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ILLINOIS COMMERCE COMMISSION 1 

DOCKET NOS. 07-0585/07-0586/07-0587/07-0588/07-0589-07-0590 (CONS.) 2 

REBUTTAL TESTIMONY OF MICHAEL J. ADAMS 3 

I. INTRODUCTION AND WITNESS QUALIFICATIONS 4 

Q. Please state your name and business address. 5 

A. My name is Michael J. Adams.  My business address is 293 Boston Post Road, 6 

Suite 500, Marlborough, Massachusetts 01752. 7 

Q. Are you the same Michael J. Adams who previously submitted testimony in 8 

this proceeding? 9 

A. Yes, I am. 10 

Q. On behalf of which parties are you presenting this rebuttal testimony? 11 

A. I am sponsoring this rebuttal testimony on behalf of the electric and gas 12 

businesses of Central Illinois Light Company d/b/a AmerenCILCO, Central 13 

Illinois Public Service Company d/b/a AmerenCIPS and Illinois Power Company 14 

d/b/a AmerenIP (each individually, the “Company” and collectively the “Ameren 15 

Illinois Utilities”). 16 

II. PURPOSE AND SCOPE 17 

Q What is the purpose of your testimony? 18 

A. The purpose of my rebuttal testimony is to respond to the direct testimonies of 19 

Illinois Commerce Commission (“ICC” or the “Commission”) Staff witnesses 20 
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Peter Lazare and Daniel Kahle and Attorney General/Citizens Utility Board 21 

(“AG/CUB”) witness David Effron. 22 

Q. Are you sponsoring any schedules? 23 

A. Yes, in addition to my rebuttal testimony, I am sponsoring Ameren Exhibit Nos. 24 

21.1 through 21.15. 25 

III. SERVICES PROVIDED BY AMS 26 

Q. What is AMS and what is its relationship to the Ameren Illinois Utilities? 27 

A. AMS is an Ameren Corporation subsidiary that provides its parent and fellow 28 

subsidiaries (including the Ameren Illinois Utilities) with a variety of services.  29 

AMS was formed in connection with the merger of Union Electric Company and 30 

Central Illinois Public Service Company in the mid-1990s.  The services provided 31 

by AMS to the Ameren subsidiaries are governed by a General Services 32 

Agreement (“GSA”) which has been approved by the Commission. 33 

Q. Please describe the purpose of the GSA. 34 

A. The GSA governs the relationship between AMS and other Ameren subsidiaries.  35 

The document addresses issues such as (1) the agreement to furnish services; (2) 36 

the services to be performed by AMS on behalf of the Ameren subsidiaries; (3) 37 

the compensation of AMS for the provisioning of the services; (4) the Service 38 

Request process; and (5) payment for the services AMS provides to the Ameren 39 

subsidiaries. 40 
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Schedule 1 of the GSA describes in detail the services to be provided by 41 

AMS to the Ameren subsidiaries and the expected allocation factors to be used to 42 

allocate the costs associated with each service. 43 

The GSA has been approved by the Commission, most recently in Docket 44 

No. 06-0633. 45 

Q. Do the Ameren Illinois Utilities have the latitude to deviate from the 46 

allocation factors contained in the GSA? 47 

A. No.  In addition to the Commission’s approval of the GSA, the allocation factors 48 

have also been reviewed and approved by the Securities and Exchange 49 

Commission.  The Ameren Illinois Utilities can not deviate from the approved 50 

allocation factors merely because the resulting allocations are not perceived to be 51 

fair by a party to a rate case proceeding.  Through the GSA, the Commission has 52 

required the Ameren Illinois Utilities and the other parties to the GSA to charge 53 

for services according to certain formulas, and the Ameren Illinois Utilities do 54 

that.  While the Ameren Illinois Utilities recognize that the Commission has 55 

indicated that the approval of the GSA is not determinative for ratemaking 56 

purposes, it would be fundamentally unfair to mandate that the Ameren Illinois 57 

Utilities pay AMS one price pursuant to a formula in the GSA, and then abandon 58 

the formula completely in a rate case in favor of an untried, unknown, invented 59 

allocation methodology that assigns part of the cost of the service to entities not 60 

even taking the service.  I submit that the Commission never intended by its 61 
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ratemaking qualification that the carefully crafted and tailored allocation formulas 62 

in the GSA would be either gutted or discarded in ratemaking proceedings.   63 

  The Commission repeatedly has approved the nature of the services to be 64 

provided by AMS to the Ameren subsidiaries.  The basis of allocating the costs of 65 

services has also been approved by the Commission.  The remaining factors to be 66 

reviewed, therefore, should be whether the costs associated with the various 67 

services are reasonable and the allocation of the costs is accurate. 68 

Q. Does the Commission’s approval of the GSA, on its own, indicate an 69 

approval of the results of the allocation process? 70 

A. No.  The Commission stated in its final Order on Rehearing in Docket No. 06-71 

0070 et.al.  72 

The Commission's consent to an affiliate interest agreement under 73 
Section 7-101(3) of the Act does not constitute approval of 74 
payments thereunder for the purpose of computing expense of 75 
operations in any rate proceeding.1 76 
 77 

While the Commission’s approval of the GSA does not guarantee approval 78 

of the specific costs, it would seem logical that the Commission would expect the 79 

scope of services provided by AMS and allocation of the costs associated with 80 

such services to be consistent with the terms of the GSA.   81 

                                                 
1 Final Order on Rehearing, Docket No. 06-0060 et. al., p. 28. 
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Q. Did the Commission direct the Ameren Illinois Utilities to provide in these 82 

proceedings a study regarding the services and related costs which AMS 83 

provides to the Ameren Illinois Utilities? 84 

A. Yes.  The final Order in Docket Nos. 06-0070 (Cons.) contained the following 85 

directive for the Ameren Illinois Utilities: 86 

“…the Commission directs the Ameren companies to conduct a 87 
study to show the costs of services obtained from AMS and 88 
compare those costs with market costs. Also as part of the study, 89 
the Ameren companies shall provide an analysis of the services 90 
provided by AMS to all Ameren companies and provide details on 91 
how those costs are allocated among the companies. The Ameren 92 
companies shall include the result of the study in the next rate 93 
filing.2” 94 
 95 

Q. Did Concentric prepare a study of the services and related costs that AMS 96 

provides to the Ameren Illinois Utilities? 97 

A. Yes.  The report summarizing the study has been marked as Ameren Exhibit 5.14 98 

and was provided with my direct testimony in these proceedings. 99 

Q. What standard did you employ during your review of the reasonableness of 100 

the costs allocated to the Ameren Illinois Utilities? 101 

A. During the review of AMS’ costs which were allocated to the Ameren Illinois 102 

Utilities, in addition to the review of compliance with the terms of the GSA, 103 

                                                 
2 Illinois Commerce Commission Order, Docket Nos. 06-0070/06-0071/06-0072 (Cons.), p. 67. 
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Concentric employed a cost causation standard to assess the reasonableness of the 104 

allocated costs.  Under cost causation principles, the standard of reasonableness 105 

was whether the costs allocated to each of the Ameren Illinois Utilities were 106 

representative of the benefits realized by each company.   107 

Q. What do you mean by “cost causation principles”? 108 

A. The fundamental and underlying philosophy applicable to all cost studies pertains 109 

to the concept of cost causation for purposes of allocating costs to individual lines 110 

of business.  Cost causation addresses the question of which line of business (and 111 

which customers served) causes particular types of costs to be incurred.  To 112 

answer this question, it is necessary to establish a link between the costs incurred 113 

to provide a given service and the companies which benefit from the provisioning 114 

of such service. 115 

As stated in Section 791.30 of the Illinois Administrative Code, the cost 116 

causation principle is defined as follows: 117 

Costs shall be attributed to individual services or groups of 118 
services based on the following cost causation principle.  Costs are 119 
recognized as being caused by a service or group of services if: 120 

a) The costs are brought into existence as a direct result of 121 
providing the service or group of services; or 122 

b) The costs are avoided if the service or group of services is 123 
not provided. 124 

Q. Under cost causation principles would a portion of every expense incurred by 125 

AMS be allocated to each of the Ameren subsidiaries? 126 
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A. No.  A portion of the costs related to each service should not be allocated to each 127 

of the Ameren subsidiaries unless each company benefits in some manner from a 128 

particular service. 129 

Q. How did Concentric approach the review of AMS’ services and costs? 130 

A. Concentric’s independent review of AMS’ services and costs focused on 131 

answering the following questions: 132 

• What was the nature of the services which AMS provided to its affiliated 133 

companies? 134 

• Were the services requested by or do they provide benefit to the companies 135 

which were assigned or allocated the costs associated with the services? 136 

• Did an appropriate process exist by which a benefiting company approved a 137 

service request? 138 

• Were the costs captured in a suitable manner? 139 

• Did the allocation methodology reflect true cost causation principles? 140 

• Were costs allocated accurately? 141 

• Did management routinely monitor the costs? 142 
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• Was the overall level of the costs allocated for the services reasonable?3 143 

Q. Please summarize your findings from that study. 144 

A. Concentric’s findings from its review of AMS are as follows: 145 

• The services provided by AMS were deemed to be reasonable and consistent 146 

with the needs of the Ameren Illinois Utilities; 147 

• The processes employed to accumulate and allocate AMS’ costs associated 148 

with the provisioning of these services were well defined and documented; 149 

• AMS’ costs were deemed to be reasonable based upon comparable data from 150 

other utilities and companies outside of the utility sector;  151 

• The costs allocated to the Ameren Illinois Utilities were reasonable and based 152 

upon sound cost causation principles and the GSA which governs the 153 

relationship between AMS and the Ameren Illinois Utilities; and 154 

• The services provided to the Ameren Illinois Utilities were necessary and 155 

beneficial to the Ameren Illinois Utilities’ customers. 156 

IV. RESPONSE TO STAFF WITNESS LAZARE 157 

Q. What standard of review did Staff witness Lazare utilize during his review of 158 

the Concentric study? 159 
                                                 

3 Ameren Exhibit 5.14, pp. 7-8. 
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A. Staff witness Lazare does not appear to have employed any particular standard 160 

against which to evaluate AMS’ costs and the Concentric study.  Without a 161 

standard against which to evaluate the reasonableness of the costs, it is impossible 162 

to ascertain whether such costs are reasonable.   163 

Q. Do you have any general comments on Staff’s assessment of the Ameren 164 

Illinois Utilities’ presentation?  165 

A. Yes.  Staff witness Lazare criticizes the Ameren Illinois Utilities by concluding 166 

that “The Companies’ discussion focused on the process, rather than the results.4”  167 

Actually, the process is the important point.  Cost causation principles do not 168 

focus on the end result, but rather on the fairness of the allocation of costs 169 

associated with services provided to the various companies.  Staff witness 170 

Lazare’s focus on the “results” necessarily assumes cost causation for a universe 171 

of services, ignoring what these services might be,  the processes for 172 

accumulating and allocating the associated costs, and, most importantly, the 173 

benefactors of the services.  Staff assumes its allocator accurately reflects cost 174 

causation, without any analysis of why or how that might be so. 175 

Q. Do you believe that Staff witness Lazare’s proposed allocation of AMS’ costs 176 

reflects cost causation principles? 177 

                                                 
4 Direct Testimony of Peter Lazare, p. 15, lines 330-331. 
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A. No, I do not.  Staff witness Lazare’s proposed allocation of AMS’ costs fails to 178 

reflect one of the most important principles of cost causation –whether there is 179 

any benefit derived from AMS’ services by each of the Ameren subsidiaries.  180 

Staff witness Lazare’s proposed re-allocation assumes that each Ameren 181 

subsidiary benefits from every AMS service.  Staff witness Lazare’s presumption 182 

is incorrect. 183 

Q. Has Staff witness Lazare proposed an adjustment to eliminate a significant 184 

portion of AMS’ costs which were allocated to the Ameren Illinois Utilities? 185 

A. Yes.  Staff witness Lazare has proposed that $61.2 million be eliminated from the 186 

Ameren Illinois Utilities operating expenses.  This proposed disallowance 187 

represents approximately 11 percent of the Ameren Illinois Utilities total 188 

operating and maintenance (“O&M”) expenses. 189 

Q. On what basis has Staff witness Lazare developed his recommendation? 190 

A. Staff witness Lazare concludes that the Ameren Illinois Utilities received a 191 

“disproportionate” share of AMS’ costs, without explaining how he arrived at 192 

such a conclusion.    193 

With regards to the evidence that the Ameren Illinois Utilities presented 194 

regarding AMS costs, Staff witness Lazare identified five broad “concerns”: 195 
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• The Ameren Illinois Utilities provided no explanation of why the Companies 196 

received a disproportionate allocation of AMS’ costs relative to their size. 197 

• The Concentric study should have addressed all of AMS’ services and costs 198 

not just A&G; 199 

• The Concentric review focused on a small percentage of the Service Requests 200 

used to accumulate and allocate AMS’ costs; 201 

• The Concentric study did not meet the terms of the “market study” requested 202 

by the Commission; and 203 

• The benchmarking performed by Concentric did not encompass the “entire 204 

market”. 205 

I will address each of Staff witness Lazare’s unfounded concerns below.  206 

First, however, I would like to address Staff’s adjustment, because I believe it 207 

provides insight into the issues Staff witness Lazare raises. 208 

A. Staff Witness Lazare’s Proposed Adjustment Of AMS’ Costs 209 

Q. Have you reviewed Staff witness Lazare’s calculation of the proposed 210 

disallowance of AMS costs? 211 

A. Yes, I have. 212 
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Q. Do you have any comments regarding Staff witness Lazare’s proposed 213 

adjustment? 214 

A. Yes.  Staff witness Lazare uses AMS’ actual costs in his proposed adjustment so 215 

it would seem that he has not identified any perceived imprudent or excessive 216 

costs, unnecessary services, or invalid assumptions.  Beyond that point, Staff 217 

witness Lazare’s proposed adjustment is significantly flawed and unreliable..  218 

First, the total AMS costs which he uses as the starting point for his adjustment 219 

includes both capital and expense dollars.  Staff witness Lazare erroneously treats 220 

all of the dollars as expense dollars.  Second, Staff witness Lazare’s proposed 221 

adjustment ignores the GSA which sets forth the allocation factors which the 222 

Commission approved for the various services provided by AMS to the Ameren 223 

Illinois Utilities.  Third, Staff witness Lazare’s proposed adjustment ignores all 224 

cost causation principles and assumes that all costs should be allocated based 225 

upon a simple average of three general allocators, which do not reflect the benefit 226 

realized by the Ameren Illinois Utilities.  Fourth, Staff witness Lazare’s 227 

quantification ignores all facts presented in this proceeding regarding the nature 228 

of the services provided by AMS.  Finally, Staff witness Lazare’s proposed 229 

allocation methodology erroneously assumes that assets, employees and non-fuel 230 

O&M are the appropriate drivers behind the costs, without any analysis of any 231 

other factor, including, significantly and damningly, each entity’s need for and 232 

use of services.  Staff’s allocator would charge each entity for each service 233 

regardless of whether it needed or used the service. 234 
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Q. Please explain how Staff witness Lazare calculated his proposed adjustment 235 

of AMS’ costs. 236 

A. Staff witness Lazare started with a figure from Ameren’s Form 60.  The Form 60 237 

shows total AMS costs, without regard for whether the costs were ultimately 238 

capitalized or expensed. 239 

Unfortunately, the figure which Staff witness Lazare uses as a starting 240 

point reflects all dollars incurred by AMS on behalf of the Ameren subsidiaries, 241 

regardless of whether the dollars were capitalized or expensed.  Approximately 242 

$55 million of capitalized expenditures are erroneously treated by Staff witness 243 

Lazare as expensed dollars. 244 

Q. How has Staff witness Lazare ignored the allocation factors contained in the 245 

GSA approved by the Commission? 246 

A. In his direct testimony, Staff witness Lazare does not even acknowledge the 247 

existence of the GSA.  As discussed previously, the GSA provides a detailed 248 

description of services to be provided by AMS on behalf of the Ameren 249 

subsidiaries and the allocation factors to be used associated with each service.  250 

The GSA is based on cost causation principles and suggests allocation factors that 251 

link the costs of a service to the benefactor of that service.  For example, the GSA 252 

logically points out that many of the Human Resources (“HR”)-related services 253 
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should be allocated based upon the number of employees5.  This makes sense – 254 

since HR services generally relate to employees, employee counts should heavily 255 

influence the allocation of HR costs.  The GSA has been reviewed by Staff and 256 

approved by the Commission. 257 

Q. Did Staff witness Lazare review the GSA to determine what Commission-258 

approved allocators were available to the Ameren Illinois Utilities to 259 

reasonably allocate AMS’ costs? 260 

A. No, he did not.6 261 

Q. How does Staff witness Lazare propose to allocate AMS’ costs? 262 

A. Staff witness Lazare employed three general allocators; total assets, employees, 263 

and non-fuel O&M expenses, to arrive at a simple weighted general allocation 264 

factor which he uses to re-allocate all of AMS’ costs to the various Ameren 265 

subsidiaries. 266 

Q. Has Staff witness Lazare provided an explanation of why the cost allocators 267 

contained in the GSA were not used? 268 

A. No, he has not.   269 

Q. Are certain AMS costs directly billed to the Ameren Illinois Utilities? 270 
                                                 

5 Amended and Restated General Services Agreement, March 25, 2008, Schedule 1, page 3. 
6 Response to Ameren Illinois Utilities’ Data Request 16.05. 
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A. Yes.  Of the 411 Service Requests with A&G expenses that were allocated to the 271 

Ameren Illinois Utilities, 126 of the Service Requests were directly allocated to 272 

one or more of the Ameren Illinois Utilities.  These Service Requests accounted 273 

for approximately 30 percent of the AMS dollars charged to the Ameren Illinois 274 

Utilities. 275 

Q. Is the direct allocation of costs appropriate? 276 

A. Yes.  In those instances where AMS performed work exclusively for one or more 277 

of the Ameren Illinois Utilities, the costs of such work should be allocated 278 

directly to those companies which benefited from the work (i.e., the Ameren 279 

Illinois Utilities). 280 

Q. Does Staff witness Lazare’s proposed adjustment reflect the direct 281 

assignment of costs where appropriate? 282 

A. No.  Staff witness Lazare applies the general allocators to all AMS dollars 283 

regardless of nature of the service or the benefactor of such services.  In response 284 

to Ameren Illinois Utilities’ Data Request 15.01, Staff witness Lazare states 285 

“Ameren would have to demonstrate that a service was provided for the exclusive 286 

benefit of the Ameren Illinois Utilities in order to constitute a sufficient basis for 287 

why an allocation to the Ameren Illinois Utilities is reasonable.” 288 

With regards to the customer service system, which is the backbone of the 289 

regulated utilities’ contact with their customers, Staff witness Lazare states that 290 
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the Ameren Illinois Utilities “would have to provide evidence that the customer 291 

service system was used exclusively by the four Ameren regulated utilities”7.  It 292 

should be intuitively obvious that the regulated utilities are the only companies 293 

which use the customer service system to bill and record dealings with the 294 

customers.  The non-regulated Ameren subsidiaries have no use for a customer 295 

service system.  Staff witness Lazare does not offer an opinion as to what would 296 

be considered sufficient “evidence”. 297 

Q. Has the Commission expressed a preference for direct assignment over the 298 

use of general allocators in past proceedings? 299 

A. Yes.  Staff has overlooked the support in past Commission orders for use of 300 

"direct assignment" of costs where feasible, rather than relying on the general 301 

allocator approach.  The Commission's Order in Illinois Commerce Comm'n v. 302 

Central Illinois Light Co., et al., Docket 99-0013 at 44 (Order, October 4, 2000), 303 

stated: "As a general proposition, the Commission believes that direct assignment 304 

of costs is superior to the application of general allocators if the costs are suited to 305 

direct assignment and sufficient cost data is available to make direct 306 

assignments."  The Commission's Order in Docket 01-0423 at 79, when 307 

discussing A&G expenses, expressly reaffirmed and quoted that language from 308 

the Order in Docket 99-0013. 309 

                                                 
7 Response to Ameren Illinois Utilities Data Request 15.05. 
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Absent direct allocation, the Commission found that “because it is 310 

unlikely that any allocation methodology will be perfect, the goal is to select an 311 

allocation methodology that is likely to reflect cost causation and produce fair and 312 

reasonable results.8”  Such allocators are set forth in the GSA and are employed to 313 

allocate AMS’ costs. 314 

Q. Does sufficient cost data exist to make direct assignments? 315 

A. Yes.  As described in my direct testimony, AMS uses a Service Request system to 316 

capture costs.  As AMS employees perform work, they charge their time and 317 

expenses to a specific Service Request.  When established, the Service Request 318 

process identifies the method by which the costs will be allocated to the 319 

companies which benefit from the service.  These allocation methodologies, 320 

including direct assignment, are the basis for assigning costs to the various 321 

Ameren subsidiaries.  The Service Request process was reviewed.  The results of 322 

the review are set forth in Ameren Exhibit 5.14. 323 

Q. Can you provide an example of where direct allocation was used? 324 

A. After the acquisition of AmerenIP, employees were transferred from the Ameren 325 

Illinois Utilities to AMS.  The transfer was discussed when amending the GSA in 326 

Docket No. 05-0780.  The transfer allowed the employees to work on projects 327 

                                                 
8 Docket No. 04-0476. 
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which affected each of the Ameren Illinois Utilities instead of working for just 328 

one of the companies.  The work of these individuals continues to benefit the 329 

Ameren Illinois Utilities exclusively.  Therefore, it is appropriate to allocate the 330 

time and costs of these employees 100 percent to the Ameren Illinois Utilities.   331 

Q. What impact did this transfer of employees have on the costs of the Ameren 332 

Illinois Utilities? 333 

A. The employees that were transferred are currently allocated 100 percent to the 334 

Ameren Illinois Utilities based upon the nature of the work that they perform.  335 

They do not perform work for other Ameren subsidiaries.  If the employees had 336 

remained employees of the individual Ameren Illinois Utilities, the employees 337 

would have charged their time to a specific Ameren Illinois Utility and any work 338 

they performed for another of the Ameren Illinois Utilities would have to be 339 

billed to that Company.  The net effect is the same, therefore, transferring the 340 

employees to AMS had no impact on the Ameren Illinois Utilities. 341 

Q. Has Staff witness Lazare reflected that 100 percent of the transferred 342 

employees time should be allocated to the Ameren Illinois Utilities? 343 

A. No.  In response to Ameren Illinois Utilities Data Request 12.20, Staff witness 344 

Lazare states: 345 

“Mr. Lazare did not make any specific changes to his adjustment to 346 
account for the transfer of Ameren Illinois Utilities personnel to 347 
AMS.  Mr. Lazare has not seen any evidence in this proceeding to 348 
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demonstrate that AMS provides services to the Ameren Illinois 349 
Utilities in a different manner than other Ameren subsidiaries.” 350 
 351 

Staff witness Lazare’s position appears to contradict Staff’s own position 352 

in Docket No. 05-0780 where Staff “found no reason to object to the proposed 353 

amendments and, therefore, does not oppose the approval of the proposed 354 

amendments to the GSA9” to reflect the transfer of the employees. 355 

Under Staff witness Lazare’s methodology, only 32.2 percent of the costs 356 

associated with these employees who perform work exclusively for the benefit of 357 

the Ameren Illinois Utilities would be charged to Companies. 358 

Q. What would become of the remainder of the 67.8 percent of the costs? 359 

A. While Staff witness Lazare does not address this issue, the costs would 360 

presumably go unrecovered. 361 

Q. Can the costs be recovered by another jurisdiction served by Ameren? 362 

A. No.  Other regulatory jurisdictions would appropriately be unwilling to allow the 363 

recovery of costs from their constituents who received no benefit from the 364 

service. 365 

                                                 
9 Final Order in Docket No. 05-0780, p. 4. 
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Q. Have you provided additional examples of services provided by AMS for the 366 

exclusive benefits of the Ameren Illinois Utilities? 367 

A. Yes.  Service Request A2858, which is shown on page 7 of Appendix 6 to 368 

Ameren Exhibit 5.14, states that “this SR records the costs for A&G related 369 

activities associated with the Illinois divisions’ operations and customer service.”  370 

The allocation basis is the number of electric and gas customers in Illinois. 371 

Service Request A2594 reflects work performed for the exclusive benefit 372 

of AmerenIP.  As shown on page 13 of Appendix 6, “this SR is for various 373 

services provided by the EDTS function which are for the benefit of AmerenIP.”  374 

The costs are allocated 100 percent to AmerenIP. 375 

Numerous examples of Services Requests which benefit the Ameren 376 

Illinois Utilities only were provided in Concentric’s report.  Staff witness Lazare 377 

fails to even acknowledge this information. 378 

Q. Would the inappropriate allocation of costs proposed by Staff witness Lazare 379 

swing both ways? 380 

A. Based upon Staff witness Lazare’s calculation of the proposed adjustment it 381 

would.  Under Staff witness Lazare’s proposal, work that AMS performed 382 

exclusively for the benefit of other Ameren subsidiaries would be charged to 383 

customers of the Ameren Illinois Utilities.  The inappropriate shifting of costs 384 

from the Ameren Illinois Utilities to other Ameren subsidiaries should not be 385 
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justified merely because the error is offset – to a greater or lesser extent - by the 386 

inappropriate allocation of costs to the Ameren Illinois Utilities.  There is no basis 387 

on which to conclude that the errors running in different directions reach a 388 

reasonable result, or, more to the point, achieve effective assignments of costs 389 

conforming to cost causation principles. 390 

The allocation of AMS’ services has been appropriately reflected via the 391 

Service Request allocation process.  The resulting allocations appropriately reflect 392 

cost causation.  The resulting allocations, which have been thoroughly reviewed 393 

and discussed in Concentric’s report, should not be cast aside for a lesser 394 

allocation methodology, as proposed by Staff witness Lazare. 395 

Q. Has Staff witness Lazare provided any explanation for overturning the 396 

Commission’s expressed preference for direct assignment over the use of 397 

general allocators? 398 

A. No.  Staff witness Lazare has provided no explanation for or rationale of why the 399 

Commission’s preference for direct assignment should be overturned. 400 

Q. Do you believe that the general allocators proposed by Staff witness Lazare 401 

are accurate indicators of cost causation for the work performed by AMS? 402 

A. No, I do not.  The examples of services which were direct billed to the Ameren 403 

Illinois Utilities underscores my belief. 404 
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Q. Are all three of Staff witness Lazare’s proposed allocators available to the 405 

Ameren Illinois Utilities via the GSA? 406 

A. No.  Non-fuel O&M expenses is not an approved allocator in the GSA.  Assets 407 

and employees are used to allocate AMS’ costs where these allocators 408 

appropriately represent cost causation. 409 

Q. Would the asset base of an Ameren subsidiary be an appropriate basis of 410 

allocation for all of AMS’ services? 411 

A. No.  The embedded asset base of an Ameren subsidiary has little bearing on the 412 

costs incurred by AMS.  In the case of the Ameren Illinois Utilities, it is not clear 413 

how the addition of an asset would affect AMS’ costs.  For example, under Staff 414 

witness Lazare’s calculation, if the Ameren Illinois Utilities build a new 415 

distribution substation, his hypotheses is that the Ameren Illinois Utilities require 416 

a higher percentage of ongoing AMS services than they would have prior to the 417 

construction of the substation.  There is simply no evidence to support such a 418 

correlation.  The actual construction costs would be incurred directly by the 419 

Ameren Illinois Utilities.  There would be no additional AMS employees hired as 420 

a result of the work.  There would be no additional benefits expense incurred.  421 

Staff witness Lazare’s assumption is unsubstantiated. 422 

  In fact, Staff witness Lazare’s proposed allocation of AMS’ costs to all 423 

Ameren subsidiaries is counterintuitive.  To the extent that AMS would have been 424 
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involved in the planning or accounting for the costs of constructing the new 425 

substation, such costs would be directly assigned to the utility which constructed 426 

the asset.  Staff witness Lazare’s proposed treatment would actually spread AMS’ 427 

costs to each of the Ameren subsidiaries, once again ignoring cost causation 428 

principles by failing to reflect which Ameren subsidiary actually benefitted from 429 

AMS’ services. 430 

Q. Are assets used to allocated AMS’ costs? 431 

A. Yes.  In those instances where assets best reflect the benefits derived from AMS’ 432 

services, the costs associated with such services were allocated based upon assets.  433 

Approximately 3 percent of AMS’ costs were allocated based upon assets under 434 

the allocators the Commission previously approved. 435 

Q. Do you agree with Staff witness Lazare’s calculation of the Ameren Illinois 436 

Utilities’ proportional share of assets? 437 

A. No, I do not.  The source used by Staff witness Lazare to calculate his proposed 438 

asset allocation factor reflected consolidated figures.  As such, the assets shown 439 

for AmerenCILCO would include ARG assets.  ARG is an unregulated generation 440 

company.  Therefore, Staff witness Lazare’s proposed asset allocator is in error. 441 

Q. Are AMS’ costs allocated, in part, based upon the number of employees? 442 
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A. Yes.  The number of employees is already considered in the cost allocation 443 

process, where employees are the driver behind the incurred costs.  In fact, six 444 

percent of AMS’ costs are allocated at least in part based upon the number of 445 

employees. 446 

Q. Do you agree with the percentages utilized by Staff witness Lazare relating to 447 

the Ameren Illinois Utilities’ number of employees as a percentage of total 448 

Ameren employees? 449 

A. No, I do not.  The employee allocator calculated by Staff witness Lazare 450 

inappropriately included AMS employees in his calculation of the percentages for 451 

the Ameren subsidiaries.  This means that AMS itself would bear a portion of the 452 

cost of each service it provides for the sole benefit of others.  Therefore, Staff 453 

witness Lazare’s resulting percentage is artificially lower than it should be and 454 

therefore does not reflect an accurate percentage of costs if the employee allocator 455 

were to be used. 456 

Q. Has Staff witness Lazare attempted to determine the relationship between 457 

the number of employees and the need for AMS’ services? 458 

A. No.  In response to the Ameren Illinois Utilities’ Data Request No. 12.22 he 459 

states: 460 

“Mr. Lazare cannot state definitively whether a utility with fewer 461 
employees might be more likely to rely on shared services from a 462 
service company.  It would depend on the reasons why a utility 463 
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chose to hire fewer employees, what tasks those employees could 464 
accomplish and what remaining tasks require the resources of a 465 
service company.” 466 

In other words, Staff witness Lazare cannot determine whether the 467 

number of employees is reflective of the level of services which may be 468 

required from AMS.  He does accurately point out, however, that the 469 

allocation should reflect the tasks which employees of a service company 470 

perform.  Staff witness Lazare’s proposed adjustment fails to reflect the 471 

actual tasks performed by AMS employees. 472 

Q. Do you agree with Staff witness Lazare’s use of non-fuel O&M expenses as a 473 

basis for allocating AMS’ costs? 474 

A. No, I do not.  First of all, as I stated earlier, non-fuel O&M is not an allocation 475 

basis contained in the GSA.  Second, I do not agree with how Staff witness 476 

Lazare has calculated his percentages related to the percentage of non-fuel O&M 477 

expenses for each of the Ameren subsidiaries.  The O&M expense base which 478 

Staff witness Lazare uses already reflects the allocated AMS’ costs in the O&M 479 

expense dollars.  Therefore, the resulting percentages that Staff witness Lazare 480 

calculates are inappropriately skewed by the amount of AMS’ costs, which 481 

represent 30 percent or greater of the Ameren Illinois Utilities non-fuel O&M 482 

expenses (excluding depreciation, amortization and taxes other than income 483 

taxes). 484 
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Third, Staff witness Lazare’s calculation of the non-fuel O&M factor is 485 

flawed.  Staff witness Lazare’s calculation is derived from Ameren’s 10-k which 486 

reflects consolidated figures.  Therefore, in the case of AmerenCILCO, the O&M 487 

expenses used by Staff witness Lazare also reflect amounts associated with ARG, 488 

an unregulated generation company. 489 

  Finally, the allocation of AMS’ costs should be based upon the services 490 

that each Ameren subsidiary requires, not on the resulting expense dollars.   491 

Q. Has Staff witness Lazare explained why he believes AMS’ costs need to be 492 

reallocated? 493 

A. No.  Staff witness Lazare tersely concludes that “The Companies have failed to 494 

provide a reasonable explanation for their high allocation of AMS costs relative to 495 

their size.10”  Staff witness Lazare provides no foundation for his assumption that 496 

there should be a correlation between the allocation of costs and the relative size  497 

(as he measures it) of the Ameren Illinois Utilities (as opposed to the size of the 498 

need for or consumption of AMS services). 499 

Q. Do you have any additional comments regarding Staff witness Lazare’s 500 

proposed allocation of AMS’ costs? 501 

                                                 
10 Direct Testimony of Peter Lazare, p. 16, lines 355 – 357. 



Ameren Exhibit 21.0 
Page 27 of 95 

 

A. Yes.  It is easy to manipulate the results of the allocation process to achieve a 502 

desired result.  For example, if the non-fuel O&M allocator proposed by Staff 503 

witness Lazare were excluded, if for no other reason than the allocator is not 504 

available to the Ameren Illinois Utilities under the terms of the GSA, and replaced 505 

with the number of customers, the resulting analysis shows that the Ameren 506 

Illinois Utilities should have received an additional $8 million of A&G expenses 507 

above the actual level of allocated costs.  The alternate calculation correctly 508 

reflects AMS expense dollars only and the reassignment of the Ameren Illinois 509 

Utilities employees to AMS.  The results of this analysis are shown on Ameren 510 

Exhibit 21.01.  This example underscores that the focus of the allocation of AMS’ 511 

costs should be based upon cost causation principles and not the desired end 512 

result.  The end result can be manipulated too easily and does not reflect cost 513 

causation   514 

Q. Are you proposing that this revised allocation of AMS’ costs be adopted by 515 

the Commission? 516 

A. No, I am not.  The cost allocation process employed by the Ameren Illinois 517 

Utilities best reflects the costs and associated benefits related to AMS’ services.  518 

Complying with the GSA continues to produce the results which accurately 519 

reflect cost causation and eliminates the manipulation of results. 520 
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Q. Is Staff witness Lazare’s proposed treatment of AMS’ costs consistent with 521 

Staff’s position in Docket No. 07-0561, the current Commonwealth Edison 522 

(“ComEd”) proceeding? 523 

A. No.  Staff witness Lazare suggests that “Staff did not think of using this line of 524 

analysis in previous cases.11” 525 

Q. Are the nature of the services provided by Exelon Business Services 526 

Company (“EBSC”) to ComEd similar to those provided by AMS to the 527 

Ameren Illinois Utilities? 528 

A. Based upon my review of the evidence presented by ComEd in Docket No. 07-529 

0561, the services are similar in nature. 530 

Q. Are the allocators employed to allocate EBSC’s costs similar to those used to 531 

allocate AMS’ costs? 532 

A. Yes, the allocation factors appear to be similar. 533 

Q. What adjustment to ComEd’s costs from EBSC did Staff propose in Docket 534 

No. 07-0561? 535 

A. It does not appear that Staff proposed any adjustment to the allocated costs nor 536 

was a “demonstration of proof” required by Staff. 537 

                                                 
11 Response to Ameren Illinois Utilities Data Request 16.03. 
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Q. Was Staff witness Lazare a witness in Docket No. 07-0561? 538 

A. Yes, he was. 539 

Q. Has Staff witness Lazare concluded that any of the specific services provided 540 

by AMS to the Ameren Illinois Utilities were unnecessary? 541 

A. No, he has not.12.  Staff witness Lazare does not discuss a single AMS service in 542 

his testimony.  Without identifying even so much as a single actual concern with 543 

the allocation of AMS’ costs, he proposes a disallowance in excess of $60 544 

million.   545 

Q. Does Staff witness Lazare conclude that certain services should be provided 546 

directly by the Ameren Illinois Utilities instead of by AMS? 547 

A. No.  Staff witness Lazare does not have an opinion as to whether the centralized 548 

services company approach is more cost-effective than having each of the 549 

Ameren Illinois Utilities provide the services individually13.   550 

Q. Does Staff witness Lazare identify any of AMS’ costs associated with 551 

providing specific services which he deemed to be excessive? 552 

A. No, he has not.14   553 

                                                 
12 Response to Ameren Illinois Utilities Data Request 10.18. 
13 Response to Ameren Illinois Utilities Data Request 10.10. 
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Q. Has Staff witness Lazare taken exception to any of the actual factors used to 554 

allocate AMS costs to the Ameren Illinois Utilities? 555 

A. No, he has not.15 556 

Q. Has Staff witness Lazare identified any benefits associated with AMS which 557 

he believes have accrued to Ameren subsidiaries other than the Ameren 558 

Illinois Utilities for which there are no corresponding costs? 559 

A. Based upon my review of Staff witness Lazare’s direct testimony, he has not 560 

identified such a concern. 561 

Q. Are you implying that the burden of proof is on Staff witness Lazare to 562 

substantiate his proposed disallowance? 563 

A. No.  The Commission made it abundantly clear in its Final Order on Rehearing 564 

that the burden of proof remained placed squarely on the Ameren Illinois Utilities 565 

to substantiate its costs.16.  Staff must have some obligation, however, to articulate 566 

the standards against which the review was performed and why the proposed 567 

adjustment is preferable to the results presented by the Companies.   568 

In Docket No. 06-0070 (Cons.) the Commission stated: 569 

                                                                                                                                                 
14 Response to Ameren Illinois Utilities Data Request 10.19. 
15 Response to Ameren Illinois Utilities Data Request 10.20. 
16 Final Order on Rehearing, Docket No. 06-0070 (Cons.), p. 28. 
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Staff's arguments on this issue are simply lacking. While Staff 570 
points out the reductions made to G&I plant in earlier dockets and 571 
argues that these same reductions should be made again, as noted 572 
on this issue in Docket No. 05-0597, each docket should be 573 
reviewed on its own merits. Staff fails to point out any specific 574 
assets which have been inappropriately assigned to G&I, or which 575 
were previously excluded from G&I and which Ameren is now 576 
attempting to add back in. While it is correct that the burden is not 577 
on Staff to justify the level of G&I costs proposed, the 578 
Commission finds Staff's arguments on this issue wholly 579 
unpersuasive. Staff's evidence, or the lack thereof, showing any 580 
errors contained in Ameren's ASP methodology or application, is 581 
insufficient to discount the ASP finding. It appears to the 582 
Commission that the ASP, as used by Ameren in this proceeding, 583 
is a reasonable means of allocating G&I costs to the function it 584 
supports. The Commission is satisfied that Ameren, by use of the 585 
ASP, has properly allocated G&I costs for CILCO, CIPS, and IP 586 
and concludes that the proposed G&I costs are appropriate.17 587 

The same deficiencies in Staff’s proposed adjustment exist in these 588 

proceedings, albeit with regards to O&M expenses.   With a few broad and largely 589 

inaccurate allegations regarding the evidence presented by the Ameren Illinois 590 

Utilities, Staff witness Lazare dismisses the facts in favor of an overly simplistic 591 

proposal to allocate costs based upon a composite allocator which fails to reflect 592 

perhaps the most important factor of all – customers.  He has provided no 593 

evidence that the proposed allocator is more reflective of the actual costs incurred 594 

by AMS on behalf of the Ameren Illinois Utilities, other than the costs would be 595 

lower. 596 

                                                 
17 Order in Docket No. 06-0070 (Cons.), p. 177. 
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Q. Does Staff witness Lazare appear to agree with the application of cost 597 

causation principles? 598 

A. Yes, his response to the Ameren Illinois Utilities Data Request 10.15 states “Mr. 599 

Lazare believes that the utility for which the work was performed should be 600 

responsible for the cost of performing the work.”  However, the use of the simple 601 

average allocator belies Staff witness Lazare’s stated belief. 602 

Q. Absent any specific concerns with AMS’ services the associated costs, the 603 

factors used to allocate such costs, and the benchmarking of total A&G and 604 

costs at the service/process level, would it be reasonable to conclude that the 605 

costs were reasonable and prudent? 606 

A. Yes.  Given the absence of any specific concerns regarding AMS’ services and 607 

related costs as well as the benchmarking results, it would appear reasonable that 608 

the costs should be deemed reasonable and prudent.  The results of Concentric’s 609 

study provide the Commission with the assurances that it requested regarding 610 

AMS’ services. 611 

Q. What weight do you recommend that the Commission give to Staff witness 612 

Lazare’s proposed adjustment to the AMS costs allocated to the Ameren 613 

Illinois Utilities? 614 

A. Staff witness Lazare’s analyses and resulting recommendations are irretrievably 615 

flawed.  The analysis has no basis in cost causation principles.  The 616 
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recommendation has no bearing on the costs or benefits which actually accrue to 617 

the individual Ameren subsidiaries.  The implementation of the recommendation 618 

would result in undue financial harm to the Ameren Illinois Utilities.  Therefore, 619 

Staff witness Lazare’s proposed adjustment of AMS’ costs allocated to the 620 

Ameren Illinois Utilities should be rejected. 621 

B. Scope of the AMS Study 622 

Q. There appears to be a disagreement as to the scope of the review which the 623 

Commission ordered.  Please elaborate on the Ameren Illinois Utilities’ 624 

understanding of the Commission’s directive. 625 

A. Based upon the concerns cited by the Commission in Docket No. 06-0070 (Cons.) 626 

it was the Ameren Illinois Utilities’ understanding that the scope of the review 627 

would address A&G expenses only. 628 

Q. On what basis does Staff witness Lazare believe that the scope of the review 629 

should have included all of AMS’ services and costs? 630 

A. In response to the Ameren Illinois Utilities’ Data Request 10.09, Staff witness 631 

Lazare responded: 632 

“The Commission did not distinguish between A&G and other 633 
costs in that statement.  Therefore, it would be reasonable to 634 
assume that the Commission was concerned about all AMS 635 
charges.” 636 

Q. How do you respond to Staff witness Lazare’s interpretation of the 637 

Commission’s directive? 638 
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A. The Commission’s specific directive to which the Ameren Illinois Utilities have 639 

responded was cited previously.  The directive can be found in the section of the 640 

Commission’s Order in Docket No. 06-0070 (Cons.) discussing the Ameren 641 

Illinois Utilities’ A&G Expenses.  As a result of the Commission’s stated concern, 642 

rehearing was granted by the Commission in that proceeding solely on the topic 643 

of A&G expenses.  The Ameren Illinois Utilities and other parties to the 644 

proceeding presented extensive testimony on the topic of the reasonableness of 645 

AMS-incurred A&G costs which were allocated to each of the Ameren Illinois 646 

Utilities. 647 

At no point during the proceedings did the Commission or any party 648 

express concerns regarding non-A&G expenses incurred by AMS on behalf of the 649 

Ameren Illinois Utilities.  The Ameren Illinois Utilities have appropriately 650 

presented the results of a study in these proceedings per the Commission’s 651 

directive which focused on the A&G expenses incurred by AMS on behalf of the 652 

Ameren Illinois Utilities.  It would be inappropriate to expand the scope of the 653 

Commission-directed review in the midst of these proceedings. 654 

Staff witness Lazare was an active participant in the Rehearing 655 

proceedings in Docket No. 06-0070 (Cons.).  At no point in those proceedings did 656 

he express a concern regarding the non-A&G expenses.  Staff witness Lazare is 657 

now attempting to inappropriately expand the scope of the study. 658 
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Q. Do the Ameren Illinois Utilities have a concern regarding expanding the 659 

scope of the study of AMS’ costs? 660 

A. Complying with Staff witness Lazare’s expanded scope would be costly to the 661 

Ameren Illinois Utilities’ customers and impossible to perform within the 662 

timeframe of these docketed proceedings.  If the Commission believes the 663 

expanded scope of review is necessary, it should direct the Ameren Illinois 664 

Utilities to present evidence regarding all of AMS’ services and costs in its next 665 

rate proceeding.  To the extent that an expanded study is required, the 666 

Commission should also confirm that the scope of the review should be focused 667 

on the cost of the services provided, compliance with the terms of the GSA, and 668 

the accuracy of the resulting allocations. 669 

Q. Do you believe that an expanded study would produce materially different 670 

results than the review of the A&G expenses? 671 

A. No.  The current study examined most of the approved allocation factors as well 672 

as the processes employed to originate a Service Request, accumulate costs, and 673 

allocate costs to the appropriate company which benefits from the provided 674 

service.  The existing processes have been tested.  The expanded scope would 675 

require a review of the specific Service Requests which contain the non-A&G 676 

expenses to ensure that the costs incurred and allocation methodology employed 677 

were reasonable and consistent with the GSA.  Since non-A&G expenses are 678 

subject to the same process of allocations and given that the Concentric study 679 
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concludes that the existing processes of originating Service Requests and 680 

allocating costs were appropriate, it is unlikely that subjecting non-A&G expenses 681 

to a similar review would produce different results. 682 

Q. Has Ameren’s Internal Audit function reviewed the AMS cost collections and 683 

allocation processes? 684 

A. Yes.  The results of the review have been provided to Staff.18  No questions or 685 

concerns regarding the results of the review have been raised by any parties to 686 

these proceedings. 687 

Q. Has Staff witness Lazare expressed any specific concerns regarding the level 688 

of non-A&G expenses reported by the Ameren Illinois Utilities? 689 

A. No, he has not. 690 

Q. Have you benchmarked the Ameren Illinois Utilities’ total O&M expenses 691 

against a peer group? 692 

A. Yes.  Similar to the A&G benchmarking which was provided in Ameren Exhibit 693 

5.14, Concentric benchmarked each of the Ameren Illinois Utilities’ total O&M 694 

expenses, for both the gas and electric companies, against a peer group of 695 

                                                 
18 Response to Staff Data Request PL 1.79. 



Ameren Exhibit 21.0 
Page 37 of 95 

 

companies.  The results of the benchmarking are shown on Ameren Exhibit 21.02 696 

(gas) and 21.03 (electric). 697 

Q. Please comment on the results of the benchmarking exercise. 698 

A. With regard to the Ameren Illinois Utilities’ gas businesses, each of the 699 

companies individually as well as collectively is at or below the mean and median 700 

of the peer group.  The peer group of utilities against which the Ameren Illinois 701 

Utilities’ gas businesses are compared contains generally the same companies 702 

which were used to benchmark the Ameren Illinois Utilities’ gas A&G costs, 703 

which is shown in Figure III-5 of Ameren Exhibit 5.14. 704 

With regards to the Ameren Illinois Utilities’ electric businesses, each of 705 

the companies individually as well as collectively is below the mean and median 706 

of the peer group.  The peer group of utilities against which the Ameren Illinois 707 

Utilities’ electric businesses are compared contains generally the same companies 708 

which were used to benchmark the Ameren Illinois Utilities’ electric A&G costs, 709 

which is shown in Figure III-8 of Ameren Exhibit 5.14. 710 

Q. What conclusions can the Commission draw from the benchmarking results 711 

of the Ameren Illinois Utilities’ total O&M expenses? 712 

A. Based upon the results of the benchmarking of the Ameren Illinois Utilities’ total 713 

O&M expenses, which would include the costs allocated from AMS, Staff 714 

witness Lazare’s concerns regarding AMS’ costs are unwarranted.  The Ameren 715 
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Illinois Utilities have effectively managed their costs and are positioned favorably 716 

compared to its peers. 717 

C. Service Request Review 718 

Q. What is a Service Request? 719 

A. AMS has established a system which utilizes projects, referred to as Service 720 

Requests, for the purpose of accumulating and charging costs to the appropriate 721 

Ameren subsidiary.  For each service provided or project performed, AMS 722 

determines the appropriate Service Request to provide for the accumulation of 723 

related costs and the proper allocation factors necessary to apportion such costs to 724 

the specific Ameren subsidiaries receiving the services or benefiting from the 725 

projects. 726 

Q. Staff witness Lazare complains that Concentric’s analysis of AMS’ services is 727 

“incomplete”19.  Please elaborate. 728 

A. Staff witness Lazare alleges that Concentric reviewed only 411 Service Requests 729 

out of a total of 1,835 Service Requests thereby leaving 1,424 Service Requests 730 

unreviewed. 731 

Q. How do you respond to Staff witness Lazare’s complaint? 732 

                                                 
19 Direct Testimony of Peter Lazare, p. 12. 
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A. Staff witness Lazare is correct that there were a total of 1,835 Service Requests 733 

which captured and allocated AMS’ incurred costs during 2006.  Of the 1,835 734 

Service Requests, however, only 411 contained A&G expenses which were 735 

allocated to the Ameren Illinois Utilities.  Given that the focus of the review, as 736 

directed by the Commission, was to review the A&G expenses, Concentric 737 

focused only on the 411 Service Requests.  Therefore, Concentric reviewed 100 738 

percent of the Service Requests in question.  Staff witness Lazare’s issue 739 

regarding the number of Service Requests reviewed is directly tied to the scope of 740 

review issue. 741 

Q. Did Concentric focus on those Service Requests which had no allocated costs 742 

assigned to the Ameren Illinois Utilities? 743 

A. No, there would have been no benefit to the Ameren Illinois Utilities’ customers 744 

in reviewing a Service Request which had no costs allocated to the Ameren 745 

Illinois Utilities.  Given that there were no costs assigned to the Ameren Illinois 746 

Utilities and that the Commission would have no jurisdiction regarding the 747 

allocation of costs to entities which it does not regulate, a review of such costs 748 

would be fruitless.  Further, it would be inappropriate for the Ameren Illinois 749 

Utilities’ customers to bear the cost of a review which provided no benefit to 750 

those customers.  Therefore, Staff witness Lazare’s concern regarding the 751 

incompleteness of the AMS study, as it relates to the Service Requests, presented 752 

in these proceeding is unwarranted and should be dismissed. 753 
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Q. Of the 411 Service Requests, how many were directly allocated to the 754 

Ameren Illinois Utilities? 755 

A. There were 126 Service Requests directly billed to one or more of the Ameren 756 

Illinois Utilities which represents approximately 30 percent of the AMS costs 757 

which were allocated to the Ameren Illinois Utilities. 758 

Q. What additional information was available to Staff witness Lazare to 759 

perform his review of the costs allocated by AMS to the Ameren Illinois 760 

Utilities? 761 

A. The Concentric report contains detailed information regarding the allocation 762 

process.  Specifically, Appendix 5 to the report sets forth each allocator employed 763 

by AMS and the percentage allocated to each of the Ameren subsidiaries.   764 

Appendix 6 to the Concentric report sets forth information regarding each 765 

Service Request including 1) the Service Request number; 2) the project name; 3) 766 

a description of the project; 4) the total dollars charged to the project; 5) the 767 

allocation factor; 6) the amount allocated to each Ameren subsidiary; and 7) the 768 

percentage allocated to each Ameren subsidiary. 769 

Q. In response to Ameren Illinois Utilities Data Request No. 10.15, Staff witness 770 

Lazare states “If Ameren is able to demonstrate that work is performed 771 

directly for the benefit of one of the Ameren Illinois Utilities, Mr. Lazare 772 
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believes that the utility for which the work was performed should be 773 

responsible for the cost of performing the work.”  How do you respond? 774 

A. The crux of the issue for Staff witness Lazare is obviously with the demonstration 775 

of proof.  While I understand that it is Staff’s role to question the evidence 776 

presented by the utilities it regulates, it should not be Staff’s role to establish a 777 

standard which can not be defined or achieved.   778 

  Evidence has been presented regarding every Service Request which 779 

allocates A&G costs to the Ameren Illinois Utilities.  The scope of work is set 780 

forth as well as the costs, the allocation bases for each Service Request and the 781 

resulting allocated costs.  Further, Company witness Nelson has testified that the 782 

services provided by AMS are beneficial to the Ameren Illinois Utilities.  To the 783 

extent that Staff witness Lazare has reviewed the information, he has dismissed 784 

the information without so much as even a single criticism as to what data might 785 

be missing. 786 

Q. Staff witness Lazare further alleges that “while the mathematical 787 

calculations associated with the Service Requests were tested, the 788 

appropriateness of how charges were made to the Service Requests does not 789 

appear to have been tested.20”  How do you respond? 790 

                                                 
20 Direct Testimony of Peter Lazare, March 14, 2008, p. 12, lines 269 – 271. 
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A. Staff witness Lazare’s allegation is incorrect.  The primary purpose of the study 791 

was to assess the reasonableness of the allocated costs.  As stated on page 2 of 792 

Ameren Exhibit 15.4, Concentric “reviewed the nature of the service performed, 793 

the Target Companies which were charged for the service, and the method of 794 

allocating costs to the Target Companies.”  795 

Q. What do you mean by “Target Companies” as used in Concentric’s study? 796 

A. Target Companies refers to the Ameren subsidiary for which AMS provided a 797 

service and the subsidiary which should bear the cost associated with such 798 

service. 799 

Q. Please describe the review process employed by Concentric and how an 800 

assessment was made regarding the reasonableness of the costs allocated to 801 

the Ameren Illinois Utilities. 802 

A. Concentric employed a seven step process to assess the reasonableness of the 803 

AMS-incurred A&G expenses which were allocated to the Ameren Illinois 804 

Utilities.  The seven steps are as follows: 805 

• Reviewed the process by which Service Requests were initiated, including the 806 

scope of the work to be performed, the allocation methodology to be 807 

employed, and the sign-off of the client (i.e., the Ameren subsidiary 808 

requesting the service) regarding the scope and allocation methodology; 809 

• Reviewed the costs captured by the Service Requests; 810 
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• Reviewed the GSA for approved allocators; 811 

• Assessed the reasonableness of the allocation factor chosen from the available 812 

factors; 813 

• Tested the actual allocation process; 814 

• Verified amounts allocated to each Ameren Illinois Utility; and  815 

• Discussed the ongoing review process of AMS costs with management of the 816 

Ameren Illinois Utilities.21   817 

Q. How did Concentric assess the reasonableness of the allocation factors used 818 

by AMS to allocate costs to the Ameren Illinois Utilities? 819 

A. The ultimate determination as to the reasonableness of the allocation factor was 820 

based upon Concentric’s understanding of the service provided, a review of the 821 

Service Request detailing the service and allocation basis, discussions with AMS 822 

and Ameren Illinois Utilities’ personnel, and our experience with other clients. 823 

D. Adequacy of Market Study 824 

Q. Did the Commission direct the Ameren Illinois Utilities to perform a “market 825 

study”? 826 

                                                 
21 Ameren Ex. 5.14, pp. 7-8. 
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A. Yes.  As previously stated, the Commission directed the Ameren Illinois Utilities 827 

“to conduct a study to show the costs of services obtained from AMS and 828 

compare those costs with market costs.”22 829 

Q. Did the Commission define what it meant by “market costs”? 830 

A. No, the Commission provided no further definition of the phrase. 831 

Q. How does Staff witness Lazare define “market costs”? 832 

A. Staff witness Lazare has unilaterally defined market costs to mean “A market 833 

study would examine the cost of receiving services from outside suppliers other 834 

than AMS.23” 835 

Q. Can a study be performed which meets Staff witness Lazare’s definition? 836 

A. No.  As I explained in my direct testimony, comparative data is not available from 837 

outsourcing firms absent soliciting bids from such firms. 838 

Q. Do you agree with Staff witness Lazare’s definition of “market costs”? 839 

A. I do not.  While Staff witness Lazare believes that outsourcing firms represent the 840 

market against which the Ameren Illinois Utilities should be compared, I believe 841 

that the market consists of other companies which are in the same industry or 842 
                                                 

22 ICC Order, Docket Nos. 06-0070/06-0071/06-0072 (Cons.), p. 67. 
23 Response to Ameren Illinois Utilities Data Request 10.02. 
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companies which perform similar services.  Clearly, both utilities and non-utilities 843 

provide the same scope of services which are provided by AMS.  Therefore, I 844 

believe the “market” consists of a much broader universe of companies than does 845 

Staff witness Lazare.  Whether or not a company chooses to internally or 846 

externally outsource all or a portion of its shared services should be irrelevant to 847 

the analysis. 848 

Q. Did Concentric benchmark the Ameren Illinois Utilities’ A&G expenses 849 

against those of other companies? 850 

A. Yes.  Concentric benchmarked the Ameren Illinois Utilities’ total A&G expenses 851 

on a per customer basis against other gas and electric utilities.  Figures III-5 852 

through III-7 contained in Ameren Exhibit 5.14 show the results of the 853 

benchmarking of the Ameren Illinois Utilities’ gas businesses.  Concentric 854 

benchmarked the Ameren Illinois Utilities’ gas A&G expenses against three peer 855 

groups: 1) all gas companies reporting to the FERC (Figure III-5); 2) gas 856 

companies within the same geographic region (Figure III-6); and 3) similarly-857 

sized gas companies (i.e., more than 100,000 and less than 1 million customers) 858 

within the same geographic region (Figure III-7). 859 

  The Ameren Illinois Utilities’ electric businesses were benchmarked on a 860 

per customer basis against: 1) all electric utilities filing a FERC Form 1 (Figure 861 

III-8); 2) all electric utilities filing a FERC Form 1 which do not own generation 862 

(Figure III-9); and 3) all electric utilities filing a FERC Form 1 which do not own 863 
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generation and have more than 100,000 and less than 1,000,000 customers (Figure 864 

III-10). 865 

  Concentric also benchmarked the Ameren Illinois Utilities’ A&G costs on 866 

a per customer basis against twenty-two other combination utilities (Figure III-867 

11).  Further, the Ameren Illinois Utilities’ A&G costs were benchmarked on a 868 

per customer basis against combination utilities which had between 500,000 and 869 

5,000,000 customers (Figure III-12). 870 

Q. Did Staff witness Lazare have any specific concerns with the benchmarking 871 

studies? 872 

A. No, he did not24. 873 

Q. Did Concentric also benchmark the Ameren Illinois Utilities’ A&G costs on a 874 

service or process basis? 875 

A. Yes.  In addition to the total A&G benchmarking which Concentric performed, 876 

we benchmarked the Ameren Illinois Utilities’ costs of various services or 877 

processes were benchmarked.  The costs for the Human Resources process, 878 

Information Technology; Finance and Procurement were benchmarked against 879 

two peer groups.  The first peer group consisted of other utilities while the second 880 

                                                 
24 Response to the Ameren Illinois Utilities Data Request 10.13. 
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peer group consisted of all non-utility companies which participated in a 881 

nationally-recognized benchmarking firm’s database.   882 

  The costs associated with Legal, Government Affairs and Corporate 883 

Communications were benchmarked against the non-utility companies 884 

participating in the consulting firm’s benchmarking program. 885 

Q. Does the peer group of companies against which Concentric compared the 886 

Ameren Illinois Utilities shared services costs include companies which have 887 

outsourced all or some of its shared services? 888 

A. Yes.  Within the benchmarking of Ameren Illinois Utilities total A&G costs, there 889 

are utilities which have outsourced all or some of its shared services.  It is highly 890 

probable that some of the non-utilities have likewise outsourced portions of their 891 

shared services.  Despite the outsourcing by other companies, the Ameren Illinois 892 

Utilities compare favorably against the market costs. 893 

Q. Should the Ameren Illinois Utilities seek bids from outsourcing firms to 894 

address Staff witness definition of market costs? 895 

A. No.  Requiring the Ameren Illinois Utilities to solicit bids from outsourcing firms 896 

would be a waste of time and money on behalf of both the Ameren Illinois 897 

Utilities and the outsourcing firms.  Given that the Ameren Illinois Utilities’ A&G 898 

costs per customer and service benchmark well against other utilities and non-899 
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utilities, the Commission should have ample assurances that the costs are 900 

reasonable. 901 

E. Benchmarking Of Services Against Entire Market 902 

Q. Please discuss Staff witness Lazare’s complaint that the market study 903 

Concentric conducted does not meet the Commission’s request for a market 904 

study discussed in the Final Order in Docket No. 06-0700 (Cons.). 905 

A. Staff witness Lazare asserts that the AMS study which I sponsor was not set up to 906 

be representative of the entire market in that it compares the Ameren Illinois 907 

Utilities to a peer group limited to organizations participating in the Hackett 908 

benchmarking program. 909 

Q. Has Staff witness Lazare elaborated on what he means by “entire market”? 910 

A. Yes.  In response to Ameren Illinois Utilities’ Data Request 10.03, Staff witness 911 

Lazare states “The entire market for comparable utility companies would be all 912 

utility companies with similar characteristics to the Ameren Illinois Utilities. The 913 

entire market for comparable non-utility companies would include all non-utility 914 

companies with similar characteristics to the Ameren Illinois Utilities.”  915 

According to Staff witness Lazare, the similar characteristics would include size, 916 

geographic area and structure25. 917 

                                                 
25 Response to Ameren Illinois Utilities’ Data Request 15.03. 
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Q. How do you respond to Staff witness Lazare’s assertions? 918 

A. Staff witness Lazare’s concern is without merit.  It is unreasonable, if not 919 

impossible to garner information from every comparable company to compare 920 

costs at the service level to those of the Ameren Illinois Utilities.  The Ameren 921 

Illinois Utilities made a reasonable effort to compare its costs at the service level 922 

to those of other companies.  At the service level, Ameren Illinois Utilities’ costs 923 

were compared to similarly situated utilities and to every company in the 924 

benchmarking consulting firm’s database.  Expecting the Ameren Illinois Utilities 925 

to compare its costs to the “entire market” as defined by Staff witness Lazare is 926 

impractical. 927 

Q. Is Staff witness Lazare aware of a source from which to obtain 928 

benchmarking information pertaining to the entire market? 929 

A. No, he is not.26  Most likely that is because no such source of benchmarking data 930 

for all companies is available. 931 

Q. Despite his concern regarding the peer groups against which the Ameren 932 

Illinois Utilities’ A&G costs were benchmarked, has Staff witness Lazare 933 

identified any companies which should have been included or excluded from 934 

the analyses? 935 

                                                 
26 Response to Ameren Illinois Utilities’ Data Request 10.12. 
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A. No, he has not.27 936 

Q. Have you benchmarked the Ameren Illinois Utilities’ total A&G expenses to 937 

the “entire market” of electric and gas utilities? 938 

A. Yes.  Figure III-5 of Ameren Exhibit 5.14 shows the results of the benchmarking 939 

of the Ameren Illinois Utilities’ total gas A&G expenses against 159 gas 940 

companies in the United States.  This represents every gas company which 941 

reported results that were accumulated by a publicly available database service. 942 

Figure III-8 of Ameren Exhibit 5.14 shows the results of the 943 

benchmarking of the Ameren Illinois Utilities’ total electric A&G expenses 944 

against 123 electric companies in the United States.  Once again, this represented 945 

every electric company which filed a Form 1 report with the Federal Energy 946 

Regulatory Commission and which had been accumulated by a public database 947 

service. 948 

These analyses reflect the size, geographic area and structure of the 949 

companies as desired by Staff witness Lazare. 950 

Q. How did the Ameren Illinois Utilities compare when benchmarked against 951 

the entire market of gas and electric utilities? 952 

                                                 
27 Response to Ameren Illinois Utilities’ Data Request 10.23. 
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A. For both the gas and electric businesses, the Ameren Illinois Utilities were each 953 

individually and collectively at or below the mean and median of the peer group 954 

on an A&G cost per customer basis. 955 

Q. Can the data provided through the publicly available database be used to 956 

evaluate the Ameren Illinois Utilities’ A&G costs at a service level? 957 

A. No.  The publicly available database reported information primarily at the FERC 958 

account level.  It was not possible to delve deeper into the data and derive 959 

comparable results at the service level.  For that reason, Concentric retained The 960 

Hackett Group to provide costs at the service level against which the Ameren 961 

Illinois Utilities’ costs could be measured. 962 

Q. Who is The Hackett Group? 963 

A. The Hackett Group (“Hackett”) is a benchmarking firm established in 1991.  964 

Hackett has performed over 3,500 benchmarking engagements at more than 2,100 965 

of the world’s leading companies.  This includes 97 percent of the Dow Jones 966 

Industrials; 77 of the Fortune 100; and 90 percent of the Dow Jones Global Titans 967 

Index.   968 

Q. What role did Hackett fill during the review of AMS’ costs? 969 

A. Hackett provided benchmark data against which the cost of AMS’ services 970 

charged to the Ameren Illinois Utilities were evaluated for reasonableness and 971 
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competitiveness.  Hackett provided benchmark data for two peer groups; the first 972 

being a utility peer group while the second peer group consisted of all companies 973 

in Hackett’s database. 974 

Q. What do you mean by “services”? 975 

A. Within this context, “services” equates to the processes which are provided by 976 

AMS.  As I discussed earlier, with the assistance of Hackett, Concentric 977 

benchmarked the costs for Human Resources, Information Technology; Finance, 978 

Procurement, Legal, Government Affairs and Corporate Communications. 979 

Q. Does Staff witness Lazare complain that “no single peer group was identified 980 

that included all of the processes benchmarked.28”?   981 

A. Yes, however Staff witness Lazare’s concern is unfounded.  Not all of Hackett’s 982 

clients participate in every aspect of their benchmarking studies, therefore, the 983 

peer groups against which AMS’ costs were evaluated did change based upon the 984 

participating companies. 985 

Q. Was Hackett instructed to modify the peer groups to produce results which 986 

placed AMS’ costs in a favorable light? 987 

                                                 
28 Direct Testimony of Peter Lazare, p. 13. 
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A. Absolutely not.  The utility peer group was pre-established based upon defined 988 

criteria.29  The peer group only changed when one or more of the selected 989 

companies did not participate in the benchmarking of a particular service or 990 

function.  The second peer group consisted of all of the companies in the Hackett 991 

database.  Again, not all of the companies participated in every aspect of the 992 

benchmarking studies, so only those companies which participated in the relevant 993 

area of review were included in the peer group. 994 

Q. What companies were included in the peer groups against which AMS’ 995 

service costs were evaluated? 996 

A. The lists of both the utility and non-utility benchmarking participants are set forth 997 

in Ameren Exhibit 5.14, Appendix 8.  As the listing shows, the non-utility 998 

participants represent a wide-diversity of industries in the market place.  The 999 

participants would include both companies which outsource their shared services 1000 

and companies which internally source the services. 1001 

The number of utilities and non-utility companies against which the 1002 

Ameren Illinois Utilities’ costs at the service level were benchmarked was as 1003 

follows: 1004 

                                                 
29 Ameren Ex. 5.14, p. 53. 
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Service/Process No. of Utilities in 
Peer Group 

Approx. No. of 
Non-Utilities in 

Peer Group 

Human Resources 8 125 

Information Technology 10 95 

Finance 13 115 

Procurement 8 75 

 1005 

These companies provide a broad representation of the market place, as 1006 

required by the Commission. 1007 

Q. Does Staff witness Lazare complain that he does not know what specific 1008 

criteria were used to include individual companies in the benchmarking 1009 

study30? 1010 

A. Yes he does.   1011 

Q. How do you respond? 1012 

A. Page 53 of Ameren Exhibit 5.14 sets forth the specific criteria employed to select 1013 

the peer groups. 1014 

Q. Does Staff witness Lazare contend that the unitized costs for the peer groups 1015 

are inappropriate? 1016 

                                                 
30 Response to Ameren Illinois Utilities’ Data Request 10.14. 
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A. No, Staff witness Lazare has stated that he has no reason to believe that the 1017 

unitized costs are inappropriate.31  Unitized costs refer to the cost of providing a 1018 

service divided by a common denominator so that the costs can be reviewed on a 1019 

comparable basis. 1020 

F. Ameren Illinois Utilities’ Allocated Share of AMS Costs 1021 

Q. Staff witness Lazare states the Ameren Illinois Utilities provide no 1022 

explanation of why the Companies receive a disproportionate allocation of 1023 

AMS costs relative to their size32.  How do you respond? 1024 

A. Staff’s reasoning is entirely circular.  Staff witness Lazare begins with his own 1025 

result from his invented allocator, and concludes that the Ameren Illinois Utilities 1026 

allocations are wrong because they do not match the results from his allocator, 1027 

which he believes shows that his allocator is correct.  He never identifies what the 1028 

Ameren Illinois Utilities are doing wrong, other than not matching his result.    1029 

Q. On what bases does Staff witness Lazare conclude that the costs allocated to 1030 

the Ameren Illinois Utilities were disproportionate? 1031 

A. Staff witness Lazare’s conclusion is based upon his faulty assumption that the 1032 

allocations should reflect each of the Ameren subsidiaries’ size, according to his 1033 

chosen size metrics. 1034 

                                                 
31 Response to Ameren Illinois Utilities’ Data Request 10.14. 
32 Direct Testimony of Peter Lazare, p. 15, lines 347-349. 
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Q. Please discuss Staff witness Lazare’s complaint that the Company has not 1035 

addressed the relative share of AMS costs allocated to the Ameren Illinois 1036 

Utilities.  1037 

A. Appendices 5, 6 and 7 provided with Ameren Exhibit 5.14 provide exactly that 1038 

information.  The appendices show the Service Requests, the amount charged to 1039 

each Service Request, the allocation basis, and the amount charged to each 1040 

Ameren subsidiary. 1041 

Q. Does Staff witness Lazare dispute the information provided in those 1042 

appendices? 1043 

A. No.  Staff witness Lazare fails to even acknowledge the appendices. 1044 

Q. Does Staff witness Lazare ever discuss actual AMS services, allocators or 1045 

costs? 1046 

A. No, and such a discussion would not help his analysis. In light of the specific 1047 

services which AMS provides, it is abundantly clear that the general allocators 1048 

which Staff witness Lazare proposes to use to allocate AMS’ costs do not reflect 1049 

the cost drivers behind the costs. 1050 

Q. Please explain. 1051 

A. Page 28 of Ameren Exhibit 15.4 sets forth a broad description of the services 1052 

provided by AMS on behalf of the Ameren Illinois Utilities, as well as other 1053 
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Ameren subsidiaries.  One such service is Customer Services.  Under Staff 1054 

witness Lazare’s proposal, the costs associated with Customer Services would be 1055 

allocated to each of the Ameren subsidiaries based upon a simple average of its 1056 

assets, employees and non-fuel O&M expenses for the Ameren Corporation as a 1057 

whole.33  Not a single one of Staff witness Lazare’s proposed allocators is a cost 1058 

driver behind the Customer Service costs.  To the extent that AMS is dealing with 1059 

a specific Company’s customer, the time and related expense should be direct 1060 

billed to the appropriate utility.  If the service is provided to benefit all of 1061 

Ameren’s customers, the costs should be allocated across the companies based 1062 

upon the relative number of customers for each Ameren subsidiary.  Staff witness 1063 

Lazare does not even consider the number of customers in his proposed 1064 

allocation. 1065 

Q. Did Staff witness Lazare consider customers as a basis of allocating AMS’ 1066 

costs? 1067 

A. No.  As stated in response to Ameren Illinois Utilities Data Request 10.05, the 1068 

only additional allocation basis considered by Staff witness Lazare was revenues.  1069 

Customers were never considered in Staff witness Lazare’s analysis. 1070 

Q. Are there other examples which demonstrate the unreasonableness of Staff 1071 

witness Lazare’s proposed allocation of costs? 1072 

                                                 
33 Direct Testimony of Peter Lazare, p. 16, lines 368-374. 
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A. Yes.  The Ameren Illinois Utilities plan to spend approximately $40 million 1073 

annually on energy efficiency initiatives in the coming years.  These initiatives 1074 

are being implemented for the sole benefit of the Ameren Illinois Utilities’ 1075 

customers.  Under Staff witness Lazare’s proposed allocation of AMS’ costs, 1076 

however, the Ameren Illinois Utilities would only be allowed to recover 32.2 1077 

percent of these costs.  The Ameren Illinois Utilities would be imprudent to go 1078 

forward with the planned initiatives when it would be allowed to recoup less than 1079 

one-third of the expenses.   1080 

The list of examples undermining the perceived logic of Staff witness 1081 

Lazare’s proposed allocation of AMS’ costs is limited only by the number of 1082 

services that AMS provides.  Other examples of services would include 1083 

employee-specific services; rent for specific employees; dealings with specific 1084 

unions unique to one or more utilities; information technology system 1085 

development costs related to programs developed for a specific use, company or 1086 

state; and legal services provided for a specific incident or initiative.  The use of a 1087 

general allocator does not make sense when better information is available. 1088 

Q. Does Staff witness Lazare acknowledge the need to allocate costs in 1089 

conformance with cost causation principles? 1090 

A. Yes and no.  On the one hand Staff witness Lazare has proposed a cost allocation 1091 

basis which does not reflect any basis of cost causation and fails to reflect the 1092 

nature of the services provided by AMS.  His position is supported by his 1093 
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response to Ameren Illinois Utilities Data Request 10.07 where Staff witness 1094 

Lazare states:  1095 

“Size is a determinant of the level of business activity for a 1096 
company.  A larger size would indicate that more resources are 1097 
required for the company to function effectively.  AMS is one of 1098 
the resources utilized by the Ameren companies.  It would be 1099 
reasonable to assume then that Ameren subsidiaries would utilize 1100 
the resource represented by AMS in proportion to their size.” 1101 

  On the other hand, Staff witness Lazare appears to agree with the concept 1102 

of cost causation.  In response to Ameren Illinois Utilities Data Request 10.15 he 1103 

states “the utility for which the work was performed should be responsible for the 1104 

cost of performing the work.” 1105 

Q. How do you reconcile these two positions? 1106 

A. The two positions are irreconcilable.  The use of broad based allocators is at the 1107 

opposite end of the spectrum as direct allocation.   1108 

Q. Is it reasonable to allocate AMS costs to the Ameren Illinois Utilities based 1109 

on their “relative size,” as compared to other Ameren affiliates?   1110 

A. No.  Under Staff witness Lazare’s proposal, the unregulated generation companies 1111 

would receive a sizeable portion of the allocations because of their asset base.  1112 

Many of the services provided by AMS are geared to the operating companies and 1113 

provide no benefit to the unregulated generation companies.  Where data 1114 

regarding specific cost drivers is available, as in the case of AMS’ costs, it makes 1115 
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no sense to ignore such data in favor of a general allocator.  Further, as I 1116 

discussed earlier, the selection of the different allocators can produce materially 1117 

different results. 1118 

Q. Is Staff witness Lazare aware of any prior proceedings in which the 1119 

Commission or Staff has used size as a basis of allocating costs? 1120 

A. No, he is not.34 1121 

Q. Can Staff witness Lazare cite any other regulatory jurisdictions which have 1122 

adopted the allocation of costs in a method similar to that proposed in these 1123 

proceedings? 1124 

A. No, he can not.35 1125 

Q. How does AMS allocate the costs associated with the services that it provides 1126 

to the Ameren subsidiaries? 1127 

A. Simply stated, the allocations are based upon the factors set forth in the GSA. 1128 

Q. Have the Ameren Illinois Utilities provided sufficient evidence that they 1129 

received a reasonable allocation of AMS costs relative to other Ameren 1130 

affiliates?   1131 

                                                 
34 Response to Ameren Illinois Utilities Data Request No. 10.07(b). 
35 Response to Ameren Illinois Utilities Data Request No. 10.28. 
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A. Yes.  As explained in the report addressing the AMS Study performed by 1132 

Concentric, the following were reviewed: 1133 

• The nature of the services which AMS provided to its affiliated companies; 1134 

• Whether the services benefit the companies which were allocated the costs 1135 

associated with service; 1136 

• Whether an appropriate process existed by which a benefitting company 1137 

approved a service request; 1138 

• Whether costs were captured in a suitable manner; 1139 

• Whether the allocation methodology reflected true cost causation principles; 1140 

• Whether the costs were allocated accurately; 1141 

• Whether management routinely monitor the costs; and 1142 

• Whether the overall level of allocated costs for the service was reasonable. 1143 

The results of Concentric’s review are fully described in Ameren Exhibit 1144 

5.14. 1145 

G. Other Staff Witness Lazare Concerns 1146 
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Q. Staff witness Lazare criticizes the testimony of Company witness Nelson 1147 

when he refers to your testimony on the topic of risks and benefits of 1148 

outsourcing36.  How do you respond? 1149 

A. Staff witness Lazare misses the point of Company witness Nelson’s testimony.  1150 

He does not refer to my direct testimony because he has no opinion on the subject.  1151 

To the contrary, clearly the Ameren Illinois Utilities have found it cost-effective 1152 

to internally outsource certain centralized services to AMS.  As long as AMS 1153 

continues to be a provider of cost-effective and quality services, it is unnecessary 1154 

to look elsewhere for such services, regardless of whether AMS is an affiliate or 1155 

not.  Company witness Nelson merely referred to my direct testimony because of 1156 

the combination of my experience with utilities which had outsourced or 1157 

considered the outsourcing of services and the research that was performed while 1158 

preparing the AMS report.  The fact that I am an “outside provider” is irrelevant.  1159 

Given that I am an “outside provider” my bias would presumably lean to 1160 

outsourcing the services.  My role as a consultant is to advise and assist my clients 1161 

to make informed and cost-effective decisions. 1162 

Q. Do you believe that the outsourcing of the functions currently provided by 1163 

AMS would result in savings to the Ameren Illinois Utilities’ customers? 1164 

                                                 
36 Direct testimony of Peter Lazare, pp. 6-7, lines 135-139. 
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A. I do not.  As I stated in my direct testimony, utilities which had recently 1165 

externally outsourced shared services did not realize an immediate benefit.  The 1166 

firm providing the outsourcing services typically agreed to maintain the costs at 1167 

the current level of expenses.  As shown in Figure III-1 of Ameren Exhibit 15.4, 1168 

the Ameren Illinois Utilities’ total A&G expenses have decreased by 1169 

approximately $24 million from 2003 to 2006.  The Ameren Illinois Utilities’ 1170 

customers would never realize the benefit of these cost reductions if the services 1171 

provided by AMS had been outsourced.  To the contrary, the outsourcer would 1172 

reap the benefits. 1173 

Figures III-3 and III-4 of Ameren Exhibit 15.4 show the declining cost per 1174 

customer of the Ameren Illinois Utilities’ gas and electric A&G expenses, 1175 

respectively.  As the exhibits demonstrate, the Ameren Illinois Utilities have 1176 

significantly decreased the A&G costs per customer.  Staff witness Lazare fails to 1177 

even acknowledge the significant reductions in overall A&G expenses or the 1178 

A&G costs per customers. 1179 

Q. Do you believe that the existence of AMS has produced savings for the 1180 

Ameren Illinois Utilities’ customers? 1181 

A. Yes, I do.  While I have not performed a detailed empirical study of the likely 1182 

costs that would be incurred under a “stand-alone” scenario versus the internally 1183 

outsourced shared services company scenario, I believe the answer resides in 1184 

Figures III-1, III-3 and III-4 set forth in Ameren Exhibit 5.14.  Figure III-1 shows 1185 
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the decline in total A&G expenses from 2003 through 2006.  In 2003 and most of 1186 

2004, IP was operating, for the most part, under a stand-alone utility model.  Once 1187 

acquired, the A&G services were subsumed into AMS.  The result was a 1188 

declining level of A&G expenses.  Similarly, Figures III-3 and III-4 reflect a 1189 

declining level of A&G per customer from 2002 through 2006.  From 2004 to 1190 

2005, the A&G cost per customer decreases significantly.  In my opinion, the 1191 

decrease is reflective of the internal outsourcing of services to AMS. 1192 

Q. Staff witness Lazare expresses concern that documentation regarding the 1193 

challenges of AMS’ costs by Ameren Illinois Utilities management were not 1194 

documented.  How do you respond? 1195 

A. There are many decisions and discussions which occur within companies on a 1196 

daily basis which are not documented.  This lack of documentation does not in 1197 

any way negate the existence or effectiveness of the process employed by the 1198 

Ameren Illinois Utilities management to review and question AMS’ costs. 1199 

Q. Absent any documentation, how can you assure the Commission that the 1200 

review process exists? 1201 

A. My observations regarding the review process were based upon discussions with 1202 

management personnel from both AMS and the Ameren Illinois Utilities.  I also 1203 

spoke with individuals who administer Ameren’s budgeting process and who 1204 

oversee the Service Request process.  Each individual discussed challenges to 1205 
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both budgeted levels of expenses and actual expenses by Ameren Illinois 1206 

Utilities’ management.  Company witness Nelson also testifies to this review 1207 

process. 1208 

Q. Will documentation regarding such challenges be retained prospectively? 1209 

A. Yes.  It is my understanding that at the request of the Commission Staff the 1210 

Ameren Illinois Utilities have agreed to document challenges to AMS’ budgeted 1211 

and actual expenses and the resolution of such challenges. 1212 

V. RESPONSE TO STAFF WITNESS KAHLE 1213 

Q. Have you reviewed the direct testimony that Staff witness Kahle filed in these 1214 

proceedings? 1215 

A. Yes, I have. 1216 

Q. What adjustments has Staff witness Kahle proposed to the cash working 1217 

capital (“CWC”) requirements proposed by the Ameren Illinois Utilities? 1218 

A. Staff witness Kahle has proposed five modifications to the cash working capital 1219 

requirements which I sponsored on behalf of the Ameren Illinois Utilities.  Those 1220 

adjustments are as follows: 1221 

1. Use of the Gross Lag methodology rather than the Net Lag methodology; 1222 

2. Inclusion of pass-through taxes in the calculation of the revenue lag with 1223 
zero lag days; 1224 

3. Inclusion of capitalized payroll in the level of payroll expenses used to 1225 
determine the Ameren Illinois Utilities’ CWC requirements; 1226 
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4. Correction of the expense lead associated with Employee Benefits; and 1227 

5. Reflecting Staff’s proposed levels of operating expenses in the CWC 1228 
analysis. 1229 

Q. Do you have a position with regards to Staff witness Kahle’s proposed 1230 

adjustments? 1231 

A. As I will discuss, I do not take exception to Staff witness Kahle’s use of the Gross 1232 

Lag methodology if applied correctly.  I agree with Staff witness Kahle’s expense 1233 

lead associated with Employee Benefits.  With the exception of payroll and 1234 

benefits, Company witness Wichmann will respond to any concern regarding the 1235 

expense levels included in Staff witness Kahle’s CWC analyses.  I will comment, 1236 

however, that the operating expenses used to determine the appropriate level of 1237 

CWC for each of the Ameren Illinois Utilities should reflect the levels adopted by 1238 

the Commission in these proceedings. 1239 

I take exception to Staff witness Kahle’s proposed treatment of pass-1240 

through taxes and the inclusion of capitalized expenditures in the operating 1241 

expenses used to calculate the Ameren Illinois Utilities’ CWC requirements. 1242 

Q. Please explain what you mean when you state that you do not take exception 1243 

to the use of the Gross Lag methodology, if applied correctly. 1244 

A. While I presented the Ameren Illinois Utilities’ CWC requirements employing a 1245 

Net Lag methodology, I am not opposed to the use of the Gross Lag methodology. 1246 

As I demonstrated in my direct testimony, the Net Lag and Gross Lag 1247 
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methodologies produce the same results if calculated correctly.  The differences 1248 

generated between the use of the two methodologies are the result of incorrect 1249 

application of the modifications proposed by Staff.  Therefore, in order to focus 1250 

on the inaccuracies of Staff witness Kahle’s analyses, I will also employ the Gross 1251 

Lag methodology to determine the Ameren Illinois Utilities’ CWC requirements. 1252 

Q. Do both the Net Lag and Gross Lag methodologies consider revenues and 1253 

operating expenses when determining the appropriate level of CWC for the 1254 

Ameren Illinois Utilities? 1255 

A. Yes.  Under the Net Lag methodology, the revenues are presumed to equal the 1256 

incurred operating expenses, and thus there is no need to set forth the revenues.  1257 

Under the Gross Lag methodology, the revenues are expressly shown to equal the 1258 

incurred operating expenses. 1259 

Q. What revenues are considered in the CWC analyses? 1260 

A. The revenues included in the CWC analyses are those which are available to pay 1261 

cash operating expenses.   1262 

Q. Please elaborate. 1263 

A. As shown on ICC Staff Exhibit 3.0, Schedule 3.01 CILCO-E, page 3 of 4, column 1264 

(C), line 1, the total operating revenues used by Staff witness Kahle are $111,537.  1265 

This figure ties to ICC Staff Exhibit 1.0, Schedule 1.01 CILCO-E, column (I), line 1266 
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1.  In other words, the revenues used by Staff witness Kahle reflect the revenue 1267 

requirement which Staff believes to be necessary to earn a fair return on the 1268 

Ameren Illinois Utilities’ assets and to pay its operating expenses.  From this 1269 

amount, under the Gross Lag methodology, the return on equity and all non-cash 1270 

operating expenses are removed from the operating revenues.  (See ICC Staff 1271 

Exhibit 3.0, Schedule 3.01 CILCO-E, page 3 of 4, column (C), lines 2 through 5).  1272 

The residual revenues are the amount required to pay cash operating expenses. 1273 

Q. When employing the Gross Lag methodology, is it important to maintain a 1274 

balance between the level of revenues and operating expenses considered in 1275 

the analyses? 1276 

A. Yes, it is.  The level of revenues considered in the analyses should reflect only 1277 

those funds which are available to pay actual cash operating expenses.  Thus the 1278 

reason that a number of reductions are made from actual revenues to arrive at the 1279 

amount which is truly available to pay actual operating expenses.  Similarly, the 1280 

operating expenses considered in the CWC analyses should only include those 1281 

operating expenses for which there is a corresponding revenue stream. 1282 

Q. Did the calculation of the Ameren Illinois Utilities’ CWC requirements under 1283 

the Gross Lag methodology maintain this balance between revenues and 1284 

operating expenses? 1285 
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A. Yes.  As shown on Ameren Exhibit 5.7E, column (C), lines 8 and 24, the revenues 1286 

and operating expenses considered in the CWC analyses were equal. 1287 

Q. Does the analyses set forth by Staff witness Kahle maintain the balance 1288 

between revenues and operating expenses? 1289 

A. No, it does not.  As I will discuss later in my rebuttal testimony, Staff witness 1290 

Kahle inappropriately makes changes to the level of operating expenses (e.g., 1291 

capitalized items) without a corresponding change to the revenue side of the 1292 

equation.  (Refer to ICC Staff Exhibit 3.0, Schedule 3.01 CILCO-E, page 2 of 4, 1293 

column (C), lines 3 and 20).  Under Staff witness Kahle’s approach, the operating 1294 

expenses have been artificially inflated thereby erroneously reducing the Ameren 1295 

Illinois Utilities’ CWC requirements. 1296 

Q. What impact does the use of the Gross Lag methodology have on the Ameren 1297 

Illinois Utilities’ CWC requirements? 1298 

A. The use of the Gross Lag methodology, by itself, has no impact on the Ameren 1299 

Illinois Utilities’ CWC requirements. 1300 

Q. Has Staff witness Kahle accurately reflected the expense lead for Employee 1301 

Benefits? 1302 

A. Yes.  The calculation of the expenses lead associated with Employee Benefits 1303 

should be 24.746 days.  The expense lead originally filed by the Ameren Illinois 1304 
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Utilities contained a cell reference error and should be updated to reflect the 1305 

corrected expense lead days. 1306 

Q. What was the affect on the Ameren Illinois Utilities’ CWC requirements of 1307 

adjusting the expense lead for Employee Benefits? 1308 

A. Adjusting the expense lead for Employee Benefits reduced the Ameren Illinois 1309 

Utilities’ CWC requirements by approximately $9,000. 1310 

Q. Do you agree with the revenue and expense levels reflected in Staff witness 1311 

Kahle’s determination of the Ameren Illinois Utilities’ CWC requirement? 1312 

A. No.  The revenues and operating expenses reflected in Staff witness Kahle’s 1313 

analyses reflect Staff’s adjusted levels.  The analyses reflect the Ameren Illinois 1314 

Utilities’ position regarding the appropriate level of operating expenses for the 1315 

adjusted test year.  The ultimate level of CWC requirements should reflect the 1316 

level of operating expenses authorized by the Commission in these proceedings. 1317 

Q. What affect do the adjusted revenue and expense levels have on the Ameren 1318 

Illinois Utilities’ CWC requirements? 1319 

A. Staff’s proposed adjustment to the levels of operating revenues and operating 1320 

expenses increase the Ameren Illinois Utilities’ CWC requirements by 1321 

approximately $2 million. 1322 

A. Pass-Through Taxes 1323 
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Q. Please explain Staff witness Kahle’s proposed adjustment with regards to 1324 

Pass-Through Taxes. 1325 

A. Staff witness Kahle has proposed to include pass-through taxes in the CWC 1326 

analyses, but to reflect a revenue lag associated with these taxes of zero days. 1327 

Q. What is the impact of Staff witness Kahle’s proposed adjustment regarding 1328 

pass-through taxes? 1329 

A. The following table sets forth the reduction of the Ameren Illinois Utilities’ CWC 1330 

requirements based upon Staff witness Kahle’s proposed adjustment to pass-1331 

through taxes.  As the table shows, the total reduction is approximately $7 1332 

million. 1333 

Company CWC Impact ($000s) 

AmerenCILCO – Gas ($1,085) 

AmerenCIPS – Gas ($1,106) 

AmerenIP – Gas ($3,005) 

AmerenCILCO – Electric ($  284) 

AmerenCIPS – Electric ($  633) 

AmerenIP – Electric ($  847) 

     Total ($6,961) 

 1334 

Q. What expense lead days does Staff witness Kahle propose for the pass-1335 

through taxes? 1336 
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A. Staff witness Kahle assigns an expense lead of 42.790 days for the pass-through 1337 

taxes. 1338 

Q. Do you agree with Staff Kahle’s proposed treatment of pass-through taxes? 1339 

A. No.  Staff witness Kahle’s position has no foundation in reality. 1340 

Q. Please explain. 1341 

A. As I explained in my direct testimony, the revenue lag consists of five 1342 

components; (1) a service lag; (2) a billing lag; (3) a collections lag; (4) a 1343 

payment processing lag; and (5) a bank float lag.  Collectively, these components 1344 

add up to the 40.95 days of revenue lag utilized by both Staff and the Ameren 1345 

Illinois Utilities for purposes of determining the CWC requirements for the 1346 

Ameren Illinois Utilities.   1347 

 The expense lead consists of three components; (1) a service lead; (2) a 1348 

payment lead; and (3) a bank float lead.  Collectively, the expense lead used by 1349 

both Staff and the Ameren Illinois Utilities was determined to be 42.79 days. 1350 

 Staff witness Kahle’s position is premised on the incorrect position that 1351 

the Ameren Illinois Utilities have access to the funds associated with the pass-1352 

through taxes for 42.79 days.  That is simply not the case.  The Ameren Illinois 1353 

Utilities collect the funds associated with the pass-through taxes when the 1354 
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customers pay their bills.  There is no separate source of funds provided by the 1355 

customers associated with the pass-through taxes. 1356 

 By way of his testimony, Staff witness Kahle appears to suggest that there 1357 

is no service lag associated with the pass-through taxes.  While that may be a 1358 

reasonable position, similarly there can not be a service lead on the expense side 1359 

of the CWC calculation if there is no service lag on the revenue side of the 1360 

equation.  Staff witness Kahle has proposed no such adjustment to the expense 1361 

lead.  Staff witness Kahle’s position is irrevocably flawed because it fails to 1362 

reflect the true timing of cash receipts and cash outlays.  Therefore, Staff witness 1363 

Kahle’s proposed treatment of pass-through taxes within the CWC analyses must 1364 

be rejected. 1365 

Q. Is it appropriate to include a service lag/lead for the pass-through taxes? 1366 

A. Yes.  The level of pass-through taxes are directly associated with the level of sales 1367 

to and revenues collected from the Ameren Illinois Utilities’ customers.  1368 

Therefore, it is the delivery of service which generates the pass-through taxes. 1369 

Q. Why should pass-through taxes be included in the CWC analyses? 1370 

A. There is a slight timing difference between the Ameren Illinois Utilities’ receipt 1371 

of payment from its customers and the remittance of the taxes to the proper taxing 1372 

authority.  By including the pass-through taxes in the CWC analyses, the Ameren 1373 
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Illinois Utilities’ are reflecting the benefit of having access to the funds from the 1374 

time of receipt to the time of remittance. 1375 

Q. From a cash flow perspective, what is the proper treatment of pass-through 1376 

taxes? 1377 

A. There is clearly a lag from the point of billing to the receipt of the funds.  1378 

Including the service lag, the Ameren Illinois Utilities average 40.95 days from 1379 

the provisioning of service to the receipt of funds (including those funds 1380 

associated with pass-through taxes).  Excluding the service lag, the lag between 1381 

billing and receipt of cash would be approximately 25.74 days.  Despite Staff 1382 

witness Kahle’s assertion to the contrary, the Ameren Illinois Utilities do not have 1383 

access to the funds attributable to the pass-through taxes during those days. 1384 

 As shown by the CWC analyses of both Staff and the Ameren Illinois 1385 

Utilities, funds are remitted to the proper taxing authorities approximately 42.79 1386 

days from the midpoint of the month in which service was provided to the 1387 

customers.  Therefore, the Ameren Illinois Utilities would have access to the 1388 

funds for less than two days (i.e., 42.79 minus 40.95).   1389 

 If the Commission were to determine that there was no service lag/lead 1390 

associated with the pass-through taxes, a revenue lag of 25.74 days should be 1391 

applied to the appropriate level of revenues attributable to pass-through taxes and 1392 

an expense lead of 27.58 days (i.e., 42.79 minus 15.21 days) should be applied to 1393 
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the expense levels associated with pass-through taxes.  This change would result 1394 

in no change to the Ameren Illinois Utilities’ CWC requirements. 1395 

Q. Has the Commission taken a position on Staff witness Kahle’s proposed 1396 

treatment of pass through taxes in a recent ruling? 1397 

A. Yes, it has.  In Docket Nos. 07-0241/07-0242 (Cons.), Staff proposed the same 1398 

treatment of pass-through taxes in its Reply Brief on Exceptions at page 8.  In its 1399 

final Order, the Commission stated: 1400 

“Regarding Staff’s first argument – that there is no revenue lag for 1401 
pass-through taxes – Staff’s apparent concern is that pass-through 1402 
taxes provide no service to the customer and involve no product or 1403 
service costs (other than tax collection costs, which are presumably 1404 
recovered as O&M expenses).  Moreover, several of the taxes are 1405 
paid quarterly or annually, which raises the question of how, in 1406 
common sense, they can have a revenue lag.  That said, however, 1407 
the Utilities still must obtain revenue to remit to the taxing bodies, 1408 
and the only revenue collection mechanism in the record, with its 1409 
attendant revenue lag, is the monthly bill.  Consequently, while the 1410 
Commission would welcome additional analysis, as Staff suggests, 1411 
addressing the movement of pass-through taxes in and out of the 1412 
Utilities’ accounts for CWC purposes, we do not have that analysis 1413 
here.  For now, we will include pass-through taxes in the revenue 1414 
portion of the gross lag study approved in these documents.37” 1415 

Q. Has Staff presented any further analysis regarding the movement of pass-1416 

through taxes in these proceedings? 1417 

A. No, it has not. 1418 

                                                 
37 Commission’s Order in Docket Nos. 07-0241/07-0242 (Cons), page 22. 



Ameren Exhibit 21.0 
Page 76 of 95 

 

Q. Has Staff presented information regarding a revenue source other than the 1419 

monthly bills which would purportedly recover the pass-through taxes? 1420 

A. No.  Staff has presented no information regarding a distinct revenue source other 1421 

than the monthly bills by which the pass-through taxes would be collected simply 1422 

because no such alternative source of funds exists.  The pass-through taxes are, in 1423 

fact, recovered through the customers’ payment of its monthly bill. 1424 

B. Inclusion of Capitalized Payroll In CWC Analyses 1425 

Q. Please describe the adjustment proposed by Staff witness Kahle with regards 1426 

to capitalized payroll. 1427 

A. Staff witness Kahle proposes to include capitalized payroll in the CWC analyses 1428 

by adding the amount of capitalized payroll to the operating expenses. 1429 

Q. What is the impact of Staff witness Kahle’s proposed adjustment on the 1430 

CWC requirements of the Ameren Illinois Utilities? 1431 

A. The impact, by Company, of Staff witness Kahle’s proposed inclusion of 1432 

capitalized payroll in the CWC analyses is to reduce the Ameren Illinois Utilities’ 1433 

CWC requirements by approximately $3 million, as broken down by each of the 1434 

Companies in the following table: 1435 

Company CWC Impact 

AmerenCILCO – Gas ($   210,000) 

AmerenCIPS – Gas ($   103,000) 

AmerenIP – Gas ($   454,000) 
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Company CWC Impact 

AmerenCILCO – Electric ($   362,000) 

AmerenCIPS – Electric ($   589,000) 

AmerenIP – Electric ($1,150,000) 

     Total ($2,868,000) 

 1436 

Q. What is Staff’s justification for the inclusion of capitalized items in the 1437 

analysis of the CWC requirements of the Ameren Illinois Utilities? 1438 

A. Staff justifies the use of this limited number of capitalized items in the calculation 1439 

of the CWC requirements of the Ameren Illinois Utilities on the grounds that the 1440 

Commission accepted a similar position in the rate proceedings of the Ameren 1441 

Companies (Dockets 06-0070-0071-0072 (Cons.) (Order November 21, 2006, p. 1442 

36)). Staff witness Kahle has provided no independent justification or rationale 1443 

for the inclusion of the capitalized items in the CWC analyses, and, in fact, they 1444 

should not be included at all. As I explain later, capitalized items are 1445 

appropriately included in rate base not in the CWC analyses. 1446 

Q. How do you respond to Staff witness Kahle’s proposed adjustment? 1447 

A. As I discussed in response to the use of the Gross Lag versus the Net Lag 1448 

methodology, to accurately determine the CWC requirements of the Ameren 1449 

Illinois Utilities, it is necessary to maintain the balance between the revenue and 1450 

expense levels reflected in the CWC analyses.  Staff witness Kahle has artificially 1451 

created an imbalance by including in his analyses expenses for which there is no 1452 
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corresponding revenues, thereby resulting in a lower CWC requirement which is 1453 

not indicative of the Ameren Illinois Utilities’ true CWC needs. 1454 

Q. How does such an approach result in a flawed determination as to the level of 1455 

CWC for the Ameren Illinois Utilities? 1456 

A. By including additional expenses in the CWC analyses without a corresponding 1457 

increase in revenue, Staff witness Kahle has effectively created an imbalance 1458 

between revenues and expenses.  Such an imbalance will naturally result in a 1459 

lower CWC requirement, but it will not reflect the actual CWC position of the 1460 

Ameren Illinois Utilities.  While the use of the Gross Lag Methodology is 1461 

acceptable for purposes of determining the CWC requirements of the Ameren 1462 

Illinois Utilities in these proceedings, the balance between the revenues and 1463 

expenses reflected in the analyses must be maintained for the methodology to 1464 

produce accurate results. 1465 

Q.  In what additional way is Staff witness Kahle’s inclusion of these capitalized 1466 

items inappropriate? 1467 

A. Staff witness Kahle’s analyses represents only a partial view of capitalized 1468 

expenditures.  The Ameren Illinois Utilities incur significant levels of 1469 

expenditures on an annual basis associated with capital programs and initiatives. 1470 

Staff witness Kahle’s proposed treatment of capital expenditures does not reflect 1471 

all of the capital expenditures; he is selective in what items to include. Further, 1472 



Ameren Exhibit 21.0 
Page 79 of 95 

 

Staff witness Kahle has reflected an expenditure with significant dollars and 1473 

relatively short expense lead time, thereby artificially deflating the CWC 1474 

requirements of the Ameren Illinois Utilities. Therefore, Staff’s analyses reflects 1475 

an incomplete view of capitalized expenditures and an artificially created 1476 

imbalance between the revenues and operating expenses resulting in a flawed 1477 

conclusion as to the Ameren Illinois Utilities’ CWC requirements. 1478 

Q.  Have the Ameren Illinois Utilities included all of the capitalized expenditures 1479 

in their CWC analyses? 1480 

A. No. The Ameren Illinois Utilities’ analyses reflect the actual expenses incurred 1481 

during the test year.  The capitalized amounts are appropriately included in rate 1482 

base and thus earn a return on such investments. Therefore, it is inappropriate to 1483 

include the capitalized expenditures in the CWC analyses.  Regardless, it would 1484 

be inappropriate to include only a portion of the capitalized expenditures and only 1485 

on one side of the revenue and expense equation. 1486 

Q. Please explain. 1487 

A. As I discussed earlier, the revenues which Staff witness Kahle uses reflect the 1488 

revenue requirement for the Ameren Illinois Utilities.  From those revenues, he 1489 

subtracts non-cash expenses and return on equity.  The residual revenues are those 1490 

dollars which are available to pay cash operating expenses.  There are no 1491 

incremental dollars in the analyses to account for the capitalized expenditures 1492 
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which Staff witness Kahle proposes to include in the analyses.  Therefore, Staff 1493 

witness Kahle has artificially created an imbalance between the levels of revenues 1494 

and expenses considered in the analyses. 1495 

Q. Is there a revenue stream which could be included in the CWC analyses 1496 

which would address your concerns? 1497 

A. The only solution of which I am aware would be to include in the CWC analyses 1498 

a separate revenue stream relating to the amount of capitalized payroll.  The 1499 

revenue lag for this revenue stream would have to be the composite years over 1500 

which the Ameren Illinois Utilities’ assets are depreciated. 1501 

Q. Have you performed such a calculation? 1502 

A. I have not.  I do not agree with the inclusion of the capitalized expenditures in the 1503 

CWC analyses.  Therefore, I do not suggest that an alternative to address Staff 1504 

witness Kahle’s flawed recommendation is warranted. 1505 

Q. Staff witness Kahle also argues that it is appropriate to include the 1506 

capitalized payroll in the CWC analyses because “the test year is a historical 1507 

test year and no portion of payroll after the effective date of the new rates is 1508 

included in the rate base.38”  How do you respond? 1509 

                                                 
38 Direct Testimony of Daniel G. Kahle, Docket Nos. 07-0585 – 07-0590 (Cons.), ICC Staff 

Exhibit 3.0, March 14, 2008, page 10, lines 221 through 222. 
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A. Staff witness Kahle’s concern is unfounded.  The test year presented by the 1510 

Ameren Illinois Utilities in these proceedings reflect a full twelve months of 1511 

wages, reflected for known and measurable changes.  There is no need to reflect 1512 

some level of payroll after the effective date of the new rates.  Staff has not 1513 

adjusted the expense level of wages to address this so-called concern of Staff 1514 

witness Kahle’s.  Therefore there is no need to make such an adjustment for the 1515 

CWC analyses. 1516 

Q. Are the Ameren Illinois Utilities allowed to recover the capitalized payroll 1517 

costs? 1518 

A. Yes.  The capitalized payroll would be included in rate base, and thus the Ameren 1519 

Illinois Utilities would be authorized to earn a return on and of those 1520 

expenditures. 1521 

Q. Has the Commission recently addressed this same issue in other dockets? 1522 

A. Yes.  In Docket Nos. 07-0241/07-0242 (Cons.), Staff witness Kahle proposed the 1523 

same adjustment to the CWC analyses.  In those dockets, the Commission 1524 

correctly concluded that “the precedential rationale for including a capitalized 1525 

cost in an analysis concerning operational expenses is missing.39” 1526 

                                                 
39 Final Order, Docket Nos. 07-0241/07-0242 (Cons.), p. 19. 
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Q. Have you prepared exhibits reflecting the appropriate level of CWC required 1527 

by each of the Ameren Illinois Utilities? 1528 

A. Yes, I have.  Ameren Exhibits 21.04 through 21.09 show the appropriate level of 1529 

CWC requirements for each of the Ameren Illinois Utilities’ gas and electric 1530 

utilities employing the Net Lag methodology. 1531 

Ameren Exhibits 21.10 through 21.15 reflect the appropriate level of 1532 

CWC requirements for each of the Ameren Illinois Utilities’ gas and electric 1533 

utilities employing the Gross Lag methodology. 1534 

As the exhibits show, the CWC requirements under the Gross Lag 1535 

methodology are the same as those under the Net Lag methodology. 1536 

C. Rider PER 1537 

Q. Has Staff witness Kahle proposed an adjustment to the CWC component of 1538 

Rider PER? 1539 

A. Yes, he has. 1540 

Q. Please explain Staff witness Kahle’s proposed adjustment. 1541 

A. As Staff witness Kahle points out, the Ameren Illinois Utilities’ current credit 1542 

ranking has shortened the service period for purchased power to a half-month 1543 

with payments due on the 1st business day 9 days following the end of the service 1544 

period.  Staff witness Kahle does not contest the application of the shortened 1545 
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payment periods for non-affiliated companies, but disallows the shortened 1546 

payment period for affiliated companies. 1547 

Q. What support does Staff witness Kahle provide for his proposed adjustment? 1548 

A. Staff witness Kahle contends that the shortened payment period does not apply to 1549 

the affiliated companies because “the funds for these purchases come from and 1550 

end-up in the same pool of money.40” 1551 

Q. How do you respond to Staff witness Kahle’s proposed adjustment? 1552 

A. I have two observations regarding the proposed adjustment.  Based upon Staff 1553 

witness Kahle’s proposed adjustment, it would appear that he believes that the 1554 

dealings with affiliates should be handled differently than those with non-1555 

affiliated companies.  The Commission’s rules pertaining to transactions with 1556 

affiliated marketing companies strictly forbid such unique treatment.  Section 1557 

450.20 of the Commission’s Administrative Code states: 1558 

Electric utilities shall not provide affiliated interests or customers 1559 
of affiliated interests preferential treatment or advantages relative 1560 
to unaffiliated entities or their customers in connection with 1561 
services provided under tariffs on file with the Illinois Commerce 1562 
Commission (Commission).  This provision applies broadly to all 1563 
aspects of service, including, but not limited to, responsiveness to 1564 
requests for service, the availability of firm versus interruptible 1565 
services, the imposition of special metering requirements, and all 1566 
terms and conditions and charges specified in the tariff. 1567 

                                                 
40 Direct Testimony of Daniel Kahle, p. 18, lines 406-407 
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Providing payment terms which are different than those encountered 1568 

between the Ameren Illinois Utilities and non-affiliated marketing companies 1569 

would appear to be contrary to the Commission’s Code. 1570 

Second, the Ameren Illinois Utilities and Ameren’s marketing affiliates do 1571 

not commingle funds as suggested by Staff witness Kahle.  Each business 1572 

operates as a stand-alone company and is responsible for its own financial 1573 

transactions.  Further, the source of the funds has no relevance as to the timing of 1574 

payment for transactions.  The CWC component of Rider PER should reflect the 1575 

actual timing of cash receipts and cash payments, not Staff witness Kahle’s 1576 

assumed preferential treatment afforded to an affiliated marketing company. 1577 

For the above reasons, Staff witness Kahle’s proposed adjustment to the 1578 

CWC component of Rider PER should be rejected. 1579 

 1580 
VI. RESPONSE TO CUB WITNESS EFFRON 1581 

Q. Have you reviewed the direct testimony in these proceedings of AG/CUB 1582 

witness Effron? 1583 

A. Yes, I have. 1584 

Q. Are there any adjustments proposed by AG/CUB witness to which you would 1585 

like to respond? 1586 
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A. Yes.  I will respond to AG/CUB witness Effron’s proposed adjustment to 1587 

AmerenIP’s test year A&G expenses charged to Accounts 920 through 923. 1588 

Q. Please describe the adjustment proposed by AG/CUB witness Effron. 1589 

A. AG/CUB witness Effron used as a starting point the level of A&G expenses 1590 

charged to Accounts 920 through 923 approved by the Commission in Docket No. 1591 

06-0072, which used a 2004 test year. AG/CUB witness Effron calculates this 1592 

amount by taking the total of A&G costs related to Accounts 920 through 923 1593 

times the percentage of costs that were disallowed, effectively stating that 69.53 1594 

percent of total A&G was disallowed so 69.53 percent of accounts 920 through 1595 

923 was disallowed.  He then escalated this last approved level of A&G expenses 1596 

charged to Accounts 920 through 923 by 3 percent per year to reflect inflation. 1597 

AG/CUB witness Effron’s proposed adjustment is based solely on the 1598 

premise that the Company’s requested level of A&G expenses is nearly 2.4 times 1599 

the amount approved in AmerenIP’s last rate case and that, in AG/CUB witness 1600 

Effron’s opinion, the Company has not explained or justified the increase.  The 1601 

end result of AG/CUB witness Effron’s proposed adjustment was the proposed 1602 

disallowance of $19,794,000 of A&G expenses for AmerenIP.  This is the 1603 

difference between the amount approved in the last rate case, escalated by 1604 

inflation, and the expenses included by AmerenIP in this case, for Accounts 920 1605 

through 923. 1606 
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Q. How do you respond to AG/CUB witness Effron’s proposed adjustment? 1607 

A. With regards to the explanation and justification of the increased level of A&G 1608 

expenses from 2004 to 2006, the Ameren Illinois Utilities have provided support 1609 

for these increases, and have responded to a number of data requests on that 1610 

precise topic.  AmerenIP’s response to Staff Data Request TEE-1.33 provides a 1611 

detailed narrative explanation of year-over-year variances from 2004 to 2006.  1612 

The comparison of the level of expenses between 2004 and 2006 for 1613 

AmerenIP produces specious results because of the fact that during the transition 1614 

of ownership, the Company received no allocated costs from either its former 1615 

owner or from AMS.  Therefore, the true cost of services provided is not reflected 1616 

in the 2004 expense levels. 1617 

Furthermore, the level of A&G expenses which AG/CUB witness Effron 1618 

uses as the basis for his proposed adjustment reflects the disallowance of over $50 1619 

million of A&G expenses incurred by AMS on behalf of the Ameren Illinois 1620 

Utilities.  The Ameren Illinois Utilities have submitted a detailed study which 1621 

supports the A&G expenses, including those incurred by AMS on behalf of the 1622 

Ameren Illinois Utilities. 1623 

The limitation of AG/CUB witness Effron’s analysis to only Accounts 920 1624 

through 923 ignores changes that occurred as a result of the systems conversion 1625 

and the associated accounting practices and processes, as well as organizational 1626 
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shifts completed as part of the acquisition of IP.  One cannot exclusively compare 1627 

the value of an account in 2004, under Dynegy’s ownership, to the value of that 1628 

account after the acquisition integration in 2006 without taking into consideration 1629 

material differences in accounting practices and processes. 1630 

With regards to AG/CUB witness Effron’s use of inflation, in prior cases, 1631 

the Commission has rejected the argument that inflation between rate cases is a 1632 

better indication of test year expenses than the actual costs themselves41.  1633 

Moreover, the Commission’s rule on pro forma adjustments, Section 287.40, 1634 

states in part that: “Attrition or inflation factors shall not be substituted for a 1635 

specific study of individual capital, revenue and expense components.” 1636 

As I will explain, AG/CUB witness Effron’s proposed adjustment of 1637 

$19,794,000 is not consistent with the evidence provided by AmerenIP, and 1638 

should not be accepted by the Commission. 1639 

Q. Have you reviewed the apparent variability in the level of expenses for 1640 

AmerenIP’s A&G Accounts 920 through 923 from 2004 to 2006? 1641 

A. Yes, I have. 1642 

Q. Can you discuss the driving reasons behind the variability by account? 1643 

                                                 
41 Docket No. 05-0597 
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A. Yes.  I will provide an overview of the reasons for the cost variability for each of 1644 

the accounts questioned by AG/CUB witness Effron. 1645 

Q. With regards to Account 920, Administrative and General Salaries and 1646 

Wages, can you discuss the nature of the expenses reported in this account? 1647 

A. Account 920 includes the compensation of officers, executives, and other 1648 

employees of the utility properly chargeable to utility operations and not 1649 

chargeable directly to a particular operating function. 1650 

Q. What was the actual level of expenses recorded in Account 920 in 2004? 1651 

A. The actual expenses recorded in Account 920 in 2004 amounted to $13,521,709. 1652 

Q. What level of expense did AmerenIP seek in its last rate case for Account 1653 

920? 1654 

A. AmerenIP included $17,429,056 of Account 920 expenses in its last rate case. 1655 

Q. What was the actual level of expense recorded in Account 920 in 2006? 1656 

A. The actual level of expenses recorded in Account 920 in 2006 amounted to 1657 

$19,774,415. 1658 

Q. What level of expense did AmerenIP include in its revenue requirement in 1659 

these proceedings?   1660 
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A. AmerenIP is seeking $19,263,730 of expenses in Account 920 in its electric 1661 

filing. 1662 

Q. Please explain the increase in actual expenses in Account 920 from 2004 to 1663 

2006. 1664 

A. The increase is due primarily to the systems conversion and the changes in 1665 

associated accounting practices and processes occurring as part of the acquisition 1666 

of AmerenIP.  Under the ownership of Dynegy, pension and benefits expenses 1667 

were recorded entirely within Account 926.  Under Ameren ownership, pensions 1668 

and benefits for employees processed through AMS follow labor expenses, and 1669 

get recorded in the corresponding accounts, such as Account 920.  Thus, a 1670 

significant portion of the increase is due to pensions and benefits being allocated 1671 

to Account 920.  1672 

Q. Is this an example of how AG/CUB witness Effron failed to take into account 1673 

differences in accounting practices and processes?  1674 

A. Yes.  Since AG/CUB witness Effron limited his analysis to only Accounts 920 1675 

through 923 and did not take into account differences that arose due to systems 1676 

conversion and changes in associated accounting practices and processes, he 1677 

failed to recognize the increase in Account 920 was directly related to the 1678 

decreases in Account 926. 1679 

Q. Did Account 926 actually experience a large decrease? 1680 
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A. Yes.  In 2004, the expenses recorded in Account 926 amounted to $17,682,206.  1681 

In 2006, only $7,324,915 was charged to Account 926.  Therefore, the decrease in 1682 

Account 926 more than offsets the increase in Account 920 which AG/CUB 1683 

witness Effron is inappropriately attempting to eliminate. 1684 

Q. Did AmerenIP provide information to the parties in these proceedings 1685 

regarding the differences in accounting practices and procedures?  1686 

A. Yes.  This information was provided in AmerenIP’s response to Staff Data 1687 

Request TEE-1.33. 1688 

Q. What expenses are reported in Account 921, Office Supplies and Expenses? 1689 

A. Account 921 includes office supplies and expenses incurred in connection with 1690 

the general administration of AmerenIP's operations which are assignable to 1691 

specific administrative or general departments and are not specifically provided 1692 

for in other accounts. This includes the expenses of the various administrative and 1693 

general departments, the salaries and wages of which are includible in account 1694 

920. 1695 

Q. What was the actual level of expenses recorded in Account 921 in 2004? 1696 

A. The actual expenses recorded in Account 921 in 2004 amounted to $3,220,327. 1697 

Q. What level of expense did AmerenIP seek in its last rate case for Account 1698 

921? 1699 
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A. AmerenIP included $8,652,128 of Account 921 expenses in its last rate case. 1700 

Q. What was the actual level of expense recorded in Account 921 in 2006? 1701 

A. The actual level of expenses recorded in Account 920 in 2006 amounted to 1702 

$7,499,405. 1703 

Q. What level of expense did AmerenIP include in its revenue requirement in 1704 

these proceedings? 1705 

A. AmerenIP is seeking $7,278,937 of expenses in Account 921 in these 1706 

proceedings. 1707 

Q. Please explain the increase in actual expenses in Account 921 from 2004 to 1708 

2006. 1709 

A. As discussed at some length in the Commission proceeding to acquire Illinois 1710 

Power (Docket No. 04-0294) and in the prior rate proceeding (Docket Nos. 06-1711 

0070/06-0071/06-0072 (Cons.)), the prior owner of IP did not have significant 1712 

operating funds during the last two years (2003 and 2004) of operating IP.  This 1713 

resulted in account 921 being substantially lower in 2004 than the historical 1714 

average for IP.  In 2001 and 2002, Account 921 expenses for IP were higher in 1715 

total, but comparable, to the levels experienced under Ameren ownership for 2005 1716 

and 2006.  Specifically, the increases within this account can be attributed to 1717 

increased telecommunication related expenses, increased payments for 1718 
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professional and contract services, increased software expenses and increased 1719 

customer related postage expenses. 1720 

 Further, the variance in expense levels is attributable, in part, to the 1721 

application of different accounting methodologies.  For example, Illinois Power 1722 

would spread A&G-related telecom loadings to various A&G accounts.  1723 

AmerenIP, on the other hand, charges all such telecom loadings exclusively to 1724 

Account 921. 1725 

Q. Please describe the nature of the expenses reported in Account 922, 1726 

Administrative Expenses Transferred - Other. 1727 

A. Account 922 is credited with administrative expenses recorded in accounts 920 1728 

and 921 which are transferred to construction costs or to nonutility accounts. 1729 

Q. What was the actual level of expenses recorded in Account 922 in 2004? 1730 

A. The actual expenses recorded in Account 922 in 2004 amounted to a credit of 1731 

$(10,964,663).  1732 

Q. What level of expense did AmerenIP seek in its last rate case for Account 1733 

922? 1734 

A. AmerenIP included a credit of $(9,705,821) for Account 922 in its last rate case. 1735 

Q. What was the actual level of expense recorded in Account 922 in 2006? 1736 
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A. The actual level of expenses recorded in Account 922 in 2006 amounted to 1737 

$(928,257). 1738 

Q. What level of expense did AmerenIP seek in these proceedings? 1739 

A. AmerenIP is seeking to credit $(890,553) of expenses in Account 922 these 1740 

proceedings. 1741 

Q. Please explain the decrease in the credit from 2004 to 2006 associated with 1742 

Account 922. 1743 

A. Ameren did not begin using Account 922 until January 2005.  Ameren’s policy is 1744 

to use this account to capitalize expense from Account 921.  IP used this account 1745 

differently than Ameren by capitalizing different expense accounts and used 1746 

different capitalization ratios.  The first full year using Ameren’s policies, 1747 

procedures and practices related to this account was 2006. 1748 

Q. Is this another example of where AG/CUB witness Effron failed to take into 1749 

account differences in accounting practices and processes?  1750 

A. Yes.  This information was provided in the Companies’ response to Staff Data 1751 

Request TEE-1.33. 1752 

Q. What costs are reported in Account 923, Outside Services Employed? 1753 
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A. Account 923 includes the fees and expenses of professional consultants and others 1754 

for general services which are not applicable to a particular operating function or 1755 

to other accounts.  The account also includes the pay and expenses of persons 1756 

engaged for a special or temporary administrative or general purpose in 1757 

circumstances where the person so engaged is not considered as an employee of 1758 

the utility. 1759 

Q. What was the actual level of expenses recorded in Account 923 in 2004? 1760 

A. The actual expenses recorded in Account 923 in 2004 amounted to $13,708,290.  1761 

Q. What level of expense did AmerenIP seek in its last rate case for Account 1762 

923? 1763 

A. AmerenIP included $5,883,266 of Account 923 expenses in its last rate case. 1764 

Q. What was the actual level of expense recorded in Account 923 in 2006? 1765 

A. The actual level of expenses recorded in Account 923 in 2006 amounted to 1766 

$10,705,114. 1767 

Q. What level of expense did AmerenIP seek for in these proceedings? 1768 

A. AmerenIP is seeking $10,852,989 of expenses in Account 923 in these 1769 

proceedings. 1770 
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Q. Please explain the variance in actual expenses in Account 923 from 2004 to 1771 

2006. 1772 

A. Account 923 actually experienced a decrease of approximately 22 percent in 1773 

overall expense levels from 2004 to 2006, however, the amount for which 1774 

recovery was sought in 2004 was lower than the actual expense level in 2006.   1775 

 AmerenIP records AMS related depreciation and amortization in Account 1776 

923.  In the prior rate case proceeding (Docket Nos. 06-0070/06-0071/06-0072 1777 

(Cons.)), a large pro forma adjustment was made to retire a number of the former 1778 

IP systems, thus reducing deprecation expense, and convert IP to Ameren’s 1779 

operating systems.  At the time IP converted to the operating systems utilized by 1780 

the other Ameren Illinois Utilities, depreciation of those systems was reallocated 1781 

to reflect that AmerenIP was also a beneficiary of such systems, or if a new 1782 

system was required for AmerenIP integration, the costs of such systems were 1783 

fully allocated to AmerenIP.  Some system conversions took place in April 2005 1784 

and while others occurred in October 2005.  For all such conversions, a full year 1785 

of depreciation was not realized until 2006.  The increase in depreciation and 1786 

amortization expenses associated with AMS systems is the primary reason for the 1787 

increase in Account 923 from 2004 to 2006. 1788 

VII. CONCLUSION 1789 

Q. Does this conclude your rebuttal testimony? 1790 

A. Yes, it does. 1791 


