
Ameren Exhibit 8.0 

ILLINOIS COMMERCE COMMISSION 

DOCKET NO. 13-   

 

 

DIRECT TESTIMONY 

OF 

SCOTT D. VERBEST 

 

 

 

Submitted on Behalf of 

 

AMEREN ILLINOIS COMPANY 

d/b/a Ameren Illinois 

 

 

 

 

April, 2013



Ameren Exhibit 8.0 

TABLE OF CONTENTS 

 Page No. 

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

II. PURPOSE AND SCOPE ................................................................................................... 2 

III. BASES FOR RECOVERY OF INCENTIVE COMPENSATION EXPENSE ................ 3 

IV. INCENTIVE COMPENSATION EXPENSE REFLECTED IN THE REVENUE 

REQUIREMENT UPDATE .............................................................................................. 5 

V. THE 2012 SHORT-TERM INCENTIVE COMPENSATION PROGRAM ..................... 6 

VI. CONCLUSION .................................................................................................................. 9 

APPENDIX…………………………………………………………………………………….1 

 



Ameren Exhibit 8.0  

Page 1 of 9  

 

ILLINOIS COMMERCE COMMISSION 1 

DOCKET NO. 13-   2 

DIRECT TESTIMONY OF  3 

SCOTT D. VERBEST 4 

Submitted on Behalf of 5 

Ameren Illinois 6 

I. INTRODUCTION 7 

Q. Please state your name and business address. 8 

 My name is Scott D. Verbest.  My business address is One Ameren Plaza, 1901 A.9 

Chouteau Avenue, St. Louis, Missouri 63103. 10 

Q. By whom are you employed and in what capacity? 11 

 I am employed by Ameren Services Company (Ameren Services or AMS) as A.12 

Executive Compensation Lead.   13 

Q. Please summarize your educational background and relevant professional 14 

experience. 15 

 See my Statement of Qualifications, attached as an Appendix to this testimony. A.16 

Q. What are your duties and responsibilities in your present position? 17 

 As Executive Compensation Lead, I am responsible for managing Ameren A.18 

Corporation’s (Ameren), including Ameren’s subsidiaries’, executive compensation 19 

programs and processes.  This entails administering the annual pay and performance 20 

process for Ameren’s executives (merit and short- and long-term incentive plans), 21 

preparing and coordinating all materials for the meetings of the Human Resources 22 
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Committee of the Ameren Board of Directors, preparing executive rewards 23 

communications, assisting in the preparation of the annual proxy statement for Ameren 24 

and its subsidiaries’ information statements, and leading regulatory activities, including 25 

data requests, testimony preparation, witness preparation, research and analysis, etc., 26 

related to the recovery of incentive compensation expenses in the regulated utility 27 

subsidiaries’ rate proceedings.  28 

II. PURPOSE AND SCOPE 29 

Q. What is the purpose of your direct testimony in this proceeding? 30 

 The purpose of my direct testimony is to support the updated incentive A.31 

compensation costs used to determine Ameren Illinois Company’s (AIC or Company) 32 

updated performance based formula rates (PBR) revenue requirement, reflected in AIC's 33 

Rate MAP-P.  In accordance with Section 16-108.5 of the Public Utilities Act (Act), AIC 34 

filed Rate MAP-P with the Illinois Commerce Commission (Commission) in Docket No. 35 

12-0001 on January 3, 2012, and updated it with 2011 cost data in Docket No. 12-0293, 36 

filed on April 20, 2012.  In this case, I provide the amount of incentive compensation 37 

expense for 2012 included in the updated PBR revenue requirement, the related 38 

performance metrics, and the resultant ratepayer benefits.  I also generally explain AIC 39 

and AMS's 2012 incentive compensation plans.  AIC witness Mr. Ronald Stafford 40 

(Ameren Exhibit 1.0) provides additional detail on the ratemaking treatment of the 2012 41 

O&M incentive compensation cost amounts and capitalized incentive compensation 42 

amounts.   43 

Q. Are you sponsoring any exhibits with your testimony? 44 
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 Yes.  I am sponsoring Ameren Exhibit 8.1, which shows the 2012 AIC and AMS A.45 

incentive compensation operational metrics, also called Key Performance Indicators 46 

(KPIs), applicable to electric delivery service and their associated ratepayer benefits.  The 47 

exhibit also categorizes the KPIs by metric type, which I discuss further below.   48 

Q. Please summarize the conclusions of your direct testimony. 49 

 AIC's requested  level of incentive compensation expense is prudent and A.50 

reasonable because it reflects actual, prudent and reasonable expenditures for incentive 51 

compensation tied to electric delivery service operational metrics that provide specific 52 

benefits to customers, including metrics related to budget controls, outage duration and 53 

frequency, safety, customer service, efficiency and productivity, and environmental 54 

compliance.  The O&M expense amount for incentive compensation that is included in 55 

the updated revenue requirement based on data in AIC’s most recent FERC Form 1 (for 56 

2012) is $6,413,517.  $2,708,399 of 2012 incentive compensation capital costs is 57 

included in rate base.   58 

III. BASES FOR RECOVERY OF INCENTIVE COMPENSATION EXPENSE  59 

Q. Does Section 16-108.5 permit the recovery of incentive compensation expense 60 

through rates set under Rate MAP-P? 61 

 Yes.  Although I am not an attorney, I note Section 16-108.5 expressly permits, A.62 

subject to a determination by the Commission of the prudence and reasonableness of the 63 

expense, "recovery of incentive compensation expense that is based on the achievement 64 

of operational metrics, including metrics related to budget controls, outage duration and 65 

frequency, safety, customer service, efficiency and productivity, and environmental 66 

compliance."  220 ILCS 5/16-108.5(c)(4)(A).  The 2012 incentive compensation costs 67 
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that AIC has included in the updated PBR revenue requirement are based on the 68 

achievement of these operational metrics enumerated in Section 16-108.5.   69 

Q. Does Section 16-108.5 prohibit the recovery of any portion of incentive 70 

compensation expense? 71 

 Yes.  Section 16-108.5 also expressly provides, "Incentive compensation expense A.72 

that is based on net income or an affiliate's earnings per share shall not be recoverable 73 

under the performance-based formula rate . . . ."  220 ILCS 5/16-108.5(c)(4)(A).  74 

Accordingly, AIC has not included in the updated PBR revenue requirement any 75 

incentive compensation expense based on net income or earnings per share financial 76 

metrics.  These adjustments are reflected in the testimony of Mr. Stafford.   77 

Q. Has the Commission authorized recovery of incentive compensation expense 78 

for AIC previously? 79 

 Yes.  Consistent with the directive in Section 16-108.5, in Docket Nos. 12-0001 A.80 

and 12-0293, the Commission authorized recovery of the incentive compensation 81 

expense included in AIC's PBR revenue requirements, which was based on the 82 

operational metrics enumerated in that Section.  In Docket Nos. 09-0306 – 0311 (cons.), 83 

filed under Article IX of the Act, the Commission authorized recovery of incentive 84 

compensation expense related to similar operational goals.  The operational metrics for 85 

which the Commission approved expense recovery in those dockets are similar to the 86 

operational metrics on which the current requested level of 2012 incentive compensation 87 

expense is based.    88 
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IV. INCENTIVE COMPENSATION EXPENSE REFLECTED IN THE 89 

REVENUE REQUIREMENT UPDATE 90 

Q. What is the amount of incentive compensation expense which AIC is 91 

including in the updated PBR revenue requirement? 92 

 $6,413,517 of 2012 incentive compensation expense is included in O&M A.93 

expenses and $2,708,399 of 2012 incentive compensation capital costs is included in rate 94 

base, as reflected on AIC’s 2012 FERC Form 1.  The expense is comprised of AIC and 95 

AMS incentive compensation costs related to operational metrics allocable to AIC’s 96 

electric distribution operations. 97 

Q. Please explain why the requested amount of incentive compensation expense 98 

is properly recoverable. 99 

 The requested level of expense is prudent, reasonable, and properly recoverable A.100 

because it reflects actual expenditures for compensation, as shown on FERC Form 1, and 101 

is tied to operational metrics—KPIs—that provide specific ratepayer benefits,  including 102 

those recognized by Section 16-108.5.  Ameren Exhibit 8.1 sets forth those KPIs and 103 

categorizes them by the type of operational metric identified in Section 16-108.5: budget 104 

controls, outage duration and frequency, safety, customer service, efficiency and 105 

productivity, and environmental compliance.  The exhibit also provides, for each such 106 

KPI, a detailed summary of the associated ratepayer benefits.  For example, the System 107 

Average Interruption Frequency Index (SAIFI) AIC KPI is a standard measure of system 108 

reliability (outage duration and frequency).  Improving the electric outage incident 109 

frequency rate ensures that AIC is meeting its customers’ needs for reliable power, which 110 

also leads to increased customer satisfaction.  Another example is the ―Percentage of 111 

locates screened and cleared‖ KPI.  This KPI measures the percentage of JULIE locate 112 
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requests screened and cleared by the Screening Group that do not require an actual field 113 

visit to perform the electric facility locate (efficiency and productivity).  To clear the 114 

request, the screener has verified AIC facilities are not in the dig area.  The excavator is 115 

notified with a clear response.  Screening and clearing locate requests is significantly less 116 

costly than field visits, so the KPI provides an incentive to the Screening Group to 117 

continue to screen and clear requests and to avoid having to perform the more expensive 118 

field visits.  The benefit of the screening program is clear: use of the screening process in 119 

2012 avoided over $1,107,660 in electric field visit costs.  The Occupational Safety & 120 

Health Administration (OSHA) Recordable is another example.  This AIC KPI 121 

encourages working safely to protect employees and customers.  Avoiding injury or 122 

illnesses avoids costs including legal expenses, workers compensation costs, injuries and 123 

damages expenses, and worker training and retraining.  There has been continued 124 

improvement in the ratio of OSHA reportable incidents per 100 employees.  In 2007, the 125 

ratio was 5.52 events per 100 employees.  In 2012, it was 1.37.  As a result, AIC incurred 126 

less in costs related to OSHA incidents as compared to 2007—a demonstrable ratepayer 127 

benefit.  The AMS KPIs identified on Ameren Exhibit 8.1 similarly benefit ratepayers.  128 

Because the incentive compensation expense included in the updated PBR revenue 129 

requirement reflects actual expenditures to incent improved operational performance 130 

which results in direct ratepayer benefits, it is prudent, reasonable, and properly 131 

recoverable. 132 

V. THE 2012 SHORT-TERM INCENTIVE COMPENSATION PROGRAM 133 

Q. Please explain the annual short-term incentive compensation program in 134 

effect for 2012. 135 
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 In 2012, all AIC and AMS employees participated in one of five annual short-A.136 

term incentive compensation plans: 137 

 The Executive Incentive Plan for Officers, which applies to all officers 138 

within AIC; 139 

 The Executive Incentive Plan for Managers and Directors, which applies 140 

to all members of the Ameren Leadership Team (ALT), with the exception 141 

of officers; 142 

 The Ameren Management Incentive Plan which applies to AIC’s 143 

professionals and supervisors (excluding ALT and bargaining unit 144 

employees); 145 

 The Ameren Incentive Plan which applies to employees who are 146 

represented by a bargaining unit; or 147 

 The Ameren Marketing, Trading & Commodities Incentive Plan which 148 

applies to five non-ALT AIC employees in roles directly related to power 149 

marketing, power trading or commodity markets. 150 

The plans generally are similar and are designed to accord with incentive compensation 151 

practices common in the industry.  All were designed with the objective of providing 152 

rewards based on Company performance.  Each is tailored, however, to the specific roles 153 

within AIC or AMS of the participating employees, and each focuses those employees on 154 

the Company performance they can most impact.  155 

Q. You describe the above programs as “short-term.”  Please explain what you 156 

mean by "short-term" in this context and what implications it has in this 157 

proceeding. 158 

  Short-term incentive compensation programs evaluate performance over a one-A.159 

year period of time.  Long-term incentive compensation programs, in contrast, typically 160 

evaluate performance over a 3 to 5 year period.  AIC has only one long-term incentive 161 

compensation program, the Performance Share Unit Program (PSUP).  Because any 162 
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payouts under that program are based solely on Ameren's financial (total shareholder 163 

return) performance relative to an industry peer group, AIC has not included the cost of 164 

the PSUP in the updated PBR revenue requirement. 165 

Q. Has AIC included the costs of all five short-term incentive compensation 166 

plans you identified in the updated PBR revenue requirement?  167 

 No.  AIC has included the costs of only the Executive Incentive Plan for A.168 

Managers and Directors (EIP-M), the Ameren Management Incentive Plan (AMIP), and 169 

the Ameren Incentive Plan (AIP).  These plans are funded 100% based on the Company's 170 

operational performance as measured by KPIs related to safety, reliability, budget 171 

controls, customer satisfaction and service, efficiency and productivity, environmental 172 

compliance and overall operational excellence.  In other words, no financial performance 173 

metrics are considered in determining the levels of incentive compensation under these 174 

plans.  Under each of these plans, a base award is formulaically determined based on the 175 

operational performance achieved by the Company.  Leadership may adjust the awards to 176 

employees participating in the EIP-M and AMIP based on individual successes or 177 

shortcomings in contributing to the achievement of the operational metrics.   178 

AIC has not included the costs of the Executive Incentive Plan for Officers (EIP-179 

O) or the Ameren Marketing, Trading & Commodities Plan (AMTC) in the updated PBR 180 

revenue requirement.  The EIP-O is designed to ensure AIC's officers are focused on the 181 

financial performance of the Company.  Because the 2012 plan is based solely on 182 

financial (earnings per share) metrics not enumerated in Section 16-108.5, AIC has not 183 

included it in the revenue requirement in this case.  The AMTC is based, in part, on 184 

operational metrics.  However, only five employees currently are eligible to participate in 185 
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that program, all of which have gas operations only responsibilities.  Therefore, the cost 186 

of that program has not been included in the electric delivery services revenue 187 

requirement in this case.  188 

VI. CONCLUSION 189 

Q. What is your conclusion regarding AIC’s requested recovery of incentive 190 

compensation expense? 191 

 I conclude that the amount of 2012 incentive compensation expense included in A.192 

AIC’s updated PBR revenue requirement represents actual, prudent and reasonable 193 

compensation expenditures based on the achievement of operational metrics related to 194 

budget controls, outage duration and frequency, safety, customer service, efficiency and 195 

productivity, environmental compliance, and overall operational excellence, which 196 

provide specific ratepayer benefits.  As a result, recovery of the expense through Rate 197 

MAP-P is appropriate. 198 

Q. Does this conclude your direct testimony? 199 

Yes, it does.  200 
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APPENDIX 

STATEMENT OF QUALIFICATIONS 

SCOTT D. VERBEST 

 

 My name is Scott D. Verbest. My business address is One Ameren Plaza, 1901 Chouteau 

Avenue, St. Louis, Missouri, 63103. I am employed by Ameren Services Company as Executive 

Compensation Lead. As Executive Compensation Lead, I am responsible for managing the 

Ameren and subsidiary company executive compensation programs including market-based pay, 

short- and long-term incentive plans; executive performance management; preparation of 

materials for the meetings of the Human Resources (Compensation) Committee of the Board of 

Directors; assisting in the preparation of the annual proxy and subsidiaries’ information 

statements; among other executive compensation related activities.  

 I received my Bachelor of Science degree, with a concentration in Business Management, 

in 1980 from the University of New Orleans. In addition to my academic training, I have over 

thirty-two years of experience in various human resources and compensation-specific roles of 

increasing scope and responsibility, and have attended many continuing education programs 

related to human resources and compensation. I obtained Senior Professional in Human 

Resources (SPHR) certification in 2006 from the Society of Human Resources Management, and 

Certified Compensation Professional (CCP) certification in 2010 from World at Work.  

 I began my professional career at Texaco’s upstream Producing East organization in 

southeast Louisiana and worked in the company’s human resources function for ten years. I 

transferred to Harrison, New York in 1992 to accept various human resources roles in Texaco’s 

worldwide corporate headquarters, and in 1994, transferred to Houston, Texas supporting 

Texaco’s corporate Information Technology human resources function. In 1996, I returned to 

Texaco’s worldwide corporate headquarters in Harrison, New York where I administered both 
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broad-based and executive compensation programs corporate-wide. With the acquisition of 

Texaco by Chevron Corporation in 2001, I remained with the new company to assist in the 

smooth transition of Texaco’s executive compensation programs to Chevron.   

 In 2004, I joined Ameren Services Company as Compensation Specialist. In that, and in 

roles of increasing scope and responsibility, I managed the Company’s broad-based 

compensation programs and processes, including the design and administration of the annual 

short-term incentive plans for non-executive management and bargaining unit employees, 

administration of the annual pay and performance process (merit and short-term incentive 

awards), market pricing, system administration, etc. I also managed the implementation, 

administration and vendor relationship of Ameren’s compensation planning system and led the 

President’s Performance Leadership Award and other recognition programs, among other 

compensation related activities. In November 2009, I assumed my current role of Executive 

Compensation Lead for Ameren Services Company and its subsidiary companies. 


