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I. WITNESS INTRODUCTION 1 

Q1. Please state your name and business address. 2 

A. My name is Edward J. Grubb.  My business address is 727 Craig Road, St. 3 

Louis, Missouri 63141. 4 

Q2. Are you the same Edward J. Grubb who previously field 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. The purpose of my supplemental direct testimony is to discuss certain minor 10 

changes to the forecast that, on a net basis, do not have a material effect on the 11 

forecast and do not require corresponding updates to testimony or schedules.  In 12 

addition, I provide details of the Company’s handling of changes to its pension 13 

and OPEB benefits accounting.  Finally, I explain the impact of the increase in 14 

the projected level of service company fees in the test year on the Belleville Lab 15 

study (IAWC Ex. 5.04) (“Lab Study”), which I sponsored in my direct testimony. 16 

III. NON-MATERIAL CHANGES TO TEST-YEAR PROJECTIONS 17 

Q4. In his supplemental direct testimony, Mr. Kerckhove refers to a forecast re-18 

evaluation that identified certain material and non-material changes to the 19 

2010 forecast.  Would you address the non-material changes? 20 

A. Yes.  As Mr. Kerckhove indicates in his supplemental direct testimony (IAWC Ex. 21 

6.00SUPP), in addition to the material changes to IAWC’s test-year projections 22 

that are reflected in updated schedules, there are additional changes that on a 23 
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net basis are not considered to be material to the forecast.  These non-material 24 

changes consist of minor adjustments to projected test year operation and 25 

maintenance expenses.   The net financial impact of the these non-material 26 

changes, however, would  change the level of the total company proposed 27 

revenue requirement for the test year by 0.1% of the total revenue requirement 28 

originally filed in the rate case, as shown on Exhibit 16.00, Schedule C-1 (First 29 

Revised).  For this reason, the Company does not believe that these non-30 

material changes should be deemed material to the forecast, and has not 31 

proposed to adjust the forecast to reflect the non-material changes.  Aside from 32 

the material changes reflected in the revised schedules and the non-material 33 

changes discussed above, the Company is not aware of other changes that 34 

would affect the forecast submitted in this case. 35 

IV. PENSION & OPEB EXPENSES 36 

Q5. Will the Company propose a change to the approach for rate recovery of its 37 

pension and OPEB expenses? 38 

A. Yes.  As discussed in my direct testimony, IAWC, in its initial filing, proposed 39 

recovery in rates as operating expenses of the accrued levels of pension and 40 

OPEB costs under the applicable accounting rules.  Due to market conditions, 41 

however, the level of pension/OPEB cost increased significantly, commencing in 42 

2009, from the levels for prior years, as shown on the attached IAWC Exhibit 43 

5.01SUPP.  Based on the changed level and the fluctuating pattern of these 44 

costs, IAWC intends to file, on or before September 1, 2009, a Petition with the 45 

Commission seeking approval to amortize a portion of its pension and OPEB 46 
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costs commencing in 2009, with deferral of the unamortized balance.  IAWC 47 

believes that the fluctuating pattern of these pension/OPEB expenses is similar 48 

to that of other costs such as tank painting that are amortized and deferred and 49 

included in rate base for rate making purposes. Therefore the Company will 50 

propose use of a similar ratemaking approach for this expense.  As discussed 51 

below, the effect of this alternative proposal, if approved, would be to decrease 52 

the revenue requirement associated with pension and OPEB costs in this 53 

proceeding by $1,061,543 and $313,241, respectively. 54 

Q6. What ratemaking approach for pension and OPEB cost was reflected in the 55 

Company’s original filing? 56 

A. In accord with the ratemaking treatment of pension and OPEB costs approved by 57 

the Commission in past proceedings, IAWC has proposed recovery in rates as 58 

operating expenses of the accrued levels of these costs under the applicable 59 

accounting rules. These are Financial Accounting Board Statement No. 87 ("FAS 60 

87") in the case of pension expense and Financial Accounting Board Statement 61 

No. 106 ("FAS 106") in the case of OPEB. The proposed rate recovery for these 62 

costs is based on actuarial studies that determine each respective cost.  The 63 

Commission has approved recovery of pension and OPEB costs determined in 64 

accordance with  FAS 87 and FAS 106, respectively, in the past because the 65 

FAS 87 and FAS 106 amounts were deemed to appropriately reflect the amount 66 

of pension and OPEB expense incurred by a utility in the applicable accounting 67 

period.  Under the Company’s approach in the original filing, the combined 68 
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revenue requirement associated with pension and OPEB costs totaled 69 

$6,494,951, as shown on IAWC Exhibit 5.02SUPP. 70 

Q7. Please describe the Company’s alternative proposal for pension and OPEB 71 

recovery. 72 

A. As shown in IAWC Exhibit 5.01SUPP, the Company has reviewed the actual 73 

level of pension and OPEB expense determined in accordance with FAS 87 and 74 

FAS 106, respectively, from 2000-2008 and the projected level from 2009-2014.  75 

This review shows that pension and OPEB expense exhibits a pattern of 76 

fluctuation comparable to the pattern for such costs as tank painting.  In 77 

particular, there is a significant increase in the expense in 2009, but the expense 78 

then trends downward through 2014.  The Company therefore proposes that, 79 

commencing January 1, 2009, the annual amount of pension and OPEB costs 80 

above the amount currently reflected in rates (as approved by the Commission in 81 

Docket No. 07-0507) (the “Pension/OPEB Amount”) be amortized over a five 82 

year period.   The Company would begin amortizing the Pension/OPEB Amount 83 

over the five year period at the time rates go into effect following this proceeding 84 

(expected to be May 2010), with the unamortized balance included in rate base.  85 

Thus, beginning in May 2010, the Company would reflect one-fifth of the 86 

Pension/OPEB Amounts for 2009 and 2010 as an operating expense and include 87 

the unamortized four-fifths balance of these Pension/OPEB Amounts in rate 88 

base.    In each succeeding year, the Company would begin amortizing the 89 

Pension/OPEB Amount, starting in January of that year, over a five year period, 90 

with the unamortized balance included in rate base. 91 
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Q9. Why is the Company’s alternative approach appropriate?  92 

A.  This alternative approach is appropriate because it recognizes the recurring, but 93 

fluctuating, nature of the Company’s pension and OPEB costs.  As such, the 94 

costs are similar to those like tank painting that recur but fluctuate, and are 95 

recovered through amortization and deferral.  The alternate approach protects 96 

ratepayers because under this approach, the amount of pension and OPEB cost 97 

amortized is the actual cost above the level reflected in the Docket 07-0507 98 

rates.  As the forecast data through 2014 shows, there is an expected decline in 99 

pension and OPEB cost in future years from the 2010 level. As a result, 100 

ratepayers could benefit from application of the alternate approach in the event 101 

that future costs decline. Ratepayers would also benefit because, under the 102 

alternate approach, the revenue requirement related to pension and OPEB costs 103 

in this case would be reduced as shown on IAWC Exhibit 5.02SUPP. 104 

Q10. Is IAWC reflecting its proposal for amortization and deferral of pension and 105 

OPEB costs in its update?   106 

A. No.  Pending approval of the alternate proposal discussed above, the update 107 

reflects continued use of the FAS 87 and FAS 106 approach for recovery of 108 

pension and OPEB costs, respectively.  As discussed above, if the Commission 109 

approves the Company’s proposal, IAWC’s ratepayers would benefit as a result 110 

of a reduction in the revenue requirement in the amount of $1,061,543 for 111 

pension and $313,241 for OPEB.    If the Commission determines that the 112 

alternate proposal should not be approved,  IAWC will continue to seek recovery 113 
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of the projected levels of these costs under FAS 87 and FAS 106 as reflected in 114 

its current filing.   115 

V. IMPACT OF CHANGE IN PROJECTED SERVICE COMPANY FEES 116 

Q11. Does the change in the level of Service Company fees you describe above 117 

result in any changes to the projected hourly cost of services from the 118 

Service Company for the test year? 119 

A. Yes; however, the change is not significant.  As discussed by Mr. Kerckhove, the 120 

test year level of Service Company fees is projected to increase by $544,823.  I 121 

have reviewed the impact of the increase in projected Service Company fees on 122 

the projected hourly cost of services provided by the Service Company in the test 123 

year, and determined that the hourly cost of services received by IAWC from the 124 

Service Company would increase by 2.81%.   125 

Q12. Does the change in the level of Service Company fees or the associated 126 

hourly cost of services result in any changes to the results of the Belleville 127 

Lab Cost? 128 

A. Yes. However, the changes are not material.   The increase does not materially 129 

impact the costs set out in IAWC Exhibit 5.04 to be incurred by the Belleville Lab, 130 

or the per test costs of tests performed by the Belleville Lab as compared to the 131 

per test price of outside providers. With the increased test year level of Service 132 

Company fees, the total savings realized by the American Water system from 133 

using the Belleville Lab will decrease from $2,305,374 to $2,220,630, shown on 134 

IAWC Ex. 5.03SUPP, a reduction of $84,744.  IAWC’s portion of the decrease in 135 

the savings is $7,618.  With the increased test year level of Service Company 136 
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fees, the total savings for IAWC from using the Belleville Lab decrease from 137 

$207,253 to $199,635. I do not consider these changes significant.  I note that, 138 

as also shown on IAWC Ex. 5.03SUPP, with the increased test year level of 139 

Service Company fees, the cost of one additional test (Endothall) would be less if 140 

performed by an outside vendor rather than the Belleville Lab.  I do not consider 141 

this change to be material to  the results of the study.  The Lab Study still 142 

establishes that IAWC would realize savings in water quality testing costs in 2010 143 

by performing the tests at the Service Company’s Belleville Lab, as compared to 144 

having an outside water quality testing lab perform the tests. 145 

Q8. Does this conclude your supplemental testimony? 146 

A. Yes. 147 

CHI-1715525 148 


