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The Staff’s methodology, as outlined in Staff witness Greg R. Meyer’s testimony, is an inappropriate approach to recognizing pension and other post retirement benefits (OPEB) expense.  The Staff’s methodology for recognizing pension and OPEB expense(which reduces AmerenUE’s current expenses by approximately $7 million(does not eliminate the expense but, rather, defers it to be paid by future ratepayers.  In addition, the staff’s methodology increases the volatility of expense; results in a lack of comparability both between periods and with other companies; does not represent sound ratemaking policy; and is not in compliance with generally accepted accounting principles.

The primary reason why the Staff’s method is inappropriate is because it produces excessive levels of year-to-year volatility in total expense, as demonstrated in the chart below.

Investment Return for 2002
FAS 87 Expense for Fiscal Year 2003 (millions)
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32
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23
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Range of Expense
17
46

This volatility can be a “surprise” caused by events late in the year, such as significant changes in the market’s performance. 

Because of immediate recognition of market changes in the expected return on assets component of pension and OPEB expense, the Staff’s methodology has a much greater tendency to increase expense (and therefore rates) in poor economic environments—which would seem to be at odds with good ratemaking policy.  Further, the significant volatility in expense introduced by the Staff method raises the prospect that those costs reflected in UE’s financial statements will not adequately match those costs embedded in the rate structure.  This result is inconsistent with sound ratemaking policy.

On the other hand, if the staff method is adopted, Ameren might be required to implement it company-wide for financial reporting purposes due to administrative constraints.  This would result in excess volatility being introduced into Ameren’s earnings, and a reduced ability for shareholders/investors to compare Ameren to other companies--because the Staff’s methodology is not in use for any other utilities outside of the Missouri Public Service Commission’s jurisdiction

Finally, the Staff method is inappropriate because the method of recognizing gains and losses is not in compliance with Statement of Financial Accounting Standards (FAS) Nos. 87 or 106, which is the guidance within generally accepted accounting principles for the accounting for pension and OPEB benefits.  FAS 87 relates to the accounting for pensions, while FAS 106 addresses issues related to the accounting for OPEBs.  Specifically, implementation of the Staff’s method can lead to the recording of gains from investment plan assets in periods when losses have actually occurred and vice versa.

The Staff’s justification for proposing a new method is erroneous.  Many of the arguments presented are qualitative, not measurable or verifiable and often are simply Staff’s opinion of what is reasonable.  When evidence is presented that is measurable or verifiable, it is either not correct or would not be correct if applied to the most recent economic information available.  Finally, it was evident in the depositions of Staff witness Meyer that he did not fully understand the method that the Staff is proposing nor its impact on the recognition of pension and OPEB expense.  He admitted in deposition that his testimony had been drafted by another Staff member and thus he was unable to answer many of the deposition questions specifically related to his testimony.

Because of the poor asset return performance during 2000 and 2001, the pension expense over the next five years will be more than $30 million greater than the test year under the Staff’s proposed method.  Thus, the $7 million reduction in pension and OPEB expense recommended by the Staff is particularly inappropriate, when these expenses will in fact be increasing due to known and measurable asset returns.

Finally, the increase in expense over the next ten years using the Staff’s proposed method is significantly higher than using Ameren’s method, resulting from the deferral of expense from the current period into future periods.
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