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Witness ldentification

Please state your name and business address.
My name is Bonita A. Pearce. My business address is 527 East Capitol

Avenue, Springfield, lllinois 62701.

By whom are you employed and in what capacity?
| am currently employed as an Accountant in the Accounting Department
of the Financial Analysis Division of the lllinois Commerce Commission

(“ICC” or “Commission”).

Please describe your educational and professional background.

| am a licensed Certified Public Accountant. | earned a B.S. in
Accounting from lllinois State University in 1981. Prior to joining the
Commission in 2001, | was engaged in the practice of public accounting
for sixteen years. | returned to the practice of public accounting for a

brief period in 2005, before returning to the Commission in 2006.

Have you previously testified before the Commission?

Yes. | have testified on many occasions before the Commission.

Purpose of Testimony

What is the purpose of your testimony in this proceeding?
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A. | have reviewed and analyzed Aqua lllinois, Inc.’s (“Aqua” or “the

Company”) filing and underlying data regarding the Company’s purchase
of Golf Greenwood Gardens Improvement Association (“GGGIA” or
“Association”) Water and Sewer Systems. The purpose of my testimony
is to submit my recommendations regarding:

e Company proposed journal entries to record the purchase of the

water and sewer systems;
e Regulatory treatment of the acquisition adjustment;
e Original cost of purchased assets; and

e Company estimated revenue requirement.

Schedule Identification

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

A. Yes. | prepared the following schedules:
Schedule 1.01 Recommended Changes to Company Proposed

Journal Entries to Record the Purchase of the
GGGIA Water System at Closing

Schedule 1.02 Recommended Changes to Company Proposed

Journal Entries to Record the Purchase of the
GGGIA Sewer System at Closing

Description of Proposed Transaction

Q. Please describe the proposed transaction.
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Aqua will pay $25,000 to purchase the water and sewer system assets of
GGGIA. The Company proposes to allocate $21,089 of the total
purchase price to the GGGIA water system assets! and the balance of
$3,911 to the GGGIA sewer system assets?. The Company also expects
to incur approximately $25,000 in transaction costs related to the
acquisition. Aqua proposes to allocate $21,089 of the total transaction
costs to the GGGIA water system purchase® and the balance of $3,911
to the GGGIA sewer system purchase®. Agqua estimates the total
combined cost to complete the acquisition of the GGGIA water and
sewer assets will approximate $50,000, excluding the cost of any capital
improvements that Aqua expects to incur over the next four years.
Because the $50,000 purchase price exceeds the $41,717 original cost
of the purchased assets (allocated $35,191 to water system assets and
$6,526 to sewer system assets), the Company proposes to record a
combined acquisition adjustment for the difference of $8,283 ($50,000
minus $41,717 equals $8,283). Aqua will allocate the total acquisition
adjustment of $8,283 between the water and sewer assets as follows:
$6,987 to the water assets® and the remainder of $1,296 to the sewer

assets®.

1 |CC staff Exhibit 1.0, Schedule 1.01, Journal Entry #1.

21d.
°1d.
4 1d.

5|CC Staff Exhibit 1.0, Schedule 1.01, Journal Entry #2.

°ld.

3
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Journal Entries for the Purchase Transaction

Q.

Please describe Schedules 1.01 and 1.02, Recommended Changes
to Company Proposed Journal Entries to the Record the Purchase
of GGGIA Water and Sewer Systems, respectively, at Closing.

Schedules 1.01 and 1.02 present my recommended changes to the
Company’s proposed journal entries to record the purchase of the

GGGIA water and sewer systems.

Aqua witness Paul Hanley, in Aqua Exhibit 2.1, proposes the journal

entries to record the purchase as follows:

e JE #1 - Record the $50,000 purchase price payment as a charge to
Account 104 - Utility Plant Purchased or Sold (“Account 104”) and as
a reduction to Cash;

e JE #2 - Record the original cost of utility plant and associated
accumulated depreciation, with the remaining amount as a credit to
Account 104; and

e JE #3 - Record amortization of the entire acquisition adjustment as a
one-time entry below the line in Account 421.

| propose no changes to Journal Entries #1 or #2, to record the purchase
price to Account 104 and to clear the purchase price from Account 104 to
Account 300 (Schedules 1.01 and 1.02, lines 1-9, respectively). |
propose an adjustment to Journal Entry #3 to reflect one-time
amortization of the acquisition adjustment to Account 426, Miscellaneous
Nonutility Expenses, instead of Account 421, Nonutility Income (reflected
on Schedules 1.01 and 1.02, line 10), in accordance with the Uniform

System Of Accounts for water and sewer utilities operating in lllinois.
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| note that the determination of the acquisition adjustment will change by
the closing date of the transaction to the extent that the transaction costs
are more or less than the $25,000 of transaction costs estimated by
Agua for this transaction, ($21,0897 to the water system and $3,9118 to

the sewer system).

Do you have any recommendations regarding the journal entries?
Yes, for the purpose of monitoring compliance of the final journal entries
with the Commission’s Final Order, | recommend the Commission order
the Company to file the final journal entries for the transaction, showing
the actual dollar values of all involved accounts, as a filing on the
Commission’s e-Docket system in this docket with a copy to the
Commission’s Accounting Department Manager at

AccountingMgr@icc.illinois.gov within sixty (60) days of the transaction

date and, if the transaction has not occurred within six months of the
Final Order in this proceeding, then the Company shall file a status
report at six month intervals until the journal entries are filed on the
Commission’s e-Docket system with a copy to the Commission’s

Accounting Department Manager at AccountingMgr@icc.illinois.gov .

7 |CC Staff Exhibit 1.0, Schedule 1.01, line 2.
8 |CC Staff Exhibit 1.0, Schedule 1.02, line 2.
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| further recommend that ICC Staff Exhibit 1.0, Schedules 1.01 and 1.02,
respectively, be attached as an appendix to the Final Order in this

proceeding.

Requlatory Treatment of the Acquisition Adjustment

Please describe the acquisition adjustment.

An acquisition adjustment is the difference between the purchase price
of a system(s) and the original cost of the assets being purchased. A
positive acquisition adjustment occurs, as in this docket, when a utility
pays more than the original cost of purchased assets. A negative
acquisition adjustment occurs when a utility pays less than the original

cost of purchased assets.

What is the regulatory treatment proposed by Aqua for the
acquisition adjustment?

Aqgua proposes to record the acquisition adjustment below-the-line and to
amortize the entire acquisition adjustment within the first year after

closing the proposed transaction.

Do you agree with this treatment?
Yes. Since the acquisition adjustment will not be reflected in Aqua’s rate
base in a future rate case, ratepayers will not pay a return on the amount

by which the purchase price exceeds the original cost of the purchased
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assets. Also, the amortization of the acquisition adjustment will not
increase costs to ratepayers in a future rate case because the acquisition
adjustment will be recorded below-the-line and will be fully amortized

within one year.

Original Cost of Purchased Assets

Q. What is the original cost of the purchased assets that should be
determined by the Commission?

A. | recommend the Commission determine the original cost of the
purchased assets to be $51,973° for the water system and $43,507° for
the sewer system, as reflected on ICC Staff Exhibit 1.0, Schedules 1.01
and 1.02 in Journal Entry #2.
The Company provided, in Aqua Ex. 2.2, the original cost study to
determine the original cost less depreciation of the physical water and
sewer assets acquired from GGGIA. | reviewed the original cost study

and found no reason to object to it.

Revenue Requirement Analysis

Q. Do you accept Aqua’s Revenue Requirement Analysis supporting
the investment in GGGIA’s water and sewer system assets provided

on Aqua Ex. 2.17?

9 Aqua Ex. 2.1, Schedule 12 of 15; Aqua Ex. 2.2, Original Cost Study, p. 1.
10 Aqua Ex. 2.1, Schedule 13 of 15; Aqua Ex. 2.2, Original Cost Study, p. 2.

7
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A. | have no reason to disagree with the Company’s projected revenue

requirement as reflected on Aqua Ex. 2.1. A.

Summary of Conclusions and Recommendations

Q. Please summarize your recommendations.

A. | recommend that the Commission:

Approve the journal entries as presented on ICC Staff Exhibit 1.0,
Schedules 1.01 and 1.02 and attach the entries to the Final Order
as an appendix in this proceeding;

Order the Company to file the final journal entries for the
transaction, showing the actual dollar values of all involved
accounts, as a filing on the Commission’s e-Docket system in this
docket with a copy to the Commission’s Accounting Department
Manager at AccountingMgr@icc.illinois.gov within sixty (60) days of
the transaction date and, if the transaction has not occurred within
six months of the Final Order in this proceeding, the Company shall
file a status report at six month intervals until the journal entries are
filed on the Commission’s e-Docket system with a copy to the
Commission’s Accounting Department Manager at
AccountingMgr@icc.illinois.gov;

Approve the regulatory treatment of the acquisition adjustment to
be amortized below-the-line in Account 426, Miscellaneous
Nonutility Expenses within the first year after closing the proposed
transaction; and,

Determine the original cost to be $51,973 for the water system
and $43,507 for the sewer system as of the purchase date, as
reflected on ICC Staff Exhibit 1.0, Schedules 1.01 and 1.02 in
Journal Entry #2

Conclusion
Q. Does this end your prepared direct testimony?
A. Yes.
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Schedule 1.01
Aqua lllinois, Inc.
Recommended Changes to Company Proposed Journal Entries - Water System
to Record the Purchase of the Golf Greenwood Garden Improvement Association Water System at Closing

Entry Staff Proposed Proposed Entry
Line Account Account Per Company (B) Adjustments Per Staff
No. Number (A) Description Debit Credit Debit Credit Debit Credit
@) (b) (©) (d) (e) (® @ (h)
Journal Entry #1 - To record the initial purchase price to Account 104.

1 104 Utility Plant Purchased or Sold 21,089 21,089

2 104 Legal - Closing Costs 21,089 - 21,089

3 131 Cash 42,178 42,178

Journal Entry #2 - To transfer at closing the initial purchase price from Account 104 to the appropriate utility plant related accounts.

4 104 Utility Plant Purchased or Sold 21,089 21,089
5 104 Utility Plant Purchased or Sold 21,089 21,089
6 114 Utility Plant Acquisition Adjustment 6,987 6,987
7 300 Utility Plant in Service 51,973 51,973
8 108 Accumulated Depreciation - Utility Plant 16,782 16,782
9 Totals 58,960 58,960 - - 58,960 58,960

Journal Entry #3 - To record below the line a one-time entry for amortization of the utility plant acquisition adjustment.
10 426 Miscellaneous Nonutility Expenses 6,987 6,987
11 115 Accumulated Amortization of Utility Plant Acqusitition Adjustment 6,987 6,987

Sources:
(A) Journal Entry #3 - ICC Staff Ex. 1.0.
(B) Aqua Ex. 2.1, Schedule 10 of 15
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Schedule 1.02
Aqua lllinois, Inc.
Recommended Changes to Company Proposed Journal Entries - Sewer System
to Record the Purchase of the Golf Greenwood Garden Improvement Association Sewer System at Closing

Entry Staff Proposed Proposed Entry
Line Account Account Per Company (B) Adjustments Per Staff
No. Number (A) Description Debit Credit Debit Credit Debit Credit
(@) (b) (€) (d) (e) U] 9 (h)
Journal Entry #1 - To record the initial purchase price to Account 104.

1 104 Utility Plant Purchased or Sold 3,911 3,911

2 104 Legal - Closing Costs 3,911 3,911

3 131 Cash 7,822 7,822

Journal Entry #2 - To transfer at closing the initial purchase price from Account 104 to the appropriate utility plant related accounts.

4 104 Utility Plant Purchased or Sold 3,911 3,911
5 104 Utility Plant Purchased or Sold 3,911 3,911
6 114 Utility Plant Acquisition Adjustment 1,296 1,296
7 300 Utility Plant in Service 43,507 43,507
8 108 Accumulated Depreciation - Utility Plant 36,981 36,981
9 Totals 44,803 44,803 - - 44,803 44,803

Journal Entry #3 - To record below the line a one-time entry for amortization of the utility plant acquisition adjustment.
10 426 Miscellaneous Nonutility Expenses 1,296 1,296
11 115 Accumulated Amortization of Utility Plant Acqusitition Adjustment 1,296 1,296

Sources:
(A) Journal Entry #3 - ICC Staff Ex. 1.0.
(B) Aqua Ex. 2.1, Schedule 11 of 15
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