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I. WITNESS INTRODUCTION 6 

Q1. Please state your name and business address. 7 

A. My name is Paul R. Herbert and my address is 207 Senate Avenue, Camp Hill, 8 

Pennsylvania. 9 

Q2. Are you the same Paul R. Herbert 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 respond to Attorney General (“AG”) 15 

witness Scott Rubin and to Illinois Industrial Water Consumers (“IIWC”) witness 16 

Michael Gorman. 17 

III. RESPONSE TO AG WITNESS RUBIN 18 

Customer charge / minimum system 19 

Q4. Mr. Rubin, in his direct testimony (pp. 5-11), recommends that there should 20 

be no increase in the customer charges in Zone 1, and that the 5/8-inch 21 

charge should remain at $13.39 per month.  Do you agree with his 22 

recommendation? 23 

A. No, I do not, for the reasons explained below. 24 

Q5. Mr. Rubin states that (p. 5) “A customer charge should be designed to 25 

recover the basic cost of providing a service hookup to a customer.  26 
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Typically, this would include the cost of the service line and meter.  In 27 

addition, it would include operations and maintenance expenses 28 

associated with maintaining the meter and service line, as well as costs for 29 

meter reading, billing, and customer service.” Do you agree with his 30 

analysis of the customer charge? 31 

A. I do not agree with Mr. Rubin’s analysis because it does not include all of the 32 

items that a utility should recover under the customer charge.  In addition to 33 

those items mentioned, customer charges should also recover the depreciation, 34 

return and taxes associated with meters and services as well as an allocable 35 

portion of administrative and general expenses payroll taxes, and general plant.  36 

Notably, Mr. Rubin admits, in his response to DR IAWC-AG 2.52, that he has not 37 

researched the Commission’s exclusion of such costs from the customer charge, 38 

and is not aware of any prior cases where the Commission has addressed the 39 

exclusion of such costs from the customer charge.  Furthermore, as Mr. Rubin 40 

recognizes in his response to IAWC-AG DR 2.48, the Company was charged by 41 

the Commission in its order in Docket 07-0507 with considering  a method to 42 

recover additional fixed costs in the customer charge.  Mr. Rubin’s analysis fails 43 

to take this requirement into consideration.  A minimum system charge of the 44 

type the Company is proposing may also be properly recovered in the customer 45 

charge.    46 

Q6. Mr. Rubin also claims (p. 6-7) that IAWC’s customer charge improperly 47 

includes “millions of dollars in overhead costs (such as executive salaries, 48 
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advertising, outside services, property tax, and capital stock tax).”  Is this 49 

correct? 50 

A. No, it is not.  As I explained in my previous answer, the analysis of customer 51 

costs should also include an allocable portion of administrative and general 52 

expenses and general plant.  This is supported by the AWWA Manual M1, which 53 

clearly shows such costs allocated to both consumption-related costs and to 54 

customer-related costs.  (See Tables 7-1, 7-2 and 7-3 on pages 53, 55, and 56 of 55 

AWWA Manual M1, attached as Exhibit 9.01R2.) 56 

Q7. Why is it proper to allocate administrative and general expenses and 57 

general plant to customer costs? 58 

A. First, many administrative and general costs are directly related to providing 59 

customer-related services such as employee pension and benefits, management 60 

fees, insurance, and maintenance of general plant.  Employee pension and 61 

benefits are applicable to all employees, including meter repairmen, meter 62 

readers, billing and collecting clerks, and customer service personnel.  A portion 63 

of management fees is specifically customer-related, including the call center 64 

personnel and facilities.  Insurance includes workman’s compensation and 65 

general plant includes office buildings, equipment, computers and vehicles which 66 

are all necessary to providing customer service. 67 

Second, a portion of the remaining administrative and general expenses 68 

should also be allocated to customer charges, because these costs should be 69 

shared proportionately to consumption-related and customer-related costs.  If 70 

none of these costs are allocated to customer charges, then 100% would be 71 
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included in consumption charges, which is not appropriate.  Large users would 72 

pay a disproportionate share of these costs if all such costs were included in 73 

consumption charges. 74 

Q8. Mr. Rubin also asserts that “it is important to limit the customer charge to 75 

the recovery of costs that are directly incurred by the utility to enable 76 

service to the customer.”  Please comment on his assertion. 77 

A. I disagree (although, as discussed above, many of the costs Mr. Rubin seeks to 78 

exclude do enable service to the customer).  It is important to assign costs based 79 

on cost-causative factors.  In addition to direct customer costs, administrative 80 

and general expenses, payroll taxes, and general plant are associated with both 81 

consumption-related costs and customer-related costs. The cost allocation and 82 

cost recovery should reflect that fact.  83 

Q9. Mr. Rubin states (p. 7) that “It is unreasonable … to assign uncollectible 84 

accounts expense solely to the customer charge.”  Do you agree? 85 

A. No, I do not.  The uncollectible accounts expense represents unpaid customer 86 

bills that are considered uncollectible.  This cost must be recovered from the 87 

remaining customers who do pay their water bills.  I believe this cost should be 88 

shared equally by all customers by recovering it through the customer charge.  89 

Again, larger users, both residential and non-residential, should not pay a 90 

disproportionate share of this cost, as would happen by including uncollectible 91 

cost in consumption charges. 92 

Q10. Mr. Rubin claims (p. 6-7) that “executive compensation, payments to the 93 

affiliated service company (except for payments associated with the 94 
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centralized call center and billing operations), advertising, various types of 95 

insurance, rent, property tax, and capital stock tax” are categories of costs 96 

that are not directly needed to connect a customer to the water system and 97 

provide the customer with a bill.”  Please comment. 98 

A. What Mr. Rubin ignores is that these costs also are not directly needed to 99 

produce and deliver water.  So, if none of these costs is included in the customer 100 

charge, they will have to be fully recovered in consumption charges.  As I 101 

mentioned earlier, this would unfairly affect larger users who would pay a 102 

disproportionate share of these costs. 103 

Furthermore, I would disagree with Mr. Rubin’s assertion that these costs 104 

are not customer-related at all.  For example, executive compensation and 105 

management fees are incurred in relation to those people who supervise, and 106 

make decisions concerning, departments that deal with customer matters such 107 

as billing, collecting, accounting, meter reading, and meters and services issues 108 

every day.  To assume that such people are only concerned with water 109 

production, and therefore, that the relevant costs are applicable only to 110 

consumption charges, is completely unreasonable. 111 

Q11. Should a “water customer charge … be kept as low as possible, while still 112 

recovering costs, so that even the lowest-income customers can afford to 113 

be connected to the water system,” as Mr. Rubin states on page 8? 114 

A. A water customer charge should reflect the true cost of service.  Mr. Rubin’s view 115 

is in strict contrast to the Commission’s directive to consider inclusion of 116 

additional fixed costs in customer charges.  If Mr. Rubin has concerns about low-117 
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income customers, he should make specific recommendations addressing those 118 

customers separately. 119 

Q12. Please comment on Mr. Rubin’s discussion (p. 9) of billing costs in Pekin 120 

($2.74 per bill per month higher than the comparable cost in Zone 1 (with 121 

Champaign)). 122 

A. I reviewed the Pekin cost allocation and discovered that the amounts for 123 

Management Fee – Administration and Management Fee – Customer were 124 

reversed, which reversal allocated more costs to the customer billing function 125 

than should have been allocated.  Correcting this error would bring Pekin’s costs 126 

more in line with Zone 1.  A revised allocation for Pekin is attached as Exhibit 127 

9.02R2. 128 

Q13. Please comment generally on Mr. Rubin’s discussion of IAWC’s minimum 129 

system proposal. 130 

A. Mr. Rubin rejects the minimum system component (MSC) addition to the 131 

customer charge because in part, he incorrectly views it as a cost allocation 132 

method rather than simply a rate design approach.  The MSC addition was in 133 

response to a Commission directive that required the Company to explore 134 

methods to recover additional fixed costs in the customer charge.  As discussed 135 

below, the MSC is a rate design proposal intended to address this Commission 136 

directive. It is not a method of cost allocation. 137 

Q14. Do you agree with Mr. Rubin’s claim (p. 9) that, for energy utilities, the 138 

Commission has consistently rejected the so-called “minimum system” 139 

analysis in cost of service and rate design studies? 140 
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A. While I am not an attorney, I am aware that this Commission has, in the past, 141 

rejected minimum-system proposals for energy utilities in some cases.  However, 142 

the Company’s MSC proposal was made in response to the Commission’s 143 

directive in IAWC’s prior rate case that IAWC consider means to recover more 144 

fixed costs through the customer charge.  I also note that the Commission has 145 

approved recovery of 80% of fixed costs through the customer charge in two 146 

recent cases: Nicor (Docket 08-0863) and the Ameren Illinois Utilities (Docket 07-147 

0585 (cons.)).  This suggests that the Commission has a strong interest in rate 148 

design that recovers fixed costs through the customer charge.  The MSC 149 

proposal represents a rate design proposal that accomplishes the result the 150 

Commission requested in IAWC’s prior case. 151 

Q15. Mr. Rubin claims that (p. 10), in response to data request AG 2.17, “Mr. 152 

Herbert acknowledged that he does not even know if his so-called 153 

‘minimum’ system would even be capable of providing service to 154 

customers.”  Is this correct? 155 

A. No.  The version of AG 2.17 that Mr. Rubin cites was a preliminary draft of the 156 

response that was inadvertently forwarded to the Attorney General (and which 157 

the Attorney General’s office had been asked to discard). The correct version of 158 

the response to AG 2.17 explained as follows: “[T]he minimum system analysis is 159 

the basis for a rate design considered in response to the Commission's directive 160 

that IAWC study inclusion in the metered service customer charge of a greater 161 

portion of the fixed cost of service for each rate area. As explained at pages 16-162 

17 of [my] direct testimony, the minimum system proposal has the effect of 163 
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including in the metered service customer charges a fixed cost component 164 

related to the minimum system, or the system required to connect customers so 165 

that they can receive a basic unit of service. A basic unit of service can be 166 

considered to be one cubic foot of water per day (which could be delivered on an 167 

average day).”  As this response makes clear, the MSC proposal is a rate design 168 

proposal, not a cost allocation methodology.  The MSC proposal is, however, 169 

based on the system that is required to connect customers so that they can 170 

receive a basic unit of service.  Thus, it is not correct to say, as Mr. Rubin does, 171 

that “minimum system has no grounding in reality and is unrelated to the actual 172 

provision of service to customers.”  173 

Q16. Mr. Rubin also claims (p. 11) that you “improperly mix[] methods when 174 

[you] propose[] to take the results of the base-extra capacity analysis and 175 

then move consumption-related costs (such as water mains) into the 176 

customer-related fixed charge.”  Do you agree? 177 

A. No.  Again, including the MSC in the customer charge was a rate design 178 

consideration in direct response to a Commission directive.  There is no mixing of 179 

methodologies. 180 

Q17. What do you conclude regarding Mr. Rubin’s recommendation that there 181 

should be no increase in the customer charges in Zone 1 and the 5/8-inch 182 

charge should remain at $13.39 per month? 183 

A. Mr. Rubin’s recommendation should be rejected.  Instead of including additional 184 

fixed costs in the customer charge, he excludes costs that are appropriately 185 
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includable, as I have demonstrated.  Furthermore, he has ignored the 186 

Commission directive to include additional costs in the fixed charge. 187 

Q18. Mr. Rubin states (p. 12) that “The charges in Pekin should be the same as 188 

the Zone 1 customer charges since, as I explained above, I believe the 189 

higher billing costs in Pekin are an anomaly that do not reflect the actual 190 

cost of providing the service.” Do you agree? 191 

A. Yes; see my explanation above and the attached revised allocation for Pekin. 192 

Residential block structure 193 

Q19. Does Mr. Rubin agree with the Company’s proposal to adopt a common 194 

declining block [non-residential] rate structure in most of its service areas? 195 

A. Yes.  However, as discussed below, the Company does not agree with his 196 

proposals regarding residential block structures. 197 

Q20. Please comment on Mr. Rubin’s discussion of the use of uniform blocks by 198 

other utilities. 199 

A. Mr. Rubin acknowledges (pp. 14-15) that while some water utilities continue to 200 

use declining block rates, many utilities have moved to a uniform consumption 201 

block rate structure with separate rates for each customer class.  He notes that 202 

many utilities have redesigned their rates to have a single consumption charge 203 

for each customer class.  Therefore, Mr. Rubin appears to confirm that the 204 

proposed single block residential rate structure is appropriate and becoming 205 

more common. In fact, he acknowledges (p. 20) that “according to the 206 

Company’s billing analysis, fewer than seven-tenths of one percent of residential 207 

5/8-inch bills in the Interurban service area showed usage of more than 30 ccf in 208 
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a month. This means that essentially all typical residential customers (those with 209 

5/8-inch meters) do not use enough water to pay the second block rate.”  Thus, if 210 

almost all residential users are already in the first block, there would be little 211 

purpose to a declining block structure – the residential class, based on this 212 

analysis, is essentially functioning as a uniform block structure.  As Mr. Rubin 213 

concedes, in response to DR IAWC-AG 2.56, so long as IAWC’s residential 214 

customer class does not include large apartments and condominium complexes, 215 

a single block rate structure for the class would be appropriate.   216 

If most of the usage is in the first block, then it makes sense to have only 217 

one block.  That way, a one-block rate can be lower than what the first block rate 218 

of a declining structure would have to be, and would benefit most users. 219 

Q21. What does Mr. Rubin conclude about the residential block structure 220 

proposed in this case? 221 

A. He states (p. 15): “In my opinion, therefore, the common declining block rate 222 

structure does not send an inappropriate, anti-conservation message to 223 

residential consumers.  It is not necessary, therefore, to eliminate the declining 224 

block rate structure for residential customers.  Moreover…eliminating that rate 225 

structure will have a serious adverse impact on larger customers who are also in 226 

the residential class, such as apartment and condominium complexes that 227 

receive service through a master meter.”  He recommends that IAWC establish a 228 

declining block rate structure for Chicago Metro residential customers that is the 229 

same structure used for non-residential customers. 230 

Q22. What is your response? 231 
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A. I find Mr. Rubin’s recommendation peculiar since he suggested in the last case 232 

that the residential class may be better suited to an inclining block structure 233 

because of the higher peak demands of larger users.  Now he claims that such 234 

customers are less costly to serve and should have a declining block structure.  235 

Mr. Rubin has not provided any evidence that larger residential customers are 236 

less costly to serve; in fact, he previously claimed that they were more costly to 237 

serve.  Therefore, I would propose that Mr. Rubin’s recommendation be rejected. 238 

Q23. What is the basis for his conclusion that a declining block structure be 239 

used for residential customers? 240 

A. He appears to base his conclusion primarily on possible impacts to large 241 

apartment or condo complexes.  He states: “The residential class in Chicago 242 

Metro contains not only single-family homes or apartments, but also large 243 

apartment and condominium complexes.  The single rate for the residential class 244 

– given its current composition – improperly ignores the fact that it is less 245 

expensive to serve a larger customer.”   246 

My understanding is that apartments and condominiums are classified as 247 

commercial in all other districts other than Chicago Metro.  So there is no 248 

compelling reason to be concerned about the impact to those customers since 249 

they will continue to have a declining block.   250 

For Chicago Metro, apartment and condominiums are classified as 251 

residential and are already on a one-block structure, so their increase should be 252 

no more than that of a single-family residence. 253 
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Q24. Mr. Rubin states (p. 19) that “AG Exhibit 2.04 shows that the Company’s 254 

proposed elimination of the declining block rate for residential customers – 255 

but not for commercial customers – would have a severe and unreasonable 256 

impact on larger residential customers.” Do you agree? 257 

A. No I do not, for the reasons stated above. 258 

Q25. Mr. Rubin also argues (p. 18) “Such a structure also has the unusual effect 259 

of charging more to customers who are least able to conserve (such as 260 

people in apartments). Please comment.  261 

A. Mr. Rubin is incorrect.  A uniform, one-block structure charges the same unit rate 262 

to all residential customers regardless of size. 263 

Q26. Would a uniform block rate adversely affect a master-meter customer in the 264 

manner Mr. Rubin describes? 265 

A. No; as stated earlier, master-metered customers will continue on a declining 266 

block structure for all areas other than Chicago Metro.  For Chicago Metro, 267 

master-metered customers will continue with a single block structure.   268 

Q27. Does Mr. Rubin cite any actual large apartment customers who would be 269 

affected as he describes? 270 

A. Yes, he indicates that one “concerned citizen” who contacted the Attorney 271 

General about a situation with large master metered apartment buildings and 272 

combination accounts.  In response to a data request, Mr. Rubin acknowledged 273 

he does not have knowledge of any other specific situation like the one he refers 274 

to in his testimony.  Therefore, it appears that Mr. Rubin’s proposal to maintain a 275 

declining block structure for all customers in all IAWC’s service areas and reject 276 
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IAWC’s proposal to adopt a uniform residential usage charge statewide is being 277 

driven by the complaints related to one large building complex in Chicago.  I do 278 

not consider this an appropriate basis for rejecting IAWC’s proposed block 279 

structures. 280 

Q28. What would be an appropriate solution to Mr. Rubin’s concern about these 281 

types of customers? 282 

A. As I explained above, I don’t believe there should be any concern.  The Chicago 283 

Metro master-metered customers, classified as residential, have a one-block 284 

consumption rate.  This one block structure will continue under proposed rates 285 

and be subject to increases similar to what single-family customers receive. 286 

Q29. Is it necessary for the Company to file with its next case sufficient data to 287 

establish apartment and condominium customers as a separate customer 288 

class, as Mr. Rubin recommends?  289 

A. No, that is not necessary.  The existing classifications are sufficient for this type 290 

of customer. 291 

Chicago Metro Wastewater costs 292 

Q30. Mr. Rubin asserts (p. 24) that, “According to the Company’s cost of service 293 

study, it would require an increase of an additional $2.5 million (totaling 294 

$5.2 million) to bring the treatment rates up to the full cost of service. That 295 

is, according to the Company, the typical customer’s bill just for 296 

wastewater treatment should be in excess of $70 per month.”  Is this 297 

correct? 298 
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A. I calculate that a customer responsible for 7 ccf per month would pay $63.50 at 299 

the proposed rates.  This amount would increase if the full treatment costs were 300 

reflected. 301 

Q31. He further asserts: “From the cost of service study, it appears that most of 302 

the treatment costs are associated with plant investment – depreciation, 303 

return on investment, and income taxes account for $6.8 million of the $8.8 304 

million treatment cost of service.”  Do you agree? 305 

A. Yes. 306 

Q32. Would it be expected that most of the treatment costs are associated with 307 

plant investment? 308 

A. Yes.  This issue is discussed further by IAWC witness Mr. Kaiser (IAWC Ex. 309 

3.00R2). 310 

Q33. Mr. Rubin also recommends that in this case, the wastewater treatment 311 

rates should increase by no more than 50%.  Do you agree? 312 

A. No.  The Company would not recover its costs if such rates were limited to a 50% 313 

increase. 314 

IV. RESPONSE TO IIWC WITNESS GORMAN 315 

Q34. Please address Mr. Gorman’s concerns with the allocations for purchased 316 

power costs in the Company’s cost of service study, as set forth on page 317 

74 of his direct testimony.  318 

A. Mr. Gorman’s recommendation would assign power costs to base and extra 319 

capacity functions using Factor 6, which method, I will demonstrate, is incorrect. 320 

Q35. On pages 74-75 of his direct testimony, Mr. Gorman asserts that “the 321 

demand portion of power costs should be allocated to extra capacity to the 322 
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degree that it varies with demand pumping requirements.”  Does the 323 

Company agree with that assertion? 324 

A. Yes, however the important phrase is “to the degree it varies with demand 325 

pumping requirements”.  There is a demand charge every month regardless of 326 

the level of use.  So it is not the total demand charge that should be considered 327 

extra capacity, but only the degree that the demand charge varies with pumping 328 

requirements.  I will show that the degree by which the electric demand charge 329 

varies from month to month compared to the total annual power cost is very 330 

small and has an insignificant affect on the allocation of power costs. 331 

Q36. Does the Company agree with Mr. Gorman’s recommendation, on page 75 332 

of his direct testimony, that Factor 6 be used for purchased power costs in 333 

the Company’s cost of service study? 334 

A. No.  Using Factor 6 would allocate far too much power cost to the extra capacity 335 

function.  I have conducted a review of a sample of power bills for the Company.  336 

I analyzed the portion of the demand charge compared to the total bill for each 337 

month and then annualized the lowest demand charge for the year.  The 338 

difference between the annualized demand charge for the minimum month 339 

compared to the actual demand charges for the year was only 3.0% of the total 340 

annual power bill.  Allocating this small portion of the power costs on an extra 341 

capacity basis would result in very minor changes to the cost allocation.  342 

Therefore Mr. Gorman’s recommendation should be rejected.  The appropriate 343 

factor to allocate power costs is Factor 1, based on average daily usage, as is 344 

reflected in my studies. 345 
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Q37. On page 76 of his direct testimony, Mr. Gorman concludes that “the 346 

Company’s proposed rate design and cost allocation for Rate Zone 1 with 347 

Champaign are highly prejudicial and unreasonable and should be set 348 

aside.”  Please address that conclusion. 349 

A. Mr. Gorman offers no credible evidence to support his claims.  The cost of 350 

service studies submitted in this case provide reasonable indications of the level 351 

of cost of service by classification, and should be relied upon for rate design 352 

considerations in this case.  The cost allocation studies are based on the 353 

demand factors determined in the approved demand study methodology 354 

submitted by Mr. McKinley.  The revised allocation for Zone 1 and Zone 1 and 355 

Champaign combined (discussed by Mr. McKinley at IAWC Exhbit 13.00R2) was 356 

not significantly different than the original study submitted in this case.  Therefore 357 

Mr. Gorman’s claims are completely unfounded. 358 

Q38. Please address Mr. Gorman’s concern, as discussed at pages 76-77 of his 359 

direct testimony, that the rate increases for (1) Competitive Industrial 360 

customers, and  (2) Large Sales for Resale customers, are below what is 361 

supported by COSS. 362 

A. The reason for the lower rate increases is that these classes have competitive 363 

pressures that require the rates to meet certain levels.  If the rates go above 364 

those levels, the customers have alternative sources of supply that they can 365 

switch to. Having these customers on the system provides a contribution to fixed 366 

costs that would otherwise have to be recovered from other classes if these 367 

customers left the system.  Therefore, although these customers’ rates are below 368 
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the COSS, their rates are appropriate because it keeps the customers on the 369 

system and so continue to contribute to fixed costs.  370 

Q39. Please address Mr. Gorman’s concerns that the rate increase for Large 371 

Other Public Authority customers, as discussed at pages 76-77 of his direct 372 

testimony, is above what is supported by COSS. 373 

A. Mr. Gorman is simply incorrect here.  The proposed revenue for Large Other 374 

Public Authority classification is approximately $255,000 less than the indicated 375 

cost of service.   376 

Q40. On page 77 of his direct testimony, Mr. Gorman recommends a uniform 377 

percent change to all rate elements for the Company’s proposed Rate Zone 378 

1 with Champaign.  Does the Company agree with that recommendation? 379 

A. No.  Again, Mr. Gorman offers no credible evidence to support his claim that my 380 

cost of service study is not reasonable or reliable.  The cost of service results 381 

provide a reliable guide for rate design in this case.  Nor does Mr. Gorman 382 

provide any support for his assertion that a uniform percent change allocation will 383 

be more balanced and equitable for large users, while remaining generally 384 

consistent and similar to IAWC”s proposal for other classes.  Mr. Gorman’s 385 

recommendation should be rejected. 386 

Q41. On page 77 of his direct testimony, Mr. Gorman recommends that the 387 

University of Illinois current rate structure be left intact, and be adjusted by 388 

a uniform percent change to coincide with an increase in revenues found 389 

appropriate by the Commission in this case.  Does the Company agree with 390 

that recommendation? 391 
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A. Currently, most of the University of Illinois’s consumption falls into a special 5th 392 

block rate that is only applicable to them.  Over 93.5% of their consumption is 393 

priced at this 5th block.  Our proposal is simply to move all of the consumption 394 

into a separate single rate consistent with other contract customers.  I don’t 395 

understand the opposition to this proposal; however the Company will not 396 

oppose maintaining the current block structure.  The proposed 5th block rate; 397 

however will reflect the same level of revenue proposed as indicated by the cost 398 

of service. 399 

Q42. Does this conclude your rebuttal testimony? 400 

A. Yes, it does. 401 


