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REBUTTAL TESTIMONY  OF 1 
 2 

BERNARD L. UFFELMAN 3 

I. WITNESS INTRODUCTION 4 

Q1. Please state your name and business address. 5 

A. My name is Bernard L. Uffelman.  My business address is 32 Autumn Oaks 6 

Drive, Austin, Texas  78738. 7 

Q2. Are you the same Bernard L. Uffelman who previously filed direct 8 

testimony in this proceeding? 9 

A. Yes I am. 10 

II. PURPOSE OF TESTIMONY 11 

Q3. What is the purpose of your testimony? 12 

A. The purpose of my rebuttal testimony is to address concerns raised in the direct 13 

testimony of Jason Bajor and Jon Duddles on behalf of the City of Des Plaines, 14 

Jim Daley and Mary Niemiec on behalf of the Village of Homer Glen, Irvana 15 

K.  Wilks on behalf of the Village of Mount Prospect, and AG witnesses Avis 16 

Gibons and Robert Boros (together, “Municipal Witnesses”) related to the general 17 

level of IAWC’s water and sewer rates when compared to the rates charged by 18 

surrounding municipal water and sewer utilities, including those of Des Plaines 19 

and Mount Prospect, for providing water and or sewer service.  My testimony 20 

discusses some of the many differences between IAWC’s cost structure and the 21 

cost structures of municipal utilities in general, as well as some of the municipal 22 

utilities mentioned in the testimony of the above witnesses, and why IAWC’s cost 23 

based rates as determined by the Commission are not unreasonable. 24 
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Q4. What are the concerns the Municipal Witnesses express? 25 

A. The Municipal Witnesses appear to have two concerns: first, that IAWC’s rates 26 

are generally too high, and second that IAWC’s rates are too high in comparison 27 

to rates within their own, or neighboring, municipalities.   28 

Q5. Do the Municipal Witnesses provide analysis to support their concerns?  29 

A. The Municipal Witnesses state that they are not testifying as expert witnesses 30 

but rather as policy witnesses, as either customers of IAWC or political 31 

representatives of the municipalities they serve.  As I discuss below, however, 32 

none of the Municipal Witnesses provide any analysis in their testimony related 33 

to the specific costs incurred by IAWC in providing water and or sewer service as 34 

compared to those of the municipalities mentioned in their testimony for rate 35 

comparisons, nor do they question any specific component of IAWC’s operating 36 

or capital costs. 37 

III. MUNICIPAL RATE COMPARISONS IN DOCKET 07-0507 38 

Q6. Have concerns been raised regarding the level of IAWC’s rates for water 39 

and sewer service when compared to the rates charged by municipally 40 

owned utilities (“MOUs”) in recent proceedings before this Commission? 41 

A. Yes.  In the Order in Docket No. 05-0681 (Docket Nos. 05-0681, 06-0094, and 42 

06-0095 [Consolidated]), the Commission indicated that the rates of IAWC may 43 

not be just and reasonable based on a comparison of those rates to the rates of 44 

certain surrounding municipalities.  To address the concern that IAWC’s rates 45 

may not be just and reasonable based on a comparison of IAWC’s rates to the 46 

rates of certain surrounding municipalities, the Commission directed that the 47 
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issue be considered in IAWC’s next rate case.  In IAWC’s rate case in Docket No. 48 

07-0507, IAWC presented a detailed study entitled “Analysis Of Water Rates, 49 

Fees And Charges For Selected Cities In The Vicinity Of The Chicago Metro 50 

District Of Illinois-American Water Company” (the “Report”) (Docket 07-0507, 51 

Exhibit 10.20). In that Docket, IAWC, the AG, and other interested parties 52 

presented substantial evidence regarding the Report and issues related to the 53 

rates charged in IAWC’s Chicago-Metro Division and by surrounding MOUs (see 54 

Docket 07-0507, Order at IV.B.7. at 31-44). 55 

Q7. Are you familiar with the issues related to rates charged by IAWC and 56 

surrounding MOUs, as addressed in Docket 07-0507? 57 

A. Yes.  IAWC retained the firms of Stifel, Nicolaus & Company, Incorporated 58 

(“Stifel”) and Deloitte & Touche LLP (“Deloitte & Touche”) to gather information 59 

and to analyze that information to determine whether a comparison of IAWC’s 60 

rates to those of three local MOUs (Lemont, Woodridge, and Downers Grove) 61 

would indicate whether IAWC’s rates are reasonable.  Stifel and Deloitte & 62 

Touche assembled information, performed the requested analysis, and 63 

summarized their findings in the Report.  I was directly involved, on behalf of 64 

Deloitte & Touche, in the preparation of the Report.  My direct, rebuttal and 65 

surrebuttal testimony in Docket 07-0507 are contained in IAWC Exhibits 10.00, 66 

10.30, and 10.60 respectively.  Mary C. Kane, Senior Vice President, Public 67 

Finance, with Stifel and IAWC witnesses Karla O. Teasley and Stephen P. 68 

Schmitt also provided testimony in the Docket 07-0507 proceedings related to 69 

IAWC’s rate comparisons.    70 
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Q8. Please summarize the Report’s conclusions. 71 

A. As discussed in the Report, the cost structures on which the rates of investor-72 

owned utilities (“IOUs”), such as IAWC, are based differ in many respects from 73 

those of  MOUs. As a result, the Report concluded, a comparison of IAWC's 74 

rates to those of MOUs does not support a conclusion that IAWC’s rates are 75 

unreasonable. The Report found, in part, that  76 

MOU rates are determined on a “cash needs” basis as compared to the 77 
utility or cost-of-service (“COS”) basis used in setting rates for regulated 78 
IOUs, such as Illinois American. As a result, MOUs do not recover in rates 79 
non-cash expenses, such as depreciation expense, and accrued pension 80 
cost and expense for other post-retirement benefits (“OPEBs”). For IOUs, 81 
regulators require recovery of such accrued costs in the accounting period 82 
in which they are incurred, so that IOU rates reflect the full cost of service 83 
provided during the period (and costs are not deferred for recovery from 84 
future customers). For MOUs, these costs exist, but are not recovered on 85 
a current basis, i.e., they are in effect deferred for future recovery.  86 

 87 

In addition, MOUs utilize mechanisms for the funding of plant, such 88 
as certain types of connection fees, impact charges and other plant 89 
contribution mechanisms that are not available to regulated IOUs. As a 90 
result, for IOUs, the per customer level of plant cost recovered in rates is 91 
generally higher than it is for MOUs. MOU customers, however, do not 92 
avoid payment of these costs. For MOU customers, the portion of plant-93 
related cost recovered through up-front payments for connection fees or 94 
for the purchase of property (from developers who have paid infrastructure 95 
contributions or impact charges) exceeds that experienced by IOU 96 
customers. As compared to MOU customers, IOU customers pay a 97 
relatively higher proportion of plant-related cost in rates under the plant 98 
contribution practices required by regulators. 99 

 100 

Q9. What was the Commission’s conclusion in Docket 07-0507 related to the 101 

Report prepared by Stifel and Deloitte & Touche? 102 

A. The Commission found that the record in Docket 07-0507 (Order at 45), including 103 

the Report, “demonstrates that there are significant differences between IAWC’s 104 
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cost structure and those of MOUs which supports the conclusion that 105 

comparisons of IAWC’s rates to those of MOUs are not practical for ratemaking 106 

purposes.” The Commission found that the Report outlines numerous differences 107 

between MOUs and IOUs, such as IAWC, and that the results of the Report do 108 

not support a conclusion that IAWC’s rates and costs in the Chicago-Metro 109 

Division are unreasonable.  Also, as Staff pointed out in that case (see Docket 110 

07-0507 Order at 43), the Commission establishes water and sewer rates based 111 

upon the cost of service, not upon a comparison of adjacent or regional utility 112 

rates. 113 

Q10. Do the Report’s conclusions, as affirmed by the Commission, remain valid 114 

today? 115 

A. Yes.  As I discuss below, there are numerous differences between the cost 116 

structures of MOUs and IOUs.  Thus, it continues to be the case that a 117 

comparison of IAWC's rates to those of MOUs does not support a conclusion that 118 

IAWC’s rates are unreasonable. 119 

IV. DIFFERENCES IN MOU AND IOU COST STRUCTURES 120 

Q11. Please provide a summary of some of the accounting, reporting, financing, 121 

operating, regulatory and rate setting differences that exist between MOUs 122 

and IOUs that may affect the level of utility costs and rates. 123 

A. As discussed in the Report, authority over regulation of rates and rate design of 124 

water and sewer utilities differs depending on whether the utility is an IOU or an 125 

MOU.  Generally, the rates of IOUs are regulated by the state public utility 126 

commissions (“PUC”), while the rates for most MOUs are established by their 127 
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owners (i.e., self-regulated by municipal boards, councils, commissions, water 128 

districts, etc.).  State PUCs have long relied on the cost of service (“COS”) 129 

standard, also referred to as the revenue requirements method, for establishing 130 

just and reasonable utility rates.  Not only does the approach to setting rates vary 131 

by type of utility ownership, but the degree or extent of regulation including cost 132 

recovery, varies greatly depending on whether the utility is an IOU or an MOU.  133 

As self regulating governmental bodies, MOUs have absolute flexibility in 134 

establishing rates and it is not uncommon for them to delay or defer rate 135 

increases.  For example, the Management’s Discussion and Analysis (“MD&A”) 136 

section of the Des Plaines 2008 Comprehensive Annual Financial Report 137 

(“CAFR”) states the following:  “Increase/Decrease in City-Approved Rates – 138 

while certain tax rates are set by statute, the City Council has significant authority 139 

to impose and periodically increase/decrease rates (property taxes, water, sewer, 140 

impact fees, building fees, home rule sales tax, prepared food tax, etc.).” 141 

  Significant differences exist between the utility or COS and the “cash 142 

needs” methods of accounting/ratesetting for utility operations.  Most MOUs 143 

prepare their budgets, complete long range capital planning, and set their rates 144 

on the basis of cash needs, even though their CAFRs are prepared on an accrual 145 

or modified accrual basis.  The cash needs basis considers, in setting rates, only 146 

cash expenditures of the utility and does not include a rate recovery for non-cash, 147 

accrued items, such as depreciation expense.  Under the cash needs approach, 148 

depreciation expense, a non-cash item, is not included as any operating expense.  149 

IOUs, such as IAWC however, recover depreciation cost in rates in the 150 
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accounting period when the cost is accrued.  When the cost is recovered as 151 

accrued (as it is by IOUs), the customers who benefit from use of the plant pay 152 

rates that reflect the applicable depreciation cost.  The cost is not deferred for 153 

future rate recovery as it may be for MOUs. 154 

  IOUs also recover in rates accrued amounts related to the cost of 155 

providing pension or other post-retirement employee benefits (“OPEBs”) for 156 

employees who provide service during a particular accounting period.  As in the 157 

case of depreciation expense, assignment of accrued pension and OPEB costs 158 

to the accounting period in which employees work to provide service is deemed 159 

appropriate as a matter of regulatory policy.  Under this approach, the rates of 160 

the IOU reflect the full cost of the service provided.  MOUs, on the other hand, 161 

recover in rates only cash outlays (i.e., pay-as-you-go) for pension or OPEB 162 

costs, which may or may not reflect the full applicable cost.  For example, the 163 

May 28, 2009 letter transmitting the 2008 City of Des Plaines CAFR to the Mayor, 164 

City Council, and Citizens of the City of Des Plaines as signed by Mr. Jason 165 

Bajor, states on page IV that “The City also provides post-retirement health and 166 

dental care benefits for certain retirees and their dependents and finances these 167 

benefits on a pay-as-you-go basis.”   168 

  Note 12 to the Village of Mount Prospect’s 2008 CAFR under Other 169 

Postretirement Benefits states that the Village is not required to, and currently 170 

does not fund in advance, the cost of benefits that will become due and payable 171 

in the future and that active employees do not contribute to the Plan until 172 

retirement.  This indicates that Mount Prospect, like Des Plaines, follows a pay-173 
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as-you-go methodology, so that the cost of providing service to current 174 

customers is on a cash basis rather than the full accrual basis as used for 175 

establishing rates of IOUs such as IAWC.  Reporting OPEB costs on an accrual 176 

basis rather than the current cash basis would most likely require operating 177 

revenue increases for the Des Plaines and Mount Prospect utility systems.  While 178 

the accrual basis of cost recovery for such costs as depreciation, pensions and 179 

OPEBs may result in higher current rates than the cash basis used by MOUs, 180 

accrual accounting results in a better matching of the costs incurred in providing 181 

services to utility customers with the revenues required to recover such costs in 182 

rates.  Differences in the timing of such cost recognition and recovery have a 183 

direct and immediate impact on current rate levels. 184 

Q12. Please provide a brief discussion of some of the shared resources 185 

subsidization issues that may result from municipal ownership. 186 

A. MOUs operate their water and sewer systems on a cash needs basis, but 187 

because MOU costs are accounted for in an Enterprise Fund, the MOUs allocate 188 

certain costs, including operation and maintenance (“O&M”) and administration 189 

costs, through inter-departmental charges to the General Fund.  Unless 190 

municipalities prepare and regularly update indirect cost allocation studies or 191 

plans for allocating shared costs for personnel, equipment (e.g., vehicles, 192 

computer hardware and software systems) and facilities (e.g., municipal office 193 

buildings and parking lots and or garages) incurred by the General Fund to the 194 

Enterprise Fund, costs incurred by the water and sewer systems may be 195 

understated.  As stated in the Report, understatement of shared resource 196 
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utilization and costs by as much as 20% may result in lower MOU rates that do 197 

not reflect the true, or fully allocated, cost of providing the municipal utility 198 

services, thus providing a cross subsidy to the municipal utility customers. 199 

Q13. Do IOUs, such as IAWC, typically pay taxes that MOUs, such as Des 200 

Plaines and Mount Prospect, do not pay and which results in different cost 201 

structures and rates between IOUs and MOUs? 202 

A. Yes.  As discussed in the Report, IOUs are responsible for paying taxes to local, 203 

state, and federal authorities.  These taxes may include property and franchise 204 

taxes paid to local authorities; gross receipts, income, capital stock, and 205 

franchise taxes paid to state authorities; and income taxes and payroll taxes paid 206 

to the federal government.  MOUs are not normally subject to taxation by local, 207 

state, or federal governments.  In some cases, however, a municipal utility may 208 

make payments in lieu of taxes or transfers to the general fund of the municipality 209 

that owns the utility.  Such payments may be calculated as though the utility is 210 

privately owned and subject to property or franchise taxes, or may be established 211 

at some lesser amount.  Since IOUs pay taxes that MOUs do not, there are 212 

administrative costs that the IOUs incur that the MOUs do not.  For example, 213 

IOUs, such as IAWC, pay property taxes based on the assessed value of utility 214 

property located within the jurisdiction of the taxing authority.  Therefore, for 215 

IOUs, detailed property records establishing the book value of utility plant 216 

investment must be maintained for multiple municipalities, since each taxing 217 

body has its own individual tax rates.  MOUs have no such requirements and 218 
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therefore do not incur the same level of administrative costs that must be 219 

recovered through IOU rates.    220 

Q14. Do MOUs surcharge customers for similar services? 221 

A. Yes.  MOUs often include a surcharge for water sold to customers outside the 222 

geographic limits of the municipality.  Imposition of non-resident surcharges is a 223 

common practice of MOUs.  For example, information posted on the City of Des 224 

Plaines’ website under “Utility Billing” states:  “The water rate currently is $3.228 225 

per hundred cubic feet and a minimum charge of $16.14 for 500 cubic feet or 226 

less for usage inside city limits.  For outside city limits the new rate is $6.456 per 227 

hundred cubic feet and a minimum charge of $32.28 for 500 cubic feet or less.”  228 

IAWC, unlike Des Plaines which charges customers outside the city 100% more 229 

for the same service, serves all of its customers, including Chicago-Metro District 230 

customers, without the imposition of surcharges based on residency status. 231 

Q15. Please discuss some of the financing differences that result due to 232 

municipal ownership that affect MOU cost structures and rates differently 233 

than IOU cost structures and rates. 234 

A. As stated in the Report, MOUs utilize sources of funding for capital projects that 235 

are not available to the same extent for IOUs, such as IAWC, under applicable 236 

regulatory requirements.  Municipalities, for example, issue tax-exempt general 237 

obligation (“GO”) bonds, the proceeds of which are used to fund capital 238 

improvements.  Municipalities such as Des Plaines and Mount Prospect are 239 

home rule entities that can issue water utility debt utilizing the municipality’s full 240 

faith and credit obligation (i.e., general tax revenue base) without regard to the 241 
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repayment source.  For example, the Notes to Financial Statements of the City of 242 

Des Plaines 2008 CAFR states the following:  “All general obligation notes and 243 

bonds payable are backed by the full faith and credit of the City.  Notes and 244 

bonds in the governmental funds will be retired by future property tax levies or 245 

tax increments accumulated by the debt service fund.  Business-type activities 246 

debt is payable by revenues from user fees of those funds or, if the revenues are 247 

not sufficient, by future tax levies.”  As a result, GO bond debt carries a lower 248 

interest rate (and fewer covenant restrictions) as compared to revenue bond debt 249 

which would rely for payment solely on the MOU water revenue.  Thus, MOUs’ 250 

cost of debt is subsidized by the municipalities’ use of GO bonds supported by 251 

the general tax revenues of the municipality. 252 

Q16. Please discuss some of the plant funding differences that result due to 253 

municipal ownership that affect MOU cost structures and rates differently 254 

than IOU cost structures and rates? 255 

A. As discussed in the Report, utilities are very capital-intensive and require huge 256 

investments in plant and other infrastructure to provide utility services.  Utility 257 

assets typically have long service lives and require capital funding over long 258 

periods of time.  Once plant is placed in service, the fixed costs associated with 259 

funding and recovery of such investment are embedded in rates for many years 260 

and the utility has little control over a major portion of its revenue requirements 261 

and resulting service rates. 262 

  In some cases developers are required to share in the cost of providing 263 

infrastructure or to make up-front payments for plant investment.  State PUCs 264 
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have adopted rules concerning advances for construction or contributions in aid 265 

of construction (“CIAC”) for the extension of services and other infrastructure by 266 

regulated IOUs.  Up-front payments may be recorded as either CIAC or 267 

advances for construction, depending on the PUC’s policies, practices and 268 

accounting instructions.  The tax implications, if any, of developer contributions 269 

must be addressed by IOUs.  The authority to review these issues rests with the 270 

PUC having regulatory jurisdiction over the IOU. 271 

  Most MOUs are self-regulated and typically require the developer to 272 

construct all facilities to specification and contribute those facilities to the utility.  273 

MOUs typically have a larger portion of their plant investment contributed by 274 

developers than do IOUs.  In addition to developer contributions, MOUs also 275 

benefit from charging connection fees, sharing facilities and resources with other 276 

municipal departments, and from receiving grants.  MOUs, therefore, have to 277 

raise less capital to fund plant investment than do regulated IOUs, which results 278 

in lower debt service requirements and lower revenue requirements. 279 

  IOUs, however, have to finance a larger portion of their plant investment 280 

resulting in additional revenue requirements due to higher levels of depreciation 281 

expense and the additional return requirement, both debt and equity, resulting 282 

from a larger capital structure required to finance non-contributed plant.  The 283 

additional equity return would also result in a higher income tax expense 284 

component required to be included in the IOU’s rates. 285 

  At first glance it would appear that MOU customers may have a distinct 286 

advantage due to the MOU’s lower revenue requirements resulting from the 287 



IAWC Exhibit 10.00R 

 -13-  
 

larger amount of contributed plant the MOU does not have to fund with long-term 288 

debt.  Upon further analysis, however, this may not be the case when 289 

consideration is given to how the developer typically recovers the cost of plant 290 

contributed to the MOU.  Typically, a developer includes the contributions to the 291 

MOU in the price of a lot or a home and the purchaser of the lot or home ends up 292 

financing the plant contributed by the developer to the MOU as part of their 293 

mortgage.  The capitalized cost of the contributed property, although reflected on 294 

the MOU’s balance sheet as plant in service, may actually be funded by the 295 

homeowner through principal and interest payments over the life of the 296 

mortgage.  Also, since the price of the lot or home is marked up to recover the 297 

developer’s contribution to the MOU, the lot or home typically would have a 298 

higher property tax valuation, resulting in higher annual property taxes for the 299 

homeowner.  For all practical purposes the debt service requirements, both 300 

principal and interest payments, associated with much of the plant serving MOU 301 

utility customers is shifted from the MOU to the customer.  The MOU customer is 302 

also likely to be paying more in property taxes than would be the case if the cost 303 

of the contributed plant was not included in the purchase price of the lot or home. 304 

Q17. You mentioned that MOUs typically have a higher proportion of contributed 305 

plant than IOUs.  Do MOUs also benefit from other plant funding 306 

mechanisms and practices that are not available to IOUs such as IAWC? 307 

A. Yes.  As discussed in the Report, connection fees or impact charges assessed 308 

by the MOUs are another source of funds available to finance capital 309 

improvements and expansions to the MOU system.  MOUs utilize plant 310 
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contribution mechanisms for funding of plant, and typically establish water 311 

connection and tap fees to generate additional revenues for capital improvement 312 

projects, or use grants and/or state low interest loan programs to expand their 313 

systems and facilities.  For example, the Statement Of Revenues, Expenses, 314 

And Changes In Net Assets for the Water/Sewer Enterprise Funds in the City of 315 

Des Plaines 2008 CAFR reflects an intergovernmental amount of $153,853 316 

related to Operating Grants and Contributions.  These funds are classified as 317 

water/sewer operating revenues and presented as offsetting (subsidizing) 318 

operating expenses including capital outlays.   319 

  In certain cases, connection fee revenues are also used by the MOUs to 320 

cover ongoing operating costs, thus creating a need for future customers to fund 321 

capital projects.  Under applicable regulations, IOUs, including IAWC, also fund a 322 

portion of their plant investment with contributions.  The Report demonstrates 323 

that the per customer level of plant cost reflected in rates for the MOUs is 324 

substantially below the level of plant cost which IAWC is required to support in 325 

rates under the applicable regulations and regulatory policies. 326 

   For these reasons and other reasons outlined in the Report, as compared 327 

to IAWC customers, customers of the MOUs pay a relatively higher proportion of 328 

the utility infrastructure cost through connection fees and other up-front 329 

payments.  For IAWC customers, a greater proportion of infrastructure costs are 330 

recovered in water rates.  Without these alternative sources of capital funding 331 

MOU rates would be higher. 332 
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Q18. Are there tax subsidies in addition to the tax subsidies related to municipal 333 

bond and other tax-exempt funding for MOUs? 334 

A. Yes.  For example, as stated in the Report, Downers Grove and Woodridge buy 335 

wholesale water from only one entity, the DuPage Water Commission (“DWC”).  336 

According to DWC’s 2006 CAFR, other MOUs, including the Villages of Glen 337 

Ellyn and Lombard (who are parties to this proceeding), also purchase water 338 

from the DWC.  The DWC has the lowest wholesale cost of water of all regional 339 

providers in the Chicago Metro Area utilizing Lake Michigan Water, due to the 340 

period of its construction (late 1980’s) and its significant sales tax subsidy.  The 341 

DWC is a multi-member water commission which receives its revenue from three 342 

significant sources: revenues from water purchases, a district or commission 343 

wide sales tax of .25% imposed throughout DuPage County, and tax-exempt 344 

bond financing for the improvement and upgrade of its infrastructure.  The sales 345 

tax subsidy of DWC water purchase costs is significant in connection with the 346 

charges for water service for MOUs which purchase water from this source and 347 

allows the MOUs to sell water to their customers at a much lower rate due to 348 

these tax subsidies.  For example, as stated in the Report, without the benefit of 349 

the DWC sales tax subsidy, the fiscal year 2006 operating revenues for the 350 

Downers Grove MOU would be approximately $2.560M or 29% higher, and the 351 

fiscal year 2006 operating revenues for the Woodridge MOU would be 352 

approximately $1.377M or 28% higher.  The sales taxes supporting DWC are a 353 

cost component that is not reflected in the water bills of the residents subjected 354 

to that tax. 355 
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Q19.   You mentioned the fact that the sales tax subsidy of DWC water purchase 356 

costs allows certain MOUs to sell water to their customers at a much lower 357 

rate due to these tax subsidies.  Do the MOU customers of Des Plaines and 358 

Mount Prospect benefit from subsidies related to the purchase of Lake 359 

Michigan water? 360 

A. Apparently so.  The MD&A section of Mount Prospects’ 2008 CAFR shows that 361 

Mount Prospect acquires water through the Northwest Suburban Municipal Joint 362 

Action Water Agency (“JAWA”).  In 2008, the Village incurred $3.3 million in 363 

water fund expenses for the acquisition of water through JAWA.   As stated in the 364 

notes to the Mount Prospect financial statements, the Village is a member of 365 

JAWA which consists of seven municipalities.  JAWA is governed by its members 366 

and can issue debt.  JAWA also may derive income from grants which provides 367 

an additional subsidy.  JAWA has entered into water supply agreements with the 368 

seven member municipalities for a term of 40 years, extending to 2022, and the 369 

City of Chicago has agreed to sell quantities of Lake Michigan water sufficient to 370 

meet the projected water needs of the members through 2020. 371 

  The Mount Prospect Water and Sewer Fund also received “special service 372 

area taxes” in the amount of $1.5 million during 2008.  This amount is unchanged 373 

from the prior year.  According to the MD&A in the Mount Prospect CAFR, these 374 

taxes support the delivery of Lake Michigan water to Village residents that are 375 

connected to the Village’s water system.  A review of the 2008 Statement of 376 

Cash Flows for the Water and Sewer Fund shows that receipts from customers 377 

totaled $8,739,802 and receipts from property taxes totaled $1,586,448 during 378 
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2008.  These receipts represent a significant tax subsidy.  Without this tax 379 

subsidy, the Village would have to increase water and sewer rates by 380 

approximately 18%. 381 

  The City of Des Plaines is a wholesale purchase water customer of the 382 

City of Chicago and it collects the amount it pays Chicago for treated Lake 383 

Michigan water through a separate component of its water rate.  Sewage 384 

treatment is provided to the City of Des Plaines and Village of Mount Prospect by 385 

the Metropolitan Water Reclamation District.  Des Plaines and Mount Prospect 386 

water and sewer customers benefit from the purchase of water and sewage 387 

treatment subsidies of these other governmental bodies. 388 

Q20. Ms. Niemiec’s testimony includes a sample of the sewer collection and 389 

treatment rates for communities near Homer Glen which she compares to 390 

IAWC’s sewer rates.  Would you please comment? 391 

A. Ms. Niemiec does not provide information as to the effective dates of the sample 392 

of the sewer collection and treatment rates for the communities listed in her 393 

testimony.  This is important, as the rates for these communities may require 394 

significant increases in the near future.  For example, the City of Joliet (one of the 395 

MOUs included in Ms. Niemiec’s rate comparison), in its Department of Public 396 

Utilities 2009 Business Plan for its 2009 Water and Sewer operations, states that: 397 

operations costs are increasing; capital investments are required for EPA 398 

mandates and aging infrastructure; current rates are lowest in the area but the 399 

gaming revenue subsidy and tap-on fee revenues have dropped; proposed rate 400 

changes comparable to the region need to cover operations and capital 401 
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requirements, and fee schedules need to reflect cost of service.   According to 402 

the 2009 Business Plan, the Joliet City Manager recommendation is to: eliminate 403 

daily rebates and sewer separation rebates effective October 1, 2009; increase 404 

water and sewer rates by 35% also on October 1, 2009: increase fees and 405 

penalties to cover costs; and implement 5% annual water and sewer rate 406 

increases on October 1, 2010 and October 1, 2011.  As one can plainly see, any 407 

rate comparison of the MOU’s current rates to the rates requested by IAWC in 408 

this proceeding are meaningless. 409 

Q21. You mentioned the likelihood that MOUs will be required to increase rates 410 

in the near future.  Have Mount Prospect and Des Plaines raised utility 411 

rates and tax rates recently? 412 

A. Yes.  Per its website information, Mount Prospect raised water and sewer rates 413 

effective January 1, 2009 and raised its Home Rule Sales Tax Rate from .75% in 414 

2007 to 1.75% (a 133% increase) in 2008, as stated in its most recent CAFR.   415 

Mayor Wilks states in her testimony on behalf of the Village of Mount Prospect, in 416 

referring to IAWC’s proposed rate increase, that if any increase is considered 417 

and ultimately supported by the Commission’s staff, it should be significantly 418 

smaller to comparably reflect the Village’s existing rate structure and 419 

implemented incrementally to lessen the impact on the Village’s residents and 420 

businesses that are located in IAWC’s service area.  It is interesting to note that 421 

at the same time as Mount Prospect is recommending that the Commission 422 

reject IAWC’s proposed rate increase, as it would impose an economic burden 423 

upon a large segment of its residents and businesses, the Village has no 424 
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problem raising its utility rates and tax rates on the same residents and 425 

businesses. 426 

  Des Plaines, per its website posted 2010 Draft Budget Summary, is 427 

projecting that the Chicago purchased water pass-through rate will increase 14% 428 

over the 2009 rate.  Also, the new sanitary service charge of $.70 per hundred 429 

cubic feet of water usage went into effect on January 1, 2008. 430 

Q22. The City of Joliet Department of Public Utilities 2009 Business Plan shows 431 

that the Department’s water and sewer rates are subsidized by gaming 432 

revenues.  May other municipalities soon receive gaming revenues which 433 

may be used to subsidize their MOU water and sewer rates? 434 

A. Yes.  For example, the letter transmitting the 2008 City of Des Plaines CAFR, 435 

which I mentioned previously in my testimony, states that on December 23, 2008, 436 

Des Plaines was awarded the tenth Illinois gaming license from the State 437 

Gaming Board.  The transmittal letter further states that in addition to providing 438 

significant property, hotel/motel and food/beverage taxes to the City, the casino 439 

is expected to contribute an estimated $10 million a year in gaming tax proceeds 440 

to the City. 441 

Q23. Did any of the Municipal Witnesses provide any analysis in their testimony 442 

as to the comparability of the MOU systems, facilities, service areas or 443 

operating practices to those of IAWC? 444 

A. No.  An analysis of the system characteristics was not provided.  For example, to 445 

the extent that MOUs have employees who do not organize in labor unions, their 446 

costs may be lower.  However, this is not a matter that is within the control of 447 
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IAWC.  Also, the municipalities may provide different employee benefits than 448 

IAWC, another cost structure difference. 449 

Q24. Did any of the Municipal Witnesses provide any analysis in their testimony 450 

as to the comparability of the applicable regulatory and service standards 451 

to those of IAWC? 452 

A. No.  An analysis of regulatory and service standards such as the following was 453 

not provided:  number of customer offices and office hours; call center approach, 454 

including hours of operation time required to answer calls, foreign language 455 

capability etc.; nature of MOU computer hardware and software for all O&M 456 

functions; level water service pressure and flow maintained; main and hydrant 457 

inspection and maintenance practices (frequency, scope etc.); valve inspection 458 

and maintenance practices; customer bill and meter reading frequency (e.g. 459 

monthly, bi-monthly or quarterly); procedure for handling customer complaints; 460 

policy for service maintenance, new service and termination of service call outs 461 

(after hours service, etc.); and the extent of emergency notification capability. 462 

  For example, information posted on the City of Des Plaines’ website under 463 

“Utility Billing” states that the Utility Billing Division of the Finance and 464 

Administration Services Department is responsible for the billing of water, storm 465 

sewer and sanitary pick up.  Water meters are read every two months and are 466 

billed in two-month increments.  Some industrial and commercial meters are read 467 

on a monthly basis due to large usage, and are billed every month.  In 468 

comparison, IAWC reads meters and bills on a monthly basis in all districts 469 
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except Champaign and Lincoln (but IAWC is proposing to move Champaign and 470 

Lincoln to monthly billing in this case).   471 

Q25. Has IAWC requested further information from the Municipal Witnesses? 472 

A. Yes.  IAWC has requested additional information from the Municipal Witnesses 473 

regarding their comparisons of IAWC’s rates, and has requested that two 474 

municipalities, Des Plaines and Mount Prospect, provide information regarding 475 

their municipal utility rates, financing and operations.  IAWC has not received 476 

responses from the Municipal Witnesses or Des Plaines in time for me to review 477 

and incorporate into my testimony.  Mount Prospect has objected to IAWC’s 478 

request for information regarding their municipal utility rates, financing and 479 

operations, stating that IAWC seeks “information that is not relevant to the 480 

subject matter of this proceeding, because the information sought does not bear 481 

on, affect or relate to the propriety of IAWC's proposed general increase in water 482 

and sewer rates.”  I therefore reserve the opportunity to comment further once I 483 

receive the requested information.  484 

V. SUMMARY OF REBUTTAL TESTIMONY 485 

Q26. Mr. Uffelman, please summarize your testimony. 486 

A. There are many differences between IAWC’s cost structure and the cost 487 

structures of municipal utilities in general, including the cost structures of some of 488 

the municipal utilities referenced in the direct testimony of the Municipal 489 

Witnesses.   In IAWC’s rate case in Docket No. 07-0507, IAWC submitted the 490 

Report prepared by Stifel and Deloitte & Touche that I refer to in my testimony, 491 

which quantified, to the extent possible, some of the differences in MOU and IOU 492 
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costs and rates.  For the reasons stated in the Report and in my testimony in 493 

Docket 07-0507, a comparison of IAWC's rates to those of MOUs does not 494 

support a conclusion that IAWC’s rates are unreasonable.  Also, as Staff points 495 

out in IAWC’s last rate case, the Commission establishes water and sewer rates 496 

based upon the cost of service, not upon a comparison of adjacent or regional 497 

utility rates.  I understand the concerns raised by the Municipal Witnesses in this 498 

proceeding but note, however, that none of these witnesses provided any 499 

analysis evaluating the specific costs incurred by IAWC in providing water and or 500 

sewer service.  Therefore, it is my conclusion, as it was the Commission’s in 501 

Docket 07-0507, that comparisons of IAWC’s rates to those of MOUs are not 502 

practical for ratemaking purposes.  The testimony of the Municipal Witnesses 503 

regarding rate comparison should be disregarded. 504 

Q27. Does this conclude your rebuttal testimony? 505 

A. Yes, it does. 506 

 507 
 508 
 509 
 510 
 511 
 512 
 513 
CHI-1725816 514 


