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. for an order authorizing: (1) certain merger transactions

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the matter of the application of Union Electric Company
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 lllinois Public Service Company; and
(3) in connection therewith, certain other related transactions.
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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. I 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 RWT?2.

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

Subscribed and sworn to me this 7th day of May, 1996.

Notary Pubhc

. . BOBBIE j RICHARDS
My commission expires November 3, 1996. NOTARY PUBLIC STATE OF MISSOURI
COLE COUNTY
MY COMMISSION EXP. NOV 3,199
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REBUTTAL TESTIMONY
OF
RUSSELL W. TRIPPENSEE
UNION ELECTRIC COMPANY
CASE NO. EM-96-149
PLEASE STATE YOUR NAME AND ADDRESS.
Russell W. Trippensee. I reside at 1020 Satinwood Court, Jefferson City, Missouri 65109, and my

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

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

Counsel).

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.

I attended the University of Missouri at Columbia, from which I received a BSBA degree, major in
Accounting, in December 1977. [ attended the 1981 NARUC Annual Regulatory Studies Program at
Michigan State University.

HAVE YOU PASSED THE UNIFORM CPA EXAM?

Yes, I hold certificate number 14255 in the State of Missouri. I have not met the two year experience

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

PLEASE DESCRIBE YOUR WORK EXPERIENCE.

From May through August, 1977, I was employed as an Accounting Intern by the Missouri Public
Service Commission (MPSC or Commission). In January 1978 I was employed by the MPSC as a
Public Utility Accountant I. I left the MPSC staff in June 1984 as a Public Utility Accountant {11 and

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

member of the  Missouri Society of Certified Public Accountants.

PLEASE DESCRIBE YOUR WORK WHILE YOU WERE EMPLOYED BY THE MPSC
STAFF.

Under the direction of the Chief Accounta.m‘, 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?

1 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, [ am
also responsible.for performing audits and examinations of public utilities and presenting the findings to

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

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

of the Public Counsel or MPSC Staff.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?
To present the Public Counsel’s position with regard to the effect of the merger on the existing
Aﬁcmatiﬁe Regulatory Plan (ARP) currently in place for Union Electric (UE or Company). 1 will also

2
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address the merger premium requested by UE and the associated ratemaking treatment and accournting
procedures that it would entad. Finally I will discuss the history of acquisition adjustments in Missouri
and the rationale for why it is not appropriate to recognize -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 CdMMISSION?

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 period 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 return 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 earnings 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

adjustinents 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-95411. An ARP allows a company to retain all
eamings below a level deemed reasonable by the Commission. A level of eamings above the reasonable
level of eamings is also allowed to be retained by a company’s stockholders. This band of eamings
where the company’s stockholders retam 100.00% is normally called a tolerance zone. The UE ARP
does not identify the level of reasonable eamings and simply identifies the high end of the tolerance zone,

12.61% retumn 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 agrecment was silent as to an authorized return on
equity.

PLEASE CONTINUE WITH YOUR DISCUSSION OF HOW AN ARP WORKS.

The level of wmmgs at the high end of the tolerance zone is often referred to as the sharing threshold.
This is because after actual eamnings 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 earnings

exceed 14.00% retum on equity, the customer receives 100% of the incremental eamings above 14.00%

under the UE ARP approved by the Commussion..

CAN YOU PROVIDE A TABLFE 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 Attachmerit A, page 4 of 23, to the Report and Order in Case No.

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

(Missouri Retail Electric Operations) Level Level
UE, Customer |
Up to and including 12.61% Return on Equity (ROE) 100% 0%
That Portion of eamings greater than 12.61% up to and including 50% 50%
14.00% ROE _
That portion of eamnings greater than 14.00% ROE 0% 100%

IS PUBLIC COUNSEL CURRENTLY INVOLVED IN REVIEWING THE RESULTS

FOR THE FIRST ARP PERI_OD?

Yes. OPC has received 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 boen
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

15 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
quantifies gross cost savings (i.e. Merger synergies) of $589,996,000 (UE witness Rainwater, Direct
Testimony, Schedule 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 easily be aftributed to the ARP. Public Counsel is not making any
proposal to modify the ARP so that ratepayers ﬁoeive greater benefits from the merger. Public Counsel
is very concerned about UE’s proposal to effectively modify the ARP by creating phantom costs to be
included in future ARP calculation of eamings. OPC is especially concerned 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 ratep;ayer. '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
ARPsthaIensurethaxexcess_proﬁtswillnotoccurandinfastsuchaplan,ncgotiatedingoodfaiﬂlby
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 COMPANY RECOGNIZED THAT THE ARP WAS INTENDED TO

INCREASE EFFICIENCY?
It would seem so. The following response was contained in a document that was onginally 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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HAS THE COMPANY MADE ANY STATEMENTS WITH RESPECT TO THE

ADEQUACY OF THE ARP AS IT RELATES TO THE MERGER?

Yes. OPC obtained a copy of a conference call with investment analysts held on August 14, 1995 with
officers from both UE and CIPSCO participating. In response to a question from Steve Fleishman from
Dean Witter, in which he asked, “And, T don’t want to beat on a dead horse here. In terms of your rate
plan, was there something specifically in there that dealt with a potential merger if you did enter a

merger?” Don Brandt, an officer of UE stated;

Obviously, we will have to file for approval with a number of regulators including the
Missouri Public Service Commission to consummate this transaction. But, our
position, and I think it is very reasonabie, is the Commission has put in place this
mechanism that sets certain parameters for reasonable return levels that we (UE) can
earn, — that Union Electric can eam before a sharing occurs at a certain point. And,
that’s 12.61% return on equity on a regulated basis where we begin sharing earnings
above that level at a 50 - 50 between customers and shareholders. So, our position, I
think it’s very reasonable, is that mechanism is already in place in Missouri and the
efficiencies that are gained as a result of this merger should flow right into that
vehicle. Again, the Missouri Commuission will have to approve the transaction, but the
mechanism for passing savings or portions of the savings on to customers has already
been developed. (emphasis added)

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

and Mark Beckwith of Wellington Management.

Mark Beckwith of Wellington management. A question to Chuck and Don: “Is there
anything in your recently negotiated rate agreement that would allow the intervenors or
the Staff to reopen cost savings that may come out of this transaction in the early years
of the agreement?”

Chuck Muelier: We see nothing in that agreement that would allow such intervention.
In fact, the agreement, basically, provides a cost sharing vehicle already in place
for the synergies of the merger. {emphasis added)
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WHY DO YOU STATE THAT UE KNEW ABOUT THE POSSIBILITY OF A

MERGER PRIOR TO JUNE 12, 19952

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 reasonable 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 information and analysis in addition to general clectric 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. OQPC 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 subscquently 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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actions necessary to merge the operations, aftain cost reductions or develop new revenue sources.

HOW DOES UE PROPOSE TO 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 thcn 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 savmgs during the post merger

year to the total cost savings over the first ten vears 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 PURPQOSES?

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 bemg 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”, QPC 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

ratcpayers 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 inchusion as an annual level of expense in a cost of service study in
any rate casc or complaint case during the ten years following the merger. Thesum of the annual level

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

3 100% 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 recogmtion of imagmary costs such as the Imaginary Merger Premium and the Estimated

Stockhoider Shanng.

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

ACTUAL COSTS?
Yes. Transition and transaction costs wall My be incurred by the Company and funds will be
expended in regard to them. This will 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
mcurred as exﬁenses and be reﬂected on the financial records of the Company. As I will discuss
subsequently, the $232 million of IMP and $158 million qf ESS will only be recorded as an expense if

the Commission authorizes future revenue streams related to these amounts,

HOW SHOULD THE TRANSACTION AND TRANSITION COSTS BE RECORDED ON

THE FINANCIAIL 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, (Miscellaneous Deferred Debits) and amortized to the income statement as an

12
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expense aver 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 determination
of the cost of service ether for an ARP or a normal rate proceeding. This inclusion would of course be.
subject to the normal Cx;mmission 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 87 B

No. This would resuit in a blatant attempt to doubie dip the ratepayer with regard to these costs, by
setting up a procedure which inclydes 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 detennma.mns at least 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 RESULTING 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 ;he 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 TC THE IMP THE REASON YOU

REFER TO THE ‘*'MERGER PREMIUM'' AS BEING IMAGINARY?
Yes. While OPC witness Burdette addresses this issue also, [ 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 asscrtion 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 woukd require the ratepayers to pay the
stockholders one half the estimated savings &ga:dess of whether or not those savings actually occur,
The expense associated with the ESS would serve to reduce any ratepayers share of excess eamnings
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 penod
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 gmemm 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 findamental flaw in the logic underlying the

Company’s proposal.

ARE THERE ANY ACCOUNTING ENTRIES WHICH UE DOES NOT IDENTIFY

THAT WQULD BE REQUIRED IF ITS REGULATORY PROPOSAL IS ADOPTED?
Yes. If the 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 assct is created when a public utility 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.e. cash outlay) would be made for an actual

event therefore automatically requiring the approprate 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 guarantec 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 generate sufficient
revenue to cover the expense. This 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 1IF 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. If 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 not have any offsetting cash expenditure associated waith 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 assumptlons 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 eichange 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

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

However it is also Just as critical to rwhze 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.e. 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 each and every time a share of stock is

sold in 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 determining a premium. The calculation
assumes that the individual stockholders wil sell their stock. If a merger premium actually exists, a
company mvolved 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 -the “merger premium” the individual
stockhoider may experience a dlﬂ‘erent 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 Corpany 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 Compahy is not involved in that financial

transaction except to change its stockholder records.

HAS THE COMPANY RECOGNIZED THAT THE MERGER PREMIUM WILL NOT

RESULT IN AN ACTUAL PREMIUM PAID BY THE COMPANY?
Yes. The following question and answer was contained in document outlines responses to 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 paying 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; 1
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 shaning 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 WILI, NOT

BE EﬁHANCED 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 tum 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. I 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 still 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 assct either via action which increases the life or efficiency of 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 coal 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 retum is calcutated.

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 will 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 items 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 considerations
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 clmrly indicates that the target
company is CIPSCO even though the document sometimes uses a code name, ** ~» for the
company. The Goldman Sachs document is attached to OPC witness Kind’s rebuttal testimony as
Schedule RK-7, and comams the following statements regarding other considerations which a “merger

premium “ would address:

*%
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Q.

DO THE ISSUES OUTLINED IN THE GOLDMAN SACHS DOCUMENTS AND

IDENTIFIED AS ** ** HAVE ANYTHING TO DO WITH

PROVIDING SERVICE TO THE RATEPAYER?

No. Items such as **

*+ are 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 RAINWATER 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 docs 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. Wamer 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 Commussion, transaction costs are an expense, not a asset
requiring an investment. This deferral and amortization recommendation includes the assumption thf:;
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 proprictary interest in the assets and profits of the Company. [ 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 | 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 dollars 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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1 pay 3158 million dollars over the next ten years allegedly to share the net merger savings with
2 stockholders is nothing more than a unsolicited deep grab into the ratepayers’ pockets. The two
3 proposals also represent two major adjustments to the ARP currently in place for UE which violate the
4 intent and the substance of the ARP and bring into question the good faith with which that agrecment
5 was made. Finally, Public Counsel is not opposed to the recovery of reasonable transaction costs and
6 transition costs assoctated with the merger. OPC would recommend that these costs be deferred and
7 recovered over a ten year period. While it could be argued these transaction and transition costs are
8 LL more akin to organizational costs which would normally be recovered over the average life of the utility
9 - property, OPC believes that a ten year period represents a reasonable recerry period in light of the
10 alleged merger synergies which may occur.

11 || Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

12 )] A Yes.
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Missouri Power & Light Company, Steam Dept., Case No. HR-82-179
Missouri Power & Light Company, Electric Dept., Case No. ER-82-180
Missouri Edison Company, Electric Dept., Case No. ER-79-120
Southwestern Bell Telephone Company, Case No. TR-79-213

Doniphan Telephone Company, Case No. TR-80-15

Empire District Electric Company, Case No. ER-83-43

Missouri Power & Light Company, Gas Dept., Case No. GR-82-181
Missouri Public Service Company, Electric Dept., Case No. ER-81-85
Missouri Water Company, Case No. WR-81-363

Osage Natural Gas Company, Case No. GR-82-127

Missouri Utilities Company, Electric Dept., Case No. ER-82-246

Missouri Utilities Company, Gas Dept., Case No. GR-82-247

Missoun Utilitites Company, Water Dept., Case No. WR-82-248

Laclede Gas Company, Case No. GR-83-233 .

Great River Gas Company, Case No. GR-85-136 (OPC)

Northeast Missouri Rural Telephone Company, Case No. TR-85-23 (OPC)
United Telephone Company, Case No. TR-85-179 (OPC)

Kansas City Power & Light Company, Case No. ER-85-128 (OPC)
Arkansas Power & Light Company, Case No. ER-85-265 (OPC)

KPL/Gas Service Company, GR-86-76 (OPC)

Missourni Cities Water Company, Case Nos. WR-86-111, SR-86-112 (OPC)
Union Electric Company, Case No. EC-87-115 (OPC)

Union Electric Company, Case No. GR-87-62 (OPC)

St. Joseph Light and Power Company, Case Nos. GR-88-115, HR-88-116 (OPC)
St. Louis County Water Company, Case No. WR-88-5 (OPC)

West Elm Place Corporation, Case No. SO-88-140 (OPC)

United Telephone Long Distance Company, Case No. TA-88-260 (OPC)
Southwestern Bell Telephone Company, Case No. TC-89-14, et al. (OPC)
Osage Utilities, Inc., Case No. WM-89-93 (OPC)

GTE North Incorporated, Case Nos. TR-89-182, TR-89-238, TC-90-75 (OPC)
Contel of Missoun, Inc., Case No. TR-89-196 (OPC)

The Kansas Power and Light Company, Case No. GR-90-50 (OPC)
Southwestern Bell Telephone Company, Case No. T0-89-56 (OPC)
Capital City Water Company, Case No. WR-90-118 (OPC)

Laclede Gas Company, Case No. GR-80-120 (OPC)

Southwestern Bell Telephone Company, Case No. TR-90-98 (OPC)
Empire District Electric Company, Case No. ER-90-138 (OPC)
Associated Natural Gas Company, Case No. GR-90-152 (OPC)
Southwestern Bell Telephone Company, Case No. TO-91-163

Union Electric Company, Case No. ED-91-122
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Missouri Public Service, Case Nos. EO-91-358 and EOQ-91-360
The Kansas Power and Light Company, Case No. GR-91-291
Southwestern Bell Telephone Co., Case No. TO-91-163

Union Electric Company, EM-92-225 and EM-92-253
Southwestern Bell Telephone Company, TO-93-116

Missouri Public Service Company, ER-93-37, (January, 1993)
Southwestern Bell Telephone Company, TO-93-192, TC-93-224
Saint Louis County Water Company, WR-93-204

United Telephone Company of Missouri, TR-93-181

Raytown Water Company, WR-94-300

Empire District Electric Company, ER-94-174

Raytown Water Company, WR-94-211

Missoun Gas Energy, GR-94-343

Capital City Water Company, WR-94-297

Southwestern Bell Telephone Company, TR-94-364

Missouri Gas Energy, GR-95-33

St. Louis County Water Company, WR-95-145

Missouri Gas Energy, GO-94-318

Alltel Telephone Company of Missouri, TM-95-87
Southwestern Bell Telephone Company, TR-96-28
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Union Electric Company, EM-96-146
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Financial questions and answers ... 4L

Ths= reasons wﬁy this merger benefits stockholders and inuestors:

o Premier midwestern competitor _
o Twwo low-cosy, financially sound udiities with excellent balance sheets and
strong earnungs trend.

o  Effidendes of size -- reduce general and admiristrative costs; join:
dispaiching; lower electrnicity production and gas costs; emplovee reductions.

o  Strong marketing opporiuniiles — links with 28 other utilities.

- The combined company'will be the country's

... 18thlcrpest in terms of toial electric sales;
... 14tn largest in generating casaqly.

e

About the gpecifics of the deal:

W

Q: Why"’ : ‘ -

4: It's anatural all.ancc -- we have two ﬁnanca.;lly sirong companies with
‘complementery sirengths in contiguous and similzar mearkets and an
opporiunity to reduce duplicative costs, This merger means we ¢an grow

revenues on 2 lower-cost business.

Q:  What is the total value of the deal" o .
Al §$1.2 billion,

Q: What's the preminm?

A:  The exchange ratio results in & premium of ebout 23 percent to CIP3CO
stockholders.

Q: Is the transaction dilutive?

oY
n'..-

We expect ro dilution in the first two years afier the transzaction closss.
Alter we achieve the synsrgies we expect, we will sze earnings accretion begin
- i0 flow 10 stociholders and cost savings {low to customer

dhaws e

Sawan

l ... 19th largest ufility in terms of market capitalization;

—
-

gchedules RWT 2-1

‘ | - . | APR 15 MR




Trippensee Rebuttal
+x» Case No. EM-96-149

.y

LRS I5 TS pRiEldPh R CORP COrm RS = P.3

~ Highly Confi demiial

Q:  When did these talks start?

Al Inmal discussions begen in late June.

Q: - Why not just an outright pnrcha:e" Why not just pay cash?

A: The exchanpe ratio is appropriale in light of other transactions in the
industry. investors favor the stock-for-stock transaction... it doesn't trigger a
tzx event. Also, a cash transactioni would generete a significant amount of

, goodv.':u which would hang over carmngs for ycars

Q: Do you plan any other such deals before this merger closes? Is this
just the start of cresting » national company?

A: . ‘We always Jook at opportunitics, but our first ;Sno-xt)r is to succcssu.Ly
CO'ﬂplCLC this merger and capitalize on the opportunities it presents.

Q: Why is there a premium for CIPSCQ and not for UE stockholders?
A: Thisis typicalin commnatwns of Iamer and smaller companies.

About the _j;_c_lmediate afte:mzth:”-

. Q: UE is pzyiag a 23 pescent premium that won't be recovereble in
1 rates. How will you get thet baek? : '
' Al Since this is a business combination, strictly speaking, UE is not “paying”
: @ cnyining, The exchange ratio is 1.03 shares of the new holding company for
' CIPSCO holders; 1 share in the new holding compaz any for Union Electric
l siockholders. Our regulators will lock at that issue in todey’'s business climate
-~ one of increzsing utility competition, and one in which UZ is elreacy
l committed to share savings with customers. We expéct this marger 1o creats

efiiciencies that will result in a sharing of nst savings between our cusiorners
znd our stockholders. : . o '

-Q: What commissione have to okzy this transaction znd what problems
do you foresee with those commissions?

A:  This has to be approved by the [linois Commerce Commission,-tnha
Missouri Public Service Commission, the Federzl Ensrgy Regulatory
Commission, the NRC and the SEC. it will also bz reviéwed by the FTC and the
Justice Depeiment. Stockholders of both companies have to approve the
trensection, of course. This merger providcs iong-term benefits for our
customers, stockholdesrs, employczs and our cormmunities ... so, while our
regilators will have guestions and the process will take some nm:, we don't
expect any mzjor regulatory obstecles.

schedules RWT 2-2
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) Q: [linois Power hze nsked the Illinois legislature to open transmicsion
facilities to retzail wheeling, Will they force this oa you?
Al We think the UE/CIPs combination works so well for custemers and
s:ockholders that we don't anticipatc subsiantive objections ... 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 opex
transmission requirements to get their okay?

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

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

A:  Wedon't believe that will be a problem. As PUCHA {s now written, a
waiver is required to operate both elzctric and gas businesses... and such
wajvers have bzen granted to other compan::s in the past. We don't foresee any
problems.

£:  We expect to close the deal by late 1996,

-

Does the agreement have a lock-up provision?
Yes ... Tae dctails will be in the filings.

Q 20

(Ur.} oo Will you keep with your nxv:dend schedule znd

raise the dividend in October us you have in the past?

A: A primery goal &t both compeanics has always been to provide a fair

return to stockheldsrs - that'’s gppereat in the companices long history of

dividend payments and djvidend increeses. Although I can't spezk for 21l of
T's dircctors, 1 can assure yvou that this goal hasn't chaaged.

Q: Will this merger re-open ncgotzatzons wzt.h the Missousi PSC about

rates?

Al No ... it givesus an oppor‘umty to mcrcasc cﬁxczcncy which is _;ust what
thes PSC wants us to do .

Q: Will you try to negotiete something like the rate deal you have in
Missouri now with the Illinois regulators?

A:  We believe in incentive regulation. It's hezlthy and good for everyone.
and we will be talking to Illinois regulators about thet issue. ‘

Schedules RWT 2-3
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b ) Q: Have you heard from 2ny of the commiszioners yet? What's their
rcaction to the proposed merger?
A: We notified the commissioncrs and thzs st2ils right after we made the.
znnounczmant. They haven't commented to us. We believz the long-term
strategic advantages to this merger for customers, stoc_uuold rs and our
comununitics are numerous and compeiling.

Q: After the merger,.will.you restructure thc companv?
Al We wili focus on making the most of the synergies we have identifizd --
bringing cost savings to customers end edditional earnings 1o stockholders.
Unlike the mejority of mergers, we don'‘t expsct most of the savings to come
{from iebor reductions. Instezd, we're looking at savings from reductions in
general and administrative expenses, improved fucl costs and other savings.

We elso expect to take advantage of markc:ing synergics.

Q: [Fuvircomezntzl Question]: Will ym. try to clean up respective
environmental liabilities before the merger is closed?

A:. Both companiss have alweys made sirong commitments to being good
cnvironmental stewards. We're proud of our n:spccuve environmental records
and will keep them intact. -

B About the resultiﬁg COmpany;

cost savinps? .

Al We opted for that st"ucturc. because it took e.dva.ntagc of the compeniss
indepc.ncent strengths and because it allows for the flexipility to take |
advantages of cost savings and other opportunitics as they occur,

Q: How much do you expect the savings to total and where will they
come from?
A: We anticipate about S570:million in saw.ngs over the next 10 years. The
timing of those savings depends on when we achieve the synergiss we expecs:,
but they would begin the first-year after the traasaction is-completed. About
* half of the S570 million are expected to come from reducions in general 2ac
edministrative costs, and about 30 perceat will come through labor reductions.
. Other savings come from jointly d:spa;chmg power, joint purchase of materiais
and from reductions in electric production costs end gas cosis. We will detail
those savings more specifically in regulatory filings.

] ’ 4 Schedules EWT 2-4
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Q: Doyou pla.n for Irbor savinge to nccount for much of the overall
cavings?
Al Unlike most mergers, we anticipate that less then ons-third of the
savings will come from labor reductions. We anticipaté & reduction of abous
300 employees, primarily through attrition, over the yeass.

Q: When will the savings happen? [s it back Joaded? Aand how much
will the savings cost?

Al The savings will begia t.hc first year we 1mplcmcnt the synergies. Then
they will ramp up gradually. The costs to achieve these savings will be ebout
S$19 million, mainly in the first two ycars.

Q: Do you expect any union problems to rrise from this? .
A: We have peen in touch with union leadership at both companies and’

discussed the benefits of this merger ... we believe this agreement is in the best
long-term interests of our cmployees, as well as our customers and
stockholders. We don’t anticipate any problems.

Q: Are you going to continue i the no...regu.lated business tha‘ CIES
runs? Do you plan to expand it?
A:  We will continue that business, and we intend to pursue opporiunitics as
they arise.

Q:  What will the addition of nuclear do to the combined companies
credit rating?

A:  The combined compeny's financial wnc.c-mm-a.ll will be one of its
primary strengths, and Ca.lawc.v is one of the besi-run nuclear plants in the
world ... o we expect the companies will keep their excellent rating status. We
don’t bchcve the credit ratmgs will change, since the basic character of the two
businesscs will remazin 1:1tac.., with opportunides to improve from there. One of
the keys to this egresement is the financiz! streagth of both-companies.

Q:  What will this do fo rates in Ilinois for the combined company?
Will you lower them to match UE's or raise them to match CIPS?

AT We expect the eflect on rates to be positive for the customer. As
Synergies occur end certain costs.of prodt.c.ng energy are reduced, customers
will benefit. The long-term outlook is that prices will be lower than they would
have been if this strategic combinadon hed not occurred.

Q:  Will this merger trigger some band calls?
Al No.

Q: Will you issue any debt?

Al No, not to do this transaction.

5 ) schedules RWT 25
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Y Q: What is the reserve margin for the combined company?

"A: [t will be around 20 percent ... 2 great place 1o be. Enough availability to
supply our neative load with rcsewcs of low-cost power to scll outside our
sysiem. [Actual estimate of reserve margin is 19 percent of combined company.|

Q: What are the implications of the merger 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?
A:  From a contractual stendpoint, nothing will happen to the coatracts.
From en operations standpoint, it makes us a bigger, more efiective player in
this ma.rkct

Other guestions '

Q: What's the application process? Whexn will the filings be made
public?

A:  We will file with the ICC, MPSC and FERC this fall, and will submit
i'..mgs to the SEC and the NRC. The Justice Department and the FTC wiil
review the agreement, as they do will all mergers over a certain size. We
enticipate hearings before the ICC and MPSC.

}

{r1om them?

A: ' This business combination is a natural fit — and it bencfits cus..omers
a.nd sgockholdcrs. So we don't expect any. uifﬁculty

Q: ‘I‘he a:uma.l growth rate of the two compan:es over the past few
.years averages around 2 ‘perceat, ma}-bc less on a- weather-adjusted pasis.
How czan the combination of two low-growth companies help eitheér one?
Al This company will be able to keep prices down while it maintains quality
szrvice,. We expect that combination will help us grow revenues on e lower-cost
bas:s UE and CIPS are commg {from positions of st c-u-*th to n:ia.rkcts we know.

.Q:. What about the d_wxdend payout ratio? Both companies have

. payout ratios well over 80 percent, without the prospects of increased
revenues. How does that help the stockholder? -
Al Thec merged company will be & strong company, able to spread lower
costs over increased revenues, This strategy will-put us in the forefront of
utility competition end make it possible for us o kesp rewarding our
stockholders. :

Schedules RWT 2-5

-—; Q: : What about the citizens’ g‘roup in Illinecis. Do you expect pvo‘blems




: L
Trippensee Rebutta
Ccase No. EM-96-149

wor ot Wn CLRP O F.E

 Highly Confidential

Lot a

Q: Could the holding company stTucture present problems for realizing
effciencies and cost savings?

A: We don't believe that a holding company structure will prevent us from
accomplishing savings, given our strong maragemest. [t's not our inteat to
create e large burcaucracy -- where it makes sense to consolidate, we will. Our
transizion team, run by members from both companics, will re-align the
compaznies in the most cfficieat way possible. The combined compeany wiil be
larger, stronger znd better able to rake advantage of opportunitics that arise in

2 changing industry. . .

Q: UE..were you holding up anncuncing this deal until yon got your
rate deal with Missouri? _ -
A:  Absolutely not., The issue didn't come up until after we {led the
stipulation in Missouri. -

" Q: What happens to UE's Illinois customers under thés holding
comypany structure? :
A: - Our customners will be CIPS customers ... but UE retains the
transmission lines located in Diinois and our Venice plant, an 429
megawatt oil and natura] gas plant on that side of the river,

=) CIPS still have boards? ‘

= A:  The holding comipzny boe-d will be composed of UZ’s 10 dircctors and 5
cirectors from CIPSCO. Each of the two operating sutsidianes will nave 2.
sepzrate board thzt includes one or more members of the other operating
company. ' ' ‘

Q: It says in the press release that the new company will pay a
dividend at UE's level. Dor, you said in the past that UE doesn't have 2
dividend policy per se. Will this change? -

A1 - The dividend will still be sct by the board, of course. We haven't set any
target pzyout ratio, if that's whet you mean., However, it does indicate that the
new company's atttude toward rewarding investors will follow UZ's and
CIPSCO's history. : . ‘

word h ccs ques
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Q: Why is UE merging with CIPSCO?

A:  This merger creates a company that can generate more revenue with less
cost: ,

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

« The increased size increases cost savings; _

» The companics have coriplementary strengths and similar markets.

Q:  What will bappen to the d;vuiend" Can we expect en increase &t the
usueal time?

A It's ant:czpatcd that the new holding comp.—.ny will adopt UE's dividend
paymen: level, now just over; 80 percent for 1994 results. The board of
directors makes decisions about the dividend, so we can't speculate about
possible increases -- but both companics kave histories of consistent dividend
payments e.nd dmdcnd increzses.

Q: Is this transaction dilutive? {In Lh1s s-qsc, dilutive means wcaacnmg
the worth of a share of stock --'2 very general definition.)
A:  We expect no dilution. Aad, a2fter the twe companies begin to implament
savings programs, stockholders would begin to see benefits from improved
carnings — depending on economic conditions and other factors,

Q: When will this haomn’ .
A We epect the process to take about 11/2 years .. . we hope 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 conpl-tcd Before that
happens, UE will sead you a proxy this fz1l 2nd hold z special stockholders
mesting beiore the end of the year, Then it will teke about a year to get
regulatory approvals. After we go through that process and complete the
transacdon, we will send you information zbout the detzils. The stock of the
new holding company -- rather than Union Electric —~ wr.Il trade on the New
York Stock Exchange - - R N

Q: Will the ticker symbol be the same?

Al The ticker symbol will be determnined later.. don’t know what thc ticker
symooel will be for the new cornpany . it may stay the same.

Q:  WillT have to turn in my stock certificate?
Al Yes, we will esk for your stock certficate when the merger is completed
i.. DUt we wiil give you plenty of time to do that.

schedules RWT 2-8
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Q: How many shares of the new company will | get?

A:  You'll get one share of stock in the new company for every UE shzare you
have. [Note: CIPSCO stockholders will get 1.03 shzares of stock in the new
company for cvery share they own.)

Wwill this affect me, since | aown UE's preferred stock?
No ... it won't affect it at all,

O PO

Arc e_ny of your bonds callablc es a result of this merger?
NOt :

:  How ruch is this costing me as a stockhoider?
The long-run goal of the transaction is to create 2 sironger compar.y,
W‘uch means a better investment.

Offer to send a news release and transaction at a glance sheet.
isqéca,
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How much do you expect savings to total? Where will these savings come from?

We anticipate about 8570 million in sav ings over the next 10 years. The timing of these
savings dcpcnds on whea we achieve the syn..roms but we expect to realize savings
b—gmnm.g in the first year after the trznsaction is completed. About half of the 5570
million is expected to come from reductions in general and administrative costs.  Abou
30 percent will come through labor reductions. Otber savings come from jointly
dispatching power, joint purchase of materials, and from reductions in electric production
costs and gas costs. We will detail those savings more specifically in regulatory 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 are you filing with which regulators? '

We will file with the Missouri Public Service Commission, the Ilinois Commerce
Commission apd the Federal Ensrgy Regulatory Commission this fall and will submit

“filings to the Securitiss and Exchangs Commission znd the Nuclear Reguiatory

Commission. The Federal Trade Commission and the Deparment of Justice will review
the agreement, as they do with all mergers over a certzin size. We anticipate hearings
befors the Nilinois Commerc: Commission and the Missouri Public Service Commission.

Is the transaction dilutive? ‘

We expect no dilution in the first two years after the transaction closes, Afler we
achieve the synergics We expect, we will see carnings begin to flow to stockholdzrs and
cost savings flow to customers.

Are you paying a premium for this company? Will that be recoverable in rates?
The twansaction represents 2 premium of about 23 percent 1o CIPSCO's stockholders. Ot
course, this isn"t en acquisition; it’s a busioess combination. The exchange ratio is 1.03
shares of the new holding compzny for CIPSCO shareholders. Our regulators will lock
£: that issus in the light of today’s business climate—one of increasing utilicy compstion
2nd one in which UE {s already commirtied (o share savings with customezs.- We cxpest
this merger to create efficiencies that will result in 2 shering of net savings betwesn our
custommers and our stockholders. -

Why not an outrig_ht purchase? Why not just pay cash?

Investors favor the swock-for-stock wansaction. Itdoesn't trigger & tax event. Also, £ cesh
transaction would generate & significant emournt of goodwill. Goodwill must be writtzn
off against earnings.
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Q.  Other recently announced merger deals scemed to promise a lot more in terms of

savings and in a shorter time period. Why your time {frame and amount?

These two companics are already low-cost producers -- offering some of e lowest raws
in the nation. Both have reduced costs fairly aggressively. With two already-afficient
operations, you won't ss¢ the dramatic savings projected with some other wransactions.

Q.  Why become a2 holding company?

A We Optul for that structure because it took advamagc of the companies’ indspendent
strengths and because it provides ﬂcxz'bihty m capxtahnng on cost savings and
oppormmhcs as they occur.

Q.  Are ¥ou going to continue in the nonreg'ulated business that CIPSCO runs? Do you
* planto expand it? ' y
We will connnuc that business and intend to pursuc opportunitcs &s l.hcy arise.

Q.  There 'has been a lot of press about the antiquated nature of the public utility

. holding company act. Why place yourself under utxl:ty holding company act

" provisions? ‘

A. ° We dozi't believe that 2 holding company will prevent us from accomplishing saVUL.S
- given ‘our very strong mansgement. In addition, the Securities and Exchanvc

Commission rcgulation under Public Utiliy Holding Compiny Act (PUHCA) is

chara,ma

Explain the thinking behind PUHCA.

PUHCA wes cnacted to curd-Depression-era pyramld schemes and the practices of billing
utilicy subsidiaries excessively for services and writing up -assets, smong other sbuses.
PUCHA limits the concentrztion and type of investments 2 utility holding compeny can
Tazke.

Q. ° ‘What happens to the CIPSCO holding company entity? Does it dissolve now that

o vout have 2 holding company structure where you can place your nonutility ventures?

" A " Once the transaction closes, then CIPSCO will no longcr exist, but ClPS-Ccmra] Nlinots

L 'Pubhc Scmc... Company-coannucs to cxist.

Will any of the regulatory agencies force any divestitures? =~ :

“We don't believe this will be 2 problem. As PUCHA is pow written, a waiver is
required to operate both electric and gas businesses. Such weivers have been granwed to
other companies in the past. We don’t foresee any problems,

>Q
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Q.  Isn'tit a departure for UE to be involved with diversification ln non-utllicy arcas--
iike that of CIPSCQO Incorporated?
CIPSCO kLas foliowed a conscrvative invesament philosophy in placing 2 small 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 been to use this subsidiary to invest in energy businesses,
such as elecoric gencrating plamts.

l Q. How will companies work together between now and closure?
A Uniil completion of the transaction, UE and CIPSCO will operate independendy. A
transition team will mapage this. The new holding company chairmen and CEO (UE
l CEQ) Chuck Mucller end holding company vice cheirmen (CIPSCO CEO) Chfr
Greenwalt ars chairing the team,
l Q.  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 mmed:ately The stock of each company contimies to-
‘trade separarely. Here's how the transaction works: This fall, shareholders of both
l " companies will get copizs of a proxy explaining the transaction. Following that, both
groups of shareholders will vote on the agreemeat---including holders of preferred shares.
Regulatory zpprovals will take about a yeer. In late 1996, the companies will contact
l ‘ shercholdery with the deteils of the transaction es of that time. Subject to shareholde:-
o | approval; shareholders can exchange their certificates or transfer can be handled through

any third party holding thclr snares, like UE's DR Plus dividead reinvestment plan.
Q. When can people buy stock in this new company?
A.

Once the transastion is final, the shares will be listed on the New York Stock Excnanec
and will bs available for purchese. We will let you know the date.
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vOIS-SPECIFIC MEDIA/JEMPLOYEE QUESTIONS

| g yGGm‘ idential

How many emplovees does UE bave in Illinois who might be affected by this
transaction?
Around 170.

How many gas znd electric customners does UE have in [linofs?
As of June 30, 1995, UE’s gas customers numboer-17,207. Eleciric customers in Illinois
pumber 63,8385. :

How much do these Ilinols customers represent in revenues?
At June 30, 1995, UE's Illinois electric revenues totailed $155.2 miliion. UE's Illinois
gas revermees were $9.7 million.

What happens to UE‘s_-ﬂiinois customers under this holding company?
QOur customers will become CIPS customers, but UE rewins the transmission lines the
company owT: 1 Nlinois and our Venice Plam a 429-megawatt oil and nacural ges plant

_ ia Venice, I,

What happm to llinois employees of UE?
The transition team wﬂl be 2nzlyzing that issus. We will keep employees informed on
that,

In Ilinois, what is the rate differential between UE rod CIPS" will UI-.‘, s Tilinois
customers have to pay the CIPS rate? .
The best index is EVErzge ISVEOUES DEr CUSWOMEL. In Hlinois, for '(.u:- s indusmiel

customers that mumber is 3.07 cents per kilowatthour; commercial rairs are 5.51 cents -

per kilowatthour and residendal rates are 7.61 cents per kilowanhour, CIPS’s industrial
rates are 4.71 cents per kilowatthour; commercial rates are 6.75 cents per kilowatthour

- and residentiel rates ere 8.01 ceats per kilowatthour.

These revenuszs average 4.26 cents per kilowaw hour for UE, versus 6.51 cents per
kilowaithour for CIPS.

As you can sez from this, CIPS" rates are among the lowes: in the region but ere slightly
higher than UE's Iilinois rates. Detiis of the tmansfer of customers to CIPS will be
worked out before the merger is consummarted. We will keep customers informed on
that,

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

Any chaage in coal usage could no: be zttributed to the merger. Each company must
evaluate its own fuel plan in light of long-term fuel contracts, the unique characteristics
of ¢2ch company’s generating units and the ipdividual company's compli=ncs sirategy.

~

Schedules RWT 2-14

ul



‘frippensee Rebuttal
Case No. EM-96-149

> Q

>

Q

e 2

M

O O PQ

>0 PO

Ll

.17

Highly Confidential

What will happcn to UE stock in the 40IK plan?

There will be an exchange of shares. UE ccmmoan sharcholders will own ons ghare of
the new holding company stock for cach share of UE stock they hotd. The exact
provisions for this will be communjcated to all sharcholders, including employess who
holds sheres.

Will employees be able to apply for job openings at the bolding company or at either
operating company?

Qualified einployess will have oppormunitics within the entire organization. As the new
organization takes shape, employees will be 3ble to apply for job openings at the holding
company or at operating companies. However, it is not expected that employces will
transfer back and forth between companies on a routine basis.

Will the holding company and ezch operating company maintaio its own wage rates,
benefit packagss and work practices?

Yes.

What will happen to the multiple computer systems development projects that are
in varying stages of completion? 7

This will be & high priority for the menagement transition task force. Each of these
projects will be thoroughly reviewed to determine whether apy ehernative approaches
should be considered. In the end, however, both operating companies ns2d 10 bs eble
to operate cfficicatly while zpprovals for the transaction are being pursued.

- What happens to incentive compensaﬂon and stock option plans?
Each company will mamtam ns own plans.

Do both companies have ‘employment contracts for key management?
Any 2rrengements Will be identified in the proxy.

~ Did you discuss this merger with labor unfons prior to signing an agreement?
No, Discussion prior o ennouncing the agreement would have violated Fedaral securities
lxw

Wil CIPS office emplm'ets have to join a umon"
No. The two companics will manage their labor agreements mdcpendcnﬂy

Will CIPS employees be psud out of St. Louis? Yhat about beneflt plans"
CIPS employees will remain CIPS employees. The ‘benefit pians will continue but will
be onie of the items the transition team addresses.
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AMEREN CORPORATION
PRO FORMA COMBINED BALANCE SHEET (ASSETS AND OTHER DEBITS)
SEPTEMBER 30,1685

(UNAUDITED)
Line Title of Account UE cIPs Pro=Forma Pro—Fotma
MNo. {As Reposted) {As Reportad) Adiustments Combined
1 UTIUTY PLANT {Note 2} 0
2| Ulilky Plant (101-106, 114) 57.872.794.773 52,408,997 443 510,471,792,216
31 Constuction Work in Progress {107) 103,624,579 51,940 448 155585027 ¢
4 Total LHilty Plant 5,076,419,252 2,550,937.881 10.627,357,243
5| Less Accurnulated Provision for Depreciation,
Amortization and Deptetion {108,111, 315) 2,849,689 67T 131552052 3,965 278,802
& Ne! Utildy Plant, Less Nuclear Fuel 5226,729.681 3.435,408,570 6,662,138,25%
7| Nuclear Fuel (120.1~.4, 120.60~.63, 120,66 ~.99) 711,127,410 - 711,127 410
81 Less Accumulated Piovision for Amortizalion of Nuclear Fuel {120.5, 120,55) 535,015,123 - 555,019,123
Net Ufil#y Plant 5,375,837 968 3,435 408 570 6.814 246,538 |
OTHER PAOPERTY AND INVESTMENTS
14 | Nonuifity Property {121} 2,056,607 82,091 2,138,658
15 | Less Accumulated Provision for Depreciation
and Amostization (122} 539,807 92,356 832 053
36 | Investmentin Associated Companies (123} - 23,137 23,1537
17 | Invesimenlin Subsidiary Companies {123.1) {2.627.416) 2,134,932 {492,484}
20 Cthet Investments (124} 293,482 3,476,163 3.769,645
21 Special Funds (125-128) 85,306,032 - B8,300.032
Totaf Other Property and invesiments B87.492.008 5,623,967 93 %15,875
CURAENT AND ACGRUED ASSETS
24 Cash (121} 1,711,647 1,572,310 3,282,957
25 | Special Deposits (132-134) 106,167 2750249 2.856,416
26 | Working Funds {335) 478.650 100,088 578728
27 Temporary Cash investments (136) 72,835427 700,632 73,536,058
29 | Cuslomer Accounts Receivable (142) 2r7. 5857 50,519,359 328,234,920
30 | Cther Accourts Receivable {143) 5,323,798 19,016,702 25,340,500
31 { Less Accumulaled Provision For Uncollectible
Accounts = Credi {144) 7,181,815 720,000 7.801,.615
32 | Notes Receivable fom Associated Companies (145) 13,192,500 - 13,192,500
33 | Accounts Receivable from Associated Companies (148) 192,809 381,567 574,466
34 | FuelStock (151} 43,198,492 40,402 $85 83,601,477
35 | FuelStock Expense Undistibuted {152) - 2,035 2,035
37 Plant Matetial and Operating Supplies (154) 95,038,273 36,162,791 131,201,064
43 | Stores Expenses Undistributed (163) 3,171,758 3,431,870 6,602,529
&4 Gas Stored Underground ~ Cument {164.1 ~ .4) 12,225,865 11,200,135 22,436,000
48 | Frepayments (165) 14,852,055 6.316,756 21,168,851
43 | Interestand Dividends Receivable {171} {774y 1,343,453 1,342 6B
458 | Rents Aeceivable (172} 108,524 - 106,524
50 ; Accrued Utildy Revenues (173) 58,883,000 16,983,000 75,976,000
% | Misceltarecus Cutient and Accrued Asse's {174) - B.249,068 B.249.068
Total Current and Accrued Assets 592.961.038 198,423,050 791 364,088
DEFERRED DEBITS
54 | Unamorized Debt Expenszes (181) 11,484,370 3,118,782 14,603,333
57 Other Reguilatory Assets {182.3) 747,414,279 57,789,205 805,203,484
58 Preliminary Survey and Investigation Charges (183} - 75588 75,588
&0 Clearing Accounts (184} 804,451 {651,423) 153,028
62 Temporary Facilities {1B5) 166,075 - 166,075
&2 Miscellaneous Deferred Debits {186) 896,855 28,558,962 29,455,817
£5 Unamortized Loss on Asacquired Deb? (189} 34,248 496 13,694,225 47 542,721
&6 Accumulated Deferred Income Taxes (180) 162,794,000 46,798,257 208,582,257
&8 Tot! Defered Debits 957.808.528 145,383 587 1,107.182,113
59 | Total Assets and Cther Debits 3$7.017.099,540 51, 788.836.174 $5,805,938.714

See accompanying Notes lo Unaudited Pro Forma Combined Financial Statements
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AMEREN CORPORATION

PRC FORMA COMBINED BALANCE SHEET (ASSETS AND OTHER DESBITS)

SEPTEMBER 20, 195

{UNALDITED)
Line Title of Actount VE Cips Pro-Fotma Pto~Forma

No. [As Repotied) {As Reporled) Adjusiments Combined
1 PROPRIETARY CAPITAL (Note 2)
2 | Common Stock Issued (201) $510,834,120 §121,261,804 {5630,743,429) $1,372,585
3 Preferred Slock Issued (204} 218,147,100 80,000,000 - 299,147 300
& Premium on Capital Stock {207} 712,545,956 - 630,528,909 1,343,075,885
7 Other Paid—~1n Capital (2082117} 5122017 - - 5,122,017
1 Relained Earnings (215, 215.1,216) 1.136,6851.274 463 886 8364 - 1,600,838,168
12 | Uapproprialed Undstibuted Subsidiary Earnings (216.1) {6,143.416) 814,204 - [5,328.212)
13 {_Less Reacquired Capital Stock (217} ) {214.850) - 214,520 (£30)
14 Total Proprietary Capital 2.578.243101 665 082,992 - 3,244,226.093
15 LONG~TERM DEBT
16 | Bonds [221) 1,369.000.000 299,000,000 - 1,668.000,000
19 Cther Long—~Term Debt (224) a78 585000 182,000,000 - 558,585,000
20 | Unamorized Premium on Long—Term Debt (225) 23,052 10,440 - 33,501
21 Less Unamortized Discount on Long—Term Debt = Debit {226) £.741.089 2.159.918 - 11.901.017
22 Tctal Long=Tem Debt 1.735,866,953 478,850,531 - 2.214.717.484

Minorty Interast in Coonsolidated Subsidury - - - -
23 OTHER NONCURRENT LIABIUTES
24 Obligations Under CapitalLease —~ Nancurent (227) 63,475,450 - - 63,475,450
26 | Accumulated Provision for Injuries and Damages (228.2) 12,129,309 - - 13,129,299
27 | Accumulated Provision for Pensions and Benefts (228.3) - - - -
28 | Accumulated Miscellaneous Operating Provisions {228.4) 19.745.868 - = 19,745 868
30 Tolal Other Noncurrent Liabifties 96,350,717 — - 86,350,717
<3| CURRENT AND ACCRUED LIABILITIES
32 | Notes Payable (231) - - - -
a3 Accounts Payable {232) 118,284 204 48,232,785 - 166,516,989
33 | Accounts Payable to Associated Companies {234) - - - -
36 | Cusiomer Deposits (235) 11,658,830 2,733,912 - 14,302,742
37 | Taxes Accrued (236) 181,723,132 23,823,732 - 205,546,864
a8 Interest Accrued (237) £7.372,138 8,810,043 - 65882179
39 | Dividends Declared (238) 3.300,879 174,276 - 3,474,895
42 | TaxCollections Payable (241} 6,901,390 1,228,098 - 8,129,488
43 | Miscellaneous Current and Accrued Liabilities (242) 47,030,185 28,168,134 - 75,198,319
44 | Obligations UUnder CapitalLeases — Current {243) 34,295.214 - - 34,285,214
&5 Total Cutrent and Acerued Liabilties 460,565,710 112.970.980 - 571.516.690
46 DEFERRED CREDITS
47 Customner Advances for Construction (252) 7.927.675 1,234,685 - 9,162,360
48 | Accumilated Defered Investment Tax Credits {255) 168,067 667 53,074,146 - 221,141,753
50 | Other Deferred Credits (259) 210,049,872 29,105,205 - 239,155,077
57 | Other Regulatory Liabilties (254) 220,843,117 114,569,185 - 335,512,902
53 | Accurnuhted Delerred Income Taxes (281 —283) 1.539.084,188 332.051,450 - 1.872.135.638
54 Total Defetred Credils 2.146.073,056 531,034,571 - 2,677,107,730
68 | TotalLiabiities ang Cther Credits 57.017.099,540 51,788.835,174 | - $5,805,538,714

See accompanying Noles to Unaudited Pro Forma Combined Financial Statements .




AMEREN CORPORATION

PRO FORMA COMBINED STATEMENTS OF INCOME

FOR THE 12 MONTHS ENDED SEPTEMBER 30, 1985

{UNAUDITED

TOTAL

Line Account UE CIPS FPro-Forma Pto—Forma
. No. {As Reporied}) | [ {As Reported) Adjustments Combined

1 UTILITY OPERATING INCOME

2 QOperating Revenues {400) $2.222,75%5,1289 $826,750,632 — $3.049.506.761
3 OPERATING EXPENSES

4 Operations (401) . 816,764,787 455,556,745 - 1,382,351,542
5 Maintenance {402) 220,997,338 66,486,006 - 287,483,344
[ Deprecgiation (403) 231,162,909 79.000,143 - 310,253,052
7 Amortization and Depletion of Utility Plant {404~ 4085) 198251 2,082,283 - 3,462,234
[} Amorlization of Utility Plant Acquisition Adjustment {408) 161,338 - - 161,339
9 Amoit, of Property Losses, Unrecovered Flant and Regutatory Study Cosls (407) 763,584 - - 763,584
i3 Taxes Other Than Income Taxes {408.1) 212,121,782 56,145 606 - 258,267,388
14 Income Taxes — Federal (409.1) 162,414 000 34,226.213 - 226,640,212
15 ~ Other (40%.1) 30,501,000 5,579,847 - 36,080,847
16 Provision for Deferred Income Taxes (410.1) 51.856.090 18,762,587 - 70,618 587
7 Less Piovision tor Deferred Incomae Taxes = Cradit {411.1) 87,744 000 T.746,727 - 75,450,727
18 Investment Tax Credit Adjustment ~ Net (411.4) (5,179,000) {3.262.481) - (9,541,481}
Vg Less Gains from Disposition of Utility Plant [411.6) 46,563 - - 46 583
Z1 Less Gains hom Disposition of Allowances {411.8) - 4,071,093 - 4,071,083
22 | Gains from Disposition ol Allowances {411.9) - 282,797 ~ 262,797
23 Totat Ulllity Operating Expenses 31,783,172,437 714,052,726 - 2.497,225162
24 1 Net Utility Cperating Income 435,582,862 112,687,908 - 5%52.281,508

CTHER INCOME AND ODECUCTIONS q

27 ] Other in¢ome

29 Revenues From Merchandising, Jebbing and Contract Work (415 - {33,838) - {33.838)
30 § Less costs and Expenses of Merchandising, Jobbing and Contract Work {416) - 5,821 - 6,521
33 Nenoperaling Rental Income {418) (35.,052) - - (35,052)
34 § Eguity in Earnings of Subsidiary Companies {418.1) 1,274,081 2,460,000 - 3,724,080
as Interest and Dividend [ncome (419} 5,037,908 1,561,885 - 6,598,903
38 Alowance o1 Other Funds Used Duting Constuction {419.1) £,185,708 725,208 - 6,910,915
37 Miscellaneous Nonoperating lncome (421) 35,250 4,980 - 40,236
R§: Gain on Disposition of Property (421.1) 131,240 12,103 - 1423283
s Total Other lncome 12,629.162 4,723,525 -~ 17,352,687
40 1 Other Income Deductions

41 Loss on Disposition of Property (421.2) 174 3,512 - 3,683
42 Miscellanesus Amortization {425 1,589,742 318062 - 1,908,804
43 | Misceltanecus Income Deductions (4261 -426.5) 19,804,137 400,566 - 20,204,703
44 Total Other Income Deductions 21,394,050 723140 - 22,117,156
45 | Taxes Applicable 1o Other Income and Deductions

46 [ Taxes Other Than Income Taxes (408.2) 61,230 303 - 62,032
&7 Income Taxes =~ Federal (409.2) {3,800,000) 1,151,278 - [2,648,722)
48 =~ Othar {408.2) (601.00Q) 62,458 - (538.542)
49 Provision for Defested Income Taxes {410.2) 771,000 (83,103} - SE7 897
30 Leass Provition for Delerred Income Taxes — Credit {411.2) {85000 32.570 - {52 430}
53 Total Taxes an Other Income and Deductions [3.483.770 1.098,866 - [2.384,904)
54 | Net Other Income and Deductions {5.28%,118) 2.901.51¢ - {2.379.599)

INTEREST CHARGES

56 | Interest onLong=Term Debt (427) 116,163,535 31,032,909 - 147226844
57 | Amortization of Debt Discount and Expense [428) 1,350,846 504,974 - 1.855.820
58 { Amorlizalion of Loss on Reacquired Debt (428.1) 4,181,868 1.188.926 - £.370.794
50 [Less Amorization of Premium on Debt — Credit {425} 29,778 6,633 - 36,411
62 | Cther Interest Expanse (431) 13,411,772 7B5.648 - 14,187,418
63 |Less Allowance for Bortowed Funds Used During Construetion = Credit (432) 8.335.883 107,239 - 6,443,122
54 Nat Interest charges 128,772,351 33,308,583 - 162,170,644
72 | Netincome $305,530,213 $82.200,842 - $387,731,055

See accompanying Noles to Unaudited Pro Forma Combined Financial Statemants




AMEREN CORPORATION

PRD FORMA COMBINED STATEMENTS OF INCOME

FOR THE 12 MONTHS ENDED SEPTEMSBER 30, 1995

{UNAUDITED
ELECTRIC UTILITY [
Line Account UE Ccirs Pro—Forma Pro=Farma '
HNo. {As Reported) {As Reported) Adjustments Combined ;
1 UTILITY OPERATING INCOME ;
2 Operating Revenues (400) 52,138,371 ,428 $701,527.125 - $2.839 898,551 i
a OPERATING EXPENSES i
4 Qperations {404} 853,356,406 376,555,380 - ‘I.ZI.’Q,Q‘H.?&S‘s
5 Maintenance {402) 217,685,185 62,108,390 - 279,794,576 |
6 Depreciation (403) 226,486,118 73,334,725 - 255,820,843
7 Amortization and Deplelion of Utiiity Plant {404 - 405) 399251 2,233,703 - 2,622,854 ;
8 Amortization of Ulility Plant Acquisition Adjustmant {406} 161,339 - - 161,338 i
9 Amor. of Property Losses, Unrecovered Plant and Regulatory Study Costs (407) 763,584 - - 763,584
13 Taxes Other Than Income Taxes (408.1) 204,568,719 45,552,224 - 251,120,942
14 Income Taxes - Federal (409,1}) 162,037,000 33,644,863 - 225581,961)
15 = Other (409.1} 30,464,000 5,638,007 - 36,102,007
36 Provision for Deferred Income Taxes {410,1) 50,555,000 . 16,618,331 =~ 67,173,301
1¥) Less Provision for Delerred Income Taxes — Credit (411,1} 67,448,000 10,109,133 - 77,557,133
18 [ Investment Tax Credit Adjustment - Net (¢11.4) (6,104,000} (3,153,220 - (9.257,220)
19 Less Gains from Disposition of Wility Plan! (411.5) 45 563 - - 46,5582
21 Less Gains from Disposition of Allowances {41 1.8) - 4,071,093 = 4,071,093
22 Gains from Disposition of Allowances {411.9) - 262,797 - 262.797
23 Total Wility Operaling Expenses 1,702,878,040 5688.616,074 - 2,302,494.714 |
24 | NETUTILITY OPERATING INCOME 5$435.493,32856 5101,911,05% -~ $537.404,437 |
GAS UTILITY 1
Line Account UE CIFS Pro~Forma Pro=Forma |
No, {As Reported) {As Reported} Adjusiments Combined
1 UTILITY OPERATING INCOME
2 QOperating Revenues [400) $83.936,337 5125,223.507 - £209,155 844
3 OPERATING EXPENSES
4 ! Operations {404} 63,137,656 89,031,355 - 152,169,021
5 Mainienance (402) 3,212,137 4,376,816 - 7,588,753
5 Depreciation (403) 4,645,817 5,755,418 - 10,404,235
7 Amortization and Deplelion of Lhility Plant (404—405) - 858,280 - 859,280
8 Amortization of Utility Plant Acquisition Adjustmen? {406} - - - -
9 Amort. of Property Losses, Unrecovered Plant and Regulatory Study Costs {207) - d - -
13 | Taxes Cther Than Income Taxes (408,1) 7.504,571 9,593,382 - 17,087,953
14 Income Taxes — Federal {409,1) 381,000 581,250 - 962,350
15 = Other (408.1) 38,000 (58,160) - (20,160}
16 | Provision for Deferred Income Taxes {(410.1) 1.2598.000 2,144,256 - 3,442,256
17 Less Provision for Deferred Income Taxes — Credit {$11.1) 291,000 [2,362,405) - (2.071,406)
18 | Investment Tax Credit Adjustment — Net (411.4) (74.000) {209,251) - (283.261)
23 Total Wility Operating Expensas 79,852,181 114,436,652 - 164,288,833
24 [ HNET UTILITY OPERATING INCOME $4.084,156 $£10.786,855 - ST4.8671,0%1
STEAM HEATING UTILITY
Line Account uUg CiPS Pro=Forma Pro=Forma
No, (As Reportad) {As Reported) Adjustments Combined
1 UTILITY OPERATING INCOME
2 Cperating Aevenues {400} $448 366 - - 5448 365
] CPERATING EXPENSES
4 Operations {401) 270,738 - - 270,735
E Maintennnce {402} 100,015 - - 100015
6 Depraciation (403) 0074 - - 30,474
7 Amortization and Depletion of Utility Plant (404—405) - - - -
|3 Amertization of Utility Plant Acquisition Adjustment {<06) - - - -
g Amort, of Property Losses, Unrecovered Plant and Regulatory Sludy Costs (407} - - - -
13 Taxes Other Than Income Taxes (408.1) 48,402 - - 45,452
14 Income Taxes — Federal (409.1) {4,000) - - {4,000}
15 — Other {400.1) {1.000) - - [1,000)
16 | Provision for Deferred Income Taxes (410.1) 3,000 - - 3,000
17 Less Provision for Delerred Income Taxes — Credit (411.1) 5.000 - - 5,000
18 Investmenl Tax Credit Adjustment — Nei (411.4) {1.000) - - {1.000
2] Telal Utility Operating Expenses 442218 - - 442216
24 I NETUTILITY OPERATING INCOME 56,150 -1 - 56,150

Sea accompanying Notes 1o Unaudited Pro Forma Combined Financial Siatements




o

AMEREN CORPORATION o
NOTES TO UNAUDITED PRO FORMA COMBINED FINANCIAL STATEMENTS

All financial statement presentation and accounting policy differences between Union Electric and CIPS are
immaterial and have not been adjusted in the pro forma combined financial statements,

The pro forma combined financial statements reflect the conversion of each share of Union Electric Common
Siock ($5 par value) outstanding into one share of Ameren Common Stock (3.01 par value) and the
conversion of each share of CIPS Common Stock (no par value} outstanding into 1.03 shares of Ameren
Common Stock, as provided in the Merger Agresment. The pro forma combined financial statements are
presented as if the companies were combined during all periods included therein.

Net income for the twelve months ended September 30, 1995 includes a. pre-tax charge of $6.3 million for
CIPS" voluntary separation program,

The allocation berween Union Electric and CIPS and their customers of the estimated cost savings resulting
from the Mergers, net of the costs incurred to achieve such savings, will be subject to regutatory review and
approval. Transacton costs are currently estimated to be approximately $22 million {including fees for
financial advisors, attornieys, accountants, consuitants, filings and printing). None of these estimated cost
savings or the costs to achieve such savings have been reflected in the pro forma combined financial
statements. However, net income for the twelve months ended Sepiember 30, 1995 includes a charge of $9
million, net of income taxes, for merger transaction costs,

Intercompany transactions {including purchased and exchanged power transactions) between Union Electric
and CIPS during the periods presented were not material and, accordingly, no pro forma adjustments were
made to eliminate such transactions.

In accordance with FERC reporting requirements, pro forma adjustments have not bezn made to consolidate
the financial results of EEI, which will, in substance, be 2 60% owned subsidiary of Ameren subsequent to
the Merger. Union Electric and CIPS hold 40% and 20% ownership interests, respectively, in EEI and
account for these investments under the equity method of accounting

Net income for the twelve months ended Septemnber 30, 1995 includes a one-time credit to Missouri electric
customers which reduced revenues and pre-tax income of Unien Electric by $30 million.




