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WITNESS IDENTIFICATION 1 

Q. Please state your name and business address. 2 

A. My name is Bonita A. Pearce.  My business address is 527 East Capitol 3 

Avenue, Springfield, Illinois 62701. 4 

 5 

Q. By whom are you employed and in what capacity?   6 

A. I am currently employed as an Accountant in the Accounting Department 7 

of the Financial Analysis Division of the Illinois Commerce Commission 8 

("ICC" or “Commission”). 9 

 10 

Q. Please describe your background and professional affiliations. 11 

A. I am a licensed Certified Public Accountant with a Bachelor of Science in 12 

Accountancy from Illinois State University.  Prior to joining the 13 

Commission in March of 2001, I was engaged in the practice of public 14 

accounting for sixteen years.  I returned to the practice of public 15 

accounting for a brief period in 2005, before returning to the Commission 16 

in 2006. 17 

 18 

Q. Have you previously testified before a regulatory body? 19 

A. Yes, I have testified on several occasions before the Commission.   20 

 21 

Q. Have you previously filed testimony in this proceeding? 22 
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A. No, I have not.  The purpose of my rebuttal testimony is to respond to the 23 

proposals of IIEC witness Mr. Gorman regarding incentive compensation 24 

expense and affiliate service charges expense, as well as AG witness Mr. 25 

Brosch regarding regulatory asset amortization expense. 26 

  27 

SCHEDULE AND ATTACHMENT IDENTIFICATION 28 

Q. Are you sponsoring any schedules or attachments as part of ICC 29 

Staff Exhibit 18.0? 30 

A. No, I am not. 31 

  32 

IIEC WITNESS MR. GORMAN’S PROPOSAL REGARDING INCENTIVE 33 

COMPENSATION EXPENSE  34 

Q. What is your understanding of Mr. Gorman’s proposal regarding the 35 

treatment of incentive compensation expense in formula rates? 36 

A. Mr. Gorman’s proposal is two-fold. First, in lieu of actual incentive 37 

compensation expense, Mr. Gorman recommends the Commission use a 38 

“stated level” of expense based on an average of the amount of incentive 39 

compensation approved by the Commission in AIC’s last three rate cases. 40 

As I understand his proposal, this “stated level” would act as a ceiling 41 

amount for expense that would be automatically reflected in the formula 42 

rates. The Company would then have to justify any amounts that exceed 43 

this stated amount. (IIEC Exhibit 1.0, pp. 16 – 19)  Second, Mr. Gorman 44 

recommends the Commission condition recovery of incentive 45 
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compensation expense on whether or not the Company satisfied its 46 

performance metrics and reliability standards.  (Id., pp. 19-21) 47 

 48 

Q. Do you agree with Mr. Gorman’s proposal? 49 

A.  Not entirely. 50 

 51 

Q.  Please explain. 52 

A.  Mr. Gorman’s proposal to use a “stated level” which is assumed to be 53 

reasonable does not comport with my understanding of Section 16-108.5 54 

of the Public Utilities Act (“the Act”).   55 

 56 

Although I am not an attorney, it is my understanding that Section 16-57 

108.5(c) permits the recovery of incentive compensation expense in the 58 

formula rates, subject to a determination of prudence and reasonableness 59 

consistent with Commission practice and law, to the extent that such 60 

incentive compensation expense is based on the achievement of 61 

operational metrics, including metrics related to budget controls, outage 62 

duration and frequency, safety, customer service, efficiency and 63 

productivity, and environmental compliance.  Incentive compensation that 64 

is based on net income or an affiliate’s earnings per share shall not be 65 

recoverable under the performance-based formula rate.   66 

 67 
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The Act does not specify a dollar limit. Instead, the Act provides for the 68 

actual amount to be considered for prudence and reasonableness, within 69 

the context of the statute. Mr. Gorman’s proposal would, instead, 70 

substitute an assumed amount which is presumed to be prudent and 71 

reasonable and forgo analysis of the actual amount for the year. 72 

 73 

Q. Mr. Gorman also recommends the Commission condition recovery of 74 

incentive compensation expense on whether or not the Company 75 

satisfied its performance metrics and reliability standards.  (IIEC Ex. 76 

1.0, pp. 20-21) Please respond. 77 

A. I do not oppose the idea that AIC could incorporate some additional 78 

metrics related to Section 16-108.5(f) into its incentive compensation 79 

plans prospectively; however, I do not understand Section 16-108.5 to 80 

impose this requirement for recovery of incentive compensation expense 81 

in the formula rates in the way Mr Gorman proposes.   82 

 83 

IIEC WITNESS MR. GORMAN’S PROPOSAL REGARDING AFFILIATE 84 

SERVICE CHARGE EXPENSE 85 

Q. What is your understanding of Mr. Gorman’s proposal regarding the 86 

treatment of affiliate service charge expense in formula rates? 87 

A. Mr. Gorman asserted that these charges will not receive regulatory 88 

scrutiny within a formula rate case; therefore, he proposed to limit them to 89 

a stated value to ensure that customers will pay no more than a 90 
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reasonable level for this expense.  Mr. Gorman recommends going 91 

forward that the Commission use a “stated level” of expense equal to 92 

$124 million, the amount of affiliate service charges expense included in 93 

the instant proceeding, in lieu of actual expense.  He references this 94 

amount to the formula rate filing (Sch. FR C-13 A, Sch.13 B and Sch.13 95 

C).  However, I am unable to find these schedules or the $124 million to 96 

which Mr. Gorman refers.  This proposal is similar to Mr. Gorman’s 97 

position regarding the treatment of incentive compensation expense, in 98 

that the “stated level” would act as a ceiling amount for expense that 99 

would be automatically reflected in the formula rates. The Company would 100 

then have to justify any amounts that exceed this stated amount. (IIEC 101 

Exhibit 1.0, pp. 18 – 19) 102 

 103 

Q. Do you agree with Mr. Gorman’s proposal? 104 

A.  No, I do not. 105 

 106 

Q. Please explain. 107 

A.  Mr. Gorman’s proposal to use a “stated amount” which is assumed to be 108 

reasonable does not comport with my understanding of Section 16-108.5 109 

of the Act.  Although I am not an attorney, it is my understanding that 110 

Section 16-108.5 permits the recovery of affiliate service charge expense 111 

in the formula rates, subject to a determination of prudence and 112 

reasonableness, consistent with Commission practice and law.  113 
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Therefore, I do not support the substitution of actual expense amounts 114 

with a stated amount in future proceedings.  Rather, it is my 115 

understanding that any amount reflected in the rates would need to meet 116 

the standard of prudence and reasonableness. 117 

 118 

AG/AARP WITNESS MR. BROSCH’S PROPOSAL REGARDING 119 

AMORTIZATION OF REGULATORY ASSETS 120 

Q.  Do you agree with Mr. Brosch’s proposal regarding the amortization 121 

of regulatory assets in formula rates (AG/AARP Exhibit 1.0, pp. 40 – 122 

42)? 123 

A. No, I do not. 124 

 125 

Q. Please explain. 126 

A. Although I am not an attorney, it is my understanding that Section 16-127 

108.5(c) of the Act “permits the recovery of existing regulatory assets over 128 

the periods previously authorized by the Commission.”  Mr. Brosch 129 

acknowledged this in his direct testimony, but noted that 2010 included 130 

only eight months’ amortization for severance costs and an irregular 131 

monthly amount for integration costs.  In lieu of actual amortization 132 

expense, he proposed to adjust the 2010 amortization expense to reflect 133 

the same monthly amount of amortization expense for all twelve months, 134 

as if the monthly amount of amortization that resulted from the 2009 rate 135 

case had been in effect during all twelve months of 2010. 136 
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 137 

Mr. Brosch’s proposal does not comport with my understanding of Section 138 

16-108.5, because the statute does not mention a restatement of actual 139 

expense as part of the recovery of regulatory assets over the periods 140 

authorized by the Commission.  Because the formula rates will be set 141 

each year, it is not necessary to normalize the amortization expense.  142 

Rather, the actual cost recovery of these amounts will not give rise to 143 

under- or over-recovery of these expenses.  Moreover, Section 16-144 

108.5(d)(3) indicates that ”normalization adjustments shall not be 145 

required.” 146 

 147 

CONCLUSION 148 

Q. Does this conclude your prepared rebuttal testimony? 149 

A. Yes, it does. 150 


