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ILLINOIS COMMERCE COMMISSION
DOCKET NOS. 06-0070 / 06-0071 / 06-0072 (CONSOLIDATED)

SURREBUTTAL TESTIMONY
OF

RONALD D. STAFFORD

Please state your name and business address.

My name is Ronald D. Stafford. My business address is One Ameren Plaza, 1901
Chouteau Avenue, St. Louis, Missouri, 63103.

Are you the same Ronald D. Stafford that provided testimony in this
proceeding?

Yes | am.

What is the purpose of your testimony?

My surrebuttal testimony will present the Ameren Companies’ Surrebuttal
Revenue Requirement and related schedules, including detailed Operating Income
and Rate Base schedules. I will also respond to certain recommendations of Staff
described in the rebuttal testimony of Staff Witnesses Peter Lazare, Burma Jones,
Theresa Ebrey and James Spencer, Illinois Industrial Energy Consumers (“IIEC”)
Witness Alan Chalfant, and AG witness David Effron.

In addition to your Surrebuttal Testimony, please identify Exhibits 36.1,
36.2, and 36.3 that you will be sponsoring.

Exhibit 36.1 — AmerenCILCO Surrebuttal Revenue Requirement

Exhibit 36.2 — AmerenCIPS Surrebuttal Revenue Requirement
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Exhibit 36.3 — AmerenlIP Surrebuttal Revenue Requirement

Each of the Exhibits include multiple schedules summarizing development of
Operating Income and Rate Base and present the Ameren Companies Surrebuttal
Revenue Requirement. For illustrative purposes, the starting point is Staff’s
Rebuttal Pro Forma Present Rates Operating Income and Rate Base with
adjustments detailed to arrive at the Ameren Companies Surrebuttal Filing
position.

Please identify the additional Exhibits you will be sponsoring.

Exhibit 36.4 — Reallocation of Depreciation Reserve (AmerenlP)

Exhibit 36.5 — Rate Case Expense (All Companies)

Exhibit 36.6 — Administrative and General Expenses (All Companies)

Exhibit 36.7 — Detail of Customer Service Integration Project Costs (AmereniP)
Exhibit 36.8 — Recalculation of Staff’s Adjustment to Pro Forma Plant Additions
(AmerenlP)

Exhibit 36.9 — Additional Supporting Documentation for Pro Plant Additions
(AmerenlP)

Exhibit 36.10 — Recalculation of Staff’s Adjustment to Plant Additions (All)
Exhibit 36.11 — Contractual Documentation in support of Work Order 9915
(AmerenCIPS)

Exhibit 36.12 — Contractual Documentation in support of Work Order 11983
(AmerenCIPS)

Exhibit 36.13 — Intangible Plant in Service (AmerenCILCO and AmerenCIPS)
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Exhibit 36.14 — Supply Procurement Adjustment (All)

Revenue Requirement

What is the overall level of Surrebuttal Revenue Requirement the Ameren
Companies are proposing ?

As shown on Exhibit 36.1, AmerenCILCO’s Rebuttal Revenue Requirement is
$143,061,000. As shown on Exhibit 36.2, AmerenCIPS’ Rebuttal Revenue
Requirement is $237,674,000. As shown on Exhibit 36.3, AmerenIP’s Rebuttal
Revenue Requirement is $402,216,000.

Duplicate Charges

Has the issue regarding duplicate charges raised by AG witness Effron in his
direct testimony been resolved?

Yes. In his rebuttal testimony at pages 10 and 11, Mr. Effron accepts the Ameren
Companies’ pro forma adjustment for duplicate charges. ICC Staff Exhibit 12.0
also reflects this adjustment in development of Staff’s Rebuttal Revenue
Requirement.

Administrative Fee for Add-on Taxes

Is Mr. Effron now in agreement with the Ameren Companies that no further
adjustment is required for the Ameren Companies’ fee to administer add-on
taxes?

Yes. At page 2 of his rebuttal testimony, Mr. Effron concurs with the Ameren
Companies’ position that no further adjustment is required. Therefore, this issue
has also been resolved.

Tree Trimming Adjustment
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Is the Tree Trimming Adjustment still needed to comply with Staff witness
James Spencer’s interpretation of NESC Rule 218?

Yes. The surrebuttal testimony of Ray Wiesehan discusses the significant increase
in Distribution System Maintenance costs required to comply with Mr. Spencer’s
interpretation of NESC 218. As shown on Exhibit 16.5, the additional costs for
the No Touch Policy Adjustment increase operating expense by $27,175,000 in
this case. This amount includes $17,293,000 for incremental additional ongoing
costs and $9,882,000 for a four-year amortization of the additional costs to
convert from a four-year to a two-year tree trimming cycle.

Incentive Compensation

Please describe the incentive compensation correction shown on Exhibit 36.1,
Schedule 1, Page 2.

On Respondents’ Exhibit 16.6, a correction was made by the Ameren Companies
to the level of incentive compensation expense. On ICC Staff Exhibit 14.0,
Schedule 14.03, Staff witness Jones reflected this correct amount of incentive
compensation expense. The adjustment shown for AmerenCIPS and AmerenlP on
ICC Staff Exhibit 12.0 is also correct, but the amount shown for AmerenCILCO
is slightly overstated. In response to Ameren Data Request 16.01, Staff
acknowledged the overstatement of its proposed adjustment. This overstatement is
corrected on Exhibit 36.1, Schedule 1, Page 2.

Do you have any additional comments regarding incentive compensation?
Yes. Ms. Krista Bauer has discussed the reasons why the Ameren Companies

disagree with this adjustment. Therefore, | have added back incentive
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compensation expenses, and related payroll taxes, in the Adjustments to
Operating Income shown on Exhibits 36.1, 36.2, and 36.3.

AMS Cost Reallocation

Are there any remaining issues regarding AMS cost reallocation?

Not to my knowledge. The Ameren Companies agree with the AMS reallocation
costs reflected on ICC Staff Exhibit 12.0, and no other witnesses specifically
addressed AMS reallocation costs in rebuttal testimony.

Injuries and Damages Expenses

Does AG witness Effron concur with Staff’s recommendation to normalize
injuries and damages expenses, which was accepted by the Ameren
Companies?

No. While Mr. Effron did not propose an adjustment to injuries and damages
expense for AmerenlP, he does indicate opposition to Staff’s adjustment for
AmerenCILCO and AmerenCIPS.

Do you have comments regarding Mr. Effron’s recommendation?

Yes. The Ameren Companies continue to believe that Staff’s approach to
normalize injuries and damages is the preferred approach in this case, in that it
weighs payments against accrued expense and also eliminates what Staff
considered to be outlying data. Mr. Effron’s primary criticism of Staff’s approach
appears to be that he disagrees with the subjectivity involved with expense
accruals recorded by the Ameren Companies, and again with the subjectivity
involved in assessing outlying data. Even Mr. Effron’s recommended approach is

subjective, however, in that he has elected to normalize injuries and damages
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expense over a 5-year period vs. some other period, such as a 4-year period or
instead based on either test year or post test year payments. His recommendation
to use a simple average of payments is effectively a cash basis approach, which is
rarely, if ever, used to set revenue and expense levels for the purpose of either
financial reporting or setting rates in a ratemaking context. While Mr. Effron may
not like the size of injuries and damages expense accruals, or the fluctuation of
accruals from year to year, accruals are the accepted form of accounting for
revenues and expenses. The fact that accruals, and payments, fluctuate from year
to year for a cost such as injuries and damages, helps to support Staff’s
normalization approach. Also, Staff’s weighted average approach to
normalization is more common and generally preferred in setting various revenue
and expense levels rather than the simple average normalization developed by Mr.
Effron, because it places more weight on current data, rather than equal weight on
all data, whether such data is for 2001 (three years before the test year) or for the
test year. | note that, in this case, Staff’s proposed normalization of uncollectible
expense is a weighted average approach, which Mr. Effron did not oppose. Other
common examples of a weighted average approach used in a ratemaking context
are weather-normalized sales (result applied to test-year billing units rather than
purely historical derivation), changes in depreciation rates, and cost of debt and
equity. As mentioned above, the use of simple averages to establish revenue and
expense levels that fluctuate from time to time are rarely used in a ratemaking
context.

Employee Pensions and Benefits Expenses
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Are other Ameren Companies’ witnesses also addressing pensions and
benefits issues in surrebuttal testimony?

Yes. Ameren Companies’ witnesses Mr. Ken Vogl addresses issues related to
pensions and other post employment benefits (“OPEBs”) and Ms. Marla
Langenhorst addresses issues related to major medical expense, in response to
proposals submitted by Staff witness Lazare and IHEC witness Chalfant to limit
the overall level of A&G expense, and OPEB liability issues raised by AG
witness Effron and adopted by Staff witness Jones. Except for one adjustment
discussed below, no other proposed adjustments to pensions and benefits costs are
appropriate.

Please respond to Mr. Effron’s proposal to use 2005 rather than 2006
expense to determine pro forma pensions and benefits expenses.

In my rebuttal testimony, | provided a number of reasons why use of 2006
information is more appropriate. For whatever reason, Mr. Effron ignores much
of my testimony and instead focuses his attention on the lack of complete
actuarial studies in support of 2006 expense levels.

Are actuarial studies conducted for all pensions and benefits costs?

No. Actuarial studies only pertain to pensions and other post employment benefits
expense. Actuarial studies are not prepared for other benefits expense. Therefore,
my discussion herein is focused on these two expense components.

Why is the lack of complete actuarial studies not a valid reason to disallow
use of 2006 expense for pensions and other post employment benefits

expense?
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Actuarial studies certainly provide useful information and are very helpful in
measuring the overall levels of, and changes in, plan costs, for a period of time. If
there is a reasonable expectation that the period of time covered by the study is
representative of going-forward levels, such data can be reasonably relied upon in
whole or in part. However, due to the passage of time, costs begin to change
immediately after the study date. Even if there was no change in eligible
participants, and there was no change in the assumption for inflation rates and
return on plan assets, costs would immediately change due to changes in service
plan costs, and changes in the amortization of plan gains or losses. Such costs
may increase or they may decrease, but they will change. Therefore, it is generally
more appropriate to use more current information to establish such costs,
including consideration by the actuary of anticipated changes in cost components,
such as medical inflation rates and other plan changes. This is particularly true
when you consider that rates to be established in this case will not go into effect
until January 2, 2007, well after the 2005 study period recommended by Mr.
Effron. Specifically in this case, there are a number of reasons to believe 2005
actual data is not representative of going-forward pension and other post
employment benefits expense. Therefore, 2006 actuarial estimates have been
used, which are reasonably expected to be representative of going-forward levels,
and are more accurate than the actual 2005 data. As stated in my rebuttal
testimony, use of 2006 data includes a full year of IP on the Ameren financial
system and more accurately reflects AmerenlP’s allocable share of pensions and

other post employment benefits expense. Also, use of 2006 data includes a full
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year of the transfer of the former IllinoisUE employees to AmerenCIPS, and
therefore reflects a more accurate determination of the impact of pensions and
benefits costs of AmerenCIPS. In addition, use of 2006 data more closely
coincides with the date new rates will go into effect as a result of these
proceedings and also satisfies the criteria established in Section 287.40 of the
Illinois Administrative Code for use of estimates in establishing rates.

Has the issue regarding the Ameren Companies’ proposed elimination of the
AmerenlP purchase accounting adjustment been resolved?

Yes. The Ameren Companies, Staff, and AG, are all in agreement regarding this
issue. In response to AG Data Request 9-3, the Ameren Companies noted that an
additional adjustment should be made to properly record pension and other post
employment benefit expense. This adjustment to reduce expense by $1,773,000
was reflected by Staff on ICC Staff Exhibit 14.05 (IPC).

Rate Case Expenses

Delivery Services Case Expenses

Q

Please comment on Ms. Jones’ recommended adjustment to disallow certain
rate case expenses for this proceeding.

Ms. Jones has unfairly chosen to disallow certain rate case expenses without
providing any basis for doing so. These adjustments fall into three categories: (1)
an undefined class of rate case expense costs that Ms. Jones claims has not been
supported by documentation, (2) the cost of an electric depreciation study that the

Ameren Companies used to determine appropriate depreciation rates, and (3) the
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cost of the Ameren Companies’ rate case to establish a means for procuring
power after December 31, 2006.

Which rate case costs does Ms. Jones believe are unsupported?

That is a very good question, and one that cannot be answered by reading Ms.
Jones’ testimony. Ms. Jones does not identify any particular rate case expense
that she believes is unsupported, and has admitted in data request responses that
she has not found any particular cost to be unreasonable. Ms. Jones vaguely
claims that the Ameren Companies have “not necessarily” shown that requested
amounts for rate case expenses are reasonable, but does not explain why. (ICC
Staff Exhibit 14.0, pp.4-6.) From my review of Ms. Jones’ revised schedules, |
believe that Ms. Jones has simply chosen to disallow any remaining expenses that
have not yet been incurred and paid. Ms. Jones has simply added up invoices to
date and has disallowed the remainder.

Is Ms. Jones’ methodology reasonable?

No. The Ameren Companies are allowed to recover their reasonable rate case
expenses, regardless of whether they have already been invoiced. Ms. Jones has
admitted this in her data request responses.

Please respond to Ms. Jones’ claim that the Ameren Companies have not
provided reasonable estimates for their rate case expenses.

There is simply no basis for her claim. Her logic apparently rests on two
arguments: (1) that the Ameren Companies’ rate case estimates are “based mainly

on verbal communications with its service providers” (ICC Staff Ex. 14.0, Lines
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78-80) and (2) that actual costs have exceeded estimates, therefore the estimates
(notably, not the actual costs) were unreasonable.

First, Ms. Jones is incorrect that the Ameren Companies based their rate case
estimates “mainly on verbal communications.” The Ameren Companies provided
Ms. Jones with contracts and letters to support their numbers. | cannot think of an
instance where mere “verbal communications” with service providers were relied
on to derive an estimate. Ms. Jones’ claim is not based in fact.

Second, even if Ms. Jones were correct in making this claim, it simply does not
support a disallowance of actual, reasonable costs. Ms. Jones may believe that
verbal communications are inherently unreliable, and she is entitled to that
opinion. But the fact remains that rate cases cost money, and the Ameren
Companies are entitled to recover those costs. Ms. Jones has not disputed the
reasonableness of the actual costs.

Were the Ameren Companies’ original estimates unreasonable?

No. The Ameren Companies have a clear interest in being sure that rate case
estimates are as accurate as possible. The Ameren Companies used the most
accurate information available at the time of filing — including service provider
rates, contracts, letters of engagement and historical data — to derive their original
cost estimates. It is important to remember that the Ameren Companies have
cultivated long relationships with many of the service providers they use in a rate
case, and thus are able to use historical data and experience to shape cost
estimates. But, there is no crystal ball that forecasts what costs will actually be.

Rate case costs are inherently difficult to estimate, because it is impossible to

-11-
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predict what will happen in a litigated case. The Ameren Companies cannot
simply choose not to fully participate in litigation because doing so would cost
more than we originally thought or hoped. Rate case estimates thus naturally
change over time as actual costs are realized and as circumstances warrant.
Obviously, rate case cost estimates that are available now are more accurate than
those that were available at time of filing, because they are based on actual data.
Are the Ameren Companies’ rate case expenses reasonable?

Yes. Ms. Jones has not disputed this fact. She merely quibbles with the Ameren
Companies’ original estimate. The fact remains that the Ameren Companies have
carefully managed their rate case costs and have kept expenses to an
extraordinarily low level. To demonstrate this fact, I note that, in ICC Docket 05-
0597, Commonwealth Edison Company (“ComEd”) requested over $9 million in
rate case expenses, as compared to the Ameren Companies’ requested $2.7
million. Staff recommended allowing approximately $7.3 million of ComEd’s
request — a total amount that is almost three times what the Ameren Companies
have requested in this case. While ComEd can spread its rate case costs over a
larger customer base, this does not mean that the Ameren Companies have any
less work to do to meet their evidentiary burden in a rate case. Quite the opposite
— the Ameren Companies in fact must prove expenses for three utilities, instead of
only one, and are managing to do so within estimates amounting to less than a
third of what the ALJ has deemed reasonable in ComEd’s case. This large

discrepancy in costs demonstrates that the Ameren Companies have successfully
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limited their rate case expenses to total amounts that are far belowa reasonability
threshold.

Using Ms. Jones’ logic, it would seem that the Ameren Companies could throw
their rate case cost-management measures out the door and spend considerably
more on their rate case, as long as they have provided a large cost estimate at time
of filing. Staff’s position only encourages a utility to overestimate its rate case
expenses from the outset and to overspend throughout the case.

Do you have any comments regarding Ms. Jones’ proposal to disallow
invoiced amounts for CSS Consulting and Manpower, Inc.?

Yes. The costs included in the Ameren Companies’ rate case expense related to
these companies should be recognized as a legitimate cost in the preparation and
processing of information for these rate cases. Specifically, $7,000 of the CSS
Consulting work was directly related to collection of historical asset data from the
Companies’ property records to assist in preparation of the depreciation study.
The remaining $5,000 was for work performed in preparation of the minimum
filing requirement schedule C-13 requiring four years of historical affiliate
transaction data. The use of CSS Consulting provided the opportunity for the
Ameren Companies to tap the expertise of a former Manager retired from the
Controllers group within Ameren Services, who had a great deal of familiarity
with Ameren’s property accounting records and affiliate transaction detail. For
Manpower, $1,000 was incurred for costs of one individual to assist with
preparation of data for the depreciation study. The remaining $5,000 has been an

ongoing process in response to the volume of data requested by Staff witness
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Ebrey in her audit of Plant Additions. Specifically, the individual in question has,
under my direction and supervision, pulled and/or copied thousands of sheets of
paper to help the Ameren Companies compile data requested by Ms. Ebrey, along
with assisting in the review of her proposed Plant Additions and Pro Forma Plant
Additions adjustments, and assembly of various Rebuttal and Surrebuttal Exhibits
and supporting documentation in support of the Ameren Companies’ response to

these issues.

Depreciation Study Expenses

Q.

Please comment on Ms. Jones’ recommendation to disqualify expenses the
Ameren Companies incurred in conducting its depreciation study (Staff Ex.
3.0, p. 24).

Ms. Jones continues to claim that, because the Ameren Companies have not
proposed any changes in depreciation rates, expenditures related to the
depreciation study are not a recoverable rate case expense.

Was the depreciation study conducted in preparation for this proceeding?
Yes.

Was the depreciation study a necessary expenditure in determining
appropriate depreciation rates for this proceeding?

Yes. As | previously testified, the depreciation study was an important and
necessary expenditure to determine appropriate depreciation rates for all of the
Ameren Companies, especially because the Companies’ rates have been frozen

for almost ten years. In DR responses, Ms. Jones has argued that the Ameren
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Companies “did not make reasonable use” of the results of the depreciation study,
because we did not request a change in depreciation rates.

Did the study support a change in depreciation rates?

The study supported a small decrease in depreciation rates for AmerenCIPS and
AmerenCILCO, but a very large increase in depreciation rates for AmerenlP.

Did the Ameren Companies make reasonable use of these results?

Yes. These results were analyzed and our decision not to request a change in
depreciation rates was based on these results.

Please explain.

While the results of the depreciation study supported a moderate overall increase
in expense, there was a large disparity between the increase in rates recommended
for AmerenlP versus the other utilities. This increase would have caused
AmerenlP’s rates to jump substantially higher. While Ms. Jones implies that the
only reasonable use of a depreciation study is to request rates in exact accordance
with the study’s results, | respectfully disagree. Because the Ameren Companies
are very concerned about the affect of an increase in rates on our customers, the
decision was made that an increase in depreciation rates would not be requested
until a more complete history of ownership for all of the utilities had been
established.

What impact does a complete history of ownership have on a depreciation
study?

As Ms. Jones testifies, “[d]epreciation rates depend on asset lives, salvage value

and removal costs.” (ICC Staff Exhibit 14.0, Lines 146-148.) What Ms. Jones

-15-



342

343

344

345

346

347

348

349

350

351

352

353

354

355

356

357

358

359

360

361

362

363

Respondents’ Exhibit 36.0

does not realize is that these values often cannot be accurately determined by a
book. When a depreciation study is conducted, analysts conduct field work and
interview company employees about specific asset use and performance. This
information is of great use in determining accurate depreciation rates. The results
of such interviews and field work may differ after Ameren Corporation has
developed a fuller history of ownership of its assets, thus affecting the results of
the depreciation study itself.

Weighing these factors, in light of the significant disparity in depreciation study
results between utilities and the impact that a requested change in depreciation
rates could have on AmerenlIP customers, the Ameren Companies decided not to
request an increase in rates. The Ameren Companies determined that the results
of the depreciation study under prevailing circumstances supported maintaining
the status quo.

You indicated above that the Ameren Companies are not requesting a
change in depreciation rates in these proceedings. Other than requesting
inclusion of depreciation study costs as recoverable rate case expense, are the
Ameren Companies requesting any additional findings by the Illinois
Commerce Commission (“ICC”) regarding results of the depreciation study
conducted thus far?

Yes. Based on the depreciation study, the Ameren Companies are requesting
permission to reallocate the AmerenlP depreciation reserve in order to mitigate

future impacts of changes in depreciation rates. Attached as Exhibit 36.4 is the
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proposed reallocation based on year-end 2004 reserve balances, along with an
illustration of the depreciation rate impact of the reallocation.

In your rebuttal testimony, you indicated that the Ameren Companies could
alternatively request permission to reallocate its depreciation reserve by
approval of the Federal Energy Regulatory Commission (“FERC”). Is that
correct?

Yes. As | stated in my rebuttal testimony, however, since a depreciation study has
been conducted in conjunction with the instant proceedings, the Ameren
Companies consider it to be more administratively efficient and more appropriate
to request such approval from the ICC at this time.

Please respond to Ms. Jones comment that she has “found nothing to indicate
that reallocation of the depreciation reserve is acceptable under the rules of
Generally Accepted Accounting Principles (“GAAP”).

While there may be other authoritative sources that provide support under GAAP,
the Statement of Financial Accounting Standards (“FAS”) 71: Accounting for the
Effects of Certain Types of Regulation does provide guidance that can be
construed as supportive of the Ameren Companies’ request, given that AmerenlP
is a rate-regulated utility under ICC jurisdiction. Specifically, at paragraph 51 of
FAS 71, a threshold issue is addressed: “Should accounting prescribed by
regulatory authorities be considered in and of itself generally accepted for
purposes of financial reporting by rate-regulated enterprises?” The answer
provided in paragraph 52 stated in part “.....the economic effect of regulatory

decisions-not the mere existence of regulation-is the pervasive factor that
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determines the application of generally accepted accounting principles.” In other
words, actions of a regulator, such as in this case approving reallocation of the
depreciation reserve, can directly impact and influence whether a rate-regulated
utility is in compliance with GAAP.

For AmerenlP, how does the reallocation of the 2004 depreciation reserve
balance mitigate the impact of future changes in depreciation rates?

As explained in my rebuttal testimony, the review of AmerenIP’s depreciation
reserve by account and by function indicated a large disparity in the actual reserve
vs. the calculated reserve conducted in preparation of the depreciation study. As
illustrated on Exhibit 36.4, the reserve shortfall is predominantly in shorter lived
assets. Amortization of the reserve shortfall of shorter-lived assets occurs over a
much shorter remaining life, and results in higher overall depreciation expense.
By reallocating the reserve, the impact of any reserve shortfalls on an account by
account basis is mitigated.

What is the impact on depreciation expense of the proposal reallocation of
the depreciation reserve?

In this specific case, the reallocation has the impact of mitigating the otherwise
necessary increase in depreciation expense by $17,099,000 annually, as shown on
Exhibit 36.4. This is a significant benefit to AmerenlP’s customers on a going

forward basis, if approved.

Post-2006 Auction Case Expenses
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Please comment regarding Ms. Jones’ continued recommendation to disallow
recovery of rate case expenses related to the Basic Generation Services
proceeding (“BGS Proceeding”) (ICC Staff Ex. 14.0, p. 10-12).

Ms. Jones continues to stick her head in the sand and ignore the fact that the BGS
Proceeding benefited all of the Ameren Companies’ customers. Staff does not
dispute that Section 16-103(c) of the Public Utilities Act requires the Ameren
Companies to be the electricity supply “provider of last resort” to all customers,
and thus must offer supply service options to all customers. The Ameren
Companies’ ability to provide these options was secured through the BGS
Proceeding. Thus, all delivery services customers benefited from the BGS
Proceeding.

Please respond to Ms. Jones’ statement that “[t]he fact that the Companies
must offer service to whoever [sic] wants it predates the BGS proceeding.”
(ICC Staff Ex. 14.0, Lines 205-206.)

This response ignores the obvious fact that the Ameren Companies ability to
provide supply service to whomever wants it after December 31, 2006, does not
predate the BGS Proceeding. That ability was secured through the BGS
proceeding. BGS Proceeding costs should thus be allocated to all of the Ameren
Companies’ customers.

What would be the effect of recovering BGS proceeding costs through the
Supply Procurement Adjustment (“SPA”), as Staff recommends?

If the Ameren Companies were to recover their BGS proceeding costs through the

SPA, only a portion of the Ameren Companies’ customers would actually pay for
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costs that were incurred for the benefit of all customers. And, due to the nature of
the Ameren Companies’ customer populations, such costs would be
disproportionately borne by residential customers, who do not currently have the
same supply service options as large industrial customers. Under Staff’s proposal,
large industrial customers with supply service options could choose alternative
electricity suppliers in the short term, while reserving the right to return to the
Ameren Companies’ supply service options in the future without paying for those
options. In short, Staff’s proposal violates cost causation and allocation
principles.

Administrative and General (“A&G”) Expenses

Have you reviewed the rebuttal testimony of Staff witness Lazare and IIEC
witness Chalfant, who continue to take issue with the Ameren Companies’
proposal regarding A&G expenses (Staff Ex. 17.0, pp. 10-28), (IIEC EXx. 5.0,
pp. 10-16).

Yes. As | will discuss further below, both Mr. Lazare’s and Mr. Chalfant’s
recommendations are severely flawed, for several reasons. Both approaches rely
on a generalized view of A&G, rather than a review of specific A&G expenses.
While Mr. Lazare does respond to specific testimony submitted in support of
pensions and benefits costs, he does not rely on this information to formulate his
proposal. He also ignores other submitted evidence in Company testimony,
Company responses to data requests, and even Staff’s own field work audit, as to
what A&G costs are, and what is driving changes in A&G. Instead, he attempts to

recreate his own version of a virtually integrated power company as if Ameren
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had never divested its generation business from AmerenCILCO and AmerenCIPS.
He bases his recommended total A&G expenses on the results of this analysis and
then applies his AmerenCILCO results to AmerenlP, since Ameren did not
acquire and does not own the generation assets previously owned by IP. Mr.
Chalfant’s approach is even more extreme, in that he does not even acknowledge
specific, detailed evidence presented by the Ameren Companies in testimony or in
responses to data requests. While both Mr. Lazare and Mr. Chalfant have had the
opportunity to review hundreds of Company responses to data requests that deal
with A&G expenses, neither witness has placed any reliance on this information
to recommend that any specific A&G expenses should be allowed for recovery, or
not be allowed for recovery, with the exception of Mr. Lazare’s acknowledgement
of submitted evidence regarding pensions and benefits expenses. Neither witness
has identified any specific A&G expenses that have been imprudently incurred.
While they allege that a portion of A&G costs support non-regulated production
functions, they provide no factual basis for that allegation. Neither witness has
identified any specific A&G expenses that do in fact support or relate to non-
regulated production functions. They merely assume this to be the case and
challenge the Companies to prove them wrong.

Do any of the test year A&G expenses support non-regulated production
functions of the Ameren Companies?

To the extent test year A&G expenses support non-regulated production
functions, the Ameren Companies have assigned an allocable portion of test year

A&G expenses to non-regulated production functions on the books of
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AmerenCILCO and AmerenlP. In the test year, AmerenCIPS did not own any
production assets, nor did they have any employees assigned to production.
Therefore, no A&G expenses were assigned to non-regulated production for
AmerenCIPS.

Do any of the test year A&G expenses support non-regulated production
functions of other Ameren affiliates involved in the generation of electricity?
No. A&G expenses supporting non-regulated production functions of other
Ameren affiliates are recorded on the books of the other Ameren affiliates.
What is the amount of A&G expense on the books of other Ameren affiliates
involved in non-regulated production functions?

For 2004, the amount of A&G expenses total $49,053,865. The entities used for
this analysis are the same entities used by Mr. Lazare to develop his A&G
proposal. Specifically, the entities are Ameren Energy Resources $1,735,964,
Ameren Generating Company $24,514,907, Ameren Energy Resources
Generating $5,226,898, Ameren Energy $411,677, Ameren Energy Marketing
$8,530,080, and Ameren Energy Fuels and Services $8,634,340.

How does this compare with the requested levels of A&G for AmerenCILCO
and AmerenCIPS?

The surrebuttal level of A&G for AmerenCILCO as shown on Exhibit 36.1 is
$36,164,000 and the surrebuttal level of A&G for AmerenCIPS as shown on
Exhibit 36.2 is $46,089,000, for a total for these two entities of $82,253,000.

Why is AmerenlP not included above?
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As mentioned previously, Ameren did not acquire and does not own the
generation assets previously owned by Illinois Power Company (“IP”). As such,
Ameren affiliates do not perform non-regulated production functions that
correspond with generation of electricity previously performed by IP.

Is any portion of the $49,053,865 of A&G costs recorded on the books of the
other Ameren affiliates also included in the requested level of A&G for
AmerenCILCO and AmerenCIPS?

No. These costs can’t be recorded on the books of two companies, and are
independent of each other.

Given the above, is it reasonable to assume that costs recorded on the books
of AmerenCIPS and/or AmerenCILCO are somehow supporting the non-
regulated production functions of the other six Ameren affiliates, as alleged
by Mr. Lazare and Mr. Chalfant?

No. These costs can’t be recorded on the books of two companies, and are
independent of each other.

Why are A&G expenses supporting non-regulated production functions of
other Ameren affiliates on the books of the other Ameren affiliates, rather
than on the books of the Ameren Companies?

Common sense is one good reason. The underlying driver is proper financial
reporting. If Ameren recorded A&G expenses attributable to one legal entity, such
as AGC, on the books of another legal entity, such as AmerenCIPS, it would be
improper accounting, and result in improper reporting of expenses for Ameren’s

entities that submit reports to the SEC, FERC, and ICC. As such, allocation of
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costs, such as A&G expenses, is the subject of review from time to time by each
of these regulatory bodies, in addition to review from time to time by Ameren’s
internal auditors and external auditors conducting the review of Ameren’s books
and records.

How does Ameren determine whether A&G expenses should be recorded on
the books of the Ameren Companies vs. other Ameren affiliates?

This determination is based on the work being performed, as previously described
in detail in the direct testimony of Martin Lyons. If an employee of AmerenCIPS,
for example, charges his/her time to an A&G account, and he/she performs work
for another affiliate, then the affiliate will be issued a bill for that work, and
reimbursement to AmerenCIPS will be recorded as a reduction to A&G expense.
If that same employee routinely performs work for other Ameren affiliates, that
employee would instead be employed by Ameren Services Company. In that case,
time reporting would be governed by the General Services Agreement (“GSA”).
In the example used above, the employee performing work on behalf of the other
affiliate would have the ability to directly assign such time to the affiliate. The
A&G expense associated with the specific work performed would in turn be
recorded on the books of that affiliate. If instead the work performed were to
benefit more than one Ameren affiliate, the GSA provides a number of different
allocation methods that could be used to allocate costs common to more than one
legal entity, within the Ameren affiliate group of companies.

At page 15, lines 304-317, Mr. Chalfant attacks the GSA for not specifying

precise allocators. Is this a fair criticism of the GSA?
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No. As Mr. Chalfant correctly states, the GSA does provide a menu of cost of
allocation methods, and does not specify precise allocators. Contrary to Mr.
Chalfant’s vision of a perfect world, it is simply not practical to lay out precise
allocators in the GSA, because precise allocators are not static, and need to be
reviewed and updated from time to time. In addition, the activities performed by a
particular group of employees can change from time to time, and result in the
request for approval of a new allocator. If, for example, an allocator based on
number of customers was precisely detailed in the GSA, each subsequent change
based on number of customers would or could result in either approval of a new
GSA, or filing of an addendum to the agreement. Such an exercise is not practical
from an administrative standpoint. Allocators in any event are subject to audit
reviews from time to time by SEC, FERC, ICC, and/or Ameren’s internal or
external auditors. A number of allocators were reviewed in the context of data
requests issued by Staff witnesses Lazare and Jones in these proceedings, but no
specific adjustments were proposed based on review of these allocators by Staff
or any other parties, including I1EC, that received this information.

Both Mr. Lazare and Mr. Chalfant have questioned the reasonableness of the
overall level of A&G expenses, and have also alleged that there should be a
relationship between A&G and other O&M expenses. How do you respond?
| continue to disagree with both witnesses that there is or should be a direct
relationship between A&G and other O&M expenses for the reasons | stated in
my rebuttal testimony. To provide context for this issue, | reviewed the Ameren

Companies’ O&M and A&G expenses compared with the same proxy group of
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ten other utilities with similar megawatt hours and customers used by Mr. Lyons
in his direct testimony at page 10, lines 210-218. As shown on Exhibit 36.6,
Schedule 1, the Ameren Companies compare very favorably with the other
utilities for A&G expenses in relationship to other O&M expenses. More
specifically, in the Ameren Companies’ surrebuttal filing, A&G expenses divided
by distribution plus customer expenses, is 76.01%. This compares with the ten-
utility proxy group average of 104.51%. As such, even if the argument could be
made that there is a direct relationship between A&G other O&M, then the overall
level of A&G costs requested by the Ameren Companies is reasonable.

At lines 198-201 is his rebuttal testimony, Mr. Chalfant states that you
testified that no witness has disputed any particular A&G cost or A&G
allocation proposed by the Ameren Companies. Is this a correct reading of
your testimony?

No. In my rebuttal testimony, | stated that “No witness has presented testimony to
dispute the prudence of any particular A&G cost, or any A&G cost allocation”. |
did not imply that no witness has disputed any particular A&G cost or A&G
allocation. Various witnesses have proposed A&G expense adjustments, some of
which the Ameren Companies agree with and have been included as adjustments
in surrebuttal revenue requirement. While Staff witnesses Jones and Lazare have
asked numerous Data Requests regarding cost allocations, neither witness has
disputed a specific cost allocation. The fact remains that no witness has presented
testimony to dispute the prudence of any particular A&G cost, or any A&G cost

allocation.
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Have you conducted any further analysis of the types of activity included in
A&G costs?

Yes. Exhibit 36.6, Schedule 2 presents annualized May through October 2005
detailed activity based A&G costs included previously on Exhibit 16.10, Schedule
1. Since the information submitted on Exhibit 16.10 excluded pension and benefit
costs, | have added back the surrebuttal level of these costs as supported by
Ameren Companies’ witnesses Vogl and Langenhorst. As stated in my rebuttal
testimony, May through October 2005 annualized is more reflective of ongoing
cost levels than using purely 2004 data, because this represents the first six
months of actual operations that include both the transfer of the former Illinois
Union Electric operations to AmerenCIPS (May 2005) and operation of IP on
Ameren’s financial systems. Also, May through October 2005 annualized
represents the same time period used to calculate pro forma AMS-reallocated
costs.

What is the result of this analysis?

This schedule supports not only the reasonableness of the Ameren Companies’
requested level of A&G expense, but also provides substantive detail in support of
A&G. As illustrated, for the Ameren Companies, the overall level of requested
A&G is slightly more than $150.5 million. Detailed support is provided for $151
million.

At lines 265-270 is his rebuttal testimony, Mr. Chalfant states that you
testified that increases in security, legal, and regulatory expenses have

disproportionately impacted the regulated businesses of the Ameren
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Companies relative to the generation operations of their affiliates. Is this a
correct reading of your testimony?

No. The primary point I was making in this section of my testimony was that
A&G costs have increased significantly due to the changing regulatory
environment we are in today, and would impact A&G disproportionately
compared with increases in other O&M expenses. There was no inference made
that increased security costs would be higher for the distribution business than the
generation business. The discussion regarding the generation business was limited
to the belief that legal and regulatory services expenses would not increase at the
same rate for unregulated generation as it would for the Ameren Companies.
Please respond to Mr. Lazare’s discussion regarding your adjustments to his
proposed A&G disallowance.

Mr. Lazare indicates agreement with the recalculated results for AmerenCILCO
and AmerenCIPS, but recommends that the results for AmerenIP not be used,
because they would produce an increase when compared to the AmerenIP’s
requested level of A&G costs.

Have you recalculated these schedules to consider changes in the Ameren
Companies’ proposed surrebuttal revenue requirement?

Yes. As shown on Exhibit 36.6, Schedule 3, Page 2 of 2, | have updated the
Ameren Companies’ proposed level of A&G for AmerenCIPS and for AmerenlP.
The resulting downward adjustment changes from $3,345,118 to $3,345,311 for
Ameren CIPS. The resulting downward adjustment changes from $4,975,701 to

$4,952,508 for AmerenCILCO. The resulting upward adjustment for AmerenlP
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changes from $6,697,747 to $8,484,351. The recalculated sum for the Ameren
Companies is +$186,531.

With regard to his proposal not to use the AmerenlP results, Mr. Lazare
states at lines 385 and 386 of his rebuttal testimony that “there must be some
evidence to indicate that the company should receive an even greater
increase than it proposed in direct”. Is this a valid argument for not
increasing AmerenlP’s A&G expense, under his proposal?

No. Mr. Lazare has not identified any valid reason for not making the adjustment,
other than he does not like the results. There are numerous reasons why this logic
is faulty. First, Mr. Lazare has not identified any statutory or legal restriction on
the ability of Staff witnesses to propose a greater increase for a particular cost, or
group of costs, that a company proposes. Second, Staff witnesses have accepted a
number of adjustments and corrections to what the Ameren Companies originally
proposed in these proceedings. Some of these adjustments, such as corrections to
the AMS Reallocation, and updated Rate Case expense, have resulted in
increases. In addition, Mr. Lazare himself is inconsistent in approach, in that he
has proposed an increase to AmerenCILCO general and intangible plant
compared to the Ameren Companies’ proposal. In the case of general and
intangible plant, Mr. Lazare was consistent in that he proposed a uniform
approach, whether positive or negative, for each of the Ameren Companies, but
for some reason, he has elected to not follow a uniform approach for A&G

expenses.
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Is there other evidence presented by the Ameren Companies that would
support increasing AmerenlP’s A&G above the Ameren Companies’
requested level?

Yes. As indicated on Exhibit 36.6, Schedule 1, the Ameren Companies’ A&G
expenses in relationship to other O&M expenses compare very well with a
benchmark group of similarly situated utilities. As such, there is ample room
under this approach to authorize a greater level of A&G expenses to AmerenlP, or
the AmerenCompanies, than proposed in surrebuttal revenue requirement. Also,
as indicated on Exhibit 36.6, Schedule 2, AmerenIP’s A&G costs allocable to the
electric distribution business for the period May through October 2005 annualized
is higher than the amount included in surrebuttal revenue requirement, which also
provides ample room for an increase to AmerenlP’s A&G expense, under Mr.
Lazare’s proposal.

Please summarize your position regarding the recommendations of Mr.
Lazare and Mr. Chalfant to limit the Ameren Companies’ proposed increase
in A&G expense.

As indicated above, the Ameren Companies have supported its requested level of
A&G costs, have demonstrated that such costs are reasonable both in total in
comparison with other O&M expenses, and have provided detailed support for not
only pensions and benefits costs, but also for other A&G costs. In addition, the
Ameren Companies have supported the fact that other Ameren affiliates involved
in non-regulated production functions have substantial A&G costs independent of

the costs recorded on the books of the Ameren Companies. The burden of proof
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has been met by the Ameren Companies in these proceedings to demonstrate that
the requested level of A&G costs are reasonable. Further, neither Mr. Lazare nor
Mr. Chalfant has identified a single cost that is imprudent. Neither Mr. Lazare nor
Mr. Chalfant has identified a single A&G cost that is not properly allocated to the
Ameren Companies. These witnesses have offered only unfounded and general
assumptions, which are at odds with the specific facts. In summary, while Mr.
Lazare’s corrected approach would produce an even higher level of A&G expense
than the level requested by the Ameren Companies, the Ameren Companies’
recommendation is that the flawed approaches submitted by Mr. Lazare and Mr.
Chalfant should be entirely disregarded, and the Commission in turn should
authorize A&G expense included in the Ameren Companies’ surrebuttal revenue
requirement.

Electricity Distribution Tax

Are the Ameren Companies and Staff in agreement with regard to this
expense?

Yes. Staff has included AmerenCIPS’ proposed adjustment to this tax in
calculation of revenue requirement shown on ICC Staff Exhibit 12.0.

General and Intangible Plant and Expenses

Please respond to Staff’s recommendation to disallow General and Intangible
Plant and Expenses, as shown on ICC Staff Exhibit 1.0, Schedule 1.08.

Staff witness Lazare’s proposed disallowance is inappropriate for the reasons
given in the surrebuttal testimony of Ameren Companies witnesses Mr. Michael

Adams and Mr. Michael Getz. The expense disallowance has been added back on
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Exhibit 36.1, 36.2, and 3.3, Schedule 1, Page 3 and the Rate Base disallowance
has been added back on Exhibit 36.1, 36.2, and 36.3, Schedule 2, Page 2.

Cash Working Capital

Has Cash Working Capital been recalculated to reflect changes to the
Ameren Companies Revenue Requirement?

Yes, as further discussed in the surrebuttal testimony of Mr. Adams, certain
adjustments have been made to the calculation of cash working capital. The
adjusted calculation is shown on Exhibits 36.1, 36.2, and 36.3, Schedule 2, Page 3
for the Ameren Companies.

Accumulated Deferred Income Taxes

Has Staff reflected your proposed adjustment for the impact of pro forma
plant adjustments on Accumulated Deferred Income Taxes (“ADIT”) in its
calculation of pro forma rate base included in ICC Staff Exhibit 12.0?

Yes. The adjustment is shown Schedule 12.03 (IPC), page 2, column (e). The
Ameren Companies and Staff are in agreement with regard to this adjustment.
One of the pro forma adjustments is still at issue, however. To the extent there is
an ADIT impact, it is reflected as a separate adjustment.

Does AG witness Mr. Effron and Staff witness Ms. Jones agree with the
Ameren Companies’ proposal to remove the OPEB-related ADIT in
calculating rate base?

No. Both Mr. Effron and Ms. Jones recommend that the OPEB liability be
deducted from rate base, rather than remove the OPEB-related ADIT. For the

reasons discussed in the surrebuttal testimony of Ameren Companies’ witness Mr.
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Vogl, | have reversed Mr. Effron’s and Ms. Jones’ proposed OPEB liability
adjustment, and reinstated the adjustment to remove the OPEB-related ADIT.
Has Staff reflected Mr. Effron’s proposed adjustment to reduce Ameren
CILCO’s net rate base deduction for ADIT by $9,817,000?

Yes. Staff has reflected this adjustment on ICC Staff Exhibit 12.0, Schedule 12.03
(CIL), page 2, column (e). This adjustment is not at issue.

Customer Service System Integration

Please respond to Staff’s discussion regarding the IP Pro Forma Plant
Adjustment (Staff Ex. 13.0, pp. 22-23, lines 437-461).

Staff witness Ms. Theresa Ebrey continues to take issue with a portion of the costs
related to the project to integrate IP into Ameren’s Customer Service System. In
order to limit the number of issues surrounding this project, the Ameren
Companies are willing to reduce its request for cost recovery on this project to the
level of such costs previously provided to Staff witness Ebrey during the field
work portion of her audit way back on January 30, 2006 in the amount of $12.131
million. The electric distribution share of such costs should be included in the
determination of rates in this proceeding.

Have cost savings related to this project been included in cost of service?
Yes. Schedule C-2.4 of AmerenIP’s minimum filing requirements provides a
detailed listing of cost savings related to the AmerenlP acquisition and
integration. Line number 6 titled “Convert IP to Ameren’s Customer Service

Systems” reflects total savings of $4.5 million from this project.
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Do total cost savings related to this project exceed the additional amount of
revenue requirement associated with the project?

Yes. $4.5 million of cost savings exceeds the revenue requirement associated with
$12.131 million® of additional costs amortized over 5 years, as submitted by
AmerenlP. It should be noted that only the electric distribution share of such
savings and costs are included in the instant proceeding.

Does the electric distribution share of cost savings related to this project
exceed the electric distribution share of additional amount of revenue
requirement associated with the project?

Yes. Schedule C-2.4 reflects $3.124 million of costs assigned to the electric
distribution business, which exceeds the revenue requirement associated with
$8.189 million of additional costs shown on Exhibit 36.8, and assigned to the
electric distribution business.

At lines 458-461 of her rebuttal testimony, Ms. Ebrey states that ““no party,
including the Companies, has proposed an increase to plant in service for an
increased cost of this project, thus, my adjustment remains as proposed in
my direct testimony”. Is this a correct interpretation of the Ameren
Companies’ rebuttal testimony?

No. As stated at lines 688-691 of my rebuttal testimony, I indicated that it is
appropriate to include the actual costs for this project in the determination of rates
in this proceeding, because the actual costs are known and measurable, and the

underlying assets are being used in the provision of service to customers. This

! Cost savings also exceed the revenue requirement associated with the higher amount of $12.739 included
in rebuttal revenue requirement.
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calculation was presented on Exhibit 16.13 and the costs were included in
calculation of rebuttal revenue requirement reflected on Exhibit 16.3. As stated
above, | have lowered the request for this project to match detailed information
provided to Staff witness Ebrey during the field work portion of her audit in
January.

Does Ms. Ebrey’s statement at lines 458-461 of her rebuttal testimony
provide a valid reason for not proposing an adjustment to reflect more
accurate cost information in Staff’s calculated revenue requirement?

No. | am aware of no prohibition against Staff proposing a higher cost number if
evidence supports such recognition. As stated previously, other Staff witnesses
have proposed both positive and negative adjustments, and considered more
accurate or updated cost information in the determination of the appropriate level
of costs. Ms. Ebrey should have done the same with this project, but elected not to
do so. It is particularly surprising that Ms. Ebrey elected to quantify costs to
disallow from a detailed listing of project costs that totaled $12.131 million, and
at the same time ignore the higher cost number in calculating her pro forma
numbers. Her methodology is, frankly, beyond comprehension.

At lines 445-446 of her rebuttal testimony, Ms. Ebrey states that the burden
of proof for the supporting the requested level of costs lies with the
Companies. Do you agree with Ms. Ebrey’s comment?

Yes. | agree that the Ameren Companies do have the burden of proof. In that

regard, a detailed listing of the $12.131 million of project costs was provided to
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Ms. Ebrey on January 30, 2006. A copy of the same detailed listing of project
costs is attached as Exhibit 36.7.

At lines 641-647 of your rebuttal testimony, you indicated that you were still
trying to understand what exact charges Staff proposed to disallow on this
project. Have you completed your review?

Yes. Exhibit 36.8 presents a recalculation of Ms. Ebrey’s proposed adjustment to
reflect additional documentation in support of costs Ms. Ebrey proposed to
disallow, based on her alleged lack of documentation. The additional supporting
documentation is attached as Exhibit 36.9.

Please summarize the Ameren Companies’ proposal regarding this project.
As stated in my rebuttal testimony, the Ameren Companies continue to maintain
that this project should be fully included in revenue requirement. The actual costs
are known and measurable and the underlying assets are being used in the
provision of service to customers. Staff’s proposed adjustment, in whole or in
part, should be disregarded.

Plant Additions

Please summarize your understanding of Staff’s proposed rebuttal
adjustments to Plant Additions (Staff Ex. 13.0, pp. 17-22).

Staff continues to propose certain adjustments to the Ameren Companies’ level of
plant additions, based upon Staff witness Ebrey’s review of supporting
documentation. Ms. Ebrey accepted some of the additional documentation
provided in Company rebuttal as adequate, but did not accept various other

documents as adequately supporting the underlying plant additions recorded on
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the books of the Ameren Companies. In particular, Ms. Ebrey (1) made certain
mathematical errors in summing invoice costs and schedule presentation, (2) did
not accept contractual documentation as adequate support for certain project
costs, and (3) did not accept a sample of employee expense reports as adequate to
support this category of costs. Finally, Ms. Ebrey (4) erroneously continued to
apply her adjustment percentage to all gross plant additions without regard to
whether such additions are in the Ameren Companies requested level of utility
plant in service.

Has the Ameren Companies recalculated the Staff’s proposed adjustments to
properly consider provided supporting documentation?

Yes. The calculation shown on Exhibit 36.10. Schedule 1 reflects data for
AmerenCILCO. Schedule 2 reflects data for AmerenCIPS. Schedule 3 reflects
data for AmerenliP.

At lines 428-436 of her rebuttal testimony, Ms. Ebrey criticizes the Ameren
Companies’ request to provide additional supporting documentation. Please
respond.

Recalculation of Staff’s Plant Additions adjustment is only based on
documentation previously provided in rebuttal. Certain contractual documentation
is again being provided to address specific issues, but no additional expense
reports or other supporting documentation is being provided, in order to limit the
number of differences between the two proposals, and at least in part address Ms.
Ebrey’s referenced criticism stated above.

Please discuss the adjustments for AmerenCILCO.
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For work order 3648, three invoices were provided in CILCO Ex. 16.14-WO
3648.pdf that sum to $75,681.13. This amount, therefore, was listed as supporting
documentation in Company rebuttal, as shown on Exhibit 16.14, Schedule 1, Page
3 of 3, line 17. Staff’s proposed adjustment recognizes that additional support has
been provided for all but $15,299.35 of this total. The $15,299.35 appears to be a
mathematical error, in that Staff was silent on this apparent discrepancy in
rebuttal, and none of the three invoices provided total to the amount in question.
Therefore $15,299.35 has been shown as a supported amount on Exhibit 36.10,
Schedule 1, Page 3 of 3, line 17.

Please discuss the adjustments for AmerenCIPS.

For work order 9915 and work order 11983, Staff witness Ebrey disallowed costs
associated with these work orders because the support provided was from internal
company purchase orders and did not provide third-party support of the costs in
question. The purchase orders provided are contracts with the vendors. These
purchase orders represent blanket orders and define pricing and terms of the
underlying agreement of work to be performed. This documentation provides
direct support for the costs in question and should be allowed. The total amount
supported by these contracts is $501,868.42 for work order 9915 and $6,624.30
for work order 11983, and is provided on Exhibits 36.11 and 36.12, respectively.
In these proceedings, has Staff previously requested contracts or contractual
documentation in support of work to be performed?

Yes. Staff witness Ebrey, in Data Requests 4.05 and 4.06, asked for third-party

support (contracts, invoices, etc.) as support for nine work orders/projects entirely
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independent of the underlying work orders that are the subject of her Plant
Additions adjustment. As indicated in my rebuttal testimony, for some reason that
I do not understand, Ms. Ebrey chose not to request copies of contracts or indicate
that contractual documentation would be an acceptable form of documentation in
support of the projects that are the subject of her proposed disallowance. As stated
above, contractual documentation is being provided in support of work orders
9915 and 11983.

Have contracts and/or contractual documentation been recognized as
adequate support plant additions included in rate base in other rate
proceedings?

Yes. There are numerous examples where the Commission has accepted
contractual documentation as support for plant additions. In addition, | note that
the minimum filing requirements for electric distribution rates expressly provide
that pro forma adjustments to the test year “shall be supported by actual
expenditures, written contracts, purchase orders, job orders, invoices or other
evidence of reasonable certainty.” Thus, the Commission clearly understands
contracts to establish the reasonable certainty necessary to support a pro forma
adjustment.

Please discuss the adjustments for AmerenlP.

For work order 25438, full support for three large invoices were provided on IP
Ex. 16.14-WO 25438 prt 1.pdf on page two, IP Ex. 16.14-WO 25438 prt 5.pdf on
page one, and IP Ex. 16.14-WO 25438 prt 10.pdf on page one, respectively with

additional supporting documents located on these pdf files behind the summary
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invoice. Adding these three invoices sums to the $323,857.73 total that was
identified as supported on Exhibit 16.14, Schedule 3, Page 3 of 3, column (E),
line 36. Of this total, the portion not reflected by Staff has been added back on
Exhibit 36.9, Schedule 3, Page 3 of 3, column (E), line 36.

At lines 403-417 of her rebuttal testimony, Ms. Ebrey continues to disagree
with the Ameren Companies to correct her Plant Additions adjustment for
retirements and transfers. Please respond.

As stated at lines 774-802 of my rebuttal testimony, Ms. Ebrey uses Plant
Additions as reported on Company Schedule B-5 in her calculation of the Plant
Additions adjustment reflected on ICC Staff Exhibit 13.0, Schedule 13.02. She
applies her adjustment percentage to the sum of 2001-2004 Plant Additions to
determine the “Staff Adjustment to Utility Plant in Service”. To the extent Plant
Additions included in her calculation are not being in the Ameren Companies’
requested level of gross Utility Plant in Service, Ms. Ebrey’s calculation has the
effect of reducing Utility Plant in Service for a given assets or group of assets
below the level included in the Ameren Companies’ proposed Rate Base, and in
turn results in a negative balance in Utility Plant for a given asset. As stated in my
rebuttal testimony, certain Intangible Plant Additions recorded in prior years and
included in Ms. Ebrey’s calculation were retired or transferred, and are not in the
Ameren Companies’ requested level Utility Plant in Service in these proceedings.
In response to Ameren Data Request 14.12, Ms. Ebrey stated that she “is not
aware of any rate cases where Staff has proposed that a regulated utility be

authorized a negative balance of gross utility plant in service for any account or
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for any functional plant group.” As shown on Exhibit 36.13, Staff’s adjustment in
this case results in negative Utility Plant in Service in both Account 303
specifically and for the entire functional group of Intangible Plant in Service for
both AmerenCILCO and AmerenCIPS. Therefore, Staff’s adjustment has been
corrected to exclude from 2001-2004 Plant Additions the identified Intangible
Plant assets not included in the Ameren Companies’ requested level of gross
Utility Plant in Service.

Is the Ameren Companies’ Rebuttal Revenue Requirement based on the
calculation set forth on Exhibit 36.10?

No. The Ameren Companies believe that no adjustment is warranted, given the
evidence submitted above, and continue to object to Staff’s recommended
disallowance. Therefore, the proposed disallowance for each Company has been
reinstated on Exhibit 361, 36.2, and .3.

Real Time Pricing

Ameren Companies’ witness Mr. Leonard Jones discusses additional costs of
$1,484,531 associated with a proposed real time pricing program. Does the
Ameren Companies’ Surrebuttal Revenue Requirement calculated on
Exhibits 36.1, 36.2, and 36.3 reflect the additional costs for this program?
No. To the extent the Commission ultimately approves implementation of this
program in these proceedings, as outlined in the testimony of Mr. Jones, the
additional costs will need to be considered in the calculation of revenue
requirement approved by the Commission.

Adjustments to Rider MV
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With regard to the topic of adjustments to Rider MV, what portion of Ms.
Ebrey’s testimony will you be addressing? (Staff Ex. 13.0, pp. 23-28.)

| will address Ms. Ebrey’s points regarding uncollectible rates and the
Uncollectibles Factor Gross Up, along with the overall level of costs to be
recovered through the Supply Procurement Adjustment (*SPA”). Company
witness Mr. Wil Cooper will also respond to portions of Ms. Ebrey’s testimony on
this topic.

Do you agree with Staff’s recommendation regarding uncollectibles?

Yes. If | understand her testimony correctly, | agree with her recommendation to
apply the same uncollectibles rate to the SPA as applied to base rate revenues. For
this purpose, | interpret base rate revenues to be equivalent to delivery service
revenues as established in these and subsequent rate proceedings. | also agree
with her recommendation that the same uncollectibles rate should be used for the
Uncollectibles Factor Gross-up to be recovered through RiderMV, as further
clarified and discussed in supplemental direct and rebuttal testimonies of Mr.
Cooper.

Should the uncollectibles rate used for the Uncollectibles Factor Gross Up be
recalculated in future delivery service (“DS”) rate cases?

Yes. This approach would be consistent with the approach agreed to by Staff and
the Ameren Companies to recalculate the Cash Working Capital rate in future DS
rate cases. In response to Ameren Data Request 14.15, Ms. Ebrey indicated her

agreement by stating “that to the extent that the Uncolletibles Factor Gross Up is
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approved in this proceeding, it should be recalculated in future delivery services
rate cases”.

Please describe Ms. Ebrey’s proposal for cost recovery through the SPA.
Yes. She agrees with the Ameren Companies’ proposal that the amount of
$812,857 for Ameren personnel and related costs necessary to obtain the power
supply should be recovered through the SPA. She disagrees with the amount of
BGS tariff support costs quantified by the Company on Rebuttal Exhibit 16.15
that Staff claims should be recovered through the SPA vs. the Companies’
proposal to recover such costs through DS rates. She also disagrees with the
separate list of costs to be recovered through the SPA and attributed to evidence
submitted by CNE/PES. Finally, she does not address whether A&G and General
and Intangible (“G&I”) plant costs reassigned by Staff witness Lazare and I11EC
witness Chalfant’s from the electric distribution business line to the
generation/production business line should be recovered through the SPA.

Do you sponsor an exhibit that provides costs eligible for recovery under the
SPA?

Yes. Exhibit 36.14, Schedule 1 provides the amounts that have been specifically
quantified and attributed for recovery by Staff or Intervenors. As stated in the
rebuttal testimony of Ms. Ebrey, costs attributed to CNE/PES witness O’Connor
have not been adequately identified as being procurement related. These costs,
therefore, have been removed. Exhibit 36.14, Schedule 2 documents the costs
allocated from the electric distribution business line to the generation/production

business line by Mr. Lazare. Exhibit 36.14, Schedule 3 documents the costs
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allocated from the electric distribution business line to the generation/production
business line by Mr. Chalfant.

Please respond to Ms. Ebrey’s claim regarding BGS tariff support costs.

To clarify, there are two separate issues regarding BGS tariff support costs®. The
first issue is the appropriate level of costs to be recovered and the second issue is
the appropriate recovery mechanism. In the Rate Case Expenses section of my
testimony, | discuss the Ameren Companies’ position on both issues, which
differs from Staff’s position discussed in the testimonies of Staff witnesses Ebrey
and Jones. Specifically with regard to the overall level of costs to be recovered,
the amounts supported by the Ameren Companies is documented on Exhibit 36.5
and included on Exhibit 36.14, Schedule 1, for illustrative purposes under Staff’s
proposal to recover such costs through the SPA. If the Commission ultimately
finds that the amount of BGS tariff costs supported differs from the amounts
proposed by the Ameren Companies, then the amount shown on Exhibit 36.14,
Schedule 1 would need to change. | believe this addresses the point Ms. Ebrey is
attempting to make at lines 539-542 of her rebuttal testimony.

Have the calculations shown on Exhibit 36.14, Schedule 2, been modified to
consider changes in cost allocations?

Yes. Mr. Lazare has agreed in part with the Ameren Companies’ recalculation of
his proposed A&G disallowance, which is based on a functional A&G cost
allocation. Consistent with Mr. Lazare’s approach, the cost allocation for

AmerenCIPS and AmerenCILCO has been updated to correspond with the

2 Also identified by the terms “Post-2006 Auction Cases” and “Basis Generation Services proceeding” in
other sections of my testimony, and by the term “Procurement Case Expense” on Exhibit 36.5.
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AmerenCompanies’ surrebuttal level of A&G costs. Also, his proposal to now
disregard AmerenlP’s result, now that it is positive rather than negative, is clearly
incorrect and inconsistent, as dicussed in more detail earlier in my testimony.
Therefore, his cost allocation has been corrected to reflect AmerenlP on a
consistent basis with AmerenCIPS and AmerenCILCO. In addition, the Ameren
Companies have identified certain corrections that should be made to Mr.
Lazare’s calculation of his proposed G&I Plant disallowance, and have reflected
those changes on Schedule 2. As discussed in more detail in the surrebuttal
testimony of Mr. Michael Adams, Mr. Lazare’s proposed G&I Plant disallowance
was based on responses to Data Requests PL-2.1, PL-2.3, and PL-2.5. These data
request responses did not properly calculate the G&I Plant on the books of
AmerenCILCO at December 31, 2000, as requested by Mr. Lazare, nor did they
consider the portion of such assets no longer on the books of the Ameren
Companies at year end 2004 and, therefore, not included in the Ameren
Companies Rate Base in these proceedings. Therefore, Schedule 2 has been
adjusted to restate Mr. Lazare’s proposed G&I Plant disallowance based upon
corrected data.

Have the calculations shown on Exhibit 36.14, Schedule 3, been modified to
consider changes in cost allocations?

No. Mr. Chalfant has not changed his cost allocation. A few exhibit references

have been updated, but no changes are reflected in the cost numbers.
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At page 16, lines 318-330 of his testimony takes issue with the
appropriateness to recover, through the SPA, G&I and A&G costs that he
proposes to exclude from delivery service rates. Do you have any comments?
While Mr. Chalfant’s proposal to exclude certain costs for recovery differs from
that of Lazare, both the limitation approach suggested by Mr. Chalfant and the
functional allocation approach sponsored by Mr. Lazare start with costs that were
directly assigned to the Ameren CIPS and AmerenCILCO’s
generation/production business line in the prior DS rate case or, in the case of
AmerenlP, attributed to AmerenlIP’s former generation/production line. As such,
both approaches in effect reassign costs from the distribution business to the
generation/production business. The costs at issue are on the books of the Ameren
Companies. As such, both Mr. Lazare and Mr. Chalfant assign costs on the books
of the Ameren Companies to the generation/production business line. To the
extent the Commission adopts Mr. Lazare’s or Mr. Chalfant’s position in whole or
in part, a determination would need to be made as to whether such costs are
includable as costs assigned to the power supply administration function in
accordance with the express language of the SPA.

Conclusion
Does this conclude your surrebuttal testimony?

Yes, it does.

CHI-1543769v1
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