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DIRECT TESTIMONY 
 

OF 
 

WILLIAM W. DUNKEL 

On Behalf of the Office of Public Counsel 
 

Pertaining to AmerenUE  
 

CASE NO. ER-2007-0002 

Q. PLEASE STATE YOUR NAME AND ADDRESS. 1 

A. My name is William W. Dunkel.  My business address is 8625 Farmington Cemetery Road, Pleasant 2 

Plains Illinois, 62677. 3 

Q. WHAT IS YOUR PRESENT OCCUPATION? 4 

A. I am a consultant providing services in utility regulatory proceedings.  I am the principal of William 5 

Dunkel and Associates, which was established in 1980.  Since that time, I have regularly provided 6 

consulting services in utility regulatory proceedings throughout the country.  I have participated in 7 

over 200 state utility regulatory proceedings before over one-half of the state commissions in the 8 

United States, as listed on Schedule WWD-1 attached hereto.  9 

Q. PLEASE BRIEFLY DESCRIBE YOUR EXPERIENCE PERTAINING TO THE 10 

ELECTRIC UTILITY INDUSTRY. 11 

A. I have participated in over 40 regulatory proceedings pertaining to electric utilities.  I have worked in 12 

the electric engineering section of the Illinois Commerce Commission (ICC).  The ICC regulates 13 

utilities in Illinois.  I have also been design engineer for a company that manufactured equipment for 14 

the electric utility industry.  I was granted patent No. 3822440 entitled a Solid State Pulse Initiator.  15 

This initiator was used by electric companies for certain electric energy metering purposes. 16 

 I have a Bachelor’s of Science Degree from the University of Illinois. 17 
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 Since becoming an independent consultant in July of 1980, I have participated in various regulatory 1 

proceedings pertaining to electric, telephone, and natural gas utility companies. 2 

 I am a member of the Society of Depreciation Professionals. 3 

Q. ON WHOSE BEHALF ARE YOU PROVIDING TESTIMONY? 4 

A. I am providing this Testimony on behalf of the Missouri Office of the Public Counsel (OPC).   5 

Q. HAVE YOU PREVIOUSLY PARTICIPATED IN PROCEEDINGS IN MISSOURI? 6 

A. Yes.  I testified on behalf of the OPC in Case No. TR-2001-65, which was the Investigation of 7 

Exchange Access Service proceeding.  I testified on behalf of the Staff of the Missouri Public Service 8 

Commission in Docket Nos. TR-79-213, which was a Southwestern Bell Telephone Company 9 

(SWBT) general rate case; TR-80-256, which was a SWBT general rate case; and TR-82-199, which 10 

was a SWBT general rate case.  I have also testified on behalf of the Office of the Public Counsel 11 

(OPC) in Docket Nos. TC-93-224/TO-93-192, which was a Southwestern Bell Telephone Company 12 

general rate case, TR-93-181, which was a United Telephone Company of Missouri case, TR-86-84, 13 

which was a SWBT general rate case; TC-89-14; TO-86-8, which was an Extended Area Service 14 

(EAS) case involving all companies in Missouri; and TO-87-131, which was an EMS investigation 15 

involving all companies in Missouri. 16 

Q. WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY? 17 

A. The purpose of my Direct Testimony is to address to certain issue pertaining to depreciation. 18 

 19 

 20 
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CALLAWAY NUCLEAR PLANT LICENSE EXTENSION 1 

Q. WHAT DOES THE COMPANY PROPOSE PERTAINING TO THE FINAL 2 

RETIREMENT DATE FOR THE CALLAWAY NUCLEAR PRODUCTION PLANT? 3 

A. AmerenUE proposes that it be assumed that the final retirement of Callaway will be in October, 2024, 4 

which is the end of the initial Callaway forty year operating license. 5 

  The Nuclear Regulatory Commission (NRC) grants an initial operating license of forty years for 6 

commercial nuclear power reactors, and utilities are allowed to request a license renewal for an 7 

additional twenty years, all as is discussed in the NRC web site.1   8 

Q. IN THIS PROCEEDING CHARLES D. NASLUND, SENIOR VICE PRESIDENT 9 

AND CHIEF NUCLEAR OFFICER WITH AMEREN SERVICES PRESENTS 10 

TESTIMONY PERTAINING TO CALLAWAY.  IN LATE 2005, WHAT DID MR. 11 

NASLUND STATE PERTAINING TO THE REJUVENATION OF CALLAWAY? 12 

A. Mr. Naslund stated 13 

   “After the first 20 years of operation we have rejuvenated the plant.  It’s basically 14 
ready for the next 20 and the 20 beyond that.” 15 

 The article containing this quotation is attached here to Schedule WWD-13 and can also be found at 16 

the KOMU website.  The KOMU web site also contains a video which shows Mr. Naslund making 17 

that statement.2  18 

Q. HAVE YOU REVIEWED OTHER EVIDENCE PERTAINING TO WHETHER OR NOT 19 

CALLAWAY WILL PROBABLY RETIRE IN OCTOBER OF 2024? 20 

                     
1 http://www.nrc.gov/ visited on 12/12/2006. 
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A. Yes.  **  1 

 2 

 3 

 4 

 5 

 6 

                                                                              ** 7 

Q. WHAT REASONS DO AMERENUE WITNESSES PRESENT FOR ASSUMING 8 

CALLAWAY WILL RETIRE IN OCTOBER 2024, WHICH IS THE END OF THE 9 

INITIAL FORTY YEAR LICENSE?  10 

A. One argument AmerenUE presents is: 11 

  First, there is a possibility that the license will not be extended. … AmerenUE will 12 
not decide on whether to apply for such an extension for a number of years.3  13 

 14 

Q. PLEASE RESPOND TO THE ARGUMENT THAT “THERE IS A POSSIBILITY 15 

THAT THE LICENSE WILL NOT BE EXTENDED.”  16 

A. First of all, when dealing with the future, anything is “possible.”  However, the NRC has never 17 

refused to renew a commercial nuclear power reactor’s initial license for the additional twenty years.4 18 

                                                                  
2 http://www.komu.com/satellite/SatelliteRender/KOMU.com/eca45b91-c0a8-2f11-01de-3a27bf72dd9e/9b25df3f-
c0a8-2f11-0039-82b82f471b47.  Visited 12/14/2006.  In the video, Mr Naslund puts “and” between the two 
sentences.  “...rejuvenated the plant, and it’s basically ready for the next 20 and the 20 beyond that.” 
3 Direct Testimony of William Stout, Page 30, lines 3-8. 
4 Of the 23 applications received prior to March 2005, including the Monticello application received March, 2005, 
all 23 have been issued a renewal license (some applications involving more than one plant, and/or plants with more 
than one unit).  http://www.nrc.gov/reading-rm/doc-collections/fact-sheets/license-renewal-bg.pdf visited on 
12/12/2006. 

NP 
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 Based on this fact, it reasonable to expect that is much more probable than not that AmerenUE could 1 

obtain a license renewal if it properly applied for it. 2 

Q. PLEASE RESPOND TO THE ARGUMENT THAT “AMERENUE WILL NOT DECIDE 3 

ON WHETHER TO APPLY FOR SUCH AN EXTENSION FOR A NUMBER OF 4 

YEARS.” 5 

A. The fact that it is not yet time for AmerenUE to make this decision, does not imply that AmerenUE 6 

will retire Callaway at the end of the initial license.  Experience shows that when it is time to make 7 

that decision, the vast majority of nuclear plant owners do apply for a license renewal.  Of the 104 8 

operating commercial nuclear production units in the United States,5 the NRC has already renewed 9 

the license for 47 units, is reviewing applications for 9 additional units,6 and Letters of Intent to Apply 10 

for License Renewal, with expected submittal dates, have been received for 16 other named units.  72 11 

of the 104 active nuclear production units (almost 70%) already have a renewed license, have filed for 12 

a renewed license, or have filed a Letter of Intent to Apply for License Renewal for a named unit.  13 

Since the 104 figure includes all operating commercial nuclear production units, that means the 104 14 

figure even includes those units that have not reached the time at which the decision to apply for re-15 

licensing must be made.7  16 

Q. HAS AMERENUE MADE A COMMITMENT THAT IS RELEVANT TO THIS 17 

ISSUE? 18 

A. Yes.  In response to Federal Government concerns about greenhouse gases and global warming, 19 

AmerenUE has made a commitment to the U.S. Department of Energy (DOE) in which AmerenUE 20 

committed to decrease its carbon intensity in the future.  The ways that AmerenUE is considering 21 

                     
5 http://www.nrc.gov/reactors/operating/list-power-reactor-units.html visited on 12/12/2006. 
6 http://www.nrc.gov/reading-rm/doc-collections/fact-sheets/license-renewal-bg.html visited on 12/12/2006. 
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meeting its commitment includes “...increased generation at our nuclear and hydroelectric power 1 

plants, ...”8 This Ameren commitment is shown on page 3 of Schedule WWD-3, which is from the 2 

AmerenUE Form 10-K for the year 2005.  In this document AmerenUE also states that “Coal-fired 3 

power plants, however, are significant sources of carbon dioxide, a principal greenhouse gas.”9 4 

 AmerenUE’s reference to “our nuclear” power plant clearly refers to Callaway, because that is the 5 

only Ameren nuclear plant.  As Ameren stated in response to a data request “Callaway Unit 1 is the 6 

only nuclear facility owned, or partially owned, by Ameren and any of its affiliates.10 7 

Q. THIS COMMITMENT MENTIONS OTHER POSSIBILITIES FOR AMERENUE TO 8 

REDUCE ITS CARBON INTENSITY, SUCH AS INCREASED PRODUCTION 9 

FROM THE HYDROELECTRIC PLANTS.  PLEASE COMMENT. 10 

A. Callaway produces a significant portion of the total AmerenUE production, and it does so without 11 

producing carbon dioxide or other greenhouse gasses.  If Callaway is retired early, that would 12 

eliminate a large amount of production that does not now emit carbon gases.  It would be difficult for 13 

AmerenUE to reduce its carbon intensity if Calloway was retired early.  Callaway produces 26% of 14 

AmerenUE’s power generation.11  The amount of power produced by the hydroelectric plants is tiny 15 

compared to the power produced by Callaway.  The hydroelectric plants produce 4% of AmerenUE’s 16 

power generation.     17 

                                                                  
7 http://www.nrc.gov/reactors/operating/licensing/renewal/applications.html visited on 12/12/2006. 
8 From page 18 and 19, “Form 10-K, Union Electric Company-UEP, Filed: March 07, 2006 (period: December 31, 
2005)” 
9 Schedule WWD 3-2.  If should be noted that any fossil fuel plant produces carbon dioxide.  It is a product of 
combustion. 
10 “Callaway Unit 1 is the only nuclear facility owned or partially owned by Ameren and any of its affiliates.”  From 
AmerenUE response to OPC Data Request number 5007. 
11 Ameren website: http://www.ameren.com/aboutus/adc_au_AmerenUE_Plants.asp visited on 11/14/2006.  The 4% 
hydroelectric includes Keokuk, Osage, and Taum Sauk. 
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Q. HAS AN APPLICATION FOR A LICENSE RENEWAL BEEN FILED FOR 1 

“SISTER” NUCLEAR UNIT? 2 

A. Yes.  In October 2006, an application to renew the license of the Wolf Creek nuclear production unit 3 

was filed with the NRC.12  Wolf Creek is a “sister” plant to Callaway.  In response to a discovery 4 

request, AmerenUE acknowledged that the reactor in the Callaway plant is of a similar design, of 5 

similar output, and designed by the same firm as the reactor in the Wolf Creek plant.13 6 

Q. WHAT IS THE SECOND REASON AMERENUE PRESENTED FOR USING 7 

OCTOBER 2024 AS THE FINAL CALLAWAY RETIREMENT DATE IN THE 8 

DEPRECIATION CALCULATIONS? 9 

A. AmerenUE argued: 10 

  Second, even if the license is extended, it may come with a price.  That is, 11 
AmerenUE may be required to expend significant sums in order to comply with the 12 
terms of the extended license. ... Rather than lengthening the license now and 13 
decreasing depreciation expense, only to later increase depreciation expense as 14 
potentially significant new plant is added, it would be more prudent to continue 15 
depreciation at its current levels by using the October, 2024 retirement date.14 16 

 17 

Q. PLEASE RESPOND TO THIS ARGUMENT. 18 

A. Using an incorrect retirement date does not produce the correct depreciation rate.  October 2024 is not 19 

the appropriate date “if the license is extended.”  In depreciation rate calculations a longer life tends to 20 

produce a lower depreciation rate, as compared to a shorter life.  The above AmerenUE argument 21 

                     
12 http://www.nrc.gov/reading-rm/doc-collections/fact-sheets/license-renewal-bg.pdf visited on 12/12/2006. 
13 AmerenUE response to OPC Request Number 5025 
14 Page 30, Direct Testimony of William Stout. 
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incorrectly assumes the depreciation rates calculated on a 60 year life would be as high as the 1 

depreciation rates calculated on a 40 years life.15  That is not a reasonable assumption.  2 

 In addition AmerenUE has just recently completed the refurbishment of Callaway.  “About 3,000 3 

people worked on the project.”16  In late 2005, among other things, AmerenUE replaced the four huge 4 

steam generators with new steam generators that “feature the latest technology for efficiency and 5 

reliability.”  They also replace “all four turbine rotors with new, more-efficient models.”  “Like the 6 

replacement steam generators, the new turbines rotors are designed to provide increased efficiency 7 

and durability compared to the original units manufactured in the 1970s.”17  Ameren has just 8 

completed the refurbishment of Callaway.  9 

 After the refurbishment of Callaway in late 2005, the Ameren Board of Directors informed the 10 

Ameren  shareholders that for other nuclear plants that had already applied for license renewal, the 11 

operators of those plants did not identify the need for any  “major plant refurbishment” for license 12 

renewal.18  This statement from the Board appears on page 5 of Schedule WWD-12, which is from 13 

the “Notice of Annual Meeting of Shareholder and Proxy Statement of Ameren Corporation” for the 14 

May, 2006 annual meeting of shareholders. 15 

 In addition, any such future investment is not known or measurable.   16 

                     
15 Life before final retirement. 
16 Ameren Media Release, dated November 21, 2005. 
17 Ameren Media Release, dated November 21, 2005. 
18 Earlier the Board had stated “At this time, Ameren has not yet decided whether it will pursue renewal of the 
operating license for the Callaway Plant.”  
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 Another issue is proper depreciation occurs over that life of the investment.  For example, even if we 1 

assume an investment will be made a decade from now, the depreciation of that investment would 2 

start then.  That assumed future investment would not be depreciating now. 3 

 One last point, adding 20 years to the life has a major impact on the depreciation rate; it would take an 4 

incredibly high additional investment to offset the impact of the additional 20 years of life. 5 

Q. HAVE YOU RECENTLY PARTICIPATED IN A CASE IN WHICH THE 6 

DEPRECIATION RATES FOR A NUCLEAR PLANT HAD BEEN CALCULATED ON 7 

THE 40 YEAR LIFE, THEN THE LICENSE WAS RENEWED FOR AN 8 

ADDITIONAL 20 YEARS, AND THE UTILITY THEN FILED NEW 9 

DEPRECIATION RATES BASED ON THE 60 YEAR LIFE? 10 

A. Yes.  In the State of Indiana, I recently was involved in an Indiana-Michigan Power Company (I&M) 11 

case in which the existing depreciation rates for the Cook nuclear production plant had been 12 

calculated on the 40 year life of the initial license.  The license was then renewed for an additional 20 13 

years, and the utility then filed new depreciation rates based on the 60 year life.  As expected, the new 14 

nuclear plant depreciation rates based on the 60 year life were much lower than the prior depreciation 15 

rates that had been based on the 40 year life.  In the I&M utility witness’s own words:19  16 

Q. PLEASE EXPLAIN THE RESULTS OF YOUR STUDY FOR NUCLEAR  17 

 PLANT? 18 

A In August 2005, the NRC granted I&M a 20-year extension of the operating license for the plant.  19 

This increase in life is the major reason that the depreciation rate decreased from 3.37% to 1.16%. 20 

                     
19 Page 19, Lines 6-9, Direct Testimony of James E. Henderson on behalf of Indiana Michigan power Company, 
filed 12/01/2005 in Indiana Cause Number 42959. 
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Q. COULD YOU PLEASE SUMMARIZE THE INFORMATION PERTAINING TO THE 1 

FINAL RETIREMENT DATE THAT SHOULD BE USED TO CALCULATE THE 2 

DEPRECIATION RATES FOR THE CALLAWAY NUCLEAR PRODUCTION UNIT? 3 

A. Yes.  Based on the above discussions, it is much more probable than not that Callaway will have its 4 

licensed renewed.  As discussed above in more detail, these reasons include: 5 

 (1) The vast majority of commercial nuclear production units do apply for the license renewal.  72 of 6 

the 104 active nuclear production units (almost 70%) already have a renewed license, have filed for a 7 

renewed license, or have filed a Letter of Intent to Apply for License Renewal for a named unit. 8 

 (2) The NRC has never refused to renew a commercial nuclear power reactor’s initial license for the 9 

additional twenty years. 10 

 (3) A “sister” plant has already applied for a license renewal. 11 

 (4) Unlike fossil fueled plants, Callaway does not emit greenhouse gases, and therefore does not 12 

contribute to global warming.  AmerenUE has committed to reducing its carbon intensity; retiring 13 

Callaway would be a huge step in the opposite direction of that commitment. 14 

 15 

 (5)  **  16 

 17 

  **    18 

  19 NP
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 (6) AmerenUE’s proposal that October 2024 should be used in the depreciation rate calculations as 1 

the final retirement date even if it expected that the license will be renewed, is unacceptable.  Using 2 

an incorrect final retirement date produces incorrect depreciation rates.  This would be a 3 

miscalculation of the depreciation rate that would overcharge current customers. 4 

 In summary, the Callaway depreciation rates should be calculated using a 60 year life to the final 5 

retirement date.  It is much more probable than not that Callaway will have its licensed renewed. 6 

 7 

PAST RETIREMENT OF STEAM PRODUCTION PLANTS 8 

Q. WHAT ISSUE WILL YOU ADDRESS IN THIS AREA? 9 

A. On this issue I will only respond to page 14 of the Direct Testimony of William M. Stout, in which he 10 

points out that 11 

  AmerenUE has retired the Mound, Cahokia, and Venice I power plants, 12 
consisting of 17 units, and it also has retired Units 1 and 2 of the Venice II 13 
station. 14 

 15 

Q. WHEN WERE THE CAHOKIA AND VENICE POWER PLANTS BUILT? 16 

A.  According to the Ameren web site, the Cahokia Plant “was built in 1928,” and the first Venice unit 17 

was built in 1942.20 18 

Q.   WHAT WAS ONE CHARACTERISTIC OF PLANTS IN THE EARLY 1900S? 19 

A.  They were very fuel inefficient.  Fuel efficiency is measured by the “heat rate.”  A steam production 20 

unit with a lower “heat rate” is more fuel efficient.  A unit with a heat rate of 20,000 Btu/kWh will 21 
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consume twice as much fuel to produce the same amount of electricity as a unit with a heat rate of 1 

10,000 Btu/kWh.   2 

 The early plants had low efficiency.  Below is a table of the average utility central power station heat 3 

rates by years, according to the U.S. Department of Energy:21  4 

Year  Heat Rate, 
  Btu per kWh 
    

1902  92,500  
1932  20,700  
1941  18,600  
1949  15,033  
1955  11,699  
1960  10,760  
1970  10,494  
1980  10,338  
1990  10,402  
2000  10,201  
2005  10,241  

 5 

 The sources for this information are shown on Schedule WWD-4. 6 

 A typical plant in service in 1932 would require almost twice as much fuel as a typical 1960 plant for 7 

the same output of electricity.22 8 

 The average fuel efficiency almost doubled in the 28 years between 1932 and 1960.  9 

                                                                  
20 http://www.ameren.com/centennial/electricity.html visited on 11/24/2006. 
21 Table 6, Approximate Heat Rates for Electricity, 1949-2005, http://www.eia.doe.gov/Aer/Txt/stb1306.xls and 
Appendix A, History of the U.S. Electric Power Industry, 1882-1991 
http://www.eia.doe.gov/cneaf/electricity/page/electric_kid/append_a.html visited on 11/16/2006 
22 20,700/10,760=1.9 
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Q. IF THE AVERAGE FUEL EFFICIENCY ALMOST DOUBLED IN THE 28 YEARS 1 

BETWEEN 1932 AND 1960, DID IT DOUBLE AGAIN IN THE 28 YEARS 2 

1960 TO 1988? 3 

A.  No.  As the above chart shows, the rate of improvement in the average heat rates started to level out in 4 

the mid 1950s to 1960s.  The average heat rates of the plants in service have improved only slightly in 5 

the 45 years after 1960.  6 

Q.  WHAT SIGNIFICANT DOES THIS HAVE? 7 

A.  In 2006, a 30 year old, 40 year old, or even older steam production unit can have close to the same 8 

fuel efficiency as a new steam production plant.  The incentive now to retire an efficient “old” plant is 9 

less than it was to retire the inefficient plants from the early 1900s to which Mr. Stout refers. 10 

  11 

DEPRECIATION RESERVE-THE MISSING $159 MILLION 12 

Q. WHAT IS THE ISSUE YOU WILL ADDRESS ON THE DEPRECIATION 13 

RESERVE CALCULATION?  14 

A.  In their Pro Forma calculations, the Company updated the Plant in Service to be at the expected 15 

December 31, 2006 level, but it omitted over $159 million that would be added to the Depreciation 16 

Reserve in the last 6 month of 2006.  Specifically, the Company did not update the Depreciation 17 

Reserve for the depreciation accrual during the last six months of 2006 that result from the 18 

depreciation of the existing investments.23  Since the Depreciation Reserve is a deduction when 19 

calculating net rate base, the Pro Forma net rate base is overstated by many millions of dollars. 20 

                     
23 The Company adjusted for the difference created by the Company proposed change in the depreciation rates, but 
did not include the depreciation expense at the current rates for the existing plant.  
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Q.  ON THE SCHEDULES ATTACHED TO THE SUPPLEMENTAL DIRECT 1 

TESTIMONY OF GARY S. WEISS, WHAT WERE THE PRO FORMA 2 

ADJUSTMENTS INTENDED TO SHOW? 3 

A.  AmerenUE had the actual “PER BOOKS” amounts as of June 30, 2006.  In the “PRO FORMA 4 

ADJUSTMENTS” column AmerenUE adjusted for what it expected to occur in the last six months of 5 

2006.  The final column is meant to be the level it expected as of   December 31, 2006.24 6 

Q.  DID AMERENUE PROPERLY ADJUST THE DEPRECIATION RESERVES 7 

(ACCUMULATED PROVISION FOR DEPRECIATION OF UTILITY PLANT) TO 8 

THE DECEMBER 31, 2006 LEVEL?   9 

A.  No.  As of June 30, 2006 the Company had over $10 billion dollars in investment.25  I will call the 10 

investment that existed at June 30, 2006 the “existing” investment.  The depreciation on that 11 

“existing” investment would be over $159.6 million in the last six months of 2006, as shown on 12 

Schedule WWD 5-1.26  AmerenUE made no addition to the Pro Forma Depreciation Reserve for the 13 

depreciation of the “existing” investment in the last six months of 2006.27 14 

Q. WHAT IMPACT DOES DEPRECIATION EXPENSE HAVE ON THE 15 

DEPRECIATION RESERVE? 16 

                     
24 For example, for Plant in Service, column (B) on Schedule GSW-E20-1, which was attached to the Supplemental 
Direct Testimony of Gary S. Weiss, shows the actual Plant in Service as of June 30, 2006.  In the next column (the 
“Pro Forma” column) the Company makes adjustments that include adding all Plant is Service they expect to add in 
the last six months of 2006.  The final column is their estimate of the Plant in Service as of December 31, 2006. 
25 Schedule GSW-E20-1. 
26 As an additional source, see Schedule GSW-E30-1 which shows that the annual depreciation at existing 
depreciation rates is over $300 million per year, which equates to over $150 million depreciation expense in six 
months. 
27 The Company adjusted for the difference created by the Company proposed change in the depreciation rates, but 
did not include the depreciation expense at the current rates for the existing plant.  
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A.  The depreciation expense is credited into the Depreciation Reserve.  The Uniform System of 1 

Accounts (USOA)28 requires: 2 

  108 Accumulated provision for depreciation of electric utility plant 3 
(Major only). 4 

  A. This account shall be credited with the following: 5 
  (1) Amounts charged to account 403, Depreciation Expense, or to clearing 6 

accounts for current depreciation expense for electric plant in service. 7 
 8 
 Therefore the $159.6 million of depreciation expense for the existing plant in the last six months of 9 

2006 would result in $159.6 million being credited into the Depreciation Reserve (Account 108, the 10 

Accumulated provision for depreciation of electric utility plant).  In its Pro Forma adjustments, 11 

AmerenUE failed to credit these depreciation expenses into the Depreciation Reserve (account 108) 12 

in the last six months of 2006.29 13 

Q.  HAS AMERENUE NOW ACKNOWLEDGED THAT THIS EXISTING PLANT WOULD 14 

BE DEPRECIATING IN THE LAST SIX MONTHS OF 2006, BUT THAT IT 15 

FAILED TO ADD THESE DEPRECIATION EXPENSES INTO THE RESERVES? 16 

A.  Yes.  Below is request OPC 5042 (a) and (b) and the AmerenUE responses: 17 

   Request OPC 5042: 18 
 19 
   (a) Please state where in these Supplemental Direct Schedules or 20 

underlying workpapers, a Proforma additions to the Depreciation 21 
and Amortization Reserves was made for the accruals expected in 22 

                     
28 Uniform System of Accounts Prescribed for Public Utilities and Licensees Subject to the Provisions of the 
Federal Power Act, Part 101, CFR Title 18, Volume 1. 
29 Retirements remove money from the Depreciation Reserve.  However, AmerenUE’s Pro Forma adjustments 
assumed no retirements in the last six months of 2006 (AmerenUE response to OPC Request 5028).  Even if 
retirement were assumed, the net rate base would still be overstated by approximately $150 million, because 
retirements remove dollars from the Reserve, but retirements also remove similar dollars from the Plant is Service.  
Since the Reserve is deducted from the Plant in service when calculating the net rate base, reducing both as the 
result of a retirement has little impact on the net rate base, the only significant difference being the treatment of the 
net salvage of the retirement. 
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the periods 7/2006 to 12/2006 that result from the depreciation 1 
accruals on the existing plant.  2 

 3 
   (b) Schedule GSW-E30-1 (Weiss Supplemental Direct) on line 14 4 

shows the existing annual depreciation and amortization accruals 5 
are $307,844,000, which is in excess of $25 million per month.  Is 6 
it correct that the existing plant (the plant that existed as of June 7 
30, 2006) would continue to have depreciation accruals well in 8 
excess of $20 million per month in the period 7/2006 to 12/2006?  9 
If “no” explain the answer and provide a corrected answer. 10 

 11 
 12 
   AmerenUE response: 13 
 14 
   (a) No adjustment was made. 15 
 16 
   (b) The monthly electric depreciation expense is currently in 17 

excess of $20 million per month. 18 
 19 
 20 
Q. ON SCHEDULE GSW-E21-1 THE COMPANY DID INCLUDE SOME ADJUSTMENT 21 

TO THE PRO FORMA RESERVES FOR DEPRECIATION AND AMORTIZATION. 22 

 CAN YOU SHOW THAT THE COMPANY DID NOT ADJUST THE 23 

DEPRECIATION RESERVE FOR DEPRECIATION ON THE EXISTING PLANT? 24 

A. Yes.  Assuming, for the sake of argument, that the Pro Forma adjustments AmerenUE made were 25 

otherwise valid,30 here is what the Pro Forma adjustments to the Depreciation and Amortizations 26 

Reserves should have been for the last six months of 2006: 27 

 28 

                     
30 This statement is not an endorsement of these AmerenUE adjustments or calculations.   
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(1
) 

Credit into the Depreciation Reserve for the depreciation expense of the 
existing investments (investments as of 6/30/2006) at the current 
depreciation rates: 

 

$159,596,000
   
(2
) 

Adjustment for the depreciation on only the new Plant additions (the 
Plant added after 6/30/2006), at the proposed depreciation rates: 

 
$18,468,000

   
(3
) 

Unrelated adjustments:  

      Hydraulic account 355  -$51,000
      Venice Power Reserve  $198,000
      FAS 143 Adjustment  -$81,090,000
      Used for Gas operations  -$2,084,000
   
 Total Pro Forma Adjustment  +$95,037,000

 1 

 The above is positive $95.0 million.  However the Company total Pro Forma adjustment is negative -2 

$64,559,000, as shown on Schedule GSW-E21-1.  The $159.6 million difference between these two 3 

figures ($95.0 million - (-64.6 million = $159.6 million) is because the Company did not include the 4 

addition to the Depreciation Reserve that result from the depreciation of the existing plant during the 5 

last six month of 2006. 6 

Q. WHAT DO YOU RECOMMEND ON THIS DEPRECIATION RESERVE ISSUE? 7 

A. The Pro Forma Depreciation Reserve (Account 108) has to be increased by $159,596,349 for the 8 

depreciation accruals on the existing plant in the period 7/2006 to 12/2006.  After applying the 9 

99.05% allocation for the Missouri jurisdiction, the Missouri jurisdictional amount is $158,081,873,31 10 

as shown on Schedule WWD-5.  Since the Depreciation Reserve is a deduction when calculating net 11 

rate base, this will significantly reduce the net rate base. 12 

 13 
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FUTURE NET SALVAGE OF THE  1 

DISTRIBUTION AND TRANSMISSION (“MASS”) ACCOUNTS 2 

Q. WHAT PROBLEM WITH THE AMERENUE FUTURE NET SALVAGE ESTIMATES 3 

WILL BE DISCUSSED IN THIS SECTION OF YOUR TESTIMONY? 4 

A. AmerenUE witness Mr. Wiedmayer estimated the future net salvage percents based primarily on his 5 

analysis of past net salvage percents.  Unfortunately that past data includes some of the highest 6 

inflation in U.S. history.  The U.S. inflation was over 11% in 1974, over 11% in 1979, over 13% in 7 

1980, and over 10% in 1981.  During the ten year period 1973-1982, the purchasing power of the 8 

dollar was cut in half.  The past net salvage percents that Mr. Wiedmayer relied on have the impact of 9 

these high inflation rates built into them.  10 

 However the forecasts for future inflation are much lower.  According to the Survey of Professional 11 

Forecasters, a survey of 53 professional forecasters surveyed by the Federal Reserve Bank of 12 

Philadelphia, future inflation over the long-term is expected to be 2.5% per year.32   13 

 In this section I will present the future net salvage percents that incorporate future inflation at this 14 

2.5% annual rate, instead of the much higher inflation rates that are built into the future net salvage 15 

percents proposed by Mr. Wiedmayer. 16 

Q. WHAT IS NET SALVAGE? 17 

A. Net salvage occurs at the time an investment is retired, or soon after.  The retired investment may 18 

have a scrap or other salvage value, which is called “gross salvage.”  However there is also the labor 19 

                                                                  
31 This is the correct figure after the 99.05% allocation to Missouri jurisdiction, as shown on Schedule WWD 5-1. 
32 Federal Reserve Bank of Philadelphia – Economic Research – Survey of Professional Forecasters, Release Date:  
November 13, 2006.  This document was obtained at the Federal Reserve Bank of Philadelphia website 
http://www.phil.frb.org/files/spf/survq406.html, visited December 4, 2006. 
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and other costs incurred to remove the investment from service, which is called “cost of removal.”  1 

The “gross salvage” less the “cost of removal” is called the “net salvage.”  In recent decades in many 2 

accounts, the cost of removal is larger than the gross salvage, which results in a “negative” net 3 

salvage.  “Negative” net salvage can also be called “net cost of removal.”  For example a –$1000 net 4 

salvage would be a $1000 net cost of removal.  5 

Q.   WHAT IS FUTURE NET SALVAGE? 6 

A. Future net salvage is the net salvage that is expected to occur in the future.  Page 54 of the 7 

Commission Report and Order33 in the Empire District Electric case indicates that the net salvage 8 

costs of an asset in a mass account should be spread over the customers that benefit from that asset 9 

during its life.  Since the net salvage costs do not occur until that asset retires, the net salvage that 10 

must be determined for the investments currently in service is the future net salvage.  11 

 The past net salvage can be determined from company records, but the future net salvage is in the 12 

future, and is therefore more difficult to determine. 13 

Q. BASED PRIMARILY ON PAST NET SALVAGE RATIOS, FOR THE 14 

DISTRIBUTION POLES AND FIXTURES ACCOUNT (“DISTRIBUTION POLES” 15 

ACCOUNT 364), MR. WIEDMAYER PROPOSES A FUTURE NET SALVAGE 16 

PERCENT OF –135%.34  WHAT DOES THE –135% FUTURE NET SALVAGE 17 

PERCENT RECOMMENDED BY MR. WIEDMAYER MEAN? 18 

A.  The  -135% means Mr. Wiedmayer forecasts that in the future it will cost $1,350 net to remove each 19 

$1,000 of original cost pole investment. 20 

                     
33 Case No. ER-2004-0570, Report and Order Issued March 10, 2005. 
34 Page III-7, of the Company Depreciation Study, Schedule JFW-E1. 
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Q.  WHEN THE FUTURE NET SALVAGE PERCENT IS BASED ON THE PAST NET 1 

SALVAGE PERCENT, DOES THAT IMPLY THAT THE FUTURE INFLATION IS 2 

EXPECTED TO BE THE SAME AS THE PAST INFLATION?  3 

A.  Yes.  Mr. Wiedmayer acknowledged this is the assumption in the following discovery response: 4 

  OPC 5006 (c) 5 
  If the Future Net Salvage percent is set equal to the historic net salvage percent 6 

as determined from the historic data shown on pages B-81,B-82, and B-83, does 7 
that effectively assume that future inflation will be the same as past inflation?  If 8 
not, explain why not. 9 

 10 
  AmerenUE/Mr. Wiedmayer’s Response: 11 
 12 
  c) Yes, that is the assumption when viewed over a long term period of 30 to 40 13 

years. 14 
 15 
 These responses are attached as Schedule WWD-7. 16 

Q. THE “ORIGINAL COST” POLE INVESTMENT INCLUDES BOTH THE LABOR 17 

TO INSTALL THE POLE AND THE MATERIAL COST OF THE POLE.  SINCE 18 

THE COST-OF-REMOVAL IS ONLY LABOR, BUT NO SIGNIFICANT 19 

MATERIAL COST, HOW CAN IT COST MORE JUST TO REMOVE A POLE, 20 

THAN IT COSTS TO BUY AND INSTALL A POLE? 21 

A.  If all costs are measured on a consistent basis, the net cost-of-removal is generally much less than the 22 

investment (which includes installation labor and material costs).  However the costs are not 23 

measured on a consistent basis.  The “original cost” investment dollar amount is recorded when the 24 

investment is installed.  The net cost-of- removal is determined later, often decades later, when the 25 

investment is removed.  The decades of inflation between these two events greatly inflate the net cost-26 

of-removal as compared to the “original cost” investment.  27 
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  For those accounts in which the investment has a long average life, the amount of inflation that occurs 1 

between the time the investment is installed and the time it is removed increase the net salvage 2 

percent.  Mr. Wiedmayer acknowledged this in response to a data request: 3 

  OPC 5006 (b)  4 
  Is it a correct statement that, everything else being equal, the greater the 5 

inflation between the time the investment went into service, and the time it 6 
was retired, the higher the cost of removal percent would be?  If this is not 7 
a correct statement, provide the corrected statement. 8 

 9 
  AmerenUE/Mr. Wiedmayer’s Response: 10 
 11 
  b) Yes, that is correct. 12 
 13 

Q.  CAN YOU EXPLAIN FURTHER WHY THE INFLATION THAT OCCURS BETWEEN 14 

THE INSTALLATION OF THE INVESTMENT AND THE REMOVAL OF THE 15 

INVESTMENT IMPACTS THE NET SALVAGE PERCENT? 16 

A.  Yes.  The Company Depreciation Study determined that the investments in the Distribution Pole 17 

account (Account 364)  live an average of 43 years.35 For a pole installed in the year 1962, and retired 18 

43 years later, in the year 2005, the net salvage percent would be: 19 

 Net Salvage Percent =  Net Salvage (paid in year 2005 dollars) 20 
    Original Cost investment (paid in year 1962 dollars). 21 
 22 
 The numerator is written in year 2005 dollars, but the denominator is written in year 1962 dollars.  23 

Inflation between these two years has a major impact on the net salvage percent calculated. 24 

Q. DOES MR. WIEDMAYER ACKNOWLEDGE THAT IN HIS CALCULATION OF THE 25 

HISTORIC NET SALVAGE RATIO, THAT FOR A POLE INSTALLED IN 1965 26 

                     
35 Page III-7, of the Company Depreciation Study, Schedule JFW-E1. 
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AND RETIRED IN 2005, THE “ORIGINAL COST”  WOULD BE IN YEAR 1 

1965 DOLLARS, AND THE “COST OF REMOVAL” WOULD BE IN YEAR 2005 2 

DOLLARS? 3 

A.  Yes.  In response to OPC request 5005, Mr. Wiedmayer acknowledge that in his calculation of the 4 

historic net salvage ratio for a pole installed in 1965 and retired in 2005, the original cost “would be 5 

in year 1965 dollars”, and the cost of removal would be “in year 2005 dollars.”  A copy of that 6 

request and the AmerenUE response is attached hereto as Schedule WWD-8. 7 

Q. CAN YOU ILLUSTRATE WHAT IMPACT INFLATION BETWEEN THE TIME OF 8 

INSTALLATION AND THE TIME OF REMOVAL HAS ON THE NET SALVAGE 9 

PERCENT? 10 

A. Yes.  For an investment that lives 43 years, Schedule WWD-6 illustrates how inflation changes the 11 

Net Salvage percent over the decades.  In 1962 the original cost of the pole investment (including 12 

both material and installation labor costs) is assumed to be $1,000, and the net salvage, if removed 13 

then, would be -$209, also in 1962 dollars.  This produces a net salvage percent of -21%36 when 14 

everything is measured in consistent dollars from the same year. 15 

 As time passes the $1,000 original cost does not change.  It is still $1,000 “original cost” investment 16 

on the books 43 years later when the investment is retired.  17 

 However the net salvage does change because of inflation, because the net salvage is not incurred 18 

until the investment retires.  When the investment is retired 43 years later, in 2005, the cost of 19 

removal is paid in 2005 dollars.  Because of the 43 years of inflation, the CPI-U index maintained by 20 

the United States Bureau of Labor Statistics shows it takes $6.47 in “year 2005” dollars to equal to 21 

                     
36 -$209/$1,000= -21% 
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one 1962 dollar.37  As a result, the net cost of removal that would cost $209 in 1962 dollars costs 1 

$1,350 in the year 2005 dollars.  The $1,350 negative net salvage (in year 2005 dollars), divided by 2 

the $1,000 original cost (in year 1962 dollars) produces -135% net salvage. 38  3 

 The vast majority of the -135% figure is the result of the inflation that occurred over the 43 years 4 

between installation and removal, including the extremely high inflation that occurred in the years 5 

1973-1982.  The inflation over the decades changed the -21% net salvage percent to -135%, as shown 6 

on Schedule WWD-6.  7 

  I am not suggesting there will be no future inflation, but the level of inflation assumed in the future is 8 

a very significant item in the determination of the future net salvage percent. 9 

Q. IS IT REASONABLE TO EXPECT THAT THE AVERAGE INFLATION IN THE 10 

FUTURE WILL BE AS HIGH AS THE INFLATION WAS DURING THE 11 

AVERAGE LIFE OF THE POLES THAT HAVE RECENTLY RETIRED? 12 

A. No.  The lives of the poles that have recently retired include a time period when the U.S. experienced 13 

unusually high inflation.  Schedule WWD-9 shows the Consumer Price Index-Urban index (CPI-U) 14 

and the U.S. rates of inflation from 1914 through 2005, as measured by the CPI-U.  The CPI-U is 15 

maintained by the U.S. Bureau of Labor Statistics.  As this Schedule shows, the U.S. inflation was 16 

over 11% in 1974, over 11% in 1979, over 13% in 1980, and over 10% in 1981.  During that 10 year 17 

period 1973-1982, the purchasing power of the dollar was cut more than in half.  When all 43 years of 18 

                     
37 The CPI-u index was 195.30 in 2005, divided by the CPI-U index in 1962 of 30.20 =6.47 
38 Net salvage ratio= net salvage/ original cost of investment retired= -$1350/$1000= -135%. 
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their average life is considered, inflation over their life has average 4.3% per year, for the poles that 1 

have retired in the last ten years, as shown on page 3 of Schedule WWD-10.39   2 

 These very high historical rates of inflation are incorporated into the historic net salvage data Mr. 3 

Wiedmayer used as the basis for his Future Net Salvage proposals in this proceeding.  As a result, Mr. 4 

Wiedmayer’s proposed Future Net Salvage recommendations have the built-in assumption that in the 5 

future, the U.S. will experience extremely high rates of inflation.  6 

 However, according to the Survey of Professional Forecasters, a survey of 53 professional forecasters 7 

surveyed by the Federal Reserve Bank of Philadelphia, future inflation over the long-term is 8 

expected to be 2.5% per year.40 9 

 For another source of future inflation, for a different purpose Mr. Wiedmayer’s Depreciation Study 10 

uses 2.0% as the estimate of future annual inflation, as can be seen in footnote (a) on page II-29 of the 11 

AmerenUE Depreciation Study filed in this proceeding (Schedule JFW-E1). 12 

 Future annual inflation is not forecast to be anywhere near as high as the average annual inflation that 13 

occurred during the past life of an average life pole that has recently retired.  14 

Q. ON PAGE 54 OF THE COMMISSION REPORT AND ORDER41 IN EMPIRE 15 

DISTRICT ELECTRIC CASE THE COMMISSION INDICATES THAT A 16 

TRADITIONAL APPROACH TO THE NET SALVAGE SHOULD BE USED FOR 17 

                     
39 For example, for a pole installed in 1962, the CPI-U index was 30.20 in 1962.  When retired 43 years later the 
CPI-U index was 195.30.  The ratio is 195.30/30.20=6.5 times.  This is an average annual inflation rate of 4.44% 
(check: (1.044)^43=6.5).  The other years are similar, as shown on page 3 of Schedule WWD-5. 
40 Federal Reserve Bank of Philadelphia – Economic Research – Survey of Professional Forecasters, Release Date:  
November 13, 2006.  This document was obtained at the Federal Reserve Bank of Philadelphia website 
http://www.phil.frb.org/files/spf/survq406.html, visited December 4, 2006.  This 2.5% is the forecast future annual 
inflation measured in CPI-U. 
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THESE ACCOUNTS.  WHAT IS INCLUDED IN A PROPER TRADITIONAL 1 

ANALYSIS? 2 

A.   The “Public Utility Depreciation Practices,” published by NARUC states the analyst is expected to 3 

examine past data.  However the analyst is also expected to be “cognizant of the factors that may 4 

cause future cost of removal experience to differ from that of the past” and if there are significant 5 

differences, the analyst is expected to “modify the results of the historical analysis.” 42   6 

Q.  WHAT DO YOU RECOMMEND? 7 

A. I recommend that the future Net Salvage percents include 2.5% annual future inflation.  According to 8 

the Survey of Professional Forecasters, a survey of 53 professional forecasters surveyed by the 9 

Federal Reserve Bank of Philadelphia, future inflation over the long-term is expected to be 2.5% per 10 

year.43   11 

 2.5% annual future inflation is a conservative recommendation.  In fact, Mr. Wiedmayer used 2.0% as 12 

his estimate of future annual inflation, for other purposes.44  My recommendation of 2.5% future 13 

annual inflation produces a higher depreciation expense than would be produce using 2.0% for the 14 

future annual inflation rate.  My recommendation of 2.5% annual future inflation rate is very 15 

reasonable, is supported by the survey of 53 professional forecasters surveyed by the Federal Reserve 16 

Bank of Philadelphia, and is conservative compared to the 2.0% annual future inflation rate Mr. 17 

Wiedmayer himself used for other purposes. 18 

                                                                  
41 Case No. ER-2004-0570, Report and Order Issued March 10, 2005. 
42 “Public Utility Depreciation Practices”, published by NARUC p.161 (1996). 
43 Federal Reserve Bank of Philadelphia – Economic Research – Survey of Professional Forecasters, Release Date:  
November 13, 2006.  This document was obtained at the Federal Reserve Bank of Philadelphia website 
http://www.phil.frb.org/files/spf/survq406.html, visited December 4, 2006. 
44 Footnote (a) on page II-29 of the AmerenUE Depreciation Study filed in this proceeding (Schedule JFW-E1). 



Direct Testimony of   
William W. Dunkel   
Case ER-2007-0002 

26 

Q. WHAT IMPACT DOES USING A 2.5% FUTURE ANNUAL INFLATION HAVE ON 1 

THE FUTURE NET SALVAGE FOR THE DISTRIBUTION POLES ACCOUNT 2 

(ACCOUNT 364)? 3 

A. With no other changes, the -135% future net salvage percent that Mr. Wiedmayer has proposed 4 

becomes -74% at a 2.5% annual future inflation rate, as shown on Schedule WWD-10.  The 5 

$20,544,469 of annual net salvage cost that Mr. Wiedmayer has proposed for this account45 becomes 6 

$11,207,874, as shown on Schedule WWD-11.46  This is a reduction of over $9.2 million in annual 7 

expense in this one account.  8 

Q. HAVE YOU ADJUSTED THE NET SALVAGE PERCENT IN THE OTHER 9 

TRANSMISSION AND DISTRIBUTION ACCOUNTS FOR A FUTURE ANNUAL 10 

INFLATION RATE 2.5%? 11 

A.  Yes.  The results are shown on Schedule WWD-11.  As shown on that Schedule, when 2.5% future 12 

annual inflation is used, the total annual depreciation expense is $20,060,630 less than the AmerenUE 13 

proposal, with no other changes. 14 

Q. DOES THIS CONCLUDE YOUR TESTIMONY? 15 

A. Yes. 16 

                     
45 Page C-96 of Company Depreciation Study, AmerenUE Schedule JFW-E1. 
46 $15,218,126 as shown on page C-96, times -74% future net salvage.  Of course other adjustments may also 
impact this account.   
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