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BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the matter of the application of Union Electric Company )
for an order authorizing: (1) certain merger transactions )
involving Union Electric Company; (2) the transfer of certain ) Case No. EM-96-149
assets, real estate, leased property, easements and contractual )
agreements to Central Illinois Public Service Company; and )

)

(3) in connection therewith, certain other related transactions.

AFFIDAVIT OF RUSSELL W. TRIPPENSEE
STATE OF MISSOURI )

) ss
COUNTY OF COLE )

Russell W. Trippensee, of lawful age and being first duly sworn, deposes and states:

1. My name is Russell W. Trippensee. 1 am the Chief Public Utility Accountant for the
Office of the Public Counsel.

2. Attached hereto and made a part hereof for all purposes is my rebuttal testimony
consisting of pages 1 through 24 and Schedules RWT1 and RWT2.

3. Ihereby swear and affirm that my statements contained in the attached testimony are true
and correct to the best of my knowledge and belief

ssell W. Trippensee

y
Subscnbed and sworn to me this 7th day of May, 1996
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My commission expires November 3, 1996. NOTARY PUBLIC STATE OF MISSOURI

COLE COUNTY
MY COMMISSION EXP. NOV 3,19%
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REBUTTAL TESTIMONY
OF
RUSSELL W. TRIPPENSEE
UNION ELECTRIC COMEBANY
CASE NC. EM-96-149
PLEASE STATE YOUR NAME AND ADDRESS.
Russell W. Trippensee. 1 reside at 1020 Satinwood Court, Jefferson City, MissouriA 65109, and my

business address is P.Q. Box 7800, Jefferson City, Missouri 65102.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
1 am the Chief Utility Accountant for the Missouri Office of the Public Counsel (OPC or Public

Counsel).

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.
I attended the University of Missouri at Columbia, from which 1 received a BSBA degree, major in
Accounting, in December 1977. 1 attended the 1981 NARUC Annual Regulatory Studies Program at

Michigan State University.

HAVE YOU PASSED THE UNIFORM CPA EXAM?
Yes, 1 hold certificate number 14255 in the State of Missouri. I have not met the two year experience

Tequirement necessary to hold a license to practice as a CPA.

PLEASE DESCRIBE YOUR WORK EXPERIENCE.

From May through August, 1977, [ was employed as an Accounting Intem by the Missouni Public
Service Commussion (MPSC or Commission). In January 1978 | was employed by the MPSC as a
Public Utitity Accountant 1. 1 left the MPSC staff in June 1584 as a Public Utlhty Accountant Ifl and

assurned my present position,
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PLEASE DESCRIBE YOUR PROFESSIONAL AFFILIATIONS.
I served as the chairman of the Accounting and Tax Committec for the National Association of State
Utility Conswmer Advocates from 1990-1992 and am currently a member of the committee. [ am a

member of the  Missoun Society of Certified Public Accountants.

PLEASE DESCRIBE YOUR WORK WHILE YOU WERE EMPLOYED BY THE MPSC

STAFF.
Under the direction of the Chief Accountant, I supervised and assisted with audits and examinations of
the books and records of public utility companies operating within the State of Missouri with regard to

proposed rate increases.

WHAT IS THE NATURE OF YOUR CURRENT DUTIES WITH THE OFFICE OF

THE PUBLIC COUNSEL?

I am responsible for the Accounting and Financial Analysis sections of the Office of the Public Counsel
and coordinating their activities with the rest of our office and other parties in rate proceedings. I am
also responsible for performing audits and examinations of public utilitics and presenting the findings to

the MPSC on behalf of the public of the State of Missouri.

HAVE YOU PREVIQUSLY FILED TESTIMONY BEFORE THE MPSC?
Yes. [ filed testimony in the cases listed on Schedule 1 of my testimony on behalf of the Missoun Office

of the Public Counsel or MPSC Staff.

WHAT IS5 THE PURPOSE OF YOUR REBUTTAL TESTIMONY?
To present the Public Counsel’s position with regard to the effect of the merger on the existing
Alternative Regulatory Plan (ARP) currently in place for Union Electric (UE or Company). I will also

2
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address the merger premium requested by UE and the associated ratemaking treatment and accounting
procedures that it would entail. Finally I will discuss the history of acquisition adjustments in Missouri
and the rationale for why it is not appropriate to recoghize acquisition adjustments in the ratemaking

process.

IS UE CURRENTLY OPERATING UNDER AN ARP AGREED TO BY THE
COMPANY, PUBLIC COUNSEL, THE STAFF, AND SEVERAL OTHER PARTIES

AND APPROVED BY THE COMMISSION?

Yes. The parties presented a stipulation and agreement, which included an ARP, to the Commission on
June 12, 1995. The Commission approved the stipulation on July 21, 1995 with an effective date of
August 1, 1995. The stipulation included an ARP along with a general rate reduction. The stipulation
required a $30 million decrease in general revenues along with a $30 million one time credit to
customers, The ARP which was set out in the stipulation and agreement commenced on July 1, 1995,

The first ARP penod ends June 30, 1996,

PLEASE EXPLAIN HOW AN ARP WORKS

The ARP is based on the actual operating results of the Company and adjusted using procedures
designed to insure that costs and investment levels used in calculating the rate of retum are consistent
with how those cost of service items would be determined in a rate proceeding. Certain normalization
adjustments such as weather, payroll, fuel expense excluding nuclear, year end plant levels and
depreciation expense are not made in determining eamings during the ARP period. The UE ARP looks
at the operating results of one year periods ending June 30, of 1996, 1997, and 1998 and the appropriate

adjustments to the actual financial records for these periods are set out on Attachment C to the
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Commission’s Report & Order in Case No. ER-95-411. An ARP allows a company to retain all
camings below a level deemed reasonable by the Commission. A level of earings above the reasonable
level of camings is also allowed to be retained by a company’s stockholders. This band of eamings
where the company’s stockholders retain 100.00% is normally called a tolerance zone. The UE ARP
does not identify the level of reasonable eamnings and simply identifies the high end of the tolerance zone,

12.61% retum on equity.

WHY WAS THE AUTHORIZED LEVEL OF EARNINGS NOT IDENTIFIED IN THE

UE ARP
The UE ARP was part of a stipulation and agreement on the overall revenue requirement. Consistent
with traditional regulatory practice in Missouri, the agreement was silent as to an authorized return on

equity.

PLEASE CONTINUE WITH YOUR DISCUSSION OF HOW AN ARP WORKS.

The level of eamings at the high end of the tolerance zone is often referred to as the shaning threshold.
This is because after actual camings reach that level, customers begin sharing in the excess profits
generated by the preceding year’s operations. The UE plan calls for the sharing to be equally divided
between customers and stockholders within a earnings range of 140 basis points. When actual eamings
exceed 14.00% return on equity, the customer receives 100% of the incremental earnings above 14.00%

under the UE ARP approved by the Commission..

CAN YOU PROVIDE A TABLE SHOWING THE SHARING GRID WHICH WAS

APPROVED BY THE COMMISSION WITH RESPECT TO UNION ELECTRIC?
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Yes. The following table appeared on Attachment A, page 4 of 23, 1o the Report and Order in Case No.

ER-95-411 which dealt with UE’s rate reduction and ARP,

(Massouri Retail Electric Operations) Level Level
U.E. Customer
Up to and including 12.61% Return on Equity (ROE) 100% 0%
That Portion of earnings greater than 12.61% up to and including 50% 50%
14.00% ROE
That portion of eamings greater than 14.00% ROE 0% 100%

IS PUBLIC COUNSEL CURRENTLY INVOLVED IN REVIEWING THE RESULTS

FOR THE FIRST ARP PERIOD?

Yes. OPC has reccived reports from the first three quarters of the period, July 1, 1995 through March
31, 1996, The bulk of OPC efforts will be concentrated after the plan year when all reports have been
received. The process involved is similar to that experienced by OPC with an ARP under which

Southwestern Bell Telephone Company operated from 1990 - 1993,

DOES PUBLIC COUNSEL BELIEVE THAT THE UE ARP WOULD BE ABLE TO
ACCOUNT FOR AND RECORD THE EFFECTS OF THE MERGER OF UNION
ELECTRIC AND CENTRAL ILLINOIS POWER COMPANY (CIPSCO) WITHOUT

MODIFICATION?

Yes., most definitely
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DOES OPC BELIEVE THAT THE ARP SHOULD BE MODIFIED IF THE MERGER

IS APPROVED?

No. The purpose of an ARP is to encourage utility companies to seek out ways to reduce the overall
cost of service to the customers. In exchange, the company is granted protection from immediate
regulatory action to reduce rates to fully reflect the reduction in the cost of service. This allows
stockholders and the ratepayers to share in the benefits arising from actions of a company’s management

which serve to reduce the overall cost of service upon which rates are set.

This Commission should approve this proposed merger only if it is found to not be detrimental to the
public interest. It is only reasonable to conclude that such a finding would at least in part be based on
the assertion that the overall cost of service would be less, just as UE has asserted in its proposal which
quantifics gross cost savings (i.c. Merger synergies) of $589,996,000 (UE witness Rainwater, Direct
Testimony, Schedulc 8). A modification of the UE ARP due simply to the merger would be a violation
to the intent of an ARP. A decision to reduce the overall cost of service via a merger, fuel switching,
renegotiating fuel contracts, workforce downsizing, purchasing efficiencies, or any other positive action
by management could just as casily be attributed to the ARP. Public Counsel is not making any
proposal to modify the ARP so that ratepayers receive greater benefiis from the merger. Public Counsel
is very concemed about UE’s proposal to effectively modify the ARP by creating phantom costs to be
included in future ARP calculation of carnings. OPC is especially concemed since it appears that UE
was contemplating the merger prior to the stipulation being signed and definitely prior to the presentation

of the stipulation to the Commission.
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An ARP is often justified by utilities as being needed to encourage companies to take risks to reduce
costs or increase efficiency and not be “penalized” by having the cost savings immediately flowed
through to the ratepayer. 'fhe Commission must keep in mind that the electric industry remains a “public
service” and as such excess profits provided by ratepayers cannot be justified. OPC is not opposed to
ARPs that ensure that excess profits will not occur and in fact such a plan, negotiated in good faith by
the parties, is currently in place for UE. Any modifications to the plan resulting from creative
accounting procedures which effectively modify the plan to the benefit of stockholders will not serve the

captive ratepayers whom this Commission is obligated to protect.

HAS THE CCMPANY RECOGNIZED THAT THE ARP WAS INTENDED TO

INCREASE EFFICIENCY?
it would seem so. The following response was contained in a document that was originally marked
highly confidential by the company but has been declassified by the Company prior to filing of this

testimony.

Q: Will this merger re-open negotiations with the Missouri PSC about rates?

A. No it gives us an opportunity to increase efficiency, which is just what the PSC wants
us to do.

This quote is contained in a document obtained from CIPSCO which was originally faxed to CIPSCO
from the UE legal department. The document is attached to my testimony as Schedule RWT-2 and was
received by OPC in response to OPC DR 622. In response to OPC DR 660, UE indicated this

document was prepared by it, reviewed by Company officers and by CIPSCO.
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3 A Yes. OPC obtained a copy of a conference call with investment analysts held on August 14, 1995 with

4 officers from both UE and CIPSCO participating. In response to a question from Steve Fleishman from
5 Dean Witter, in which he asked, “And, [ don’t want to beat on a dead horse here. In terms of your rate
6 plan, was ther¢ something specifically in there that dealt with a potential merger if you did enter a
7 merger?” Don Brandt, an officer of UE stated;
8 Obviously, we will have to file for approval with a number of regulators including the
9 Missourt Public Service Commission to consummate this transaction. But, our

10 position, and 1 think it is very reasonable, is the Commission has put in place this

11 mechanism that sets certain parameters for reasonable retumn levels that we (UE) can

i2 ¢arn, — that Union Electric can cam before a sharing occurs at a certain point.  And,

13 that’s 12.61% retum on equity on a regulated basis where we begin sharing eamings

14 above that level at a 50 - 50 between customers and shareholders. So, our position, I

15 think i#’s very reasonable, is that mechanism is already in place in Missouri and the

16 efficiencies that are gained as a result of this merger should flow right into that

17 vehicle. Again, the Missouri Commission will have to approve the transaction, but the

18 mechanism for passing savings or portions of the savings on to customers has alrcady

19 been developed. (emphasis added)

20 Previously in the conference call the following exchange tock place between Chuck Mueller, UE CEO

21 and Mark Beckwith of Wellington Management.

22 Mark Beckwith of Wellington management. A question to Chuck and Don; “Is there

23 anything in your recently negotiated rate agreement that would allow the intervenors or

24 the Staff to reopen cost savings that may come out of this transaction in the carly years

25 of the agreement?”

26 Chuck Mueller: We see nothing in that agreement that would allow such intervention.

27 In fact, the agreement, basically, provides a cost sharing vehicle already in place

28 for the synergies of the merger. (emphasis added)

29

Q. HAS THE COMPANY MADE ANY STATEMENTS WITH RESPECT TO THE

ADEQUACY OF THE ARP AS IT RELATES TO THE MERGER?
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WHY DO YOU STATE THAT UE KNEW ABOUT THE POSSIBILITY OF A

MERGER PRIOR TO JUNE 12, 19957

UE received a presentation from Goldman Sachs with the hard copy dated June 15, 1995, which is three
days after the stipulation was signed. A review of this document, provided in response to Staff DR 119
which is dated March 6, 1996, and provided to OPC on May 1, 1996, leads to a rcasonable conclusion
that it was not commissioned and produced in just three days. The document is attached to OPC witness
Kind’s Rebuttal testimony as Schedule RK-1. The document contains over 26 pages along with
CIPSCO specific inforimation and analysis in addition to gencral electric industry analysis and

comparison.

WILL THE MERGER RESULT IN COSTS OR REVENUES BEING RECORDED ON
THE COMPANY'S RECORDS WHICH WOULD SUBSEQUENTLY BE REFLECTED IN

AN ARP YEAR WHICH WOULD THEN BE REVIEWED BY COMMISSION?
Yes. There are certain actual costs associated with the merger that will be recorded on the company’s
records. OPC witness Kind will discuss possible new revenue sources that will result from this merger

that are not addressed in the direct testimony of the Company.

PLEASE IDENTIFY WHAT TYPE OF COSTS WILL BE INCURRED THAT ARE A

DIRECT RESULT OF THE MERGER.

Transaction costs and transition costs, (costs to achieve) are the two types of costs resulting from the
merger for which UE, CIPSCO and subsequently Ameren will expend moneys. Transaction costs are
those actual expenditures of funds necessary to evaluate and consummate the merger. These type of

costs would include brokerage fees, legal fees, and other related costs prior to the merger. Transition
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costs or costs to achieve would include actual costs incurred subsequent to the merger to conduct all

actions necessary to merge the operations, attain cost reductions or develop new revenue sources.

HOW DOES UE PROPOSE TQ RECORD THESE COSTS ON ITS FINANCIAL
RECORDS?

The Company proposes a procedure which would require the recording of these costs in a deferred debit
account {USOA account 186) when paid and then amortize the costs to the income statement as an
expense over a ten year period. The allocation of these costs between years is to be based on a prorata
share of the total costs relative to the relationship of the expected cost savings during the post merger

year to the total cost savings over the first ten years following the merger.

WILL UE ACTUALLY INCUR THESE COSTS AND HAVE TO PAY THESE

TRANSACTION AND TRANSITION COSTS WITH COMPANY FUNDS?
Yes. The deferral of costs to the deferred debit account will occur when the Company expends actual
dollars. The basic accounting entry associated with each transaction will require a credit to cash and a

debit to the deferred debit account.

DOESN'T UE PROPOSE THAT TWO OTHER TYPES OF COST BE RECOGNIZED

FOR REGULATORY PURPOSES?
Yes. UE asserts that two other non-cash costs, “merger premium” and “the stockholder’s share of net

savings” be included as costs as a result of this merger. These alleged costs would then be allocated to

~expense over the next ten years. Upon being expensed, ratepayers would be required to provide

sufficient revenues to pay these expenses.

10
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Let me state at this point that in using the term “merger premium”, OPC is not agreeing that any
premium exists, but only using a term that UE has used to describe an amount of money it wishes the

ratepayers to pay its stockholders for approving this merger.

HOW DOES UE PROPOSE TO TREAT THESE ''ALLEGED'' COSTS RESULTING

FROM THIS MERGER FOR REGULATORY PURPOSES?

UE proposes that the ratepayers pay the following costs either through inclusion of an annual level of
expense while the ARP is in effect or inclusion as an annual level of expense in a cost of service study in
any rate case or complaint case during the ten years following the merger. The sum of the annual level

of expenses over the ten year period would result in the ratepayer paying:

] 100% of all transaction costs and transition costs associated with the merger
. 50% of estimated savings, net of transaction costs, transition costs and “merger

premium” (Estimated Sharing Savings or ESS})

’ 100% of an imaginary merger premium, $232 million, (IMP)

WOULDN'T THIS TREATMENT OF THE IMP PROPOSED BY UE IN ITS
TESTIMONY BE ENTIRELY DIFFERENT THAN MR. BRANDT'S STATEMENT
YOU DISCUSSED EARLIER IN WHICH HE ESSENTIALLY INDICATED TO THE
INVESTMENT COMMUNITY THAT THE ARP IN PLACE IN MISSOURI WOULD

FLOW BENEFITS TO RATEPAYERS AND STOCKHOLDERS IN A REASONABLE

MANNER?

11
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Yes. The ARP referred to by Mr. Brandt and under which UE is currently operating does not provide

for recognition of nnagmary costs such as the Imaginary Merger Premium and the Estimated

Stockholder Sharing.

YOU INDICATED THAT UNDER UE'S PROPOSAL IT WOULD COLLECT 100%
OF ALLL TRANSACTION AND TRANSITION COSTS. ARE THOSE COSTS

ACTUAL COSTS?
Yes. Transition and transaction costs will actually be incurred by the Company and funds will be
expended in regard to them. This wall result in expenses being recorded on the financial records of the

Company.

DOESN'T THE COMPANY USE ESTIMATED TRANSACTION AND TRANSITION

COSTS IN THE CALCULATION OF ESTIMATED STOCKHOLDERS SHARING?

Yes, but those estimates are only necessary in order to determine the $158 million of ESS the Company
wishes to inflate the cost of service by. The transaction and transition costs, in contrast, will actually be
incurred as expenses and be reflected on the financial records of the Company., As 1 will discuss
subsequently, the $232 million of IMP and $158 million of ESS will only be recorded as an expense if

the Commission authorizes future revenue sireams related to these amounts.

HOW SHOULD THE TRANSACTION AND TRANSITION COSTS BE RECORDED ON

THE FINANCIAL RECORDS AND FOR RATEMAKING PURPOSES.
These costs will actually be incurred so they will be recorded on the financial records. Public Counsel
would propose, to the extent these costs can be separately identified from normal expenses, these costs be

deferred in USOA 186, (Miscellancous Deferred Debits) and amortized to the income statement as an

12
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expense over a ten year period. To the extent these costs cannot be separately identified, which is a real
possibility, the expenditures will be expensed in the year they are incurred. In either instance it would be
OPC’s position that the transaction and transition costs would be ultimately included in the determunation
of the cost of service either for an ARP or a normal rate proceeding. This inclusion would of course be
subject to the normal Commission review for reasonableness and other procedures used in the evaluation

of expenses.

DID PUBLIC COUNSEL BELIEVE THE COMPANY IS INTENDING ON
INCLUDING THE ESTIMATED TRANSACTION AND TRANSITION COSTS IN
FUTURE EXPENSE DETERMINATIONS AS ONE MIGHT INFER FROM UE

WITNESS RAINWATER'S SCHEDULE 8?

No. This would result in a blatant attempt to double dip the ratepayer with regard to these costs, by
setting up a procedure which includes both an estimate of transition and transaction cost (via the
Schedule 8 calculation)} and also the actual cost (via the recording on the financial statements when the
cash is expended}. The term double dip is the attempt to include an expense level related to a certain
action in the cost of service determinations at leést twice. While UE’s position on ESS and the IMP are
unique to say the least, OPC does not believe that UE would have the audacity to recommend a

procedure that would result in such a blatant double dip.

HAS UE IDENTIFIED ANY ACCOUNTING ENTRIES RELATED TO THE IMP
AND ESS COSTS ON THE RESULTIRG BOOKS AND RECORDS OF THE NEW
COMPANY AS A RESULT OF THEIR PROPOSED REGULATORY TREATMENT?

No. Union Electric response to Staff DR #94 indicated that “The merger premium would not be
recorded on the books of UE or CIPS”. There are accounting entries relating to the ESS but the entries

13
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relate to only two of the four “cost” components which make up the alleged cost ESS. These two
components are transaction costs and transition costs which are the only actual costs for which Company
funds will be disbursed. The Company is currently recording transaction costs to USOA account 426,

which is normally considered a non-operating account.

IS THE FACT THAT THERE ARE NO ACTUAL COSTS INCURRED OR CASH
OUTLAYS BY THE COMPANY WITH RESPECT TO THE IMP THE REASON YOU

REFER TO THE ''MERGER PREMIUM'*' AS BEING IMAGINARY?
Yes. While OPC witness Burdette addresses this issue also, I will set out later in my testimony why the
merger premium is simply an attempt to increase the profitability of UE by modifying the ARP to allow

for the inclusion of an expense the Company has not, and will not incur.

IS THE FACT THAT THERE ARE NO ACTUAL COSTS INCURRED OR CASH
OUTLAYS BY THE COMPANY WITH RESPECT TO THE ESTIMATED SAVINGS
COMPONENT OF THE ESS THE REASON YOU REFER TO THE

'"STOCKHOLDERS SAVINGS SHARING'' AS BEING IMAGINARY?

Yes. The assertion by UE that this is a cost the ratepayer should pay is even more egregious than the
IMP because it sets up a situation where company management would be incented not to implement
actions to effectuate the merger synergies. UE’s proposal would require the ratepayers to pay the
stockholders one half the estimated savings regardless of whether or not those savings actually occur.
The expense associated with the ESS would serve to reduce any ratepayers share of excess eamings
during the period the ARP is in effect. If approved, as proposed by UE, it could well be in the best
interests of the stockholders for management to delay implementing merger synergies until after the ARP

has expired. This would allow greater retention of savings by the stockholders during the period
14
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following the ARP if the merger synergies were implemented. An even more perverse possibility is that
the guaranteed recovery of the ESS could generate a rate increase assuming existing rates are adequate
prior to inclusion of the ESS and that measures to achieve the merger synergies were not implemented.

These outcomes, while unlikely because OPC is confident the Commission would not allow inaction by
the Company’s management, do serve to illustrate the a fundamental flaw in the logic underlying the

Company’s proposal.

ARE THERE ANY ACCOUNTING ENTRIES WHICH UE DOES NOT IDENTIFY

THAT WOULD BE REQUIRED IF ITS REGULATORY PROPOSAL IS ADOPTED?

Yes. Ifthe Commission were to grant UE’s proposal as presented, two specific regulatory assets would
be created and regulatory asset accounts associated with the IMP and ESS would be set up. These
assets would then be reduced via an amortization to the income statement as an expense over the next ten

years as previously discussed.

PLEASE EXPLAIN WHAT YOU MEAN BY A REGULATORY ASSET.
A regulatory asset is created when a public utiliti( commission provides assurance that there will be a
future stream of revenues which is not related to the normal accounting entries that would result from the

normal operation of the regulated utility.

WHY WOULD REGULATORY ASSET ACCOUNTS BE REQUIRED IF THE
COMMISSION ADOPTS UE'S PROPOSAL AS PRESENTED IN ITS DIRECT

TESTIMONY?
Unlike the transition costs for which actual expenditures (i.¢. cash outlay) would be made for an actual

event therefore automatically requiring the appropriate accounting entries, neither the IMP or ESS

15
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require an outlay of cash by the Company which would require an accounting entry to the financial
records. However, Commission approval of the Company’s proposal would guarantee future streams of
revenue because of the requirement to recognize an arbitrary level of expense in future financial years.

This recognition in expense would essentially guarantee that customer rates would gencrate sufficient
revenue to cover the expense. Th_is stream of revenues represents an asset to the Company and it is my

professional opinion that all external financial reports would be required to disclose its existence.

WHY DO YOU BELIEVE THE MERGER PREMIUM IDENTIFIED BY UE WOULD
RESULT IN THE CREATION OF A REGULATORY ASSET IF UE'S

RATEMAKING PROPOSAL IS ADOPTED?

The merger premium identified by UE is not the result of an cash expenditure by the Company or, for
that matter, cash paid by anyone else. The premium is simply imaginary, thus OPC refers to it as the
IMP. It is the result of a mathematical calculation which is shown on Schedule 6 of UE witness Gary
Rainwater’s direct testimony. 1f the Commission were to allow future revenue streams in the amount of
$232 million, those revenue streams would clearly be the result of the regulators’ actions and not any
action by the Company which enchanced the value of the assets serving the rate payers. The revenue
stream available to the stockholders would ﬁot have any offsetting cash expenditure associated with it.

The cash resulting from the revenue stream would be available to pay dividends to the stockholder.

YOUR ANSWER TO THE PREVIOUS QUESTION RAISES TWO ITEMS THAT
NEED TO BE ADDRESSED. THESE RELATE TO WHY THE PREMIUM IS
IMAGINARY AND SECONDLY WHY THE VALUE OF THE ASSETS SERVING THE
RATEPAYER HAVE NOT BEEN ENHANCED. PLEASE EXPLAIN WHY THE

PREMIUM IS IMAGINARY.
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The Company’s calculation is a result of multiplying the number of shares of CIPSCO stock outstanding
by the agreed upon stock exchange ratio. This resulting number of shares is then multiplied by the price
of UE stock on August 11, 1995. This product is then compared to the product resulting from the actual
number of CIPSCO shares of stock outstanding times the August 11, 1995 market price of CIPSCO
stock. This calculation can be found on Schedule 6 of UE witness Rainwater’s direct testimony This
calculation attempts to measure the increased value of stock investments held by CIPSCO stockholders
at the time of the merger, if you overlook the inherent flaws in the calculation’s assumptions. It is quite
evident from this calculation that neither UE nor CIPSCO nor the resulting company Ameren will pay

one penny to a stockholder with respect to a stockholder’s gain on this stock exchange transaction,

The only exchange of moneys that will occur is, if and when CIPSCO stockholders, after they receive
their shares of Ameren stock, decide to sell that stock. At that point in time, some unknown investor in
the market will pay an unknown price. Only then will you know if the original individual CIPSCO

mnvestors, who now holds the Ameren stock, will experience a gain or loss on their investment.

However it is also just as critical to realize that stock market transactions have no effect on the
investment necessary to serve the ratepayer. Stock transactions occur each and every day the market is
open without any effect on the financial records, (i.c. rate base and income statement) of a utility
company. If this Commission accepts UE’s proposal to recognize individual stockholders stock market
profits as having an effect on the cost of service necessary to serve ratepayers, the Commission should
consider how it will recognize the change in the cost of service cach and every time a share of stock is

sold i the future. UE’s proposal is even more radical in that it uses imaginary or anticipated stock
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market profits and not actual stock sales. Another point that needs to be made is that if existing

stockholders do not sell at some point in the future, there will be no individual stockholder gain or loss.

YOU SPOKE OF AN INHERENT FLAW IN THE CALCULATION OF THE MERGER

PREMIUM, PLEASE EXPLAIN.

The calculation has one basic assumption flaw with respect to determmmg a premium. The calculation
assumes that the individual stockholders will sell their stock. If a merger premium actually exists, a
company involved must receive and record a capital gain which can also be referred to as profit. In
order for a stockholder to actually realize a capital gain, the stockholder must sell the stock. If the sale
occurs at a date other than the date used for calculation of lthe “merger premium” the individual
stockholder may experience a different gain or even a loss depending on market conditions at the time.
UE has assumed the all stockholders will sell their stock, at a price that allows all stockholders to reap

capital gains in total equal to $232 million, and then assigns this imaginary gain to the Company.

Another basic flaw relates to how UE portrays this “merger premium”. The Company portrays it as
something the Company will pay. In fact, the only cash exchange that could take place is when and if
new investors purchase the stock of existing investors. The Company is not involved in that financial

transaction except to change its stockholder records.

HAS THE COMPANY RECOGNIZED THAT THE MERGER PREMIUM WILL NKOT

RESULT IN AN ACTUAL PREMIUM PAID BY THE COMPANY?
Yes. The following question and answer was contained in document outlines responses 1o questions that
would be raised after the announcement of the merger. This document was originally classified as highly

confidential by the Company, but has been voluntarily declassified prior to filing by UE,
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Q. UE is paving a 23 percent premium that won’t be recoverable in rates. How will you
get that back?

A Since this is a business combination, strictly speaking, UE is not “paying anything.
The exchange ratio is 1.03 shares of the new holding company for CIPSCO holders; |
share in the new holding company for Union Electric stockholders. Our regulators will
look at that issue in today’s business climate — one of increasing utility competition,
and one in which UE is already committed to share savings with customers. We

expect this merger to create efficiencies that will result in a sharing of net savings
between our customer and our stockholders. (emphasis added)

This quote is contained in a document obtained from CIPSCO which was originally faxed to CIPSCO
from UE legal department. The relevant pages of the document are attached to my testimony as

Schedule RWT-2 and was received by OPC in response to OPC DR 622.

PLEASE EXPLAIN WHY THE ASSETS SERVING THE RATEPAYERS WILL NOT

BE ENHANCED AS A RESULT OF THIS PROPOSED MERGER.

This merger simply changes the ownership of the assets serving the ratepayers, not the value. The
differential in stock exchange ratios between UE and CIPSCO stockholders does change the ownership
rights to the combined assets in that CIPSCO stockholders would have a larger claim against the
liquidated assets of the combined company than if the stock exchange ratios were equal. However,

neither the value of the assets, if liquidated, nor the assets’ (rate base) ability to serve the ratepayer has

been changed.

If the Commission accepts UE’s proposal to guarantee future revenue streams to recognize the IMP, the

result will be the recording of a regulatory asset as previously discussed. This in turn will result in a
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write-up of the assets of Ameren thereby inflating the financial records above original cost. The concept
of onginal cost is firmly entrenched in regulation and with good cause. A simple example illustrates
why. If a series of transactions such as this merger occurred with the IMP treated in a manner consistent
with UE’s proposal, the result would be an increase in rate base and an increased overall cost of service.
The overall increase in rate base as compared to the actual dollars invested by the Company would be
an amount equal to the combined IMPs. The ratepayers would stil! be receiving the same service but at
a significantly higher price. The only party which would be better off would be the stockholders who

would be receiving the inflated and unjustified revenue streams.

This alleged cost is entirely different from cash expenditures that the company makes to increase the
value of its asset either via action which increases the life or efficiency df existing plant or acquisition of
new plant. For example, UE is currently spending a substantial sum of funds to update and extend the
life of some of its coaJ units. These expenditures do increase the value of the plant (recorded on the
financial records as assets) used and useful in serving the ratepayer. Plant and other rate base
investments found not to be used and useful in serving the ratepayer are not included in the determination

of rate base on which a reasonable return is calculated.

ARE THE COMPANY AND ITS STOCKHOLDERS ONE AND THE SAME?

No. As discussed by OPC witness Burdette, stock represents a claim on the assets of a company, with
each share of stock having an equal claim, In addition, individual stockholders wilt have paid vastly
different amounts of money to previous stockholders in order to obtain that claim on assets. The
decision of what an individual stockholder will pay does not change the value of the Company’s tangible

asset which the stock represents ownership. In contrast, the Company’s investment in plant in service
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and other rate base ftems is not related to the price current stockholders have paid a previous

stockholders for the share of stock. UE’s attempt to relate these two unrelated actions should not be

tolerated.

ARE THERE OTHER FACTORS WHICH EFFECT THE STOCK EXCHANGE RATE

WHICH UNDERLIES THE COMPANY'S ALLEGED ~~MERGER PREMIUM''?

Yes. The Goldman Sachs June 15 presentation, previously discussed, outlined several CUﬂSldCl'athf[lS
that must be taken into account in developing a stock exchange ratio which results in a “merger
premium” as used by the financial industry. A review of this document clearly indicates that the target
company is CIPSCO even though the document sometimes uses a code name, ** #x_for the
company. The Goldman Sachs document is attached to OPC witness Kind’s rebuttal testimony as

Schedule RK-7, and contains the following statements regarding other considerations which a “merger

premium “ would address:

hR

*k
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Q.

DO THE ISSUES OQUTLINED IN THE GOLDMAN SACHS DOCUMENTS AND

IDENTIFIED AS *¥ ** HAVE ANYTHING TO DO WITH

PROVIDING SERVICE TO THE RATEPAYER?

No. Hems such as **

** arc directed at satisfying the personal needs and goals of existing individual

management employees, not providing service to ratepayers. **

** also has no bearing on the

quality of service provided ratepayers.

UE WITNESS RAIINWATER REFERS TO THE ~“~~MERGER PREMIUM'' AND THE
TRANSACTION COSTS AS THE MERGER iNVESTMENT ON PAGE 17
BEGINNING ON LINE 14 OF HIS DIRECT TESTIMONY. DO YOU HAVE ANY
COMMENT ON HIS ASSERTION THAT THESE COSTS REPRESENT AN

INVESTMENT?

As I have extensively discussed previously and the Company has acknowledged, there will be no cash
outlay by the Company and no entry on the financial records of the Company with respect to the merger
premium. Despite UE’s testimony to the contrary, a merger premium does not exist. A premium
represents a gain to someone. As everyone knows, Uncle Sam will recognize any gain, if it exists, and
assess income taxes on it. As UE has freely admitted (Mr. Warner Baxter’s testimony, page 14, line 9),
there are not any income tax consequences for the Company or even for its stockholders as a result of

this transaction.

An investment requires an asset to be purchased or created. Clearly the combination of UE and
CIPSCO does not create any new assets. The transaction costs are properly being recorded as an
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expense on the Company’s financial statement, not an asset as Mr. Rainwater implies. While OPC is
not opposed to allowing these actual expenses to be deferred and amortized to expense over a period of
time, assuming the merger is approved. This does not change the fact that for financial purposes and in
accordance with the USOA adopted by this Commission, transaction costs are an expense, not a asset
requiring an investment. This deferral and amortization recommendation includes the assumption the
Commission will review the actual expenses incurred with respect to reasonableness at the appropriate

time.

"MR. RAINWATER ALSO SPEAKS OF THE RATEPAYER RECEIVING A 20%

RETURN ON INVESTMENT, (RAINWATER DIRECT TESTIMONY, PAGE 18,
LINES 10 - 15). PLEASE COMMENT ON HIS ASSERTION THAT

RATEPAYERS ARE SOMEHOW MAKING AN INVESTMENT.

Investment denotes ownership. To my knowledge customers are not considered owners of UE by virtue
of paying just and reasonable rates. The logical extension of Mr. Rainwater’s assertion is that customers
obtain a proprietary interest in the assets and profits of the Company. I have been a customer of UE for
over 15 years, and if Mr. Rainwater is correct in that my rates constitute acquiring ownership, I can only

state I have yet to receive a dividend check. All I find in my mailbox is another month’s bill,

PLEASE SUMMARIZE YOUR TESTIMONY.

The Company’s proposal to require the rate payer to pay $232 million dotlars in additional revenues
over the next ten years is detrimental to the public interest. The basis for this payment is unsubstantiated
and any quantification is based on stock sales which may or may not occur and which in any event are

not related to the company’s financial operations. The Company’s proposal to require the ratepayer to
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pay $158 million dollars over the next ten years allegedly to share the net merger savings with
stockholders is nothing more than a unsolicited deep grab into the ratepayers’ pockets. The two
proposals also represent two major adjustments to the ARP currently in place for UE which violate the
intent and the substance of the ARP and bring into question the good faith with which that agreement
was made. Finally, Public Counsel is not opposed to the recovery of reasonable transaction costs and
transition costs associated with the merger. OPC would recommend that these costs be deferred and
recovered over a ten year period. While it could be argued these transaction and transition costs are
more akin to organizational costs which would normally be recovered over the average life of the utility
property, OPC belicves that a ten year period represents a reasonable recovery period in light of the

alleged merger synergies which may occur.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.
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Financial questions and answers ... FAL

N

The reasons whu this merger benefits stockholders and investors:

e Premier midwestern combeﬁtor

o Tiuo low-cost, ﬁnanmally sound utilities wuh excellent balance sheets and
strong earnings trand,

o  Effidendes of size -- reduce general and admiristrative costs; join:

dispaiching; lower electridiy production and gas costs; employee reductions.
o  Strong marketing opporiunities - links with 28 other utilities.

- The combined company will be the country’s
... 19th largest utility in terms of market capitalization;

... 18thlargest in terms of toial electric sales;
... 14th largest in generating casaaiy.

‘-

- About the spec:'ﬁcs of the deal:
Z
A Isea natu"a.l aILF.ncc -  we have two ﬁnanm.:lly strong companies with
‘complementary sirengths in connguous and similar mzrkets and an
opporiunity to reduce duplicative costs. This merger means we can grow
revenues on 2 lower-cost business,
- Q:  What is the total value of the deal” ) .
Al $1.2 billion.
Q: What s the premium? ]
Al The exchange ratio rcsults in € prcr".n.m of about 23 pereent to CIPSCO
stockholders.
O__ " Is the transaction dilutive?
Al We expect no dilution in the first two yeers afier the transaction closss.
: Afier we echievs the synergies we expect, we will s=e earnings accretion begin
10 flow 10 siockholders and cost savings fiow to customers.
;o ' 1 Schedules RWT 2-1
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Q: When dxd these talks etart?

A: Imtxal discussions began in late June.

é. Wh}" not just an outright purchase? Why not just pay cash?
A: The exchange ratio is appropriate in light of other transactions in the

industry. investors favor the stock-for-stock transection... it doesn't trigger 2
tzx event. Also, & cash transaction would generate a sxf-'mucant amount of
_ goodmu which would bang over carmngs for ycars

Q: Do you plan any other such deals before this mergcr closes? Is this
Just the stert.of creating & nutional company?’

-~ We elways look at opportunities, but our first pnonty is to succcss;LLy
complc‘.c this merger 2nd capitalize onthe opportu'uncs it presents.

Q:  Why is there a premium for CIPSCO and rmtfar UE stockholders?
A: This is typical in combinations of larger.and smaller companies.

About the immed:ate a.fte:math:‘-« -

Q: VUEis pz}"x:lg 2 23 pe:cent premium that won't be recoverable in
rates, How will you get that back?
A!  Since this is a business combination, strictly speaking, UE is not “paying”

anwthing, The exchange ratio {s 1.03 shares of the new holcung company for
CIPSCO holders; 1 share in the new holding comna.n} for Union Eiectric
stockholders. Our regulators will look at t"lc.t issue in todzy's business climate
-- one of increzasing utility competition, and one in which UE is elready
committed to-share savmgs with-customers. We expéct this marger to creats

efficiencies thzt will result in a sharing of net s:-.vmgs bctwccn our customers
and our stockholders. -

-Q: What commissions have to okay this transaction and what problems

do you foresee with those commissions?
A:  This has o0 be approved by the [llinois Commerce Commission,-the
Missouri Public Service Commission, the Federal Enzrgy RCgu.la.tOIY

~ Commission, the NRC and the SEC. It will also be reviewed by the FTC and the
Justice Dcpa:':ment Stockholders of both companies have to approve the
transaction, of course. This merger provides iong-term benefits for our
customers, stockholdzrs, employezs and our communities ... so, while our
regulators will have guestions and the process wul tal-'c some nrn.., we don’t
expect any major regulatory obstacles. -

—
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Q: [llinois Power hee rsked the IH.x.no:.s legislaturc to open transmiccion
facilities to retall wheeling.,. Will they force this on you?
Al We think the UE/CIPs combination works so well for customers and

stockholders that we don't anticipatc substantive ubjections ... and we don't
anticipate that retail wheeling will be an issue in this approval process.

Q: What problems do you foresee with FERC? Will rou accede to open
transmission requirements to get their okay?

A:  We now provide transmission :services, and we've done that for many
years, We will file an epproprizte open access trensmission tariff.

Q:  Will any of the regulatory groups force any divestitures? What
about your gas businesses? . .

Al We don't believe that will be a problem. As PUCHA is now writtcn, 2
waiver is required to operate both electric and gas businesses... and such
waivers have bzen grantcd o o..hcr companiss in the past. We don't foresse any
problems. )

.Q:  What's the expected closing date?
A We expect to close the deal by late 1996,

Q: Does the agreement have a IocL-up provision?
A ch .. The dcte.lls will be in the @i nnngs

Q: (U:;) vee w:ll you keep w:th your mv:dend schedule znd

raise the dividend in October as you have iz the past?

A: A primeary goal at both companics has always been to providc a fair

rezturn to stockholders — that’s apperent in the companies long history of

dividend payments end dividend increeses. Although I can't spezk for all of
j='s dircctors, [ can zssure you that this goal hasn’t chaaged.

Q:  Will this merger re-open negot:.atzons w;th the Missouri PSC about
rates?

A: No ...it gives us an opportunity to mcrcasc cfncw_ncy whch is )ust what
the P5C wants. us to do '

Q: Wx.ll you t:y to negotmtc someth.mg like the rate deal you have in
Missouri now with the Illinois repgulators?

A We belicve in incentive reguladon. It's healthy and good for everyone.
end we will be talking to Illinois regulztors about thet issue. '
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Q: Have you heard from any of the commiscioners yet? What's their
reaction to the proposed merger?

A: We notified the commissioners and the stells right after we made the

znnotncemant. They haven't commented {0 us, We believe the long-term
strategic advantages to this.merger for customers, stoc.l:lolo ers and our
com:munitics are numerous and compexhng

Q: After the merper, .will Jyou restructu.re the compzav?

A: We wili focus on'making the most of the synergies we have identified --
bringing cost savings to customers and edditional earnings 1o stockholders.
Unlike the mazjority of mergers, we don't expsct most of the savings to come
from iebor reductions. Instead, we’re looking at savings from reductions in
general and administrative expeases, improved fucl costs and other savings.
We elso expect to teke advantage of marketing synergics.

Q: [Environmental Question): Will you'try to clean up respective
environmentzl liabilities before the merger is closed?

A:. Both companiss have alweys made sirong commitments to being good
cnvironmentzl stewards. We're proud of our rcspccnvc environmential records
end will keep them intact. -

About the resultinz comypany:

Q:  Why the holding st:ucture fo:mat” Won't that get in the way of
cost savings? .

A:  We opted for that st—ucturc because it took adva_ntagc of the compznias’
hdencnccnt strengths and because it allows for the flesdbility. to take
aavamz,g* of. cost sc.vmgs e.nd other op'oortumucs as they occur.

Q: How much do you expcct the savmgs to total and where will they

come from?

A:_ We anticipate about S570:million in savings over the next 10 years. The
timing of those savings depends on when we achieve the synergies we expecs,

but they would begin the first-year after the transaction is completed, About

- helf of the $570 million are expected to come from reductons in general and
administrative costs, and about 30 percent will come th*‘ousn lzbor reductions.
. Other savings come from jointly dispatching power, joint purchasc of materiais

end from reductions in electric: production costs end gas costs. We will detail
those savings morc specifically in rcgulatory fiings.

P
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Q: Do you plan for Izbor savings te account for much of the overall
savings?
A: Unlike most mergers, we anticipate that less than ons-third of the

savings will come from labor reductions. We anticipate & reduction of about
300 cmployccs, primarily through attrition, over the years.

Q: When will the savings happen° Is it back loaded? And how much
will the savmgs cost? .

A:  The savings will begin the first year we 1mp1cmcnt the synergies. Then
they will ramp up g'aclually The costs to achicve these savings will be ebout
819 million, mainly in the first two years.

Q: Do you expect any union problem: to arise from this? -

A: We have been in touch with union leadership at both companies and’
discussed the benefits of this merger ... we believe this egreement is in the best
long-term interests of our cmployees, &s well as our customers znd
stockholdc:s Wc don’t «.nnc.pa-.c any problems.

Q: Arxe you going to coatinne in the nozregulated business tha.. CIPS
runs? Do you plan to expand it?
A:  We will continue that bl..smcss, and we intend to pursue opportunities as
they arise.

Q: What will the-addition of nuclear do to the combined compzanies
cr ed.t rating?
Al The combined compzany’s ﬁn.:.naal wnc::-wlm -all will be one of its

primzry strengths, 2nd Ca.lawav is one of the best-run nuclear pizats in the
world ... so we expect the companies will keep their excellent ratin {ing status. We
don't bchcvc the credit ratmgs will change, since the basic-character of the two
“businesses will remzin ntac” with opportunites to improve from there. One of
the keys to this e.grc..mcnt is the financial strength of both companies.

Q: What wﬂl thls do to rates in thoxs for the com‘b:ned company?
Will you lower them to match UE’s or raise them to match CIPS?

A We expect the effect on r2tes to be positive for the customer. As
synergies occur end ¢ertain costs. of producing energy are reduced, customers
will benefit. The long-term outlook is that prices will be lower than they would
have been if this strategic combinaton hed not eccurred.

Q:  Will this merges £:igge: some bond calls?

Al No.
Q: Will you issue any debt? .
AL Ng, not to da this transaction,
. -
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Q: What is the reserve margin for the combined company?
Al {t will be around 20 percent ... 2 great place to be. Enough availability to

supply our native load with rcscrvcs of low-cost power to sell outside our
sysiem. [Actual estimate of reserve margin is 19 percent of combined company.f

Q:  What are the implications of the mergcr on EEInc? Will you
continue to sell to the DOE. or try to get out of that contract?
A: The DOE is one of our best customers, and we want to keep them.

Q: What will the merger. do to existing fuel and interchange contracts?
Al From a contractual standpoint, nothing will happen to the contracts.

From en operations standpoint, it makes us a bigger, more cf:cctwc player in
this markct -

Other questions ) !

Q: What's the application process? Wher will the filings be made
publie?

A:  We will file with the ICC, MPSC and FERC this fall, znd will submit
f.mgs to the SEC and the NRC. The Justice Departmcnt and the ¥FTC will
review the agreement, as they do will all mergers over a certain size. We
enticipate hearings before the ICC 2nd MPSC.

--Q: - What about the citizens’ group in Illinois. Do you e.xpect pv-oblems

from them?

A: ° This pusiness combination is 2 natural fit -~ and it bencfits customers
a.nd s..ockholdcrs.. So we don't expect any mf'iculty

Q: ‘I‘he an.uual growth rate of the two compames over the past few
.years averages eround 2 percent, mar‘oe less on'a’ weather-adjusted vasis.
How can the combination of two Iow—grcwth companies help eitheér one?
A:  This company will be able to keep prices down while it maintzins qualizy
szrvice. We. expect that combination will help us g‘ow revenucs on & lower-cost
baszs Ug and CiPS arc cormng from oosu: ons ot' str nc'th to ma:kcts iwe know.

~ Qs What abcut ‘the dundcnd payout ratio? Both companies have
. payout ratios well over 80 percent, without the: prospects of increased

revenues. How does that help the stockholder? -
Al The merged company will be a strong company, able to spread lower
costs over increased revenucs, This strategy will-put us in the forefront of

utility competition end make it possible for us to kesp rewarding our
stockholdcrs.

- - - - R .

6 S S
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Q: Could the holding compn.ny stzucture prosent problems for realizing
efficiencies and cost gavings?
A We don't believe that a holding company structure will prevent us {rom
accomplishing savings, given our stroig management. {t's not our intent to
create e large bureaucracy -- where it makes sense to consolidate, we will. Our
ransition team, run by members ifrom both companics, will re-align the
co-npamcs in the most efficient way. possible, 'I‘hc combined company will be
larger, stronger end bcttcr able to take advantage of opportunites that arise in
2 changing industry. .

m

Q: UE... were you holding up announcing this deal antil you got your
rate deal with Missouri?

A: Absolutclv not. The issue didn't corne up until after we "ﬂcd the
sapulth"l in Missouri. :

Q:  What happens to UE's [llinovis customers under this holding
company structure? _

A: - Our custoruers will be CIPS customms ... but UE rctains the
transmission lines located in Illinois and our Venice plant, an 429

mecgawatt 011 and natural gas plant on that side of the river.

Q: How will the holding company board be structured? Will UE and
CIPS still have boards?,

A:  The holding company boe=d will be cornposcd of UZ's 10 directors and 5
cirectors from CIPSCC, Each of the two opereting sutsidiaries will have 2
separate board that includes one or more members of the other operzting
company. | | '

Q: It sajs in the press release that the new company will pay =w
dividend at UE's level. Don, you said in the past that UE doesn't have a
cu'ndend policy per se.. Will thic change? -

A:  The dividend will still ba set by the bozrd, of course., WC haven’t set any
tasget payout ratio, if that's whet you mean. However, it does indicate that the
new company's attitude toward rewarding i mvcs;o:'s will follow UE's anid
CIPSCO's history. _ -

word h ccs ques

———— . JE—
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Q: Why is UE merging with CIPSCO?

A This merger creates a company that can generzate more revenue with less
CcOost: _ _

» It links two of the nation’s lowest-cost, most financially solid utilities;

« The increased size increases cost savings; .

e The compa.mcs have complementary strengths and similar markets.

Q: What will happen to the dw:.dend" Can we expect en increase gt the
usueal time?

A It's ant:c:patcd that the new holding company will adopt UE's dividend
paymea: level, now just over 80 percent for 1994 results. The board of
directors makes decisions about the dividend, so we can't speculate about
possiole increases -- but both companies have histories of consistent dividend
payments end dx.xdcnd increases.

Q: Is tlns transaction dilutive? (in thxs sense, dilutive means Wcakcnmg
the worth of a share of stock --2 vcry general definition.) _
A:  We expect no dilution. And, after the two companies begin to implement
savings programs, stockholders would begin to see benefits from improved
amings -- depending on economic conditions and other faciors.

Q: When will this hauvcn°

A:  We expect the process to take about 1 1 /2 years ... we hepe to complete
it by the end of 1996

Q: Eow will the stock trade in thc meantime? :

A: It will trade seperztely until the transaction is complntcd Before that
happens, UE will sezd you a proxy this fall and hold 2 special stockholders
mesting dbefore the end of the year, Then it will teke about a year to get
regulatory. approvels, “Afterwe go through that process and complete thic
wansaction, we will send you information zbout the detzils, The stock of the

new hoiding company -- rau:lcr than Union Electric ~- will t*adc on the New
York Stock E.xcrzange -

Q: Will the ticke: symbol be the same?
A The ticker symbol will be determined later.. don’t know what the ticker
symbool will be for the new company ... it may stay the same. '

Q: Will T have to turn in my stock certificate?

A Yes, we will esk for your stock certificate when the merger is compleied
... but we wiil give you plenty of time to do that.

——_— —_——— ——

—
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i Q: How many shares of the new company will | get?
Al You'll get onc snare of stock in the new company for every UE share you

have. [Note: CIPSCO stockholders will get 1.03 shares of stock in the new
company for every share they own.|

*

will this affect me, since I own UE's preferred stock?

Q:
A: No ... it won't affect it at all,

.. Q: Are any of your bonds callablc as a result of this merger?
Al No.
Q: How rmuch is this costing me as a stockhoider?
Al The long-run goal of the transaction is to create a sironger company,
which means a better investment.

\ . Offer to send a news release and trarsaction at a glance sheet.
. . ) irqa
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MEDIA/CUSTOMER Q&A

{To B2 Uscd To Respond_To Customesr and Mediz Questions)
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What will happen to rates with this deal? Will the moraterium you just worked out

with the Public Service Commission in Missouri be lifted? Will this have an impact
on the "experiment" you set up with the PSC? :
We don't expect any immediate effect on rates. The merger isn’t expected 10 prompt any
chenge in the recent: UE-PSC rate agreement. The merger gives both companies an
opporwnisy to increase efficicocy---just what the PSC wanted. In addition, Ilinois has
just passed ]cglslauon that sets the stage for the same kind of incentive reguledon in that
sizte. We believe in incentive regulation. It's hcalt.hv and good for everyons, and we
will be talking 10 Illinois regulators about’ that 1ssuc

What will happen to the dividend? -

It i= zmicipated thet the new holding-company will adopt UE's dividend pzyment level.
The boeards of directors make dividend policy so we can't speculate about possible
increases. The boards of both companies have historically increased dividends on 2
consistent basis. A primery goal at both companies has besn to provide a fair return to
stockholders. '

How much sales growth ts expected after the merger?
Rough estimares call for & two percent ennual increase in overall sales.

How will this transaction affect the average guy? Your customers? Shareholders? .
Both companics ere finzncially sirong, low-cost providers. Together, thay can realize
savings that will allow both to keep their rates low,  This merger provides long-term
benefits for our customers, siockholders, employees 2nd our communitics. While
regulators may hzve questions and the process will take some time, we don't expect any
major regutlatory obstacles.

What effect will this have on the economies of Missouri and Illinois?

. Both corapanies have a long historv of supportng ecopomic develcpment. Their

combined resources could expand that effort. The efficiencies associsted with the merger
will allow both corupanies to offer highly competitive rates to attratt new dsvelopmes:t
to both states.

What prompted the merger at this time?

The wtility industry is undergoing fundamental changs with increased compstition and
movement toward dercgulation. The merger will create an organization that is well-
positioned to embrace the new, more competitive eavironment.

—_———
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VYhen did talks start?

Lnval d;;cassi;ns began in Jats June. H gh !y CG rﬂ.h d e Vﬁ-=

How much do you expect savings to total? Where will these savings come from?

We anticipate about $570 million in savings over the next 10 years. The timing of thege
savings dcpcnds on when we achicve the syn..rglcs but we expect to realize savings
beginning in the first year after the trznsaction is completed. About half of the SS?O
million is expected to come from reductiods in general and adminietrative costs.  About

" 30 percent, will come through labor reductions. Other savings come from jointly

dispatching power, joint purchase of materials, and from reductions in elestric production
costs and gas costs. We will detail those savings morc specifically in rcvula[orj filings.

How much will implementing the savings cost you?

We estimate the costs to achieve these savings will be about $19 million over 10
years, mainly booked in the first two years.
When sre yvou filing with which regulators? b

We will file with the Missouri Putlic Service Comrmission, the Illinois Cermerce
Commission and the .Federal Ensrgy Regulatory Commission this fall and will submit

“filings to the Securitiss ind Pxchange Commission end the Nuclear Regulatory

Commission. The Federal Trade Commission and the Deparunent of Justice will review
the egreement, as they do with all mergers over & certzin size, We anticipate hearings
befors the Niinois Commercs Commission and the Missouri Public Service Commission.

Is the transacnon dilutive?

‘We expect-no dilution in the first two years after the transacuon closes. Aflter we

. achxeve the synsrgies we expest, we will see carnings begin to flow 1o stockholdérs and

cost savings flow 1o customers.

Are you paying a,premium for this company? Will that be recoverable in rates?
The wansaction represenis a premium of about 23 percent o CIPSCO's stockholders. Ot
course, this isn't 2n gcquisition; it’s a business combination. The exchange ratio is 1.03
shares of the new holding company for CIPSCO sharcholders. Qur regulators will look
2: that issuz in the light of today’s business climate—one of increasing utility competition
2nd one in wluch UE is already commitied (o share savings with customers.- We expect
this merger.io creats efficiencies that will result in 2 shznng of nel savings bctwc'r our
customers md our stockholucrs

Whv not an outright purch&se" Why not Just pay cash?

Investors fevor the stock-for-stock trensaction. It doesn't trigger a tax eveat. Also,  cash
transaction would gencrate & significant amournt of goodwill. Goodwill must be writtzen
off agzinst earnings. '

—_— = - - .
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' Will any of the regulatory agencies force any divestitures? =~ :
“We don't believe ‘this will be a problem. As PUCHA is now written, 2 waiver is

—— mwt ot eeEe ST

H\gh\y Canﬂdem al

Other recently announced merger deals seemed 1o pronuse 2 lot more in terms of
savings and in a shorter time period. Why your time {rame and amount?

These two companics a5 already low-cost producers -- offering some of e lowest rates
in the nation. Both have reduced costs fuirly agpressively. With two already-efficient
operations, you won't see the dramatic savings projected with some other transactions.

hi
[}
L)

Why become 2 holding company?

We opted for that structure because it ook advantage of the companies’ md-p‘-ndcnt
su'cngths and because it provides f]exib:hty m capuahzmg 0o cost savings and
opporrumtxcs as thcy occur,

Are you going to coatinue in the nonmgulated busmess that C"PSCO runs? Do you

plan to expand it?
We will connnuc that business and intend to pursuc opporunities as thcy arise.

There ‘has been 2 lot of press about the antiquated nature of the public utility
holding company act. Why place murself under uhhty ‘holding company act

B provisions?

We don't believe thata holdmg company will prevent us from accomplishing SavuLs
given ‘our very strong mansgement. In addition, the Securities &nd Exchange
Commission regulation under Public Utility Holding Company Act (PUHCA) is
changing.

Explaln the thinking behind FUHCA.
PUHCA wes cnacted to curb Depression-era pyramid schemcs and the practices of billing
unln} subsidiaries excessively for services and writing up assets, among other abuses.

"PUCHA limits the concentrztion and type ‘of investments a: uulny holding compeny can

make.

‘What happens to the CIPSCO holding company entity? Does it rhssolve now that

' -¥ou have a holding company structure where you can place vour nonutility ventures?
+ *Onice the transaction closes, thzn CIPSCO will fo longcr cx1st, but CIPS-Ccmra.I Illinois
'Pubhc Scrvm.. Company-—commucs to cmst

required to operate both electric and gas businesses. Such weivers have been granted to
other companies in the past. We don't foresee any problems.

P
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Isn’t it a departure for UE to be involved with diversification in non-utllity areas--
like that of CIPSCO Incorporated?

CIPSCO Lzs {ollowed a conscrvative invesumcot philosophy in placing & srmall amount
of its earnings — about five percent—in leveraged leases and a hedged equity porifolio.
These include ownership interests in peaking wurbines, real estate and an aircraft.
CIPSCO's stated plans have besn to use this subsidiary to invest in eaergy businesses,
such 25 electric generating plants.

How will companies work together between now and closure?

Until completion of the transaction, UE and CIPSCO will operate independendy. A
transition tearn will manage this. The new holding company chzirman and CEQ (UE
CEQ) .Chuck Muclier end holding ¢ompany vice cheirman (CIPSCO CEQ) Chff
Greenwazlt are chairing: the tcam

For the individual UE and CIPSCO shareholders out there who will be confused by
this, I need to say something about what they should do with their stock?

There's no need to do anything immediately. The stock of each company contimies to

‘trade separately.  Here's how the trapsaction works: This fall, shareholders of both

companies will get copies of a proxy explaining the transaction. Following that, both
groups of shareholders will vote on the agreement---including holders of preferred shares.

Regulatory zpprovals will take about & yeer. In late 1996, the companies will contact
shzrcholders with the deteils of the transaction s of that time. Subject to shareholder -
approval; shareholders can exchange their certificates or transfer can be handled through

any third party izloldlm= thclr snarcs like UE's DR Plus dividead reinvesoment plan.

When can people buy stock in thig new company?
Once the transaction is final, the shares will be listed on the New York Stock Excnanzc
and will bs available for purchase. We will let you know the date,

—
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LLINOIS-SPECIFIC MEDIAJEMPLOYEE QUESTIONS

How many employees does UE have in Illinois who might-be affected by this
trausaction?
Around 170.

How-mariy gas and electric customers does UE have in Hlinofs?
As of June 30, 1995, UE's gas customers numoer-17,207. Electric customers in Ilinois
pumber 63,835, -

L Sl

How much do these Ilinols customers represent in revenues;’
At June 30, 1995, UE's Ilinois electric revenues {otallcd $155.2 nulhon UE's lHlinois
gas revemues were $9.7 million.

> Q

Q. What happens to UE‘s;IIlinois customers under thig holding company?
A Our customers will become CIPS customers, but UE retains the transmission lines the
company owz: i Illinois and our Venice Plam a 429-megawatt 0il and nanural gas plant
. in Venice, 1. - :

What happens to Ilhnoxs cmployees of UE?

The-transition team will be analyzing that issus, We will kcep employees informed on
that.

> O

In Tlinois, what is the rate differential between UE and CIPS? Vull UE s [linois
custorners have to pay the CIPS rate? .

A.  Thz. best index is 2verzge revenues -pel. Customer. In Illmo:s for I.u:. s industie]
customers that mumber is 3.07 censs per kilowarthour; commercial rsies are 5.51 cencs -
per kilowatthour and residendal rates are 7.61 cents per kilowatthour. CIPS's industrial
rates are 4.71 cents per kilowatthour; commercial rates are 6.75 cents per Xilowachour

. and residentis] rates are 8.01 czats pcr kilowatthour.

esc rovenues average 4. 26 conts per kﬂo“ atr hour for UE versus 6 51 cents per
Klowanhour for CIPS.

As you can se= from this, CIPS® rates are among ths lowes: in the region but ere slightly
higher than UE's Illinois rates. Detaiis of the transfer of customers to CIPS will be
worked out before the merger is consummated, We will Xeep customers informed on
that,

CIPS has a scrubber. UE has switched to western coal. What does this mean for
the Iilinots coal industry?

Any chznge in coal usage could no: be artributed to the merger. Each company must
evaluare its own fuel plan in light of long-tezmm fuel contacts, the unique characteristics
of each company’s generating units and the individeal company's compliznes sirategy.

[
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: EMPLOYEES Q&A
(To Be Uscd To Respond To Employee Questions)

" Will each cormmpany retain Its own workforce? How many will the holding company

have?

Yes. Each company will retain its employes base and continue to work toward reaching
staffing reduction goals esscnrially through attrition. The holding company’s structure
will have a reletively small steff, comprised primarily of UE and CIPS employess.

When will you. start eliminating posftions?

" Esch company will pt_lrsile'rc_tiuction's as they would have, irrespective of the merger,

Harve spccxﬁc jobs bccn targeted for elimination?

" No,

will ré&udioné be proporﬁonate based oo each company’s size?
CEOs of toth companies are committzd to the fair and equitable treatment of employess.
Every cffort will be made to find- posmuns for cmploy.és whose former positions zre

. climinated as a rcs.xlt of thc mcrgcr

> QO

RS

will the new organizabon offer outplacement scrﬁces, severance?

" With rare exception, the cuts will be done through amrition so none of those services will

be necessary on a broad-scale basis,

Who will run’ the holding company?
UE's CEO Chuck Mueller will serve as cheirmean and chief executive officsr. CIPSCO's
CEO CLff Greenwalt will serve as vice chairman.

Will offices or other facilities be closed?
We don’t znu:::patc closing large operations. However, there may be some smaller
facxlmcs we can closc althouzh the dctails on which facilities will be worked out.

YVill there be an early retirement or separation program for those who lose their
positiens due to the merger ot who are unwilling o relocate?

The focus will be on achieving. workforcc reductions hrgcly through attrition. There are
no other plans, i
How'soon will employees see changes"

We cxpect t6 ‘close 'on the transacuon by year end 1996.
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Yvhat will happen to UE.stock in the 40IK plan?

There will be an exchange of shares. UE cemmmon shareholdess will own ons share of
the new holding company siock for cach share of UE stock they hold. The exact
provisions for this will be communicated to all sharchelders, including employess who
holds sheres.

Will employees be able to apply for job opemngs at the holding company or af either
operating company?

Qualified employess will bave opportunities thhm the entire orgamr,auon As the naw
organization takes shape, employces will be able ta apply for job openings at the bolding
compsasy Or &t operating companies. . However, it.is not expected that employees will
transfer back and forth betwesn companics on a routine basis.

Will the holding company and each operating company maintain its own wage rates,
benefit packagss and worh practices?
Yes.

-

"What will happen fo the multiple camputer systems development projects that are
in varying stages of completlon?

This will be a high priority for the managcmcnt ‘ansition task force. Each of these
projects will be thoroughly reviewed to determine whether any elternative eporoaches
should be considered. In the end, however, both opcratm, companies pz2d to bz able
to operate cfficicntly while epprovals for the transaction are being pursued.

What happens to incentive compensaﬂon and stock option plans?
Eech company will m.amtz.m ms own plans,

Do both companies have employment contracts for key management?
Any arrangements will be idcnt_ificd in the proxy.

" Did you discuss this merger with labor unfons priur to signing an agreement?

~No. Discussion prior 1o anpouncing the agreement would have violated Federal securities
law

Will CIPS office cmplo\m have to joln a umon"

“No. The wwo companics will ripsge their labor agreements mdcpendcnﬂy

Will CIPS employees be pmd out of St. Louis? YYhat gbout beneflt p]ans"

CIPS employees will remain CIPS cmployces.” The bcncﬁt pla.ns will continue but will
be one of the items the transition team addresses,

—e o —— e e = . — —_——
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