunities set forth in the MIPO.  In other words, although she characterizes the 6% 265 

factor as one of the expense “decreases that should occur as a result of efficiencies created by the 266 

merger of the former [AIC] legacy utilities” (ICC Staff Ex. 3.0, p. 12), the scope of her 267 

adjustment extends far beyond the impact of the merger on AIC’s labor force.  She assumed that 268 

the merger would result in a 6% reduction of AIC’s entire labor expense in the test year alone, 269 

equivalent to eliminating more than 250 employees.  In contrast, merger position reductions 270 

identified by the Company amount to just 20 or so positions over the 2011-2015 timeframe.  271 

Further, at the same time Staff witness Ms. Pearce is recommending payroll and benefits 272 

reductions equivalent to 250 positions, Staff is in agreement with the Liberty Audit findings 273 

which recommend adding 50 more delivery service employees to the Company’s current 274 

workforce.  Obviously, Staff’s positions are at best inconsistent. 275 

Q. Is Staff’s application of the 6% reduction to the entire labor force correct? 276 

A. No.  Mr. Mazurek explains in his rebuttal testimony that the 6% reduction applies solely 277 

to specific MIPO initiatives.  Further, Ms. Pearce assumes that the entire labor savings identified 278 

in the MIPO would occur in the 2012 test year.  In fact, the savings from those initiatives are not 279 

realized until those initiatives are implemented – that is, over the entire 2011-2015 period of the 280 

MIPO study.  As Mr. Mazurek testifies, many of the initiatives will not be complete in 2012 or 281 

were implemented late in 2012.  Apparently, Ms. Pearce’s only support for her $20.210 million 282 

reduction in payroll and $5.254 reduction in employee benefits in 2012 is her mistaken 283 
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interpretation of that one bullet point.  She offers no other support for her reductions.  The 284 

remainder of the MIPO presentation, testimony, and data request responses do not support her 285 

reductions.  In sharp contrast, the remainder of the MIPO evidence and the one misinterpreted 286 

bullet point support the savings amounts identified by the Company. 287 

Q. Is there an example of information that AIC provided that contradicts Ms. Pearce’s 288 

proposal? 289 

A. Yes.  AIC was directly asked to quantify the labor savings resulting from the 6% attrition 290 

and redeployment referenced in Ameren Exhibit 12.1.  Staff data request BAP 13.01, asks, 291 

“Referring to Ameren Exhibit 12.1, Page 4 of 18, please provide the following information: a) 292 

Quantify the dollar amount of savings that is expected to result from Step 2, including the labor 293 

dependencies to be negotiated in 2012 and the 6% employee attrition and redeployment…”  AIC 294 

responded by quantifying the dollar amount of savings attributed to employee optimization by 295 

“opportunity” (not AIC as a whole) in Attachment 1 to BAP 13.01, AIC (attached as Ameren 296 

Exhibit 21.1 hereto).  The quantified dollar amount of labor savings was $51,775 in O&M 297 

expense savings and $16,052 in capital expenditure savings.  These amounts are orders of 298 

magnitude less than Ms. Pearce’s proposed adjustment. 299 

Q. In the Company’s direct testimony, did AIC provide the amount of the total merger 300 

savings in 2012 and the amount related to labor savings? 301 

A. Yes.  My direct testimony, Company witness, Mr. Ronald Stafford’s and Mr. Mazurek’s 302 

direct testimonies each identified $4 million of merger O&M savings and $1.4 million of capital 303 

cost savings in the test year.  I note that the total savings identified is far less than Ms. Pearce's 304 

labor and benefits adjustment.  Mr. Mazurek explains in his direct and rebuttal testimonies the 305 
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lengthy, comprehensive, and well-documented basis for the MIPO savings identified by the 306 

Company.  His explanations are supplemented with a series of data request responses to Staff 307 

which further document the type of and amounts of the savings.1 308 

Q. What should the Commission do in regard to Ms. Pearce’s expense reductions? 309 

A. The Commission should disregard the $20.210 million of payroll expense reductions and 310 

the $5.254 million of employee benefits reductions recommended by Ms. Pearce since she has no 311 

basis or support for her reductions.  As the Liberty Audit findings recommend, and as Messrs. 312 

Pate and Getz testify, the Company needs to increase its headcount, not decrease it, in order to 313 

provide the service our customers and the Commission expect.  The Commission’s approval of 314 

these reductions would necessitate a corresponding reduction in the Company’s workforce to 315 

maintain its financial integrity which would likely lead to significant adverse impacts to 316 

customer service.  Mr. Mazurek’s direct and rebuttal testimonies adequately support the 317 

Company’s merger savings projections, which have reduced the revenue requirement requested 318 

in this case. 319 

Q. Ms. Pearce claims that AIC’s cost projections for pension expense assume 320 

participant count would increase gradually from 2011-2015, which is inconsistent with the 321 

MIPO study results.  Do you agree? 322 

A. No.  For the pensions expense projection, Exhibit 8.1 refers to an assumption of gradually 323 

increasing headcount over 2011-2015.  As the corrected 2011-2012 headcounts from AIC 324 

witness, Mr. Michael Getz show, headcount is increasing in the 2011-2015 time frame, even 325 

                                                 
1 For example, see responses to BAP 4.01, BAP 7.02, BAP 9.03-9.08, and BAP 13.01-13.04. 
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after taking into consideration the merger reductions (see Ameren Exhibits 29.3 and 29.4).  This 326 

is consistent with the assumption in the pension projection. 327 

Q. You refer above to projected increases in AIC’s headcount.  What factors are driving 328 

an increase in headcount during the test year? 329 

A. The increased headcount is due primarily to the need to hire additional Operations 330 

personnel to manage, design and perform electric and gas reliability projects and related 331 

activities.  As AIC witness, Mr. Ronald Pate has explained in testimony and discovery responses, 332 

the Company currently has a backlog of electrical distribution work that it has budgeted to 333 

complete in the test year.  Implementation of the Liberty Audit recommendations in the test year 334 

will require an additional incremental workload, which will require the Company to hire 50 335 

internal distribution personnel.  In addition, AIC must hire approximately 19 personnel in the test 336 

year to support gas reliability incremental projects and 15 additional personnel for substation 337 

maintenance, as explained by Mr. Pate in his direct and rebuttal testimony and Mr. Getz in his 338 

rebuttal testimony. 339 

Q. What is the Company doing to ensure that these personnel will be hired? 340 

A. A team consisting of AIC leadership and Human Resources personnel has been 341 

established to ensure these positions are hired in a timely manner.  The anticipated positions 342 

include relay, substation, electric and gas apprentices, in addition to varying levels of 343 

engineering roles.  The job descriptions, essential functions, screening criteria, interview guides, 344 

and recruiting strategy are currently being reviewed and finalized with an anticipated third 345 

quarter, 2011 completion.  Positions will be posted at the end of the third into early fourth 346 

quarter, 2011.  Testing and interviews will take place throughout the fourth quarter of 2011 with 347 
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an anticipated hiring to take place in the first quarter, 2012.  Certain positions will be filled early 348 

in the first quarter, 2012 by contractors.  The contractors will be replaced by AIC employees as 349 

they are recruited and hired throughout the first quarter. 350 

The recruiting strategies are position specific but include collegiate outreach, networking 351 

with community-based organizations, Illinois Department of Employment Services, local veteran 352 

representatives, advertising, direct sourcing, etc.  Additional efforts include, establishing training 353 

programs with local community colleges, such as Southwestern Illinois College (SWIC), to help 354 

provide a pool of qualified diverse candidates.  We have pre-established agreements with third 355 

party staffing vendors to provide temporary staff as needed until permanent candidates are hired 356 

and onboard. 357 

Although the task at hand is a significant endeavor, programs are currently being 358 

established to ensure timely hiring of the appropriate level of coworkers in the first quarter of 359 

2012. 360 

Q. Ms. Pearce asserts that AIC has incorrectly included internal labor costs in its 361 

calculation of merger costs.  Do you agree? 362 

A. Yes.  On lines 401-403 of her testimony, Ms. Pearce states that internal labor costs are 363 

already included in the Company’s labor costs and that they are not incremental costs.  We thank 364 

Ms. Pearce for identifying this inadvertent error on the Company’s part.  The Company double- 365 

counted certain labor costs in its direct testimony as identified below: 366 

 We agree that the O&M merger costs being amortized over four years should not 367 
include internal labor costs because those labor costs are being recovered 368 
elsewhere.  In our direct filing we requested amortization of $2.329 million 369 
($9.315 million / 4 years).  The correct amount of amortization, after removing 370 
internal labor costs, should have been $1.641 million ($6.563 million / 4 years).  371 
(See Exhibits 21.2 and 21.3 to find the as-filed responses to BAP 7.02 and 4.01 372 
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and see Exhibits 21.4 and 21.5 to see the as-filed responses supplemented to 373 
identify labor vs. non-labor cost and savings). 374 

 We agree a reduction to labor costs for the amount of internal labor capitalized is 375 
also necessary.  The amount of internal labor capitalized is $1,314,263 (see 376 
Exhibits 21.4 and 21.5).  The Company agrees that a reduction to labor costs 377 
should have been made for this amount. 378 

The Company has now corrected for these internal labor errors as explained below. 379 

Q. How has the Company corrected for double counting internal labor costs? 380 

A. Corrections have been made by (i) restating the MIPO business cases, as explained in Mr. 381 

Mazurek’s rebuttal testimony (ii) supplementing the responses to BAP 7.02 and BAP 4.01 with 382 

the corrected MIPO savings and costs (see Exhibits 21.6 and 21.7 to see the responses to BAP 383 

7.02 and 4.01 with the corrected MIPO savings and costs) and (iii) an adjustment to reduce the 384 

amount of  labor cost by the amount of MIPO labor capitalized (to avoid double counting), as 385 

explained in Mr. Stafford’s rebuttal testimony.  The impact of these corrections significantly 386 

increases the revenue requirement savings for customers, as explained more fully below and in 387 

Mr. Mazurek’s testimony. 388 

Q. Ms. Pearce also claims, “Moreover, it is unclear that the savings described in the 389 

MIPO have been reflected in the 2012 test year labor and benefits projections” (p. 12:272).  390 

Did AIC reflect test year labor cost reductions as result of the merger in its forecast? 391 

A. Yes.  The savings described in the MIPO have been reflected in the 2012 test year, in the 392 

merger benefits amounts used by Mr. Stafford to calculate the test year merger adjustments.  Mr. 393 

Stafford’s response to BAP 13.04 identifies where the savings were reflected in the test year 394 

revenue requirement.  Mr. Stafford made these adjustments in both his direct testimony and 395 

rebuttal testimony. 396 
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Q. Are there other areas to discuss in Ms. Pearce’s testimony regarding merger costs 397 

and savings? 398 

A. Yes, she also disallows test year merger costs.  She concludes that the Company has not 399 

shown that cost savings produced by such restructuring, combination, or integration, exceed the 400 

associated costs. 401 

Q. Do you agree? 402 

A. No.  As I discuss below, correcting for the internal labor amounts discussed above, and 403 

irrespective of:  (i) whether the original merger costs and savings are used, or the restated 404 

business case costs and savings discussed by Mr. Mazurek; or (ii) whether the test year revenue 405 

requirement is considered or the longer term (2011-2015); or (iii) whether Mr. Stephen’s 406 

purported PURA tax increment merger cost is included with the revised business case amounts 407 

for 2012, merger savings exceed merger costs.  Thus, the merger costs are recoverable.  To begin 408 

with, Ms. Pearce agrees that, over the 2011- 2015 time period, the MIPO shows that the benefits 409 

of the merger exceed the costs.  On page 16, line 383 of Ms. Pearce’s direct testimony, she states 410 

that, “…the combined savings of $36.7 million plus $25.0 million equals $61.7 million, [is] an 411 

amount that exceeds the combined costs of $15.5 million plus $11.5 million, a total of $27.0 412 

million…”.  This conclusion remains true even if the revised business case amounts are used and 413 

even if the PURA tax increment is included, which it should not, as explained below. 414 

Q. Does Ms. Pearce believe it is appropriate to look at the 2011-2015 timeframe? 415 

A. No.  She goes on to say that “these projections occur over the time period 2011 – 2015, 416 

not within the test year. … Because ratepayers are only impacted by the amounts that are 417 

reflected in the test year revenue requirement, those amounts should form the basis for the 418 
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Commission’s decision regarding the treatment of merger costs and savings.”  However, even 419 

looking strictly at test year revenue requirement impacts, merger benefits exceed merger costs in 420 

the test year as explained below. 421 

Q. Does Ms. Pearce believe the Company has shown that merger savings exceed 422 

merger costs in the test year? 423 

A. No.  She states “the combined O&M savings of $4 million plus the $1.4 million of capital 424 

cost savings equals $5.4 million total savings versus the combined costs of $2.3 million O&M 425 

plus $3.3 million capital costs which equals $5.6 million total costs.” 426 

Q. Do you agree with Ms. Pearce’s conclusion? 427 

A. No.  Ms. Pearce reaches the wrong conclusion based upon an incorrect interpretation of 428 

the relevant statutory authority and an incorrect calculation of costs and cost savings to be 429 

recovered in the test year. 430 

Q. Please explain the incorrect interpretation and incorrect calculation. 431 

A. Ms. Pearce cites the relevant “merger savings versus merger costs” statutory authority, 432 

Section 16-111(l), which states in relevant part: 433 

“Such other costs may be recovered only to the extent that the 434 
surviving utility can demonstrate that the cost savings produced by such 435 
restructuring, combination, or integration, exceed the associated costs.”  436 
(emphasis added) 437 

Ms. Pearce simply adds O&M and capital costs for the test year and compares that 438 

number to the sum of O&M and capital savings for the test year – and then says AIC fails the 439 

test.  Her analysis is incomplete.  The statutory language places the limitation on the amount to 440 

be recovered, not the total amount of cash expenditures in any one particular year.  The statute 441 
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does not refer to a particular time period for determining the costs or savings “produced by such 442 

restructuring, combination, or integration.”  Instead, the statute requires more broadly that the 443 

savings exceed costs for the “restructuring, combination, or integration” as a whole, i.e., over 444 

whatever time period the restructuring, combination, or integration takes place. 445 

However, if this test were to be applied to a specific year, then the comparison should be 446 

for the revenue requirement savings for the test year versus the revenue requirement 447 

increase from test year costs.  Obviously, O&M dollars have a one-to-one revenue requirement 448 

impact, but the amount to be recovered for capital expenditures is not the full amount of such 449 

expenditures in any one particular year, since capital costs are depreciated over a number of 450 

years and earn a return on investment.  Instead of simply adding capital dollars to O&M dollars, 451 

as Ms. Pearce did, a revenue requirement factor needs to be applied to such capital expenditures 452 

to compute the related revenue requirement.  I will use a factor of 13% to calculate the revenue 453 

requirement impact related to capital expenditures in the test year. 454 

Ms. Pearce’s testimony itself supports this correct method of comparison as Ms. Pearce 455 

states: 456 

“Because ratepayers are only impacted by the amounts that are reflected 457 
in the test year revenue requirement, those amounts should form the 458 
basis for the Commission’s decision regarding the treatment of merger 459 
costs and savings.” 460 

I agree with her statement. 461 

Using the 2012 merger savings and costs quoted above by Ms. Pearce and solving for 462 

“the amounts that are reflected in the test year revenue requirement,” as recommended by Ms. 463 

Pearce, the correct test year calculation follows: 464 
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 Total revenue requirement savings = $4.0 million of O&M savings + ($1.4 465 
million of capital cost savings x 13% capital revenue requirement factor) = $4.2 466 
million 467 

 Total revenue requirement costs = $2.3 million of O&M cost + ($3.3 million of 468 
capital cost  x 13% capital revenue requirement factor%) = $2.7 million 469 

Using a revenue requirement approach for test year costs and savings, as recommended 470 

by Ms. Pearce, produces an answer where savings do exceed costs (see Ameren Exhibit 21.8).  471 

Thus, AIC passes the statutory savings must exceed costs “test” using test year revenue 472 

requirement data. 473 

Q. You mentioned that the Company had inadvertently double counted some MIPO 474 

labor costs.  Would the Company pass the test after correcting for the double counting? 475 

A. Yes.  Ameren Exhibit 21.8 of my testimony repeats the calculation performed above and 476 

then recalculates test year revenue requirement savings versus costs after removing the double-477 

counted internal labor.  After correcting for the error, savings of approximately $4.2 million 478 

exceed costs of $2.1 million.  Again, we pass the statutory test. 479 

Q. On May 27, 2011 Mr. Stafford filed Errata to correct his direct testimony 480 

calculating a more precise rate base impact related to merger capital costs and savings.  481 

Does the Company pass the test using these amounts?   482 

A. Yes.  Revenue requirement savings equal $4.1 million and revenue requirement costs 483 

equal $2.0 million (see Ameren Exhibit 21.9).  Once again, the Company passes the test. 484 

Q. You mentioned that the MIPO business cases had been restated in Mr. Mazurek’s 485 

testimony.  Does the Company pass the test using the restated business case amounts? 486 
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A. Yes.  The data from the restated business cases has been incorporated into revised 487 

responses to BAP 7.02 and 4.01 and attached as Ameren Exhibits 21.6 and 21.7.  Using data 488 

from those exhibits reflecting the restated business cases, I then demonstrate that test year 489 

revenue requirement savings of approximately $7.4 million exceed test year revenue requirement 490 

costs of approximately $2.5 million (see Ameren Exhibit 21.10).  Again, the Company passes the 491 

statutory test. 492 

 The Company passes the test using the restated business case amounts over the long-term 493 

period 2011-2015 as well.  Over this 5-year period, O&M savings exceed O&M costs by  494 

approximately $28 million and capital expenditure  savings exceed capital costs by about $20 495 

million (see Ameren Exhibit 30.4). 496 

Q. You mentioned that the savings would exceed costs even with Mr. Stephen’s $2.6 497 

million claimed incremental PURA tax effect.  Does the Company pass the test when this 498 

amount is included in costs? 499 

A. Yes.  Although as stated above I do not agree that Mr. Stephen’s $2.6 million is 500 

appropriately labeled a merger cost, using the amounts from the response above on a revenue 501 

requirement basis, $7.4 million of savings exceeds the sum of $2.5 million of costs plus Mr. 502 

Stephen’s $2.6 million of incremental PURA tax, or a total of $5.1 million of costs.  Again, the 503 

Company passes the statutory test.  Similarly, inclusion of an assumed incremental PURA tax for 504 

the 5-year period 2011-2015 of $13 million ($2.6 million x 5 years) would still result in O&M 505 

savings exceeding O&M costs by  approximately $15 million (the $28 million above less $13 506 

million) over that period. 507 

Q. Do you have any further comments on Ms. Pearce’s merger costs analysis? 508 
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A. Yes.  First, Ms. Pearce removes all merger costs from the test year but does not remove 509 

merger benefits.  If the Commission were to agree with Ms. Pearce that merger savings do not 510 

exceed costs, which as I explain above it should not, I believe a more appropriate interpretation 511 

of the requirements of Section 16-111(l) would be to only remove merger costs from the revenue 512 

requirement to the extent they exceed the merger benefits.  In other words, where AIC’s merger 513 

costs are matched by merger benefits, they would be recoverable. 514 

Q. Please discuss Ms. Pearce’s recommendation regarding the Company’s proposed 515 

pension rider. 516 

A. Ms. Pearce recommends that the Commission reject the pension rider. 517 

Q. What is the Company’s response? 518 

A. In light of Staff’s opposition, as well as objections from the Attorney General’s Office 519 

and the Citizens Utility Board, and in the interest of narrowing the number of issues in the case, 520 

the Company withdraws its request for a pension rider. 521 

Q. Please discuss Staff’s recommendation regarding the switch to net-write-offs. 522 

A. Ms. Pearce recommends the Commission include the following finding in its Order: 523 

According to the provisions of 220 ILCS 5/16-111.8(a) and 220 524 
ILCS 5/19-145, Ameren Illinois Company is hereby directed to 525 
switch from using the actual uncollectible amount set forth in 526 
Account 904 to using net write-offs in such tariff, and such net 527 
write-offs are also to be used to determine the utility’s 528 
uncollectible amount in rates.  This change shall be effective at the 529 
beginning of the first full calendar year after the new rates 530 
approved in this proceeding are first placed in effect and an 531 
adjustment shall be made, if necessary, to ensure the change does 532 
not result in double-recovery or unrecovered uncollectible amount 533 
for the year. 534 
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Q. What should the Commission do? 535 

A. The Commission should reject this recommendation for the following reasons: 536 

 By using the net write-off method, there is a mismatch between the revenues and 537 
the uncollectible expense being recorded.  The uncollectible expense would be 538 
based on the write-offs of receivables for sales and service related to prior 539 
periods, not the current period.  Although timing differences are inherent in 540 
trackers, this causes even more lag between the ultimate reconciliation of expense 541 
to the related revenue that caused the expense.  During years of volatile gas and 542 
electric prices, customers could end up paying for high write-offs related to years 543 
when they were not customers of the Company. 544 

 The rider is working well as is.  There is no problem to fix.  The Company is 545 
recovering its actual costs -- and no more or no less than actual costs.  The rider 546 
works both ways – by charging customers when actual costs exceed the cost 547 
included in rates and by providing credits to customers when actual costs are less 548 
than the amounts in rates, as is now the case.  549 

Mr. Jones and Mr. Stafford also offer testimony on matters related to the transition to net 550 

write-offs and the amount of uncollectible expense to be included in rates. 551 

VII. RESPONSE TO AG/CUB WITNESS, MR. EFFRON 552 

Q. Please respond to Mr. Effron’s comments regarding the Company’s financial 553 

condition over the last year? 554 

A. Mr. Effron comments on AIC’s statement that “based on financial constraints,” funds to 555 

implement the responses to the Liberty Audit were not available prior to 2012.  He contends that 556 

this statement is not “plausible or reasonable.”  He argues that AIC’s 2010 return on equity does 557 

not indicate “severe financial distress.” 558 

Mr. Effron sets up a straw man (“severe financial distress”) and knocks it down.  AIC 559 

never said that it was at the brink of financial disaster.  Our point was (and continues to be) that 560 

the Company cannot continue to fund activities that are not reflected in rates.  Responsible 561 

financial management means that the Company looks ahead to its income and outflows and 562 
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makes reasonable decisions as to what activities it can sustain, all the while satisfying its 563 

obligation to provide safe and reliable service.  This does not mean that the Company will put the 564 

brakes on only when it is in “severe financial distress;” rather, it means that the Company seeks 565 

to operate in a sustainable manner.  The specific Liberty Audit recommendations were not 566 

reflected in rates.  The Company will not engage in a significant undertaking like that without a 567 

corresponding change in its revenue to support that undertaking.  It would be irresponsible to act 568 

otherwise.  Accordingly, Mr. Effron’s comments are unfounded and should be disregarded. 569 

VIII. COMMITMENT TO FUND OTHER POST-EMPLOYMENT BENEFITS 570 

Q. In your direct testimony you stated AIC was committed to funding up to $100 571 

million of the Other Post-Employment Benefits (OPEB) obligation.  When will this funding 572 

take place? 573 

A. AIC commits to funding $100 million of the OPEB obligation no later than August 15, 574 

2011. 575 

IX. INTRODUCTION OF REBUTTAL WITNESSES 576 

Q. Who will be sponsoring rebuttal testimony on behalf of AIC? 577 

A. Rebuttal testimony and exhibits will be sponsored by the following witnesses. 578 

Exhibit Number Witness Topics Addressed 

Ameren Ex. 21.0 – 21.10 Craig D. Nelson Response to Staff re:  
Regulatory Symmetry and 
Fairness 

Response to Mr. Struck re: 
Rate Zone Data 

Response to Mr. Stephens re:  
PURA Tax Increment 
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Exhibit Number Witness Topics Addressed 

Response to Ms. Pearce re:  
Merger Savings and Costs; 
and Proposed Pension Rider 

Response to Mr. Effron re:  
Capital Expenditures and 
Maintenance Projects 

Commitment to Fund OPEB 

Introduction of Rebuttal 
Witnesses 

Ameren Ex. 22.0 – 22.19 Ronald D. Stafford Rebuttal Revenue 
Requirement and Rate Base 

Ameren Ex. 23.0 – 23.21 Robert B. Hevert Responses to Opposing ROE 
Witnesses Freetly, Gorman, 
and Thomas 

Updated Calculations and 
Analytical Results re:  Cost 
of Equity 

Ameren Ex. 24.0 – 24.6 Ryan J. Martin Response to Ms. Phipps re:  
CWIP/AFUDC-related 
Adjustments, Cost of Short-
Term Debt, Credit Facility 
Fees, and Embedded Cost of 
Long-Term Debt 

Ameren Ex. 25.0 – 25.1 David A. Heintz Response to Mr. Tolsdorf re:  
Cash Working Capital 
Requirement (Treatment of 
Pass-Through Taxes) 

Ameren Ex. 26.0 – 26.1 Ronald D. Pate Response to Ms. Hathhorn re:  
Substation Painting Expense 
and Disallowance of Capital 
Costs to Implement Three 
Liberty Audit 
Recommendations 

Response to Mr. Rockrohr re:  
NESC Violations 

Response to Mr. Rashid re:  
Projects with Completion 
Dates after 2012 and 
Disproportionate Test Year 
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Exhibit Number Witness Topics Addressed 

Expenditures 

Response to Mr. Effron re:  
Test Year Expenses for 
Electric Distribution, 
Substation Maintenance, 
Circuit Maintenance, 
Vegetation Management, 
and Liberty Audit 
Implementation 

Ameren Ex. 27.0 Krista G. Bauer Response to Ms. Pearce re:  
Capitalized Incentive 
Compensation Expense and 
Performance Share Unit 
Program Expense 

Ameren Ex. 28.0 – 28.1 Stan E. Ogden Response to Mr. Tolsdorf re:  
Customer Deposits and 
Charitable Contributions 

Response to Mr. Gorman re:  
Charitable Contributions 

Ameren Ex. 29.0 – 29.6 Michael J. Getz Response to Ms. Elsaid re:  
Storm Expense Costs 

Response to Ms. Pearce re:  
Salaries and Wages and 
Employee Benefits 

Response to Mr. Rashid re:  
Electric Distribution 
Expenses 

Ameren Ex 30.0 – 30.5 James M. Mazurek Response to Ms. Pearce re:  
Wages and Salaries, 
Employee Benefits, Merger 
Benefits, and MIPO 
Business Cases 

Response to Mr. Effron re:  
Merger Costs Amortization 

Response to Mr. Stephens re:  
PURA Tax Increment 

Ameren Ex. 31.0 – 31.4 Leonard M. Jones Response to Mr. Lazare re:  
Class Revenue Allocation 
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Exhibit Number Witness Topics Addressed 

and Rate Design 

Response to Ms. Pearce re:  
Uncollectible Rates/Use of 
Net Write-offs, and Rider 
PBR 

Response to Mr. Clausen re:  
Retail Electric Supply Rates 

Response to Mr. Rukosuev re:  
Multiple Meters on a Single 
Premises 

Response to Mr. Stephens re:  
Rate Moderation Plan and 
Illinois Electric Distribution 
Tax (IEDT) 

Response to Mr. Rubin re:  
Revenue Allocation, Rate 
Design, and IEDT 

Response to Mr. Higgins re:  
Revenue Allocation and 
Rate Design 

Response to Mr. Adkisson re:  
Retention of Rate Limiters 
for DS-3 and DS-4 and 
Criticisms of Circuit Study 

Conforming Rates to Final 
Revenue Requirement 

Ameren Ex. 32.0 – 32.5 Ryan K. Schonhoff Response to Mr. Lazare re:  
Rate Zone-Level Cost of 
Service Studies 

Response to Mr. Stowe re:  
Cost of Service 

Ameren Ex. 33.0 – 33.11 Karen R. Althoff Response to Mr. Rukosuev re:  
Gas Embedded Cost of 
Service Study and Rate 
Design 

Response to Mr. Rubin re:  
Fixed Costs Determination 

Response to Mr. Stephens re: 
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Exhibit Number Witness Topics Addressed 

Rate Moderation 

Response to Adkisson re:  
Rate Design 

Ameren Ex. 34.0 – 34.7 Timothy L. Eggers Response to Mr. Sackett re:  
Rider TBS Modifications 

Response to Ms. Jones re:  
Banking Service Limit 

Response to Mr. Gorman re:  
Maximum Bank Size and 
Unbundled Banking Service 

Ameren Ex. 35.0 – 35.2 Vonda K. Seckler Responses to Ms. Jones, Mr. 
Lounsberry, and Mr. 
Adkisson re:  Single PGA 
Tariff and PGA Rider 

Response to Ms. Jones re:  
Company Use of Fuels 

Response to Mr. Lounsberry 
re:  Costs Associated with 
Alton Propane Facility 

Response to Mr. Maple re:  
Working Capital for Gas in 
Storage 

Response to Mr. Crist re:  
Implementation of a Natural 
Gas Choice Program 

Ameren Ex. 36.0 – 36.1 Gary M. Rygh General Response to Staff’s 
Recommended Revenue 
Requirements 

Impact of Staff’s Revenue 
Requirement 
Recommendations on the 
Investment Community and 
AIC and its Customers 

Ameren Ex. 37.0 James I. Warren Response to Mr. Effron re:  
FIN 48 and AIC’s ADIT 
Balance 
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X. CONCLUSION 579 

Q. Does this conclude your revised rebuttal testimony? 580 

A. Yes, it does. 581 


