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ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 12-   2 

DIRECT TESTIMONY OF  3 

MICHAEL J. GETZ 4 

Submitted on Behalf of 5 

Ameren Illinois 6 

I. INTRODUCTION 7 

A. Witness Identification 8 

Q. Please state your name and business address. 9 

A. My name is Michael J. Getz.  My business address is 300 Liberty Street, Peoria, 10 

Illinois 61602. 11 

Q. By whom are you employed and in what capacity? 12 

A. I am employed as the Controller for Ameren Illinois Company d/b/a Ameren 13 

Illinois (AIC or Company). 14 

Q. Please describe your educational background and relevant work experience. 15 

A. I graduated from Bradley University in 1982 with a Bachelor of Science degree in 16 

Accounting.  In 1983, I obtained my Certified Public Accountant certification in the State 17 

of Illinois.  I began my employment at Central Illinois Light Company in 1984.  In 1988, 18 

I received my Masters of Business Administration degree from Bradley University, and 19 

obtained my Certified Management Accountant certification in 1996.  During my career I 20 

have worked in various supervisory positions in the Fixed Assets, Accounts Payable, and 21 

General Accounting areas. 22 
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Q. What are your current responsibilities as AIC Controller? 23 

A. I am responsible for financial variance analysis, reporting and budget 24 

coordination for AIC. 25 

B. Purpose, Scope and Identification of Exhibits 26 

Q. What is the purpose of your direct testimony in this proceeding? 27 

A. The purpose of my direct testimony is to give an overview of the plant investment 28 

included in proposed rate base and the Administrative and General (A&G) expenses 29 

included in the revenue requirement.  My testimony identifies the level of gross plant 30 

additions included in rate base that AIC incurred and placed in service by year-end 2011.  31 

Second, my testimony identifies the level of gross plant additions included in rate base 32 

that AIC currently projects will be incurred and placed in service by year-end 2012.  33 

Third, my testimony identifies the amount of Materials and Supplies and Construction 34 

Work In Progress (CWIP) included in rate base.  Lastly, I discuss the reasonableness of 35 

Ameren Illinois' A&G expenses in 2011. 36 

Q. Are you sponsoring any exhibits with your direct testimony? 37 

A. No.  I’m not sponsoring any exhibits with my direct testimony. 38 

II. PLANT INVESTMENT 39 

Q. Once Ameren Illinois has determined an operational need for plant 40 

investment, how does AIC budget for those investments? 41 

A. Capital budget targets are developed by the Corporate Treasury department.  42 

These targets are allocated to blanket work orders for recurring work such as pole, 43 

breaker or service replacements, which are developed based on historical trends and 44 
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known changes.  Another portion of the budget is allocated to projects estimated to be 45 

carried over from the prior budget year due to scheduling changes and other factors.  The 46 

remaining funds are available for specific projects identified by engineering.  Each 47 

specific project is submitted in the Integrated Spending Prioritization (ISP) tool, which is 48 

used to rank the various projects based on financial, safety, reliability and customer 49 

criteria.  The Central Review Committee (CRC), which is made up of representatives 50 

from the various operating areas, then review the ISP output and make adjustments as 51 

needed to finalize the specific project list that will ultimately be part of the total capital 52 

budget sent to the Board for approval.  53 

Q. Once plant investments have been included in the annual budget, how are 54 

costs associated for those projects tracked? 55 

A. All work related to plant capital additions are charged to either a specific or 56 

blanket work order project.  A specific project is required for projects over $100,000, but 57 

may be used to track the charges associated with lower estimated project cost.  A blanket 58 

project is used to accumulate the charges of high volume, lower cost work such as service 59 

installations, meter purchases, etc.  The costs of the various resources (labor, materials, 60 

vehicles, etc.) used to purchase or construct the plant assets are charged to the project 61 

number associated with that work. 62 

Q. What controls are in place to ensure that plant investment costs do not 63 

exceed approved estimates? 64 

A. Cost control begins with appropriate system controls, budgeting and planning. 65 

AIC has system controls in place that require approval of projects, job requisitions and 66 

purchase orders based on corporate hierarchy and approval limits to ensure all projects 67 



Ameren Exhibit 3.0 
Page 4 of 17 

and expenditures are approved by the appropriate level of management.  AIC also has an 68 

approved budget against which it manages and controls costs, and AIC conducts ongoing 69 

reviews of the budget to ensure costs are maintained within approved projections.  70 

Variance analysis is performed each month by the Business Performance Specialists 71 

(BPSs), the Ameren Financial Services Group and the Corporate Modeling Group.  The 72 

BPSs review the capital and operations and maintenance (O&M) charges relative to their 73 

budget and share their analysis with AIC managers.  In the divisions, typically there is a 74 

monthly budget meeting with the manager, BPS and operations vice president to review 75 

the variances and the status of projects.  Each month, meetings are also held with AIC 76 

senior leadership and the Ameren corporate Controller and Chief Financial Officer (CFO) 77 

to review the AIC corporate financial data, including income statements, O&M, capital 78 

and margins.  Based on the variances and the operational and investment needs of the 79 

utility, management then takes steps to adjust costs as needed to maintain costs within 80 

budget. 81 

Q. Can you describe in total the amount of gross plant investment before 82 

projected plant additions included in AIC's proposed rate base? 83 

A. The gross plant investment included in AIC's proposed rate base, after ratemaking 84 

adjustments, is $4.9 billion as of December 31, 2011.  It is composed of three major 85 

items.  First, the vast majority of the investment ($4.6 billion) comes from the amount of 86 

electric distribution plant at year end 2011 as reported in the FERC Form 1 plant in 87 

service schedule on page 207.  Property included in the distribution plant investment is 88 

substation equipment, poles, overhead and underground conductor and devices, line 89 

transformers, services, and meters.  Second, items disallowed in prior cases such as 90 
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National Electrical Safety Code (NESC) rework or the capitalized portion of production 91 

retiree pension and OPEB of $19 million are subtracted from the electric distribution 92 

plant investment.  The third and final item is general and intangible plant associated with 93 

delivery service.  As explained in the testimony of Mr. Stafford, AIC performed an Asset 94 

Separation Project (ASP) review of the individual assets included in the AIC's general 95 

and intangible gross plant investment to determine what functions they support.  96 

Approximately 68% or $280 million of general and intangible plant balances reported in 97 

the 2011 FERC Form 1 as identified by the ASP is included in the AIC gross plant 98 

investment.  Items included in general plant are company buildings, office furniture and 99 

equipment, transportation and power operated equipment, communication equipment, 100 

and stores equipment.  Intangible plant is composed primarily of various software 101 

systems. 102 

Q. Please identify the amount of gross plant additions that AIC currently 103 

projects to be placed in service in 2012. 104 

A. The gross electric plant additions projected for 2012, before rate-making 105 

adjustments, is approximately $245 million.  This includes all G&I plant of which 68% is 106 

allocated to the electric delivery services business line. 107 

Q. How did AIC develop projected plant additions for this filing? 108 

A. The 2012 projected plant additions were based on forecasted data from the 109 

Company's corporate budgeting systems as of February 16, 2012.   110 

Q. How did AIC develop projected plant retirements? 111 
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A. For the formula rate filing AIC developed the projected plant retirements by using 112 

the five year average of the electric distribution, general and intangible plant retirements 113 

as reported in the 2007-2011 FERC Form 1 on the utility plant in service schedule. 114 

Q. How did AIC develop corresponding updated depreciation reserve and 115 

expense for the forecast period? 116 

A. The depreciation expense for the forecast period was calculated using the actual 117 

beginning and ending plant in service balances from the 2011 FERC Form 1 for each 118 

functional group to compute an average plant in service.  The actual 2011 depreciation 119 

expense from FERC Form 1 was then divided by the average plant to calculate estimated 120 

functional depreciation rates.  These estimated depreciation rates were then applied to the 121 

net project plant additions for 2012 adjusted by the delivery service jurisdictional factors 122 

to determine the updated depreciation expense for the forecast period.  The total 123 

depreciation expense is the sum of the forecast period depreciation and the current period 124 

depreciation expense based on actual 2011 data.  The corresponding change in the 125 

depreciation reserve for the forecast period was calculated by applying total depreciation 126 

expense for 2012 as describe above net of any forecasted removal costs.    127 

Q. Were any adjustments made to the budgeted plant additions in developing 128 

the proposed rate base? 129 

A. Yes.  Rate-making adjustments were made to remove items disallowed in prior 130 

cases such as NESC rework, the capitalized portion of production retiree pension and 131 

other post-employment benefits (OPEB), other disallowed plant additions, etc.  These are 132 

discussed by AIC witness Mr. Stafford.  In addition, all projected plant additions that 133 
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were coded to the electric transmission business division were excluded from the 134 

proposed rate base.   135 

Q. In January 2012, Ameren Illinois elected to participate in the infrastructure 136 

investment program described in 220 ILCS 5/16-108.5.  The investments in that 137 

infrastructure investment program must be incremental to AIC's annual capital 138 

investment program, as defined by AIC's average capital spend for calendar years 139 

2008, 2009 and 2010.  What was AIC's average capital spend from 2008-2010? 140 

A. The 2008-10 FERC Form 1 capital expenditures as reported on the cash flow 141 

statement was used to determine the total capital spend for each year.  A detailed review 142 

was done of the underlying data to identify the electric distribution portion of the capital 143 

expenditures for each year.  Based on the results of that review, it was determined that the 144 

AIC average electric distribution capital expenditures for 2008-10 were $228 million.   145 

Q. What amount of incremental infrastructure investment does AIC project will 146 

be placed in service by the end of 2012? 147 

A. The 2012 projected plant additions include approximately $21.9 million to be 148 

spent in 2012 on incremental distribution assets that will be placed in service in 2012.  149 

AIC witness Mr. Ronald Pate discusses the types of investment that will be placed in 150 

service with these funds. 151 

Q. Does this constitute the extent of the incremental infrastructure spend that 152 

AIC will incur in 2012? 153 

A. No.  This amount represents only the projected dollars that will be spent in 2012 154 

on incremental distribution assets that the Company reasonably expects to be placed in 155 
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service in 2012.  The Company's infrastructure investment plan filing, which was 156 

submitted to the Commission on March 2, 2012,1 indicates that the Company's total 157 

planned infrastructure investment spending in 2012 will be $24.4 million.  158 

Q. AIC's rate base includes a line item for Materials and Supplies.  What are 159 

Materials and Supplies? 160 

A. Materials and Supplies are Account 154 inventory materials and equipment 161 

maintained to support operations, maintenance and construction.  They include wire and 162 

cable, poles, insulators and pole line hardware.   163 

Q. How does the inventories of Materials and Supplies support AIC's delivery 164 

service? 165 

A. AIC’s inventory of Material and Supplies ensures adequate materials are on hand 166 

to support day-to-day operations and maintenance activities, construction projects and 167 

emergencies.  Material and supplies are ordered through a central warehouse function 168 

known as the Material Distribution Facility (MDF).  By consolidating common items 169 

such as clamps, connectors, fuses, the MDF is able to order in larger quantities and 170 

therefore have the opportunity for the greatest discounts from suppliers.  This inventory is 171 

then distributed to local storerooms through either a minimum level reorder or through a 172 

specific request from the individual location.  In addition, Ameren Illinois deploys storm 173 

trailers, which carry common materials used to restore service interrupted by storm 174 

damage, to storm impacted areas to supplement local inventory levels.  This inventory 175 

                                                           
1 Ameren Illinois' 2012 Infrastructure Investment Program can be found at 
http://www.icc.illinois.gov/electricity/InfrastructureInvestmentPlans.aspx. 

http://www.icc.illinois.gov/electricity/InfrastructureInvestmentPlans.aspx
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process supports AIC delivery business by ensuring that materials and supplies are 176 

available to field personnel as needed and at the lowest cost. 177 

Q. Is the amount of Materials and Supplies included in rate base used and 178 

useful and prudently incurred at a reasonable cost? 179 

A. Yes.  The Materials and Supplies inventory levels are closely monitored and 180 

adjusted to ensure adequate supply while minimizing investment.  Purchases of Materials 181 

and Supplies are controlled by contracts/purchase orders to ensure stability of supply and 182 

to minimize ownership costs by use of competitive bidding.  Standards ensure materials 183 

are properly specified and of sufficient quality.  Policies and processes require periodic 184 

review of materials for obsolescence.  Warehouse controls ensure materials are available 185 

and quantities on hand are properly verified. 186 

Q. What is CWIP? 187 

A. CWIP includes the total balances of work orders for electric distribution, general 188 

and intangible plant.  These are dollars spent on capital projects that have not yet been 189 

placed in service.  After the field work on a project is completed and the in service date is 190 

entered into the project management system the project costs are transferred from CWIP 191 

to plant in service. 192 

Q. Why is a portion of CWIP included in rate base? 193 

A. Ameren Illinois has included an amount of CWIP in rate base based on the 194 

projects in CWIP that do not have any Allowance for Funds Used During Construction 195 

(AFUDC) applied to them, as of December 31, 2011.  This amount is derived from the 196 

Company's year-end balances in its FERC Form 1 data for 2011.  Since no interest has 197 
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been capitalized on these projects, the CWIP balance has been added to rate base to allow 198 

shareholders the opportunity to earn a fair return on these assets.  This amount of CWIP 199 

also reasonably represents a fair approximation of the amount of CWIP non-AFUDC that 200 

will be present in year-end actual cost data in future formula rate filings.  201 

Q. Is the amount of CWIP included in rate base reasonable? 202 

A. Yes.  The amount is based on the actual CWIP balance not receiving AFUDC as 203 

of December 31, 2011 for electric general plant used to serve customers.  The costs 204 

represent less than 2% of the total electric CWIP balance. 205 

III. ADMINISTRATIVE AND GENERAL OPERATING EXPENSES 206 

Q. What types of expenses are included in the A&G expenses category? 207 

A. A&G expenses are recorded in Accounts 920 through 935 of the Uniform System 208 

of Accounts.  In general these costs are for corporate and indirect expenses that are not 209 

chargeable to a particular operating function.  The types of services included in A&G are 210 

Corporate Leadership, Financial Services, Human Resources, Information Technology, 211 

and Legal.  Other expenses recorded in the A&G accounts include employee pension and 212 

benefits, outside professional services, property insurance, injuries and damages, 213 

regulatory commission expenses, and rents.  Approximately 93% of the electric A&G 214 

expenses are assigned to delivery service with the remainder allocated to electric 215 

transmission based on the wage and salary allocator. 216 

Q. Who provides the services covered by A&G expenses? 217 

A. The services are typically provided by a combination of AIC employees, external 218 

contractors/consultants or Ameren Services Company (AMS) under the terms of the 219 
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General Service Agreement previously approved by the Illinois Commerce Commission 220 

(ICC). 221 

Q. Did you review the amounts charged to FERC Accounts 920-935 in 2011 in 222 

helping to prepare this filing? 223 

A. Yes.  I reviewed the amounts charged to these accounts in 2011.  In addition, AIC 224 

witness Mr. Stan Ogden (Ameren Exhibit 5.0) reviewed the general advertising expenses 225 

charged to Account 930.1 and the charitable contributions reclassified to Account 930.1 226 

and included in this filing. 227 

Q. Please describe the processes in place for evaluating and approving services 228 

provided by AMS. 229 

A. AIC has management personnel serving as designated buyers for the various 230 

AMS products and services provided.  The buyer is responsible for reviewing the 231 

information in the product and service catalog which documents the items provided.  232 

They are also responsible for reviewing the cost allocations for the product or service.  233 

Meetings are held with AIC buyers and AMS service providers.  The objective of each of 234 

these meetings was (1) for the designated buyer to obtain a thorough understanding of the 235 

service provided, (2) to ensure the service provider understands AIC's goals and 236 

objectives related to the service, and (3) to discuss the costs associated with the service, 237 

including how the total costs are allocated to AIC and the actions the service provider has 238 

taken, or AIC can take, to manage and control the cost.  After the meeting a buyer’s 239 

checklist form is completed for each service reviewed to document the discussion. 240 

Q. Please describe the procedures for allocating AMS charges to AIC. 241 
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A. All AMS expenses are charged to service request projects.  Each service request 242 

has an assigned allocation factor to distribute charges to the affiliates that benefit from 243 

the service.  The allocation factor could be direct to a single affiliate; a direct allocation 244 

to two or more affiliates based on customers, employees, or some other cost driver; or an 245 

indirect allocation to all affiliates.  Each month service request processing is performed to 246 

distribute the current month charges at cost from AMS to the appropriate affiliate and 247 

create intercompany payables and receivables. 248 

Q. FERC Accounts 920 and 921 are Administrative and General Salaries and 249 

Office Supplies and Expenses.  What types of activities or significant expense items 250 

are booked to these accounts? 251 

A. The 920 and 921 Accounts include the payroll and related expenses for the 252 

corporate support groups listed above.  Significant expense items in Account 921 relate to 253 

information technology charges for telephone & communication services, software 254 

license & hardware maintenance agreements, software purchases and leases, employee 255 

expenses and other contract services. 256 

Q. Are the 2011 costs included in the revenue requirement for these accounts 257 

reasonably incurred and prudent? 258 

A. Yes.  The AIC salary grades and pay ranges are based on Human Resource 259 

studies of similar positions at other companies to better link costs to the market range of 260 

prices for each service.  Both AIC and AMS actively manage headcount to ensure 261 

staffing levels are appropriate.  As noted above, many of the expenses in Account 921 262 

relate to information technology costs for communication and software and hardware 263 

needed to run the computer network that supports the entire AIC organization.  The AMS 264 
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services have been also been reviewed by AIC designated buyers to determine the level 265 

of service is in line with AIC and its customer's needs.   266 

Expense in Account 920 was up $4.4 million or 12% from 2010 expense.  The 267 

majority of the increase in 2011 Account 920 expense in comparison to 2010 is due to the 268 

$2.7 million credit booked in 2010 to reverse severance costs and reclassify them to a 269 

regulatory asset.   270 

Expense in Account 921 was up $2.1 million or 12% from 2010 expense. The 271 

majority of the increase in 2011 Account 921 expense in comparison to 2010 is due to a 272 

$4 million credit booked in 2010 to reverse the 2007 purchase power reserve.  This cost 273 

was partially offset by lower contract service costs for customer mailings due to a greater 274 

portion being assigned to gas customers and lower labor charges in 2011. 275 

Q. FERC Account 923 is Outside Services Employed.  What types of activities 276 

or significant expense items are booked to this account? 277 

A. Account 923 includes amortization & depreciation charges and taxes from AMS.  278 

The amortization is for a portion of the customer billing system and other software that is 279 

owned by AMS and used by AIC to support its customers.  Other significant costs 280 

included in Account 923 are the external auditors fees for the review of AIC's books and 281 

records, legal services, claim processing services, human resource services, building 282 

security, and other financial services. 283 

Q. Are the 2011 costs included in the revenue requirement for this account 284 

reasonably incurred and prudent? 285 

A. Yes.  These costs are reasonably incurred and prudent, and in some instances 286 

required by law, for AIC to provide these services to operate the company.  Further 287 
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support for these costs is based on the company's use of procurement policies and 288 

procedures intended to secure services at competitive prices consistent with prevailing 289 

economic conditions and value maximization.   290 

Q. FERC Account 924 is Property Insurance.  What types of activities or 291 

significant expense items are booked to this account? 292 

A. The 924 Account is used to record the cost of insurance to protect AIC against 293 

losses and damages to property used in utility operations. 294 

Q. Are the 2011 costs included in the revenue requirement for this account 295 

reasonably incurred and prudent? 296 

A. Yes.  The company regularly reviews and utilizes benchmark data to assess the 297 

insurance coverage limits, deductibles and related costs to ensure the 924 Account 298 

charges are reasonably incurred and prudent.     299 

Q. FERC Account 925 is Injuries and Damages.  What types of activities or 300 

significant expense items are booked to this account? 301 

A. The 925 Account is used to record the expense for injury and damage claims of 302 

employees or others against AIC.  For rate-making purposes the Account 925 cash basis 303 

expenses are used rather than the accrued expenses reported on FERC Form 1.  Mr. 304 

Stafford addresses the Account 925 cash basis costs in his testimony. 305 

Q. FERC Account 926 is Employee Pension and Benefits.  What types of 306 

activities or significant expense items are booked to this account? 307 

A. Account 926 expense includes the pension and OPEB expense as determined by 308 

the Towers Watson actuarial report.  The reconciliation of the pension and OPEB 309 
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expense from the actuarial report to the 926 account is explained in the testimony of Mr. 310 

Ronald D. Stafford.  Other significant costs in the 926 account are employee medical 311 

expenses and the company's matching contribution to employees' 401K plan. 312 

Q. Are the 2011 costs included in the revenue requirement for this account 313 

reasonably incurred and prudent? 314 

A. Yes.  The pension and OPEB expenses are recorded in compliance with the 315 

Financial Accounting Services Board (FASB) requirements and based on actuarial 316 

reports prepared by AIC's independent actuary, Towers Watson.   The Company also 317 

regularly reviews its medical plans in order to control these costs.  The costs in Account 318 

926 increased in 2011 primarily due to higher pension and OPEB costs as determined by 319 

the actuary partially offset by greater capitalized benefits and lower medical expense. 320 

Q. FERC Account 927 is Franchise Requirements.  What types of activities or 321 

significant expense items are booked to this account? 322 

A. Account 927 includes the cost of free service and cash payments to municipal or 323 

other governmental authorities in compliance with franchise agreements.  For rate-324 

making purposes these costs are reclassified to Account 588 Miscellaneous Electric 325 

Distribution Operations.  Mr. Stafford discusses this reclassification in this testimony. 326 

Q. FERC Account 928 is Regulatory Commission Expenses.  What types of 327 

activities or significant expense items are booked to this account? 328 

A. A significant portion of Account 928 expense is for payments made to regulatory 329 

bodies for assessments or fees such as the annual Public Utility Fund Base Maintenance, 330 

Energy Efficiency and Midwest Independent Transmission System Operator, Inc. 331 
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(MISO) fees.  In addition, expenses for outside legal and other professional services 332 

incurred in connection with proceedings before regulatory bodies are charged to Account 333 

928 as well.  Included in AIC's Account 928 expense for 2011 are certain expenses 334 

incurred for outside legal and other professional services associated with ICC Docket No. 335 

11-0279, which the Commission dismissed with prejudice upon receipt of AIC's formula 336 

rate tariff, as required by Public Act 07-0646.   337 

Q. Are the 2011 costs included in the revenue requirement for this account 338 

reasonably incurred and prudent? 339 

A. Yes.  The costs in this account are reasonably incurred and prudent.  As noted 340 

above, a significant portion of the costs are directly related to fees assessed by regulatory 341 

bodies and expenses incurred in connection with practicing before the Commission.   342 

Q. FERC Account 930.1 is General Advertising Expenses, FERC Account 930.2 343 

is Miscellaneous General Expenses, FERC Account 931 is Rents, and FERC 344 

Account 935 is Maintenance of General Plant.  What types of activities or significant 345 

expense items are booked to these accounts? 346 

A. Account 930.1 is used primarily by AIC to record corporate sponsorship of 347 

programs in the communities and organizations within AIC's service territory.  Account 348 

930.2 is used to record costs such as industry association memberships, research & 349 

development expenses, Board of Directors fees, annual report costs and other 350 

miscellaneous A&G expense.  The rent for property used by AMS employees which is 351 

allocated to AIC is the main charge recorded in account 931.  Account 935 is used to 352 

record maintenance and repairs costs associated with AIC facilities, office equipment, 353 

and communication equipment primarily.  354 
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Q. Are the 2011 costs included in the revenue requirement for these accounts 355 

reasonably incurred and prudent? 356 

A. Yes.  The costs in these accounts are reasonably incurred and prudent after 357 

excluding from the revenue requirement in the filing any non-allowable costs.  In total, 358 

the 2011 costs for these accounts as reported in FERC Form 1 increased from 2010 levels 359 

by less than 1%.  Mr. Ogden addresses the reasonableness of the 930.1 costs in his 360 

testimony.   361 

IV. CONCLUSION 362 

Q. Does this conclude your direct testimony? 363 

A. Yes, it does. 364 


