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A. So there was somewhat of a
corresponding high cost of removal, higher
salvage.
Q. Whereas in 1998 where that net salvage

plunged to 500,000, there wasn't a corresponding
increase in removal cost?

A No.

Q. Okay. Do you know what averages the
Staff has used 1n the other cases where 1it's
advocated its current method of treating net
salvage?

A. I want to say that in the most recent
Laclede case the Staff used a five year average.
I am not aware =-- I couldn't specifically state
the other averages.

0. Does Mr. Schweiliterman's direct
testimony explain why he used a ten year average
for this adjustment?

A. Mr. Schweiterman testifies on page
eleven, line six, that he believes a ten year
average is a more reasonable level of net salvage
cost.

o. Ckay. And is that the only
explanation he gives in his direct testimony?

A That is all I am aware of.
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Q. Did you discuss or‘did Mr.
Schweiterman discuss to your knowledge his

decision to use a ten year average with Jolle

Mathis?
A, Sorry. Could you febeat the guestion?
Q. Did you or Mr. SchW%iterman discuss

the decision to use a ten year average of net
salvage costs for the Staff adj@stment -— did you
discuss that with Ms. Mathis? ’

a. I couldn't testify what Mr.
Schweiterman discussed with Ms. Mathis. I may
have had a brief discussion ﬁiﬁh,Ms. Mathis
regarding that. I don't rec%lf'%ny cbjections
from Ms. Mathis regarding théiﬁelection of that
period, |

Q. But would it be fair to say she really
wasn't involved -- other thaélmaybe looking at
it, she wasn't involved in making the decision to
use ten years as opposed to some other pericd?

A I am sorry. Could you repeat that?

0. Yeah. Is it true that Ms. Mathis
wouldn't have been involved %h{making the
decision to use ten vears, é&e ten year average
for net salvage as far as yo& know?

A Obviously given Ms. Mathis' expertise
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in the area, if she would have had a difference
of opinion for utilizing ten years versus some
other, the Staff would have.listened to her
explanations.

Q. Okavy.

A . I might also point out that I
testified earlier about the five year average,
and that was not calculated off the most recent
five year period. So that number is incorrect.

Q. Okay. I am sorry. The five year
average for AmerenUE that you gave as --

A, Earlier in the deposition. That is
net -- that was calculated incorrectly. That was

a five year average from '91 through '96,.

Q. Okavy.
A. I don't have ~-- I have got the
numbers. I don't have the five year average

calculated for the most recent periocd.

Q. But if I wanted to do that
calculation -- and 1 realize it's not
jurisdictionalized, but 1f I wanted to have the
nonjurisdictionalized average that I could -- for
five years, I could just take the most recent
five years of numbers that vyvou read into the

record and average those and I would get the
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nonjurisdictionalized five year average, correct?
A. Yes.
Q. And the apples to apples comparison
would be to the nine million dollars, which is
the nonjurisdictionalized ten year average; 1is

that correct?

A. Correct.
Q. Okavy.
A. Off the top of my head, it's

approximately 9.2 miliion I believe as I check.

Q. Okay. Let me ask you this: Isn't it
true that AmerenUE's net salvage cost has
steadily and consistently increased as time has
gone on?

A No.

Q. I understand that, for example, 1in
1998 it dropped to $500,000, but looking at it
from a broader -- in a broader sense, 1f you look
at 1t over twenty years, isn't there a clear

pattern of it increasing over the years?

A, I don't have the information beyond
1991.

Q. Ckay.

A. During 1991 to 2000, there is not a

discernible trend upwards.
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Q. Okay. And you didn't -- you didn't
look at any data beyond that, those years; is
that true?

A I don't know.

Q. You don't know if you looked at any
data beyond those years?

A. I don't know if data was loocked at
beyond 1991.

Q. Okay. But you didn't look at it; is
that fair to say?

A. That's correct.

0. Maybe Mr. Schweiterman may or may not

have or Ms. Mathis may or may not have; is that
correct?

A. Correct.

Q. Let me ask you this: Doesn't
inflation have the effect of increasing the cost
of retiring property?

A, Not necessarily.

Q. Why wouldn't 1t? I guess the reason I
suggest it would is because labor cost is a
fairly significant cost in retiring a lot of
these kind of units? Do you agree with that?

A. Labor is a component of retirement

Plant, that's correct, but the differences in
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technology, the differences in company policy
regarding retirements over time, the value of the
salvage of a plant retired, all these components
would have an effect on the net salvage.

Q. Okay. And you can't say -- without
looking, you don't know what the net effect of
all those factors would he?

A. That's correct.

Q. How about the gquantity of plant that
is retired? Hasn't Ameren consistently added
plant as its service territory has grown over the
years?

A. Well, obviously as your service
territory grows, you have to have plant to serve.

Q. And hasn't Ameren's service territory
grown pretty steadily oﬁer the past hundred vyears
or so0°7

A. I would agree with you that since
Ameren first became certificated its service area
has grown.

Q. Doesn't it continue te grow with new
houses that are being built in St. Charles County
and different places?

A . I personally do not know what the type

of growth that you just described would have on
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Ameren's plant.

0. But when new houses and new
subdivisions are built in Ameren's service
territory, 1t adds plant, does it not, to serve

those houses?

A. Not necessarily.
Q. If they take service from Ameren?
A. Not necessarily. I am aware that in

many instances the new houses that are erected in
an Ameren service territory are in -- let's use
generically in a service territory. The utility
services are already out to that subdivision to
provide service,.

Q. QOkay. But at least you'd have to put
a new meter in and some wires golng tce the house,
wouldn't you?

A. And depending on the utilities,
sometimes that's paid for in a different charge.

Q. L.et me ask you this: Do you have an
opinion as to whether AmerenUE's net salvage
costs are likely to increase in the future over
the expenses 1included in this rate case when
current plant, plant that is currently being used
to serve customers, 1s retired?

A. No.
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You have no opinionf

A. No. '

Q. QOkavy. Is part of thg Staff's
justification for its treatmeni;of net salvage
cost as an expense that 1if the ﬁet salvage costs
change from what's included in'ihe rates, the
company has the opportunity to gome in and file a
rate case and thereby adjust ne%.salvage costs to
reflect the change? |

A. Given Staff's currén%~treatment of net
salvage, if the company feltftﬁgt the allowance
for net salvage in expense wés.insufficient given
its current operations, it can make the decision
to file a rate case to attempt to recapture a

greater amount of net salvage.

0. Assume for a minute fthe company's view

RN
i

1s that salvage costs, net s%ivage costs are
steadily increasing as time éoé%?bn. If the
company believes that to be'ﬁ;dégand if it turns
out to be true, I guess theyﬁwﬁééourse is to file
a rate case to reflect the iéereasing level of
those costs; is that right?

A. Given your assumptidﬁ that the net

5., 0

salvage is steadily going toflincrease, which as I

Ta r
testified earlier, the data doesn't prove that
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out, at a certain point or sometime in the future
the company would have to decide whether to file
a rate case to attempt to recover that increased
expense.

Q. But even 1f we did file a rate case,
we wouldn't necessarily recover all of the
increase in net salvage costs because -- well,
for one thing, there is regulatory lag, isn't
there? You'd have to incur the cost first and
then you'd have the opportunity to recover it in
a rate case? Isn't that right?

A. Well, I assume your gquestion still
goes back to the theory that it continually
increases.

Q. Yes. All of these guestions assume
that it increases.

A. At a certain point in time you would
capture those increases within the context of a
rate increase, that's correct.

Q. But there would be a regulatory lag
jJust like there is for all changes in expenses up
or down, right?

A. As well.as revenues and return.

Q. Sure. But are you sayling yes, as well

as revenues and returns?
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A. Yes. I can only capture what is known
and measurable.

Q. Sure. And isn't it true that if we
had a rate case, obviously any increase in net
salvage costs would have to be netted against
increases and decreases in other costs?

A. The net salvage expense would just be
one component of the expenses, revenues and
investment of the company.

Q. Sco if net salvage cost went up and
other costs went down, we wouldn't be able to
reflect the increase in net salvage costs in our
rates; 1s that right?

A, I probably would argue that it would
be reflected in rates.

Q. You wouldn't be able to change your
rates?

A. You could attempt to with the
understanding that your rates may go down because

of 1t.

Q. Sure. And what about normalization?
In this case you are taking a ten year average of
net salvage costs and I assume, you know, like
any other expense there are any number of ways

you could normalize it; is that fair to say?
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A, There is obviocusly other;methods to
normalize.

Q. You could take a five year average.
You could take a three year average. You could
use just the test vyear. You could use any number
of ways to normalize, couldn't you?

A. That is correct. I would probably

point out that Mr. Schweiterman's use of average
is probably most appropriate in this instance
because there isn't a discernible trend over the
ten year period.

Q. And to the extent that the Commission
normalizes the expenses, there is no assurance
that you will recover those expenses on a dollar
for dollar basis, is there?

A. I am not aware of very few instances
in the ratemaking process where either party --
where the company is assured dollar for dollar
recovery of expenses.

Q. I guess I am trying to draw an analogy
between treating these costs as expenses and the
traditional method, where they're included in the
depreciation. My understanding is ultimately --
the way depreciation accounting works, ultimately

in the end the company is assured and the
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ratepayers are assured that the costs are
recovered on a dollar for dollar basis, although
it's over the long run, I admit. Whereas in
treating an item such as net salvage as expense,
there is just not that assurance on either side;

is that fair to say?

A, I wouldn't agree with that.
Q. You wouldn't?
A. No. Because I can't sit here today

and tell you that I feel aﬁy assurance that when
all this plant is retired there are going to be
funds sufficient to remove them. In fact, I have
seen instances where there haven't been.

Q. So you are concerned the company might
not have sufficient funds fto remove plant when
it's time to retire 1it?

A. There is no assurances -- there has
never been any -- I am not aware of any
assurances that are out there, except for a
decommissioning fund.

Q. 50 like the Callaway plant has a
decommissicning fund, so that yvou can feel there
is some degree of assurance that the money will
be there when the Callaway plant 1s retired; 1is

that true?
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A. I have more confidence in that than I
do in the historical practices of depreciation.

Q. Would you have -- I assume you are
talking about decommissioning the fossil plants
of BAmerenUE? 1 mean, are those the large kind of
eXpenses you are concerned that the money might
not be available for?

A. Well, I think as you are aware from
Ms. Mathis' deposition, that is not in my -~
those types of activities are not in my
adjustment.

Q. But would it assuage your concern if a
similar decommissioning fund was set up for
fossil fuel plants, where money was earmarked as
it is for Callaway, for decommissioning, and set
aside to assure that when it's time to
decommission those plants, the money will be
available?

A. I guess first of all, you are going to
have to define assuage for me.

Q. Would it ease your concerns about not
having -- that you just expressed about not
having money available if a similar program was
set up for Ameren's fossil plants, where there

were decommissioning funds, and dollars were
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earmarked and specifically Segﬁegated for that
purpose so that they can't be spent by the

company on other things? Would that kind of a

similar setup ease your concerns about not having
money to decommission those pla@ts?

A, That situation wouiqibe better than
Just an accrual. However, Ilpmanot sure that I
could make the same comparisoﬁ.}rom a fossil fuel
plant to a nuclear plant sinée;a‘nuclear plant
has an operating license thag g}ves it a distinct
term for operations. Whereas ﬁslyou are aware
through discussions in Ms. M%tﬂié' depositions,

the fossil plants are being ipgraded on a

continuous basis too, and aré"dutlasting their

v b
[

original lives far beyond whgtngs ever
anticipated. R
Q. I guess another difference is we have

]

to have a decommissioning fufid Pursuant to
L
federal law for the nuclear plant. I mean, are

you aware of that? That is thé difference.

A. Yes, but I am notldware that it had to

PR

be funded externally. e
Q. I believe that was a Commission

I
L)

requirement; 1is that right?'gf:L_

A. That's right.

e——_,—_e . @
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Q. I guess ~-- I realize there is a
license for the nuclear plant, but it's also
possible -- just like it's possible to renew any

license, it may be possible to renew the nuclear
license; isn't that true?

A. I would anticipate that a nuclear --
or that the license -- a new license would be
applied for, but it will again be for a set
period of time. I am not aware that the fossil
fuel plants operate in that capacity.

Q. Well, why would it be so -- well,
obviously they are not analogous because there is
no license required for the fossil plants, and
they can't be analogous, but why is it so
critical to have a license period? Can't we make
reasonable estimates of the life ¢of any facility
just like we do in all other areas of
depreciation?

a. I would say given the current
activities of utilities that I wouldn't feel
comfortable at this point with a retirement date
for a fossil fuel plant. I've been involved in
regulation in the state of Missouri for 22 years.
I am not aware of a coal plant being retired yet.

Q. Well, admittedly their lives are
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longer than 22 years, but that doesn't -- does
that mean you can't predict what a life of a
plant 1ike that would be?

A. Even if you could predict it, at time
of retirement from a utility, it doesn't mean
that that plant won't be sold tc another one, to
another utility or to an independent power
producer, or the fact that the site -- the site
has an invaluable amount of money for worth.

Q. Okavy. Would you agree with the
general prcposition that ratepayers should pay
the full cost AmerenUE reasonably incurs 1in
providing them service?

A, Can you repeat that again?

Q. I am neot sure I can. Maybe the court
reporter can read 1t back.

(Whereupon, the question was read back
by the court reporter.)

A. I would agree with the statement that
ratepayers should pay the reasonable cost for
Ameren UE to provide safe and reliable service.

Q. I guess a key word you left out of
your restatement was full. I had said the full
cost of providing service, full reasonable cost

of providing them service?
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A. I think if you read it back, you will
find that you said the full cost reasonably
incurred. Reasonably incurred is a very wide
open range, and that is why I rephrased mine to
say that ratepayers should cover the reasonable
cost to provide safe and adequate service. To me
there is gquite a big distinction.

Q. Okavy. What would you say about the
full reasonable cost to provide safe and adequate
service; 1is that true?

A. Our distinction now is merely between
full and reasonable cost.

Q. Yeah. I just want to add the word
full to what your definition was. I am asking
you should they pay the full cost as defined in
your statement, or should they pay something less

than the full cost?

A. They should pay the reasonable cost,
the reasconable amount of cost. Now, that may not
be the full cost. The reasonable cost.

Q. Got you. Would you agree with the

general proposition that one generation of
ratepayers should not subsidize the costs the
utility incurs in providing service to another

generation of ratepayers?
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A. I think in general the ratemaking
process attempts to minimize that, but I don't
think it's entirely possible.

Q. Would it be fair to say in a perfect
world they shouldn't, but utility regulation
isn't a perfect world?

A, No, I wouldn't agree with that.

Q. Okay. How abcocut this one: Would vyou
agree that each generation of ratepayers should
pay a fair allocation of the full cost of plant
used to provide them service?

A, No, I disagree with that.

Q. Let me ask you this: Should AmerenUE
be permitted to recover the cost of plant from
ratepayers before the plant goes into service?

A. I don't believe they are allowed to by
law.

Q. Okay. And is there -- aside from the
legal reguirement, is there a rationale for not
letting Ameren recover those cost, AmerenURE
recover those costs?

A. I believe one of the premises is that
the plant has teoe be used and useful.

Q. Why should it have to be used and

useful before the company gets to recover the

POHLMAN REPORTING COMPANY

A T S N



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Page 46

cost of it?

A, If it's not used and useful, it's not
a component to provide safe and normal, reliable
service -- safe and adequate service,.

Q. So ratepayers aren't getting the
benefit of the plant being used to provide them
service, so they shouldn't have to pay the costs;
is that fair?

A. You were talking about plant not yet
constructed?

Q. That's correct. Well, it might be
constructed, but it's not yet placed into
service.

A, I mean, there is several road -- not
roadblocks, but reasons you can't. The law.
It's not used and useful. It's not needed to
provide safe and reliable service. I don't know
what else you need.

Q. Well, is one of those reasons --
buried in one of those reasons it's not fair to
make ratepavyers pay for plant that i1is not being
used to provide them service?

A, Again, I don't know.

Q. Do you agree with that statement, that

it's net fair to make ratepayers pay for plant
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that is not keing used to proviae them service?

A. No, I don't necessar?ly agree with
that.

0. You think it is fai;kto make
ratepayers pay for plant thatAié not being used
to provide them service?

A, I am not sure that you can -~ I am not
sure that you can stop that in certain instances.

Q. But that i1s not wHatAI asked you. I
asked you if you think it's fair. Maybe it's
impossible to stop, but do your think it's fair?

A. I don't think it‘S‘féiF in either
respect. I guess what I'm safihé is that the

ratemaking process sometimes cah%t make that

choice.
Q. S0 is 1t --
A. I don't know where -you stop.
Q. Well, let me ask vyou éhis: Not to

belabor this, but are you saying-it's unfair but

inevitable in an imperfect ratem%king process?

Is that a fair statement of whatjyou're saying?
A. No. I think what I s;id was that the

ratemaking process, whether it's.fair or not, has

to sometimes address those situations.

Q. Okay. I understand that, but that is
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not my gquestion. My guestion is 1is it fair?
A. I don't know that it can be changed.
Q. I didn't ask yvou whether it cococuld be
changed. T just asked whether it's fair.
A. I don't know if -- what fair is,
Q. Let me ask you this: Are there any

other aspects of depreciation costs that should
be removed from the depreciation calculation and
treated as an expense item? I guess the obvious
one that leaps to mind is the original cost of
plant that is put into service. Do you believe
the original cost of plant should be treated as

an expense item?

A. No.

Q. Why not?

A. Depending on the magnitude, it would
lend itself to rate shock. It has and provides a

service for sometimes many decades.

Q. Sc it's fair that the cost should be
allocated over the many decades that it provided
service?

a. It's the way -- it's a component of
the ratemaking formula. Those types of costs
depending on the type would not exhibit a

recurring type. Those are my general --
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Q. What if you had a category of property
that did show recurring feature? What ff it was
poles or something, and there 1s a recurring
nature to it. Could we consider taking poles out
of -- instead of calculating them as a capital
account that's depreciated, couldn't we JjJust say,
hey, let's treat the poles that are installed in
a particular year as an exXpense incurred in that
year?

A, I think you have seen that somewhat
evolution over the years in the changing of the
dollar floor that allows utilities to expense
items versus capitalizing them. So I think there
has been some movement. I believe when I first
started that dollar was like in the range of 250
or something similar to that. It has
transgressed or moved upwards over the years so
that certain items when they don't meet a
threshold of dollars don't have to be recorded as
capital items.

Q. And is the Staff in favor of that? Do
you want to move more and more things out of the
depreciation calculation and into the expense
side of the ratemaking equation?

A, Beyond the position that's presented
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here, we haven't -- there hasn't been any other
discussions that I am aware of.

Q. Would you be in favor of that?

A. I believe this is far enough.

Q. Or perhaps too far depending on your
perspective.

A. If T had a different perspective, I
wouldn't be sitting here.

Q. That's true. Let me ask you this:
Would it be fair to say that -- I guess you
normalize this net salvage cost. Is that true?

Is this a normalization?

A. Versus an annualization?
Q. Yes.,

A, Yes.

Q.

Would it be fair to say the Staff took
relatively aggressive positions in calculating

the normalizations of expenses for this case?

A How do you define fairly aggressive?
Q. Well, I guess T am asking you to
define it. It's admittedly a subjective term,

but 1 guess the way I would look at it is if vou

had ~- I don't know. Well, I guess I would ask
vyou to define it. That 1s sort of what the
guestion is asking. Do you think the positions
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on normalization that the Staff tcocock were
relatively aggressive 1in this case? I guess that
requires you to define what you think is
relatively aggressive.

A. Well, absent your definition of what
aggressive is, my answer would be no.

Q. Well, let me try to define it a little
bit then. Let's say you had two possible
normalizations for a certain expense, and in your
mind they were equally wvalid. One gave the
company more money in its rates and one gave the
company less money 1n their rates. Do you tend
to pick the one that would give -- and not just
you, but did the Staff tend to pick the one that
would give the company less money, if you know?

A, I don't know. I wouldn't know the
thought process running through people's minds to
make their adjustments. I can tell you that
there was never any instructions given to choose
a normalization method that decreased the
company's expenses greater than an alternative
method. In fact, I am aware of areas in the case
where using normalization periods actually win
the company's favor.

Q. Yeah, some did, but just -- there is
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no doubt some did. It just seemed that overall I
there was an attempt to select and sometimes to
come up with new normalization methodologies that I
hadn't been used for arguably to reduce the
revenue requirement. I assume that you are
saying you know of nothing -- you know of no
evidence of that or don't have any opinion that

that happened?

A No.
Q. Okay.
MR. SCHBWARZ: Can we take a break for

a minute?
MR. BYRNE: Sure.
{(Whereupon, a short recess was taken.)
Q. Do you want to correct something?
A. Yeah. On the break I recalculated the
five year average for net salvage for 1996
through 2000, and the total company average for
that five years would be approximately 8.1
million deollars. So that is the new number. In
context of your previous questions about areas
where it changed, obviously moving from a ten
vyear to five year would have been a recognition
of less expense.

C. Ckavy.
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A. That is what that ;Q; 8.1 million.

Q. But I guess that fi?e year has the
sort of aberrant 1998 $500,000 number in it; is
that right? ’:

A. As well as the 1996 %igh cost of
removal. ;

Q. Okavy. The 8.1 mi%i%gn_you just gave
me, that is AmerenUE nonjurisdictionalized. So
it's got Illinois AmerenUE iﬁ‘it,too?

A . Correct. %“

Q. Let me ask you thi&ﬂ_TWould it be fair
to say that Staff's primary fdfeﬁin this
proceeding is to protect ratépgyérs from bearing

unjustified costs?

A, No.

Q. What in your viewgig-Staff's primary
role? ‘

A, Oour role in this‘éefi;w was to put

'
3

together a cost of service t#aéf&esults in just
and reasonable rates for safé'éhd adeguate

service.

Q. Okay. On another topic, I'd like to

ask you some questions abouti thé amortization of
CARTT R

the difference between actué&;énﬁ theoretical

EA S
reserve, Now, my understanding is you are
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sponsoring that item; is that right?

A That's correct.

0. And that is -- was another one that
was originally Mr. Schweiterman's?

A. Yes.

Q. Can you tell me what actual reserve
is?

A, The actual depreciation reserve is the

accumulation of depreciation expense over the
vyears that has accumulated while the plant was in
service.

Q. Okay. S50 every year when the company
is incurring its depreciation expense, it gets
added to the -- 1in an accumulating total, and
that is the actual reserve?

A. That reserve is offset by retirements
of plant and the incurring cost of removal. It's
also increased for salvage recognized.

0. And then what 1s theoretical reserve?

a. The theoretical reserve as I
understand it from Ms. Mathis' deposition is the
reserve -- for purposes of this case, would be
the reserve that should be in place or exists
today I believe given current depreciation rates.

Q. So in other words, 1f the Staff's --
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well, yeah, if Staff's calculation of the
theoretical reserve is what the actual reserve
would have been if the Staff's depreciation rates
would have been in effect through the history of
the plant; is that fair to say?

4. That is my understanding.

Q. And do you know how much the
difference in this case is between the actual and
the theoretical reserve?

n, I believe Ms. Mathis identifies in her
testimony approximately 460 million dollars.

O. Okay. Let me ask you this: Isn't a
significant difference between Staff's
depreciation rates -- well, letft me start over.
Isn't by far the most significant difference
between the way the Staif's proposed depreciation
rates are calculated in this case and the way
depreciation rates have been calculated in the
past the exclusion of net salvage costs from the
depreciation calculation?

A, That would be a change from my
understanding of the way depreciation rates were
calculated in the past.

Q. I mean, 1isn't that the most

significant driver of that difference between
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actual and theoretical reserve?
A. I don't know that.
0. Okay. Can you assume for a minute --

for purposes of the rest of my gquestions about
this, assume that about ninety percent of that
difference is attributable, ninety percent of the
difference -- well, I won't pin it down to a
number, but assume the vast majority of the
difference between the actual and theoretical
reserve that Ms. Mathis has calculated is
attributable to the elimination of net salvage

cost from the depreciation calculation.

A. Okay.

Q. I assume -- let me get this on the
record too. 1 assume you are not the one that
calculated actual or theoretical reserve. That

was Ms. Mathis, wasn't it?»
A. Correct. The actual reserve would

have been verified by another Staff accountant.

Q. Okay. But not vyou?
A. Correct.
Q. Your role, again, you are pretty much

just given this difference, and then you
determine how i1t should be recovered or over what

period it should be amortized?
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A Well, Mr. Schweiterman testified to
the amortization period. I am merely adopting
his testimony, but we did have discussions,
that's correct.

Q. Let me ask you this: To the extent
that the difference Ms. Mathis has calculated
reflects the elimination of the net salvage
component from the depreciation calculation,
isn't she effectively retroactively going back
and changing the treatment of net salvage that
the Commission afforded the company in previous
cases?

A. I guess my answer would be no, since I
don't see the distinction between that change and
a change in a l1ife that would also cause a
theoretical reserve.

Q. Well, T understand that both types of
things could change the theoretical reserve.

Both types of things coculd make the theoretical
reserve different from the actual reserve, okay.
I understand that. I am only talking about to
the extent that it's attributable not to changes
in lives, not to other factors, but to the extent
that difference, that 400 and however million

dollar difference is attributable to taking net
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salvage out of the depreciation calculation,
isn't she effectively going back and taking the
benefit of the Commission's prior treatment of
net salvage away from the company, their
treatment of 1t in prior cases?

A. And I think my answer would still be
the same, that it's not any different than a
change in l1ife which the Commission would have
approved in a prior case. The treatment is the
same.

O. Well, let's examine the difference.
If the 1ife changes, i1f the Commission sets
depreciation rates in the past and the life 1is
too short, shorter than it should be, then the
company will overaccrue its depreciation reserve;
is that correct?

A. Correct.

Q. And then in that case when later on
the depreciaticn rates are lowered to reflect a
longer life for that asset, there will be a
difference between theoretical and actual reserve
attributable to that change in life; 1is that
right?

A, Yes.

Q. But in that case -- and I guess that
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should be -~ at least 1f it’sﬁ&ery significant it
ought to be azmortized, Just like you're
amortizing the difference betwgen theoretical and

actual reserve in this case, right?

A. That would be a possiible solution,
correct. ‘5
Q. But in the end when the difference

between the theoretical and acﬁual reserve 1is
attributable to a change in the‘life of the
property, in the end the company‘will still
recover all of the costs associated with that
piece of property, won't it?{ '

A. Yes.

Q. Even though therefﬂas been a change 1in
the rates in midstream duriné ﬁh@ life of the
property, at the end of that»pfbperty's life, the
company will have recovered, - depreciated all of
the original cost of that propeyﬁy, even though
there were some changes 1in theyf%tes in the
middle of the life; isn't that;gérrect?

A. If the rates go -- if?the rate change
goes the direction you describe,ithat‘s correct.
If it goes the other way, no.

Q. Okavy. oo

A . If the rates start off too short and
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go longer, you create a reserve, a theoretical
reserve deficiency that's positive. If the rates
start long and go shorter, the reserve deficiency
is negative. That reserve deficiency
theoretically isn't recovered until that plant is
fully retired, and then an amortization would
have to be set up.

Q. QOkay. But in my example where the
company 1is overaccrued because the depreciation
rates have been set too high because the life was
too short early on in the life of the asset, and
then there is a correction, the longer life is
recognized, the depreciation rates are lowered,
and the amortization =-- and then there is an
amortization of the difference between
theoretical and actual reserve. In the end the
company will recover dcollar for dollar the
original cost of the property; isn't that right?

A. Under your scenario, I believe so,
yes.

Q. Let's compare that to net salvage.
What if at first net salvage is included as an
item of depreciation. It's included in the
depreciation formula for seventy or a hundred

years. Then there is a course correction, where
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depreciation 1is calculated without net salvage
cost in it. Instead, the net salvage c&st is forxr
the first time included as an expense, and then a
theoretical reserve 1s calculated assuming there
is no net salvage 1in the depreciation rate
creating a huge overaccrual for the company. To
the extent that overaccrual is due to the removal
of net salvage from the depreciation rates, isn't
it true the company will never recover that net
salvage because it didn't include it as an
expense for the seventy or hundred years leading
up to the time of the change in policy? Its
oppoertunity to recover those costs 1s gone; 1isn't
that true?

A. No.

Q. Okay. How do we recover the net

salvage from thirty years ago that's effectively

being removed from our rates?

A. It's reflected in your reserves as you
go forward. The actions of cost of removal and
net salvage are reflected in your reserves. To

the extent that you overaccrued at X1, X01l, you
have been held or you have recovered all of the
prior cost of removal and net salvage, or it's

reflected in that reserve.

POHLMAN REPORTING COMPANY




10

11

12

13

14

15

le

17

18

19

20

21

22

23

24

25

Page 62

Q. That's true, but to the extent that I
am amortizing the difference to bring thecoretical
reserve -- I mean to bring actual reserve in line
with theoretical reserve, to the extent in this
case I have to take 23 -- what is it. I believe
it's 23 million dollar expense for twenty years
in a row. What's happening is the benefit of
those previous depreciation rates, which included
net salvage, is being taken away from the
company. That 1s what that 23 million dollars
is, isn't it, to the extent it's attributable to
net salvage?

A. The benefit that you are referring to
is the fact that over whatever period of time
ratepayers paid 460 million dollars in excess of
cost to remove one's salvage, if you want to
attribute the whole amount to net salvage. That
is what that attributes to.

Q. And I think under Staff's theory,
instead of paying for that net salvage through a
depreciation rate, under Staff's new theory they

should have been paying for the cost of net

i salvage through an expense, right?

A, Okay.

Q. But they didn't pay it through the
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eXpense, right?

A, They paid for it, though.

Q. Through the depreciation rates, right?
A, Which is reflected in the reserve.

Q. Which is reflected in the actual

reserve, but not the theoretical reserve.

A But your -- but i1f the cost of removal
and the actual reserve is reflected as of June of
2000 -- June 30th of 2000, December 31lst of 2000.
The actual activity of cost of removal and
salvage for all those prior seventy years that
you put in your guestions is reflected in the
actual reserve as of June -- or December 3lst,
2000.

Q. That's correct. I agree with that.
But to the extent that you're amortizing the
difference between actual and theoretical reserve
to bring the actual reserve down to the
theoretical reserve, to eliminate that 400
ﬁillion dollar difference between actual and
theoretical reserve, to the extent you are asking
the company to reduce rates by 23 million dollars
attributable to that over the next twenty years,
what you're doing to the extent that is

attributable to net salvage is you are taking
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away the net salvage that you had previously let
them recover -- that you had previously let the
company recover through its depreciation rates,

aren't you?

A That they didn't expense.
Q. Right.
A, The 460 million, if you attribute it

to net salvage, is the amount of net salvage that
was accrued that wasn't expensed.

Q. I understand on a going forward basis
what you are saying is take it out of the
depreciation rate, but at the same time you are
entitled to recover an amount as net salvage

expense; isn't that right?

A, That's correct.
Q. You know, you can't do one without the
other. If you take it out of the depreciation

rate, you have to allow us to recover it as

expense. Would you agree with that?
A. Uh-huh, yes.
Q. But when you amcortize the actual

reserve down to the theoretical reserve, you are
taking away -- to the extent that difference is
attributable tTo net salvage, you are taking away

our recovery of net salvage, but there is no
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opportunity to go back and recover it as an
expense; isn't that true?
C

A . No.

Q. How can we go back and recover it as

;

an expense? S
a. You recovered net é%lvage as an
expense through the depreciatiég rates.
Q. We did, and it's reflected in the

actual reserve, but now --

A, The net is. Not the total. The net.
Q. The net what? Tug
A. I will give you an example. If in a

year you through depreciation-féﬁes were allcwed

»

to accrue ten million dollars of net salvage, and
you had actual expense of five million, your

reserve would reflect the neﬁ of the ten and the

3
P

five.

Q. Okay. Okay. Buﬁf?%iokay. I see what
i {:'

Yyou are saying. Lﬁ ¥

A, So it's not -=- Ifgmfﬁot depriving --
the Staff is not depriving through this

theoretical reserve calculation the company's

past recovery of net salvagqé This is the net.

Q. But you are to thé;extent -- to the

=t
.

extent of the net that vou just described; is
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that right?

A. Because the Staff is now recognizing
net salvage as an expense, that portion that is
now ~- or that can be identified, now in my
belief either life changes or net salvage, we're
amortizing that over twenty years.

0. So would it be fair to say it's as
though the Commission treated net salvage as an
expense in the past?

A, I don't know if I'd phrase it that
way. I haven't given -- I haven't thought about
how this would be viewed as treating Ameren in
the past.

Q. Okay. Why did you amortize the
difference over twenty years as opposed to some
other period?

A. Going less than a twenty year period
created a number or a dollar expense disallowance
that I had concerns with, I discussed the
adjustment with my division director and
recommended using a twenty year to lessen the
effect, but also to try to provide some timely
recognition of the amount, and it was agreed upon
to use twenty.

Q. Did you calculate any other periods?
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A. When you are dealing with a total
figure, and again, I believe it's 460 mfilion,
it's not too hard to calculate different pericods
just using your head but not ever putting it into
an EMS run.

Q. Did you loock at any periods over
twenty years, or is that like the maximum that
vyou would consider?

A, I don't recall specifically loocking at
anything larger than twenty.

MR. BYRNE: I think I need to mark a
couple exhibits.

(Whereupon, a discussion wasrheld of f
the record.)

(Whereupon, Exhibit Nos. 1 and 2 were
marked for identification.)

Q. Mr. Meyer, I have had two exhibits
marked. Have you had a chance to loock at those
at the break?

A. I have reviewed them briefly.

Q. Okay. The first one is -- I guess
it's Meyer 1, and it is 4 CSR 240-10.020, which
is the Commission rule on income on depreciation
fund investments; 1s that correct?

A. That's what the title says.
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Q. I mean, the rule speazks for itself,
but generally doesn't it talk about crediting
ratepayers for income from the investment of
depreciation funds?

A. That's what I got out of reading it so
far.

Q. And the second document, which has
been marked Meyer 2, 1is a page out of the
Missouri Register, volume 26, number 17,
September 4th, 2001, page 1659, and it's got a
proposed rescission of that rule in that; is that

correct?

A. Yes, that's correct.
Q. And there is a paragraph in that
proposed rescission that says purpose. Do you

see that paragraph?

A, Yes,

Q- And toward the end of that paragraph
-- or the bottcem half of that paragraph says I
guess 1n explaining the reasons for repealing it,
it says "The rule is obsolete concerning rate
based regulated companies. The rule prescribes
the uses of income on investments from
depreciation funds, the appropriate interest

rate, and how the funds are accounted for when
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setting reasonable rates. The current practice,
which has been used for several decades, 1s to
use the accumulated depreciation reserve amount
as a reduction to rate base when calculating
reasonable rates." Is that a correct reading of
that?

A, You read it correctly.

Q. Okay. I guess what I'd like to ask
you using a simple example is how does the
Commission calculate rates accounting for the
accumulated depreciation reserve currently, and
how would it do it under the terms of this rule.
The example I have hopefully that's simple enough
to follow, let's imagine a utility has a
billion -- that's billion with a B -~ dollars in
original cost rate base. Let's say it has 500
million dollars in accumulated depreciation.
Let's say the Commission determines that an
overall rate of return of ten percent would be
the appropriate overall rate of return for the
utility. Now, my understanding is -- I realize
this is an oversimplified example, but my
understanding is the way things work under the
Commission's current practice is that it would

take the one billion dollars, pillicen with a B,
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of original cost rate base. It would subtract
the 500 million dollars of accumulated
depreciation, yielding a result of 500 million
dollars. Then it would multiply the authorized
return by the net rate base number of 500 million
dollars, yielding a return component in the rates
of 50 million dollars. Is that correct?

A. That would be its required return, 50
million dollars, under your assumptions.

0. Okay. Now, under this rule that's
obscolete and proposing to be repealed, my
understanding is that the accumulated
depreciation reserve is not subtracted from the
rate base. Instead, using my example
calculation, vou would multiply the original cost
rate base, which is the one billion dollars,
times the ten percent authorized return, and you
would get a return of 100 million dollars. Then
as an offset to that return, the ratepayers would
get a credit for the investment income earned on
accumulated depreciation reserve of three
percent. So the ratepayers then would get a
credit of three percent times the accumulated
depreciation reserve of 500 million dollars,

which would be 15 million dollars a vyear. So the
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net effect of applying this rule in my simple
example wouid be a 100 million dollar return
reduced by a fifteen million dollar credit. Is
that your understanding?

A. I am sorry. I didn't understand how
you got the fifteen million.

Q. I got the fifteen million by giving
the ratepayers a credit under 4 CSR 240-10.020,
giving them a credit of three percent for income
from investment of the accumulated reserve.

A. That's correct. The only thing I
would add to that is your example assumes that
the rate of return as traditionally been applied
under the Commission's rate base regulation would
remain constant between your two sceﬁarios.

Q. Got you. I am asking you to assume
the rate of return is the same in the two
scenarios. Okay. I'd like to shift gears for a
second and ask you some guestions about test
year. I know you have been asked some guestions
before, so hopefully this won't be too long.

Just for point of reference, can you tell me what
test year is?

A, Generally a test year would be a

twelve month period used to establish the proper
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relationship between revenues, expenses, and
investment.

Q. The test year that the Staff's direct
testimony advocates is what in this case?

A. The twelve months ending June 30th,
2000, updated through December 31st, 2000.

0. Again, this 1is another item that you
are spénsoring that was originally in Mr.
Schweiterman's testimony; is that correct?

A, That's correct.

Q. Okay. Let me ask you -- I have got

some statements about test years, and I'd like to
see 1f you agree or disagree with these
statements. Okay. First statement is a test
period should include cost and sales data that
are expected to be representative of those that
will be experienced during the time rates are
likely to remain in effect.

A. Could you read that again?

Q. A test period should include cost and
sales data that are expected to be representative
of those that will be experienced during the time
the rates are likely to remain in effect?

A. I would disagree with that statement

and say that the test year is the mechanism used
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to establish'the relationship p%tween revenues,
expenses, and investment that Qill be expected to
cccur the years rates will be ﬁg effect.

Q. But the absolute leﬁél of the cost of
revenues wouldn't necessarilyihéve to be the same
as long as the relationship is‘Fhe same ?

A. Staff does not attempt to predict with

i

certainty any levels of expenses .or revenues that
will be in effect the year réteé,are in effect.
Likewise investment. |

0. You said you don't a&tempt to predict
with certainty. Obvicusly né~gne can predict

with certainty, but do you even attempt to

predict at all?
A, In some instances depending on the lag

between -- strike that. ﬁ_

In some instances given the expense
)

‘::r‘:_ . ‘-l; ¥l
and the relationship of thatiexpense to the other
three components, sometimes-ﬁhdﬂican be very

)

close. N

[ERRY

Q. But you don't see -- well, let me ask
it this way: Would you agree with the statement

that the test year 1is a prox%ﬂfor the future
period in which rates being équin a rate case

'
o

will be 1in effect?
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A. To the extent that you use the word
Proxy to mean what I testified previously that
the proxy is the relationship between the
revenues, expenses, and investment that are
established in a test year and update if
necessary, I'd agree with that,

Q. But once again, it's what's important
to you is the relationship between those

elements, not their absolute value; is that fair

to say?
A. That's correct.
Q. Got some other statements. Your

answer may end up being the same or close, but
let me read them to you anyway. The next one is
the purpose of the test year is to develop a
representative cost of service reflecting
jurisdictional sales, revenues, operating and
maintenance expense, depreciation expense, income
tax, and a fair return on rate base for the
period during which the rates being set will be
in effect.

A. Same answer as before.

Q. Okay. How about the cost of service
Or revenue reguirement must be sufficient to

cover all of the ordinary and necessary costs
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that will be incurred to provide service to
customers?
I disagree.

Disagree with that?

A
Q
A. (Witness nods head.)
Q How come?

A Read it to me one more time.

0 The cost of service or revenue
requirement must be sufficient to cover all of
the ordinary and necessary costs that will be
incurred to provide service to customers.

A. Those —-- that statement assumes that
all costs are necessary to provide service to the
ratepayers. That is not necessarily true. The
standard would be that the costs -- that all the
relationships have to be just and reasonable,
auditable, known and measurable in order to
provide safe and reliable service.

Q. But I guess the trouble I am having
with it, and I think the trouble in the previous
deposition the other lawyer for Ameren had, is
there no forward looking element to your view of
what the appropriate test year 1is?

A. As long as the person is confident

that the relationships that were developed within
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the context of the test year and update period
are reflective or will be reflected the years
rates are in effect, no.

Q. Let me ask you this. Do you agree
with this statement: The central purpose of a
test year is as a predictor?

A, No.

Q. Okavy. Let me ask you this: Would vyou
agree that all other things being egual, it is
better to have a more current test year rather
than an older test year?

A. I don't know.

Q. What else would it depend on, or what
would it depend on?

A, Availability of information.

0. Well, assume equal availability of
information.

A. Generally a test year -- a test year
can be any twelve months. It's the work that's
required to assure that the relationships are
still appropriate to suggest that those
relationships will be in effect the year rates
are in effect. That is the hurdle. If a person
believes that adopting the most recent data is

the best sclution to address that situation, then
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that is the case. However, that is not the rule.
Adoption of any test year, if properly analyzed,
requires that that relationship must go and must
be continually loocked at to make sure that it
still gives -- that it still reflects the proper
relationship that you believe would be there when
the rates are in effect.

0. So there is nothing inherently better

about a more recent test year?

A. Not in my mind.
Q. Okay. And you mentioned a rule in
vour second to last answer. Are you thinking of

a rule that's written down somewhere or a rule
that is in the Commission's rules? What rule
were vou talking about? If you want, he can read
back your answer.

A. I don't remember,.

{(Whereupon, the answer was read back
by the court reporter.)

A, Right. There is no written rule in my
mind that says the Staff or any party has to
adopt the most recent data for a test.

Q. Let me ask you this: Your test year
ends June -- your proposed test year 1n your

direct testimony ends at the end of June 2000,
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right?
A. Correct.
O. That was about a year, almost a year
to the day or I guess a little more than a year
to the day prior to the date that the complaint

was filed; is that right?

A. That's correct, but that test year was
updated.

Q. Updated at the end of 20007

A. December 3lst,.2000.

Q. And then -- but the end of the test

yvear, now we are in December, and so it's getting
close to eighteen months age, is that correct,
that that test vear ended?

A. The time period between June 30th,
2000 and December of 2001 is eighteen months, I
will agree with that.

Q. And then if the Commission -- I mean,
I don't want to even guess what the schedule
could be like for this case, but if the
Commission sets a hearing in March or April, you
would be getting close to two years since the end
of the test period, maybe 20, 21 months, however
many months that is. Is that right?

A. I will accept that.
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Q. Have you -- 1in you:ﬁexperience, has
there ever been a case where the Commission has
used a test year that's of siﬁilar age compared
to, say, the hearing date, asspﬁing the
Commission's hearing 1is in Mafc% or April of
20027 “

A Yes. I believe in tﬁe Southwestern
Bell complaint case there was a substantial delay
between the -- substantial mér;in of time between
the Staff's test year and th; ﬁé;rings.

Q. Would that have bgeﬂl—— Just so I c¢an
pin it down, would that haveiﬁ%ea like the
complaint case from the late?éfghties?

A, The complaint casé_in the eighties

PooL
would have been 89-14. I be}igﬁg that was the
case. There has also been —éﬁﬁhere was also I

£
believe another Bell case where a test year was
substantially -- there was aﬁﬁ@@stantial lapse of
time between the test year aﬁd;fhe hearings due

w

to the fact that there was gﬁ 4;§ounting change
in the company's books thatiéﬂé-gtaff didn't want
to recognize. I also believé\thre was a
substantial amount of time in‘ﬁﬂe test years for

1.

the nuclear cases.

s

[
[
H

Q. For the UE and --
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A . Kansas City Power and Light cases
invelving the nuclear plants coming on-line.

Q. In those cases that you mentioned was
the test year contested?

a. I am -- I believe in at least both
Bell cases the test year -- I know in the Bell
complaint case the test year was an issue. I
believe there was -- I don't recall the other
Bell case. The nuclear cases, I don't recall
that being an issue, no.

Q. Okay. So the ones where it was an

issue or might have been an issue, that 1s the
two Bell cases, right?

A, Correct.

Q. One of them, one of the two cases, the
age of the test year was attributable to
Southwestern Bell changing its accounting system
pretty substantially; is that true?

A. The accounting system changed, and the
Staff didn't want to recognize an accounting

system change, so they adopted another test year.

Q. Okay.
A, There has been other test year issues
involving companies. Your question, though, T

thought was phrased such that test years where an
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extended period of time existed between the test
year and the time when the parties went to
hearing.

Q. Yes. That's right. Let me go back to
this relationship point, and my understanding of
what you're saying is the important thing is not
the timing of the test year. It's not the
absolute level of costs or revenues that are 1in
the test year, but instead of those things, the
important thing 1s establishing a relationship
between costs and revenues and investment; is

that right?

A. That's correct.

Q. But I have some trouble undefstanding
that. I guess let me try to explore that in this
way. Let's imagine that you have a test year
long ago. Let's say you took the twelve months

that was in 1925, okay, and obviously in 1925 all
of the costs were a lot lower. All of the
revenues were a lot Jlower. Probably the returns
on investments were a lot lower maybe, I don't
know, but let's say just coincidentally 1925 had
the same relationship of revenues, expenses, and
costs as prevailils now. I mean, you couldn't use

-- you are not saying you could use 1925 as a
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reasonable test year, could you?
A, You would be indifferent.
Q. But I mean, how would you set rates

using that as a test year? Wouldn't the costs be
orders of magnitude lower than they are now? So
how could you use costs from that test year to
set rates for today?

A Well, your initial gquestion I thought
said that you assumed that the relationships were
the same between the two periods.

Q. Sure, but the ones in 1925 are all
like a tenth of what they are now, but their
relationship relative to each other 'is the same.

A. The relationship of the test years
would be the same. Obviocusly there would have to
be some modification made te the rate to reflect
current prices, but the relationships -- when you
said ~-- you made the assumption that the
relationships were the same. From that your
question was could I use 1925 as a test year. My
answer was yes. Now, there is going to be some
difficulty, and it's going to require some work
to transform the 1925 test year, which I think
you have gone to a little bit of an extreme, to

price that into today's dollars.
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0. I mean, couldn't you look at it
another way. I mean, I understand and I agree
with you that it is important that the test year
-— a test year be picked that has the right
relationships between those elements that you
identified. But isn't another important
characteristic in addition to that and not in
place of that that the absolute level of costs be
at least somewhat representative of what the
costs are likely to be in the period when the
rates are going to be in effect?

A. You capture that when you've captured
the correct relationship between those three
things that we talked about.

Q. How do you capture that 1f 1925 has
the relationships and its costs are a tenth of
what the costs are now? How does that capture
the costs that are going to be expected to be
incurred in the future?

A. Well, as you and the attorney that

deposed me last week or week before, you keep

taking one component ocut of the equation. You
keep wanting to zerc in on one component. As I
said before, it's all three of them. You can't
take one out. You've got to keep them all.
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Q. How would you use a 1925 test year
that had the same relationships -- or that had
the appropriate relationships between expenses
and revenues and investment? How would you take
that and create rates for 20027

A. As I said -- I didn't say it was going
to be easy. I said you could de it. You made

the assumptions that the relationships were

correct.
Q. What would you do?
A. You would have to take the

relationships that existed in 1925 and reflect
those relationships to current levels. It would
take an extremely -- a lot of work. I would
probably advise someone, would suggest that in
1925 versus the one that you looked at here where
they were the same, I would probably suggest that
the person take the most current one, absent
going through the work. Now, given that, I am
not aware in my 22 years with being with the
Commission where we have had a 65 year difference
between test years. I'l1l] say that we have had
differences between one and two and three years.
That is when the relationship and analysis

becomes even more important.
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Q. But Greg, the reasoprthat you haven't
-- I think the reason that you haven‘t picked
test years in 1925 1s because tﬁgre is more to 1t
than just the relationships. It's the
relationships, plus there 1is al%o an element of
wanting to have costs in the test year that are
representative of those that aré;going to be
experienced in the future. Isn&t.that true?

A. That is where the work comes in from

-
¥

the end of the test year, to make sure that those
relationships and that relationghip priced out at

today's dollars and quantitiés age consistent.

L1

Q. So when you go thricugh this pricing

] F

out as you called it of todayfsfdosts and

+

revenues, 1 guess, that 1is wher§ you ensure that
the adjusted test year refledpsf?n appropriate
level ot revenues and expense§4'is that true?

A, Well, let me step baé}l I have never
had to deal with a test yvear th;i‘is 76 vears
old. So I have never been facegﬁwith that type
of work. I can tell you that iﬁiﬁhe context of
this case it has been monitoredgéoing forward,
and I would still suggest that Eﬂe Staff's test

year is appropriate.

0. Okay. Let me ask you this: I assume
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that the Staff believes that AmerenUE is
overearning right now as we sit here; is that
right?

A, Absolutely.

Q. And to the tune of whatever the rate
reduction proposed is, right?

A. I would -- I am very confident that
they are in an overearning situation. The
magnitude can be left up to the Commission to
decide.

Q. Let me ask you this: Do you believe

that AmerenUE was overearning during the test
period in this case, during the Staff's proposed
test period?

A, Yes.

Q. Do you believe they were overearning
even before the Staff's proposed test period in
this case?

A, The analysis that was presented in the
Staff's February 1, 2001 report would indicate
that AmerenUE was overearning prior to the
beginning of EARP's.

Q. You think it's been overearning ever
since then?

A, The table on page 27 would indicate

POHLMAN REPORTING COMPANY
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that the company has been in an overearning
situation when utilizing Staff methodologies in

those particular timeframes, yes.

Q. So since even before the EARP up until
now. Is that the timeframe vyou are talking
about?

A, Just so there is -- let me make sure
that it's clear. When I say I believe you are

overearning, that would be absent the fact that
you participated -- that AmerenUE participated in
the EARP's.

Q. Got you.

A. I don't believe I could -- because of
the EARP's, I don't believe the Staff could make
that type of determination in those periods.

Q. Okay. Do you think it's appropriate
for the Commission to consider whether the
company was overearning or underearning in the
past in determining the result of this case?

A. Is your guestion phrased such that
there won't be ancther alternative regulatiocon
plan?

Q. I guess my question is just 1s that
one of the factors the Commission should consider

in making its decision in this case?
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MR. SCHWARZ: i will object. It calls
for a conclusion as to relevance of a prior
period experience. I think that that is a legal
conclusion. I will direct him not to answer.

MR. BYRNE: Not to answer?

MR. SCHWARZ: Not to answer.

MR. BYRNE: In that case, I think I'm

done. Thank you very much, Mr. Meyer.
(Whereupon signature was not waived

and the witness was excused.)
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COMES NOW THE WITNESS, GREG R. MEYER,
and having read the foregolng transcript of the
deposition taken on the 6th day of December,
2001, acknowledges by signature hereto that it is
a true and accurate transcript of the testimony

given on the date hereinabove mentioned.

[GREG R. MEYER]

Subscribed to before me this day of

[Notary Public)

My commissicn explres:

MCO. Public Service Commission vs. Union Electric
Reporter: William L. DeVries, CSR/CCR/RMR/CRR
Date Taken: December &, 2001

POHLMAN REPORTING COMPANY




10
11

12

13

14

15

16

17

18

19

20

21

22

23

24
25

Page 90

CITY OF 3ST. LOUILS }
SS. )
STATE OF MISSOURI }

NOTARIAL CERTIFICATE

I, WILLIAM L. DEVRIES, Certified
Shorthand Reporter and a duly commissioned Notary
Public within and for the City of St. Louis,
State of Missouri, do hereby certify that there
came before me at the offices of the Missouri
Public Service Commission, 815 Charter Commons
Drive, Suite 100B, St. Louis, Missouri,

GREG R. MEYER,

who was by me first duly sworn to testify to the
truth and nothing but the truth of all knowledge
touching and concerning the matters in
controversy in cause; that the witness was
thereupon carefully examined under oath and said
examination was reduced to writing by me; and -
that this deposition is a true and correct record
of the testimony given by the witness.

I further certify that I am neither
attorney nor counsel for nor related nor employed
by any of the parties to the action in which this
deposition is taken; further, that I am not a
relative or employee of any attorney or counsel
employed by the parties hereto or financially
interested in this action.

IN WITNESS WHEREOF, I have hereunto set
my hand and seal this 10th day of December, 2001.
My commission expires May 30, 2002.

[NOTARY PUBLICI o
. Hotary

‘ . o issouH
ity G 51 Enuis
. ﬁ&memﬁﬁmi&mmsmﬁﬂﬁmmz
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(MEYER DEPOSITION EXHIBIT NO. 1 WAS MARKED FOR
IDENTIFICATION BY THE COURT REPORTER.)

GREGORY R. MEYER, having been sworn, testified as follows:

MR. WOLSKI: Welcome, Mr. Meyver. You've seen a
lot of these over the last couple of weeks. I'm sure you
know what we're doing.

But first let me go around the room and get on
the record everyone who is present, beginning with,
stating your full name.

And the witness can state his address for the
record, but we don't need for everybody else to.

THE WITNESS: Gregory R. Meyer, 815 Charter
Commons Drive, Chesterfield, Missouri, 63017

MR. DOTTHEIM: Steven Dottheim with the Staff
of the Missouri Public Service Commission.

MR. RACKERS: Steve Rackers with the Missouri
Public Service Commission.

MR. COFFMAN: John B. Coffman for the Office of
the Public Counsel.

MS. BARNES: Lynn Barnes with Ameren
Corporation.

MR. MCGILLIGAN: Mike McGilligan with Towers
Perrin, an actuary for the Plaintiff.

MR. WOLSKI: And I'm Victor Wolski from

Cooper & Kirk, representing AmerenUE in this case.

ASSOCIATED COURT REPORTERS
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DIRECT EXAMINATION BY MR. WOLSKI:

Q. Now, Mr. Dottheim is representing you today, is
he not?

A. That's correct.

Q. Okay. Have you ever been deposed before?

A. Yes, I have.

Q. On how many occasions?

A. Five.

0. Were they all rate or complaint cases?

A. No.

Q. Could you explain the five times that you were

deposed, just briefly?

A. I was deposed in an Arkansas Power & Light rate
case, I was deposed in a Southwestern Bell Telephone
complaint case, and I was deposed in a Union Electric
complaint case.

MR. DOTTHEIM: Mr. Meyer, could you speak up?
THE WITNESS: Sure,

BY MR. WOLSKI:

0. And the other two occasions were for perscnal
matters?
A. I was deposed in an employee investigation

relating to the Commission, and I was deposed on a
wrongful death suit.

Q. Did that relate to the Commission?

ASSOCIATED COURT REPORTERS
JEFFERSON CITY * COLUMBIA * ROLLA
TOLL FREE - (888) 636-7551
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A, No.

Q. Just so there is no misunderstanding about what
we're doing, I'll run through the ground rules just so we
have them on the record.

Then as you know from taking depositions
before, this is a procedure for taking your testimony
under oath in connection with a pending legal action in
this case. 1It's the complaint case brought by the Staff
against AmerenUE.

And even though we're here in an informal
setting in the conference room, the Commission's Staff's
offices over here in Jefferson City, you're still giving
testimony today under penalty of perjury Jjust as 1f you
were testifying in a court of law.

Do you understand that?

A. Yes.

Q. And as you see, the court reporter is taking
down everything that is being said during the course of
the deposition. And after the deposition, unless Steve
waives it, you'll receive a copy of the transcript and be
able to read it and make corrections and sign it as your
testimony in this case.

Do you understand that?

A, Yes.

Q. Okay. Aand you understand that as I'm asking

ASS50CIATED COURT REPORTERS
JEFFERSON CITY * COLUMBIA * ROLLA
TOLL FREE - (888) 636-7551
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you questions, that your counsel, Mr. Dottheim, might from
time to time object to the form of the gquestion for
purposes of getting the objection on the record, but
you're still to answer the gquestion unless he instructs
you not to answer.

Do you understand that?

A, Yes.

Q. Okay. Feel free if you don't understand one of
my guestions to ask for a clarification. You could also
ask the court reporter to read back the question.

If you don't ask for a clarification, I'll
assume that you understand the guestion as was phrased.
Do you understand that?

A. Yes.

Q. Okay. And there may be times when you don't
know an exact answer to one of my gquestions but you have
some information on the subject or you can make some
reasonable approximation or estimate, and if so, I'd like
you to provide that information that you do have.

Is that clear?

A. Yes.

Q. And as you know from seeing several of these
depositions the last couple of weeks, that the court
reporter can't transcribe two people talking at the same

time. So it's important for us not to talk over each

ASS0CIATED COURT REPORTERS
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other and interrupt each other as we're moving along.
Do you understand that?

A. Yes.

Q. And you also understand that she can only put
down on the record verbal responses, so that a shake of
the head or nod of the head wouldn't suffice. So I would
ask you to make sure that all of your answers are verbal.

Do you understand that?

A. Yes.

Q. Is there any reason at all why you would not be
able to give truthful and accurate testimony to the best
of your recollection at today's deposition?

A. No.

Q. And do you have any medical condition or
problems that might interfere with your ability to give
truthful and accurate testimony at today's deposition?

A. No.

Q. Are you currently taking any drugs or other
medication that might interfere with your ability to give
truthful and accurate testimony at today's deposition?

A. No.

Q. What steps have you taken to prepare for
today's deposition? Could you explain?

A. I've had discussions with the Staff, various

members of the Staff. I have reviewed various documents,
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reviewed my workpapers, my testimony.

Q. Do you recall what documents you reviewed to

&

prepare for the deposition?
A. My testimony, the sﬁﬁmary of workpapers

provided to the Company, the stipulation and agreement in

v
¥

ER-95-411. ;
Q. And that case was? !
A. The report and order ' from -- that stipulation

and agreement was the result of the first Experimental

Alternative Regulation Plan.t_ _

Q. Okay. And which Staff members did you discuss

1

r

your testimony with? i

v
t

0o 7 t
A. Steve Rackers, Sté&e?DSttheim, perhaps

FE o

Bob Schallenburg. - et

Q. And could you expihiﬁ what your discussions
with Mr. Rackers pertained to? .

A. Clarifications offge:ﬁain aspects of the

pensions and OPEB areas. " .1;”

MR. WOLSKI: Can we gd‘off the record one

second?

(OFF THE RECORD.)' . "
BY MR. WOLSKI:
o
Q. And your conversétions with Mr. Schallenburg,

R
i

do you recall what they might have pertained to?

N
. '

A. If I had discussiéns with Mr. Schallenburg, it
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would have been on the same -- similar to the same lines
as with Mr. Rackers.

It might have included discussions of prior
alternative regulation plans and discussions of
interpretations of this alternative regulation plan.

Q. And were those discussions pertaining to the
alternative regulation plan as it would deal with the
pension and OPEB issues?

A. No.

Q. What were the issues concerning the alternative
regulation plan, or the EARP, that you may have discussed
with Mr. Schallenburg?

A. The distinction between the EARP and
performance-based reqgulation or incentive-based
regulation.

MR. DOTTHEIM: Mr. Meyer, you said EARP. Will
you please spell that?

THE WITNESS: Experimental Alternative
Regulation Plan, EARP.

BY MR. WOLSKI:

Q. And what would those distinctions be?
A. I'm sorry?
Q. What would the distinctions be between the EARP

and other performance-based plans or incentive regulation

plans?
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A. Basically our discussion centered around the
Staff's belief that the EARPs are not performance-based
regulation, or a form of incentive-based regulation.

0. What would be the hallmarks or characteristics
of incentive-based regulation?

A. There would have to be goals distinguished at
the outset of the plans to provide some form of an incent

for the company that would be under that plan to work to

achieve.
Q. What sort of goals would those be?
A. There is numerous. Traditional cost of service

regulation has various forms of incents built into their
rates.
Q. Would the goals pertain to performance

measurement? Would it pertain to service quality

measurement? .
A. It could be any of those.
Q. Efficiency measurement?
A. If you can document that.
Q. Okay. If you know, what were the goals -- and

these -~ these goals would have to be in your mind in
the -- it's probably not the best way to phrase it. Let
me rephrase that.

Is it your belief that those goals would have

to be expressly provided in the document that creates the
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incentive plan?

A, Absolutely.

Q. Okay. And do you recall what the specific
goals were of the Southwestern Bell incentive plan?

A. The one goal that I do recall is that the -- in
the context of the SBIRE, which is Southwestern Bell
Incentive Regulation Experiment, S-B-I-R-E, was the
commitment of the Company to modernize its system through
the replacement of certain telephone switches, central
office switches, the elimination of one-party service, and
there was one other infrastructure improvement.

And the Company was required during that period
to file either quarterly or semiannual reports to track
that progress, so that in addition there was a sharing
mechanism.

So that during the term of the plan, one could
track change or the improvements in the infrastructure of
the Company.

Q. And the sharing mechanism was designed to track

these changes?

A. No.
Q. What was the purpose of the sharing mechanism?
A. The purpocse of the sharing mechanism was to --

was a mechanism to share earnings similar to the EARP

above a certain return on equity.
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incentive plan?

A. Absolutely.

0. Okay. And do you recall what the specific
goals were of the Southwestern Bell incentive plan?

A, The one goal that I do recall is that the -- in
the context of the SBIRE, which is Scuthwestern Bell
Incentive Regulation Experiment, S-B-I-R-E, was the
commitment of the Company to modernize its system through
the replacement of certain telephone switches, central
office switches, the elimination of one-party service, and
there was one other infrastructure improvement.

And the Company was required during that period
to file either quarterly or semiannual reports to track
that progress, so that in addition there was a sharing
mechanisn.

So that during the term of the plan, one could
track change or the improvements in the infrastructure of
the Company.

Q. And the sharing mechanism was designed to track

these changes?

A. No.
Q. What was the purpose of the sharing mechanism?
A. The purpose of the sharing mechanism was to --

was a mechanism to share earnings similar to the EARP

above a certain return on eguity.
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Q. And why was that included in the Scuthwestern
Bell plan?

A. I don't recall.

Q. Okay. Had any of the requirements of the
Southwestern Bell plan -- you said modernizing system,
making some service changes and infrastructure
improvements.

Had any similar requirements ever been part of
a stipulation and agreement that would settle the case

invelving a utility that did not result in an incentive

plan?

A. Could you repeat that?

Q. Sure. I might be able to phrase it a little
better.

Do you recall any times or any occasions in
which a utility case, either a rate case or a complaint
case, was settled with the stipulation and agreement, and
in that stipulation and agreement there would be
requirements placed on the utility similar to the
requirement to modernize the system, for instance, that
was in the Southwestern Bell stipulation and agreement?

A. Yes.
Q. And were there any stipulation and agreements
settling other utility cases that would require changes in

service or services offered by a utility?
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A. When you say "services," are you referring to
customer services? |

Q. Well, you had said ;hat one of the goals for
the Southwestern Bell plan was to eliminate —- they were
required to eliminate one—party?service?

A. Correct. |

Q. And I guess that wouid be a service that was
customer service, eSSentiall§} or a service provided to
the customers? Is that -- d

A. If you took that,tI ﬁisspoke.

In the Southwestern ﬁell experiment, the

reguirement was for everyoneit0 receiVe one-party service.

Q. Okay. ‘

A. People around -- iﬁ certain areas of their
service territory were stillcfebeiving multi-party
service, }

Q. And that would be like Green Acres where they
had to climb up on the pole?

A. Lake of the Ozarks.

Q. And so that would be a change in the service
provided to customers?

A, Correct.

Q. And had any change in the service provided by
customers been a requiremeﬁ£5in a stipulation and

At

agreement between the Staff and a utility that would
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settle a case that did not result in an incentive plan?
A. I believe so.
Q. Okay. And the infrastructure improvements you
said were a requirement.
Had any infrastructure improvements, to your
knowledge, been a requirement in any stipulation and
agreements to settle a case between the Staff and a

utility that had not resulted in an incentive plan?

A. I'm aware that they're a component. I'm not
sure that -- that it wasn't a result of Commission orders.
Q. But based on your understanding of what

incentive regulation or performance-based regulation would
be, is the Southwestern Bell plan the only example that
has been the result of an agreement with the Missouri
Public Service Commission Staff?

A. Besides the alternative regulation plan that UE
was in for the past six years, Southwestern Bell's
alternative regulation plan was the only alternative
regulation plan that I'm aware of.

Q. Okay. So that if infrastructure improvements
were required through a Commission order or through a
stipulation and agreement to settle another case, those
infrastructure improvements would not have been part of
the incentive plan. Correct?

A, Correct.
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Q. And to your knowledge have there been instances
when incentive improvements were required of the utility
in the resolution of a rate case of a utility or a
complaint case?

A, Yes.

Q. Okay. Now, before we started the deposition
this morning, I believe you had pcinted out to us that
there were some corrections that would be necessary to the
Staff accounting schedules that you noticed when reviewing
the workpapers?

A. Yes.

Q. And you had provided us a copy of one of your
workpapers with some corrections identified that would
need to be reflected in a revised accounting schedule?

A, The ultimate change would flow to the
accounting schedules, correct.

0. And we've marked as your Exhibit 1 a copy of
that sheet.

Could you please explain what the errors are

that you identified that will need to be corrected --

A. Ckay.
Q. —— briefly, if you could?
A, The recognition of the pension gains and losses

for each of the plan years for 1996 to 2000, some of these

years had the incorrect amounts listed.
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Specifically, the amount listed in 1997 should
be the amount that was listed in 1996, and the 1996 amount
should be obtained from the actuarial report for 1996.

There has been some discussion between the
Staff and the Company off the record about the proper
reflection of what the gain and loss balance should be in
1998.

The gains and losses in the year 2000 and 1999
reflect total Ameren gains and losses. Those were
allocated improperly to get to AmerenUE, using a factor of
70.11 percent. The correct allocation factor should be
68.26 percent.

That would affect the amortization of the
gain/loss balance adjustment as shown in the middle of the
worksheet, which is found in the accoﬁnting schedules
under S$-19.7.

The pension adjustment related to eliminating
the market related value of the assets, which is
quantified in accounting schedule under S-19.5, has the
wrong AmerenUE allocator. And that should be
68.26 percent.

Also, under the amortization of the gain/loss
balance for pensions, the gain or loss per the actuarial
report of 2000 was improperly allocated, again, using

70.11 percent factor. It should have been -- it should
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have used the 68.26 percent factor.

The annualizations of pensions and OPEBs
expense did not reflect the allocation to Missouri
electric. Therefore, the 100 percentage factors listed in
those adjustments should be changed to 90.11 percent.

These adjustments will -- the changes in these
adjustments will flow to the accounting schedules and will

be reflected in the adjustments that are contained in

there.
Q. Okay.
A. They will alsoc affect —-- I believe they also

will affect the reconciliation of the pension and OPEB
expense schedules that are contained as Schedules 3.1 to

3.2 to my testimony.

Q. Okay.
A. I might also point out that -- I don't believe
we've used any yet -- but many of these numbers are -- a

discussion in thig area has been classified as
proprietary.

MR. WOLSKI: And I think what we will do with
this transcript, as with the other transcripts in this
case, is that it will be marked confidential on the cover
page and identified as containing proprietary information.

And we will promptly review the transcript and

determine which portions could be released and which
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portions would be redacted for public purpose.

MR. DOTTHEIM: Fine.

MR. WOLSKI: Thanks for pointing that out.
BY MR. WOLSKI:

Q. Okay. And do you happen to know, Gred, when
the adjusted accounting schedules and the adjusted
schedules to the testimony might be finalized?

A. The corrected worksheet will be provided within
the next -- in the immediate future.

We apologize for the changes that were found
last night, but at that point, considering the preparation
for today, it wasn't possible to get you a new sheet.

As far as the changes being reflected on the
accounting schedules, we are in the process of gathering
several changes that have been either identified in
previous depositions or that Staff became aware of
subsequent to the July filing, and I would anticipate that
a new accounting schedule can be provided scometime in the
next two weeks.

Q. Okay.

If you could turn back for a moment to your
recollection of the Southwestern Bell plan and the
discussions you had with Mr. Schallenburg.

Do you recall if any of the -- do you recall if

the sharing mechanism for the Southwestern Bell plan was
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contingent on the meeting of tﬁé'goals that you elicited,
the modernization of the syste&; the extension of
one~party system, the infrastrudﬁure improvements?

A. It never became an fésue.

Q. But was it expresslj;%rovided in the plan that
the sharing mechanism would be gfiggered based on these

goals being met; it would be stopped or shut off based on

]

these goals being met or not met?

A. I just don't recall:!
Q. Well, could you explain how the goals that you

identified for the Southwestérnfﬁell plan provided any

greater incentive to the Comﬁpnﬁ to meet the goals than

¥

would be the normal case if thoéeigoals were provided in a

stipulation and agreement or.a Commission order in a

nonincentive plan resolution?

A. I believe there was an advantage due to the
fact that if the Company maiqfained its modernization

schedule, in exchange for th@%,?it was allowed to remain

fa

not subject to a rate reviewmby:ﬁhe Commission or any

LN bR
ifa

other party. -

v LS

Q. And that was expfé%siy provided in the plan?
A. A rate moratoriumi. Is that what you're asking?
ST

TR
s *

+
+

Q. That the rate moratog%um is contingent on these
t

goals being met?

sy

A. I don't know that théfe was specific -- a
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specific time, but with many stipulations and agreements
there are a set of conditions. Those just happen to be
two of them.

Q. And did the Southwestern Bell plan have any
time tables —-- or points in time in which the satisfaction
of these requirements would ke measured?

You had mentioned =--

a. Yes.

Q. -- there were quarterly reports.

When the guarterly report was filed, was
Southwestern Bell required to demonstrate that a certain
percent of modernization had occurred by that time?

A. Yes.

Q. Okay. Had any similar requirements been
imposed on utilities other than Southwestern Bell in the
resolution of rate or complaint cases?

A, I'm sorry. I didn't understand the question.

0. Had any similar requirements, f£iling a report
so that progress could be measured towards meeting a
certain goal, had any requirements like that been placed
on utilities in the resolution of other utility cases?

A. I'm aware that in order to comply with the
Commission's rule on safety line replacement -- for their
safety line replacement program, that the companies are

required to file reports.
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Q. So the Commission could impose a reguirement
that a utility report progress towards a goal based on
regularly scheduled reports in the resolution of a case
even if there was no incentive plan adopted in that case?

A. I suppose.

Q. Now, are you aware of the total size of the

revenue reduction proposed by the Staff in this case?

A. Yes.

Q. And what do you understand that amount to be?

A. .A range of $213 million to $215 million
annually.

Q. And do you understand the impact that that

would have on UE's ratesg?

4. I haven't made that calculation.

Q. Okay. In performing your work on this case,
have you held any role other than the role of a person

who was providing testimony on the two items in your

testimony?
A. Yes,
Q. And that role would be?
A. I was assigned as a case coordinator, along

with Lena Mantle.
0. And what would the job of the case coordinator
be?

A. It's our responsibility to put together -- or
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to make sure that the case is put together and that the
testimony is filed and that the issues are hopefully
coordinated.

Q. By coordinating the issues, do you mean that
adjustments made by one Staff member that would affect the
calculation of another Staff member should be
communicated, things like that?

A, It's our attempt to do that.

Q. Okay. And as case coordinator, then, you're
aware of all of the testimony filed by Staff members in
the case?

A, I'm aware of —-— I was aware of all of the
witnesses that filed testimony.

Q. And did you review the testimony prepared by

each of the other witnesses?

A. I don't believe I reviewed everyone's
testimony.
Q. But reviewing the testimony would be part of

the -- would that be part of the job of a case

coordinator?
A. Not necessarily.
Q. As case coordinator, do you have a greater

sense of the overall impact of the adjustments proposed by
the Staff compared to the understanding of any individual

auditor who would be working on one piece of direct
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testimony?

A. It would depend on the experience of the =-- of
the case coordinator.

Q. But based on your experience, do you feel that
you have as good an understanding of the total impact of
the adjustments being proposed as any other member of the
Staff?

A. A comparison to the rest of the Staff would be
a hard measure. I believe I'm adequately trained to make
those decisions.

Q. In doing your work on this case, have you
considered the impact of the revenue reduction that's
proposed on AmerenUE's ability to make needed investments?

A. Is your question did I look at the revenue
requirement recommendation by the Staff and assess whether

AmerenUE could make needed investments?

Q. Yes.
A. No.
Q. Okay.

Did you lock at the rate reduction and consider

its impact on UE's ability to invest in new generation?

A. No.

0. Or its ability te invest in infrastructure?
A, No.

Q. In deoing your work on this case, have you
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considered the impact of the revenue reduction that's been

proposed on AmerenUE's stock price?

A, Are you asking me if I've made a —-—
Q. A Jjudgment as to what --

A. What the stock --

Q. -- the impact on the stock price.

Let me clarify.
If you made a judgment on what the impact on
Ameren's stock price would be if the rate reduction that
is proposed were to go into effect?
A. No, I have not.
Q. Are you aware of the mergers and acguisitions
invelving American utilities over the last few years?
A. Through either conversations with other Staff
or review of periodicals, yes.
Q. S0 you do have some familiarity with that, with
the mergers and acquisition?
A, Just as I previously testified.
Q. And were you aware that Louisville Gas and

Electric was taken over by a British company?

A, I've been made aware of it through previous
depositions.
Q. In performing your work in this case, did you

consider whether the revenue reduction proposed by Staff

would make AmerenUE more vulnerable to a take-over bid?
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A. No.
Q. In doing your work for this case, have you
considered the impact of the revenue reduction that was

proposed by Staff on economic éévelopment in the state of

-3

Missouri?
A. I did not make a stud;.
Q. Had you considered tﬁat at all?
A. No. |
Q. Okay. And you're aWéré of the impact of the

adjustments that are proposed in your testimony on the
total revenue reduction that's ﬁroposed by the Staff,
correct, or at least what itiwiil be once the numbers

are -- L3
¢

A. I presenfly do noﬁ_ha?e the dollar impact that

those adjustments would have on the Company's total
revenue requirement. :

L

I'm still confiderit that it would be a
reduction.

Q. QOkay. Now, the Public Service Commission is

C oy
Bt

obligated to set rates that are just and reasonable. Is
that correct?

A. Yes.

Lo
-
Ty

Q. And it's obligated td balance the interests of
ratepayers, the investors and shareholders of the utility

and the general public?
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A. I believe so.

Q. And one purpose of your job as a member of the
Staff of the Commission is to develop the recommendation
to the Commission as to what UE's revenues should be?

A, What UE's cost of service should be, right.

Q. What is your understanding of the term "just
and reasonable"?

A. When I hear the term "just and reasonable,"
it's usually associated with the phrase "just and
reasonable rates."

In my opinion, the outcome of just and
reasonable rates has to be an analysis and proper
relationship and proper presentation of the revenues,
expenses and investment of a company that would produce
the result.

Q. So the first step is to determine what the
proper revenues are and then get those transliated into the
rates?

A. In my opinion, the first step is to establish
the relationship between revenues, expenses and
investment. Once that is accomplished, the reciprocal --
or the effect of that is just and reasonable rates.

Q. So that just and reasonable rates are the
outcome of the process of determining revenues, expenses

and investment for a particular company?

ASSUCULATED COUKLDT KEPORTERS
JEFFERSON CITY * COLUMBIA * ROLLA
TOLL FREE - (888) 636-7551
27




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. It's the outcome of the relationship of those
factors as you mentioned, correct.

Q. And in performing your job as a Staff member of
the Commission, you're required to give the Commission
sufficient information and analysis to allow them to
determine Jjust and reasonable rates?

A. It's my requirement to provide, along with
other members of the Staff, the Staff's viewpoint and the
data that would support a calculation for just and
reascnable rates.

Q. And once the schedules and exhibits to the
testimony are revised, the adjustments that you're
proposing in this case in your opinion are designed to
help the Public Service Commission determine Jjust and
reasonable rates for AmerenUE?

A. Are you spec¢ifically asking me in the areas of
pensions and OPEBs that I testified about?

Q. Yes, in the schedules you've sponsored and the
attachments to your testimony and the numbers in your
testimony.

It's a little confusing because I understand
that they have to be corrected.

But the adjustments that you ultimately will be
proposing are designed to help -- or the goal of them is

to help the Public Service Commission determine what just
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and reasonable rates should be for the ratepayers of UE?

A. I believe that the outcome of the adjustments
as corrected for the pensions and OPEBs areas will produce
just and reasonable rates for UE as they -- as they have
consistently done for other utilities in the state of
Missouri.

Q. So you believe that if the Commission were to
accept your proposed adjustment, insofar as that proposed
adjustment results in different rates being set, those
rates would be just and reasonable?

A. Different rates being set than are presently
being charged?

Q. Different rates being set than would be the
case if you hadn't proposed the adjustment.

Maybe I can clarify.

Your proposed adijustment is a just and
reasonable adjustment for purposes of determining what the
end rate should be?

A, Correct.

Q. Okay. And in making this recommendation to the
Commission, you considered all of the factors that you
believe are material to the pension and the OPEB numbers?

A. I followed the methodologies that have been
used consistently for utilities that operate in Missouri

for purposes of the Ameren calculation.
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Q. And in doing that you believe that all of the
factors that are material to the determination of the
proper —— the determination of the proper treatment of the
pension and OPEB numbers, expenses, et cetera, were

considered by you?

A, I didn't say that.
Q. In preparing your testimony do you believe that
you considered -- and maybe I misphrased.

In preparing your testimony do you believe that
you considered all of the factors that are material to
determining what the proper treatment of the pension and
OPEB adjustments should be?

A, I think, as I previously testified, I included
all of the factors from the Company's data to calculate
the pensions and OPEBs adjustments as have been
consistently applied to most of the major utilities in the
state of Missouri.

Q. And you believe that there are no other factors
that are important to the determination of these issues

that were not considered?

A, I guess I'm somewhat confused by your guestion
because it's very -- it's very broad.
Q. Well, you said that you've done this consistent

with the methodology applied to other companies. I'm just

trying to verify that every important factor in making
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