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ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 13-   2 

DIRECT TESTIMONY 3 

OF 4 

CRAIG D. NELSON 5 

Submitted on Behalf Of 6 

Ameren Illinois 7 

I. INTRODUCTION 8 

A. Witness Identification 9 

Q. Please state your name and business address. 10 

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

Illinois 61602. 12 

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

A. I am employed by Ameren Illinois Company d/b/a Ameren Illinois (AIC or Company) as 14 

Senior Vice President of Regulatory Affairs and Financial Services.  In this capacity, I am 15 

responsible for directing power procurement, infrastructure development, budgeting, financial 16 

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

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

A. See my Statement of Qualifications, attached as an Appendix to this testimony. 19 
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B. Purpose, Scope and Identification of Exhibits 20 

Q. What is the purpose of your direct testimony? 21 

A. The purpose of my testimony is to:  describe AIC; discuss the general need for a rate 22 

increase; discuss the development of the test year forecast; discuss small volume transport; 23 

discuss the Company’s plans for AMI for its gas distribution system; and introduce the other 24 

witnesses. 25 

Q. Are you sponsoring any exhibits with your testimony? 26 

A. No, I am not. 27 

II. DESCRIPTION OF AIC 28 

Q. Please describe AIC and how it was formed. 29 

A. AIC is a combination gas and electric public utility whose service area is located in 30 

central and southern Illinois and consists of the former service territories of its three predecessor 31 

companies – AmerenCILCO, AmerenCIPS, and AmerenIP.  AIC was formed on October 1, 32 

2010, when AmerenCILCO and AmerenIP were merged into AmerenCIPS.  Concurrent with the 33 

merger, the newly-formed company changed its name to Ameren Illinois Company and began 34 

doing business as Ameren Illinois. 35 

 Ameren Illinois provides electric delivery service to approximately 1.2 million customers 36 

and gas delivery service to approximately 813,000 natural gas customers.  Although AIC doesn’t 37 

own any electric power plants or any gas production facilities, it does provide or make available 38 

“bundled” electric and natural gas services to its customers.  In order to provide these bundled 39 

services, AIC obtains the necessary energy supplies, electricity and natural gas, through 40 

purchases on the open wholesale markets, and passes the costs of those purchases directly 41 

through to customers.  42 
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 AIC has established three separate rate zones that correspond to the predecessor 43 

companies. 44 

III. NEED FOR A RATE INCREASE 45 

Q. Please describe the rate increases and other changes being sought. 46 

A. Ameren Illinois is requesting to increase its gas delivery service rates for each of the rate 47 

zones. 48 

Q. What are the cost increases and investments AIC is seeking to recover? 49 

A. The most significant driver of the rate increase is the cost of plant investment.  Other 50 

drivers of the rate increase include necessary operations and maintenance expenses, increased 51 

costs of capital, and declining revenues attributable to lower usage.  The following table depicts 52 

the requested increase broken down by major cost driver (category) and the percentage each 53 

represents of the requested increase. 54 

Rate Relief Drivers (2014 test year vs. December 2012 order in Docket No.11-0282) 

Major Driver Amount (Millions) 
Percent of Increase 

Requested 
Cost of Capital / Capital Structure  $  6.3   13% 
Rate Base / Investment in Assets    20.2   40% 
Gas Storage, Transmission, and 
Distribution Expense    14.6   29% 
Revenues      7.9   16% 
Other      1.1     2% 

Rate Relief Requested  $50.1  100% 

These rate relief drivers and explanations of them are discussed in greater detail in the 55 

testimonies of other AIC witnesses including Mr. Stephen Colyer (operating expenses and 56 

system investment) and Mr. Robert Hevert (cost of capital). 57 
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Q. How will the proposed rate changes affect residential customers? 58 

A. Mr. Leonard Jones addresses a modest adjustment to the Straight-Fixed Variable rate 59 

design and uniform rates across the areas served by AIC's predecessor companies.  Ms. Karen 60 

Althoff addresses the rate impact of these adjustments in addition to price changes required to 61 

achieve the proposed revenue requirement for these customers. 62 

Q. Please describe the overall revenue requirement that AIC is requesting. 63 

A. Mr. Ronald Stafford explains the overall revenue requirement for AIC, and the break 64 

down by rate zone. 65 

Q. Please compare recent actual returns realized by AIC to those allowed by the 66 

Commission. 67 

A. On a quarterly basis, AIC submits a report to the Commission Staff that calculates the 68 

return on common equity for the 12-month period ending in that quarter, based on the 69 

Company’s financial statement data.  The reports do not take into account typical adjustments to 70 

the presentation of such data that are normally made by AIC in a rate case filing, or ordered by 71 

the Commission as part of a rate case process.  However, the reported data is still instructive. 72 

 The following chart depicts recent actual returns on common equity as compared to 73 

allowed rates of return on common equity for the Company.  As you can see, in each instance, 74 

the Company did not achieve the allowed rate of return. 75 
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Ameren Illinois:  Allowed vs. Actual Rates of Return on Common Equity 
Period Ended Allowed Actual Difference 

December, 2011 9.19%1 8.17% (1.02)% 
March, 2012 9.06% 7.77% (1.29)% 
June, 2012 9.06% 7.58% (1.48)% 
September, 2012 9.06% 6.39% (2.67)% 

IV. DEVELOPMENT OF TEST YEAR FORECAST 76 

Q. What test year is AIC proposing? 77 

A. AIC is proposing a 2014 future test year. 78 

Q. Why is AIC proposing a future test year? 79 

A. A future test year is based on forecasted data rather than on the relationship between 80 

historical costs and revenues.  Because historic test years may not accurately reflect future 81 

expenditures or sales, utilizing future test years can capture planned expenditures, such as AMI 82 

deployments or increased energy efficiency expenditures, reducing regulatory lag and the need 83 

for more frequent rate cases.  I do not want to imply that historic test years have no value; they 84 

certainly can in circumstances where the utility's cost incurrence is more stable and where it 85 

seeks to recover its actual costs. 86 

Q. How was the forecast developed and approved? 87 

A. Mr. Michael Getz explains in his testimony how the forecast was developed and 88 

approved by the AIC board of directors. 89 

                                                 

1  During 2011, the rates of return on common equity for the Ameren Illinois predecessor companies were 
individually set.  For purposes of this chart, I have elected to utilize the allowed ROE for AmerenCIPS of 9.19% 
which is the lowest of the three allowed returns during the fourth quarter of 2011.  The allowed return on equity for 
both for AmerenCILCO and AmerenIP during 2011 was 9.40%.  
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V. SMALL VOLUME TRANSPORT 90 

Q. What is the status of “small volume transport”? 91 

A. On page 194 of the Order in Docket No. 11-0282, the Commission ordered Ameren 92 

Illinois and interested stakeholders to participate in “small volume transportation,” or SVT, 93 

workshops hosted by Staff to determine “whether an SVT is appropriate for the AIC service 94 

territories,” and to address a variety of SVT-related issues including the benefit to customers, the 95 

reasonableness of costs to implement such a program, the level of utility support for the 96 

competitive market, providing full cost recovery to AIC for implementing an SVT program and 97 

the properly adjusted price-to-compare.  Eight workshops were held starting on March 8, 2012, 98 

and concluding on September 10, 2012. 99 

 Although it appeared that some consensus was developed on the operational components 100 

of an SVT program, responses to an AIC survey of stakeholders following the conclusion of the 101 

workshops revealed a lack of consensus on the proposed overall SVT program at AIC.  Given 102 

the lack of consensus, it is AIC’s understanding that Staff was to file a report with the 103 

Commission on the workshops and the issues that prevented consensus. 104 

Q. What major issues, are still unresolved? 105 

A. There are three major issues on which consensus was not reached:  (i) consumer 106 

protections;  (ii) the legality of providing consolidated billing for natural gas customers; and (iii) 107 

the recoverability of expenditures for gas billing and management system improvements 108 

necessary to support an SVT program. 109 

Q. What is AIC’s position with regard to small volume transport? 110 

A. AIC stands ready to implement small volume transport service if the Commission so 111 

directs and approves recovery of related costs. 112 
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Q. If the Commission ordered AIC to implement SVT, what investment and other 113 

expenditures would be required? 114 

A. If the Commission orders AIC to implement an SVT program, the incremental SVT 115 

enhancements to the gas management and billing systems are projected to cost $7.026 million. 116 

 I should add, irrespective of the SVT required work, AIC plans to enhance its existing 117 

gas management and billing systems due to the their limitations in supporting current and 118 

projected levels of non-SVT gas transportation activity by customers.  These enhancements 119 

should bring AIC’s gas management and billing systems up to industry best practice standards, 120 

and are projected to cost $6.046 million by the time they become operational in the Fall of 2013. 121 

 These costs ($7.026 million and $6.046 million identified above) have been included in 122 

this future test year case. 123 

Q. What direction is the Company looking for from the Commission in this case? 124 

A. AIC desires clear direction from the Commission on whether an SVT program should be 125 

implemented in AIC’s service territory.  If the Commission orders the implementation of an SVT 126 

program and approves recovery of associated costs, then AIC will follow the Commission’s 127 

direction and implement SVT.  If the Commission does not order SVT implementation and 128 

associated cost recovery, then AIC will not implement SVT. 129 

VI. GAS AMI 130 

Q. Please explain what AMI is. 131 

A. As discussed by Mr. Ryan Ellen in his direct testimony, advanced metering infrastructure 132 

(AMI) is a metering system that has the capability to (i) record customer consumption at frequent 133 

intervals and (ii) provide for transmittal of those measurements over a communication network 134 
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to a central collection point.  This provides utilities and customers with a two-way flow of data 135 

that can be used to manage energy use more efficiently. 136 

 The implementation of gas AMI will provide Ameren Illinois with the insight needed to 137 

respond more quickly to potential problems and to reduce gas service operational costs.  Gas 138 

AMI will enable customers to understand their energy usage and make informed choices in 139 

managing their energy demand.  As an example, AMI will allow Ameren Illinois to provide 140 

customers historical energy usage patterns in near real time. 141 

Q. What is the status of electric AMI? 142 

A. Ameren Illinois has received approval from the Commission to implement electric AMI 143 

to 62% of its electric customers.  Ameren Illinois will begin deploying electric AMI meters to 144 

residences beginning in the second quarter of 2014. 145 

Q. Is it reasonable to implement gas AMI? 146 

A. Yes.  From a meter deployment perspective, it is most cost effective to Ameren Illinois’ 147 

gas customers to implement gas and electric AMI concurrently.  Operationally, Ameren Illinois 148 

will have the ability to remotely read the customer’s gas and electric meters without the necessity 149 

of manual reads.  Deployment of gas AMI will benefit Ameren Illinois gas customers by 150 

reducing nuisance stopped meter orders, reducing customer service center call volume, and 151 

reducing the time required to identify stopped meters.  If gas AMI is not deployed, gas customers 152 

will absorb  the following additional operational service costs as a result of the deployment of 153 

electric AMI:  1) increased scheduled manual meter reading costs, 2) increased “on demand” or 154 

“off cycle” manual meter reading costs, and 3) increased meter reading vehicle costs.  Mr. Ellen 155 

is the AIC witness that explains gas AMI and its costs in more detail. 156 
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Q. If the Company does not implement AMI for gas customers, what would the effect 157 

on the gas cost of service be? 158 

A. Because Ameren Illinois’ current manual meter reading cost basis is structured for a 159 

meter reader to read both electric and gas at the same time, the manual meter reading costs for 160 

Ameren Illinois’ gas customers will be deprived of a valuable operational synergy.  In other 161 

words, if the Company does not implement AMI for gas customers, as electric AMI meters are 162 

installed for electric and gas combination customers, the entire manual meter reading cost for 163 

those combination customers will be allocated to gas cost of service. 164 

VII. INTRODUCTION OF WITNESSES 165 

Q. Who will be sponsoring direct testimony on behalf of the Company? 166 

A. Direct testimony and exhibits that support the requested increases will be sponsored by 167 

the following witnesses: 168 

Exhibit Number Witness Topics Addressed 

Ameren Ex. 1.0 Craig D. Nelson Description of AIC 
Need for A Rate Increase 
Small Volume Transport 
Gas AMI 
Introduction of Witnesses 

Ameren Ex. 2.0 – 2.6 Ronald D. Stafford Gas Revenue Requirements 
Part 285 Schedules 

Ameren Ex. 3.0 Michael J. Getz Future Test Year 
Development 

Ameren Ex. 4.0 – 4.4 Ryan J. Martin Capital Structure 
Overall Rate of Return 

Ameren Ex. 5.0 – 5.11 Robert Hevert Return on Equity 

Ameren Ex. 6.0 Thomas B. Kennedy, III Advertising 
Charitable Contributions 

Ameren Ex. 7.0 – 7.1 Stephen R. Colyer Gas Operations  
Test Year O&M Activities 
System Investment 

Ameren Ex. 8.0 Leonard M. Jones SFV Rate Design 
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Exhibit Number Witness Topics Addressed 

Gas Transport System 
Enhancements 

Ameren Ex. 9.0 – 9.11 Karen R. Althoff Gas Embedded Cost of 
Service 

Gas Rate Design 
Ameren Ex. 10.0 – 10.1 Ryan W. Ellen Gas AMI Projects 

Ameren Ex. 11.0 – 11.3 Scott D. Verbest Incentive Compensation 

Ameren Ex. 12.0 – 12.1 David A. Heintz Cash Working Capital 

VIII. CONCLUSION 169 

Q. Does this conclude your direct testimony? 170 

A. Yes, it does. 171 
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APPENDIX 

STATEMENT OF QUALIFICATIONS 
CRAIG D. NELSON 

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

Illinois Company.  I earned a bachelor’s degree in accounting in 1977, graduating with highest 

honors, and earned a master’s degree in business administration in 1984.  Both degrees were 

awarded by Southern Illinois University – Edwardsville.  I am a Certified Public Accountant. 

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

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

Supervisor.  I served in various tax and accounting positions until 1985 when I was appointed 

Assistant Treasurer.  In 1989, I become Treasurer and Assistant Secretary.  In 1996 I was elected 

Vice President of Corporate Services.  After Union Electric Company and CIPSCO Incorporated 

merged, I was named Vice President, Merger Coordination for Ameren Services Company 

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

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

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

Ameren Services Company.  Effective September 1, 2006, I was also appointed Vice President – 

Power Supply Acquisition for AmerenCILCO, AmerenCIPS, and AmerenIP.  Effective August 

16, 2007, I was appointed Vice President – Regulatory Affairs & Financial Services. 

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

Services, effective December 15, 2009, my role is to direct power procurement, infrastructure 

development, budgeting, financial analysis/reporting, asset & risk management, legislative 

affairs, and regulatory affairs for Ameren Illinois Company. 


