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Witness Identification 1 

Q. Please state your name and business address. 2 

A. My name is Bonita A. Pearce.  My business address is 527 East Capitol 3 

Avenue, Springfield, Illinois 62701. 4 

 5 

Q. Have you previously filed testimony in this proceeding?  6 

A. Yes, my direct testimony was filed on October 31, 2006 as ICC Staff 7 

Exhibit 2.0. 8 

 9 

Q. What is the purpose of your rebuttal testimony? 10 

A. The purpose of my rebuttal testimony is to respond to the rebuttal 11 

testimony of James F. Schott (Applicants’ Ex. JFS-2.0) filed on behalf of 12 

WPS Resources Corporation (“WPS”), Peoples Energy Corporation 13 

(“PEC”), The Peoples Gas Light and Coke Company (“Peoples Gas”) 14 

and North Shore Gas Company (“North Shore”)(collectively, the 15 

“Applicants”) with respect to the recovery of reorganization costs and the 16 

estimated $47 million regulatory asset. I am also responding to the 17 

rebuttal testimony of Linda M. Kallas (Applicants’ Exhibit LK-2.0) 18 

regarding my recommendation that Applicants file with the Commission 19 

copies of the final accounting entries to record the merger.  Finally, I will 20 

address certain issues that are no longer contested that were raised in 21 

my direct testimony. 22 

 23 
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Uncontested Issues 24 

Q. Please identify the issues you addressed in your direct testimony 25 

that you understand to be uncontested at this time and the basis 26 

for your understanding? 27 

A. Based on my review of Applicants’ rebuttal testimony, I understand the 28 

following issues to be uncontested:  29 

 30 

(a) Applicant’s commitment to allocate all the savings to ratepayers 31 

pursuant to the respective affiliated interest agreements in place 32 

and approved by the ICC (Section 7-204(c)(i) of the Public Utilities 33 

Act (“Act”)) ; 34 

(b) Applicants’ request that any adjustments to Peoples Gas’ and 35 

North Shore’s (collectively, the “Gas Companies”) books for 36 

financial reporting purposes resulting from application of purchase 37 

or pushdown accounting for the reorganization will be disregarded 38 

for regulatory reporting purposes and for ratemaking purposes in 39 

future rate proceedings (Section 7-204(f) of the Act); and, 40 

(c) Compliance with Section 7-204(b)(5) of the Act that the Gas 41 

Companies will remain subject to all applicable laws, regulations, 42 

rules, decisions and policies governing the regulation of Illinois 43 

public utilities. 44 

 45 
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I concluded that all of the above listed issues are uncontested since I 46 

raised them in my direct testimony and Applicants’ rebuttal witnesses do 47 

not mention or take issue with my recommendations in their rebuttal 48 

testimony.  Additionally, Applicants’ witness Ms. Kallas addressed my 49 

recommendation that the Commission in its Order in this proceeding 50 

should require the Gas Companies to file with the Chief Clerk of the 51 

Commission and provide a copy to the Manager of Accounting copies of 52 

the final accounting entries to be recorded on the regulatory books, 53 

including the actual amounts, recorded by the Gas Companies within six 54 

months following the closing of the merger (ICC Staff Exhibit 2.0, page 55 

38, lines 903-908).  According to Ms. Kallas, Applicants would agree to 56 

accept this recommendation with one modification.  Because Generally 57 

Accepted Accounting Principles (“GAAP”) allows the new company 12 58 

months in which to finalize the purchase accounting valuations and 59 

entries after the merger closes, Applicants will not have final accounting 60 

entries available within the six month time period I recommended.  61 

Therefore, Applicants propose to file copies of the accounting entries 62 

and preliminary amounts within six months after closing and will provide 63 

the final entries and amounts no later than 12 months after closing, 64 

according to Ms. Kallas (Applicants’ Ex. LK-2.0, pp. 4 to 5, lines 83-95. 65 

 66 

Q. Do you accept this modification to your recommendation?  67 
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A. Yes.  I agree with Applicants’ proposal to file preliminary accounting 68 

entries within six months and to file the final accounting entries within 12 69 

months after the merger closes.   70 

 71 

Staff Issues Contested by the Applicants 72 

Q. Please identify the issues raised in your direct testimony that you 73 

consider to be contested at this time. 74 

A. Based on my review of the rebuttal testimony prepared by James 75 

F. Schott (Applicants’ Ex. JFS-2.0), Linda M. Kallas (Applicants’ 76 

Ex. LK-2.0) and Lawrence T. Borgard (Applicants’ Ex. LTB-2.0), 77 

Applicants contest the following proposals I included with my 78 

direct testimony (ICC Staff Exhibit 2.0):  79 

(a) The proposed disallowance of one-half of the estimated 80 

Regulatory Process costs and all of the estimated 81 

Internal/External Communications costs included in the requested 82 

$47 million regulatory asset that Applicants estimate will be 83 

allocated to the Gas Companies; 84 

(b) The amount of the regulatory asset requested to be established 85 

on the books of the Gas Companies to reflect their allocated share 86 

of costs to achieve the proposed reorganization should be capped 87 

at $43,255,500; 88 

(c) The individual cost categories that make up the requested 89 

regulatory asset should be capped; 90 
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 (d) The recovery of carrying charges on the deferred costs to achieve 91 

the proposed reorganization during the period 2007 through 2009; 92 

and, 93 

 (e) The treatment of the unamortized balance of the regulatory asset 94 

beginning in 2010.  95 

 96 

Disallowance of Reorganization Costs  97 

Q. Did Applicants agree with your proposal that the Commission find 98 

that only half of the $2.661 million estimated Regulatory Process 99 

Costs and none of the $2.004 million estimated Internal and External 100 

Communications Costs are eligible for recovery from ratepayers? 101 

A. No, they did not.  Applicants’ opposition to my proposal that the 102 

Commission find that only half of estimated Regulatory Process Costs 103 

and none of Internal and External Communications Costs are eligible for 104 

recovery from ratepayers is set forth in the rebuttal testimony of Applicant 105 

witness Mr. Schott.  (Applicants’ Ex. JFS-2.0, pp. 16-19) 106 

 107 

Q. On what basis does Mr. Schott oppose your proposals?   108 

A. Mr. Schott makes the following assertions: 109 

1. The Regulatory Process Costs must be incurred to achieve the 110 

Merger and its benefits, and that the long term synergy savings 111 

exceed the total costs-to-achieve that Applicants’ seek to recover.  112 

(Id., p. 16-17) 113 
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2. That ratepayers are only being asked to pay their fair share of 114 

Regulatory Process Costs; and that it would be inappropriate for 115 

ratepayers to pay less than the Gas Companies’ allocated share of 116 

these costs, which he contends would include only 30% of the costs 117 

of the instant proceeding.  (Id., p. 17)    118 

3. That the Security Exchange Commission (“SEC”), Federal Energy 119 

Regulatory Commission (“FERC”), Department Of Justice (“DOJ”) 120 

and shareholder approval process costs provide more than a 121 

shareholder benefit because “[t]he savings that will accrue to 122 

customers are created only in the event of obtaining the requisite 123 

shareholder approvals.”  (Id., p. 17)    124 

4. That the foregoing assertions and responses are equally applicable to 125 

Internal and External Communication Costs.  (Id., p. 18) and 126 

5. That my recommendations with respect to these cost items have a 127 

greater impact on shareholders than the Gas Companies’ customers, 128 

and that the revenue requirement impact of these costs is “quite 129 

negligible” and has no impact on Staff’s adverse rate impact analysis.  130 

(Id.) 131 

 132 

Q. How do you respond to these assertions? 133 

A. With respect to Mr. Schott’s comments regarding benefits or savings 134 

(Items 1 and 3), he either misunderstands or misapplies the relevant 135 

criteria.  I do not dispute that there is an indirect link between the costs at 136 
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issue and the ability to achieve the projected savings.  That is, the 137 

savings or synergies are contingent on having the merger take place.  If 138 

there is no merger, there can be no merger savings.  But the relevant 139 

inquiry with respect to benefit to ratepayers is not simply whether there is 140 

such a benefit, but whether there is a direct link or nexus between the 141 

costs to be recovered and the benefit or savings to ratepayers.  For 142 

example, certain savings from employee reductions cannot be 143 

accomplished in a reasonable manner without incurring certain costs in 144 

connection with reducing the merged entities’ workforce.  Such costs are 145 

directly linked with the ability to achieve certain operational savings.  Mr. 146 

Schott’s rebuttal testimony contains no information establishing or 147 

asserting a direct link between the specific cost categories at issue and 148 

the achievement of synergies or savings.   149 

 150 

 With regard to Mr. Schott’s assertion that my proposed disallowance has 151 

a greater impact on shareholders than on ratepayers (Item 5), I first want 152 

to clarify the impact of my proposal in the context of the proposed 153 

reorganization.  I have proposed a total disallowance of $3,334,500 of 154 

costs.  This amounts to less than two percent of the estimated total cost 155 

to achieve the transaction, approximately $178 million out-of-pocket, 156 

according to the direct testimony of Thomas J. Flaherty (Applicants’ Ex. 157 

TJF-1.0, page 6).  Second, Mr. Schott has improperly compared the 158 

actual dollar value of my proposed disallowance, $3.3 million, to the 159 
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effect on the adverse rate impact analysis performed by Staff witness 160 

Dianna L. Hathhorn, attached to her direct testimony (ICC Staff Exhibit 161 

1.0).  This comparison is meaningless, as my adjustment is in no way 162 

dependent upon or related to the adverse rate impact analysis.  Finally, I 163 

do not see how the relative impact of my proposed adjustment on 164 

ratepayers versus shareholders is a valid basis for accepting or rejecting 165 

my proposal in this instance, and Mr. Schott has provided no such 166 

rationale.  As explained above, it is the underlying nature of the specific 167 

cost categories I have identified that renders them eligible or ineligible for 168 

recovery.  Whether such costs are high or low in amount, or impact 169 

ratepayers and shareholders in a non-linear fashion, is not relevant to 170 

whether such costs should be recoverable.  171 

 172 

  173 

Q. Do you have any further response to Mr. Schott’s opposition to the 174 

exclusion of certain costs from the amount of estimated 175 

reorganization costs eligible for recovery from ratepayers? 176 

A. Yes.  With regard to Regulatory Process Costs, Mr. Schott asserts that 177 

ratepayers are only being asked to pay their fair share of Regulatory 178 

Process Costs and that it would be inappropriate for ratepayers to pay 179 

less than the Gas Companies’ allocated share of these costs.  180 

Aside from the result produced by the application of the allocation 181 

methodology, the conceptual issue is how much of this merger cost 182 
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category should be considered for allocation to ratepayers, if any.  As I 183 

indicated in my direct testimony (ICC Staff Exhibit 2.0, page 18), the 184 

underlying costs include preparation and pursuit of regulatory filings with 185 

the FERC, DOJ, SEC and various state regulatory jurisdictions.  186 

Additional costs were incurred to satisfy expanded compliance and 187 

fiduciary requirements such as due diligence, including legal, accounting 188 

and other consulting fees related to negotiation of the Merger Agreement 189 

and other filing costs.  The reason I propose to exclude half of this cost 190 

category is that it includes the aforementioned costs that are 191 

transactional in nature or that were incurred for the direct benefit of 192 

shareholders, such as the costs incurred to satisfy Applicants’ fiduciary 193 

requirements to its shareholders.  Accordingly, it is not appropriate to 194 

include those costs in the total allocation to ratepayers.  Absent any 195 

detailed cost information to support the estimated $2.661 million that 196 

makes up this category, I propose to exclude half of these costs from 197 

consideration as a regulatory asset.     198 

 199 

With regard to Internal and External Communication costs estimated at 200 

$2.004 million, I propose to exclude all of this cost category from 201 

consideration as a regulatory asset because it includes certain costs that 202 

were incurred for the direct benefit of shareholders and other 203 

stakeholders, and because it contains transactional costs such as 204 
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informational brochures to explain the specifics of the proposed 205 

reorganization.   206 

 207 

Additionally, the costs at issue in both of these categories are necessary 208 

to achieve the merger, but they do not directly generate synergy savings.  209 

Absent any direct benefit to ratepayers, they are more in the nature of 210 

transaction costs and should not be considered as the basis for a 211 

regulatory asset. 212 

 213 

Q. Why do you assert that transaction costs should not be considered 214 

as the basis for a regulatory asset? 215 

A. It is well-established that the Commission does not allow recovery of 216 

transaction costs from ratepayers; accordingly, it would not be proper to 217 

include such costs in any amount for the purposes of establishing a 218 

regulatory asset.  219 

 220 

Proposal That Regulatory Asset Be Capped at $43,255,500 221 

Q. What types of merger costs has the Commission approved for 222 

recovery in the form of a regulatory asset in prior proceedings? 223 

A. The Commission has denied recovery of merger costs in many 224 

proceedings.  To my knowledge, the only proceeding in which the 225 

Commission has approved recovery of merger costs in the form of a 226 

regulatory asset is the Ameren Corporation and Illinois Power Company 227 
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Reorganization, Docket No. 04-0294.  There, the Commission allowed 228 

Illinois Power Company to amortize up to $39.8 million for 229 

integration, severance, and relocation expenses, and up to $ 27.2 230 

million of debt redemption premium costs. 231 

 232 

Q. In view of the foregoing, please summarize your position on 233 

whether the Commission should approve the creation of a 234 

regulatory asset and if so, in what amount.  235 

A. Based on the information provided by Applicants and my evaluation of 236 

that information as detailed herein and in my direct testimony (ICC Staff 237 

Exhibit 2.0), the Commission should consider no more than $43,255,500 238 

as the amount of costs eligible for inclusion in the requested regulatory 239 

asset based on the cost-to-achieve estimates submitted by the 240 

Applicants’ witness Mr. Flaherty.   241 

 242 

Proposed Caps on Individual Categories 243 

Q. Have you read Mr. Schott’s response to your proposal to limit 244 

overall recovery of the regulatory asset to the amounts estimated 245 

by Applicants for each category? 246 

A. Yes.  Mr. Schott pointed out that although Applicants did not propose an 247 

overall cap on total costs to achieve the merger, they would accept a cap  248 
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of $47 million on the total requested regulatory asset if caps were not 249 

imposed on the individual cost categories that make up the estimated 250 

$47 million. (Applicants’ Ex. JFS-2.0, p. 20)) 251 

 252 

Q. Did Applicants provide a rationale to support this proposal? 253 

A. Yes.  Mr. Schott explained that overall, Applicants believe individual cost 254 

category caps would not be advantageous to customers because they 255 

might limit flexibility necessary to maximize synergy savings.  For 256 

example, Applicants assert that if a preferred approach to the 257 

deployment of funds is identified in the transition stages, such as 258 

increased investment in Systems Integration that could better maximize 259 

merger-related savings and benefits, in lieu of using those funds in 260 

another cost category, it would be more efficient to allow Applicants to 261 

utilize the funds in the manner that maximizes customer benefits.  262 

Applicants assert that a category-by-category cap could limit the level of 263 

synergy savings that might be achievable through the merger. 264 

(Applicants’ Ex. JFS-2.0, pp. 19-20) 265 

 266 

Q. What is your opinion and response to Mr. Schott’s argument? 267 

A. Although Mr. Schott raises a legitimate point in terms of preserving some 268 

flexibility to maximize savings in the most efficient and beneficial manner, 269 

his remedy of a single cap is too broad, would run counter to using the 270 

individual cost components to determine the amount of eligible costs, 271 
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and would introduce the potential for gaming the system.  I agree with 272 

Mr. Schott that opportunities to increase or maximize the synergies and 273 

savings to be achieved may present themselves during the transition 274 

phase of the merger that may only be achievable if the Applicants 275 

expend funds in a manner different from the current estimate.  Thus, I 276 

am not opposed to providing some flexibility to Applicants in this regard.  277 

On the other hand, Section 7-204(c)(ii) of the Act requires the 278 

Commission to “determine the amount of costs eligible for recovery.”  279 

(220 ILCS 5/7-204(c)(ii))  The Commission traditionally accomplishes this 280 

requirement by analyzing the individual components of the costs to 281 

implement the merger, and the instant proceeding is no exception.  To 282 

totally disregard the individual cost categories would undermine the basis 283 

or rationale for making the required determination of the amount of costs 284 

eligible from recovery from ratepayers.   285 

 286 

 Finally, while it seems reasonable to group similar types of costs 287 

together (e.g., costs directly related to the achievement of synergies or 288 

savings, such as employee reductions on one hand and system 289 

integration on the other), it does not appear fair to combine different 290 

types of costs.  The combination of different types of costs for purposes 291 

of determining eligible costs would essentially detach the estimates used 292 

to determine eligible costs from the amount a utility is actually allowed to 293 

recover.  This could enable gaming in that if a utility discovers that it has 294 
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overestimated costs in one cost category, it could elect to incur costs in 295 

another category simply to maximize the costs recoverable for 296 

shareholders.  I am not suggesting Applicants would engage in such 297 

conduct, but merely pointing out that such conduct would be possible. 298 

 299 

 Thus, in order to provide the Applicants with flexibility to maximize 300 

savings but at the same time to not disregard the cost categories which 301 

formed the basis for determining costs eligible for recovery from rate 302 

payers, I propose that the individual cost categories be put into one of 303 

three groups of cost categories. 304 

 305 

Q. Would you please identify the individual cost categories to which 306 

you refer? 307 

A. Yes.  The individual cost categories that make up the requested 308 

regulatory asset of approximately $47 million are identified in the 309 

Applicants’ response to Staff Data Request BAP 2.04, attached to my 310 

direct testimony (ICC Staff Exhibit 2.0, Attachment A).  These categories 311 

and the estimated costs to achieve the merger for each one are reflected 312 

in the table below. 313 

Estimated Costs to Achieve Merger In Millions 

Separation Costs $   6,920 

Retention Costs      1,752 

Relocation Costs      1,027 
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System Integration Costs    28,038 

D & O Liability Tail Coverage      1,052 

Regulatory Process Costs      2,661 

Facilities Integration         926 

Internal/External Communications      2,004 

Integration Costs      2,210 

Total Requested  $ 46,589 

 314 

 In accordance with the foregoing analysis, I propose to establish three 315 

groups of cost categories for purposes of setting eligible costs.  I would 316 

note that a similar approach was utilized in the Illinois Power Company 317 

reorganization with the Ameren Corporation.  The first group would 318 

include separation, retention and relocation costs not to exceed $9.699 319 

million.  The second group would include system integration costs not to 320 

exceed $28.038 million.  The final group would include remaining cost 321 

categories, except Internal and External Communications costs and one 322 

half of the Regulatory Process costs, not to exceed $5.519 million.  This 323 

amounts to $43.256 million of total costs to achieve the merger that the 324 

Commission should consider, based upon estimates submitted by the 325 

Applicants’ witness Mr. Flaherty, for the creation of a regulatory asset.  326 

By defining eligible costs in accordance the three groups I identify above 327 

(as opposed to the nine specific cost categories), Applicants are 328 

provided additional flexibility to spend and recover costs in the most 329 
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efficient and beneficial manner for individual cost categories that vary 330 

from current estimates.  At the same time, determining eligible costs for 331 

the three groups (instead of using a single amount for all nine cost 332 

categories) provides a reasonable relationship between the individual 333 

cost category estimates used to determine the amounts eligible for 334 

recovery and the amounts Applicants are allowed to seek recovery of in 335 

the future.   336 

 337 

Recovery of Carrying Charges on Regulatory Asset 338 

Q. Have you read Mr. Schott’s response to your proposal to disallow 339 

the recovery of carrying charges on the regulatory asset? 340 

A. Yes.  Mr. Schott asserts (Applicants’ Ex. No. JFS-2.0, pp. 15-16) that 341 

Applicants strongly disagree with this position because recovery of 342 

carrying charges is necessary to finance the costs that are incurred to 343 

achieve the merger-related synergy savings.  He further asserts that 344 

without recovery of carrying costs, shareholders will not recover the real 345 

economic value of the merger costs.  As an alternative to the combined 346 

recovery of carrying charges on merger costs as they are incurred, and 347 

recovery of carrying charges on the unamortized balance of the 348 

regulatory asset, he states that the Gas Companies should at a minimum 349 

be allowed to recover carrying charges on the unamortized balance of 350 

the regulatory asset.  Finally, he notes that disallowance of carrying 351 

charges on deferred merger costs and carrying charges on the 352 
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unamortized regulatory asset is not necessary to make a finding that 353 

there is “no adverse rate impact”, as demonstrated by ICC Staff Exhibit 354 

1.0, Schedule 1.1 and Schedule 1.2.  355 

 356 

Q. Do you accept Mr. Schott’s proposal to disallow only the portion of 357 

carrying charges related to merger costs accumulated during the 358 

period 2007 through 2009? 359 

A. No.  No part of the carrying charges should be recovered in rates.  There 360 

are two components of the recovery of carrying charges requested by 361 

Applicants.  The first component relates to the accrual of carrying 362 

charges on the costs-to-achieve the proposed reorganization as they are 363 

incurred during the period from 2007 through 2009, as calculated in the 364 

Applicants’ response to data request BAP 2.06, attached hereto as 365 

Attachment A.  The second component of carrying charges results from 366 

the inclusion of the regulatory asset (including the carrying charges 367 

accrued during the period 2007 through 2009) in rate base during the 368 

expected rate proceeding to set rates effective in 2010, according to the 369 

rate plan advanced by Applicants.  370 

   371 

Q. What is the dollar impact of disallowing carrying charges on 372 

deferred costs to achieve the merger through 2009, as proposed by 373 

Mr. Schott? 374 
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A. Mr. Schott did not provide a calculation to support this alternative 375 

scenario in his rebuttal testimony, so I have estimated the impact based 376 

on the calculations prepared by Applicants in their response to Staff data 377 

request BAP 2.06 (Attachment A, hereto) and reflected in the Applicants’  378 

supplemental response to Staff data request DLH 4.02.  According to my 379 

analysis, the amount of carrying charges to be accrued during the period 380 

2007 through 2009 would be $5.297 million for Peoples Gas and $.732 381 

million for North Shore. 382 

 383 

I also note that Staff’s adverse rate impact analysis reflects the estimated 384 

combined effect of both categories of carrying charges.  That is, both 385 

amounts are included in the amount of the regulatory asset that is 386 

reflected in rate base at September 30, 2009 in Staff’s analysis, $37.689 387 

million for Peoples Gas and $5.105 million for North Shore.  In addition, 388 

both of these amounts are averaged with the projected balance of the 389 

regulatory asset at September 30, 2010 to obtain the projected average 390 

balance for fiscal year 2010 that was removed from the adverse rate 391 

impact schedule, $19.871 for Peoples Gas and $2.691 for North Shore 392 

(ICC Staff Exhibit 1.0, Schedules 1.1 and 1.2, respectively). 393 

 394 

Q. Has the Commission allowed recovery of carrying charges on 395 

deferred merger costs in past dockets? 396 
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A. No.  As stated earlier, I am not aware that the Commission has ever 397 

allowed recovery of merger costs, exclusive of carrying charges, except 398 

in the Ameren Corporation and Illinois Power Company merger, Docket 399 

No. 04-0294.  In that proceeding, the Commission allowed recovery of 400 

certain costs to achieve the merger, but Applicants did not seek to 401 

recover carrying charges by including the unamortized balance of merger 402 

costs in rate base to earn a rate of return.   403 

 404 

Q. Do you accept Mr. Schott’s assertion that Applicants must recover 405 

carrying charges on the unamortized balance of the regulatory 406 

asset in order to recover the full costs to achieve the synergy 407 

savings? 408 

A. No. Mr. Schott ignores that under Applicants’ proposed rate plan, 409 

Applicants do not reflect merger savings or costs to achieve in rates until 410 

2010, and thus Applicants retain the net merger savings (i.e., net of 411 

actual costs to achieve) that actually occur during the first three years 412 

after the merger closes.  Thus, another reason I do not accept 413 

Applicants’ proposal to disallow only the portion of carrying charges 414 

related to merger costs accumulated during the period 2007 through 415 

2009 is that shareholders will be fully reimbursed for the merger costs 416 

they incur absent carrying charges, according to the estimate prepared 417 

by Mr. Flaherty in Table 1:  Total Merger Cost Savings and Costs-to-418 
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Achieve (Applicants’ Ex. TJF-1.0, page 7 of 75).  I have summarized 419 

information from Mr. Flaherty’s Table 1 below, to illustrate my analysis. 420 

  - In Millions -   
 
Description 

 
2007 

 
2008 

 
2009 

Totals for 
the period 
2007 -  2009

Gross 
Corporate and 
Regulated 
Savings 

$48.869 $69.416 $78.574 $196.859 

Estimated 
Costs to 
Achieve Merger 

$-108.787 $-29.893 $-10.325 $-149.005 

Estimated Net 
Savings 

$-59.918 $39.523 $68.249 $47.854 

 421 

As reflected above, the total costs of $149.005 million offset against the 422 

total projected savings of $196.859 million result in a total estimated net 423 

savings of $47.854 million that will be retained by shareholders for the 424 

period 2007 through 2009, absent any recovery from ratepayers for costs 425 

to achieve the proposed reorganization or related carrying charges. 426 

 427 

 Mr. Schott asserts that Applicants must at least recover carrying charges 428 

on the unamortized balance of the requested regulatory asset, beginning 429 

with the rates that will take effect in 2010, as a minimum recovery to 430 

shareholders for their funding of the costs to achieve the merger synergy 431 

savings.  One reason I disagree with his proposal is that shareholders 432 

will retain 100 percent of the net synergy savings achieved during the 433 

period 2007 through 2009, which means shareholders will have already 434 

received reimbursement in an amount that exceeds the funds actually 435 



Docket No. 06-0540 
ICC Staff Exhibit 8.0 

 

 21

expended on costs to achieve.  For example, Applicants have agreed 436 

that they will not seek to recover any merger costs unless they result in 437 

savings equal to or greater than the costs to achieve the savings.  Again 438 

referring to Table 1 prepared by Mr. Flaherty (Applicants’ Ex. TJF-1.0, 439 

page 7 of 75), net corporate and regulated savings for the five-year 440 

period from 2007 through 2011 are estimated at $183.874 million and 441 

savings exceed costs in each respective year after 2007. 442 

 443 

Accordingly, the costs that are paid by shareholders in any given year 444 

are more than offset by corresponding savings after 2007.  Thus, there is 445 

no “net” cost to shareholders after 2007. Rather, ratepayers will pay their 446 

allocated share of costs for the entire period post-merger, 2007 through 447 

2009, contemporaneously with their being allocated their respective 448 

share of synergy savings beginning in 2010, according to the rate plan 449 

advanced by Applicants.  Notably, Applicants have not proposed to 450 

share the savings achieved prior to 2010 with ratepayers, nor have they 451 

offered to reimburse ratepayers for carrying charges on their respective 452 

share of such savings achieved prior to 2010.  As such, there is no need 453 

to further reimburse shareholders for carrying charges of any type on the 454 

costs to achieve the merger.  Indeed, since shareholders will have 455 

already been reimbursed for any costs to achieve the merger through 456 

retention of net merger savings, any additional recovery would constitute 457 

double recovery. 458 
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 459 

Q. Did you consider the fact that disallowance of carrying charges on 460 

deferred merger costs and the unamortized regulatory asset is not 461 

necessary to make a finding that there is “no adverse rate impact”? 462 

A. No, because it is irrelevant. That the Applicants’ proposed recovery of 463 

carrying charges would not result in an adverse rate impact has no 464 

bearing on whether such proposed treatment is just or reasonable for 465 

ratemaking purposes. 466 

 467 

Additional Recommendations 468 

Q. Did you have any additional recommendations in your direct 469 

testimony that the Commission should consider?  470 

A. Yes, as stated in my direct testimony (ICC Staff Exhibit 2.0), if the 471 

Commission determines that the creation of a regulatory asset would be 472 

appropriate, and regardless of the amount of costs determined to be 473 

eligible for recovery, I recommend that the Commission impose the 474 

following requirements: 475 

1) Applicants would record all actual costs related to the 476 
reorganization as the costs were incurred; 477 

2) Applicants would submit an annual report to the Commission with 478 
a copy to the Manager of Accounting by March 15th for the years 479 
2006 - 2009 that would set forth:  480 

 481 
 i) A cost summary of the actual costs incurred to date and 482 

ii) A listing of each cost incurred in the calendar year that 483 
includes a description of the cost, the amount allocated to 484 
each utility by ICC account number, and a reference to a 485 
supporting document; 486 

 487 
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3)  Applicants shall support the requested regulatory asset during   488 
the anticipated proceeding to set rates for the post-2009 period by  489 
1)  Providing for the record the following: 490 
 491 

i) A cost summary of the actual costs incurred and 492 
ii) A listing of the actual costs incurred that includes a 493 

description of each cost, the amount, and a reference to a 494 
supporting document; and 495 

 496 
b)  Making the supporting documents available for review by the 497 

parties in the proceeding; and 498 
 499 

4) Applicants shall have the burden of proof to demonstrate that the 500 
Applicants have incurred actual costs underlying the requested 501 
regulatory asset in accordance with the recoverable cost categories 502 
and maximum amounts approved by the Commission; and 503 

 504 
5) Remaining costs outside of the recoverable cost categories or in 505 

excess of the maximum cost category amounts approved by the 506 
Commission in this proceeding, if any, shall be excluded from rate 507 
recovery in any other rate proceeding. 508 

   509 

I note that in addition to the foregoing special conditions or requirements, 510 

Applicants will be subject to the normal rate case requirements of 511 

demonstrating that the actual costs are just and reasonable as well as 512 

prudently incurred. 513 

  514 

Conclusion 515 

Q. Does this question end your prepared rebuttal testimony? 516 

A. Yes. 517 


