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I. INTRODUCTION 8 

Q. Please state your name and business address. 9 

A. My name is Craig D. Nelson, and my business address is 300 Liberty Street, Peoria, 10 

Illinois 61602. 11 

Q. Are you the same Craig D. Nelson who previously sponsored direct and rebuttal 12 

testimony in this proceeding? 13 

A. Yes, I am. 14 

Q. What is the purpose of your testimony? 15 

A. The purpose of my testimony is to respond to the rebuttal testimony of certain Illinois 16 

Commerce Commission (Commission) Staff and Intervenors.  Specifically I respond to the 17 

following: 18 

• Rate of return on equity recommendations made by Commission Staff (Staff) 19 
witness, Ms. Rochelle M. Phipps and Illinois Industrial Energy Consumers (IIEC) 20 
witness, Mr. Michael P. Gorman; 21 

• The Pension/Other Post-Employment Benefits (Pension/OPEB) adjustment 22 
proposed by Staff witness, Mr. Daniel G. Kahle and Illinois Office of Attorney 23 
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General (AG) and Citizens Utility Board (CUB) (jointly AG/CUB) witness, Mr. 24 
Ralph C. Smith; 25 

• Concerns with AIC’s forecast process and relative levels of operations and 26 
maintenance (O&M) expense between 2012 and the test year raised by AG/CUB 27 
witness, Mr. Michael L. Brosch; 28 

• Recommendations regarding the disclosure of qualifying infrastructure plant 29 
(QIP)-eligible projects included in the test year and their exclusion from QIP 30 
Rider recovery made by Staff witness, Mr. Mike Ostrander; and 31 

• Issues related to the litigation of a Small Volume Transport (SVT) program in a 32 
separate proceeding raised by The Retail Gas Suppliers (RGS) witness, Mr. James 33 
L. Crist and The Illinois Competitive Energy Association/The Retail Energy 34 
Supply Association (ICEA/RESA) witness, Mr. Kevin Wright. 35 

I also introduce the other witnesses who will provide surrebuttal testimony on behalf of Ameren 36 

Illinois Company d/b/a Ameren Illinois (AIC or the Company). 37 

Q. Are you sponsoring any exhibits in support of your surrebuttal testimony? 38 

A. Yes, I am sponsoring Ameren Exhibit 30.1.  This exhibit sets forth the Company’s 39 

response to data request AG 18.02. 40 

II. RETURN ON EQUITY 41 

Q. Have you reviewed the rebuttal testimony of Ms. Phipps and Mr. Gorman regarding 42 

return on equity? 43 

A. Yes, Ms. Phipps has revised her recommendation to a return on equity of 8.81% and Mr. 44 

Gorman continues to recommend a return on equity of 9.10%.  However, neither the 8.81% 45 

recommended by Ms. Phipps nor the 9.10% recommended by Mr. Gorman is a sufficient return 46 

to enable AIC to attract and obtain the capital, at reasonable terms, that is needed to support the 47 

necessary investments in AIC’s gas infrastructure.  As I testify in my rebuttal testimony, these 48 

“punitive rates of return,” as characterized by Moody’s Investors Service, have negative business 49 

implications for the Company and serve to discourage required investment in AIC’s gas 50 
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infrastructure.  They hinder the Company’s ability to obtain the necessary funds from the capital 51 

markets, where AIC must compete for such investment funds with other investment 52 

opportunities.  Further, as the Commission noted in its recent order in the Peoples/North Shore 53 

gas rate case, the average of recent returns on equity authorized for natural gas utilities is 9.94%, 54 

making Staff’s revised and IIEC’s recommendations nearly 115 and 85 basis points below this 55 

average, respectively. 56 

III. EMPLOYEE BENEFITS ADJUSTMENT 57 

Q. What is the proposed adjustment for employee benefits? 58 

A. Mr. Kahle and Mr. Smith both continue to offer an adjustment to reduce AIC's test year 59 

level of Pension/OPEB expense by approximately $3.9 million. 60 

Q. What is their rationale? 61 

A. Mr. Kahle's opinion is that the Commission’s rules on updates to future test year data 62 

apply to the utility's filing of an update of its schedules and workpapers, but does not limit or 63 

restrict the Commission’s ability to consider adjustments based on information gathered during 64 

discovery.  Mr. Smith argues that "good regulatory policy" requires that the most recent 65 

information be reflected.  He asserts that the argument that utility estimates for a future test year 66 

need not or cannot be updated or adjusted is fundamentally unsound, and, if adopted, would 67 

result in a utility's revenue requirement being misstated based on information in a utility's filing 68 

that has been shown to be outdated, inaccurate and not reflective of costs that the Company 69 

expects to incur during the future test year. 70 
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Q. What is your response? 71 

A. With regard to Mr. Kahle's argument that the update rules apply only to the utility, I 72 

would point out that what Mr. Kahle is proposing is exactly that: he is asking the utility to update 73 

its schedules and workpapers (or have the Commission order them to do so).  But the ALJ has 74 

not required such an update (or allowed it) in accordance with the rules.  Thus, I do not believe 75 

Mr. Kahle's argument has merit.  The implication of his argument would also lead to the absurd 76 

situation where the Commission, Staff and Intervenors could offer whatever updates they felt 77 

were appropriate, while the utility could not.  Moreover, his testimony that “[i]t is logical that the 78 

Commission should consider additional, more recent information” would appear to confirm my 79 

point on rebuttal that if the Pension/OPEB adjustment is to be reflected, other material changes, 80 

such as the increase in interest expense, should be reflected as well as "additional, more recent 81 

information."  Regarding Mr. Smith's arguments, his concerns about regulatory policy are not 82 

well founded: the policy question he poses has been resolved by the Commission's update rules. 83 

Q. Is AIC nevertheless revising its position on the Pension/OPEB adjustment? 84 

A. Yes.  Notwithstanding my position as set forth in rebuttal and above, in the interests of 85 

narrowing issues in this case, AIC has reflected the Pension/OPEB adjustment recommended by 86 

Mr. Smith and Mr. Kahle in its surrebuttal revenue requirement, along with the three cost 87 

increases that AIC has identified and that I discussed in my rebuttal testimony. 88 

IV. RESPONSE TO AG/CUB WITNESS, MR. MICHAEL L. BROSCH 89 

Q. Does Mr. Brosch respond to your rebuttal testimony related to forecast issues? 90 

A. Yes.  He continues to criticize AIC's forecast process and the relative levels of O&M 91 

expense between 2012 and the test year. 92 
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Q. What is your general response? 93 

A. I continue to dispute many of his characterizations.  In particular, as discussed below, I 94 

take issue with his implied assertion that AIC has not reflected any costs reduction programs in 95 

the test year.  However, AIC's goal is continuous improvement, including in forecasting, and, as 96 

discussed by Mr. Getz, AIC will commit to take the additional steps in the preparation of future 97 

gas forecasts to make more transparent underlying assumptions and inputs for its forecasted 98 

labor and non-labor expenses. 99 

Q. What are Mr. Brosch's concerns about AIC's forecast? 100 

A. As in his direct, they are based on a purported "bias" in utility management when it 101 

comes to forecasted costs.  For example, at lines 51 through 53 of his testimony, Mr. Brosch 102 

references the "unavoidable bias management faces when forecasted costs for a future test year 103 

become the determinants of ICC-approved utility revenues and earnings." 104 

Q. Do you agree that there exists such an "unavoidable bias"? 105 

A. No, as I explained in my rebuttal testimony.  I believe that Mr. Brosch's allegations of 106 

"bias" arise more from an apparent general policy concern with utilities' use of a future test year.  107 

For example, he quotes from a copy of a National Regulatory Research Institute (NRRI) 108 

publication that is critical of future test years and claims they are susceptible to bias.  But the 109 

report is addressed to Commissions deciding whether to adopt a future test year – a policy 110 

question already decided in Illinois.  Irrespective of Mr. Brosch's (or NRRI's) opinion about 111 

whether future test years are a good thing or a bad thing, the fact remains that future test years 112 

are permitted in Illinois.  The Commission's rules provide for future test years, and define the 113 

procedural and documentation requirements for filing one.  The rules include substantial 114 

additional requirements for schedules and documentation to support a future test year that are not 115 
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required for a historical test year.  Mr. Brosch has not suggested that AIC has failed to comply 116 

with these rules, and in fact AIC has submitted the required future test year documentation.  117 

Moreover, as I explained in my rebuttal testimony, AIC has had its forecast audited (a 118 

requirement of the future test year rule).  Therefore, I believe that Mr. Brosch's policy concerns 119 

about future test years have no bearing on this proceeding. 120 

Q. Does Mr. Brosch have concerns about AIC's forecast specifically? 121 

A. Yes.  At lines 105 through 108 Mr. Brosch claims that "if AIC's budget were driven 122 

primarily by historical spending and more objectively determined escalation rates, the 123 

Company’s proposed test year O&M forecast expenses would not be increasing by 17% over 124 

2012 actual levels." 125 

Q. What is your response to this statement? 126 

A. I consider this to be speculative generalization.  Mr. Brosch appears to be arguing that it 127 

would be preferable for AIC to simply take historical spending amounts and escalate them by a 128 

standard escalator.  However, as I described in my rebuttal testimony, AIC’s forecasting process 129 

is thorough and comprehensive, and is intended to produce accurately forecasted or budgeted 130 

costs with which the Company can manage its business.  I do not believe use of Mr. Brosch's 131 

preferred approach would necessarily produce accurate projections for AIC's business purposes. 132 

Q. Does Mr. Brosch have other concerns about the forecast? 133 

A. Yes.  He is also concerned about the absence of forecast workpapers, which he believes 134 

are necessary, although as explained in Mr. Getz's rebuttal testimony, they are not required.  Mr. 135 

Getz further addresses this concern of Mr. Brosch's. 136 
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Q. At lines 127 through 131 of Mr. Brosch's testimony, he also claims that "What is 137 

notably absent from Mr. Nelson's testimony is any mention of where the Company's test 138 

year forecasters have identified any specific, new incremental reductions in spending, any 139 

new productivity enhancements, any programs or initiatives active historically that are 140 

being completed or reduced in scope or any assumed new austerity initiatives."  Is this 141 

characterization fair? 142 

A. No.  The Company identified cost reduction programs in its C-22 schedule, as required 143 

under the rules.  Moreover, in discovery, AIC explained that the Company’s employees include 144 

many cost reductions in the ordinary course of conducting business and managing the 145 

Company’s financial responsibilities.  Responses to data requests AG 3.23 – 3.25 and AG 13.23 146 

– 13.24 discussed the more significant programs for cost reduction that are in place for the test 147 

year or would impact test year revenue requirement.  These programs include a workforce 148 

reduction program implemented in 2011 and cost reductions from the Ameren Illinois merger 149 

integration.  I directed Mr. Brosch to the description of these programs in one of my data 150 

responses (and have attached a copy of the relevant data request [AG 18.02] response to my 151 

testimony as Ameren Exhibit 30.1).  I consider it disingenuous for Mr. Brosch to imply that no 152 

such programs exist when they have been identified in AIC's schedules and discovery responses. 153 

Q. Have you explained why AIC's test year O&M increases from 2012 actuals? 154 

A. Yes.  In rebuttal, I explained that the winter of 2012 was atypically warm, and as a result, 155 

AIC's overall sales and revenues were much lower than expected.  AIC accordingly reduced its 156 

expenditures so that spending was more in line with revenues.  Mr. Brosch agrees that it is not 157 

"unusual for utilities to defer new programs and initiatives, to delay discretionary projects, to 158 

suspend new hiring or the filling of vacant positions and to generally tighten spending controls 159 
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whenever financial constraints exist," including mild weather.  As I also explained in rebuttal, 160 

AIC's cost controls benefited ratepayers by avoiding financing costs that would have been 161 

needed to support the higher expenditure amounts. 162 

Q. But Mr. Brosch claims this means you favor higher utility rates with excessive O&M 163 

estimates, even if actual expenses are ultimately lower, so as to avoid needing to finance 164 

cash flow shortfalls or suffering lower earnings whenever mild weather appears.  Is this 165 

correct? 166 

A. No, his statement mischaracterizes my testimony.  As I testified in rebuttal, AIC reduced 167 

its expenditures in 2012 so that spending was more in line with revenues.  One benefit of that 168 

was avoided financing costs.  However, I did not in any way testify that AIC would intentionally 169 

"over forecast" to avoid needing to finance cash flow shortfalls or suffering lower earnings 170 

whenever mild weather appears.  In fact, I favor utility rates that allow the utility to recover its 171 

cost of service and earn a reasonable return on its investments. 172 

Q. Mr. Brosch also argues that your "explanation that reduced spending in 2012 was 173 

needed because" the return on equity in 2012 was 5.93% (3.13% below the return 174 

authorized) is potentially misleading.  He believes the focus should be on calculation of 175 

return earned on gas rate base in 2012 of 7.64%.  What is your response? 176 

A. Again, Mr. Brosch's statement mischaracterizes my testimony.  I did not testify that 177 

reduced spending was "needed" in 2012 because return on equity (ROE) was below the 178 

authorized level.  Rather, I was pointing out, in response to Mr. Brosch's direct testimony 179 

suggesting that approval of expenses at levels higher than ultimately spent by the utility 180 

"contributes to an opportunity to earn a higher return than was intended in the rate order that was 181 

issued," that AIC was not earning more than its authorized rate of return in 2012.  This would 182 
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still be true even if you compare 7.64% to the authorized return of 8.33% as suggested by Mr. 183 

Brosch. 184 

Q. Mr. Brosch also suggests that if "fiscal responsibility is needed to meet lower cost 185 

levels proposed by AG/CUB, he encourages the Commission to induce such an outcome in 186 

its order."  Please comment. 187 

A. Mr. Brosch does not make any specific proposal in relation to this statement, and it is 188 

unclear exactly what outcome he wants the Commission to "induce" or how they should "induce" 189 

it.  However, I would strongly dispute any implication that AIC lacks "fiscal responsibility."  To 190 

the contrary, as I explained in rebuttal, the Company considers, as a matter of prudent 191 

management, potential opportunities to reduce future costs, consistent with its statutory 192 

responsibility to provide safe, adequate, and reliable service to its ratepayers, and has in place 193 

cost control measures, which represent ongoing efforts to maintain costs at reasonable levels. 194 

V. RESPONSE TO STAFF WITNESS, MR. MIKE OSTRANDER 195 

Q. Mr. Ostrander recommends that, in surrebuttal testimony, AIC: (1) disclose the 196 

QIP-eligible projects that are included in the surrebuttal revenue requirement; and (2) 197 

provide assurance, and the rationale for that assurance, that those projects will not also be 198 

included for recovery in the QIP Rider.  Please respond. 199 

A. AIC does not intend to seek QIP Rider recovery for any asset amounts included in rate 200 

base in the 2014 test year in this case.  AIC has not yet identified all 2014 QIP qualified assets 201 

included in the revenue requirement; however, AIC commits that any asset investment amounts 202 

for QIP eligible projects included in the revenue requirement in this case will not also be 203 

included for recovery in the QIP Rider. 204 
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VI. SMALL VOLUME TRANSPORT 205 

A. Response to RGS witness, Mr. James L. Crist 206 

Q. Mr. Crist testifies that if the Commission decides another docket is necessary to 207 

approve the SVT program, then it should be made clear the purpose of the docket is to 208 

finalize the tariffs and that the starting point is the tariffs AIC witness, Ms. Vonda K. 209 

Seckler has already submitted, along with improvements of AIC witness, Mr. Leonard M. 210 

Jones.  He further recommends the Commission should order AIC to hold tariff workshops 211 

immediately following the order in this case with the purpose of improving and editing the 212 

tariffs and filing the revised tariffs 45 days from the order in this case.  How do you 213 

respond? 214 

A. In summary, I agree.  The parties have advanced many positions for the Commission to 215 

consider in this docket.  The Commission should advise the parties which positions and areas of 216 

compromise it accepts.  From this AIC will file new tariffs for the SVT program no later than 45 217 

days after the Commission's final order in this proceeding.  Ms. Seckler addresses the manner 218 

and timing of other collaborative efforts with the stakeholders. 219 

B. Response to ICEA/RESA witness, Mr. Kevin Wright 220 

Q. Mr. Wright challenges the propriety of a later proceeding to consider the SVT issues 221 

and offers that a new proceeding would be a Section 9-201 proceeding that can last as long 222 

as eleven months and, therefore, last into calendar 2015.  What is your response? 223 

A. Yes, a Section 9-201 proceeding can last eleven months or else the filed tariffs go into 224 

effect.  However, I am not aware of any prohibition that prohibits a Commission order prior to 225 

the conclusion of the eleven-month period. 226 



Ameren Exhibit 30.0 
Page 11 of 14 

Q. Mr. Wright then offers his belief that every potential party in that proceeding may 227 

not agree to an expedited schedule.  Can you reply? 228 

A. My experience is the Administrative Law Judges (ALJs) set the schedule, which may or 229 

may not be the preferred schedule by some or all the parties to a case.  The reality is, the 230 

Commission can order an expedited schedule and I am confident the ALJs will set a schedule 231 

that will call for a Commission order regarding the SVT tariffs and program by no later than 232 

November 1, 2014.  As noted by Ms. Seckler, AIC will recommend a schedule that calls for a 233 

final order within 150 days after the SVT tariff filing is made. 234 

Q. Do you have anything else to add to this discussion? 235 

A. Yes.  Notwithstanding the desire of some to have the SVT program approved in this 236 

docket, the unrefuted reality is this program will not be ready until November 1, 2014, due to the 237 

system upgrades and other operational changes described earlier by Ms. Seckler.  238 

VII. INTRODUCTION OF SURREBUTTAL WITNESSES 239 

Q. Who will be sponsoring surrebuttal testimony on behalf of the Company? 240 

A. Surrebuttal testimony and exhibits will be sponsored by the following witnesses. 241 
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Exhibit Number Witness Topics Addressed 

Ameren Exs. 30.0 – 30.1 Craig D. Nelson Response to Staff and IIEC 
Return on Equity 
Recommendations 

Response to Staff and 
AG/CUB Employee 
Benefits/Pension Expense 
Recommendations 

Response to AG/CUB 
Forecast Assertions 

Response to Staff on QIP 

Response to RGS and 
ICEA/RESA on SVT Program 

Introduction of Surrebuttal 
Witnesses 

Ameren Exs. 31.0 – 
31.10 

Ronald D. Stafford Rebuttal Revenue 
Requirement and Rate Base 

Agreed Issues and Accepted 
Adjustments 

Response to Staff 
Adjustments 

Response to Adjustments 
Common to more than One 
Party 

Ameren Ex. 32.0 Michael A. Getz Response to Staff Comments 
on AIC’s Forecasted Labor 
Expenses 

Response to AG/CUB 
Comments on AIC’s Test 
Year Expense Forecasts 

Ameren Exs. 33.0 – 33.2 Ryan J. Martin Response to Staff on Bond 
Issuance 

Capital Structure and Overall 
Cost of Capital 

Ameren Exs. 34.0 – 34.8 Robert Hevert Return on Equity 
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Exhibit Number Witness Topics Addressed 

Ameren Exs. 35.0- 35.1 Thomas B. Kennedy Response to Staff and 
AG/CUB on Proposed 
Adjustments to Charitable 
Contribution Expense, 
Advertising Expense, 
Consulting Fees, and 
Corporate Sponsorships 
Expense 

Ameren Exs. 36.0 – 36.5 Stephen R. Colyer Response to Staff and 
AG/CUB on Forecasted Labor 
Expense 

Response to Staff and 
AG/CUB on Non-Labor 
Expenses 

Response to Staff and 
AG/CUB on AIC's Forecasted 
Gas Operating Expenses 

Ameren Ex. 37.0 Leonard M. Jones Response to Staff on Straight 
Fixed Variable (SFV) Fixed 
Cost Recovery 

Response to AG/CUB on 
Residential Space Heat Data 

Response to ICEA/RESA on 
UCB/POR Discount Rate for 
Rider SVT 

Ameren Ex. 38.0 Karen R. Althoff Response to IIEC and 
AG/CUB on Rate Design and 
Cost of Service 

Ameren Ex. 39.0 David A. Heintz Response to Staff and 
AG/CUB on Cash Working 
Capital Requirements 

 

Ameren Ex 40.0 Vonda K. Seckler Operational and Technical 
Aspects of Implementing a 
Small Volume Transportation 
(SVT) Program 
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Exhibit Number Witness Topics Addressed 

Ameren Ex. 41.0 Jacqueline K. Voiles Response to Staff's 
Adjustments to Outside 
Professional Service and 
Credit Card Expenses 

Ameren Ex. 42.0 – 42.2 Marla J. Langenhorst Response to Staff's 
Adjustment to Forecasted 
Non-Union Wages 

VIII. CONCLUSION 242 

Q. Does this conclude your surrebuttal testimony? 243 

A. Yes, it does. 244 
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