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ILLINOIS COMMERCE COMMISSION 1 

DOCKET Nos. 11-0279, 11-0282 (Cons.) 2 

SURREBUTTAL TESTIMONY OF  3 

RONALD D. STAFFORD 4 

Submitted on Behalf Of 5 

Ameren Illinois 6 

I. INTRODUCTION 7 

Q. Please state your name and business address. 8 

A. My name is Ronald D. Stafford.  My business address is 1901 Chouteau Avenue, St. 9 

Louis, Missouri 63103. 10 

Q. Are you the same Ronald D. Stafford who provided direct testimony, supplemental 11 

direct testimony, rebuttal testimony and supplemental rebuttal testimony in this 12 

proceeding? 13 

A. Yes, I am. 14 

II. PURPOSE OF TESTIMONY 15 

Q. What is the purpose of your surrebuttal testimony in this proceeding? 16 

A. The purpose of my surrebuttal testimony is to respond to and discuss certain revenue 17 

requirement adjustments proposed by various parties in this proceeding concerning the following 18 

items:  FIN 48, Uncollectibles, OPEB Liability, Merger Costs and Savings, Injuries and 19 

Damages, Rate Case Expense, Supply Procurement, Storm Costs, Hazardous Materials 20 

Adjustment Clause (HMAC) Base Rate, and the Goodwill adjustment to Common Equity.  21 
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Specifically, I respond to the rebuttal testimony of Illinois Commerce Commission 22 

(Commission) Staff witnesses Ms. Bonita Pearce, Mr. Scott Tolsdorf, and Ms. Rochelle Phipps; 23 

and the The People of the State of Illinois and The Citizens Utility Board (joint AG/CUB) 24 

witness, Mr. David Effron. 25 

As summarized below, Ameren Illinois Company d/b/a Ameren Illinois (AIC or 26 

Company) continues to disagree with a number of the adjustments proposed by Staff and 27 

AG/CUB.  The adjustments proposed by these parties that I will address in my Surrebuttal 28 

should be rejected because: 29 

 Rate Base adjustment for ADIT-FIN 48 should be rejected for the reasons 30 
discussed in Mr. James Warren's rebuttal testimony, Staff witness Dianna 31 
Hathhorn's rebuttal testimony, and my surrebuttal testimony  (AG/CUB witness 32 
Effron) 33 

 Calculation of Uncollectible Rates should be based on a three-year average 2008-34 
2010 Account 904 Uncollectibles Expense and the same factor should be used for 35 
each Electric Rate Zone and each Gas Rate Zone (Staff witness Pearce). 36 

 Rate Base deduction for OPEB Liabilities should be rejected for the reasons 37 
discussed in my direct, rebuttal, and surrebuttal testimony (Staff witness Pearce 38 
and AG/CUB witness Effron). 39 

 Merger Costs should be allowed for recovery in rates based on the reasons 40 
discussed in my rebuttal and surrebuttal testimony, the rebuttal testimonies of 41 
Messrs. Mazurek, Nelson, and Getz, and the surrebuttal testimonies of Messrs. 42 
Mazurek and Nelson (AG/Cub witness Effron) 43 

 Merger Costs removed from rate case expense should be recoverable with other 44 
Merger Costs (Staff witness Tolsdorf). 45 

 The non-accrual portion of Injuries & Damages expense should be based on test 46 
year levels rather than a historical average (Staff witness Tolsdorf). 47 

 The accumulated provision for Injuries & Damages should not be deducted from 48 
Rate Base because the accruals have not been funded by ratepayers, as discussed 49 
in my rebuttal and surrebuttal testimony (Staff witness Tolsdorf). 50 

 The Supply Procurement Adjustment to Revenue Requirement should be added to 51 
the Supply Procurement for Recovery through Rider PER (Staff witness Pearce). 52 
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 Normalized Storm Costs should be based on the recommendation discussed by 53 
Mr. Getz (Staff witness Elsaid)  54 

 The goodwill adjustment to common equity should net the effects of all other 55 
purchase accounting adjustments for the reasons discussed in my rebuttal and 56 
surrebuttal testimony (Staff witness Phipps).  57 

In addition, I agree with certain recommendations proposed by Staff and Intervenor 58 

witnesses based on their rebuttal positions, as identified in my testimony below. 59 

Q. Are you sponsoring any exhibits with your surrebuttal testimony? 60 

A. Yes, in addition to my surrebuttal testimony I am sponsoring the following exhibits:  61 

 Ameren Exhibit 40.1: CIPS Rate Zone I Electric – Surrebuttal Revenue 62 
Requirement 63 

 Ameren Exhibit 40.2:  CILCO Rate Zone II Electric – Surrebuttal Revenue 64 
 Requirement 65 

 Ameren Exhibit 40.3:  IP Rate Zone III Electric – Surrebuttal Revenue 66 
 Requirement 67 

 Ameren Exhibit 40.4:  CIPS Rate Zone I Gas – Surrebuttal Revenue 68 
 Requirement 69 

 Ameren Exhibit 40.5:  CILCO Rate Zone II Gas – Surrebuttal Revenue 70 
 Requirement 71 

 Ameren Exhibit 40.6:  IP Rate Zone III Gas – Surrebuttal Revenue 72 
 Requirement 73 

Each of these exhibits include multiple schedules summarizing the development of 74 

operating income and rate base and presents AIC's electric and gas revenue requirement.  I 75 

present schedules comparing AIC's electric and gas revenue requirement as presented in my 76 

direct testimony to AIC's surrebuttal position. 77 

Q. Please identify the additional exhibits you will be sponsoring. 78 
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A. I am sponsoring the following additional exhibits: 79 

 Ameren Exhibit 40.7: Uncollectible Expense by Rate Zone 80 

 Ameren Exhibit 40.8: Rate Case Expense 81 

 Ameren Exhibit 40.9: Merger Costs and Savings 82 

 Ameren Exhibit 40.10:  Injuries and Damages Expense 83 

 Ameren Exhibit 40.11: Supply Procurement Adjustment 84 

 Ameren Exhibit 40.12: Storm Costs 85 

 Ameren Exhibit 40.13: Rate Case Expense Evidence 86 

III. REVENUE REQUIREMENT AND RATE BASE 87 

Q. What is AIC's surrebuttal revenue requirement? 88 

A. As shown on Ameren Exhibit 40.1, AIC's Electric surrebuttal revenue requirement for 89 

Rate Zone I is $263,470,000.  As shown on Ameren Exhibit 40.2, AIC's Electric surrebuttal 90 

revenue requirement for Rate Zone II is $145,868,000.  As shown on Ameren Exhibit 40.3, 91 

AIC's Electric surrebuttal revenue requirement for Rate Zone III is $481,152,000.  As shown on 92 

Ameren Exhibit 40.4 AIC's Gas surrebuttal revenue requirement for Rate Zone I is $81,217,000.  93 

As shown on Ameren Exhibit 40.5, AIC's Gas surrebuttal revenue requirement for Rate Zone II 94 

is $82,884,000.  As shown on Ameren Exhibit 40.6, AIC's Gas surrebuttal revenue requirement 95 

for Rate Zone III is $185,382,000. 96 

Q. What is AIC's total rate base on surrebuttal? 97 

A. As shown on Ameren Exhibit 40.1, AIC's Electric surrebuttal rate base for Rate Zone I is 98 

$416,279,000.  As shown on Ameren Exhibit 40.2, AIC's Electric surrebuttal rate base for Rate 99 

Zone II is $248,696,000.  As shown on Ameren Exhibit 40.3, AIC's Electric surrebuttal rate base 100 
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for Rate Zone III is $1,347,834,000.  As shown on Ameren Exhibit 40.4, AIC's Gas surrebuttal 101 

rate base for Rate Zone I is $224,133,000.  As shown on Ameren Exhibit 40.5, AIC's Gas 102 

surrebuttal rate base for Rate Zone II is $183,463,000.  As shown on Ameren Exhibit 40.6, AIC's 103 

Gas surrebuttal rate base for Rate Zone III is $548,686,000.  104 

IV. STAFF ADJUSTMENTS ACCEPTED 105 

Q. Does AIC's surrebuttal revenue requirement reflect any adjustments proposed by 106 

Staff? 107 

A. Yes.  AIC's surrebuttal revenue requirement reflects adjustments proposed by Staff to rate 108 

case expense and supply procurement. In addition AIC accepts Staff's calculation of the Rider 109 

HMAC - Hazardous Material Adjustment Clause (Rider HMAC) base rate amount.  As discussed 110 

later in my surrebuttal testimony, the adjustment to rate case expense also affects the calculation 111 

of Merger Costs included in revenue requirement, and the supply procurement adjustment also 112 

affects the Supply Cost Adjustments recovered through Rider PER - Purchased Electricity 113 

Recovery (Rider PER). 114 

Q. Do you have any comments regarding AIC's acceptance of Staff's adjustments? 115 

A. Yes.  In addition to the above list of accepted adjustments, Staff's testimony with regard 116 

to normalized storm costs and expense lead days used in the cash working capital calculations 117 

were considered in development of adjusted positions by AIC, as discussed further in the 118 

surrebuttal testimonies of Company witnesses, Messrs. Getz and Heintz, respectively.  119 

V. AIC'S ADJUSTMENTS ACCEPTED BY STAFF AND INTERVENORS 120 

Q. Have certain additional AIC rebuttal issues been fully resolved? 121 
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A. Yes.  Based upon a review of Staff and Intervenor rebuttal testimony, AIC's proposals 122 

with regard to customer deposits, merger savings, wages and salaries and employee benefits, 123 

materials and supplies, social and service club dues, Alton Propane Facility retirement, Hillsboro 124 

used and useful, and supplemental testimony adjustments for invested capital tax (gas only), 125 

insurance, incentive compensation, postage correction, Federal Energy Regulatory Commission 126 

(FERC) derivation, meter reading, and revenue pricing (gas Rate Zone III only), have been 127 

accepted by Staff and/or Intervenors or withdrawn by Staff and are not at issue. 128 

VI. FIN 48  129 

Q. In her testimony, Ms. Hathhorn agrees with AIC's recommendation to reject 130 

AG/CUB's ADIT adjustment to rate base for FIN 48.  Can you elaborate? 131 

A. Yes.  AIC witness, Mr. James Warren testified to the propriety of the Company's position 132 

regarding FIN 48.  He explained that the FIN 48 amount is distinctly different from the funds 133 

represented by traditional ADIT.  In the end, the Staff and AIC came to an agreement whereby 134 

the Company would continue to pursue its uncertain tax positions with the IRS, and would agree 135 

not to request recovery from customers of any interest or penalties in the event that interest and 136 

penalties are assessed.  The understanding is properly reflected in the data request response to 137 

Ms. Hathhorn's testimony, Attachment B. 138 

Q. Where does the Company stand with regard to the AG/CUB position? 139 

A. Mr. Warren and Ms. Hathhorn both articulated sound reasons for rejecting the AG/CUB 140 

position.  Mr. Effron now seems to be equating FIN 48 to non-investor supplied funds for 141 

customer advances and customer deposits.  However, there are significant differences between 142 

these two items and FIN 48.  Unlike FIN 48, the receipt of funds for customer advances and 143 
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customer deposits are from customers in the normal course of business, generally without dispute 144 

with regard to amount or refund terms, if any.  AIC operates under its policies and procedures 145 

along with tariffed terms and conditions for service to administer such receipts and refunds.  In 146 

contrast, under FIN 48, AIC is taking a tax position on an issue that it believes it has an 147 

opportunity to win, to the benefit of ratepayers.  If the utility does not prevail, the ratepayers will 148 

not be harmed because AIC has taken the risk and borne the costs, including interest or penalties, 149 

to sustain a favorable tax position.  While Mr. Effron does attempt to estimate the interest risk 150 

faced by AIC, he does not address or attempt to estimate the penalty risk also faced by the 151 

Company if unsuccessful.  It frankly does not make sense to adopt Mr. Effron's proposal to place 152 

all risk of interest and penalties on ratepayers, when the utility is in the position to assess the 153 

success or failure of a particular tax issue, and willing to take on the risk and bear the costs 154 

where, if successful, the ratepayers will receive a sustained future benefit.  In summary, FIN 48 155 

is clearly distinguishable from the examples cited by Mr. Effron, and the Company and Staff's 156 

recommended proposal should be adopted. 157 

VII. UNCOLLECTIBLES 158 

Q. Have you reviewed the testimony of Ms. Pearce and Mr. Effron regarding AIC's 159 

proposed uncollectibles expense? 160 

A. Yes. 161 

Q. Please summarize Ms. Pearce's recommendation as presented on rebuttal. 162 

A. Ms. Pearce recommends the following: (1) the Commission should order the Company to 163 

switch from using the balance of Account 904 to using net write-offs to determine the amount to 164 

recover through Rider EUA - Electric Uncollectibles Adjustment (Rider EUA)  and Rider GUA - 165 
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Gas Uncollectibles Adjustment (Rider GUA) (as further rebutted by Company witness Mr. Craig 166 

D. Nelson); (2) the Commission should use a 3-year average for the period 2008-2010 to 167 

determine the percentage of uncollectibles in base rates; and (3) an individual rate of 168 

uncollectibles should be applied in the respective revenue requirement for each separate electric 169 

and gas rate zone.  170 

Although she no longer proposes to base her adjustment on a six-year average, Ms. 171 

Pearce maintains that the normalized base rate amount should be based on net write-offs by rate 172 

zone because they consist of actual amounts written off AIC's books, reduced by subsequent 173 

recoveries, and thus reflect AIC's actual experience.  She also maintains that uncollectibles rates 174 

should be determined by rate zone per ICC Order in Docket No. 10-0517.  She recommends that 175 

rates be incorporated into the Gross Revenue Conversion Factor (GRCF) sponsored by Staff 176 

witness Mr. Scott Struck and used to update the uncollectibles adjustment in Electric Power 177 

Supply, Supply Cost Adjustment (SCA), Rider S - System Gas Service (Rider S) for Purchase 178 

Gas Adjustment (PGA) supply, and all other Commission-approved tariffs in which 179 

uncollectibles rate is a factor.   180 

Q. Please summarize Mr. Effron's recommendation as presented on rebuttal. 181 

A. Mr. Effron adopts AIC's proposal to base uncollectible accounts expense on the use of a 182 

three-year average of actual uncollectible expenses for the period 2008-2010. 183 

Q. What is the Company's recommendation with regard to uncollectibles issues raised 184 

by Ms. Pearce in rebuttal? 185 

A. For the reasons discussed in the rebuttal and the surrebuttal testimony of Mr. Nelson, the 186 

Company continues to propose the use of Account 904 uncollectible accounts expense to set the 187 
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appropriate uncollectibles account rates.  The Company also continues to propose to use the 188 

same electric rate for each electric rate zone and the same gas rate for each gas rate zone, instead 189 

of setting separate rates for each individual rate zone.  AIC agrees with Ms. Pearce's 190 

recommendation that the approved uncollectibles rates be incorporated into the GRCF and used 191 

to update the uncollectibles adjustment in Electric Power Supply SCA, Rider S for PGA supply, 192 

and all other Commission-approved tariffs in which uncollectibles rate is a factor. 193 

Q. Do you have any additional response to Ms. Pearce with regard to the application of 194 

the same electric uncollectibles rate to each electric rate zone and the same gas 195 

uncollectibles rate to each gas rate zone? 196 

A. Yes.  Ameren Exhibit 40.7 presents AIC's proposed electric and gas uncollectibles rates 197 

in total for electric and gas, as presented previously in Ameren Exhibit 22.7, and further 198 

delineated by rate zone, based on the three year average 2008-2010. 199 

VIII. OTHER POST-EMPLOYMENT BENEFITS LIABILITY 200 

Q. Do you agree with Ms. Pearce's adjustment to rate base of ($6,850,000) and 201 

($3,062,000) for electric and gas, respectively, to reflect the projected average Other Post-202 

Employment Benefits (OPEB) liability, net of accumulated deferred income taxes, for 203 

2012? 204 

A. No.  For the reasons discussed in my rebuttal testimony and expounded below, Ms. 205 

Pearce's recommendation bars the Company from recovering in rates amounts not yet funded by 206 

ratepayers.  Her suggestion that the Commission treat AIC's OPEB liability the same way it has 207 

treated the item in other dockets should be rejected.  The Company has reasonably estimated the 208 

amount of the liability that has been recovered in rates and has funded that amount.  The 209 
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remaining unfunded liability represents the portion not yet recovered from the ratepayer.  Ms. 210 

Pearce has not presented any new arguments to support her simplistic and speculative approach 211 

other than restating a comment provided by AG/CUB witness Mr. Effron in his direct testimony. 212 

Q. Does Ms. Pearce continue to maintain, in her rebuttal testimony, that the OPEB 213 

liability represents a cost-free source of funds to the utility? 214 

A. No.  While she does make reference to the Company's argument that the OPEB liability 215 

does not represent a cost free source of capital, she does not re-raise this as a reason why the 216 

Commission should find in favor of her proposed adjustment.  Instead, she continues to argue, at 217 

line 141, that the Company's proposal to exclude the OPEB liability is "a form of single-issue 218 

ratemaking since the corresponding employee benefit costs have been continuously reflected in 219 

the revenue requirement that is used to determine base rates."  She also uses as a secondary 220 

argument a restatement from Mr. Effron's direct testimony regarding the accruals giving rise to 221 

the liability. As stated in both my direct and rebuttal testimony, the OPEB liability at issue is not 222 

a cost-free source of capital to the utility because the amount of the remaining liability has not 223 

yet been funded by ratepayers. 224 

Q. Does Ms. Pearce have a valid argument that these costs have been continuously 225 

funded in rates? 226 

A. No.  Take the example of the legacy utility Central Illinois Light Company d/b/a 227 

AmerenCILCO (AmerenCILCO).  As illustrated on Ameren Exhibit 2.4, Schedule 3, Page 2, the 228 

CILCO legacy utility did not have a general electric rate case from the time FAS 106 was 229 

adopted in 1991 until 2007. The accumulated unfunded OPEB liability shown in Column (G) of 230 

that Schedule for the period 1991-2006 totals $57.820 million. That shortfall attributable just to 231 
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CILCO and just for the period 1991-2006 exceeds the entire OPEB liability on AIC's books used 232 

as the basis for Staff's calculation of the Rate Base deduction.  233 

Q. On p. 7, Ms. Pearce states that her adjustment is based on the projected average 234 

2012 accrued OPEB liability remaining after the 2011 Company contribution of $100 235 

million, which represents expenses accrued in excess of actual payments.  How do you 236 

respond? 237 

A. I agree with her calculation of the OPEB liability and the fact that the OPEB liability for 238 

financial reporting represents accrued expenses in excess of actual payments. Since this liability 239 

has not been funded by ratepayers, however, I disagree that a rate base deduction is appropriate. 240 

From a ratemaking perspective, after funding of the $100 million, AIC could have proposed to 241 

increase rate base for the OPEB ratepayer funding shortfall, but it did not elect to do so in order 242 

to minimize issues in its direct case filing and is not proposing to do so at this time. 243 

Q. Has Mr. Effron provided a modified calculation of the balance of accrued OPEB to 244 

be deducted from rate base? 245 

A. Yes.  Several computational errors were made known to AG/CUB in AIC's response to 246 

AG-DJE-3.19 which Mr. Effron relied upon to quantify the test year balance of accrued OPEB.  247 

As a result, Mr. Effron has corrected his adjustment. The amounts shown on AG/CUB Exhibit 248 

4.1 Schedule DJE-1 Page 1 agree with Staff's calculation of the adjustment. For the reasons 249 

stated above in response to Ms. Pearce and in my direct and rebuttal testimonies, I continue to 250 

disagree with Mr. Effron's proposed adjustment. 251 

IX. MERGER COSTS AND SAVINGS 252 

Q. Does Mr. Effron provide a revised adjustment to merger costs on rebuttal? 253 
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A. Yes.  Because AIC has eliminated the deferral and amortization of internal labor costs 254 

related to the merger, the annual amortization expense is reduced and Mr. Effron's adjustment to 255 

eliminate that amortization is also reduced. 256 

Q. Does he also provide any other recommendations? 257 

A. Yes.  He continues to propose that AIC be allowed no recovery until the actual amount of 258 

costs to be recovered are known and until it can be established that expected savings from the 259 

merger are actually being realized.  Company witness, Mr. James Mazurek addresses Mr. 260 

Effron's proposal. 261 

Q. In his rebuttal testimony, Staff witness Mr. Scott Tolsdorf recommends that a 262 

portion of the Accenture costs included in rate case expense be treated as merger related 263 

costs.  Do you concur with his recommendation? 264 

 Yes.  Ameren Exhibit 40.8 shows the reduction to rate case expense by rate zone and A265 

Ameren Exhibit 40.9 shows the increase to merger costs to reflect this adjustment. This increase 266 

does not change Mr. Nelson's conclusion, in rebuttal and surrebuttal, that, on a revenue 267 

requirement basis, test year merger savings exceed test year merger costs.  In response to data 268 

request AIC-Staff 16.15, Ms. Pearce indicated her agreement with treatment of these costs as 269 

merger related and also agreed that with this adjustment, merger savings still exceed merger 270 

costs.  As shown on Exhibit 40.9, test year merger savings exceed test year merger costs 271 

reflected in AIC's revenue requirement even after the addition of the Accenture costs. 272 



Ameren Exhibit 40.0 
Page 13 of 31 

X. INJURIES AND DAMAGES 273 

A. Expense – Cash Claims 274 

Q. Please summarize Mr. Tolsdorf's rebuttal proposal for an adjustment to injuries 275 

and damages expense. 276 

A. In his direct testimony, Mr. Tolsdorf's adjustment represented the five-year average of 277 

injuries and damages (I&D) expense from 2006 through 2010 including expense accruals.  His 278 

rebuttal adjustment maintains the same five-year average adjustment but substitutes the payout 279 

amount of cash claims for the amounts for expense accruals included in Account 925.1  280 

Q. Is it appropriate to replace the accruals with a normalized level of cash claims paid? 281 

A. Yes. I agree with Mr. Tolsdorf's proposal for this subset of costs.  His proposal is 282 

consistent with AIC's recommendation and also consistent with recent Commission rate case 283 

treatment for AIC.  284 

Q. On pages 4 and 5 of his rebuttal testimony, Mr. Tolsdorf provides his rationale for 285 

continuing to oppose AIC's proposal to normalize only the accrual portion of the injuries 286 

and damages expense account.  Please respond. 287 

A. Mr. Tolsdorf proposes to also normalize the non-accrual portions of I&D expense 288 

because he believes AIC's projected I&D test year expense does not reflect a "uniform" 289 

percentage change from the average.  He also claims AIC has provided no evidence as to why 290 

historically uniform expense accruals would suddenly change for the test year, indicating an 291 

approximately 106% increase in electric costs and a 55% decrease in gas costs, excluding 292 

expense accruals.  293 
                                                 
1 In response to AIC Data Request 16.19, Mr. Tolsdorf presented Schedule 22.01 CORRECTED to revise the I&D 

expense adjustment for CIPS Rate Zone I Electric from $(959) to $(863). 
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Q. In your rebuttal testimony, did you provide any explanation for why test year 294 

electric I&D expense was increasing and test year gas I&D expense was decreasing when 295 

compared to prior periods? 296 

A. Yes. At page 20 of my rebuttal, in response to Mr. Effron, I indicated that the original test 297 

year forecast for electric I&D expense was overstated and the original test year forecast for gas 298 

I&D expense was understated.  As explained in my rebuttal, AIC made a supplemental testimony 299 

adjustment to correct for the electric overstatement and gas understatement identified from the 300 

original forecasted amounts.  A review of Mr. Tolsdorf's workpaper in support of the above-301 

referenced electric and gas percentages indicates that he did not consider the supplemental 302 

testimony corrections in his calculation of the electric percentage increase and gas percentage 303 

decrease. As further stated in my rebuttal response to Mr. Effron, I indicated that AIC has 304 

determined that gas operations should receive a higher allocation of certain insurance costs and 305 

has prospectively modified that allocation in its supplemental corrections.  After consideration of 306 

these corrections, in my opinion, the test year forecast should continue to serve as the basis for 307 

setting rates and Staff's proposed normalization adjustment should be rejected. 308 

Q. Has this issue been resolved with AG/CUB? 309 

 Yes. Mr. Effron no longer recommends any adjustments to the pro forma I&D expense A310 

presented in my rebuttal testimony. His proposal concurs with that of AIC. 311 

Q. Has this issue been resolved with IIEC? 312 

A. It appears that this issue has been resolved with IIEC based on the fact that IIEC did not 313 

further address this issue in rebuttal testimony. 314 
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B. Rate Base – Accumulated Provision for Injuries and Damages 315 

Q. Please summarize Mr. Tolsdorf's rebuttal proposal to reduce rate base for the 316 

accumulated reserve for injuries and damages. 317 

A. Mr. Tolsdorf continues to maintain that even with his switch from normalizing I&D 318 

expense using cash payments rather than accruals recorded to the reserve liability account, that it 319 

is still appropriate to reflect a rate base deduction for the accumulated reserve liability.  While 320 

his position is confusing, it appears to be based on the assumption Account 925 expense accruals 321 

are still in revenue requirement because they are recorded to Account 925 and his belief that cash 322 

claims paid can serve as a proxy for expense accruals.  323 

Q. On pages 6 and 7, lines 141-146, Mr. Tolsdorf provides an explanation for his 324 

adjustment, stating that the expenses giving rise to this liability (Account 925) have been 325 

included in the Administrative and General Expense line of the revenue requirement in 326 

AIC's previous rate cases.  Is this correct? 327 

A. No.  As also discussed in my rebuttal testimony, pro forma and/or ratemaking 328 

adjustments in recent AIC rate cases have eliminated Account 925 expense accruals and added in 329 

its place cash claims paid.  Thus, the accrued expense portion of Account 925 that gives rise to 330 

the accumulated provision for I&D has not been included in revenue requirement.  Absent these 331 

adjustments, I agree with Mr. Tolsdorf that this expense would have been included in Account 332 

925.  However, revenue requirement is not based on expense prior to pro forma and/or 333 

ratemaking adjustments.  Revenue requirement is based on expense after any adjustments.  334 

Stated another way, if the accruals have been eliminated, they are not in revenue requirement, 335 

and are not being funded by ratepayers.  Since the accruals have been eliminated, ratepayers are 336 
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not funding the accruals that give rise to the accumulated provision account Staff proposes to 337 

deduct from rate base.  Mr. Tolsdorf cannot point to where the Account 925 expense accruals are 338 

included in revenue requirement in AIC rate cases dating back to at least Docket Nos. 06-0070 339 

(Cons.) because revenue requirement was based on operating expenses AFTER pro forma or 340 

ratemaking adjustments, and those calculations of revenue requirement have eliminated 100% of 341 

the expense accruals and replaced those accruals with cash claims paid.  Attached as Ameren 342 

Exhibit 40.10 is a detailed calculation of the Account 925 expense included in rates dating back 343 

to Docket Nos. 06-0070 (Cons.).  As this schedule illustrates, in each of these rate cases, 100% 344 

of the Account 925 expense accruals have been eliminated and replaced with cash claims paid in 345 

the determination of test year revenue requirement included for recovery in rates.   346 

Q. On page 7, Mr. Tolsdorf rejects AIC's argument that the expense accruals have 347 

been eliminated and replaced by the normalized level of claims paid as mere "semantics" 348 

stating that cash payments serve as a proxy for expense accruals.  How do you respond? 349 

A. Mr. Tolsdorf's statement seems to imply a misunderstanding of accrual and cash basis 350 

accounting. Both Mr. Tolsdorf and I agree that both historical I&D expense accruals and I&D 351 

cash claims paid fluctuate and should be normalized. However, one cannot serve as a proxy for 352 

the other. One is based on actual cash outlays and the other is based on estimates. Accruals are 353 

forward looking in that they estimate today what will be a realized liability sometimes years 354 

from now.  For liability claims, an accrual may occur years in advance of an actual cash outlay 355 

because the accrual is an estimate, and not based on internal knowledge of a ruling court's 356 

decision and not based on precise knowledge of what the claim may alternately settle at (if the 357 
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claim can be settled). Accordingly, the ultimate cash outlay may be materially higher or lower 358 

than the original estimate. 359 

Furthermore, if his statement was correct, that there was no difference between the 360 

expense accruals and cash outlays, there would be no accumulated provision for injuries and 361 

damages. Cash outlays would be recorded directly to Account 925 expense rather than recorded 362 

against the reserve liability. However, under accrual accounting, cash outlays REDUCE, rather 363 

than INCREASE, the reserve account. Provided below is a summary of the differences between 364 

accrual and cash basis accounting for injuries and damages claims that illustrate these differences 365 

are more than just "semantics."  366 

Accrual Accounting to create an I&D liability 367 
 368 
Debit (Increase) Account 925 Expense $xxx 369 

Credit (Increase) Account 228 Liability Provision for I&D $xxx 370 

Accrual Accounting to satisfy or relieve I&D liability via cash payment equal to the accrual 371 
 372 
Debit (Decrease) Account 228 Liability Provision for I&D $xxx 373 

Credit (Decrease) Account 131 Cash to pay Liability $xxx 374 

Cash Accounting to create an I&D liability 375 
 376 
NONE 377 

Cash Accounting to satisfy or relieve I&D liability via cash payment 378 
 379 
Debit (Increase) Account 925 Expense $xxx 380 

Credit (Decrease) Account 131 Cash to pay Liability $xxx 381 

 Note that the Liability Account 228 for Accumulated Provision for I&D does not exist 382 

under cash basis accounting.  As illustrated above, under accrual accounting, a liability exists for 383 

financial reporting.  Under cash accounting, no liability exists for financial reporting.  It follows 384 
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that use of cash claims paid rather than expense accruals for ratemaking means that customers 385 

are not funding the I&D liability, and accordingly, no liability exists for ratemaking. 386 

Q. Please continue your discussion by providing an illustration of why expense accruals 387 

are not the same as cash claims paid. 388 

A. AIC's most recent case was based on a 2008 Historical Test Year with pro forma and/or 389 

ratemaking adjustments. One such adjustment was to eliminate 2008 Test Year expense accruals 390 

and replace with an historical average of cash claims paid for the period 2004-2008.  To illustrate 391 

the differences under an accrual vs. cash basis, shown below is an example of the impact of a 392 

new (hypothetical) I&D claim in 2008: 393 

 In 2008, significant property damage was sustained at a business and AIC was 394 
sued as one of a group of plaintiffs based on claims that AIC's electric and gas 395 
service malfunctioned as the primary cause for damage to the business.  396 

 The business sues AIC for $6 million in damages under two claims – one for 397 
damage to the business and lost sales due to electrical and gas malfunctions at 398 
$3 million and another for punitive and compensatory damages in the amount 399 
of $3 million. 400 

 AIC does not believe it is at fault but also realizes that a court may find the 401 
Company liable.  The Company's best estimate of liability exposure is $3 402 
million ($1.5 million for each claim).  In 2008, an expense accrual of $3 403 
million is made with an increase to account 925 accrued expense with a 404 
corresponding increase in the accumulated provision for I&D of $3 million. 405 

 No cash outlay is made until either the court requires the utility to pay or the 406 
case is settled.  Typically, it takes a number of years for a court to rule or for 407 
the liability claim to settle.  For the first claim, let's assume it is settled for $1 408 
million in 2010 and for the punitive and compensatory claim, let's assume the 409 
court rules that AIC is liable for the $2.5 million in 2012. 410 

Shown below is the accounting for the above: 411 

2008 (Initial liability exposure of $1.5 million for each claim is recorded. Account 925 expense 412 
is increased by $3 million and a Reserve Liability is established at $3 million. There are no 413 
cash claims paid for these lawsuits in 2008):  414 
 415 
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Debit (Increase) Account 925 Expense $3 million 416 
Credit (Increase) Account 228 Liability Provision for I&D $3 million 417 

2010 (Cash payment of $1 million made to satisfy first claim is recorded): 418 
 419 
Debit (Decrease) Account 228 Liability Provision for I&D $1 million 420 

Credit (Decrease) Account 131 Cash to pay Liability $1 million 421 

2010 (Since the $1.5 million liability is satisfied with a cash payment of $1 million, an entry to 422 
remove the remaining $500,000 liability is recorded): 423 
 424 
Debit (Decrease) Account 228 Liability Provision for I&D $500,000 425 

Credit (Decrease) Account 925 Expense $500,000 426 

2012 (Court rules that the Company is liable for $2.5 million for the second claim. Since the 427 
Company estimated its liability would be $1.5 million, the first entry is to record an additional 428 
liability of $1 million  and the second entry is to record the payment to satisfy the claim): 429 
 430 
Debit (Increase) Account 925 Expense $1 million 431 

Credit (Increase) Account 228 Liability Provision for I&D $1 million 432 
Debit (Decrease) Account 228 Liability Provision for I&D $2.5 million 433 

Credit (Decrease) Account 131 Cash to pay Liability $2.5 million 434 

Shown below is a summary of the accrual and cash accounts along with the balance existing 435 
in the accumulated provision account for each period based on the above example: 436 

2008: Account 925 Expense is $3 million, Account 131 Cash Outlays are $0, and the year end 437 
Account 228 accumulated provision liability account balance is $3 million 438 

2010: Account 925 Expense is ($500,000), Account 131 Cash Outlays are $1 million, and year 439 
end Account 228 accumulated provision liability account balance is $1.5 million 440 

2012: Account 925 Expense is $1 million, Account 131 Cash Outlays are $2.5 million, and the 441 
year end Account 228 accumulated provision liability account balance is $0 442 

Ratemaking implications of these transactions with a 2008 Test Year: 443 

In 2008, Account 925 expense is $3 million. Before adjustment, $3 million is included in 444 

revenue requirement.  After adjustment, if a five year average of expense accruals is used to 445 
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establish rates, than 1/5 of $3 million, or $600,000 of expense, is included in revenue 446 

requirement.  After adjustment, if a five year average of cash claims paid is used, 1/5 of $0 is 447 

included in revenue requirement.  Under an accrual basis, ratepayers are funding $600,000 in 448 

rates. Under a cash basis, ratepayers are funding $0 in rates.  In the 2008 Test Year rate case, the 449 

Commission ruled in favor of a five year average of claims paid based on 2004-2008 actual data 450 

and did not include a rate base deduction for the accumulated provision for injuries and damages.  451 

The ratepayers funded $0 of this claim and the rate base deduction was $0, based on the 452 

Commission's ruling.  Under Mr. Tolsdorf's current proposal, the rate base deduction would have 453 

been $3 million (net of deferred tax impacts) related to this claim, even though customers had 454 

funded $0. 455 

Ratemaking implications of these transactions with the current 2012 Test Year where both 456 
accruals and cash claims are normalized over 2006-2010 and the reserve liability is based on 457 
2010 balances: 458 

In the 2012 Forecast, Account 925 expense for these hypothetical claims would have been 459 

estimated $0 because the liability originally existed in 2008 and was accrued for in that year. The 460 

Company did not estimate changes in its liability for resolution of existing claims in developing 461 

its forecast.  Therefore, before adjustment, $0 is included in revenue requirement.  After 462 

adjustment, if a five year average of expense accruals is used to establish rates, then 1/5 of $2.5 463 

million ($3 million recorded in 2008 less $500,000 recorded in 2010), or $500,000 of expense, is 464 

included in revenue requirement.  After adjustment, if a five year average of cash claims paid is 465 

used, the 1/5 of $1 million, or $200,000, is included in revenue requirement.  Under an accrual 466 

basis, ratepayers are funding $500,000 in rates. Under a cash basis, ratepayers are funding 467 

$200,000 in rates.  468 
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In the 2012 Test Year rate case, the Company will only collect in rates, under either Staff 469 

or AIC's proposal, based on a five-year average of cash claims paid.  As illustrated above, they 470 

are not the same.  While it is true that over time, for a specific claim, expense accruals and cash 471 

payments will be equal, at any given point in time, or over any period used to average accruals 472 

and cash, the two are vastly different.  Perhaps more importantly, cash outlays do not create the 473 

accumulated provision account that Mr. Tolsdorf seeks to deduct in rate base.  In summary, 474 

accrued expense is not equal to cash outlays at any point in time or for any averaging period.  If 475 

customers are paying rates based on an average of cash claims paid, there is $0 liability being 476 

funded by ratepayers at ALL times. Accordingly, Mr. Tolsdorf's proposal to provide to 477 

ratepayers the benefit of a rate base deduction is incorrect since rates have been and continue to 478 

be based on a five year average of actual cash claims paid. 479 

XI. RATE CASE EXPENSE 480 

Q. Has Mr. Tolsdorf revised his position with respect to AIC's rate case expense 481 

amount? 482 

A. Yes.  He now finds that AIC's rebuttal estimate for rate case expense is reasonable, 483 

except for the inclusion of merger costs.  He specifically proposes to disallow the costs submitted 484 

by Accenture for the Merger Integration Project.  He also acknowledges that AIC has contracted 485 

with Accenture for assistance with this current rate case, however concludes any inclusion of 486 

merger costs in rate case expense is inappropriate and should be disallowed from rate case 487 

expense. As discussed previously, these costs have been included for recovery with merger costs.  488 

Q. Mr. Tolsdorf recommends the Commission find the amounts of compensation AIC 489 

paid for attorneys and technical experts to prepare and litigate this proceeding, as adjusted 490 
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by Staff, are just and reasonable pursuant to Section 9-229 of the Public Utilities Act 491 

(PUA).  Do you agree? 492 

A. Yes. 493 

Q. Have you provided the information he requested to support the justness and 494 

reasonableness of rate case expense? 495 

A. Yes.  AIC has provided extensive information through testimony, discovery and the Part 496 

285 schedules. Mr. Tolsdorf recommends that AIC provide certain of this information supporting 497 

rate case expense in surrebuttal.  Ameren Exhibit 40.13 includes data responses and attachments 498 

which outline the information provided to Staff in discovery, including summary comparisons of 499 

current to prior case amounts and a summary of expenditures by provider and case phase.  500 

Ameren Exhibit 40.13 also contains a summary of each invoice from each provider related to 501 

rate case expense and submitted to Staff for review. 502 

XII. SUPPLY PROCUREMENT ADJUSTMENT 503 

Q. Has AIC accepted Ms. Pearce's Supply Procurement Adjustment?  504 

A. Yes. 505 

Q. Do you have any comments regarding her adjustment? 506 

A. Yes. In response to AIC Data Request 16.16, Ms. Pearce stated her agreement that these 507 

costs are properly recoverable within the Supply Procurement Adjustment (SPA) as part of the 508 

Supply Cost Adjustments (SCA) discussed at pages 44-46 of my direct testimony (Ameren 509 

Exhibit 2.0E).  Ameren Exhibit 40.11 is a revision to the SPA calculation previously presented 510 

on Ameren Exhibit 2.5, Schedule 1 to reflect the inclusion the SPA adjustment removed from 511 

test year revenue requirement. 512 
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Q. In her response to the above-referenced data request, Ms. Pearce questioned 513 

whether the amount of $97,446 discussed at lines 964-972 of Ameren Exhibit 2.0E has been 514 

removed from test year revenue requirement. Please respond. 515 

A. No adjustment was made to the test year revenue requirement because the referenced 516 

amount was not included in the forecasted test year.  As discussed in my direct testimony, this 517 

amount represents the continued amortization of the amounts previously authorized for recovery 518 

via amortization through the SPA, but not fully recovered, at the time of new rates in the current 519 

rate case proceedings. 520 

XIII. STORM COSTS 521 

Q. Has AIC modified its proposal regarding normalized storm costs in response to Ms. 522 

Elsaid? 523 

A. Yes. As discussed in the surrebuttal testimony of Company witness, Mr. Michael J. Getz, 524 

AIC is now proposing to reflect a normalization of storm costs based on 2005-June 2011 storm 525 

expense, rather than normalization based on 2005-2009 expense.  It is my understanding that 526 

Staff does not object to recovery of this amount for purposes of this proceeding.  AIC considers 527 

this issue resolved. 528 

Q. What impact does this have on AIC's revenue requirement? 529 

A. The impact reduces AIC's requested level of storm expense by $959,000.  The calculation 530 

of the adjustment by rate zone is presented on Ameren Exhibit 40.12. 531 

XIV. HAZARDOUS MATERIALS ADJUSTMENT CLAUSE RIDER 532 

Q. Is it appropriate to normalize Hazardous Material Adjustment Clause Rider 533 

(HMAC) expenses utilizing a five-year average of HMAC cash claims paid? 534 



Ameren Exhibit 40.0 
Page 24 of 31 

A. Yes.  Since HMAC related claims payments are included with I&D, it is appropriate to a 535 

use a five year average for HMAC cash claims. 536 

Q. Do you agree that HMAC cash claims paid are a proxy for the HMAC expenses and 537 

are therefore recovered through ratepayers in rates? 538 

A. No. I do not agree for the reasons discussed previously in the I&D section of my rebuttal 539 

testimony.  Furthermore, a proxy is not needed for these expenses.  Mr. Tolsdorf has proposed a 540 

five-year average of cash claims paid, as has AIC.  Therefore, the amount of HMAC included in 541 

base rates should be based on the amount of HMAC included in revenue requirement. 542 

Q. Mr. Tolsdorf recommends that the Commission find that the amount of HMAC 543 

Costs reflected in the test year electric revenue requirement for Rate Zone 3 (formerly 544 

AmerenIP) is $234,690. Do you agree? 545 

A. His proposal to set the HMAC Base Amount at $234,690 is acceptable. 546 

XV. GOODWILL ADJUSTMENT TO COMMON EQUITY 547 

Q. Please summarize Staff witness Phipps proposal on rebuttal to remove goodwill in 548 

calculating the adjustment of AIC's common equity 549 

A. A. Ms. Phipps continues to maintain that is appropriate to remove the entire $411 550 

million of goodwill from common equity, arguing that the full $411 million of goodwill is offset 551 

by exactly $411 million of common equity. It appears that she attempts to support her position 552 

by making three points, without responding directly to the points I raised in rebuttal. Her three 553 

points are as follows: 554 

 Her proposal to subtract goodwill from common equity is not at odds with the 555 
order in Docket No. 04-0294.  556 
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 AIC's inclusion of Account 219, Accumulated Other Comprehensive Income 557 
(OCI) is incorrect because, in her opinion, it is unrelated to purchase 558 
accounting (PA).  559 

 The $411 million of goodwill on AIC's balance sheet is exactly offset by a like 560 
amount for common equity. 561 

Q. Is Ms. Phipps' proposal to subtract goodwill from AIC's common equity at odds 562 

with the Staff's recommendation issued in Docket No. 04-0294? 563 

A. No.  AIC also proposes to subtract goodwill and in rebuttal proposed a subtraction of 564 

$350,833,351 from AIC's common equity. Ms. Phipps' error is in subtracting the entire goodwill 565 

balance of $411 million without netting all other purchase accounting adjustments.  That error 566 

overstates the reduction to common equity, and represents an abrupt departure from prior 567 

Commission precedent in AIC rate cases and Staff's recommendation, and the Order, issued in 568 

Docket No. 04-0294. Ms. Phipps, for some reason, resorted to stating in her rebuttal the one 569 

common feature of Staff's and AIC's proposal without directly responding to my rebuttal on this 570 

issue. 571 

Q. Do you agree with Ms. Phipps statement that the Company's proposed purchase 572 

accounting adjustments reflect the amortization of Account 219 Accumulated OCI, which 573 

is unrelated to purchase accounting? 574 

A. I agree that the Company's purchase accounting adjustments (both actual year end 2010 575 

and estimated for 2011 and 2012) include amortization of OCI.  She is incorrect, however, that 576 

these adjustments are unrelated to purchase accounting.  Inclusion of OCI is required to conform 577 

with Statement of Financial Accounting Standards No. 158 (FAS 158) for financial reporting 578 

beginning at December 31, 2006.  At the time of Docket No. 04-0294, FAS 158 had not been 579 

issued and therefore, was not included as part of the Company's purchase accounting adjustments 580 



Ameren Exhibit 40.0 
Page 26 of 31 

at that time.  However, reporting for post employment benefits at fair value was considered in 581 

Docket No. 04-0294.  FAS 158 required changes to how the fair value of post employment 582 

benefits are reported and in turn had a direct impact on purchase accounting, including the 583 

reporting of goodwill, at time of adoption in 2006.  584 

Q. Is AIC's proposal to net all other purchase accounting adjustments, including 585 

amortization of OCI, against goodwill, at odds with the Staff's recommendation issued in 586 

Docket No. 04-0294? 587 

A. No.  As discussed above, AIC was required to conform with adoption of FAS 158. AIC's 588 

purchase accounting adjustments, including amortization of OCI, is consistent with Staff's 589 

recommendation, and the Order, issued in Docket No. 04-0294.  In contrast, Ms. Phipps' 590 

proposal, which is a departure from her proposals in prior AIC rate cases, is directly at odds with 591 

Staff's recommendation in Docket No. 04-0294 to exclude all other purchase accounting 592 

adjustments. 593 

Q. Ms. Phipps also takes issue with AIC's expectation that the purchase accounting 594 

adjustment will increase from 2010 to 2011, then decrease from 2011 to 2012, whereas the 595 

Company expects the goodwill balance to remains constant.  Is her observation relevant? 596 

A. I agree with Ms. Phipps' statement that amortizations will decrease ratably over time. 597 

However, some amortizations offset other amortizations and do not impact the PA balance, and 598 

the change in balances are also affected by cash payments made. In my rebuttal testimony, I 599 

explained that purchase accounting adjustments are also adjusted based on tax deductibility of 600 

cash payments against contingencies related to fair value differences for such obligations.   601 
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Q. Ms. Phipps states that AIC's claim that subtracting goodwill from the common 602 

equity balance results in the "inclusion of all purchase accounting adjustments" in AIC's 603 

capital structure is misleading. How do you respond? 604 

A. My Rebuttal Testimony may in part have been misinterpreted by Ms. Phipps relative to 605 

the relationship of goodwill with other purchase accounting adjustments. Goodwill is a purchase 606 

accounting adjustment along with all other adjustments made to record the difference between 607 

fair value and book value of assets net of liabilities at the time of an acquisition. To clear up any 608 

confusion, I believe it is important to clarify some fundamental aspects of purchase accounting: 609 

 Initial purchase accounting entries recorded at the time of an acquisition include 610 
the recording of goodwill. Goodwill is a purchase accounting adjustment. As 611 
such, goodwill and other purchase accounting adjustments are intertwined. 612 

 Goodwill, including all other purchase accounting adjustments, represent the 613 
difference between fair value and book value of assets (net of liabilities), at the 614 
time of an acquisition. 615 

 If the fair value of all assets and liabilities at time of acquisition were exactly 616 
equal to book value, then the only purchase accounting adjustment recorded at 617 
the time of acquisition would be goodwill representing the difference between 618 
the purchase price paid and book value. Under a hypothetical scenario where fair 619 
value was exactly the same as book value for all assets and liabilities and 620 
goodwill was the only purchase accounting adjustment, then goodwill would be 621 
exactly offset by common equity on the balance sheet. 622 

 If only goodwill is excluded from Common Equity without also excluding other 623 
purchase accounting, then Common Equity is not stated at book value. 624 

 When all purchase accounting entries, including goodwill, are excluded, from the 625 
Balance Sheet, Assets, Liabilities, and Preferred and Common Equity are 626 
recorded at book value. 627 

Q. Ms. Phipps states at lines 61 and 62 of her rebuttal testimony that the presence of 628 

goodwill on AIC's balance sheet "inflates the balance of common equity by an equal 629 

amount."  Is that correct? 630 
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A. A She is incorrect. As I stated above, the impact on common equity is NOT equal to 631 

goodwill ONLY, but equal to goodwill after netting all other purchase accounting adjustments. 632 

To prove this point and refute Ms. Phipps' claim, shown below are the actual entries recorded to 633 

push down goodwill to AIC at October 1 2010 for the CILCO acquisition portion of the goodwill 634 

adjustment at issue here. 635 

Debit Account 186 Goodwill     $197,027,143 636 

Debit Account 283 Accumulated Deferred Income Taxes $    3,468,006 637 

Credit Account 399 Other Tangible Property    $   8 ,735,602 638 

Credit Account 219 Accumulated Other Comprehensive Income $  17,443,915 639 

Credit Account 211 Other Paid-In Capital    $137,244,113 640 

Credit Account 216 Retained Earnings    $  37,071,519 641 

As shown above, the actual increase in common equity to record $197,027,143 of goodwill was 642 

$174,315,632 (sum of account 211 and 216 shown above), not the $197 million by which Ms. 643 

Phipps' proposes to reduce the common equity balance.  644 

Q. In her rebuttal testimony, Ms. Phipps references to Ameren's direct testimony and 645 

exhibits2 in Docket No. 04-0294. Have you reviewed the relevant testimony and exhibit? 646 

A. Yes.  The referenced testimony and exhibit was sponsored by Mr. Martin Lyons in the 647 

Illinois Power reorganization proceeding. Mr. Lyons discussed the proposed purchase accounting 648 

                                                 
2 Applicants' Ex. 5.01 and 5.1 in Docket No. 04-0294.  
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for the reorganization. Ms. Phipps cites to Mr. Lyons' testimony at Exhibit 5.0 where he 649 

introduces the proposed accounting for the transaction illustrated on Exhibit 5.1. She also cites to 650 

his Testimony where he discusses finalization of push down accounting entries within one year 651 

after closing. 652 

Q. Please summarize the referenced testimony and exhibit. 653 

A. Mr. Lyons discusses a number of items in his testimony included the proposed 654 

accounting for the transaction. He also presents a number of exhibits including a summary 655 

example of the journal entries to record the transaction.  As indicated in his example journal 656 

entry (Exhibit 5.1), there are debits or credits to goodwill, common equity, and other accounts. 657 

No dollars amounts are shown as these entries are intended to illustrate the accounting in 658 

summary form.  659 

Q. Do you have any comments regarding the referenced Testimony and Exhibit? 660 

A. Yes.  As a point of clarification, Ms. Phipps cites to Exhibit 5.1 as support for use of 661 

account 114 for goodwill. However, Mr. Lyons uses account 303 rather than 114 to illustrate the 662 

accounting effects of the transaction. Of relevance to the issue in the present case is Mr. Lyons' 663 

discussion of the reversal of the effects of push down accounting3 where he states the following: 664 

The push down entries will affect both asset and liability accounts. Illinois 665 
Power will subtract the adjustments to liability accounts from the 666 
adjustments to asset accounts, and will then subtract the resulting value 667 
from common equity. This will put Illinois Power in the same position as 668 
if the push down entries were never made on Illinois Power's books. 669 

Obviously, this is Ameren Illinois' stated intent in the present proceedings. 670 

                                                 
3 Applicants' Ex. 5.0, p. 7, lines 139-146. 
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Q. Did Mr. Lyons file supplemental direct testimony in Docket No. 04-0294 to further 671 

clarify the effects of purchase accounting on the books and records of Illinois Power? 672 

A. Yes. Mr. Lyons presented four examples of purchase accounting effects on Exhibits 15.1 673 

through 15.4 (Rev.), including the adjustments necessary to remove the purchase accounting 674 

effects of these transactions.  His examples also used account 114 rather than account 303 for 675 

goodwill and also illustrated that elimination of the account 114 balance was greater than the 676 

impact on common equity until the purchase accounting impacts were fully adjusted for or 677 

amortized, consistent with AIC's position in the present case, More specifically, Exhibit 15.2 678 

(Rev.) illustrates that the elimination of purchase accounting (column I) reduces goodwill by 679 

$142 million with a reduction of $92 million for common equity, with the $50 million difference 680 

due to other purchase accounting eliminations. 681 

Q. Please comment on Ms. Phipps statement that if goodwill was written off today, the 682 

write off to common equity would be $411 million. 683 

A. Her statement is speculative and not supported by facts in evidence. AIC is not projecting 684 

that such write off will occur any time soon and certainly not within the Test Year. Even if such 685 

a write-off did occur, the balance of common equity would still be impacted by other purchase 686 

accounting adjustments not fully adjusted or amortized on AIC's books. As stated in my previous 687 

responses, due to the impact of other purchase accounting adjustments, there is not $411 million 688 

of common equity on AIC's balance sheet to offset $411 million of goodwill.  Accordingly, Ms, 689 

Phipps' comment is irrelevant to the issue of whether it is appropriate to reduce common equity 690 

by the full $411 million of goodwill. It should also be noted, however, that even if goodwill and 691 

all other purchase accounting adjustments had been written off at December 31, 2010, the impact 692 
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on common equity would be exactly the same as the Company proposal of $350,833,351, again 693 

due to the impact of all other purchase accounting adjustments. 694 

XVI. CONCLUSION 695 

Q. Does this conclude your surrebuttal testimony? 696 

A. Yes, it does. 697 


