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Witness Identification 1 

Q. Please state your name and business address. 2 

A. My name is Scott Tolsdorf.  My business address is 527 East Capitol 3 

Avenue, Springfield, Illinois 62701. 4 

Q. What is your current position with the Illinois Commerce Commission 5 

(“ICC” or “Commission”)? 6 

A. I am currently employed as an Accountant in the Accounting Department of 7 

the Financial Analysis Division. 8 

Q. Please describe your qualifications and background. 9 

A. I received a Bachelors of Science in Liberal Studies from Excelsior College 10 

in Albany, New York, and am nearing completion of a Master’s degree in 11 

Accounting from the University of Illinois-Springfield.  I am a Certified Public 12 

Accountant and joined the staff of the Commission in February 2010.  Prior 13 

to the Commission, I was employed for four years as a staff accountant for a 14 

public accounting firm, and nine years in the U.S. Navy as an operator and 15 

instructor in the Naval Nuclear Power Program.   16 

Q. Have you previously testified before this Commission? 17 

A. Yes, I have testified before the Commission on several occasions.  18 

 19 

Purpose of Testimony 20 

Q. What is the purpose of your testimony in this proceeding? 21 
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A. The purpose of my testimony is to present my recommendation on Aqua 22 

Illinois, Inc.’s (“Aqua” or “Company”) proposed accounting entries for the 23 

purchase of the Sun River Terrace sewer system and the proposed 24 

regulatory treatment of the resulting acquisition adjustment. 25 

Q. What is an acquisition adjustment? 26 

A. An acquisition adjustment results when the purchase price paid by a utility 27 

differs from the original cost of the assets being purchased.  The difference 28 

is recorded as an acquisition adjustment and is recorded in Account 114, 29 

Utility Plant Acquisition Adjustment.  The acquisition adjustment is typically 30 

amortized over the remaining useful life of the assets being purchased, but 31 

could be written off in the year of purchase. 32 

Q. Please describe the details of the transaction that create the acquisition 33 

adjustment. 34 

A. The Company is purchasing the Sun River Terrace sewer system for the 35 

initial purchase price of $300,000 plus the transaction costs of $50,000.  The 36 

transaction costs include the costs for the original cost study, legal fees, and 37 

other fees. 38 

The table below illustrates the calculation of the acquisition adjustment using 39 

the amounts proposed by Aqua in Aqua Exhibit 3.1, p. 5: 40 

 41 
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Table 1: Computation of the Sun River Terrace Acquisition Adjustment  42 

Line 
  

Per 

No. Description 
 

Staff 

 
(a) 

 
(c) 

    1 Purchase Price 
 

$ 300,000  

2 Transaction Costs 
 

       50,000         

3 Total Purchase Price 
 

$ 350,000  

    4 Original Cost: 
  5 Utility Plant in Service 
 

 $ 1,240,163  

6 Accumulated Depreciation - Utility Plant 
 

     (509,309) 

7 Contributions in Aid of Construction 
 

              0 

8 Accumulated Amortization of CIAC 
 

              0  

9 Total Original Cost 
 

 $ 730,854 

    10 Acquisition Adjustment (line 3 - line 9) 
 

  $ (380,854) 

The Sun River Terrace sewer system is owned by a municipality that did not 43 

maintain the records necessary to establish the system’s original cost. Thus, 44 

the Company hired ESI Consultants to estimate the original cost of the 45 

system.  See lines 5 through 9 of Table 1 above and Aqua Exhibit 3.2. The 46 

Company’s $350,000 purchase price is less than the $730,854 that the ESI 47 

Consultants estimated to be original cost, resulting in a “negative” ($380, 48 

854) acquisition adjustment. 49 

 50 

Schedule Identification 51 

Q. Are you sponsoring any schedules as part of your direct testimony?  52 

A. No.  53 
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 54 

Attachment Identification 55 

Q. Are you sponsoring any attachments as part of your direct testimony?  56 

A. Yes.  Attachment A is the Company’s supplemental response to Staff Data 57 

Request ST-1.01.  58 

 59 

Accounting for the Purchase Transaction 60 

Q. Please describe Aqua’s proposed accounting for the purchase of the 61 

Sun River Terrace sewer system. 62 

A. Aqua witness Paul Hanley, in Aqua Exhibit 3.1, proposes three accounting 63 

journal entries as follows:  64 

 Journal Entry #1 – To record the initial purchase price to Account 104 65 

- Utility Plant Purchased or Sold. 66 

 67 

 Journal Entry #2 – To transfer at closing the initial purchase price from 68 

Account 104 - Utility Plant Purchased or Sold to the appropriate 69 

accounts for utility plant in service, accumulated depreciation, and 70 

utility plant acquisition adjustments. 71 

 72 

 Journal Entry #3 – Annual entry to record the amortization of the 73 

acquisition adjustment over 22 years to a below the line account. 74 

 75 
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 The Company’s proposed journal entries, described above, reflect the initial 76 

purchase price of $300,000 plus the transaction related costs of $50,000 77 

(e.g. original cost study costs, legal costs and fees, etc.) related to the 78 

purchase of the Sun River Terrace sewer system. 79 

Q. Do you agree with the Company’s proposed journal entries for the 80 

purchase of the Sun River Terrace sewer system? 81 

A. Yes.  The Company’s proposed journal entries are in compliance with 82 

Accounting Instruction 21, Utility Plant – Purchased or Sold, of the Uniform 83 

System of Accounts for Water Utilities Operating in Illinois.   84 

 85 

Regulatory Treatment of the Transaction 86 

Q. What is the regulatory treatment of an acquisition adjustment? 87 

A. The Commission must determine 1) whether the acquisition adjustment 88 

should be included in rate base and 2) whether the amortization of the 89 

acquisition adjustment should be recorded to the above-the-line Account 406 90 

Amortization of Utility Plant Acquisition Adjustment or to the below-the-line 91 

Account 421 Nonutility Income.   92 

Aqua has proposed that the acquisition adjustment not be included in rate 93 

base and the amortization of the acquisition adjustment be recorded below-94 

the-line to Account 421 Nonutility Income. The effect of the Company’s 95 

proposal to not include the negative acquisition adjustment (i.e., a reduction) 96 

in rate base is to increase its rate base by the full amount of the estimated 97 
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original cost or $730,854. The effect of the Company’s proposal to amortize 98 

the negative acquisition adjustment below-the-line is to keep the benefit of 99 

paying $380,854 less than the original cost of the system it is acquiring for its 100 

shareholders alone.  101 

I recommend that the Commission reject the Company’s proposal and order 102 

the Company to include the negative acquisition adjustment in rate base and 103 

to accept the Company’s proposal to amortize the acquisition adjustment 104 

below-the-line in Account 421 Non-Utility Income – Other.  Under my 105 

recommendation, Aqua would earn a rate of return on the shareholder’s 106 

actual investment (purchase price) of the acquired sewer system’s assets, 107 

and the amortization of the negative acquisition adjustment below-the-line 108 

would allow the return of the original cost of the system through depreciation 109 

expense.  Thus, the benefit of a purchase price that is significantly less than 110 

the original cost amount would be shared with the ratepayers. 111 

Q. Provide your rationale for recommending that the negative acquisition 112 

adjustment be included in the Company’s rate base. 113 

A. My recommendation would result in a sharing between the shareholders and 114 

the ratepayers of the benefit created by the negative acquisition adjustment.  115 

Under the Company’s proposal, the shareholders would receive: (1) a return 116 

on the original cost and (2) a return of the original cost through depreciation 117 

expense. In both instances, the shareholders would greatly benefit because 118 
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the original cost (to be reflected in future ratemaking) is significantly more 119 

than the actual investment (purchase price) made by the Company. No 120 

benefits would accrue to ratepayers. 121 

Under my proposal, shareholders would recover a return of the original cost 122 

through depreciation expense, which provides the funds for the Company to 123 

replace its plant, and shareholders would earn a return on the actual 124 

investment (purchase price), rather than the much higher original cost.  By 125 

making ratepayers responsible for providing to the shareholders only a rate 126 

of return on the actual investment made by the Company, the benefits of the 127 

lower purchase price is shared with ratepayers. 128 

Q. Has the Company provided any evidence why its shareholders should 129 

retain 100% of the benefit created by the negative acquisition 130 

adjustment? 131 

A. No. (Aqua Exhibit 3.0 at 3:57-58.)  The Company discussed in discovery its 132 

historical practices concerning acquisition adjustments; however, this past 133 

practice alone does not provide a reasonable basis to approve the 134 

Company’s proposal. (Attachment A.) 135 

Q. Please summarize your recommendation for the regulatory treatment of 136 

the negative acquisition adjustment. 137 

A. I recommend that the Commission include in the findings and conclusion 138 

section in the Order for this docket that the negative acquisition adjustment 139 
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from the purchase of Sun River Terrace be included in Aqua’s rate base and 140 

that the negative acquisition adjustment be amortized below-the-line to 141 

Account 421 Non-Utility Income – Other.  142 

 143 

Final Accounting Entries 144 

Q. Do you have any recommendations concerning Aqua’s proposed 145 

journal entries? 146 

A. Yes.  I recommend Aqua file with the Commission the final accounting 147 

entries for the transaction, showing the actual dollar values of all involved 148 

accounts, as a filing on the Commission’s e-Docket system with a copy to 149 

the Commission’s Accounting Department Manager within sixty (60) days of 150 

the transaction date.  Further, if the transaction has not occurred within six 151 

months of the Final Order in this proceeding, the Company shall file a status 152 

report at six month intervals until the journal entries are filed on the 153 

Commission’s e-Docket system with a copy to the Commission’s Accounting 154 

Department Manager. 155 

 156 

Summary of Conclusions and Recommendations 157 

Q. Please summarize your recommendations. 158 

A. I recommend that the Commission:  159 

 Approve the accounting of the purchase as reflected on page 6 of 160 
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Aqua Exhibit 3.1 and include the approved journal entries in the Final 161 

Order in this proceeding; and  162 

 Include in the findings and conclusion section in the Order for this 163 

docket that the acquisition adjustment from the purchase of Sun River 164 

Terrace be included in Aqua’s rate base and that the amortization of 165 

the acquisition adjustment be amortized to below-the line Account 421 166 

Non-Utility Income – Other; and 167 

 Order the Company to file the final accounting entries for the 168 

transaction, showing the actual dollar values of all involved accounts, 169 

as a filing on the Commission’s e-Docket system with a copy to the 170 

Commission’s Accounting Department Manager  within sixty (60) days 171 

of the transaction date and, if the transaction has not occurred within 172 

six months of the Final Order in this proceeding, the Company shall 173 

file a status report at six month intervals until the journal entries are 174 

filed on the Commission’s e-Docket system with a copy to the 175 

Commission’s Accounting Department Manager. 176 

 177 

Conclusion 178 

Q. Does this question end your prepared direct testimony? 179 

A. Yes.  180 
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