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Q. Please state your name and business address. 

A. My name is Eric Lounsberry and my business address is: Illinois Commerce 

Commission (“Commission”), 527 East Capitol Avenue, Springfield, Illinois 

62701. 

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

A. I am employed by the Commission as the Supervisor of the Gas Section of the 

Engineering Department of the Energy Division.  I have worked for the 

Commission since 1989. 

Q. Please state your educational background. 

A. I received a Bachelor of Science degree in Civil Engineering from the University 

of Illinois and a Master of Business Administration degree from Sangamon State 

University (now known as University of Illinois at Springfield). 

Q. What are your primary responsibilities and duties as the Gas Section 

Supervisor of the Energy Division's Engineering Department? 

A. I assign my employees or myself to cases, provide training, and review work 

products over the various areas of responsibility covered by the Gas Section.  In 

particular, the responsibilities and duties of Gas Section employees include 

performing studies and analyses dealing with day-to-day, and long term, 

operations and planning for the gas utilities serving Illinois.  For example, Gas 

Section employees review purchased gas adjustment clause reconciliations, rate 
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base additions, levels of natural gas used for working capital, and utility 

applications for Certificates of Public Convenience and Necessity.  They also 

perform audits of utility gas meter shops. 

Q. What is the purpose of this proceeding? 

A. On March 24, 2004, Illinois Power Company (“IP”) and Ameren Corporation 

(“Ameren”) (collectively “Companies”) filed a petition requesting Commission 

approval to engage in a reorganization whereby IP would become a wholly 

owned subsidiary of Ameren. 

Q. What are your duties and responsibilities associated with this docket? 

A. I was assigned to verify that the proposed transaction meets the requirements of 

Section 7-204(b)(1) of the Public Utilities Act (“Act”).  Aside from the Companies’ 

claims of savings associated with power and natural gas purchases, my review 

was limited to verification of the Companies’ natural gas operations. 

Q. What recommendations are you making in this proceeding? 

A. I recommend that the Commission find that the Companies, for their natural gas 

operations, meet the requirement of Section 7-204(b)(1) of the Act. However, I 

would recommend that Ameren be required to provide additional details that 

further explain the type of review involved and the basis used for making any 

changes regarding the oversight of natural gas storage fields, the determination 

and selection of the best utility practices, and IP’s system integration. 
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 I also recommend that Ameren provide additional information to support the 

claimed buying power savings and studies to support its selection of 1.5% as the 

level of savings that will occur as a result of the proposed reorganization. 

 Finally, I recommend the Companies make the following four commitments 

regarding its natural gas operations: 

• Ameren conduct a study of all of its Illinois physical natural gas assets to 
identify all of the needed capital expenditure items necessary to ensure 
continued adequate, reliable, efficient, safe, and least cost public utility 
service 

• Ameren conduct a study of its total Illinois physical assets to identify all 
potential areas of interconnection between its various systems and/or 
potentially beneficial expansions as well as conduct an analysis to 
determine if interconnecting the systems at those points is in the best 
interest of Ameren’s ratepayers. 

• Ameren conduct a study to review the current workforce levels for each 
Ameren utility and determine the levels that are required to ensure 
continued adequate, reliable, efficient, safe, and least cost public utility 
service. 

• Ameren conduct a study regarding the need to maintain separate meter 
shops for each Illinois utility.  This study should review whether 
consolidation of meter shops would provide improved service to its 
customers as well as a timeline for any meter shop consolidation. 

 Although it is my testimony that the current record would support a finding by the 

Commission that the proposed organization would not diminish Applicants’ ability 

to provide adequate, reliable, efficient, and safe public utility service for its natural 

gas customers, I reserve the right to reevaluate this recommendation after 

reviewing any information or commitments provided by Ameren or Applicants in 

their rebuttal testimony. 
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Q. What are the requirements of Section 7-204(b)(1) of the Act? 

A. Section 7-204 of the Act requires Commission approval prior to any proposed 

reorganization of a utility and requires the Commission to make a number of 

findings, including the finding contained in Section 7-204(b)(1) of the Act.  

Specifically Section 7-204(b)(1) states: 

 the proposed reorganization will not diminish the utility’s ability to 
provide adequate, reliable, efficient, safe and least-cost public utility 
service. 

Q. What information did you review to determine if the Companies meet this 

requirement? 

A. I reviewed the Companies’ Application, the Companies’ testimony of Gary L. 

Rainwater, Craig D. Nelson, and Jimmy L. Davis, as well as the Companies’ 

responses to several Staff and Intervener data requests. 

84 

85 

86 

87 

88 
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Rainwater and Nelson Testimony 

Q. What specific information did you rely upon from Mr. Rainwater’s 

testimony (Applicants’ Ex. 1.0)? 

A. Mr. Rainwater’s direct testimony, Applicants’ Ex. 1.0, page 7, noted that Ameren 

will cause IP to spend between $275 - $325 million on capital projects during 

Ameren’s first two years of IP ownership.  Also, on pages 23-24 of the 

Companies’ Application, Ameren noted, “[t]his higher level of capital expenditures 
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enabled by the Reorganization will enable Illinois Power to further upgrade its 

electric and gas systems throughout its service area”. 

Q. Does Mr. Rainwater’s statement that Ameren will commit to spend between 

$275 – $325 million on capital projects during Ameren’s first two years of IP 

ownership differ from what IP has historically spent on capital projects? 

A. No, it does not.  In particular, Mr. Nelson, on page 4 of his supplemental 

testimony (Applicants’ Ex. 13.0), noted that the capital expenditures projection 

was developed based on IP’s average spending over the four-year period of 

2001 – 2004.  Therefore, Ameren is merely committing to the same level of 

expenditure that IP has historically incurred. 

 Further, in Applicants’ Exhibit 13.1, Ameren lists the projected capital 

expenditures for IP for years 2004 through 2007 to average approximately $140 

million per year.  The two-year average of that value is $280 million, which is at 

the lower end of Ameren’s $275 to $325 million capital expenditure range. 

Q. Is Mr. Rainwater’s testimony on Ameren’s capital budget commitment an 

improvement over what IP would likely spend on capital projects in the 

future? 

A. Possibly.  I base that statement on IP’s confidential response to the Citizens 

Utility Board’s (“CUB”) second data request 2.28, Attachment J.  ***x x x x x x x 109 

x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x 110 

x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x 111 
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Q. Is Ameren’s commitment to spend $275 – $325 million on capital projects 

during its first two years of IP’s ownership a budgeted amounted or a firm 

commitment to that level of spending on capital projects? 
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A. According to Ameren’s response to Staff data request ENG 1.44, Ameren’s 

commitment on the $275 – $325 million is to actually spend that level of 

investment, not just budget that level of expenditure.  

Q. Do you believe Ameren’s commitment to spend $275 - $325 million on 

capital projects during its first two years of IP ownership is beneficial to 

IP’s ratepayers? 

A. Yes.  At this time Ameren’s commitment is an improvement over what it appears 

IP would spend.  However, I am not prepared to agree that the $275 - $325 

million in capital expenditures that Ameren has projected for IP is sufficient to 

maintain the reliability of IP’s system in the future. 

142 
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150 
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Davis Testimony 

Q. What specific information did you rely upon from Mr. Davis’ testimony 

(Applicants’ Ex. 7.0) that addresses the requirements of 7-204(b)(1) of the 

Act? 

A. Mr. Davis’ testimony (Applicants’ Ex. 7.0), pages 7 through 9, provides a 

description of both Ameren’s and IP’s gas facilities and operations.  He also 

discusses the manner that Ameren complies with pipeline safety regulations and 

the training programs that are available to Ameren employees to ensure they 

have the knowledge to perform their duties at the highest quality level.  Next, Mr. 

Davis describes Ameren’s experience in managing storage fields. 
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 Mr. Davis also describes, on pages 11 through 12 of his testimony (Applicants’ 

Ex. 7.0), the manner that Ameren will manage the combined properties (IP and 

Ameren) post closing. In particular, Mr. Davis noted that as part of the integration 

process, Ameren intends to combine the management of storage operations for 

IP, Central Illinois Public Service Company (“AmerenCIPS”), and Central Illinois 

Light Company (“AmerenCILCO”) under a single manager of gas storage and 

this manager will focus exclusively on the operation and management of the 

storage assets. 

 Finally, Mr. Davis noted, on pages 12 through 13 of his testimony (Applicants’ Ex. 

7.0), that as a result of the proposed acquisition, Ameren will maintain or 

enhance the quality and reliability of gas service provided by all four of the 

distribution companies (IP, AmerenCIPS, AmerenCILCO, and Union Electric 

Company (“AmerenUE”)) through the adoption of the best practices of each of 

the utilities.  Further, Mr. Davis noted that the integration of IP’s gas operations 

with those of the Ameren utilities should proceed smoothly due to the close 

proximity of the respective systems. 

 Additionally, page 23 of the Companies’ Application references Mr. Davis’ 

testimony, noting that Ameren “…provides high quality and highly reliable utility 

service, and is highly rated in terms of customer service.  In the Illinois Power 

area, Ameren will make and follow through on the same commitment to improve 

customer service that it has made in its other service areas.  In no regard will the 

quality of service provided by Illinois Power diminish.” 
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Q. Did Mr. Davis provide a timeline for when the management changes 

associated with gas storage would occur, when Ameren would determine 

the best practices to implement at each Illinois utility owned by Ameren, or 

when the integration of IP’s gas operations would take place? 

A. No, he did not. 

Q. What action are you recommending concerning Mr. Davis’ comments 

regarding the changing of management for Ameren’s natural gas storage 

fields, the determination and adoption of the best utility practices, and the 

integration of IP’s gas operations as they relate to Ameren’s commitment 

to improve or maintain IP’s natural gas reliability? 

A. I recommend that Ameren provide, in its rebuttal testimony, additional details that 

further explain the type of review involved in the evaluation of, and the basis 

used for making any changes to, the oversight of natural gas storage fields, the 

determination and selection of the best utility practices, and IP’s system 

integration.  Without further information, Staff cannot determine if Ameren’s 

potential decision to alter the oversight of the natural gas storage fields, the 

utilization of best utility practices, and the manner of IP’s system integration are 

reasonable or will in fact diminish IP’s ability to provide adequate, reliable, 

efficient, safe, and least cost public utility service.   

Ameren should also commit, in its rebuttal testimony, to conducting a benefit 

analysis for and a timeframe for Mr. Davis’ proposal to change the oversight of 
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the natural gas storage fields, the determination and selection of best utility 

practices, and IP’s system integration. 

Q. Why is it important to Staff to know the timeline for changes in oversight of 

the natural gas storage fields, the determination and implementation of 

best utility practices, and IP’s system integration? 

A. The Companies’ Application and Ameren’s testimony ties Ameren’s future natural 

gas reliability and service response level for IP customers, after the 

reorganization, to the oversight of natural gas storage fields, the best utility 

practices, and IP’s system integration.  Therefore, Ameren should commit to a 

definite date when these resources will be reviewed and installed or implemented 

on IP.  Absent Ameren committing to a timeframe, it would be very difficult for the 

Commission and its Staff to make certain that Ameren fulfilled these 

commitments. 

Q. Based on your review of the information discussed above by Misters 

Rainwater, Nelson, and Davis, do you believe that the Companies meet the 

requirements of Section 7-204(b)(1) of the Act? 

A. Yes, however as I noted above, Ameren needs to provide detail in its rebuttal 

testimony when all of the events discussed above will take place. 
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Q. Did you review any other representations made by Ameren with respect to 

the reorganization? 

A. Yes.  Mr. Nelson, on pages 16 through 18 of his supplemental testimony 

(Applicants’ Ex. 13.0), discussed Ameren’s belief that it will be able to lower IP’s 

purchased gas prices and purchased power prices based upon its business 

experience.   Mr. Nelson noted that the projected savings from this increased 

buying power (for both the gas and electric operations) is expected to equal $13 

million or 1.5% of the cost of gas and power in 2007 and beyond. 

Q. What support does Ameren provide for its belief regarding the savings on 

gas prices due to increased buying power? 

A. Mr. Nelson, on page 16 of his supplemental testimony (Applicants’ Ex. 13.0), 

noted that Ameren consistently represented in its filings and testimony in the 

Central Illinois Public Service Company/Union Electric (“CIPS/UE”) merger case 

and the Central Illinois Light Company (“CILCO”) acquisition as well as this case 

that there would be buying power savings as it expands its gas business. 

 In particular, as a result of the CIPS/UE merger, UE benefited from receiving 

significant discounts on storage and transportation capacity from interstate 

pipelines that had previously not been available. 
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 Mr. Nelson also noted, on pages 14 and 15 of his supplemental testimony 

(Applicants’ Ex. 13.0), that as a result of the CILCO acquisition, CILCO has 

received more active interest and responses when its requests bids for interstate 

pipeline capacity and expanded its ability to contract with a more diverse group of 

financial hedging partners.  Further, Ameren expects the number of suppliers 

willing to bid on IP gas supply requirements to significantly increase, which will in 

turn improve the competitiveness of the bids. 

Q. Did UE receive a discount on its transportation and storage capacity rates 

from the interstate pipelines as a result of the CIPS/UE merger? 

A. Yes.  The Company, in response to Staff data request ENG 1.33, provided 

information that demonstrated additional discounts were received after the 

merger of CIPS/UE.  Further, the response indicated that AmerenUE’s annual 

discount savings on ***x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x 244 

x *** 245 

246 

247 

248 

249 

250 

251 

Q. Did the number of natural gas suppliers interested in providing CILCO with 

gas supply increase after its acquisition by Ameren? 

A. Yes.  According to Ameren’s response to Staff data request ENG 1.31, the pre-

acquisition CILCO had about 26 potential suppliers and 1 financial company with 

which it did business.  The post-acquisition CILCO has 30 potential suppliers and 

4 financial companies with which it conducts business. 
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 Further, the response noted that: “[w]hen compared to the pre-acquisition 

CILCO, Ameren has stricter screening requirements for its natural gas suppliers 

in the areas of credit and contracting.  Since Ameren is looking for suppliers to 

make commitments for almost four years, Ameren places a high priority on 

purchasing natural gas supplies from financially viable natural gas producers.  

Any numerical comparison based upon the number of suppliers bidding on pre-

acquisition CILCO business versus post-acquisition business neglects to 

consider that Ameren can select among its premium suppliers while the pre-

acquisition CILCO faced buying from the supplier that would offer a bid under 

CILCO’s limited credit.” 

Q. ***x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x 262 

x x x x x x x x x x x x x x x x x x x x x x x x x*** 263 

A. ***x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x 264 
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x x x*** 271 
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Q. What support does Ameren provide for its statement that it would achieve 

savings on purchased power costs due to increased buying power? 
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A. Mr. Nelson, on pages 17 and 18 of his supplemental testimony (Applicants’ Ex. 

13.0), stated that the combined power needs for AmerenCILCO and 

AmerenCIPS in 2007 exceed those of IP.  Next, he noted that as Ameren 

Services goes to the market, with more than twice the level of purchases, it 

would have more buying power than IP would have on its own.  Finally, he added 

that Ameren expects suppliers to take lower per-unit margins in order to get 

higher volumes in negotiated transactions.  

Q. What specific support does Ameren have for selecting 1.5% as the level of 

savings value? 

A. None.  According to Ameren’s response to the Peoples of the State of Illinois’ 

second data request 2.18, there are no documents that specifically support a 

1.5% level of savings for the purchase of natural gas and electric supply.  

Ameren’s use of the 1.5% level of savings is based on its business judgment and 

its experience with and since the CIPS/UE and CILCO transactions. 

Q. What recommendations do you have regarding the 1.5% amount selected 

by Ameren? 

A. I recommend that Ameren provide additional information in its rebuttal testimony 

to support the claimed savings, including studies that support its selection of 

1.5% as the level of savings that will occur as a result of the proposed 

reorganization. 

Observations 294 
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Q. Do you have any other information regarding the reorganization that you 

believe the Commission needs to be aware of regarding the proposed 

transaction? 

A. Yes.  I have identified four areas below that I believe will be of interest to the 

Commission regarding the proposed reorganization.  These areas include current 

IP practices or policies that do not complement Ameren’s stated goal of IP 

customers receiving quality service. There are also areas that I identify where I 

believe certain actions on Ameren’s part will provide benefits to Ameren 

customers in the future. 

Capital Budgets 

Q. What is your first observation regarding the proposed reorganization of 

Ameren and IP? 

A. Staff has previously expressed concern over IP’s capital budgets.  Ameren’s 

decision to maintain those levels does not guarantee continued adequate, 

reliable, efficient, safe, and least cost public utility service. 

Q. When did Staff express concern over IP’s capital budgets? 

A. In Docket No. 01-0701 (IP’s reconciliation of its 2001 gas costs), I provided 

testimony raising several concerns regarding the manner that IP operated its 

natural gas storage fields.  I noted that IP had reduced its capital spending at the 
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storage fields below historical levels and kept its operations and maintenance 

expense constant for a considerable about of time. 

 I also noted a concern in Docket No. 01-0701 that IP was being reactive rather 

than proactive when determining when to make upgrades or other improvements 

at its storage fields. A potential reason for a utility to behave in this fashion is that 

a utility will not earn a return on its investments for improvements or upgrades at 

its storage facilities until it requests and receives a natural gas rate increase from 

the Commission.  However, increased gas supply costs, unless deemed 

imprudently incurred, are automatically passed through to customers through the 

PGA.  So IP could attempt to increase its gas operations profitability either by 

maintaining below prudent levels or even by reducing the amounts budgeted for 

capital expenditures or operation and maintenance expenses for its storage 

operations. 

Q. Do you have any other observations regarding the capital budget? 

A. Yes.  As I stated above, IP’s response to the CUB’s second data request 2.28, 

Attachment J, noted on ***x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x 329 
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D D D D D D D D D D D D D D D D D D D D D D D D D D D D D D 
D D D D D D D D D D D D D D D D D D D D D D D D D D D D D D 
D D D D D D D D D D D D D D D D D D D D D D D D D D D D D D 
D D D D D D D D D D D D D D D D D D D D D D D D  **D**D** 

Q. What do you conclude from the above information? 

A. ***x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x 349 

x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x 350 

x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x 351 

x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x x 352 

x x *** 353 

354 

355 

356 

357 

358 

                                           

Q. What do you recommend on this topic?  

 A. I recommend that the Commission require Ameren conduct a study of its Illinois 

natural gas assets, particularly IP’s, to identify all of the capital expenditure items 

necessary to ensure continued adequate, reliable, efficient, safe, and least cost 

public utility service.   

 
1 Items marked **D**D** pertain to information for which Ameren has asserted a privilege and for which 

 17



Docket No. 04-0294 
ICC Staff Exhibit 4.0 

REDACTED 
359 

360 

361 

362 

363 

364 

365 

366 

367 

368 

369 

370 

371 

372 

373 

374 

375 

376 

377 

378 

                                                                                                                                            

 This study should also provide analysis as to why a capital item is needed and 

provide a timeline for when the expenditures will take place.  I would recommend 

that Ameren provide the Commission and the Manager of the Energy Division 

with a copy of this study by April 1, 2006. 

Physical Integration of Utility Systems 

Q. What is your second observation regarding the proposed reorganization of 

Ameren and IP? 

A. Assuming the reorganization is approved, Ameren will operate four natural gas 

utilities in Illinois whose distribution and transmission systems either overlap or 

operate in close proximity with each other.  Staff believes that the potential exists 

for additional operating efficiency through using the combined utilities’ physical 

assets in conjunction with each other versus operating them separately.  

However, there is no timeline provided for any review or consolidation of the 

systems.   

 Ameren’s testimony on this topic merely noted that (Mr. Davis’s direct testimony, 

Applicants’ Ex. 7.0, page 11) “[g]iven the proximity of IP’s gas service territory to 

Ameren’s existing operations, Ameren anticipates that this integration will 

proceed smoothly, and result in more efficient service to customers of all of the 

utilities.” 

 
an additional, separate confidentiality agreement has been signed by some of the parties.   
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Q. What do you recommend on this topic?  

 A. I recommend that the Commission require Ameren conduct a study of its total 

Illinois physical assets to identify all potential areas of interconnection between its 

various systems and/or potentially beneficial expansions as well as conduct an 

analysis to determine if interconnecting the systems at those points is in the best 

interest’s of Ameren’s ratepayers. 

 This study should also provide an analysis as to why or why not the 

interconnections should take place and provide a timeline for when the 

interconnections will occur.  I would also recommend that Ameren provide the 

Commission and the Manager of the Energy Division with a copy of this study by 

April 1, 2006. 

Supervisory and Manpower Levels 

Q. What is your third observation regarding the proposed reorganization of 

Ameren and IP? 

A. As discussed above, I provided testimony in Docket No. 01-0701 that noted IP 

had reduced the number of supervisors over its storage operations.  In particular, 

I noted that the number of storage field operators had remained stable since 

1991; however, the number of storage field supervisors was significantly 

reduced.  IP had three or four storage field supervisors for period 1991 through 

November of 1995.  IP reduced that to two storage field supervisors at the end of 

1995 and finally went to one supervisor at the beginning of 2000. 

 19



Docket No. 04-0294 
ICC Staff Exhibit 4.0 

REDACTED 
399 

400 

401 

402 

403 

404 

405 

406 

407 

408 

409 

410 

411 

412 

413 

414 

415 

416 

417 

418 

 I had also noted that IP had reduced its capital spending at the storage fields 

below historical levels and kept its operations and maintenance expense 

constant for a considerable about of time. 

Q. Do you have any other observations regarding the supervisory and 

manpower levels? 

A. Yes.  The Companies, in response to Staff data requests ENG 1.20 and 1.21, 

provided the number of gas operations personnel, supervisory personnel, and 

support staff assigned to each Ameren entity and to IP.  These responses 

indicated that IP had more gas field personnel and slightly more supervisors then 

any of the individual Ameren companies (AmerenCILCO, AmerenCIPS, and 

AmerenUE). 

 However, many of the support functions of the individual Ameren companies are 

conducted by their affiliates Ameren Services or Ameren Energy Fuels & 

Services, whereas IP had no similar affiliate.  Taking the number of supervisors 

assigned to Ameren Services and to Ameren Energy Fuels & Services into 

account, the Ameren companies have a higher number of supervisors then IP, 

even though IP is larger then any of the individual Ameren companies.  This 

observation is also consistent with the concern I noted above regarding IP’s 

reduction to supervisory level for its gas storage operations. 

Q. What do you recommend on this topic to the Commission? 
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A. I recommend that the Commission require that Ameren conduct a study to review 

the current workforce levels for each Ameren utility, particularly IP, and 

determine the levels that are required to ensure continued adequate, reliable, 

efficient, safe, and least cost public utility service.  The study should provide 

detail about each job area, including supervisory staff, and discuss how the 

workforce levels were determined.  I also recommend that Ameren provide the 

Commission and the Manager of the Energy Division with a copy of this study by 

April 1, 2006. 

Meter Shops 

Q. What is your fourth observation regarding the proposed reorganization of 

Ameren and IP? 

A. Assuming the reorganization is approved, Ameren will then operate four natural 

gas meters shops, three in Illinois and one is Missouri.  These meter shops are 

used to test the meter accuracy of all residential and small commercial natural 

gas meters. 

Q. What is your concern regarding the meter shops? 

A. Given the size of Ameren’s Illinois natural gas operations, Staff believes it would 

be more efficient for Ameren to consolidate its meter testing operations. 

Q. What do you recommend on this topic to the Commission? 
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A. I recommend that the Commission require Ameren conduct a study regarding the 

need to maintain separate meter shops for each Illinois utility.  This study should 

review whether consolidation of meter shops would provide improved service to 

its customers as well as a timeline for any meter shop consolidation.  I would also 

recommend that Ameren provide the Commission and the Manager of the 

Energy Division with a copy of this study by April 1, 2006. 

Q. Do any of your four observations lead you to conclude that the 

Commission should deny the Companies’ requested reorganization? 

A. No. 

Q. Does this conclude your direct testimony? 

A. Yes. 
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