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I. WITNESS INTRODUCTION 1 

Q1. Please state your name and business address. 2 

A. My name is Rich Kerckhove.  My business address is 727 Craig Road, St. 3 

Louis, Missouri  63141. 4 

Q2. By whom are you employed and in what capacity? 5 

A. I am employed by American Water Works Service Company, Inc., a 6 

subsidiary of American Water Works Company, Inc. (“American Water”) 7 

and an affiliate of Illinois-American Water Company (“IAWC” or 8 

“Company”), as a Senior Financial Analyst. 9 

Q3. Please describe your background and professional affiliation. 10 

A. I earned a Bachelor of Business Administration degree from the University 11 

of Iowa, majoring in Accounting and Insurance.  In addition, I earned a 12 

Master of Business Administration degree from the University of 13 

Minnesota’s Carlson School of Management, with concentrations in 14 

Management Information Systems and Finance.  I am a Registered 15 

Certified Public Accountant in the State of Illinois and I am a member of 16 

the American Institute of Certified Public Accountants.  My prior financial 17 

experience includes five years as a staff accountant in public accounting 18 

and five years in accounting and computer operations for community 19 

banks.  Subsequent to my public accounting and banking experience, I 20 

joined the Staff of the Illinois Commerce Commission (“Commission”) 21 

where I attained the position of Senior Analyst during my eight years at the 22 

Commission.  After obtaining my MBA, I served as a Senior Financial 23 
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Analyst for defense contractors United Defense LLP (now BAE Systems 24 

Inc.) and Alliant Techsystems, Inc.  Prior to joining American Water, I was 25 

employed as a Financial Consultant for Xcel Energy Inc., responsible for 26 

the compilation of the annual budget and monthly forecasts for the $3.8 27 

billion Public Service Company of Colorado subsidiary.  My present duties 28 

with American Water consist primarily of preparing rate-related filings for 29 

IAWC. 30 

Q4. Have you previously testified before a regulatory body? 31 

A. Yes, I have testified several times before the Illinois Commerce 32 

Commission. 33 

II. PURPOSE OF DIRECT TESTIMONY 34 

Q5. What is the purpose of your testimony in this case? 35 

A. The purpose of my Direct Testimony is to discuss the Company’s future 36 

test year projection of its revenue, expenses, and capital expenditures.  I 37 

will also describe certain schedules submitted by IAWC in accordance 38 

with the standard information requirements of 83 Ill. Adm. Code Part 285. 39 

Q6. Are you generally familiar with the operations, books, and records of 40 

IAWC? 41 

A. Yes. 42 

III. FUTURE TEST YEAR PROJECTIONS 43 

Q7. What test year has the Company proposed in this proceeding? 44 

A. The Company is proposing, and has presented its schedules using, a 45 

future test year comprising the twelve months ending December 31, 2010.  46 

The Company also is presenting, where appropriate, information for the 47 
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historic years comprising the twelve months ending December 31, 2007, 48 

and December 31, 2008, and the current year comprising the twelve 49 

months ending December 31, 2009. 50 

Q8. Has the Company previously presented requests for rate relief based 51 

upon a future test year, and has the Commission accepted such 52 

future test years? 53 

A. Yes.  The Commission approved the Company’s use of a future test year 54 

in the Company’s last rate case, Docket 07-0507, and certain prior rate 55 

cases. 56 

Q9. What is the source of the accounting information in the Company’s 57 

Schedules? 58 

A. The source of all the basic accounting information contained in the 59 

schedules for the years ended December 31, 2007, and December 31, 60 

2008, is the Company’s books and records that contain the actual 61 

operating results for those periods.  The data provided for the year ending 62 

December 31, 2009, and for the future test year ending December 31, 63 

2010, were projected in accordance with the methodology I describe 64 

below. 65 

Q10. Are plant additions planned for the years 2009 and 2010? 66 

A. Yes.  As Mr. Kaiser discusses in his testimony, the Company plans 67 

substantial new construction that will be placed in service on or before 68 

December 31, 2010.  The forecasted gross capital additions for the test 69 

year ending December 31, 2010, exceed $84 million. 70 
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Q11. How were the future test year projections in the Company’s current 71 

presentation developed? 72 

A. The projections initially were developed by personnel at each IAWC 73 

district office and IAWC’s state corporate office (each of which is 74 

individually referred to as a “business unit”).  The responsibility for each 75 

department’s projection within the business unit rests with the department 76 

head.  Recent historical experience, usually from one to five years, was 77 

considered in developing the initial projections, with appropriate 78 

adjustments made for known or projected changes.  Where necessary, 79 

contacts are made, by local and corporate management personnel, with 80 

the procurement function group, for prices of goods and services to 81 

confirm estimates.  The projections developed by the separate 82 

departments are consolidated and reviewed by each business unit’s 83 

management staff prior to submission to the Company’s Senior 84 

Management Team. 85 

 Comprehensive planning studies provide the foundation for the 86 

capital investment projections.  Operating and engineering staff work 87 

together in using the planning study information and other current 88 

information to develop a five-year capital investment program.  This five-89 

year capital program is updated annually as more current information 90 

becomes available and priorities change.  The Company’s Regional and 91 

State Corporate Office staff assists with and coordinates the development 92 

of the projections.  The Regional Staff also prepares the projections of 93 
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corporate items such as state and federal income tax, interest expense, 94 

and preferred and common dividends.  The projections are presented to 95 

senior management for review, and changes are made as appropriate.  96 

The Company’s projections are then presented to the Company President 97 

for review and approval. 98 

Q12. How does the Company ensure that costs are maintained within 99 

approved projections? 100 

A. All capital expenditures and certain expenditures for operations and 101 

maintenance projects are supported by work orders approved by 102 

management.  The scope of the work and the cost estimate described in 103 

the work order must conform to the description contained in the approved 104 

projections.  Purchase orders are issued for stock materials, supplies and 105 

equipment described in the work order, and authority for approval is 106 

conditioned upon their conformity with the work order.  With respect to 107 

construction projects, detailed cost analyses are prepared prior to project 108 

approval.  The project status is reviewed periodically with respect to 109 

schedule, cost, and quality.  Post-completion reviews are prepared to 110 

compare actual costs and benefits with the original plans.  A similar 111 

process is followed for routine and minor expenditures, except that the 112 

control point is the detailed schedule that supports the projection rather 113 

than a specific work order.  A monthly capital expenditures report is 114 

developed that identifies completed work and compares projections to 115 

actual results.  The Company’s officers and managers meet monthly to 116 
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review progress.  Physical inventories, internal audits and construction 117 

inspections reports are key elements of the control process. 118 

 For operating expenses, various reports and analyses are prepared 119 

to measure actual vs. planned expenses.  The Company uses process 120 

meetings to review operating results.  These results are presented to 121 

senior management who meet monthly to review the results before 122 

reporting to the Board of Directors on a quarterly basis. 123 

Q13. Were any adjustments made to the forecasted test year projections 124 

described above in developing the Company’s exhibits? 125 

A. Yes, in developing the test year operating income statement and rate base 126 

at present rates, adjustments to the projections were made to reflect 127 

appropriate ratemaking treatment of certain items, to reflect changes 128 

made to the forecast, and to reflect corrections to the forecast.  These 129 

adjustments are detailed in Schedules B-2.1, B-2.2, B-2.3, and C-2.1 130 

through C-2.13, and described in my testimony (Schedules B-2.1 through 131 

B-2.3, and Schedules C-2.2 through C-2.6 and C-2.13), and in the 132 

testimony of Mr. Bernsen (Schedules C-2.1 and C-2.7 through C2.12). 133 

Q14. In your opinion, are the test year projections reasonable and 134 

reliable? 135 

A. Yes.  The projections were developed in accordance with the “Guide for 136 

Prospective Financial Information” (2008) issued by the American Institute 137 

of Certified Public Accountants (“2008 Guide”).  (The Commission granted 138 

IAWC a waiver in Docket No. 09-0073 allowing the independent Certified 139 
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Public Accountant to use the 2008 Guide, rather than the April 1, 1999 140 

Guide for Prospective Financial Information required by 83 Ill. Adm. Code 141 

Section 285.7010.)  In Schedule G-2 (see IAWC Exhibit 19.00), the 142 

Company has submitted the opinion of Kerber, Eck & Braeckel LLP, 143 

certified public accountants, that the preparation and presentation of the 144 

projections (as adjusted) comply with the 2008 Guide.  Furthermore, the 145 

projections are reasonable, reliable, and were made in good faith.  All of 146 

the basic assumptions used in preparing the projections are reasonable, 147 

evaluated and justified in the exhibits, testimony and workpapers 148 

supporting this filing to allow the Commission Staff and any interveners to 149 

test the appropriateness of the projections. 150 

Q15. Does the forecast for the test year use the same assumptions and 151 

methodologies as the forecast prepared for management? 152 

A. Yes.  As shown in Schedule G-3, except for the adjustments made to the 153 

forecasted test year projections as set forth in the schedules referenced 154 

above, the assumptions and methodologies used in developing the 155 

projections are the same as those reflected in the test year projections 156 

prepared for the Company’s management, as adjusted to reflect the rate 157 

increase proposed in this proceeding.  Except as described in schedule G-158 

4, the accounting treatment that has been applied to anticipated events 159 

and transactions in the projections is the same as the accounting 160 

treatment to be applied in recording the events once they have occurred. 161 

IV. RATE INCREASE 162 

Q16. What is the amount of the rate increase and what does it represent? 163 
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A. As shown on C-1, page 1 of IAWC Exhibit 16.00, the amount of the rate 164 

increase of $58,628,279 represents the required increase in the 165 

Company’s base rates. 166 

Q17. Do the revenues at present rates for the test year reflect Qualifying 167 

Infrastructure Plant (“QIP”) revenues? 168 

A. No.  The Company currently has in effect QIP information sheets for the 169 

Alton, Cairo, Interurban, Peoria, Streator, and Pontiac service districts for 170 

the QIP surcharge.  The revenues from these surcharges have been 171 

eliminated from the forecast so as to state revenues at present rates 172 

which only reflect the Company’s base rates. 173 

Q18. When the Commission issues an order authorizing a change in base 174 

rates, will the Company file new QIP Information Sheets? 175 

A. Yes.  When the Commission authorizes a change in base rates in this 176 

proceeding, the Company will file new tariffs to reflect the changes.  The 177 

Company will also file new QIP Information Sheets that will reset the QIP 178 

surcharge back to 0.00% for each service district in which the QIP Rider is 179 

in effect. 180 

V. PART 285 SCHEDULES 181 

Q19. Has the Company submitted schedules required in the Standard 182 

Filing Requirements applicable to this case? 183 

A. Yes.  The Company has prepared the schedules required under Subparts 184 

D, E, F, G, H and J of 83 Ill. Adm. Code Part 285.  The “A” and “B” 185 

schedules are contained in IAWC Exhibit 14.00 and 15.00, respectively, 186 

and are discussed below.  The “C” schedules are contained in IAWC 187 
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Exhibit No. 16.00.  Schedules C-2.1, C-2.7 through C-2.12, C-3, C-4, C-6 188 

through C-11.3, C-13, C-14, and C-16 through C-25 are described in the 189 

testimony of Mr. Bernsen, IAWC Exhibit 7.00.  Schedules C-1, C-2, C-2.2 190 

through C-2.6, C-2.13, C-5 through C-5.5, C-12, C-15, and C-26 are 191 

described in my testimony below.  The “D” schedules are discussed in the 192 

testimony of Mr. Rungren, IAWC Exhibit 4.00.  The “E” schedules are 193 

contained in IAWC Exhibit No. 18.00, and are discussed below.  The “G” 194 

schedules are contained in IAWC Exhibit No. 19.00.  Schedules G-1 195 

through G-18 are described in my testimony below. 196 

Q20. Did you prepare, or cause to be prepared under your direction and 197 

supervision, the schedules which you are sponsoring? 198 

A. Yes. 199 

VI. “A” SCHEDULES 200 

Q21. Please describe Schedule A-1. 201 

A. Schedule A-1 provides a summary of standard information requirements, 202 

such as the areas requesting a change in rates, the test year, the type of 203 

test year, utility representatives and contacts (including addresses, 204 

telephone numbers, and e-mail addresses), the jurisdictional service 205 

change requested, and the list of schedules and general informational 206 

requirements not provided. 207 

Q22. Please describe Schedule A-2. 208 

A. Schedule A-2 is an overall financial summary for the Company and for 209 

each rate area, and provides the key financial information from each of the 210 

“A,” “B,” “C,” “D,” “E,” and “G” schedules of the Standard Filing 211 
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Requirements.  The rate areas for IAWC are the single tariff pricing area, 212 

“Zone 1” (Alton, Cairo, Interurban, Peoria, Pontiac, Streator, South Beloit,  213 

Sterling and Champaign districts), the Chicago Metro Water District, the 214 

Chicago Metro Waste Water District, the Pekin District, and the Lincoln 215 

District.  Information provided for the test year includes the original cost 216 

rate base, the operating income at present rates, the earned rate of return, 217 

the cost of capital, operating income at proposed rates, the operating 218 

income deficiency, the gross revenue conversion factor (“GRCF”), and the 219 

revenue increase (decrease) requested. 220 

Q23. Please describe Schedule A-2.1. 221 

A. Schedule A-2.1 contains the computation of the jurisdictional gross 222 

revenue conversion factor. 223 

Q24. Please describe Schedule A-3. 224 

A. Schedule A-3 provides a comparison of revenue at present rates and 225 

revenue at proposed rates. 226 

Q25. Please describe Schedule A-4. 227 

A. Schedule A-4 compares jurisdictional information contained in Schedule 228 

A-2, Overall Financial Summary, with the findings by the Commission in 229 

the Company’s prior rate order. 230 

Q26. Please describe Schedule A-5. 231 

A. Schedule A-5 provides a jurisdictional allocation summary, listing items 232 

that were allocated and the methodology used to allocate the relative 233 

allocation items. 234 
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VII. “B” SCHEDULES 235 

Q27. Generally, what do the “B” schedules show? 236 

A. The “B” schedules show the determination of rate base for the total 237 

company and for each rate area identified above. 238 

Q28. Please describe Schedule B-1. 239 

A. Schedule B-1, in summary manner, shows the computation of rate base 240 

for the Company and for each rate area referenced to above.  The rate 241 

base for the projected test year ending December 2010 is a thirteen-242 

month average rate base for the year except where noted below. 243 

Q29. Please describe Schedule B-2. 244 

A. Schedule B-2 provides a summary of adjustments to rate base.  Details of 245 

these adjustments are provided below, in the discussion of Schedules B-246 

2.1 through B-2.4. 247 

Q30. Please describe Schedules B-2.1 through B-2.4. 248 

A. Schedule B-2.1 presents the adjustment for the utility plant acquisition 249 

adjustment for the acquisition of the DuPage Utility Company (“DuPage”).  250 

The adjustment reflects the inclusion of the above-the-line portion of the 251 

Utility Plant Acquisition Adjustment for DuPage.  Amortization is being 252 

recorded over a 27-year period.  The allocation between Chicago Metro 253 

Water and Chicago Metro Waste Water districts is based upon a thirteen-254 

month average of projected customers for the period ending December 255 

2010.  Citizens Utilities Company of Illinois (“Citizens”) acquired DuPage 256 

in 1991.  Beginning with Docket No. 92-0305, Citizens began including the 257 

acquisition adjustment in rate base, with Commission approval.  IAWC 258 
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subsequently acquired the assets of Citizens, and continues to reflect the 259 

acquisition adjustment in rate base.  The Commission most recently 260 

approved this treatment in the Company’s last rate order, Docket No. 07-261 

0507.  The amounts included are the thirteen-month averages of the 262 

unamortized balances. 263 

 Schedule B-2.2 reflects a rate base reduction associated with 264 

pension liability.  The reduction results from the difference between the 265 

level of pension expense collected in rates in accordance with Statement 266 

of Financial Accounting Standards (“SFAS”) 87 and the pension funding 267 

requirements under ERISA.  To the extent the amount collected under 268 

SFAS 87 exceeds pension funding requirements under ERISA, a rate 269 

base reduction in that amount is appropriate. 270 

 Schedule B-2.3 reflects a rate base reduction associated with 271 

SFAS 109 Regulatory Asset – Net of Liability.  The Company adopted the 272 

SFAS No. 109 in 1993.  In general, SFAS 109 requires utilities to reflect 273 

on its balance sheet regulatory assets for recognition of the future 274 

increase in revenue requirements, primarily from the reversal of tax 275 

benefits previously flowed through to customers.  Also, regulatory liabilities 276 

are reflected for recognition of the future reduction in revenue 277 

requirements, primarily from deferred income taxes previously provided for 278 

at tax rates greater than statutory levels, and from the reversal of 279 

investment tax credits, through amortization.  The Company’s treatment of 280 

these balances is consistent with the treatment granted in the Company’s 281 
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previous rate cases, Docket Nos. 07-0507, 02-0690, 00-0340, 97-0102, 282 

and 95-0076. 283 

 Schedule B-2.4 reflects a rate base reduction associated with 284 

OPEB liability.  The Company’s OPEB expense is calculated in 285 

accordance with SFAS 106.  The Company also funds its OPEB plans at a 286 

level determined in accordance the same with SFAS 106.  In certain past 287 

periods for the Champaign District (where the Company acquired an entity 288 

which did not have an established OPEB funding mechanism), however, 289 

the OPEB plan was not funded.  A rate base reduction is therefore 290 

appropriate for the amount recorded as an expense under SFAS 106 (and 291 

collected in rates) but not funded into the OPEB plan during the past 292 

periods when the funding mechanism was not utilized.   293 

Q31. Please describe Schedule B-3. 294 

A. Schedule B-3 provides a comparative balance sheet for the prior three 295 

years and the test year. 296 

Q32. Please describe Schedule B-4. 297 

A. Schedule B-4 provides a summary of adjustments to plant in service.  298 

There are no adjustments to test year plant in service. 299 

Q33. Please describe Schedule B-5. 300 

A. Schedule B-5 provides an analysis of gross plant additions, retirements, 301 

and transfers for the two historic years preceding the current year.  In 302 

addition, the schedule provides the forecasted plant additions and 303 

retirements for the current and test years. 304 
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Q34. Please describe Schedule B-5.1. 305 

A. Schedule B-5.1 provides information regarding gains and losses on sales 306 

of property disposed of since the Company’s last rate case, where the 307 

original cost of the property sold exceeded 0.1% of total gross plant in 308 

service as shown for the test year on Schedule B-1.  There have been no 309 

property sales since the last rate case where the original cost of the 310 

property sold exceeded 0.1% of total gross plant in service. 311 

Q35. Please describe Schedule B-5.2. 312 

A. Schedule B-5.2 provides information regarding property merged or 313 

acquired from other utilities since the Company’s last rate case.  There 314 

has been no property merged or acquired from other utilities since the 315 

Company’s last rate case. 316 

Q36. Please describe Schedule B-6. 317 

A. Schedule B-6 provides an analysis of the depreciation reserve for the two 318 

historic years preceding the current year, and includes removal cost, 319 

salvage, retirements, depreciation expense, and transfers.  In addition, the 320 

schedule provides the forecasted removal cost, salvage, retirements, and 321 

depreciation expense for the current and test years.  Depreciation 322 

expense will be discussed later in my testimony. 323 

Q37. Please describe Schedule B-7.2. 324 

A. Schedule B-7.2 provides the amount of AFUDC generated and transferred 325 

to utility plant during the test year and the prior three years. 326 

Q38. Please describe Schedule B-8. 327 
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A. Schedule B-8 provides the calculation of the Company’s request for cash 328 

working capital in rate base.  In support of the Company’s request, a lead-329 

lag study has been performed.  The study is provided in the workpapers 330 

accompanying Schedule B-8.  The study was prepared using the same 331 

methodology and lead and lag days that were used in the final 332 

Commission-approved study in Docket No. 07-0507. 333 

Q39. Please describe Schedule B-8.1. 334 

A. Schedule B-8.1 shows the calculation of the thirteen-month average of 335 

materials and supplies, reduced by the thirteen-month average of 336 

accounts payable associated with materials and supplies. 337 

Q40. Please describe Schedules B-9 and B-9.1. 338 

A. Schedules B-9 and B-9.1 provide information regarding accumulated 339 

deferred income taxes. 340 

Q41. Please describe Schedule B-10. 341 

A. Schedule B-10 provides information regarding deferred charges, 342 

specifically, the amortization of tank painting and steel structure 343 

maintenance.  Tank painting and steel structure maintenance completed 344 

subsequent to Docket No. 02-0690 are being amortized over fifteen years, 345 

consistent with the Commission’s order in Docket No. 02-0690. 346 

 The Company has forecasted approximately $2.5 million for each 347 

year 2009 and 2010 to paint specific tanks throughout the various rate 348 

areas.  (In calendar year 2008, the Company completed $2,526,283 of 349 

tank painting, consistent with its plan for that year.)  The Company’s tank 350 
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painting program is discussed in more detail in the testimony of Ms. 351 

Norton (IAWC Exhibit 2.00). 352 

Q42. Please describe Schedule B-12. 353 

A. Schedule B-12 provides the analysis of activity in property held for future 354 

use.  IAWC is not requesting a return on property held for future use and 355 

has not included it in rate base. 356 

Q43. Please describe Schedule B-14. 357 

A. Schedule B-14 provides the monthly budget payment balances.  The 358 

thirteen-month average of monthly budget payments is reflected as a 359 

reduction of rate base. 360 

Q44. Please describe Schedule B-15. 361 

A. Schedule B-15 provides information regarding additions to and transfers 362 

from customer advances and contributions in aid of construction (“CIAC”).  363 

In addition, the schedule provides information regarding the accumulated 364 

depreciation on contributed property.  Included on Schedule B-15 are the 365 

customer advances, CIAC, and accumulated depreciation related to off-366 

balance sheet customer advances, CIAC, and accumulated depreciation 367 

resulting from IAWC’s acquisition of net assets from Citizens. 368 

Q45. Please discuss the development of the test year balance of pre-1971 369 

federal investment tax credits. 370 

A. The amount of this item, which is deducted from rate base, represents the 371 

13-month average of the beginning and year-end balances of pre-1971 372 

federal investment tax credits.  Those balances reflect the annual 373 
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amortization of pre-1971 federal investment tax credits referenced later in 374 

my testimony. 375 

VIII. “C” SCHEDULES 376 

Q46. Generally, what do the “C” schedules show? 377 

A. The “C” schedules provide the operating income data for the total 378 

company and for each rate area identified above. 379 

Q47. Please describe Schedule C-1. 380 

A. Schedule C-1 provides a summary income statement for the total 381 

company and for each rate area described previously.  It summarizes data 382 

contained in subsequent “C” schedules.  It provides operating revenue 383 

under present and proposed rates, and projected operating expenses and 384 

revenue deductions.  Schedule C-1 shows that, for the test year, present 385 

rates would yield an opportunity to earn a rate of return within the range of 386 

1.95% to 3.98%, as shown on the schedule for each of the rate areas, and 387 

the proposed rates would yield an opportunity to earn a rate of return of 388 

9.43% for each rate area.  The Company’s estimated cost of capital for the 389 

test year is 9.43% as shown on Schedule D-1. 390 

Q48. Please describe Schedule C-2. 391 

A. Schedule C-2 provides a summary of the adjustments to operating 392 

income.  Details of these adjustments are provided below in the 393 

discussion of Schedules C-2.2 through C-2.6 and C-2.13.  Schedules C-394 

2.1 and C-2.7 through C-2.12 are sponsored by Mr. Bernsen (IAWC 395 

Exhibit 7.00). The adjustment to incentive compensation expense shown 396 

in Schedule C-2.12 is further discussed in the testimony of Ms. Teasley.  397 
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These adjustments are required to reflect ratemaking treatment of certain 398 

items or to correct certain original operating projections. 399 

Q49. Please describe Schedule C-2.2. 400 

A. Schedule C-2.2 presents the adjustment to correct the forecasted amount 401 

of amortization of steel structure maintenance, such as tank and steel 402 

structure painting.  Steel structure maintenance costs incurred subsequent 403 

to the order Docket No. 02-0690 are being amortized over fifteen years.   404 

Q50. Please describe Schedule C-2.3. 405 

A. Schedule C-2.3 presents the utility plant acquisition adjustment (“UPAA”) 406 

amortization related to the acquisition of the Chicago Metro Water and 407 

Chicago Metro Wastewater Districts from Citizens.  The UPAA 408 

amortization, included in depreciation and amortization expense, is being 409 

eliminated from the income statement.  No Citizens Utilities UPAA is 410 

included in rate base. 411 

Q51. Please describe Schedule C-2.4. 412 

A. Schedule C-2.4 presents the adjustment to remove the net negative 413 

salvage component of depreciation expense from maintenance expense.  414 

Net negative salvage is recorded as maintenance expense for GAAP 415 

purposes in compliance with SFAS 143. 416 

Q52. Please describe Schedule C-2.5. 417 

A. Schedule C-2.5 presents the removal of QIP revenues from revenues at 418 

present rates.  The existing QIP revenues will be rolled into base rates in 419 
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this proceeding.  Reducing current revenues for QIP has no effect on total 420 

operating revenues at proposed rates. 421 

Q53. Please describe Schedule C-2.6. 422 

A. Schedule C-2.6 presents the adjustment to depreciation expense, 423 

reflecting both the reclassification of net-negative salvage from 424 

maintenance expense to depreciation expense and the use of individual 425 

depreciation rates for each plant account.  Depreciation expense will be 426 

discussed further in my testimony in the description of Schedule C-12. 427 

Q54. Please describe Schedule C-2.12. 428 

A. Schedule C-2.12 presents the removal of incentive compensation expense 429 

from labor and business support services expenses.  Incentive 430 

compensation expense is discussed in the testimony of Ms. Teasley, 431 

IAWC Exhibit 1.00. 432 

Q55. Please describe Schedule C-2.13. 433 

A. Schedule C-2.13 presents the adjustment to the projection for costs 434 

associated with the movement of the Champaign and Lincoln districts to 435 

monthly billing.  In an effort to continue to move towards single tariff 436 

pricing for all service districts in downstate Illinois and for uniformity and 437 

consistency among the Company’s tariffs (as discussed by Staff in the 438 

Company’s last rate case), the Company proposes to change the 439 

Champaign and Lincoln Districts from bimonthly meter reading to monthly 440 

meter reading.  This change is also consistent with the current tariff for the 441 
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Champaign District, which permits the Company to issue bills monthly at 442 

its option (under ILL. C. C. No. 8, Sheet No. 13, Paragraph 6.06).   443 

 In addition to the tariff uniformity benefits described above, 444 

additional benefits of the change include the discovery of leaks on a more 445 

timely basis, thereby reducing “high bill” problems, facilitation of 446 

customers’ efforts to budget for the payment of their water bills, and a 447 

reduction in the amount of uncollectible expense.  More timely billing also 448 

would facilitate the ability of customers to alter water usage patterns (such 449 

as lawn irrigation) in response to the level of the bill.  The Commission 450 

approved a change from quarterly billing to monthly billing for the 451 

Southern Division (Alton, Cairo, and Interurban Districts) and Pekin and 452 

Peoria Districts in Docket No. 95-0076.  The adjustment reflects the 453 

additional costs of meter reading labor and benefits, postage, and bill 454 

printing, reduced by uncollectible expense.  The cash working capital 455 

calculation for the Champaign and Lincoln districts on Schedule B-8 456 

reflects monthly meter reading. 457 

 458 

Q56. Please describe Schedule C-5 and C-5a. 459 

A. These schedules provide the calculation of current federal and state 460 

income tax at present and proposed rates, respectively. 461 

Q57. Please briefly describe the calculation of current federal and state 462 

income tax expense. 463 
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A. In Schedule C-5, various additions and deductions are made to utility 464 

operating income, and the Company’s budgeted tax rates are applied to 465 

the resulting taxable income.  The Company’s federal tax rate is 35% and 466 

the Company’s effective state tax rate is 5.457%.  The effective state tax 467 

rate was derived by multiplying the seven-year average of the state 468 

apportionment factor (56.26%) by the Illinois state income tax rate.  The 469 

Illinois Governor has proposed a 7.2% corporate income tax rate in his 470 

Fiscal Year 2010 Budget.  The state income tax calculation for the 2010 471 

test year reflects this proposed corporate income tax rate.  For state 472 

income tax, taxable income is multiplied by the tax rate and the result is 473 

offset by the current year investment tax credit.  Interest cost is deducted 474 

since it is deductible for tax purposes but not included in utility operating 475 

income.  Other adjustments to utility operating income reflect differences 476 

between book and taxable income.  For example, book depreciation is not 477 

used to calculate current income tax.  Rather, a separate calculation is 478 

made for tax depreciation.  An adjustment is then made to utility operating 479 

income to add back book depreciation expense and to subtract tax 480 

depreciation to arrive at taxable income. 481 

Q58. Please explain Schedule C-5.1. 482 

A. This schedule provides information regarding the consolidated federal 483 

income tax return. 484 

Q59. Please describe Schedules C-5.2 and C-5.3. 485 

A. These schedules include the calculation of deferred income tax expense. 486 
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Q60. Please describe Schedule C-5.4. 487 

A. Schedule C-5.4 provides calculation of synchronized interest. 488 

Q61. Please describe Schedule C-5.5. 489 

A. This schedule shows investment tax and job development credits. 490 

Q62. Please describe Schedule C-12. 491 

A. Schedule C-12 provides the calculation of depreciation expense.  Except 492 

with respect to Account 339600, the calculation incorporates the current 493 

approved depreciation rates for the Company (Docket No. 07-0507 for all 494 

districts except South Beloit and Docket No. 03-0677 for South Beloit).  495 

Account 339600, Comprehensive Planning Studies (which includes the 496 

Business Systems Planning Study described by Mr. Kaiser (IAWC Ex. 497 

3.00)), is being depreciated at a 20% rate.   498 

Q63. Please describe Schedule C-15. 499 

A. Schedule C-15 provides information on operating expense incurred for 500 

major maintenance projects.  Major maintenance projects are presented 501 

on Schedule B-10. 502 

Q64. Please describe Schedule C-26. 503 

A. Schedule C-26 provides information on the amortization of deferred 504 

charges.  All qualifying projects are shown on Schedule B-10. 505 

IX. “E” SCHEDULES 506 

Q65. Please describe Schedule E-1. 507 

A. Schedule E-1 contains the proposed tariffs filed in this proceeding.  The 508 

rates included in the tariffs were developed using the Company’s 509 

embedded cost of service study, IAWC Exhibit 9.01, as discussed in the 510 



 

 -23-  

testimonies of Mr. Grubb, IAWC Exhibit 5.00, and Mr. Herbert, IAWC 511 

Exhibit 9.00. 512 

Q66. Please describe Schedule E-2. 513 

A. Schedule E-2 contains the proposed tariffs, in strikeout form, showing 514 

proposed changes from current tariffs. 515 

Q67. Please describe Schedule E-3. 516 

A. This schedule contains the Narrative of Changes which was filed with the 517 

proposed tariffs and summarizes the rationale underlying the proposed 518 

changes. 519 

Q68. Please describe Schedule E-4. 520 

A. Schedule E-4 shows the billing units by rate class for the historic year, 521 

current year and test year. 522 

Q69. Please describe Schedule E-5. 523 

A. Schedule E-5 provides detailed information as to revenue by rate class at 524 

current rates compared with proposed rates. 525 

Q70. Has the Company submitted an embedded cost of service study 526 

(Schedule E-6)? 527 

A. Yes.  The embedded cost of service study is provided as IAWC Exhibit 528 

9.01. 529 

Q71. Please describe Schedule E-7. 530 

A. Schedule E-7 provides bill comparisons for the different rate classes. 531 

X. “G” SCHEDULES 532 

Q72. Please generally describe the “G” schedules. 533 
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A. These schedules provide information in support of the selection of a future 534 

test year.  The basis for the Company’s future test year projections was 535 

discussed at the outset of my testimony. 536 

Q73. Please describe Schedule G-1. 537 

A. Schedule G-1 presents a comparison of projections of revenues, operating 538 

expenses and utility operating income to actual revenues, operating 539 

expenses, and utility operating income for each of the years ending 540 

December 2007 through December 2009.  Schedule G-1 also presents a 541 

comparison of projected to actual capital investments for the same years. 542 

Q74. Does Schedule G-1 demonstrate the reliability and accuracy of the 543 

utility’s forecast? 544 

A. Yes.  As the schedule shows, the overall effect of forecast variances is 545 

generally small and did not result in a rate of return for any period that was 546 

above the authorized level.  Actual revenues for the year ended December 547 

2007 were within 0.5% of plan.  Revenues for 2008 were less than plan 548 

because 2008 was a wetter-than-normal year (thus reducing seasonal 549 

water usage).  Actual expenses in 2007 and 2008 were more than 550 

projected in both years, in part due to the programs discussed by Ms. 551 

Norton (IAWC Exhibit 2.00).  For capital expenditures, if the delay in the 552 

Champaign plant discussed by Mr. Kaiser (IAWC Exhibit 3.00) is excluded 553 

from the calculation, the Company’s actual capital expenditures for the 554 

years ended December 2007 and December 2008, in total, exceeded the 555 
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original capital plan by 0.7%.  Therefore, Schedule G-1 demonstrates the 556 

accuracy and reliability of the Company’s projections. 557 

Q75. Please describe Schedule G-2. 558 

A. Schedule G-2 is the statement from the independent Certified Public 559 

Accountant that the preparation and presentation of test year projections 560 

comply with the 2008 Guide. 561 

Q76. Please describe Schedule G-3. 562 

A. Schedule G-3 is the statement regarding assumptions and methodologies 563 

used in the forecast. 564 

Q77. Please describe Schedule G-4. 565 

A. Schedule G-4 is a statement regarding the accounting treatment applied 566 

to anticipated events and transactions in the forecast. 567 

Q78. Please describe Schedule G-5. 568 

A. Schedule G-5 includes the principal assumptions used in preparing the 569 

projected information forming the basis for the test year selected. 570 

Q79. Please describe Schedule G-6. 571 

A. Schedule G-6 shows inflation factors for the test year ending December 572 

31, 2010. 573 

Q80. Please describe Schedule G-7. 574 

A. Schedule G-7 is a schedule showing Proration of Accumulated Deferred 575 

Income Taxes. 576 

Q81. Please describe Schedule G-8. 577 
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A. Schedule G-8 shows Actual Gross Additions and Retirements Compared 578 

to the Original Budget. 579 

Q82. Please describe Schedule G-9. 580 

A. Schedule G-9 shows a Comparison of Budgeted Non-Payroll Expense to 581 

Actual. 582 

Q83. Please describe Schedule G-10. 583 

A. Schedule G-10 shows Budgeted Payroll Expense for the years 2006 584 

through 2008 and the test year ending December 31, 2010. 585 

Q84. Please describe Schedule G-11. 586 

A. Schedule G-11 shows the Budgeted Number of Employees for each of the 587 

five Illinois rate areas, and for total Company, on a monthly basis, for the 588 

period beginning January 2007 and ending December 2010. 589 

Q85. Please describe Schedule G-12. 590 

A. Schedule G-12 shows Forecasted Property Taxes for each of the five 591 

Illinois rate areas, and for total company, for the period January 2009 592 

through December 2010. 593 

Q86. Please describe Schedule G-13. 594 

A. Schedule G-13 shows a Comparison of Actual Financial Results to the 595 

Original Approved Forecast for each of the Past Twelve Months. 596 

Q87. Please describe Schedule G-15. 597 

A. Schedule G-15, which requires non-jurisdictional service revenues for the 598 

prior three years and the test year, notes that the income statement that 599 

contains these revenues is provided in Schedule C-4. 600 
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Q88. Please describe Schedule G-16. 601 

A. Schedule G-16 provides information regarding the balance sheet provided 602 

pursuant to Section 285.2020. 603 

Q89. Please describe Schedule G-17. 604 

A. Schedule G-17 notes that the required Statement of Cash Flows is 605 

provided in Schedule D-11. 606 

Q90. Please describe Schedule G-18. 607 

A. Schedule G-18 notes that the required Statement of Retained Earnings is 608 

provided in Schedule D-12. 609 

Q91. Does this conclude your testimony? 610 

A. Yes, it does. 611 


