
ILLINOIS COMMERCE COMMISSION 

DOCKET 09-0319 

IAWC EXHIBIT 4.00SUPP 

SUPPLEMENTAL DIRECT TESTIMONY OF 
SCOTT RUNGREN 

_________________________ 

ILLINOIS-AMERICAN WATER COMPANY 

 

AUGUST 24, 2009 



TABLE OF CONTENTS 
 

Page 

 

 -i-  
 

I. WITNESS INTRODUCTION .....................................................................1 
II. PURPOSE OF SUPPLEMENTAL DIRECT TESTIMONY.........................1 
III. SCHEDULE D-1........................................................................................1 
IV. SCHEDULE D-3........................................................................................2 
V. SCHEDULE D-7........................................................................................3 
VI. SCHEDULE D-11......................................................................................4 
VII. SCHEDULE D-12......................................................................................4 



SUPPLEMENTAL DIRECT TESTIMONY  IAWC Ex. 4.00SUPP 
OF 

SCOTT RUNGREN 
 

 - 1 - 
 

I. WITNESS INTRODUCTION 1 

Q1. Please state your name and business address. 2 

A. My name is Scott Rungren.  My business address is 727 Craig Road, St. Louis, 3 

Missouri  63141. 4 

Q2. Are you the same Scott Rungren who previously filed direct testimony in 5 

this proceeding? 6 

A. Yes, I am. 7 

II. PURPOSE OF SUPPLEMENTAL DIRECT TESTIMONY 8 

Q3. What is the purpose of your supplemental direct testimony? 9 

A. As explained in the supplemental direct testimony of Rich Kerckhove (IAWC Ex. 10 

6.00SUPP), the Company has performed a comprehensive forecast re-11 

evaluation, which has resulted in the identification of certain material changes to 12 

the forecast, as well as certain corrections to the Company’s testimony, exhibits 13 

and schedules.  The purpose of my supplemental direct testimony is to discuss 14 

the updates and corrections made to Company Schedules D-1 and D-3, which 15 

impact the Company’s revenue requirement in this proceeding.  In addition, I will 16 

discuss corrections made to Schedules D-7, D-11 and D-12 that provide 17 

supporting financial data and do not impact the Company’s revenue requirement.  18 

III. SCHEDULE D-1 19 

Q4. Please describe the updates and corrections made to Schedule D-1. 20 

A. First, the computation of the test year common equity balance contained an 21 

error.  The incremental retained earnings amounts for the months of April through 22 
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December 2010, which capture the increases to retained earnings under the 23 

assumption the Company receives 100% of its requested revenue increase, were 24 

not correctly accumulated over that time period.  The incremental increases were 25 

added to each month’s retained earnings balance, but were not carried through 26 

to the following months.  Thus, the 2010 test year common equity balance was 27 

understated.  The correct average common equity balance for the twelve month 28 

average test year ending December 31, 2010 is $357,558,801, as shown on 29 

page 1 of Schedule D-1 First Revised.   30 

In addition, there are changes to the amount and percentage cost of long-31 

term debt calculated on Schedule D-3 that impact pages one through six of 32 

Schedule D-1.  These changes are discussed in detail below.  As a result of the 33 

updates and corrections to the test year common equity balance and to Schedule 34 

D-3, the Company’s updated weighted average cost of capital (“WACC”) for 35 

computing the test year revenue requirement is now 9.32%, as shown on page 1 36 

of Schedule D-1 First Revised. 37 

IV. SCHEDULE D-3 38 

Q5. Please describe the correction and updates made to Schedule D-3.  39 

A. There is one correction to Schedule D-3.  The principal amount outstanding 40 

(Column E) for the 5.1% tax-exempt issue was incorrectly entered as 41 

$30,645,000 on pages 1 through 3 of Schedule D-3.  The correct amount is 42 

$30,560,000, as shown on page 4 of Schedule D-3.  Pages 1 through 3 on 43 

Schedule D-3 First Revised have been corrected. 44 
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There are also a number of updates related to projected interest rates and 45 

issuance costs for Schedule D-3.  Both the $24,860,000 tax-exempt issue and 46 

the $23,325,000 tax-exempt issue have new fixed interest rates as of August 17, 47 

2009.  The new rate for each bond, previously projected to be 7.5%, is locked in 48 

at 6.25%.  Issuance costs related to their re-marketing were previously projected 49 

to be 2.5%, but have been updated to 2.75% to reflect the actual underwriting 50 

fees incurred.  These new issuance costs will be amortized over the remaining 51 

life of each bond, starting on the projected closing date for their reissue, which is 52 

August 27, 2009.  In addition, the projected date of issue for the $28,500,000 tax-53 

exempt offering has been changed to October 1, 2009.  The projected interest 54 

rate has been updated to 7.042% from the previous estimate of 7.50%, while the 55 

issuance cost estimate is unchanged at 2.5%.  Finally, the projected interest rate 56 

for the $39,000,000 debt issuance scheduled for November 2009 has been 57 

updated to 7.663%, from the previous estimate of 8.146%.  As a result of these 58 

revisions, the Company’s updated embedded cost of long-term debt for the 59 

twelve-month average test year ending December 31, 2010 is 6.53%, as shown 60 

on page 1 of Schedule D-3 First Revised.  61 

V. SCHEDULE D-7 62 

Q6. Please describe the correction made to Schedule D-7.  63 

A. The workpapers for pages 1, 8, and 9 of Schedule D-7 all contain incorrect 64 

amounts for projected common dividends for 2010, which is the Company’s test 65 

year.  The amount of common dividends in the workpaper for page 1 is 66 

$12,131,830, while the amount of common dividends in the workpapers for 67 
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pages 8 and 9 is $10,334,986.  The correct amount that should have been used 68 

on all three pages, however, is $13,693,950.  The common dividend amounts in 69 

the workpapers for pages 1, 8, and 9 of Schedule D-7 have been corrected and 70 

are reflected in those pages of Schedule D-7 First Revised.  These changes to 71 

Schedule D-7 do not impact the Company’s test year revenue requirement 72 

calculation. 73 

VI. SCHEDULE D-11 74 

Q7. Please describe the corrections made to Schedule D-11.  75 

A. Schedule D-11 contains incorrect net income and common dividend amounts for 76 

the period ending December, 2010.  The net income shown is $19,760,947, while 77 

the correct amount is $25,699,629.  The common dividend amount shown is 78 

$12,131,830, while the correct amount, as noted previously, is $13,693,950.   79 

These corrected amounts are shown on Schedule D-11 First Revised, and reflect 80 

the assumption that the Company receives 100% of its requested revenue 81 

increase in this proceeding.  These changes to Schedule D-11 do not impact the 82 

Company’s test year revenue requirement calculation. 83 

VII. SCHEDULE D-12 84 

Q8. Please describe the corrections made to Schedule D-12.  85 

A. Schedule D-12 contains incorrect net income and common dividend amounts for 86 

the period ending December, 2010.  The net income shown is $19,760,947, while 87 

the correct amount is $25,699,629.  The common dividend amount shown is 88 

$12,131,830, while the correct amount, as noted previously, is $13,693,950.   89 

These corrected amounts are shown on Schedule D-12 First Revised, and reflect 90 
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the assumption that the Company receives 100% of its requested revenue 91 

increase in this proceeding.  These changes to Schedule D-12 do not impact the 92 

Company’s test year revenue requirement calculation. 93 

Q9. Does this conclude your supplemental direct testimony? 94 

A. Yes, it does. 95 

 96 
 97 
 98 
 99 
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