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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. Louis, 3 

Missouri  63141. 4 

Q2. Are you the same Rich Kerckhove 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. The purpose of my supplemental direct testimony is to provide an overview of the 10 

Company’s comprehensive forecast re-evaluation, and to explain the approach 11 

used by the Company to detail the resulting updates to the Company’s direct 12 

testimony and schedules filed in May 2009.  I discuss certain of the changes to 13 

the Company’s forecast.  I also sponsor revised schedules reflecting updated 14 

information.  Finally, I discuss certain corrections to the Company’s testimony, 15 

exhibits and schedules that were identified during the forecast re-evaluation and 16 

in the course of discovery in this case. 17 

III. OVERVIEW OF FORECAST CHANGES 18 

Q4. Has IAWC determined that an update to its test year forecast is appropriate 19 

in this case? 20 

A. Yes.  As discussed below, certain changes have occurred that affect the 21 

Company’s 2010 forecast.  The Company’s management process includes the 22 

periodic re-evaluation of its projections, forecasts, costs, and other financial and 23 
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operational data.  As a result of a comprehensive re-evaluation of the 2010 24 

forecast, the Company has determined that there are certain changes to the 25 

original forecast developed for 2010.  Part 287 allows a utility using a future test 26 

year to update its projections in accordance with the established schedule if there 27 

is a significant and material change affecting its revenue requirement.  IAWC has 28 

experienced significant and material forecast changes and, therefore, has 29 

updated the schedules I sponsor to reflect these changes. 30 

Q5. Please discuss the presentation of the forecast. 31 

A. The Company’s forecast re-evaluation led to the identification of forecast 32 

changes, some material and some non-material.  The significant and material 33 

changes to the test-year forecast are summarized as follows: 34 

• Projected revenue has been reduced by $2,284,198, due to updated 35 
customer counts to reflect the continuing decline in customer growth, lower 36 
per-day customer usage averages in keeping with recent trend of declining 37 
usage, and updated usage and rates for several large customers. 38 

• Projected Fuel and Power expense has been reduced by $872,143, due to 39 
lower energy per unit costs and lower water sales. 40 

• Projected Group Insurance expense has been reduced by $225,897, because 41 
per employee costs have declined. 42 

• Projected Insurance – Other expense has been reduced by $452,590, due to 43 
lower expected premiums and claim volumes and value. 44 

• The projected level of fees charged by American Water Works Service 45 
Company, Inc. (“Service Company”) increased by a net amount $544,823 due 46 
to a projected increase in IT asset depreciation and maintenance associated 47 
Service Company services in the test year. 48 

• Projected Customer Accounting expense has increased by $821,952, 49 
primarily due to an increase in uncollectible expense, as well as higher 50 
payment-processing and postage costs. 51 

• Projected General Office expense has increased by $323,501, due to an 52 
increase in telephone expenses. 53 
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• Projected Miscellaneous expense has increased  by $22,717, due to benefits 54 
associated with the addition of an employee and due to the reclassification of 55 
costs from Service Company fees to miscellaneous expense for services that 56 
will be performed in-house.  57 

• Projected Chemical expense has been reduced  by $384,177, due to overall 58 
lower water sales. 59 

• Projected Other Maintenance expense in being increased by $541,298 due to 60 
increased paving expense in Peoria. 61 

• Projected Labor expense is being increased by $65,281, due to the hiring of 62 
an additional employee by IAWC. 63 

• Projected Taxes Other Than Income are being increased by $164,226, 64 
because of a recalculated State Franchise Fee expense and new FICA 65 
liability for the employee being hired at IAWC. 66 

• Projected Depreciation expense is being increased by $295,935, as a result 67 
of the forecasted changes to plant additions discussed by Mr. Kaiser (IAWC 68 
Ex. 3.00SUPP). 69 

• The Company’s has reduced its projected state income state rate from 9.7% 70 
to 7.3%.  71 

• Certain planned capital projects in 2009 and the test year have changed, as 72 
discussed by Mr. Jeffrey T. Kaiser (IAWC Ex. 3.00SUPP). 73 

• The Company’s projected capital structure has changed, as discussed by Mr. 74 
Scott Rungren (IAWC Ex. 4.00SUPP). 75 

The changes are discussed in more detail below, and in the supplemental direct 76 

testimony of Ms. Karla Teasley (IAWC Exhibit 1.00SUPP), Mr. Jeffrey T. Kaiser 77 

(IAWC Ex. 3.00SUPP) and Mr. Scott Rungren (IAWC Ex. 4.00SUPP).  The 78 

impacts of the change in the level of Service Company costs are further 79 

discussed below, and by Ms. Teasley (IAWC Ex. 1.00SUPP), Mr. Edward Grubb 80 

(IAWC Ex. 5.00SUPP) and Mr. Bernard Uffelman (IAWC Ex. 10.00SUPP).  The 81 

significant and material changes to the forecast (and certain necessary 82 

corrections) are reflected in the revised schedules described later in my 83 

testimony.  In addition, I have prepared exhibit IAWC Exhibit 6.01SUPP which 84 

summarizes the significant and material changes in the Company’s forecasted 85 
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rate base, IAWC Exhibit 6.02SUPP which summarizes the significant and 86 

material changes in the Company’s forecasted operating income statement, 87 

IAWC Exhibit 6.03SUPP which summarizes the significant and material changes 88 

in the Company’s capital structure, and IAWC Ex. 6.04SUPP which presents the 89 

revised gross revenue conversion factor.    90 

Q6. Has the Company also identified forecast changes that are not deemed 91 

material? 92 

A. Yes.  In addition to the material changes reflected in the revised schedules 93 

identified above, the Company has identified other changes that, on a net basis, 94 

are not deemed material and are, therefore, not reflected in revised schedules.  95 

Mr. Grubb discusses these non-material changes in his testimony (IAWC Ex. 96 

5.00SUPP).  97 

Q7. Please discuss the factors that resulted in the forecast changes. 98 

A. Certain of the changes are based on the availability of more recent data.  In 99 

addition, the Company's cost reduction efforts (such as those discussed by Ms. 100 

Teasley in her direct testimony, IAWC Ex. 1.00, pp. 23 – 26, and her 101 

supplemental direct testimony (IAWC Exhibit 1.00SUPP)) and by Ms. Cheryl 102 

Norton in her direct testimony, IAWC Ex. 2.00, pp. 6-7) have resulted in changes 103 

to projected levels of operation and maintenance expense in the test year.  The 104 

Company has also revised its capital investment projections for 2009 and the test 105 

year.  In addition, Ms. Teasley, Mr. Uffelman and Mr. Grubb discuss the impact of 106 

a change in the projected level of fees for services received from the Service 107 

Company on the studies that each sponsored as part of his or her direct 108 
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testimony (the Self-provision Study, the Service Company Cost Study, and the 109 

Belleville Lab Study, respectively). 110 

Q8. Does the Company’s presentation of forecast updates and corrections 111 

provide a reconciliation of changes to the original projection? 112 

A. Yes, it does.  The exhibits and schedules I sponsor show each change to the 113 

original operating income statement, rate base, and capital structure that are 114 

reflected as part of the update. 115 

IV. UPDATE OF FUTURE TEST YEAR PROJECTIONS 116 

Q9. Please describe the process by which the Company updated its projections 117 

for the 2010 test year. 118 

A. As in the case of the original forecast, the forecast re-evaluation was developed 119 

through a comprehensive review of the company’s operations.  The updated 120 

projections were developed by personnel at each IAWC district office and 121 

IAWC’s state corporate office (each of which is individually referred to as a 122 

“business unit”).  The responsibility for each department’s projection within the 123 

business unit rests with the department head.  Recent experience and 124 

developments were considered for their impact on the Company’s initial test year 125 

projections, in order to make appropriate adjustments for known or projected 126 

changes to the original projections.  Where necessary, contacts were made, by 127 

local and corporate management personnel, with the procurement function 128 

group, for prices of goods and services to confirm estimates.  The updated 129 

projections developed by the separate departments were consolidated and 130 

reviewed by each business unit’s management staff prior to submission to the 131 

Company’s Senior Management Team.   132 
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As discussed in my direct testimony, for IAWC’s capital investments the 133 

five-year capital program is updated annually as more current information 134 

becomes available and priorities change.  Since the filing of the rate case, 135 

operating and engineering staff have worked together to use updated 136 

comprehensive planning study information and other current information to 137 

update the capital investment program for 2009 and 2010.  The Company’s 138 

Regional and State Corporate Office staff assisted with and coordinated the 139 

development of the projections.  The Regional Staff also prepared the updated 140 

projections of corporate items such as state and federal income tax, interest 141 

expense, and common dividends.  The projections were presented to senior 142 

management for review and changes were made as appropriate.  The 143 

Company’s updated projections were then presented to the Company President 144 

for review and approval. 145 

Q10. What aspects of the test year projections are affected by the update? 146 

A. There are certain material changes to the 2010 test-year projections that the 147 

Company is proposing to reflect in revised schedules.  As discussed below, the 148 

Company’s revenues have been adjusted.  Certain operating and Maintenance 149 

(“O&M”) expenses also require adjustment.  Other operating expenses, including 150 

depreciation expense and taxes have to be updated, in part because of the other 151 

updates being made.  As Mr. Kaiser will explain in his update testimony (IAWC 152 

Ex. 3.00SUPP), capital project forecasts have also been modified.  The 153 

Company’s capital structure and cost rates for debt capital have been modified 154 

as explained by Mr. Rungren (IAWC Ex. 4.00SUPP).  The Company is proposing 155 



IAWC Ex. 6.00SUPP 

 -7-  

an alternative approach to the recovery of pension and OPEB expenses, as 156 

summarized in Mr. Grubb’s update testimony (IAWC Ex. 5.00SUPP). 157 

Q11. In your opinion, are the updated projections reasonable and reliable? 158 

A. Yes they are.  The updated forecast was developed in accordance with the 159 

“Guide for Prospective Financial Information” (2008) issued by the American 160 

Institute of Certified Public Accountants (“2008 Guide”).  Furthermore, the 161 

projections are reasonable, reliable, and were made in good faith. All of the basic 162 

assumptions used in preparing the projections are reasonable, evaluated and 163 

justified in the exhibits, testimony and work-papers supporting this filing. 164 

Q12. Will this updated projection be verified by an independent auditor? 165 

A. Yes, it will.  An audit by Certified Public Accountants Kerber, Eck & Braeckel LLP 166 

is in progress, and the Company expects that the auditors will issue a report 167 

certifying that the update has been prepared and presented in compliance with 168 

the 2008 Guide.  The Company will seek leave to file the audit report when it has 169 

been issued. 170 

V. UPDATES TO OPERATING INCOME 171 

Q13. Please explain the changes to the 2010 test-year projected revenue. 172 

A. The changes to the 2010 test-year projected revenue are based on a number of 173 

factors.  The Company has updated the residential customer counts for the test 174 

year to reflect updated information related to a decline in customer growth seen 175 

in 2009. In addition, the average number of days per month used to project 176 

usage per customer per day has been revised from 30 to 30.4 to reflect a more 177 

precise calculation of days per month in a calendar year (365 days a year divided 178 
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by 12 months equals 30.4 days per month).  This has reduced the average 179 

residential customer usage per day used to forecast the sales in the test year.   180 

Further, recent sales trends for one of the Company’s high-usage 181 

customer have shown significant declines in usage.  As a result, test year sales 182 

data have been updated for this customer based upon this newly available data.  183 

In addition, due to annual contract reviews by certain Sales for Resale and 184 

Industrial customers, two customers have been moved from discounted 185 

volumetric rates to the general service tariffs. The test year revenue has been 186 

updated to reflect these changes.  Lastly, the Company has forecasted test year 187 

volumetric rates for two more customers on discounted rates.  These two 188 

customers receive annual volumetric rate updates based upon their respective 189 

competitive service contracts with the Company.  The updated test year 190 

volumetric rates for these customers have been integrated into the Company’s 191 

present rate test year revenues.     192 

Q14. Please explain the updates to O&M expense being made by the Company. 193 

A. The changes to the 2010 test-year projected O&M expenses are based on a 194 

number of factors.  The Company’s projected test year Fuel & Power expense is 195 

being reduced by $872,143 from the level of the initial filing.  As a result of 196 

reduced customer sales as described above, the quantity of Fuel and Power is 197 

expected to decline (due to lower production), resulting in lower expense.  In 198 

addition, as also discussed by Ms. Teasley (IAWC Exhibit 1.00SUPP), lower Fuel 199 

and Power costs per unit have been projected based on recently negotiated 200 

power contracts that will result in reduced power costs in the test year. 201 
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The Company’s projected test year Group Insurance expense is being 202 

decreased by $225,897 from the level of the initial filing.  The projected cost of 203 

Group Insurance per employee has been reduced from $11,233 to $10,284, as a 204 

result of the Company’s overall favorable claim experiences.  The number of 205 

employees eligible for Group Insurance has also been updated. 206 

The Company’s test year level of Insurance - Other expense is projected 207 

to decrease by $452,590.  The Company expects lower insurance premiums as a 208 

result of favorable insurance markets and lower claim value and volume resulting 209 

in a decrease in Insurance – Other expense.  The Company’s General, Liability, 210 

Auto Liability and Workers’ Compensation premium is based upon a combination 211 

of loss experience and exposure.  An effective loss-control and safety program at 212 

IAWC has mitigated the frequency and severity of the Company’s share, as an 213 

American Water subsidiary, of the total premium paid for this coverage by 214 

American Water. 215 

The test year projection of Service Company fees is increasing by a net 216 

amount of $544,823.  The Company has projected an increase in IT asset 217 

depreciation and maintenance associated with Service Company services in the 218 

test year.  Certain account collection and miscellaneous costs previously 219 

forecasted as part of the level of Service Company fees are now accounted for in 220 

Customer Accounting and Miscellaneous expenses. The Company has 221 

transferred the associated expenses to the new cost categories.  222 

Test year Customer Accounting expenses are expected to increase by 223 

$821,952 from the level projected at the time of the Company’s initial filing. This 224 
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update to IAWC’s customer accountings will increase the customer account 225 

expense per customer by less than 2.8% from $23.33 to $23.98 per customer. 226 

The increase in customer accounting expense is primarily due to uncollectible 227 

expense.  Based on a rolling 12-month trend through May 2009, the Company 228 

has increased the uncollectible-to-revenue percentage.  Bank service charges 229 

have also been increased due to recent higher costs for electronic payment 230 

processing services.  Postage has been increased due to the May 2009 US 231 

Postal Service postage rate increase.  Also, as mentioned in the description of  232 

Service Company fees above, some operating costs are now accounted for as 233 

customer accounting expenses as opposed to Service Company fees above. 234 

The test year level of General Office Expense is expected to increase by 235 

$323,501 from the level of the Company’s initial filing.  The majority of the 236 

increase in General Office Expense is attributable to increasing telephone 237 

expense.  The Company has experienced higher telephone expense than 238 

previously budgeted and has increased these expenses for the test year 239 

accordingly. 240 

The test year projection of Miscellaneous Expense is increasing by 241 

$22,717 to reflect services that were previously provided by the Service 242 

Company and to reflect the employee benefits for the additional IAWC employee 243 

described below.  244 

The test year projection for Chemicals expense is declining by $348,177.  245 

As a result of the reduced customer sales described above, the quantity of 246 
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Chemicals used is expected to decline (due to lower production), resulting in 247 

lower expense.  248 

The Company’s projected test year Other Maintenance expense  is  249 

increasing by $541,298.  The increase to Other Maintenance is primarily due to 250 

increased paving expense in the Peoria district, resulting from an expanded 251 

municipal requirement for restoration of pavement.  In Peoria pavement must 252 

now be restored from the curb to the center seam of the street, which results in 253 

higher costs of restoration.    254 

The Company’s increase to projected test year Labor expense of $65,281 255 

is attributable to the addition of an employee at IAWC.  The new employee will 256 

serve as a financial analyst for IAWC.  This employee will be responsible for 257 

budgeting revenues, including the effects of customer growth, weather, and 258 

large-usage customers, preparing month-end closings, and calculating income 259 

taxes. Taxes Other Than Income and Miscellaneous were also increased to 260 

reflect related payroll taxes and employee benefits, respectively. 261 

The Company’s test year projection of Taxes Other than Income has  262 

increased by $164,226.  The Company has recalculated the amount of State 263 

Franchise Fee expense for the test year.  The State Franchise Fee expense 264 

calculation takes into account the test year amount of paid in capital.  This 265 

expense has been increased by $159,232.  The remaining $4,994 of the Taxes 266 

other than income increase is for FICA taxes on the additional employee added 267 

as described in the labor update adjustment.   268 

Q15. What updates is the company making to its depreciation expense? 269 
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A. The Company is updating depreciation expense as a result of the changes to 270 

forecasted plant additions described in the testimony of Mr. Kaiser. 271 

Q16. What updates is the company making to its tax projections? 272 

A. In the original filing, the Company proposed a 9.7% Illinois state income tax rate 273 

based upon the governor’s plan to increase the corporate income tax rate.  The 274 

Company is now proposing to lower the state income tax rate to 7.3% since the 275 

Company has determined that the governor’s plan does not appear to have the 276 

necessary legislative backing to increase the income tax rate in the foreseeable 277 

future. 278 

VI. UPDATES TO RATE BASE 279 

Q17. Is the Company updating its proposed rate base for the test year? 280 

A. Yes.  As discussed by Mr. Kaiser, certain of the projected capital projects for 281 

2009 and 2010 have changed.  Capital additions forecasted to be completed in 282 

2009 have increased by $3,577,000 while capital additions forecasted to be 283 

completed in 2010 have been reduced by $12,000,000.  As Mr. Kaiser discusses, 284 

the 2010 reduction is primarily driven by the postponement of the $9,100,000 285 

Chickasaw plant expansion that was originally scheduled to be placed in service 286 

in December 2010.  The changes to forecasted plant also affect forecasted plant 287 

retirements, cost of removal, salvage, and depreciation expense.  The reserve for 288 

depreciation is forecasted to be lower than in the original filing by $700,000.  The 289 

working capital allowance is expected to decline by $200,000 as a result of the 290 

updates to the income statement.  And finally, the FAS 109 Regulatory Asset has 291 

been corrected to include all of the related regulatory assets, resulting in an 292 

increase to projected test year rate base of $5,100,000.  These changes increase 293 
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IAWC’s proposed 13-month average level of rate base in the test year by 294 

$11,000,000 from the level of the original filing. 295 

VII. UPDATES TO CAPITAL STRUCTURE 296 

Q18. Please discuss the update to the capital structure and cost rates for debt 297 

capital. 298 

A. As discussed by Mr. Rungren (IAWC Exhibit 4.00SUPP), the Company’s capital 299 

structure and cost-of-debt calculations have been updated.  In particular, the test-300 

year common equity balance has been corrected to eliminate a calculation error, 301 

while changes have been made to the amount and percentage cost of the 302 

Company’s long-term debt.  These changes reduce IAWC’s cost of long-term 303 

debt to 6.53% from 6.77% in the original filing and the overall proposed rate of 304 

return to 9.32% in the test year. 305 

VIII. UPDATED SCHEDULES 306 

Q19. As a result of the update, are there revisions to the Company’s Schedules? 307 

A. Yes.  The following schedules are being revised at this time: 308 

Schedule A-2 First Revised - Overall Financial Summary 309 
Schedule A-2.1 First Revised - Gross Revenue Conversion Factor 310 
 311 
Schedule B-1 First Revised - Jurisdictional Rate Base Summary by ICC 312 

Account 313 
 314 
Schedule B-2 First Revised - Summary of Utility Adjustments to Rate Base 315 
 316 
Schedule B-2.3 First Revised  - Adjustment for FAS 109 Regulatory Asset-317 

Net of Liability 318 
 319 
Schedule B-4 First Revised  - Summary of Adjustments to Plant in Service 320 
 321 
Schedule B-5 First Revised  - Gross Additions, Retirements, and 322 
Transfers 323 
 324 



IAWC Ex. 6.00SUPP 

 -14-  

Schedule B-6 First Revised - Depreciation Reserve 325 
 326 
Schedule B-8 First Revised - Cash Working Capital 327 
 328 
Schedule B-9 First Revised - Accumulated Deferred Income Taxes 329 
 330 
Schedule B-9.1 First Revised - Detailed Listing of Balance Sheet Assets 331 
and Liabilities 332 
 333 
Schedule C-1 First Revised  - Jurisdictional Operating Income Summary 334 
 335 
Schedule C-2 First Revised -  Summary of Utility Proposed Adjustments to 336 
Operating Income 337 
 338 
Schedule C-2.1 First Revised - Rate Case Expense 339 
 340 
Schedule C-2.6 First Revised - Depreciation Expense 341 
 342 
Schedule C-2.8 First Revised - Unaccounted-For Water/Chemical Budget 343 
Correction 344 
 345 
Schedule C-5 First Revised - Calculation of Federal and State Income 346 
Taxes at Present Rates 347 
 348 
Schedule C-5.2 First Revised  - Deferred Income Tax Expense 349 
 350 
Schedule C-5.3 First Revised - Differences Between Book and Tax 351 
Depreciation 352 
 353 
Schedule C-5.4 First Revised - Interest Synchronization 354 
 355 
Schedule C-6 First Revised - Social and Service Club Membership Dues 356 
 357 
Schedule C-10 First Revised - Rate Case Expense 358 
 359 
Schedule C-12 First Revised - Depreciation Expense 360 
 361 
Schedule D-1 First Revised - Cost of Capital Summary at Proposed Rates 362 
 363 
Schedule D-3 First Revised - Embedded Cost of Long-Term Debt 364 
 365 
Schedule D-7 First Revised - Comparative Financial Data 366 
 367 
Schedule D-11 - Statement of Cash Flows 368 
 369 
Schedule D-12 First Revised  - Statement of Retained Earnings 370 
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Schedule E-4 First Revised - Billing Units and Customer Growth 371 

Schedule E-5 First Revised -Test Year Revenues at Current and 372 
Proposed Rates 373 
 374 
Schedule G-3 First Revised - Statement on Assumptions Used in the 375 
Forecast. 376 

 377 
Q20. Did you prepare, or cause to be prepared under your direction and 378 

supervision, certain of these revised schedules? 379 

A. Yes. I am sponsoring all of the above referenced revised schedules except for 380 

the D schedules, which are sponsored by Mr. Rungren (IAWC Exhibit 381 

4.00SUPP). 382 

Q21. Please comment on the level of revenue increase reflected in the updated 383 

schedules. 384 

A. Schedules A-2 and C-1, as  well as IAWC Exhibit 6.02SUPP, show a revenue 385 

increase (labeled "Update Revenue Increase") that is above the revenue 386 

increase produced by the filed rates.  As Schedules A-2 and C-1, and IAWC 387 

Exhibit 6.02SUPP, also show in footnotes, the amount of the revenue increase at 388 

proposed rates is $58,705,813. 389 

Q22. Is the Company requesting a revenue increase in this proceeding that is 390 

above the level produced by the filed tariffs? 391 

A. No. The amounts “Update Revenue Increase” and “Pro Forma Update” total 392 

revenues rates shown on Schedules A-2 and C-1, as well as IAWC Exhibit 393 

6.02SUPP, indicate the level of revenue requirement supported by the updated 394 

income statement, rate base and cost of capital calculation. The Company, 395 
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however, is not seeking a revenue increase above the amount produced by the 396 

rates proposed in this proceeding. 397 

Q23. Please summarize Schedule A-2 First Revised. 398 

A. Schedule A-2 provides an overall financial summary that reflects the Company’s 399 

update. 400 

Q24. Please summarize the update to Schedule A-2.1 First Revised. 401 

A. Schedule A-2.1 has been revised to reflect a 1.2% uncollectible rate and a 7.3% 402 

Illinois state income tax rate. 403 

Q25. Please summarize the update to Schedule B-1 First Revised. 404 

A. Schedule B-1 has been revised to reflect the revisions to Schedules B-2, B-2.3, 405 

B-4, B-5, B-6, B-8, and B-9, and to properly reflect the rate base deduction for 406 

the equalized payment balance. 407 

Q26. Please summarize the update to Schedule B-2 First Revised. 408 

A. Schedule B-2 has been revised as a result of the revision to Schedule B-2.3. 409 

Q27. Please summarize the update to Schedule B-4 First Revised. 410 

A. Schedule B-4 has been revised as a result of the update to Schedule B-5. 411 

Q28. Please summarize the update to Schedule B-5 First Revised. 412 

A. Schedule B-5 has been updated as a result of the capital plan changes 413 

discussed in the supplemental direct testimony of Jeffrey L. Kaiser (IAWC Exhibit 414 

3.00SUPP).  In addition, fully depreciated comprehensive planning studies have 415 

been removed from this schedule so that a 20% depreciation rate can be applied 416 

only to comprehensive planning studies that are not yet fully depreciated.  417 

Comprehensive planning studies generally are prepared every five years. 418 
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Q29. Please summarize the update to Schedule B-6 First Revised. 419 

A. Schedule B-6 has been revised as a result of the update to Schedule B-5.  420 

Retirements, cost of removal, salvage, and depreciation expense have all been 421 

updated due to the changes in the capital plan described by Mr. Kaiser. 422 

Q30.   Please summarize the update to Schedule B-8 First Revised. 423 

A. Schedule B-8 has been updated to reflect all of the changes that are being made 424 

to the income statement at this time. 425 

Q31. Please summarize the update to Schedule B-9 First Revised. 426 

A. Schedule B-9 has been updated to reflect the correct 2008 beginning balances 427 

for the FAS 109 rate base deduction and the 2009 and 2010 amortization 428 

amounts.  The changes are described in more detail later in my testimony. 429 

Q32. Please summarize the update to Schedule B-9.1. 430 

A. Schedule B-9.1 has been updated to reflect the current Illinois state income tax 431 

rate.  In the original filing, the Company utilized the governor-proposed 9.7% 432 

income tax rate.  The Company believes that the current 7.3% rate is more 433 

appropriate given the governor’s lack of support for a state tax hike. 434 

Q33. Please summarize the update to Schedule C-1 First Revised. 435 

A. Schedule C-1 has been revised to reflect the revisions to Schedules C-2, C-2.1, 436 

C-2.6, C-2.8, C-5, C-6, C-10, C-12, and to properly reflect the updated rate base 437 

and capital structure. 438 

Q34. Please summarize the update to Schedule C-2 First Revised. 439 

A. Schedule C-2 has been revised as a result of the revision to Schedule C-2.1, C-440 

2.6, and C-2.8. 441 
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Q35. Please summarize the update to Schedule C-2.1 First Revised. 442 

A. Schedule C-2.1 reflects the corrected adjustment resulting from the correction to 443 

rate case expense.  The correction to rate case expense is described later in my 444 

testimony. 445 

Q36. Please summarize the update to Schedule C-2.6 First Revised. 446 

A. Schedule C-2.6 reflects the updated adjustment for depreciation expense.  447 

Depreciation expense is calculated on Schedule C-12. 448 

Q37. Please summarize the update to Schedule C-2.8 First Revised. 449 

A. Schedule C-2.8 updates the adjustment to chemicals and fuel and purchased 450 

power related to unaccounted-for water projected to exceed the Company’s tariff 451 

limits.  The amounts are changing due to updates in the forecasted price of 452 

chemicals and fuel and purchased power.  The updates to chemicals and fuel 453 

and purchased power are described later in my testimony. 454 

Q38. Please summarize the update to Schedule C-5 First Revised. 455 

A. Schedule C-5 has been updated to reflect the current Illinois state income tax 456 

rate of 7.3% rather than 9.7% as originally proposed. 457 

Q39. Please summarize the update to Schedule C-5.2 First Revised. 458 

A. Schedule C-5.2 has also been updated to reflect the 7.3% Illinois state income 459 

tax rate. 460 

Q40. Please summarize the update to Schedule C-5.3 First Revised. 461 

A. Schedule C-5.3 has been updated to reflect the updated depreciation expense. 462 

Q41. Please summarize the update to Schedule C-5.4 First Revised. 463 
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A. Schedule C-5.4 has been updated to reflect the updated rate base and cost of 464 

debt. 465 

Q42. Please summarize the update to Schedule C-10 First Revised. 466 

A. Schedule C-10 has been corrected to include in rate case expense the 467 

unamortized portions of rate case expense from Docket No. 07-0507 as of May 468 

1, 2010.  In the original filing, the unamortized balance of rate case expense from 469 

Docket No. 07-0507 as of December 31, 2008, were rolled into rate case 470 

expense in this docket. 471 

Q43. Please summarize the update to Schedule C-12. 472 

A. Schedule C-12 has been revised as a result of updates to Schedule B-5. 473 

Q44. Please summarize the update to Schedule E-4. 474 

A. Schedule E-4 has been revised as a result of the updates to customer data as 475 

described above. 476 

Q45. Please summarize the update to Schedule E-5. 477 

A. Schedule E-5 has also been revised as a result of the updates to customer data 478 

described above. 479 

Q46. Please summarize the update to Schedule G-3. 480 

A. Schedule G-3 has been revised to provide an updated Statement on 481 

Assumptions Used in the Forecast. 482 

IX. CORRECTIONS 483 

Q47. Has the Company identified certain corrections which should be made to 484 

the Schedules filed in this proceeding? 485 
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A. Yes it has.  In the course discovery and its forecast re-evaluation, the Company 486 

has identified certain corrections that should be made to its originally filed 487 

Schedules. 488 

Q48. Please summarize the corrections being made by the Company. 489 

A. The Company has made the following corrections to its schedules: 490 

1. The initial filing included in rate case expense the unamortized balance of 491 
rate case expense from Docket No. 07-0507 as of December 31, 2008.  492 
The update filing includes the unamortized balance of rate case expense 493 
from Docket No. 07-0507 as of May 1, 2010, the estimated date that new 494 
rates will go into effect.  This correction is reflected on Schedule C-10 First 495 
Revised. 496 

2. The initial filing included an amount in the test year for lobbying expense in 497 
operating expenses.  Lobbying expense in the amount of $112,750 is 498 
being removed from the revenue requirement. This correction is reflected 499 
on Schedule C-2 First Revised. 500 

3. The initial filing FAS 109 rate base deduction reflected incorrect December 501 
2008 regulatory assets and liabilities balances, and used average 2007 502 
through 2009 amortizations.  The update reflects use of the correct 503 
December 2008 regulatory assets and liabilities balances as the starting 504 
point for forecasting the FAS 109 rate base deduction and uses the 2009 505 
and 2010 amortizations for forecasting the test year average rate base 506 
deduction. This correction is reflected on Schedule B-2.3 First Revised. 507 

4. The initial filing reflected the equalized payment plan as a rate base 508 
addition.  The update corrects this to reflect the equalized payment plan 509 
as a rate base deduction. This correction is reflected on Schedule B-1 510 
First Revised. 511 

5. The initial filing omitted the payroll taxes associated with the adjustment 512 
(Schedule C-2.12) to remove Service Company AIP from the revenue 513 
requirement.  The update reflects the removal of $108,934 of payroll tax 514 
related to the Service Company AIP adjustment.  The original forecast did 515 
not include any payroll taxes related to Illinois-American Water AIP so no 516 
additional adjustment is necessary. This correction is reflected on 517 
Schedule C-2 First Revised. 518 

Q49. Is the Company making other corrections to its testimony or exhibits? 519 

A. Yes.  As discussed by Mr. J. Rowe McKinley (IAWC Exhibit 13.00SUPP), the 520 

Company is submitting a revised version of the Capacity Factors Report 521 
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containing updated tables that reflect a review of more detailed maximum hour 522 

demand data for certain service districts.  As Mr. McKinley indicates, the 523 

revisions result in changes to certain capacity factors in three service districts, 524 

but do not change the conclusions of the Capacity Factors Report. 525 

Q50. Does this conclude your supplemental direct testimony? 526 

A. Yes, it does. 527 
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