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Introduction 

Q. Please state your name and business address. 

A. My name is Scott J. Rubin.  My business address is 333 Oak Lane, Bloomsburg, 

Pennsylvania 17815. 

Q. By whom are you employed and in what capacity? 

A. I am an independent consultant and an attorney.  My practice is limited to matters 

affecting the public utility industry. 

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

A. I have been asked by the Office of the Illinois Attorney General (“AG”) to address issues 

related to the cost of service study, rate design, and other tariff issues as proposed by 

Illinois-American Water Company (“IAWC” or “Company”) in this case. 

Q. What are your qualifications to provide this testimony in this case? 

A. I have testified as an expert witness before utility commissions or courts in the District of 

Columbia and in the states of Arizona, Delaware, Kentucky, Illinois, Maine, Maryland, 

New Jersey, New York, Ohio, Pennsylvania, and West Virginia.  I also have testified as 

an expert witness before two committees of the U.S. House of Representatives and one 

committee of the Pennsylvania House of Representatives.  I also have served as a 

consultant to the Connecticut Department of Public Utility Control, several national 

utility trade associations, and state and local governments throughout the country.  Prior 

to establishing my own consulting and law practice, I was employed by the Pennsylvania 
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Office of Consumer Advocate (OCA) from 1983 through January 1994 in increasingly 

responsible positions. From 1990 until I left the OCA, I was one of two senior attorneys 

in that Office.  Among my other responsibilities in that position, I had a major role in 

setting the OCA’s policy positions on water and electric matters.  In addition, I was 

responsible for supervising the technical staff of that Office.  I also testified as an expert 

witness for that Office on rate design and cost of service issues. 

  Throughout my career, I developed substantial expertise in matters relating to the 

economic regulation of public utilities.  I have published articles, contributed to books, 

written speeches, and delivered numerous presentations, on both the national and state 

level, relating to regulatory issues.  I have attended numerous continuing education 

courses involving the utility industry.  I also periodically participate as a faculty member 

in utility-related educational programs for the Institute for Public Utilities at Michigan 

State University, the American Water Works Association, and the Pennsylvania Bar 

Institute.  Recently, I became the part-time director of the water research program for the 

National Regulatory Research Institute. 

Q. Do you have any experience that is particularly relevant to the issues in this case? 

A. Yes, I do.  I have testified on many occasions concerning rate design and cost of service 

issues for water, electric, and natural gas utilities.  I also have been the rate design 

consultant for the AG in several IAWC base rate, purchased water, and other 

proceedings.  I am very familiar with IAWC and the rate design / cost of service issues 

presented in this case. 
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Q. What documents have you reviewed in preparing this testimony? 

A. I have reviewed the Company’s E schedules including the proposed tariffs, the direct 

testimony of Company witnesses who address rate design and cost of service issues 

(particularly Mr. Grubb, Mr. Herbert, and Mr. McKinley), and numerous responses to 

data requests.  

Q. After reviewing this information, what will be the focus of your testimony? 

A. My testimony will focus on rate design issues that affect residential customers.  In 

addition, I make a recommendation concerning the provision of wastewater treatment 

services in the Chicago Metro service area. 

Q. What are the specific aspects of the case about which you will testify? 

A. I will focus on the following issues: 

• Determining the appropriate customer (or meter) charges; 

• Moving toward a common rate structure (though not necessarily the same 
rates) in each service area; 

• Setting appropriate charges (for residential and other customers) for fire 
protection service in the Chicago Metro service area; and  

• Developing a plan to address IAWC’s exorbitant cost of wastewater 
treatment services in the Chicago Metro service area. 

Summary 

Q. Please summarize your recommendations and conclusions. 

A. My conclusions and recommendations are summarized as follows: 
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• There should be no increase in the customer charges in Zone 1.  The 5/8-
inch charge should remain at $13.39 per month.  Assuming the full 
revenue increase requested by the Company, the 5/8-inch customer 
charges in Chicago Metro and Lincoln should be increased to no more 
than $12.75 in Chicago Metro and $11.78 in Lincoln.  The charges in 
Pekin should be the same as the Zone 1 customer charges  The customer 
charges for larger meter sizes should be set in proportion to these charges, 
using the standard ratios that are reflected in the Company’s present (and 
proposed) rates.  Except for Zone 1, the customer charges should be 
decreased from these levels to reflect the actual revenue requirement that 
is determined by the Commission. 

• IAWC should retain its existing declining block rate structure for all 
customer classes in Zone 1 (including Champaign), Lincoln, and Pekin.  
That is, the Commission should reject IAWC’s proposal to adopt a 
uniform residential usage charge while retaining a declining block rate for 
non-residential customers.   

• IAWC should establish a declining block rate structure for Chicago Metro 
residential customers that is the same structure used for non-residential 
customers.   

• The Company should be required to file with its next case sufficient data 
to establish apartment and condominium customers as a separate customer 
class. 

• Public fire charges in Chicago Metro should be calculated in the same 
manner as public fire charges in IAWC’s other rate areas; that is, by 
having the charge increase with the meter size, capped at the 1.5-inch 
meter charge. 

• The Commission should retain an independent consultant to conduct an 
audit (at the Company’s expense) of the Company’s wastewater treatment 
operations, with a particular emphasis on the size and efficiency of the 
treatment plant.  The consultant also should conduct a study of the costs, 
benefits, and feasibility of selling IAWC’s wastewater treatment operation 
to a municipal wastewater treatment supplier or, alternatively, of retiring 
the plant and interconnecting with the nearest municipal treatment system. 

• Wastewater treatment rates in this case should increase by no more than 
50%.  This will at least ease some of the burden on treatment customers 
until the results of the audit and study can be considered by the 
Commission. 
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Customer Charge 

Q. What are the Company’s proposed customer charges? 

A. The Company is proposing substantial increases in its customer charges.  Table 1 shows 

the present and proposed 5/8-inch charge in each rate area. 

Table 1: Present and IAWC Proposed  
5/8-Inch Meter Charges and Residential Increase 

Rate Area Present  
5/8” Charge 

Proposed 
5/8” Charge 

% 
Increase 

Overall Residential 
% Increase 

Zone 1 13.39 17.75 32.6% 32.1% 
Chicago Metro 9.75 15.25 56.4% 45.5% 
Lincoln 7.91 12.25 54.9% 45.0% 
Pekin 12.74 17.75 39.3% 30.4% 
Sources: Rates from tariffs (IAWC Sch. E-2); residential increase from IAWC Ex. 
9.01, Sch. A for each service area. 
 

Q. How do IAWC’s proposed customer charge increases compare to the overall 

residential increase in each rate area proposed by the Company? 

104 
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A. The proposed customer charge increases generally are greater than the increase in 

residential revenue requirement proposed by the Company, as shown in Table 1. 

Q. What costs should be recovered through a customer (or meter) charge? 

A. A customer charge should be designed to recover the basic cost of providing a service 

hookup to a customer.  Typically, this would include the cost of the service line and 

meter.  In addition, it would include operations and maintenance expenses associated 

with maintaining the meter and service line, as well as costs for meter reading, billing, 

and customer service. 
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Q. Did the Company limit the customer charge to these costs? 

A. No, it did not.  IAWC’s customer charge calculations also include millions of dollars in 

overhead costs (such as executive salaries, advertising, outside services, property tax, and 

capital stock tax).  I disagree with the inclusion of these types of overhead costs in the 

customer charge.  In my opinion, it is important to limit the customer charge to the 

recovery of costs that are directly incurred by the utility to enable service to the customer.  

Specifically, I disagree with the inclusion of the following costs in the customer charge 

calculation: 

• Uncollectible accounts expense 

• Administrative and general salaries 

• Administrative and general supplies 

• Management fees – administration 

• Management fees – employee 

• Outside services 

• Administrative and general other insurance 

• Property insurance 

• Injuries & damages 

• Regulatory commission expense 

• Administrative and general rents 

• Goodwill advertising 

• Administrative and general miscellaneous expense 

• Administrative and general plant maintenance 
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• Amortizations 

• Utility regulatory assessment fee 

• Property taxes 

• Capital stock tax 

 In my opinion, all of these expenses are overheads that are not directly related to 

connecting a customer to the system, reading the customer’s meter, and sending a bill to 

the customer.  As such, while these costs may be appropriately included in the revenue 

requirement, they should not be recovered through the customer charge. 

Q. Why did you exclude uncollectible accounts from the customer charge calculation? 

A. Uncollectible accounts are incurred in proportion to a non-paying customer’s entire bill.  

Under present rates, the customer charge represents only a small portion of the 

Company’s revenues.  For example, in the Zone 1 area (without Champaign), which has 

the highest customer charge among IAWC’s districts, IAWC receives approximately 

$29.4 million in revenues from customer charges, as I show on AG Exhibit 2.01.  This 

represents approximately 28.2% of its total revenues from sales under present rates of 

$104.1 million.  It is unreasonable, therefore, to assign uncollectible accounts expense 

solely to the customer charge. 

Q. Why did you exclude the other categories of costs that you listed? 

A. The other categories of costs are overheads that are not directly needed to connect a 

customer to the water system and provide the customer with a bill.  These costs include 

executive compensation, payments to the affiliated service company (except for 
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payments associated with the centralized call center and billing operations), advertising, 

various types of insurance, rent, property tax, and capital stock tax.  While it may be 

appropriate to recover such overhead costs through rates, in my opinion it is not proper to 

recover them through a customer charge.  A water customer charge should be kept as low 

as possible, while still recovering costs, so that even the lowest-income customers can 

afford to be connected to the water system.  A lower customer charge is particularly 

important for water service because of the essential, and indispensable, public health 

service that a water system provides. 

Q. Have you determined the effect on the customer charge if these overhead costs were 

removed from the customer charge calculation? 

A. Yes, I have calculated the effect on AG Exhibit 2.02.  The exhibit consists of eight pages, 

two each for the four major rate areas (Zone 1 with Champaign, Chicago Metro, Lincoln, 

and Pekin).  Table 2 shows the present 5/8-inch customer charge in each rate area and my 

calculation of the appropriate cost that should be included in the 5/8-inch customer 

charge.  The highlighted cost categories are not included in my customer charge 

calculation.    
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Table 2: Present 5/8-Inch Meter Charges Compared to Cost of Service Under 
IAWC’s Proposed Revenue Requirement 

Rate Area Present Rate Cost of Service 
(IAWC Proposed) 

Difference 
(Cost – Rate) 

Zone 1 13.39 13.47 0.08 
Chicago Metro 9.75 12.75 3.00 
Lincoln 7.91 11.78 3.87 
Pekin 12.74 15.96 3.22 
    

Q. Why are the customer costs so much higher in Pekin than in the other rate areas? 173 
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A. I do not know the underlying reasons, but the billing costs in Pekin are $2.74 cents per 

bill per month higher than the comparable cost in Zone 1 (with Champaign).  (The meter 

and service costs are actually slightly lower in Pekin than they are in Zone 1 - $7.99 per 

month in Pekin and $8.24 per month in Zone 1).  I expect that the underlying reasons for 

the higher billing costs in Pekin have to do with the way in which costs are allocated, 

either from IAWC to each rate area or within the Pekin rate area itself.  In any case, I do 

not believe that it actually costs almost three dollars more to send out and collect a bill 

from Pekin customers than from customers in IAWC’s main rate zone.  Indeed, this 

would be impossible because IAWC provides billing, call center, and collection services 

on a centralized basis for the entire state. 

Q. IAWC witness Herbert testifies that the customer charges should be increased to 

recover the costs of so-called “minimum system costs” (IAWC Ex. 9.00, 12:271-272; 

IAWC Ex. 9.03).  Do you agree with his recommendation? 

A. No, I do not agree with Mr. Herbert.  For energy utilities, this Commission has 

consistently rejected the so-called “minimum system” analysis in cost of service and rate 

design studies.  I have been involved in the recent cases for the Ameren utilities and 
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Commonwealth Edison and the Commission there reiterated its rejection of the minimum 

system concept. 

  Moreover, in response to data request AG 2.17, Mr. Herbert acknowledged that he 

does not even know if his so-called “minimum” system would even be capable of 

providing service to customers.  Specifically, he stated:  “The minimum system concept 

is for cost allocation and rate design purposes only. The extent that water service could be 

supplied under a minimum system concept is not known nor has been studied or 

analyzed.”  Thus, the minimum system has no grounding in reality and is unrelated to the 

actual provision of service to customers. 

Q. Do you have any other comments about how Mr. Herbert applied the minimum 

system concept to IAWC’s customer costs?  

A.  Yes.  While Mr. Herbert states that he relied on the American Water Works Association’s 

(AWWA) Manual M1 (Principles of Water Rates, Fees, and Charges), it appears that he 

failed to consider that book’s important caveat about the definition and recovery of fixed 

and variable costs through customers’ rates.  The manual contains a short chapter devoted 

to the topic (Chapter 14: Fixed Versus Variable Charges), which includes this important 

distinction: 

Fixed and variable charges for cost recovery in a cost-of-service water rate 
analysis is not the same as recovering fixed and variable costs from an 
accounting standpoint.  Accountants define fixed costs as costs that do not 
change in total as the volume of activity changes.  Variable costs are costs 
that do change in total as the volume of an activity changes.  In a cost-of-211 
serve water rate analysis, these definitions do not necessarily apply.  For 
example, debt service incurred for a new treatment plant is fixed from an 

212 
213 
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accounting standpoint, but debt service is also related to consumption 
because the treatment plant treats water that customers demand.  Based on 
cost causation, this cost is recovered from a consumption charge.  
Likewise, a cost that increases with production, such as billing costs when 
a new customer comes on-line, would be considered variable by an 
accountant.  From a cost-of-service standpoint, new customer billing costs 
would be considered a customer cost (it is a function of customers, not 
their consumption) and would be recovered using a fixed charge. 

 AWWA Manual M1, pp. 113-114 (emphasis added). 

  The entire purpose of performing the cost-of-service analysis using the base-extra 

capacity method (which Mr. Herbert employed) is to identify costs that are appropriate 

for recovery through a customer charge and costs that are more closely related to the 

consumption of water.  Mr. Herbert improperly mixes methods when he proposes to take 

the results of the base-extra capacity analysis and then move consumption-related costs 

(such as water mains) into the customer-related fixed charge.  

Q. What do you conclude about the Company’s proposed minimum system analysis? 

A. I conclude that the proposal should be rejected.  There is no basis, either under precedent 

from this Commission or from the AWWA manual, for the inclusion of such costs in a 

water utility customer charge. 

Q. What do you recommend concerning customer charges? 

A. I recommend that there should be no increase in the customer charges in Zone 1.  The 

5/8-inch charge should remain at $13.39 per month.  Assuming the full revenue increase 

requested by the Company, the 5/8-inch customer charges in Chicago Metro and Lincoln 

should be increased to no more than the cost of service as shown in Table 2; that is, 
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$12.75 in Chicago Metro and $11.78 in Lincoln.  The charges in Pekin should be the 

same as the Zone 1 customer charges since, as I explained above, I believe the higher 

billing costs in Pekin are an anomaly that do not reflect the actual cost of providing the 

service.  The customer charges for larger meter sizes should be set in proportion to these 

charges, using the standard ratios that are reflected in the Company’s present (and 

proposed) rates.  Except for Zone 1, the customer charges should be decreased from these 

levels to reflect the actual revenue requirement that is determined by the Commission.  

Block Structure of Rates 

Q. Please describe the present structure of IAWC’s rates. 

A. At the present time, IAWC’s rates in all rate areas except Chicago Metro are structured to 

have a customer charge (which varies by meter size) and a declining consumption block 

rate structure.  A declining block rate means that if a customer uses more than a certain 

amount of water, the rate per unit (100 cubic feet or 1000 gallons) declines.  Each rate 

area uses different rate blocks (that is, the amount of water charged at the first block rate 

is not uniform from one district to the next).   

  In Chicago Metro the present structure is different.  In that area, all residential 

consumption is charged at the same rate (this is known as a single block or uniform block 

rate structure).  Chicago Metro non-residential customers, however, have declining block 

rates at the present time. 

  Moreover, different service areas of the Company use different block structures, 

as I summarize in Table 3. 
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Table 3: Consumption Block Structures Used by IAWC Under Present Rates 
(Usage amounts per month) 

Block Structure Used in 
First 30 ccf 
Next 670 ccf 
All over 700 ccf 

South Beloit 

First 25 ccf 
Next 100 ccf 
Next 1,125 ccf 
All over 1,250 ccf 

Champaign 

First 30 ccf 
Next 570 ccf 
Next 12,400 ccf 
All over 13,000 ccf 

Alton, Cairo, Interurban, Pekin, Peoria, Pontiac, and 
Streator 

First 25 ccf 
All over 25 ccf Sterling 

First 25 ccf 
Next 975 ccf 
All over 1000 ccf 

Lincoln 

First 20,000 gallons 
All over 20,000 gallons Chicago Metro non-residential 
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Q. Is the Company proposing any changes in the block structure of its rates? 

A. Yes, the Company is making two significant changes.  First, it is proposing to eliminate 

the declining block rate structure for all of its residential customers.  Second, IAWC is 

proposing to adopt a common block structure (the structure currently used in Alton, Cairo 

and other areas) for non-residential customers in all service areas except Chicago Metro 

and Lincoln. 
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Q. Do you support the Company’s proposals? 

A. As I explain below, I do not support the Company’s proposal to eliminate the declining 

block rate for the residential customer class.  I agree with the Company’s proposal to 

adopt a common declining block rate structure in most of its service areas. 

Q. Why have water utilities used declining block rates? 

A. Water utilities have used declining block rates as a way of providing a uniform set of 

consumption charges to all customers.  This recognizes that it is often less costly (on a 

per-unit of water basis) to serve very large customers than it is to serve smaller 

customers.  For example, it generally is less costly for a water utility to sell one million 

gallons per month to one customer than it is to sell the same million gallons per month to 

150 or 200 residential customers.  While treatment and pumping costs may be the same 

for each gallon of water, the cost of distributing that water tends to be less for very large 

customers.  When properly designed in conjunction with a cost of service study, 

declining block rates can be cost-based rates. 

Q. Are water utilities still using declining block rates? 

A. Some water utilities continue to use declining block rates, but many utilities have moved 

to a uniform consumption block rate structure with separate rates for each customer class.  

That is, rather than sending a message to customers that “the more water you use, the less 

it will cost,” many utilities have redesigned their rates to have a single consumption 

charge for each customer class.  In this way, customers do not receive an anti-

conservation message, but the rates still recognize that larger customers are less costly to 
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serve on a per-unit basis.  Other utilities, particularly in areas that have water supply 

constraints, have moved in the other direction and have adopted increasing block rates 

that send a strong conservation message to customers (“the more water you use, the more 

it will cost”). 

Q. In light of these water conservation and cost of service considerations, how do you 

assess IAWC’s rate structure? 

A. The Company’s common rate structure has 30 ccf (approximately 22,000 gallons) in the 

first consumption block.  This block captures essentially all typically sized residential 

customers (those serving a single housing unit with a 5/8-inch meter).  For example, 

according to the Company’s billing analysis provided in response to AG 2.8, the 

Interurban area (the Company’s largest service area) had 704,852 residential 5/8-inch 

bills during the year.  Of those, 700,081 (99.3%) contained consumption of 30 ccf or less.  

In my opinion, therefore, the common declining block rate structure does not send an 

inappropriate, anti-conservation message to residential consumers.  It is not necessary, 

therefore, to eliminate the declining block rate structure for residential customers.  

Moreover, as I explain below, eliminating that rate structure will have a serious adverse 

impact on larger customers who are also in the residential class, such as apartment and 

condominium complexes that receive service through a master meter. 
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Q. You mentioned that the Chicago Metro area has a different structure under present 

rates, with no declining block for the residential class.  Do you support having a 

different structure for residential and non-residential rates in that area? 

A. No, given the current composition of the residential class in Chicago Metro, I do not 

support this rate structure.  The residential class in Chicago Metro contains not only 

single-family homes or apartments, but also large apartment and condominium 

complexes.  The single rate for the residential class – given its current composition – 

improperly ignores the fact that it is less expensive to serve a larger customer.  This effect 

is true whether the larger customer is residential (such as an apartment complex) or 

commercial (such as a retail or office complex).  The Chicago Metro rate structure can 

lead to anomalous and inconsistent billing solely as a result of how a particular meter is 

classified.   

  For example, IAWC serves several apartment or condominium developments that 

are master-metered (that is, there are no meters for individual housing units).  If the entire 

complex is served through a single meter, the complex will be treated as a residential 

customer.  If, however, the complex has separate meters for dwelling units and non-

dwelling areas (such as a swimming pool, clubhouse, or recreation center), the non-

dwelling area will be billed as a commercial customer and pay lower rates than the 

residential area of the complex.  Thus, some water that is less costly to provide due to 

economies of scale is charged at the higher rate, while other water being delivered to 

essentially the same location at the same, lower, or higher volumes of usage is billed at 

the lower commercial rate. 
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Q. Is this an actual situation, or just a hypothetical problem? 

A. This problem is actually occurring.  The Office of the Attorney General was contacted by 

a concerned member of the public about just such a condominium complex.  Service to 

the housing units is master-metered through three meters (a 3-inch meter, a 2-inch meter, 

and a 5/8-inch meter).  The complex receives one bill for that service, with all 

consumption billed at the residential uniform rate of $3.7096 per 1000 gallons.  Service 

to the complex’s clubhouse and swimming pool, however, is provided through a separate 

meter (a 1.5-inch meter).  Because that service does not include any dwelling units, it is 

billed at commercial rates, which include the declining block charge.  All water in excess 

of 20,000 gallons per month to the pool and clubhouse is billed at the lower rate of 

$2.4833 per 1000 gallons.  I have attached the complex’s bills for May 2009 as AG 

Exhibit 2.03 (I have deleted the name and address of the customer).  The first page is the 

bill for residential service; the second page is the commercial bill for service to the pool 

and clubhouse. 

Q. How should this problem be resolved? 

A. The Company’s rates should be the same for customers of a similar size with similar 

characteristics.  There are several solutions to this problem.  One approach would be to 

use a declining block rate structure that applies to all customers (this is the structure used 

by IAWC under present rates in its other rate areas).  Under that rate structure, the 

classification of a customer as residential or commercial does not affect the rates that are 

paid – the rates vary with the size of the customer, not the classification. 
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  Other approaches would include establishing a separate customer class for 

residential master-metered customers (apartment complexes and the like); classifying an 

entire mixed-use complex as either residential or commercial; or establishing uniform 

block rates for each customer class. 

Q. Has IAWC proposed any changes in the structure of its rates? 

A. Yes, it has.  As I mentioned above, IAWC has proposed to adopt the Chicago Metro type 

of rate structure in its other service areas.  That is, in Zone 1 (including Champaign), 

Lincoln, and Pekin the Company is proposing to have a uniform block rate for residential 

customers, but continue to have a declining block rate for non-residential customers. 

Q. Do you support the Company’s proposed redesign of its rates? 

A. No, I do not.  As I explained, the use of a uniform rate for some customers and a 

declining block rate for others can create serious problems, particularly where it is not 

absolutely clear how a customer should be classified.  Such a structure also has the 

unusual effect of charging more to customers who are least able to conserve (such as 

people in apartments) while charging less for incremental consumption to those who are 

more able to conserve (such as commercial accounts with substantial outdoor use for 

lawn watering, outdoor cleaning, and so on). 

  IAWC’s proposed change requires that customers be classified with great 

precision – something that has not been required previously in most of Illinois.  That is, it 

has not mattered whether a customer is called “residential” or “commercial” because the 

rates were the same for all customer classes.  Yet, if IAWC’s proposal is adopted, large 
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usage customers classified as residential would see very large rate increases, particularly 

on residential master-metered buildings (such as apartment and condominium 

complexes).  The Company has not justified the need (or cost basis) for such large 

increases for these types of customers. 

Q. Do you have any data showing what you mean when you say there will be by very 

large increases for master-metered residential customers? 

A. Yes, I have data that indicate the nature of the problem.  Although we do not know from 

the data IAWC provided how residential customers with large meters (generally a meter 

of 1.5 inches or larger) use water, I expect that most of those customers serve multiple 

housing units through a master-meter arrangement.  To illustrate the magnitude of the 

change, I calculated the bill impacts of the Company’s proposal to eliminate the declining 

block rate in the Interurban portion of Zone 1.  I show the results of that analysis on AG 

Exhibit 2.04. 

Q. Please summarize the results of that analysis. 

A. AG Exhibit 2.04 shows that the Company’s proposed elimination of the declining block 

rate for residential customers – but not for commercial customers – would have a severe 

and unreasonable impact on larger residential customers.  As I mentioned above, these 

are customers that while classified as residential are most likely to be large buildings or 

complexes that are serving multiple housing units. 

  My analysis used all residential bills in the Interurban service area for customers 

with meter sizes of 1.5 inches or more.  The analysis shows that the increases in bills 
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ranged from 28% to 79% compared to the Company’s existing rates.  More than 13% of 

the bills would have increases of more than 50%, compared to the average increase for 

commercial customers of this size of approximately 28%. 

  These extreme impacts are solely a result of the elimination of the declining block 

rate for residential customers.  If these same bills were calculated using the Company’s 

proposed commercial rates, all of the bills would increase by between 27% and 30%.  

That is, no customer would have an increase above 30% – and certainly nowhere near the 

50% to 79% increases that one out of every eight bills would see under the Company’s 

proposed residential rates.   

Q. Would retaining the declining block rate affect the typical residential customer? 

A. No.  As I discussed above, according to the Company’s billing analysis, fewer than 

seven-tenths of one percent of residential 5/8-inch bills in the Interurban service area 

showed usage of more than 30 ccf in a month.  This means that essentially all typical 

residential customers (those with 5/8-inch meters) do not use enough water to pay the 

second block rate. 

Q. What do you recommend? 

A. I recommend that IAWC should retain its existing declining block rate structure for all 

customer classes in Zone 1 (including Champaign), Lincoln, and Pekin.  That is, the 

Commission should reject IAWC’s proposal to adopt a uniform residential usage charge 

while retaining a declining block rate for non-residential customers.   
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  In addition, IAWC should establish a declining block rate structure for Chicago 

Metro residential customers that is the same structure used for non-residential customers.  

This block structure will preserve the conservation effect of a single block for typical 

residential customers, while recognizing the lower costs associated with serving large 

multi-family buildings in the residential class. 

  I also recommend that the Company should be required to file with its next case 

sufficient data to establish apartment and condominium customers as a separate customer 

class.  Once those data are available, it can be determined whether it is reasonable to 

establish a separate customer classification for large, multi-family customer accounts. 

Chicago Metro Fire Protection Charges 

Q. How does the Company recover public fire protection costs in the Chicago Metro 

rate area? 

A. Public fire protection costs are collected from each customer through a surcharge that 

appears on each bill. 

Q. How is the surcharge calculated? 

A. In the Chicago Metro area, the surcharge is calculated as the same amount for each bill, 

without regard to the size of the customer.  Neither the customer’s meter size nor the 

number of meters included on the same bill make any difference; each bill is assessed the 

same fire protection charge.  Under present rates, the charge is $4.51 per bill.  Under 

IAWC’s proposed rates, the charge increases by 74% to $7.86 per bill. 
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Q. Does the Company also have public fire surcharges in other service areas? 

A. Yes, it does.  The Company has such surcharges in several service areas, including 

Sterling, Streator, Pontiac, Champaign, and essentially all of the areas that are part of 

Rate Zone 1. 

Q. Do those other service areas also have a public fire charge that is the same amount 

for each bill, regardless of meter size? 

A. No, they do not.  In all areas except Chicago Metro the public fire surcharge increases for 

larger meter sizes (up to 1.5 inches; meters larger than 1.5 inches pay the 1.5-inch 

charge). 

Q. In your opinion, is Chicago Metro’s fire surcharge reasonable? 

A. No, it is not.  In my opinion, it is not reasonable to have a public fire service charge that 

does not vary with the size of the customer.  This is particularly important in Chicago 

Metro where, as I discussed earlier, there are several large residential customers that 

serve multiple housing units in apartment or condominium communities.  It is 

unreasonable to believe that a single-family home imposes the same fire protection costs, 

or should pay the same amount for public fire protection service, as a 100-unit 

condominium complex. 
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Q. What do you recommend? 

A. I recommend that public fire charges in Chicago Metro be calculated in the same manner 

as public fire charges in IAWC’s other rate areas; that is, by having the charge increase 

with the meter size, capped at the 1.5-inch meter charge. 

Q. Have you calculated the public fire rates that would be charged under the 

Company’s proposed revenue requirement? 

A. Yes, I have.  I have calculated the rates using the same meter-size ratios that IAWC uses 

to calculate the fire surcharges in Sterling.  As I show on AG Exhibit 2.05, the rate under 

the Company’s proposed revenue requirement for a customer with a 5/8-inch meter 

would be $6.43 per month.  The rate would increase by meter size, being capped at 

$32.15 for meters 1.5 inches or larger.  In my opinion, using this methodology – which 

already is used in essentially all other parts of IAWC’s service area – more fairly 

allocates the support of public fire protection service among all customers in the Chicago 

Metro area.   If the Commission allows the Company an increase in its revenue 

requirement that is smaller than the Company requested, the fire protection charges 

should be reduced proportionally.  

Chicago Metro Wastewater Treatment Costs 

Q. Has IAWC proposed an increase in the rates for wastewater treatment in the 

Chicago Metro service area? 

A. Yes.  IAWC has proposed an extremely large increase in rates for the portion of Chicago 

Metro where it provides its own wastewater treatment service.  The present and proposed 
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rates for residential wastewater treatment are shown in Table 4.  At the present time, a 

typical residential customer who uses 7 ccf per month (about 5,200 gallons) pays $28.43 

for treatment, plus an additional $17.52 for collection.  Under the Company’s proposed 

rates, the collection rate does not change, but the treatment cost for this typical customer 

would increase to $51.40 – an 80% increase in the treatment portion of the bill. 

Table 4: Chicago Metro Wastewater Treatment Rates 
(Rates Shown are for Treatment; Do Not Include Collection Charge) 

Rate Area Present Proposed % Increase 
Customer Charge 
(includes 1.33 ccf) 

$8.55 $24.88 191.0% 

Next 9.33 ccf $2.840 $3.788 33.4% 
Over 10.66 ccf $1.450 $3.788 161.2% 
    

Q. Why are the rates for treatment service increasing so dramatically? 473 
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A. IAWC’s cost of service study shows that its costs for wastewater treatment are 

significantly higher than the present rates.  The proposed increase in treatment rates 

would recover an additional $2.7 million in revenues.  But IAWC states that even this 

increase still does not recover the full cost of providing wastewater treatment service.  

According to the Company’s cost of service study, it would require an increase of an 

additional $2.5 million (totaling $5.2 million) to bring the treatment rates up to the full 

cost of service.  That is, according to the Company, the typical customer’s bill just for 

wastewater treatment should be in excess of $70 per month. 

Q. Why are IAWC’s costs for wastewater treatment so high? 

A. I do not know the reasons.  From the cost of service study, it appears that most of the 

treatment costs are associated with plant investment – depreciation, return on investment, 
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and income taxes account for $6.8 million of the $8.8 million treatment cost of service.  I 

am not an engineer and do not know why the Company would have such a high capital-

related cost to serve only about 9,000 treatment customers.   

Q. What do you recommend? 

A. I have three recommendations.  First, I recommend that the Commission conduct an audit 

(at the Company’s expense) of the Company’s wastewater treatment operations, with a 

particular emphasis on the size and efficiency of the treatment plant.  Second, I 

recommend that the Commission retain an independent consultant at IAWC’s expense to 

conduct a study of the costs, benefits, and feasibility of selling its wastewater treatment 

operation to a municipal wastewater treatment supplier or, alternatively, of retiring the 

plant and interconnecting with the nearest municipal treatment system.   Third, I 

recommend that in this case, the wastewater treatment rates should increase by no more 

than 50%.  This will at least ease some of the burden on treatment customers until the 

results of the audit and study can be considered by the Commission. 

Conclusion 

Q. Does this conclude your direct testimony? 

A. Yes, it does. 
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