
 

ILLINOIS COMMERCE COMMISSION 

DOCKET 09-0319 

IAWC EXHIBIT 4.00R1 

REBUTTAL TESTIMONY OF 
SCOTT W. RUNGREN 

_________________________ 

ILLINOIS-AMERICAN WATER COMPANY 

 

OCTOBER 21, 2009 



TABLE OF CONTENTS 
 

Page 

 

 -i-  
 

I. WITNESS INTRODUCTION .....................................................................1 
II. PURPOSE OF REBUTTAL TESTIMONY .................................................1 
III. RESPONSE TO STAFF WITNESS KIGHT-GARLISCH ...........................1 



IAWC Ex. 4.00R1 

 -1-  
 

REBUTTAL TESTIMONY 1 
OF 2 

SCOTT W. RUNGREN 3 
 4 
 5 

I. WITNESS INTRODUCTION 6 

Q1. Please state your name and business address. 7 

A. My name is Scott W. Rungren and my address is 727 Craig Road, St. Louis, 8 

Missouri 63141. 9 

Q2. Are you the same Scott W. Rungren who previously filed testimony in this 10 

proceeding? 11 

A. Yes, I am. 12 

II. PURPOSE OF REBUTTAL TESTIMONY 13 

Q3. What is the purpose of your rebuttal testimony? 14 

A. The purpose of my rebuttal testimony is to address the capital structure 15 

recommended by Staff witness Sheena Kight-Garlisch.  I will also address the 16 

adjustments to Illinois-American’s costs of short-term and long-term debt 17 

proposed by Ms. Kight-Garlisch. 18 

III. RESPONSE TO STAFF WITNESS KIGHT-GARLISCH 19 

Q4. With respect to capital structure, what does Ms. Kight-Garlisch 20 

recommend? 21 

A. She recommends the Commission accept the Company’s proposed average 22 

2010 capital structure.  Ms. Kight-Garlisch found that the Company’s proposed 23 

equity ratio of 48.86% compared favorably with industry average equity ratio of 24 

48.88% (ICC Staff Exhibit 3.0, p. 5). 25 

Q5. Do you agree with this recommendation? 26 
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A. Yes, I do.  It should be noted, however, that the capital structure included in the 27 

Company’s update filing on August 24, 2009 is modified slightly from that 28 

presented in its direct filing.  Although that corrected capital structure is still the 29 

Company’s 2010 average capital structure, it includes an updated average 2010 30 

common equity balance.  Incorporating that common equity balance produces a 31 

slightly revised capital structure consisting of 0.15% short-term debt, 51.22% 32 

long-term debt, and 48.63% common equity.  The updated equity ratio of 48.63% 33 

is only slightly lower than the 48.86% equity ratio the Company proposed in its 34 

direct case.  Thus, this updated capital structure is reasonable for ratemaking 35 

purposes for the same reasons noted in my Direct Testimony.  In addition, it is 36 

consistent with the industry average equity ratio noted in the Direct Testimony of 37 

Ms. Kight-Garlisch (ICC Staff Exhibit 3.0, p. 5).    38 

Q6. Have you reviewed Ms. Kight-Garlisch's proposed cost of short-term debt 39 

on page 5 and Schedule 3.1 of her Direct Testimony? 40 

A. Yes, I have.  Ms. Kight-Garlisch proposes using the Company’s cost of short-41 

term debt as of May 2009, of 0.9916%. 42 

Q7. Do you agree with her proposal? 43 

A. No, I do not.  Since the Company has proposed a forecasted 2010 test year, I 44 

recommend that the forecasted cost of short-term debt applicable to that time 45 

period be used. As noted in my Direct Testimony, the average projected cost of 46 

short-term debt for the 2010 test year is 1.97%.  Thus, that is the cost that should 47 

be applied to the short-term debt component in the Company’s test year capital 48 

structure.  If, however, the Commission finds that the Company’s actual cost of 49 
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short-term debt is to be used in the weighted average cost of capital calculation, 50 

then I recommend that the most recent available actual short-term debt cost be 51 

used.  As of the date of this testimony, the most recent available actual cost for 52 

short-term debt is the September 2009 rate of 0.4634%.  The Company has been 53 

providing updated monthly actual short-term debt costs in response to a Staff 54 

Data Request, and will continue to do so throughout the pendency of this 55 

proceeding.  Thus, the short-term debt cost can be updated to the latest actual 56 

cost available prior to the evidentiary hearings in this case. 57 

Q8. Have you reviewed Ms. Kight-Garlisch's adjustments to IAWC’s cost of 58 

long-term debt discussed on page 6 of her Direct Testimony, and reflected 59 

on attached Schedules 3.1 and 3.2? 60 

A. Yes, I have. 61 

Q9. Please explain the adjustments Ms. Kight-Garlisch's made to IAWC’s cost 62 

of long-term debt. 63 

A. First, Ms. Kight-Garlisch correctly noted that the Company reissued two tax-64 

exempt long-term debt issues on August 27, 2009, both at the rate of 6.25%.  65 

Ms. Kight-Garlisch then recommended that IAWC apply this 6.25% interest rate 66 

to the two proposed debt issuances referenced at page 6 of her testimony.  The 67 

two proposed debt issues are a $28.5 million tax-exempt offering in October 68 

2009 and a $39 million taxable offering planned for November 2009.  The effect 69 

of her adjustments is to lower the Company’s embedded cost of long-term debt 70 

for the 2010 test year from 6.53% down to 6.32%, as noted on page 6 of Ms. 71 

Kight-Garlisch’s Direct Tesimony. 72 
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Q10. Do you agree with her adjustments? 73 

A. As a result of recent events, no I do not.  On October 1, 2009, just prior to the 74 

filing of Staff’s Direct Testimony, the Company issued the $28.5 million tax-75 

exempt debt at a rate of 5.25%.  Thus, I recommend that the actual rate of 5.25% 76 

be applied to this issuance.  In addition, the Company has updated its projected 77 

cost for the taxable debt issuance planned for November 2009.  The prior 78 

projection, as shown on page 1 of the Company’s Schedule D-3 First Revised, 79 

was 7.663%.  The updated projection is now 6.64%.  Thus, I have revised the 80 

Company’s Long-Term Debt schedule for the test year in this case to reflect 81 

these updated actual and projected debt costs.  As shown on Schedule 4.01 82 

attached to this testimony, the Company’s cost of long-term debt for the 2010 83 

test year is now 6.28%. 84 

Q11. Ms. Kight-Garlisch recommends that, if the Company issues the proposed 85 

debt instruments referenced at page 6 of her testimony prior to the 86 

evidentiary hearings in this case, IAWC should reflect the actual interest 87 

rate and expenses of the issues in its average 2010 embedded cost of debt.  88 

Do you agree with that recommendation? 89 

A. Yes, I do.  As noted above, the actual rate for the $28.5 million issuance has 90 

been included in my Schedule 4.01.  Similarly, if the actual terms of the planned 91 

November 2009 debt issuance are known prior to the hearings in this case, they 92 

should be included in the Company’s test year embedded cost of long-term debt 93 

as well.  94 
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Q12. Based on the updates to the Company’s common equity balance and 95 

embedded cost of long-term debt noted above, what is IAWC’s updated 96 

weighted average cost of capital? 97 

A. As shown on Schedule 4.02, the updated weighted average cost of capital for the 98 

2010 average test year is 9.18%. 99 

Q13. Does this conclude this portion of your rebuttal testimony? 100 

A. Yes, it does.  I will file additional rebuttal to interveners in this case in accordance 101 

with the modified case schedule. 102 

 103 


