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ILLINOIS COMMERCE COMMISSION 1 

DOCKET No. 13-0192 2 

REVISED REBUTTAL TESTIMONY 3 

OF 4 

RONALD D. STAFFORD 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 Ronald D. Stafford.  My business address is 1901 Chouteau Avenue, St. 11 

Louis, Missouri, 63103. 12 

Q. Are you the same Ronald D. Stafford who previously sponsored revised direct and 13 

supplemental direct testimony in this proceeding? 14 

A. Yes, I am.  15 

B. Purpose, Scope and Identification of Exhibits. 16 

Q. What is the purpose of your rebuttal testimony? 17 

A. I respond to certain issues raised in the direct testimony of the Staff of the Illinois 18 

Commerce Commission (Commission) Staff, the Illinois Industrial Energy Consumers (IIEC), 19 

and the People of the State of Illinois in conjunction with the Citizens’ Utility Board (AG/CUB). 20 

I agree with certain recommendations proposed by Commission Staff (Staff) and AG/CUB 21 

witnesses.  These issues are discussed in more detail below.  However, as discussed more fully 22 



Ameren Exhibit 17.0 (Rev.) 
Page 2 of 30 

below, Ameren Illinois Company d/b/a Ameren Illinois (AIC or the Company) disagrees with 23 

many of the adjustments proposed by Staff, IIEC and AG/CUB. 24 

Q. Are you sponsoring any exhibits in support of your testimony? 25 

A. Yes, in addition to my rebuttal testimony, I am sponsoring the following exhibits:   26 

• Ameren Exhibit 17.1 - [CIPS Rate Zone I Gas - Rebuttal Revenue Requirement] 27 

• Ameren Exhibit 17.2 - [CILCO Rate Zone II Gas - Rebuttal Revenue 28 
Requirement] 29 

• Ameren Exhibit 17.3 - [IP Rate Zone III Gas – Rebuttal Revenue Requirement] 30 

Each of these exhibits include multiple schedules summarizing the development of operating 31 

income and rate base, and each exhibit presents AIC’s gas revenue requirement.  I refer also to 32 

schedules comparing AIC’s gas revenue requirement that were presented in my direct testimony. 33 

Q. Please identify the additional exhibits you will be sponsoring. 34 

A. I am sponsoring the following additional exhibits: 35 

• Ameren Exhibit 17.4 [Accepted Adjustments] 36 

• Ameren Exhibit 17.5  [Correction of Staff's Non-Union Wages Adjustment based 37 
on Peoples/North Shore Gas Order] 38 

• Ameren Exhibit 17.6  [Rate Case Expense] 39 

• Ameren Exhibit 17.7  [Office Supplies Expense] 40 

• Ameren Exhibit 17.8 (Rev.) [Revenue Requirement supporting 2015 Rental 41 
Revenues] 42 

• Ameren Exhibit 17.9 [Response to Staff Data Request BAP 9.05 Summary Page] 43 

• Ameren Exhibit 17.10 [Staff  Responses to AIC-Staff 6.01 and AIC-Staff 6.02] 44 
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II. REVENUE REQUIREMENT AND RATE BASE 45 

Q. What is AIC’s rebuttal revenue requirement? 46 

A. As shown on Ameren Exhibit 17.1, AIC’s Gas rebuttal revenue requirement for Rate 47 

Zone I is $86,653,000.   As shown on Ameren Exhibit 17.2, AIC’s Gas rebuttal revenue 48 

requirement for Rate Zone II is $94,810,000.  As shown on Ameren Exhibit 17.3, AIC’s Gas 49 

rebuttal revenue requirement for Rate Zone III is $192,429,000.   50 

Q. What is AIC’s total rate base? 51 

A. As shown on Ameren Exhibit 17.1, AIC’s Gas rebuttal rate base for Rate Zone I is 52 

$247,475,000.  As shown on Ameren Exhibit 17.2, AIC’s Gas rebuttal rate base for Rate Zone II 53 

is $246,342,000.  As shown on Ameren Exhibit 17.3, AIC’s Gas rebuttal rate base for Rate Zone 54 

III is $565,944,000. 55 

III. AGREED ISSUES AND ACCEPTED ADJUSTMENTS 56 

A. Agreed Issue – Original Cost Determination 57 

Q. Are the parties in agreement with respect to original cost determination? 58 

A. Yes.  Staff witness Mr. Ostrander agrees with the Company’s request that the 59 

Commission conclude and make a finding that AIC’s plant balances as of December 31, 2011, in 60 

the amount of $407,242,000 for RZ I, $566,851,000 for RZ II, and $1,004,731,000 for RZ III,  61 

be approved for purposes of an original cost determination.  No other parties contest this issue.   62 
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B. Staff Adjustments Accepted 63 

Q. Does AIC's rebuttal revenue requirement reflect any adjustments proposed by 64 

Staff? 65 

A. Yes.  AIC accepts Staff witness Mr. Daniel Kahle’s proposed adjustment to calculate 66 

uncollectibles expense using a percentage derived from a three-year average of net write-offs of 67 

accounts receivable for each rate zone. AIC also agrees that the uncollectible rate used to 68 

determine the GRCF should be the rate calculated using the Company’s three-year average of net 69 

write-offs.  AIC also accepts Mr. Kahle's proposed adjustment to remove payments made in 70 

2012 to the surviving spouse of a former IP employee, and related to post-employment 71 

consulting work in a prior period.  AIC also accepts a portion of Ms. Pearce's proposed 72 

adjustment to operating expenses, as reflected in Ameren Exhibit 17.4 discussed below.   73 

Q. In accepting Mr. Kahle's proposed three-year average for uncollectibles, did the 74 

Company consider the impact on cost recovery of uncollectibles in rates? 75 

A. Yes.  Since uncollectibles expense is trued up through a rider mechanism to reconcile 76 

actual net write-offs with the amount of uncollectibles in rates, only timing of cash flows is 77 

impacted by Mr. Kahle's proposal to use an average for net write-offs. Stated another way, 78 

overall cost recovery of uncollectibles in future Rider GUA proceedings is the same whether 79 

rates in this proceeding are based on the Company's original proposal or Mr. Kahle's three year 80 

average. Thus, the Company is willing to accept Mr. Kahle's proposal to use a three-year average 81 

for uncollectibles.   82 

Q. Please describe Ameren Exhibit 17.4. 83 

A. Ameren Exhibit 17.4 reflects the Company's acceptance of certain Staff adjustments that 84 

either requires some form of recalculation or modification to the Staff's original proposed 85 
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adjustment. Schedule 1 is the uncollectibles expense adjustment as noted above to accept the 86 

Kahle’s three-year average of net write-offs of accounts receivable by rate zone.  This rate is 87 

applied to Ameren Illinois’ base rate revenues, rather than Staff's proposed base rate revenues, to 88 

adjust uncollectible expense.  Schedule 2 is an adjustment to advertising expense related to 89 

sponsorships.  This adjustment accepts a Staff recommendation reflected on ICC Staff Exhibit 90 

4.0, Schedule 4.02, Line 8, with corrections to Staff's allocation by Rate Zone.  Schedule 3 91 

accepts a Staff adjustment to office supplies expense shown on ICC Staff Exhibit 4.0, Schedule 92 

4.03, Line 13, with a correction to Staff's allocation by Rate Zone. Schedule 4 is an adjustment to 93 

accept in part Staff's adjustment to Industry Dues expense. Ameren Illinois opposes disallowance 94 

of costs associated with the St. Louis Area Business Health Coalition for the reasons discussed in 95 

the Rebuttal Testimony of Mr. Tucker Kennedy. Schedule 4 also corrects Staff's allocation by 96 

Rate Zone for Industry Dues expense.  Schedule 5 accepts lobbying expense adjustments 97 

identified by Staff on ICC Staff Exhibit 4.0, Schedule 4.05 and Schedule 4.03, and also reflects a 98 

correction to Staff's allocation by Rate Zone. 99 

Q. Has the Company accepted any other adjustments proposed by Staff? 100 

A. Yes.  As discussed in a later section of my Rebuttal Testimony, AIC accepts Staff's 101 

recommended adjustment to Rate Base for Budget Payment Plan Balances. In addition, Mr. 102 

Martin discusses acceptance, for the purposes of this case, of a portion of Ms. Phipps' 103 

recommended adjustments to capital structure.   104 
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C. AG/CUB Adjustments Accepted 105 

Q. Please summarize Mr. Effron’s proposed adjustment to ADIT for 2013 bonus 106 

depreciation. 107 

A. Mr. Effron contends that AIC’s method of calculating and allocating bonus depreciation 108 

over-allocates the 2013 bonus depreciation to electric operations, and under-allocates that bonus 109 

depreciation to gas operations.  Mr. Effron states that the Company’s allocation method was 110 

based on an inaccurate assumption that 54% of the 2013 electric plant additions and 111 

approximately 2% of the 2013 gas plant additions would be eligible for 100% bonus 112 

depreciation, but in fact, none of the 2013 plant additions are eligible for 100% bonus 113 

depreciation.  Mr. Effron provides an alternative method of calculating and allocating the bonus 114 

depreciation. 115 

Q. Please explain how the Company arrived at its estimated allocation of bonus 116 

depreciation between gas and electric. 117 

A. AIC's original estimated calculation had split property into both 100% and 50% 118 

depreciation groups.  This calculation resulted in a gas/electric split of 19.2% / 80.8%.  AIC then 119 

assumed 50% bonus for all bonus eligible property, based on the new legislation, to arrive at a 120 

total bonus depreciation deduction of $207,662,651 with 19.2% allocated to gas. 121 

Q. Is Mr. Effron's alternative method acceptable?   122 

A. Yes. Mr. Effron is correct that the new legislation provided that 50% bonus depreciation 123 

would be allowed for 2013, not 100%. AIC accepts Mr. Effron's adjustment to modify the 124 

allocation of ADIT to AIC's gas operations for 2013 bonus depreciation. 125 
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IV. ADJUSTMENTS PROPOSED BY STAFF  126 

A. Non-union wages 127 

Q. Have you reviewed Mr. Kahle's adjustment to non-union wages? 128 

A. Yes.  He claims the Company’s proposed 2013 and test year  percentage increase of 4% 129 

in non- union wages appear overstated in comparison to the years 2009 through 2012 inclusive, 130 

because the actual percentage increase in non-union wages was 3.3%, 0.6%, 3.5% and 3.8%, 131 

respectively for a simple average of 2.8%. AIC witnesses Ms. Langenhorst and Mr. Getz respond 132 

to the rationale for his adjustment and explain why it should not be adopted.  However, if the 133 

Commission adopted his adjustment (and AIC does not believe it should), his adjustment must 134 

be corrected to be consistent with the methodology for a similar adjustment in the recent 135 

Peoples/North Shore rate case. 136 

Q. What is the correction needed? 137 

A. In the recent Peoples /North Shore rate case (Docket 12-0511/-0512), Staff recommended 138 

reducing the Utilities’ proposed overall non-union wage base increase from 3.45% to 2.28%.  139 

The Commission found, however, that Staff’s calculation of this adjustment did not acknowledge 140 

that a significant portion of the increases in those utilities’ 2013 non-union base wages were 141 

attributable to overall increases in the sizes of their workforces, and not to the wage increases the 142 

utilities granted to their workforces alone.  Thus, adopting the calculation of this adjustment 143 

proposed by Staff would have had the implicit effect of imposing a “vacancy adjustment” on 144 

Peoples/North Shore that disallows a portion of their projected 2013 payroll expenses based on a 145 

projected increase in their headcounts.  The same concern is present with Mr. Kahle's adjustment 146 

here. 147 
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Q. Has Mr. Kahle revised his adjustment? 148 

A. Yes. In response to Data Request AIC-Staff 9.05 Attachment A (see Ameren Exhibit 149 

18.1), he provides an updated calculation of the adjustment which is intended to address the 150 

Peoples/North Shore order above.   151 

Q. Do you agree with his revision? 152 

A. Not entirely. I believe that a better method to calculate the adjustment would be to 153 

remove the 2.28% from the 2014 wage amount and replace it with AIC’s expected wage increase 154 

of 4%, as shown on my Exhibit 17.5. 155 

Q. Please describe Exhibit 17.5. 156 

A. Exhibit 17.5 corrects Mr. Kahle’s adjustment to comply with the calculation in the Order 157 

from ICC Docket Nos. 12-0511/0512 (consolidated). As a first step, it is necessary to use Mr. 158 

Kahle’s Natural Gas Payroll for 2012 from Exhibit 2.0, Schedule 2.03 by applicable Rate Zone, 159 

Lines 1 and 4, column d) as a starting point.  Mr. Kahle then used his escalator of 2.28% for both 160 

2012 to 2013 and 2013 to 2014. However, as explained by AIC witness Ms. Langenhorst, the 161 

actual to date non-union wage increase for 2013 is 3.58%.  Because this number is based on 162 

actual data, it can be used in place of Mr. Kahle's 2.28% escalator for 2012 to 2013. Therefore, I 163 

have calculated the correction to Mr. Kahle's adjustment using both Mr. Kahle's 2.28% and the 164 

actual to date 3.58% for 2013.  After establishing the 2014 wage amount, to comply with the 165 

stated order, the ICC staff recommended wage increase of 2.28% must be removed and replaced 166 

with Ameren’s expected wage increase of 4% (see Exhibit 17.5, Schedules 2 and 3, lines 2 and 5, 167 

column d).  The difference (Exhibit 17.5, Schedules 2 and 3, lines 3 and 6, column d) then 168 

reflects Mr. Kahle's adjustment after correction for the Order in Docket Nos. 12-0511/0512. 169 

Exhibit 17.5, Schedule 1, is a summary of Mr. Kahle's revised adjustment provided in response 170 
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to Data Request AIC-Staff 9.05 Attachment A and a corrected calculation using a 2013 baseline 171 

of 2.28% and 3.58%. Exhibit 17.5, Schedule 2 provides the detailed calculation using the 2.28% 172 

increase for 2012 to 2013. Exhibit 17.5, Schedule 3 provides the detailed calculation using the 173 

3.58% increase from 2012 to 2013. As shown on Ameren Exhibit 17.5, Schedule 1, Mr. Kahle's 174 

corrected adjustment using 3.58% is a reduction to operating expenses of $595,000 and rate base 175 

of $210,000. 176 

B. Adjustment to Rate Case Expense 177 

Q. Have you reviewed Mr. Ostrander’s adjustment to rate case expense at page 3 of his 178 

direct testimony? 179 

A. Yes.  Mr. Ostrander proposes to remove from the expense $224,000, representing the 180 

estimated cost for AIC to engage rebuttal (and surrebuttal) witnesses, as necessary.  He claims, 181 

“[s]ince the Company has not supported the need or the cost of additional rebuttal witnesses that 182 

amount of estimated rate case expense must be removed from the revenue requirement.”  (ICC 183 

Staff Ex. 3.0, p. 3, ll. 47-49.)  Mr. Ostrander states he may modify his adjustment in his rebuttal 184 

testimony based on Staff’s review of the support AIC provides for additional rebuttal witnesses.  185 

(Id., p. 3.) 186 

Q. Is AIC providing additional information related to rebuttal witnesses at this time? 187 

A. Yes.  The Company has contracted for the services of David A. Heinz as a rebuttal 188 

witness.  Mr. Heinz is a Vice President with Concentric Energy Advisors, Inc.  He has over 30 189 

years of experience working with regulated rates and tariffs and has specific familiarity with AIC 190 

and its cash working capital requirements.  Mr. Heinz will be providing expert services and 191 

testimony related the AIC’s proposed cash working capital requirement and analyses.  In 192 

addition, he is expected to be required to respond to Staff and intervenor data requests, to review 193 
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and analyze the direct, rebuttal and surrebuttal testimonies of Staff and the other parties in this 194 

proceeding, to prepare surrebuttal testimony, to testify before the Commission, and to assist 195 

counsel in preparing legal briefs, as necessary. 196 

Q. Do you agree with Mr. Ostrander’s adjustment to rate case expense? 197 

A. No.  As stated, AIC expects to incur expenses related to the engagement of rebuttal 198 

witnesses, and particularly, Mr. Heinz.   That aside, I also specifically disagree with Mr. 199 

Ostrander’s contention AIC has not supported the need for or cost of rebuttal witnesses.  In 200 

discovery, the Company explained that this component of rate case expense represents the cost to 201 

obtain additional consultant services as necessary in light of issues raised by Staff and/or 202 

intervening parties during the course of the proceeding.  This is based on AIC’s past rate case 203 

experience; it routinely has been required to obtain rebuttal witnesses, as it did in Docket Nos. 204 

12-0001, 11-0282 and 09-0306.  (See AIC’s responses to JMO 1.01 and 1.10.)  This case is still 205 

pending.  Further, I would note an AG/CUB witness stated in his direct testimony that he may 206 

wish to consider and endorse adjustments made by other parties, and that “The lack of an 207 

adjustment at this point should not be construed to mean agreement with inclusion in rates . . . .”  208 

(AG/CUB Ex. 4.0 (Smith Dir.), p. 6.)  While the Company cannot anticipate whether or which 209 

other witnesses will be required at the surrebuttal stage of this proceeding at this time, positions 210 

like that of the AG/CUB’s witness and past experience dictate that prudent planning requires 211 

AIC to forecast additional consultant-related expenses during the later stages of this case.  212 

Therefore, AIC has supported the need for the projected expense and recovery is appropriate.  213 

AIC also has supported the projected cost level.  As the Company also explained in discovery, 214 

the estimated cost is based on prior actual expenses resulting from the services of rebuttal 215 

consultants.  Therefore, the projection is just and reasonable and supported. 216 
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Q. Can you respond further to Mr. Ostrander’s proposed adjustment? 217 

Yes.  I also take issue with Mr. Ostrander’s approach to projected rate case expense in this 218 

regard.  While the actual amounts of certain components of rate case expense may turn out to be 219 

less than projected, other actual amounts may turn out to be more than projected.  For example, 220 

the projected rebuttal witness component of rate case expense may turn out to be less than 221 

originally projected.  However, other components may exceed the original estimate. For 222 

example, as shown on Ameren Exhibit 17.6, cost for two rate case tasks that have been 223 

completed thus far (initial preparation of filing requirement schedules and completion of the 224 

forecasted test year audit), have exceeded the original estimate by about $140,000. Cost for post 225 

filing phase support has also exceeded the original estimate by another $46,000, even though that 226 

phase is still ongoing.  Other components of the expense—legal expense, for instance—may turn 227 

out to me more than originally projected due to unforeseen issues arising in the case that require 228 

extensive litigation.  Yet, in binding the Company to its projections of the individual components 229 

of rate case expense, Mr. Ostrander potentially has permitted recovery of less than the total 230 

estimated expense, even if AIC actually incurs more than it projected.  As a result, non-disputed 231 

items, such as the legal expense component of rate case expense, will not be given full recovery.  232 

That approach is unfair and impractical for projected costs.  It is impossible for AIC (or any 233 

utility, for that matter) to project a future expense with the pinpoint precision Mr. Ostrander 234 

appears to require related to rate case expense.  The Company should not be held to such an 235 

unattainable standard.  I would note the Commission did not hold another utility to that standard 236 

when it recently authorized recovery for rebuttal consultants not yet engaged in Docket No. 11-237 

0767.  (See Sept. 19, 2012 Final Order, p. 53.) 238 
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Q. Does Mr. Ostrander make any additional comments regarding the Company’s rate 239 

case expense? 240 

A. Yes.  He acknowledges that the Company has provided documentation supporting its rate 241 

case expense through April 30, 2013.  (ICC Staff Ex. 3.0, p. 4.)  He states Staff will continue to 242 

review the Company’s supplemental rate case expense documentation, and he has not proposed 243 

any disallowances other than the adjustment for rebuttal witnesses I discussed earlier. 244 

Q. Do you have any comments regarding the rate case expense documentation the 245 

Company has provided Staff in discovery in this proceeding? 246 

A. Yes.  AIC intends to submit the documentation it has provided, and the supplemental 247 

documentation it will provide, as an exhibit for the record.  However, due to the size of the files, 248 

and for the sake of completeness, the Company intends to submit the exhibit after the filing of its 249 

surrebuttal testimony. 250 

C. Adjustment to Office Supplies Expense (Account 921) 251 

Q. Please summarize Ms. Pearce’s proposed adjustment to office supplies expense. 252 

A. Ms. Pearce contends that a portion of office supplies expense, recorded in Account 921, 253 

is not recoverable because the underlying costs: (i) represent sponsorships for which the 254 

Company received some benefit in exchange for the amount spent; (ii) are not necessary for the 255 

provision of utility service; (iii) represent lobbying costs which are prohibited from recovery in 256 

rates; or (iv) exceed the 2014 estimate of costs that would be obtained by applying a 2% inflation 257 

factor to the adjusted 2012 and 2013 costs.   Ms. Pearce’s adjustment also reduces the actual 258 

2012 expense for those items that are not included in the Company’s 2014 office supplies 259 

expense forecast, such as utility services and revolving credit bank fees.  260 
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Q. Does the Company agree with any portion of her adjustment? 261 

A. Yes.  A portion of Ms. Pearce’s adjustment to Account 921 was accepted, as discussed 262 

earlier in my Rebuttal Testimony. The accepted adjustments are identified on Ameren Exhibit 263 

17.4. 264 

Q. Please explain why the Company disagrees with the remainder of her adjustment. 265 

A. Ms. Pearce's calculation captures only a portion of the data provided for Account 921 266 

(office supplies expense).  Thus, she fails to account for certain charges to Account 921 that AIC 267 

expects to incur in the test year.  Ms. Pearce simply removes certain amounts from the 2012 268 

actual cost in Account 921 and performs an escalation for inflation on the rest, without 269 

accounting for other charges to the account that increased since 2012. In addition, she failed to 270 

consider a credit entry in Account 929 in 2012 that offset the charge to Account 921 for Utility 271 

Services, thus decreasing account 921 operating expenses without reflect an offsetting increase 272 

to account 929.  Finally, she proposed to remove certain specific costs for general employee 273 

expenses despite the fact that AIC has supported these expenses for the test year.  AIC believes 274 

that its test year projection of Account 921 expenses is reasonable, and Ms. Pearce's adjustment 275 

should be rejected. 276 

Q. Ms. Pearce removes charges for Utility Services and Revolving Credit Bank Fees 277 

from 2012 actuals for Account 921 because they are not in the test year forecast.  Is this a 278 

proper approach? 279 

A. Yes, however, contrary to Ms. Pearce's implication, removal of these charges does not 280 

result in a complete picture of Account 921 in 2014.   281 
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Q. What costs that AIC expects to record Account 921 in the test year has she not 282 

accounted for? 283 

A. Although charges for Utility Services and Revolving Credit Bank Fees are not included 284 

in account 921 Test Year Forecast, other charges to Account 921 were included, as explained to 285 

Staff in response to Data Request BAP 19.01. As shown on Ameren Exhibit 17.7, the other 286 

charges noted in response to BAP 19.01 are increasing in 2013 and/or 2014 and are generally 287 

identified by the categories of: software licensing agreements; software purchases; contract 288 

services; communication rentals; computer equipment purchases; other purchases; and 289 

professional services.  AIC's test year forecast reflected these costs.  Ms. Pearce does not claim 290 

that these costs would not be incurred in the test year or that they would not be reasonable and 291 

prudently incurred, although she has indicated in response to AIC - Staff 6.02 that she is 292 

reserving the right to review further detail of the amounts. Exhibit 17.7, Schedule 1 provides 293 

additional detail on these costs by resource type. Examples of why Account 921 expenses were 294 

increasing in 2013 and continue to increase in 2014 include: increased software licensing; 295 

purchases of computer related equipment for AMI implementation; increased costs of software 296 

purchases; increased telecommunications cost for leased circuits; and increased human resource 297 

costs. These increased costs are recurring and expected to continue beyond the test year into the 298 

foreseeable future. Therefore, they are properly reflected in AIC's test year forecast, and 299 

improperly excluded from Ms. Pearce's adjustment. 300 

Q. Please explain the credit entry to Account 929 that offset Utility Services expense in 301 

Account 921 in 2012. 302 

A. Exhibit 17.7, Schedule 2 presents the accounting detail for journal entries to record debit 303 

entries to Account 921 with offsetting credit entries to Account 929. In response to AIC-Staff 304 
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6.02, Ms. Pearce requested that the Company provide detail of the entries in support of the 305 

accounting offset to Account 921. 306 

Q. What do you conclude? 307 

A. That AIC's forecast of Account 921 charges is reasonable and Ms. Pearce's adjustment 308 

should be rejected. As indicated on Exhibit 17.7, Schedule 1, taking into consideration the 309 

evidence addressed in response to BAP 19.01, including the Account 929 offset to Utility 310 

Services expense detailed on Schedule 2, the Company has supported an increase in account 921 311 

expense of over $2.6 million, which substantially exceeds Ms. Pearce's proposed downward 312 

adjustment to the account. Therefore, the forecast level of account 921 expense should be 313 

accepted as reasonable for setting rates in this proceeding, and Ms. Pearce's adjustment should be 314 

rejected. 315 

Q. Ms. Pearce also proposes, as part of her adjustment in her Schedule 4.03, to disallow 316 

approximately $215,000 in specific expenses from Account 921. Can you address these 317 

specific items? 318 

A. Yes.  A specific component of her adjustment in Schedule 4.03 looks at 2012 actual costs 319 

and excludes $215,000 (mainly for general employee expenses) based primarily on the claim that 320 

these amounts were “unsupported by detailed description and invoices or receipts.”  However, 321 

her analysis is flawed in two ways: (1) she looks at 2012 actuals rather than the test year 322 

projected amount, and (2) she ignores the fact that AIC has provided information supporting the 323 

amounts she disallows.   324 
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Q. Does Ms. Pearce identify any specific "general employee expenses" of concern? 325 

A. No. Ms. Pearce does not identify any specific expense among AIC’s projected test year 326 

“general employee expenses” that is unreasonable or imprudent. Rather, she bases her 327 

adjustment on a purported lack of documentation for the 2012 expenses. But AIC did provide 328 

documentation, in sample format, to support these expenses, due to the voluminous nature of the 329 

transactions requested in Staff Data Request BAP 9.05, which requested support for over 3,300 330 

transactions.   For example, in response to the portion of the request asking for support for the 331 

2012 actual “general employee expenses", AIC agreed with Staff to submit examples of the 332 

supporting documentation for a sample of the charges incurred for this cost category.  These 333 

examples, and the supporting documentation, were submitted in response to Staff Data Request 334 

BAP 9.05, summary page response provided as Exhibit 17.9.  The samples provided 2012 cost 335 

information, descriptions of services, and invoices or other supporting documents.  Ms. Pearce 336 

does not identify any concerns with the charges in the sample, and makes no disallowance based 337 

on the documentation provided in BAP 9.05. Rather, she bases her disallowance on the fact that 338 

AIC did not provide support for charges outside the sample.  But given that the sample's 339 

documentation fully supported the charges in the sample, it is reasonable to assume that 340 

documentation for charges outside the sample would support those too, and conversely it would 341 

not be reasonable to assume, based on a robust sample, that the charges outside the sample would 342 

be unsupported, unreasonable or not prudent.   Thus, absent a specific concern with the 2014 343 

projected level of expense, lack of documentation for other line items of the 2012 expense is not 344 

a sufficient basis to exclude the costs.   345 
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D. Purchase Accounting Adjustments 346 

Q. Have you reviewed Ms. Phipps’ adjustments to remove from AIC’s common equity 347 

balance approximately $461.2 million representing purchase accounting-related 348 

adjustments?  (ICC Staff Ex. 5.0 (Phipps Dir.), p. 10.) 349 

A. Yes.  Specifically, Ms. Phipps recommends removal of approximately $356.3 million of 350 

balance sheet purchase accounting adjustments that are “collapsed” into ICC Account 114 and 351 

another approximately $105.5 million of income statement purchase accounting adjustments that 352 

flowed through to retained earnings.  She states, with nothing more, that the basis for her 353 

proposal is the Commission’s directive in Docket No. 04-0294 that Ameren reverse all purchase 354 

accounting adjustments for ratemaking purposes.  However, her adjustment fails to follow this 355 

directive.  The Company currently reverses the effects of all purchase accounting entries.  Ms. 356 

Phipps' adjustment adds back many accounting adjustments that the Commission ordered the 357 

Company to exclude for all Illinois regulatory purposes in Docket No. 04-0294. 358 

Q. What are “purchase accounting” and “purchase accounting adjustments”? 359 

A. The specific meaning of “purchase accounting” depends on the context.   Here, it refers 360 

to accounting entries that were made pursuant to applicable accounting standards at the time 361 

Ameren acquired AmerenCILCO (in 2003) and AmerenIP (in 2004).  Those accounting 362 

standards required that Ameren “push down” any investment onto the acquired entities’ books, 363 

and that it adjust both the assets and liabilities of AmerenCILCO and AmerenIP to their fair 364 

market value.  The term "purchase accounting adjustment" is a short hand reference to the 365 

complete reversal of all push down accounting entries made as a result of the mergers, including 366 

both the goodwill associated with the acquisition premiums as well as all other fair market value 367 

entries that were made, altering what was the pre-merger book value of the acquired entities.   368 
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Q. How did the Commission address purchase accounting in Docket No. 04-0294? 369 

A. Because the Commission sets rates based on the original book value of plant in service, 370 

the altering of account balances to reflect fair market value - purchase accounting - raised 371 

concern in Docket No. 04-0294, Ameren’s request for Commission approval of its acquisition of 372 

AmerenIP.  In that docket, the Commission ordered that all purchase accounting be reversed to 373 

maintain accounting of the cost basis for AmerenIP in a manner neutral to the change in 374 

corporate ownership.  Staff also recommended in that proceeding that Ameren “collapse” all 375 

purchase accounting entries into ICC Account 114.  Ameren agreed, and the Commission 376 

approved that recommended accounting for “all Illinois regulatory purposes.”  (Docket No. 04-377 

0294, Order, pp. 33-34 (Sept. 22, 2004).)  Although the Commission did not expressly state in its 378 

order the intent behind its requirement to “collapse” all purchase accounting entries into one 379 

account, the purpose is fairly obvious: rather than require AIC to adjust several account balances 380 

to reverse all purchase accounting, the Commission instructed AIC to simply combine the sum 381 

total of all various adjustments and record them in Account 114.  Since the time of the merger, 382 

the Company has followed the accounting treatment ordered.  The Commission has expressly 383 

affirmed AIC’s treatment of purchase accounting for calculating capital structure in Docket Nos. 384 

11-0282 and 12-0001.  (See Docket No. 11-0282 Order, pp. 53-54 (Jan. 10, 2012); Docket No. 385 

12-0001 Order, p. 119 (Sept. 19, 2012).) 386 

Q. Do you agree with Ms. Phipps that the $356 million balance of purchase accounting 387 

adjustments that are collapsed into Account 114 should be subtracted from AIC’s common 388 

equity balance pursuant to the Docket No. 04-0294 Order? 389 

A. Yes.  But AIC already has made this adjustment.  As explained by Mr. Martin, AIC 390 

adjusted its common equity balance by subtracting $356 million related to Ameren’s acquisitions 391 
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of AmerenCILCO and AmerenIP for the purpose of calculating capital structure in a manner that 392 

excludes the effects of purchase accounting, consistent with the Commission’s Docket No. 04-393 

0294 directive.  (See Ameren Ex. 4.0 (Martin Dir.), p. 12.)  Assuming that Ms. Phipps is not 394 

recommending a double reduction of this amount, the amount is not in controversy.  The $356 395 

million represents the value of the goodwill "pushed down" into AmerenIP and AmerenCILCO 396 

at the time of the acquisitions, less the balance of all other offsetting purchase accounting entries 397 

required by virtue of the mergers. Both AIC and Staff agree this amount should be removed.  398 

However, Ms. Phipps continues to disagree with the Commission and Company that all purchase 399 

accounting adjustments, other than goodwill, should be collapsed into Account 114, the account 400 

where acquisition-related goodwill is recorded.   The purchase accounting adjustments other than 401 

goodwill collectively have the effect of partially offsetting the reduction in equity associated 402 

with goodwill.   Essentially, Ms. Phipps' adjustment asks the Commission to reverse the 403 

collapsed ratemaking adjustments, specifically by adding back to the goodwill balance to be 404 

removed.  After several years of litigation over this issue, it continues to be my conclusion, 405 

confirmed by the Commission, that Ms. Phipps does not correctly interpret the Docket No. 04-406 

0294 Order. That Order was a direct reflection of the accounting treatment recommended by 407 

Staff accounting witness Ms. Pearce in that proceeding.  Ms. Pearce's accounting treatment is 408 

appropriate, continues to be valid, and should not be disregarded.   409 

Q. Do you agree with Ms. Phipps that $105.5 million of income statement purchase 410 

accounting adjustments that flowed through to retained earnings also should be subtracted 411 

from the common equity balance? 412 

A. No.  That adjustment directly contravenes the Commission’s Docket No. 04-0294 413 

directive because it does not remove all purchase accounting associated with the acquisitions at 414 
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issue.  Rather, Ms. Phipps’ proposal in effect reverses the “collapsing” of purchase accounting 415 

entries, including retained earnings balances from previous periods without consideration of 416 

whether such earnings are still retained by AIC.  Therefore, the effects of the purchase 417 

accounting partially remain in Ms. Phipps’ calculation of her proposed capital structure.  The 418 

Commission expressly rejected the same proposal by Staff in Docket No. 12-0001: 419 

Additionally, Staff recommends subtracting from the common equity balance the 420 

sum of (1) purchase accounting adjustments that are collapsed into Account 114 - 421 

Electric Plant Acquisition Adjustments (as identified on AIC’s 2010 Form 21 at 422 

page 13) and (2) income statement purchase accounting adjustments, which 423 

flowed through to retained earnings…It appears to the Commission that Staff is 424 

essentially concerned that AIC has engaged in accounting transactions that 425 

allowed it to manipulate its common equity balance…The Commission has 426 

attempted to review the record carefully and cannot find an instance where AIC 427 

has violated any accounting rules. As the Commission understands it, accounting 428 

rules exist, in part, to protect the veracity of companies' financial statements. 429 

Because it appears that AIC has followed all accounting rules and Commission 430 

Orders relating to its accounting for purchase accounting, or push down 431 

accounting, the Commission rejects Staff's proposed adjustment to common 432 

equity balance. 433 

(Docket No. 12-0001 Order, pp. 111, 119.) 434 

The Commission likewise should reject Ms. Phipps’ same adjustment to AIC’s common equity 435 

balance here. 436 
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V. CAPITAL STRUCTURE ADJUSTMENTS PROPOSED BY IIEC 437 

A. Goodwill 438 

Q. Have you reviewed Mr. Gorman’s adjustment to remove from AIC’s common 439 

equity balance $54.4 million of goodwill assets?   440 

A. Yes.  Mr. Gorman notes AIC recorded $411 million of goodwill assets on its March 31, 441 

2013 FERC Form Q-3.  He also notes Mr. Martin, in determining the Company’s test year 442 

capital structure, removed from its common equity balance $356 million of purchase accounting 443 

adjustment-related balances.  He then excludes an additional $54.4 million to reflect the 444 

difference between that adjustment and AIC’s $411 million of goodwill assets.   445 

Q. Do you agree with Mr. Gorman’s adjustment?  446 

A. No.   As I explained earlier, AIC excluded purchase accounting adjustments recorded in 447 

connection with Ameren’s acquisitions of AmerenCILCO and AmerenIP consistent with the 448 

Commission’s Docket No. 04-0294 directive that such balances not be included in the common 449 

equity balance for ratemaking purposes.  (Ameren Ex. 4.0 (Martin Dir.), p. 12.)  The effect of 450 

that directive is that the elimination of goodwill from the common equity balance must be netted 451 

or collapsed against all other purchase accounting entries.  In this manner, purchase accounting 452 

and goodwill are intertwined.  In subtracting the entire goodwill balance of $411 million without 453 

netting all other purchase accounting adjustments, however, Mr. Gorman overstates the required 454 

reduction to common equity.  Thus, his proposal directly contradicts the Docket No. 04-0294 455 

Order as well as the Commission’s Docket No. 11-0282 order expressly addressing this issue.  In 456 

that case, the Commission entertained, and rejected, the same proposal made by Staff: 457 

Staff recommends removing from the common equity balance the balance of 458 

goodwill on AIC's books. AIC argues that Staff's proposal reduces the common 459 
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equity balance by too much because a portion of the goodwill balance on its 460 

books is offset by purchase accounting transactions…As previously discussed, the 461 

Commission understands purchase accounting to be technical and complex. It 462 

appears to the Commission that while easy to understand, Staff's recommendation 463 

on this issue is overly simplistic. The Commission concludes that the record 464 

supports AIC's position that purchase accounting and goodwill are intertwined. It 465 

is clear to the Commission that Staff's recommendation does not reflect this fact. 466 

The record supports AIC's position that the common equity balance should be 467 

reduced by $350,833,351. This adjustment reflects a netting of accounting 468 

adjustments against the goodwill balance which is supported by the record of this 469 

proceeding. Substituting this value into Staff Ex. 24.0, Schedule 24.03 in place of 470 

the value used by Staff, $411,000,000, produces an average common equity 471 

balance of $1,889,251,000, which the Commission believes should be used for 472 

purposes of setting rates in this proceeding. 473 

 (Docket No. 11-0282 Order, pp. 53-54.)   474 

Mr. Gorman’s proposal represents an abrupt—and unexplained—departure from this clear 475 

Commission precedent.  The Commission should not approve it for the reasons stated in 476 

numerous Commission Orders since Ameren’s acquisitions of AmerenCILCO and AmerenIP. 477 

B. Non-Utility Investment 478 

Q. What further adjustment does Mr. Gorman propose? 479 

A. He proposed to remove non-utility and other investments ($13.8M) from the balance of 480 

common equity.   481 
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Q. What is the basis for his adjustment? 482 

A. He contends capital supporting non-utility assets is not related to the cost of providing 483 

regulated utility service, and capital supporting investments in non-regulated plant and 484 

equipment does not impact AIC’s cost of plant and equipment. 485 

Q. How do you respond? 486 

A. Mr. Gorman's proposal to adjust common equity only is unsupported by evidence and 487 

incorrect in practice. Such investment is supported by AIC's debt and equity investment in 488 

proportion to its overall mix of debt and equity capital. Therefore, it is not appropriate to make 489 

an adjustment to just the common equity balance. If an adjustment is made, and is done 490 

correctly, there would be no impact on AIC's overall rate of return. Mr. Gorman's proposal 491 

should be rejected. 492 

VI. ADJUSTMENTS PROPOSED BY MORE THAN ONE PARTY  493 

A. Adjustments to Employee Benefits Expenses 494 

Q. Please summarize the parties’ proposed adjustments to employee benefits.   495 

A. Staff witness Mr. Kahle proposes to reduce the amount of employee benefits to reflect the 496 

Company’s updated amounts for employee benefits.  AG/CUB witness Mr. Smith similarly 497 

recommends using actual figures for pension and OPEB assets as of December 31, 2012, instead 498 

of the estimate provided by the Company in October 2012.  AIC witness Mr. Craig Nelson 499 

explains why these adjustments should not be adopted. 500 
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B. Adjustments to Reflect Rental Revenues 501 

Q. Please summarize Ms. Pearce’s recommended adjustment to reflect rental revenues. 502 

A. Ms. Pearce proposes an adjustment to base rate revenues to reflect within the test year 503 

revenue requirement the 2015 rental revenues from Ameren Missouri’s use of the Enterprise 504 

Asset Management System (EAMS) and the Mobile Work Management System (MWMS).  The 505 

purpose of this adjustment is to reflect rental income that will be received by AIC from Ameren 506 

Missouri beginning in January 2015 for Ameren Missouri’s use of the EAMS and MWMS, 507 

which are wholly owned by AIC.  Ms. Pearce contends that the adjustment is appropriate 508 

because AIC included the operations and maintenance costs of the project in the 2014 test year 509 

filing, but did not include corresponding revenues that would partially offset those costs.  If the 510 

Commission does not accept the adjustment, Ms. Pearce proposes to remove from the 2014 test 511 

year the costs for support of these projects, plus associated costs for training and contingency.   512 

Q. Does Mr. Brosch recommend a similar adjustment? 513 

A. Yes.  Like Ms. Pearce, Mr. Brosch takes issue with the fact that costs for installing and 514 

amortizing the EAMS and MWMS will be reflected in revenue requirements in 2014, although 515 

corresponding revenues will not be similarly reflected until 2015.   Mr. Brosch proposes an 516 

adjustment to include $915,578 of annual rental income in the revenue requirement.  Mr. Brosch 517 

contends that this amount “coincides with the first year calculation of a compensatory rental 518 

income rate from Ameren Missouri, based upon the estimated costs of the software,” and that the 519 

adjustment is premised on the assumption that the systems will be in service in December 2014.  520 

If the systems are not in service in December 2014, Mr. Brosch recommends an adjustment to 521 

eliminate the capitalized cost of the systems and related depreciation and amortization expenses, 522 

along with the projected operations and maintenance expenses.  523 
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Q. How do you respond? 524 

A. I would begin by pointing out that, although I am not an attorney, it is my understanding 525 

that  these adjustments violate the Commission’s test year rules as they seek to pull revenues 526 

from outside the test year (from 2015) into the calculation of the 2014 test-year revenue 527 

requirement. The problem with this approach is easily illustrated by the fact that AIC will 528 

undertake investment and incur O&M costs related to receipt of the 2015 revenues in 2015. 529 

AIC's investment in support of 2015 rental revenues is significantly greater than the investment 530 

included in 2014 Test Year revenue requirement. Thus, if it was appropriate to reflect the 2015 531 

revenues, and  AIC does not believe that it is, it would also be appropriate to reflect the revenue 532 

requirement effect of the investment in these systems in 2015 and the related O&M. Ameren 533 

Exhibit 17.8 (Rev.) shows the revenue requirement effect in this case of such an approach. 534 

Q. Why is the 2015 Revenue Requirement shown on Ameren Exhibit 17.8 (Rev.) over 535 

$4 million greater than the Revenue Requirement included in the 2014 Test Year Forecast? 536 

A. The 2015 revenue requirement reflects a full year of investment and operating expenses, 537 

including the first full year of amortization of systems investment that supports the rental 538 

revenue. More specifically, all but $358,000 of the $4.299 million of amortization expense, 539 

which represents a return of the investment, is not included in revenue requirement in this 540 

proceeding. As mentioned previously, AIC does not begin to realize rental revenue from Ameren 541 

Missouri until 2015, and such recovery matches the first full year of investment and 542 

amortization. As Ameren Exhibit 17.8 (Rev.) illustrates, less than one half of the total full year 543 

revenue requirement related to these assets is included in the 2014 Test Year forecast. The rental 544 

revenue in 2015 of less than $1 million from Ameren Missouri covers less than 25% of the 545 

revenue requirement shortfall in rates in 2015, with the remaining $3+ million borne by Ameren 546 
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shareholders until a subsequent Rate Case. In sum, it is the ratepayers, not Ameren's 547 

shareholders, who benefit both financially and operationally from Ameren Illinois' EAMS and 548 

MWMS systems investment. Both Ms. Pearce's and Mr. Brosch's proposal to impute post-test 549 

year revenues turns proper ratemaking on its head, by not only violating the Commission’s test 550 

year rules, but also violating the matching principle by not properly matching revenues with 551 

operating costs. As stated above, if the Commission finds 2015 revenues should be imputed, then 552 

fairness dictates the full first year (2015) project costs should also be included in revenue 553 

requirement, as represented by the 2015 column of Ameren Exhibit 17.8 (Rev.). 554 

Q. Does AIC now expect that the 2014 O&M costs related to the EAMS and MWMS 555 

will increase over AIC's original projected amount? 556 

A. Yes. As indicated on Ameren Exhibit 17.8 (Rev.), there is $1.677 million of O&M 557 

expense in the Test Year Forecast. A more recent forecast indicates there is $2.168 million of 558 

O&M expense expected to be incurred in 2014, for a shortfall of $491,000 in 2014. 559 

Q. Is the Company seeking recovery of the $491,000 additional expense in this 560 

proceeding? 561 

A. No. AIC has not formally sought to update its Test Year Forecast, nor has the Company 562 

been required to update its Test Year Forecast, under provisions of the Commission’s test year 563 

rules for use of a Future Test Year.  However, if the Commission recognizes Mr. Kahle's and Mr. 564 

Smith's to update Employee Benefits expense, the additional $491,000 should also be 565 

recognized. 566 
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C. Adjustments for ADIT – Step-Up Basis Metro 567 

Q. Please summarize Ms. Everson’s proposal with respect to ADIT related to the 568 

transfer of Metro East assets from UE to CIPS in 2005. 569 

A. Ms. Everson recommends an adjustment to remove the ADIT balance associated with the 570 

transfer of assets from UE to CIPS.  She notes that when CIPS recorded the transfer, it made an 571 

offsetting entry to ADIT that increased its rate base.  Her position is that the value of the assets is 572 

the same under the ownership of UE and CIPS.  She contends that ratepayers should not pay a 573 

return on the increased value of the assets simply because they are now owned by AIC (as a 574 

successor in interest to CIPS), instead of UE.   575 

Q. Please summarize Mr. Effron’s proposal with respect to ADIT related to the 576 

transfer of Metro East assets from UE to CIPS in 2005.  577 

A. Mr. Effron also recommends removal of the ADIT balance associated with the item 578 

called “Step-up Basis Metro.”  Mr. Effron states that the transfer of property from one utility to 579 

another should not result in any increase to the net value of the assets included in the Company’s 580 

rate base.   Although Mr. Effron notes that the Commission did not adopt this adjustment in 581 

Docket No. 12-0001 or 12-0293, he asserts that the Commission did not address the propriety of 582 

the net-of-tax value of the assets in those Dockets.   583 

Q. Do you agree with his assertion that" the net value of the assets included in the rate 584 

base of CIPS was greater than the net book value of the transferred assets had been in the 585 

hands of the affiliate"? 586 

A. No.  The tax basis of the asset in the hands of AmerenUE prior to the transfer (which 587 

created the deferred taxes on UE's books) has no bearing on the tax basis of the assets in the 588 

hands of CIP after the transfer.  CIP's tax basis is the purchase price.  Tax is equal to book (no 589 
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timing difference) at the time of the transfer, so no ADIT is created. The deferred taxes on UE's 590 

books are related to taxes that UE has deferred, but there has been no tax deferral on CIP's books 591 

at the date of the transfer.  Therefore, ADIT related to these assets was zero at the date of the 592 

transfer.  In order to be zero, the ADIT in question (Step-up Basis Metro) must be included in 593 

rate base. After the transfer, ADIT would be recorded for any tax timing differences related to 594 

the assets. 595 

Q. How have these transfers been treated by the Commission in previous rate cases? 596 

A. Similar adjustments were proposed by the AG in Docket Nos. 12-0001 and 12-0293.  In 597 

those cases, the Commission allowed the Company to include the deferred tax debit balances 598 

related to “tax depreciation step-up basis Metro” in the rate base used to calculate electric 599 

formula rates. 600 

Q. Have the circumstances related to this transfer of assets changed in any way since 601 

the Commission’s rulings in Docket Nos. 12-0001 and 12-0293? 602 

A. No. 603 

Q. Do you believe it is appropriate to treat this transfer differently for purposes of a 604 

gas rate case than for the previous decisions in electric rate cases? 605 

A. No. The circumstances for the Asset Transfer is no different for gas than electric and 606 

should not be treated differently in this proceeding from the Commission's ruling in Docket Nos. 607 

12-0001 and 12-0293. 608 
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D. Adjustments for Budget Payment Plan Balances 609 

Q. Please summarize Mr. Ostrander’s proposed adjustment for budget payment plan 610 

balances. 611 

A. Mr. Ostrander contends that AIC will over-recover on budget payment plans in the test 612 

year, and that such over-collection represents a ratepayer-funded source of capital.  Mr. 613 

Ostrander therefore recommends an adjustment to rate base for the 13-month average balance of 614 

AIC’s budget payment plans.  Mr. Ostrander claims that a 13-month average is appropriate 615 

because it is more representative than a year-end balance, and is aligned with the method used to 616 

determine other test year amounts.  617 

Q. Please summarize Mr. Effron’s proposal with respect to budget payment plan 618 

balances.  619 

A. Mr. Effron recommends that the Commission recognized budget payment plan balances 620 

in this case in the same way those balances were recognized in the Company’s last rate case.  621 

Thus, Mr. Effron proposes that the average budget payment plan balance from the two years 622 

ending April 30, 2013 be deducted from rate base.   623 

Q. Are you familiar with the Commission’s order on this issue in Docket No. 11-0282? 624 

A. Yes.  Although I am not an attorney, I understand that, in Docket 11-0282, the 625 

Commission’s Final Order stated that over-collection of budget payment plan amounts represents 626 

a ratepayer-funded source of capital and should be deducted from rate base.   627 
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Q. Is the Company willing to accept an adjustment to reflect budget payment plan 628 

program balances as an adjustment to Rate Base? 629 

A. Yes. The Company accepts Mr. Ostrander's calculation since it is based on a 13 month 630 

average December balance. Use of a December balance, rather than a balance ending in April, as 631 

proposed by Mr. Effron, is more consistent with the calculation of other Rate Base and Capital 632 

Structure components that utilize either a simple average or a 13 month average for the 633 

Forecasted Test Year ending December 2014. 634 

VII. CONCLUSION 635 

Q. Does this conclude your rebuttal testimony? 636 

A. Yes it does. 637 
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	A. Yes.  The Company has contracted for the services of David A. Heinz as a rebuttal witness.  Mr. Heinz is a Vice President with Concentric Energy Advisors, Inc.  He has over 30 years of experience working with regulated rates and tariffs and has spe...

	Q. Do you agree with Mr. Ostrander’s adjustment to rate case expense?
	A. No.  As stated, AIC expects to incur expenses related to the engagement of rebuttal witnesses, and particularly, Mr. Heinz.   That aside, I also specifically disagree with Mr. Ostrander’s contention AIC has not supported the need for or cost of reb...

	Q. Can you respond further to Mr. Ostrander’s proposed adjustment?
	Q. Does Mr. Ostrander make any additional comments regarding the Company’s rate case expense?
	A. Yes.  He acknowledges that the Company has provided documentation supporting its rate case expense through April 30, 2013.  (ICC Staff Ex. 3.0, p. 4.)  He states Staff will continue to review the Company’s supplemental rate case expense documentati...

	Q. Do you have any comments regarding the rate case expense documentation the Company has provided Staff in discovery in this proceeding?
	A. Yes.  AIC intends to submit the documentation it has provided, and the supplemental documentation it will provide, as an exhibit for the record.  However, due to the size of the files, and for the sake of completeness, the Company intends to submit...

	C. Adjustment to Office Supplies Expense (Account 921)
	Q. Please summarize Ms. Pearce’s proposed adjustment to office supplies expense.
	A. Ms. Pearce contends that a portion of office supplies expense, recorded in Account 921, is not recoverable because the underlying costs: (i) represent sponsorships for which the Company received some benefit in exchange for the amount spent; (ii) a...

	Q. Does the Company agree with any portion of her adjustment?
	A. Yes.  A portion of Ms. Pearce’s adjustment to Account 921 was accepted, as discussed earlier in my Rebuttal Testimony. The accepted adjustments are identified on Ameren Exhibit 17.4.

	Q. Please explain why the Company disagrees with the remainder of her adjustment.
	A. Ms. Pearce's calculation captures only a portion of the data provided for Account 921 (office supplies expense).  Thus, she fails to account for certain charges to Account 921 that AIC expects to incur in the test year.  Ms. Pearce simply removes c...

	Q. Ms. Pearce removes charges for Utility Services and Revolving Credit Bank Fees from 2012 actuals for Account 921 because they are not in the test year forecast.  Is this a proper approach?
	A. Yes, however, contrary to Ms. Pearce's implication, removal of these charges does not result in a complete picture of Account 921 in 2014.

	Q. What costs that AIC expects to record Account 921 in the test year has she not accounted for?
	A. Although charges for Utility Services and Revolving Credit Bank Fees are not included in account 921 Test Year Forecast, other charges to Account 921 were included, as explained to Staff in response to Data Request BAP 19.01. As shown on Ameren Exh...

	Q. Please explain the credit entry to Account 929 that offset Utility Services expense in Account 921 in 2012.
	A. Exhibit 17.7, Schedule 2 presents the accounting detail for journal entries to record debit entries to Account 921 with offsetting credit entries to Account 929. In response to AIC-Staff 6.02, Ms. Pearce requested that the Company provide detail of...

	Q. What do you conclude?
	A. That AIC's forecast of Account 921 charges is reasonable and Ms. Pearce's adjustment should be rejected. As indicated on Exhibit 17.7, Schedule 1, taking into consideration the evidence addressed in response to BAP 19.01, including the Account 929 ...

	Q. Ms. Pearce also proposes, as part of her adjustment in her Schedule 4.03, to disallow approximately $215,000 in specific expenses from Account 921. Can you address these specific items?
	A. Yes.  A specific component of her adjustment in Schedule 4.03 looks at 2012 actual costs and excludes $215,000 (mainly for general employee expenses) based primarily on the claim that these amounts were “unsupported by detailed description and invo...

	Q. Does Ms. Pearce identify any specific "general employee expenses" of concern?
	A. No. Ms. Pearce does not identify any specific expense among AIC’s projected test year “general employee expenses” that is unreasonable or imprudent. Rather, she bases her adjustment on a purported lack of documentation for the 2012 expenses. But AI...

	D. Purchase Accounting Adjustments
	Q. Have you reviewed Ms. Phipps’ adjustments to remove from AIC’s common equity balance approximately $461.2 million representing purchase accounting-related adjustments?  (ICC Staff Ex. 5.0 (Phipps Dir.), p. 10.)
	A. Yes.  Specifically, Ms. Phipps recommends removal of approximately $356.3 million of balance sheet purchase accounting adjustments that are “collapsed” into ICC Account 114 and another approximately $105.5 million of income statement purchase accou...

	Q. What are “purchase accounting” and “purchase accounting adjustments”?
	A. The specific meaning of “purchase accounting” depends on the context.   Here, it refers to accounting entries that were made pursuant to applicable accounting standards at the time Ameren acquired AmerenCILCO (in 2003) and AmerenIP (in 2004).  Thos...

	Q. How did the Commission address purchase accounting in Docket No. 04-0294?
	A. Because the Commission sets rates based on the original book value of plant in service, the altering of account balances to reflect fair market value - purchase accounting - raised concern in Docket No. 04-0294, Ameren’s request for Commission appr...

	Q. Do you agree with Ms. Phipps that the $356 million balance of purchase accounting adjustments that are collapsed into Account 114 should be subtracted from AIC’s common equity balance pursuant to the Docket No. 04-0294 Order?
	A. Yes.  But AIC already has made this adjustment.  As explained by Mr. Martin, AIC adjusted its common equity balance by subtracting $356 million related to Ameren’s acquisitions of AmerenCILCO and AmerenIP for the purpose of calculating capital stru...

	Q. Do you agree with Ms. Phipps that $105.5 million of income statement purchase accounting adjustments that flowed through to retained earnings also should be subtracted from the common equity balance?
	A. No.  That adjustment directly contravenes the Commission’s Docket No. 04-0294 directive because it does not remove all purchase accounting associated with the acquisitions at issue.  Rather, Ms. Phipps’ proposal in effect reverses the “collapsing” ...


	V. CAPITAL STRUCTURE ADJUSTMENTS PROPOSED BY IIEC
	A. Goodwill
	Q. Have you reviewed Mr. Gorman’s adjustment to remove from AIC’s common equity balance $54.4 million of goodwill assets?
	A. Yes.  Mr. Gorman notes AIC recorded $411 million of goodwill assets on its March 31, 2013 FERC Form Q-3.  He also notes Mr. Martin, in determining the Company’s test year capital structure, removed from its common equity balance $356 million of pur...

	Q. Do you agree with Mr. Gorman’s adjustment?
	A. No.   As I explained earlier, AIC excluded purchase accounting adjustments recorded in connection with Ameren’s acquisitions of AmerenCILCO and AmerenIP consistent with the Commission’s Docket No. 04-0294 directive that such balances not be include...
	Mr. Gorman’s proposal represents an abrupt—and unexplained—departure from this clear Commission precedent.  The Commission should not approve it for the reasons stated in numerous Commission Orders since Ameren’s acquisitions of AmerenCILCO and AmerenIP.

	B. Non-Utility Investment
	Q. What further adjustment does Mr. Gorman propose?
	A. He proposed to remove non-utility and other investments ($13.8M) from the balance of common equity.

	Q. What is the basis for his adjustment?
	A. He contends capital supporting non-utility assets is not related to the cost of providing regulated utility service, and capital supporting investments in non-regulated plant and equipment does not impact AIC’s cost of plant and equipment.

	Q. How do you respond?
	A. Mr. Gorman's proposal to adjust common equity only is unsupported by evidence and incorrect in practice. Such investment is supported by AIC's debt and equity investment in proportion to its overall mix of debt and equity capital. Therefore, it is ...


	VI. Adjustments PROPOSED BY MORE THAN ONE PARTY
	A. Adjustments to Employee Benefits Expenses
	Q. Please summarize the parties’ proposed adjustments to employee benefits.
	A. Staff witness Mr. Kahle proposes to reduce the amount of employee benefits to reflect the Company’s updated amounts for employee benefits.  AG/CUB witness Mr. Smith similarly recommends using actual figures for pension and OPEB assets as of Decembe...

	B. Adjustments to Reflect Rental Revenues
	Q. Please summarize Ms. Pearce’s recommended adjustment to reflect rental revenues.
	A. Ms. Pearce proposes an adjustment to base rate revenues to reflect within the test year revenue requirement the 2015 rental revenues from Ameren Missouri’s use of the Enterprise Asset Management System (EAMS) and the Mobile Work Management System (...

	Q. Does Mr. Brosch recommend a similar adjustment?
	A. Yes.  Like Ms. Pearce, Mr. Brosch takes issue with the fact that costs for installing and amortizing the EAMS and MWMS will be reflected in revenue requirements in 2014, although corresponding revenues will not be similarly reflected until 2015.   ...

	Q. How do you respond?
	A. I would begin by pointing out that, although I am not an attorney, it is my understanding that  these adjustments violate the Commission’s test year rules as they seek to pull revenues from outside the test year (from 2015) into the calculation of ...

	Q. Why is the 2015 Revenue Requirement shown on Ameren Exhibit 17.8 (Rev.) over $4 million greater than the Revenue Requirement included in the 2014 Test Year Forecast?
	A. The 2015 revenue requirement reflects a full year of investment and operating expenses, including the first full year of amortization of systems investment that supports the rental revenue. More specifically, all but $358,000 of the $4.299 million ...

	Q. Does AIC now expect that the 2014 O&M costs related to the EAMS and MWMS will increase over AIC's original projected amount?
	A. Yes. As indicated on Ameren Exhibit 17.8 (Rev.), there is $1.677 million of O&M expense in the Test Year Forecast. A more recent forecast indicates there is $2.168 million of O&M expense expected to be incurred in 2014, for a shortfall of $491,000 ...

	Q. Is the Company seeking recovery of the $491,000 additional expense in this proceeding?
	A. No. AIC has not formally sought to update its Test Year Forecast, nor has the Company been required to update its Test Year Forecast, under provisions of the Commission’s test year rules for use of a Future Test Year.  However, if the Commission re...

	C. Adjustments for ADIT – Step-Up Basis Metro
	Q. Please summarize Ms. Everson’s proposal with respect to ADIT related to the transfer of Metro East assets from UE to CIPS in 2005.
	A. Ms. Everson recommends an adjustment to remove the ADIT balance associated with the transfer of assets from UE to CIPS.  She notes that when CIPS recorded the transfer, it made an offsetting entry to ADIT that increased its rate base.  Her position...

	Q. Please summarize Mr. Effron’s proposal with respect to ADIT related to the transfer of Metro East assets from UE to CIPS in 2005.
	A. Mr. Effron also recommends removal of the ADIT balance associated with the item called “Step-up Basis Metro.”  Mr. Effron states that the transfer of property from one utility to another should not result in any increase to the net value of the ass...

	Q. Do you agree with his assertion that" the net value of the assets included in the rate base of CIPS was greater than the net book value of the transferred assets had been in the hands of the affiliate"?
	A. No.  The tax basis of the asset in the hands of AmerenUE prior to the transfer (which created the deferred taxes on UE's books) has no bearing on the tax basis of the assets in the hands of CIP after the transfer.  CIP's tax basis is the purchase p...

	Q. How have these transfers been treated by the Commission in previous rate cases?
	A. Similar adjustments were proposed by the AG in Docket Nos. 12-0001 and 12-0293.  In those cases, the Commission allowed the Company to include the deferred tax debit balances related to “tax depreciation step-up basis Metro” in the rate base used t...

	Q. Have the circumstances related to this transfer of assets changed in any way since the Commission’s rulings in Docket Nos. 12-0001 and 12-0293?
	A. No.

	Q. Do you believe it is appropriate to treat this transfer differently for purposes of a gas rate case than for the previous decisions in electric rate cases?
	A. No. The circumstances for the Asset Transfer is no different for gas than electric and should not be treated differently in this proceeding from the Commission's ruling in Docket Nos. 12-0001 and 12-0293.

	D. Adjustments for Budget Payment Plan Balances
	Q. Please summarize Mr. Ostrander’s proposed adjustment for budget payment plan balances.
	A. Mr. Ostrander contends that AIC will over-recover on budget payment plans in the test year, and that such over-collection represents a ratepayer-funded source of capital.  Mr. Ostrander therefore recommends an adjustment to rate base for the 13-mon...

	Q. Please summarize Mr. Effron’s proposal with respect to budget payment plan balances.
	A. Mr. Effron recommends that the Commission recognized budget payment plan balances in this case in the same way those balances were recognized in the Company’s last rate case.  Thus, Mr. Effron proposes that the average budget payment plan balance f...

	Q. Are you familiar with the Commission’s order on this issue in Docket No. 11-0282?
	A. Yes.  Although I am not an attorney, I understand that, in Docket 11-0282, the Commission’s Final Order stated that over-collection of budget payment plan amounts represents a ratepayer-funded source of capital and should be deducted from rate base.

	Q. Is the Company willing to accept an adjustment to reflect budget payment plan program balances as an adjustment to Rate Base?
	A. Yes. The Company accepts Mr. Ostrander's calculation since it is based on a 13 month average December balance. Use of a December balance, rather than a balance ending in April, as proposed by Mr. Effron, is more consistent with the calculation of o...


	VII. CONCLUSION
	Q. Does this conclude your rebuttal testimony?
	A. Yes it does.



