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Introduction 1 

 2 

Q. Please state your name and business address. 3 

A. My name is Peter Lazare.  My business address is 527 East Capitol Avenue, 4 

Springfield, Illinois  62701. 5 

 6 

Q. Are you the same Peter Lazare who provided direct testimony in this case? 7 

A. Yes. 8 

 9 

Q. What is the purpose of your rebuttal testimony in this case? 10 

A. I respond to rebuttal testimony presented by witnesses for Illinois American 11 

Water Company (“IAWC” or “the Company”).  The specific witnesses I respond 12 

to include Mr. McKinley, Mr. Kaiser and Mr. Herbert. 13 

 14 

Q. Please summarize the conclusions of your rebuttal testimony. 15 

A. I conclude the following: 16 

• The Company’s revisions to key operating statistics for its non-Chicago 17 

districts in its rebuttal testimony eliminates the argument for my alternative 18 

methodology for developing maximum day and maximum hour demand 19 

factors. 20 

• Nevertheless, the evidence presented by the Company in rebuttal fails to 21 

correct the fundamental flaws with its maximum day and maximum hour 22 

demand factors.  Therefore, I still conclude that the Company’s proposed 23 



Docket No. 09-0319 
ICC Staff Exhibit 13.0 

 

2 

cost of service studies should not be approved for allocating revenues among 24 

rate classes in this case.  25 

• Revenue increases or decreases should be allocated among rate classes on 26 

an equal percentage, across-the-board basis. 27 

• The rate design proposals of the Company and intervenors should continue 28 

to be addressed in this case based on their individual merits. 29 

• The Company proposal to use a minimum system approach in the 30 

development of customer charges is contrary to longstanding Commission 31 

policy and should be rejected. 32 

• The Company should be required to implement a plan to use direct 33 

measurement to determine maximum day and maximum hour demands. 34 

• IAWC should also be required to develop a cost study based on coincident, 35 

rather than noncoincident, peak demands in its next rate case. 36 

 37 

 38 

 IAWC’s Data Revisions 39 

 40 

Q. What changes has the Company made in the operating data used to 41 

develop its proposed demand factors? 42 

A. The Company has revised key operating statistics for its non-Chicago operating 43 

divisions.  Mr. McKinley states that because of my observations about operating 44 

statistics in direct testimony, the Company discovered that it had overstated the 45 

levels of average daily deliveries for the maximum month in a number of 46 
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operating districts.  In fact, the Company found it necessary to revise these 47 

average operating statistics for all districts, save Chicago Metro, Interurban and 48 

Pontiac.  (IAWC Ex. 13.01R1, p. 11.)  These revisions increased the daily 49 

variations during the maximum month for all IAWC systems other than Chicago 50 

Metro.  (IAWC Ex. 13.01R1, Table 8, p. 15). 51 

 52 

Q. How did these revisions affect the discussion of demand factor issues? 53 

A. The revised data has a fundamental impact on my alternative method of 54 

calculating demand factors.  A key assumption for my alternative demand factor 55 

approach was the finding that ”the prior indicated system pumpage for the 56 

ADMM in Pekin is not consistent with the usage patterns of the various customer 57 

classes,” a finding which Mr. McKinley considered accurate.  (IAWC Ex. 58 

13.01R1, p. 13.) 59 

 60 

 However, Mr. McKinley contends that IAWC’s revisions to the data in rebuttal 61 

undermine my argument for this alternative demand factor.  He states that “the 62 

use of the corrected data and the resulting ratios of MD/ADMM essentially 63 

eliminate Mr. Lazare’s previous concern related to the very low system 64 

MD/ADMM, as compared to the residential MD/ADMM, originally shown for Pekin 65 

and his resulting concerns about low levels of usage by nonresidential classes 66 

during the system maximum month.”  (IAWC Ex. 13.01R1, pp. 12-13.) 67 

 68 

 Mr. McKinley has revised the figures in his rebuttal testimony and now finds that 69 
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the variation for the system as a whole exceeds the variation for the residential 70 

class.  Thus, he contends that my arguments on this issue “are not warranted.” 71 

(IAWC Ex. 13.00R1, pp.11-12.) 72 

 73 

Q. What impact did the revised data have on the Company’s analysis? 74 

A. For the Company, the revisions produced “minor” changes to the customer class 75 

capacity factors for Alton, Cairo, Peoria, Streator, South Beloit, Champaign, 76 

Lincoln, Pekin, and Sterling which have been incorporated in a revised Demand 77 

Study (IAWC Exhibit 13.01R1).  Nevertheless, the Company does not consider 78 

these changes of sufficient magnitude to require changing the Company’s cost of 79 

service study.  (IAWC Ex. 13.01R1, p. 12.) 80 

 81 

Q. Do you agree with Mr. McKinley that the revised data impacts the argument 82 

for the specific demand factors you proposed in direct testimony? 83 

A. Yes, I agree.  The demand factors I proposed were designed to address the 84 

apparent discrepancies in the maximum month daily variations for residential 85 

class for the Pekin system and other systems as well on the IAWC system.  To 86 

the extent that the revisions to the data eliminate these discrepancies, the 87 

justification for the alternative demand factors I proposed in direct evaporates. 88 

 89 

I had contended that the significantly higher diversity variation calculation for 90 

residential customers than for the system as a whole meant that other customer 91 

classes would have to consume significantly less than average at a time that 92 
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residential customers consume the most.  I considered this an unrealistic 93 

assumption on the Company’s part.  Furthermore, the alternative allocation 94 

approach I developed used these specific operating statistics as the foundation 95 

for my alternative set of demand factors.  The significant revisions to the 96 

Company’s numbers made in rebuttal have fundamentally altered the 97 

relationship between the daily variations for the residential class and the system 98 

as a whole.  Consequently, my alternative demand factor approach does not 99 

comport with the new set of numbers and, therefore, I no longer recommend its 100 

use in the Company’s cost of service study. 101 

 102 

 IAWC’s Proposed Demand Factors 103 

 104 

Q. Does your decision to no longer advocate this alternative demand factor 105 

approach mean you now endorse using the Company’s proposed 106 

maximum day and maximum hour demand factors to allocate the cost of 107 

service? 108 

A. No, it does not. 109 

 110 

Q. Please explain. 111 

A. The problems caused by the demand factor methodology proposed by IAWC are 112 

not resolved by the data or arguments presented in the Company’s rebuttal 113 

testimony.  For the reasons presented in my direct testimony and discussed 114 

further in my rebuttal testimony, the deficiencies in IAWC’s approach are of 115 
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sufficient magnitude to undermine the accuracy of the Company’s cost study 116 

results. 117 

 118 

Q. How is the Company’s defense of its proposed maximum day and 119 

maximum hour demand factors organized? 120 

A. The arguments on the issue are presented by Mr. McKinley. 121 

 122 

Q. What is the first issue that Mr. McKinley addresses? 123 

A. He discusses the issue of when, in fact, IAWC presented its “detailed” plan for 124 

devising demand factors on an indirect basis.  I had argued in direct that IAWC 125 

did not present its detailed plan until its direct testimony filing in Docket No. 08-126 

0463 on January 30, 2009.  Mr. McKinley responded that a “detailed” plan was 127 

presented much earlier, first at the workshop for all parties to the issue on 128 

September 23, 2008 and then in the October 3, 2008 Joint Motion to the 129 

Commission seeking clarification about whether the Commission would object to 130 

an indirect approach for developing demand factors.  (IAWC Ex. 13.00R1, pp. 2-131 

3.)  The implication of Mr. McKinley’s argument is that the methodology 132 

presented in this case has already received some level of approval by the 133 

Commission and therefore deserves to be adopted in this case as well. 134 

 135 

Q. What specific arguments does Mr. McKinley present for this claim? 136 

A. The arguments are composed of unsupported assertions on Mr. McKinley’s part.  137 

He contends that “[a]t the workshop, IAWC presented the Methodology which 138 
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described in detail a multi-year indirect demand study (“Multi-Year Study”).”  He 139 

goes on to maintain that “[w]ith respect to the Multi-Year Study, the parties 140 

indicated that they did not object to the methodology as proposed by the 141 

Company, provided that the Commission deemed it consistent with the directives 142 

in the Docket 08-0463 Initiating Order.”   143 

 144 

 As far as the Commission is concerned, Mr. McKinley contends that “in granting 145 

the joint motion, the Commission approved a detailed plan.”  (IAWC Ex. 146 

13.00R1, p. 3.)  He goes on to discuss the specific language in the motion. 147 

According to Mr. McKinley, “[t]he references to “additional adjustments to 148 

recognize potential variations in weekly water use” in estimating maximum day 149 

demands and indicating that to “the extent possible, actual demand data will be 150 

reviewed and used” simply indicated that the Company would use all available, 151 

relevant data in preparing the Demand Study.”  (IAWC Ex. 13.00R1, p. 3.)  What 152 

this “available, relevant” data consists of was not revealed until IAWC filed its 153 

detailed plan in its January 30, 2009 direct filing for Docket No. 08-0463.  Mr. 154 

McKinley appears to think that a vague reference to unidentified “available, 155 

relevant” data constitutes a detailed plan.  Any reasonable interpretation of that 156 

language would conclude that it does not. 157 

 158 

 I would argue that to meet the standard for a “detailed” plan, the available and 159 

relevant data should be identified and the way that data is used to derive 160 

demand factors should be explained.  However, the evidence presented in my 161 

direct testimony and in Mr. McKinley’s rebuttal indicates that the plan presented 162 
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to either the parties to the workshop or the Commission in the Joint Motion fell 163 

significantly short of this standard.  So, Mr. McKinley’s claim about a detailed 164 

plan being presented in both instances should be rejected. 165 

 166 

Q. Does Mr. McKinley defend the use of peak usage data for 2,161 Chicago 167 

Metro residential accounts to develop maximum day and maximum hour 168 

demand factors on a statewide basis? 169 

A. Yes.  He reprises his argument that the methodology is reasonable because it 170 

falls within the AWWA’s zone of reasonableness.  According to Mr. McKinley, 171 

“[e]xcluding the Chicago  Metro rate area, which is primarily residential, the 172 

diversity ratios for IAWC’s rate areas range from a low 1.20 in Lincoln to a high 173 

of 1.26 in SPSPSB (IAWC Ex. 13.01 (Revised), Table 17).”  He goes on to note 174 

that “the midpoint of the range considered acceptable to AWWA is 1.25.” (IAWC 175 

Ex. 13.00R1, p.8.)  Thus, he finds the Company’s approach to be reasonable. 176 

 177 

 Mr. McKinley further contends that the data from the 2,161 Chicago Metro 178 

accounts “is the type of ’actual’ data that, in accordance with the Methodology, 179 

was to be used in the Demand Study to the extent it was available.”  (IAWC Ex. 180 

13.00R1, p.8.)  He also seeks to tie this data to the results of the Company’s 181 

2007 Interurban demand study, arguing that “[t]he 1.578 Residential MD/ADMM 182 

value determined for Chicago Metro residential customers falls between the 183 

MD/ADMM values determined for the low (R3) and medium (R2) residential 184 

customers in the Interurban service area and is very close to the weighted 185 
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coincidental average of 1.533 for the two Interurban residential subclasses.” (Id., 186 

p. 9.)   187 

 188 

Q. Do you find this argument compelling? 189 

A. No, I do not.  Let me begin with the comparison of the Chicago Metro numbers to 190 

the 2007 Interurban demand study.  First, as Mr. McKinley himself notes, the 191 

comparable Interurban figure is for only two of the three residential groups 192 

tested.  The high density (R1) customer group was not included in the 193 

calculation.  How this would impact the comparison has not been identified for 194 

the record.  Second, it should be noted that the peak hour usage for the low 195 

density (R3) customers occurred at 4:00am.  (IAWC Schedule 11.02, Docket No. 196 

07-0507, p. II-4.)  It is difficult to conceive that IAWC customers across Illinois 197 

are generally awake at 4am.  Thus, peak water demand for these customers 198 

must be driven by automatic lawn watering or some unknown use and the 199 

question arises whether this behavior reflects residential water use throughout 200 

Illinois.  So, if the high density group from the Interurban study is excluded and 201 

the low density group has peak water demand at 4am, it is difficult to understand 202 

how a comparison with the average of the medium and low density demand 203 

factors from that study supports the use of the Chicago Metro figures on a 204 

statewide basis. 205 

 206 

 It should also be noted that the 2007 study cited by Mr. McKinley calculates a 207 

maximum hour ratio for the Interurban residential class of 6.0.  (IAWC Ex. 11.01, 208 
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p. I-4, Docket No. 07-0507.)  In contrast, the Company incorporates the Chicago 209 

Metro results to calculate a maximum hour ratio for Interurban, in this case of 210 

2.45.  (IAWC Ex. 13.01R1, p.23.)  This difference further undermines Mr. 211 

McKinley’s claim that the Chicago Metro and Interurban demand data are 212 

comparable. 213 

 214 

Q. Please comment on Mr. McKinley’s discussion of diversity ratios. 215 

A. The discussion reveals his inconsistent and selective reliance on the contents of 216 

the AWWA M-1 Manual for his proposed methodology.  When the manual 217 

comports with his position, Mr. McKinley considers that sufficient reason to 218 

approve has demand factors.  However, when the results differ, Mr. McKinley 219 

reaches for reasons why the Manual results should be disregarded. 220 

 221 

Q. Can you provide an example of this latter case? 222 

A. Yes.  In my direct testimony I had cited a statement in the AWWA M-1 Manual 223 

that residential daily variation during the maximum month was lower than the 224 

variations for the commercial and industrial classes.  (Staff Ex. 6.0, p. 29.)  Mr. 225 

McKinley responds in rebuttal by asserting “the discussion in the AWWA Manual 226 

is largely related to a hypothetical example included in the Manual that does not 227 

have the benefit of actual demand data, such as that used in the Revised Study 228 

from the Chicago Metro districts.”  (IAWC Ex. 13.00R1, p.16.)  229 

 230 
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This argument is flawed in two respects.  First, there is no indication in the 231 

Manual that its discussion of maximum month demand diversity for rate classes 232 

is limited to hypothetical situations.  The specific statement is that “[f]or 233 

residential customers, there is also likely to be some daily variation in usage 234 

throughout the maximum-month, although it is typically likely to be less than the 235 

commercial and industrial class variations.” (AWWA M1 Manual, p. 298.)  There 236 

is no reference to hypothetical situations in this passage. 237 

 238 

Second, if this discussion in the Manual can be dismissed as pertaining to 239 

hypothetical systems only, then the other sections on which Mr. McKinley relies 240 

to support his proposed demand factors can likewise be disregarded on the 241 

same basis. 242 

 243 

The least tenable approach is that taken by Mr. McKinley which is to cite the 244 

AWWA M 1 Manual only when it comports with his proposed approach. 245 

 246 

Q. Does Mr. McKinley address your concern that Chicago Metro customers 247 

may have more weather sensitive usage than other customers in Illinois? 248 

A. Yes.  He disagrees with my statement.  Mr. McKinley argues that “[t]hese 249 

residential demands can be influenced by weather conditions as Mr. Lazare 250 

asserts, but they can also be influenced by general economic conditions in the 251 

service area, relative efficiency on fixtures and toilets, availability of automatic 252 

irrigation systems, yard size, type of grass, relative mixture of single family 253 
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versus multifamily units, or customer preferences and priorities for yard 254 

maintenance.”  (IAWC Ex. 13.00R1, p.10.) 255 

 256 

Q. Do you have any comment on this discussion? 257 

A. The nature of Mr. McKinley’s disagreement is unclear.  Many of the water uses 258 

he references, such as of automatic irrigation systems, yard size, type of grass 259 

and customer preferences and priorities for yard maintenance, could be 260 

considered weather sensitive usage. 261 

 262 

Q. Does Mr. McKinley respond to your argument that residential customers 263 

may have higher maximum day ratios than other classes even when their 264 

ratio of average daily use for the month to average daily use for the year is 265 

lower? 266 

A. Yes.  Mr. McKinley argues that even if commercial customers have a higher ratio 267 

of ADMM to annual average day usage than residential customers, the variation 268 

in their daily demands (and industrial demands) within the maximum month “are 269 

expected to be lower” than for residential customers “because their water usage 270 

is less influenced by weather conditions.”  Mr. McKinley goes on to argue that 271 

“[t]his conclusion is supported by the overall resulting capacity factors by class, 272 

the resulting diversity ratios, which are in the range of reasonableness, and the 273 

class capacity factors previously utilized by IAWC in its rate filings which have 274 

been accepted by the Illinois Commerce Commission in previous rate case 275 

dockets.”  (IAWC Ex. 13.00R1, p.15.) 276 
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 277 

Q. What is the weak link in Mr. McKinley’s argument? 278 

A. It is his statement that water usage for commercial and industrial customers is 279 

less influenced by weather conditions than residential customers.  The 280 

implication is that this leads to more variability for the residential class during the 281 

peak month. 282 

 283 

 This statement is not supported by the evidence.  For example, in the Interurban 284 

area, the ratio of the average day for the peak month to the average day for the 285 

year stands at 134.6% for the residential class and 164.5% for the Other Water 286 

Utilities class.  (IAWC Ex. 13.01R1, Table 7, p. 15.)  This means that a much 287 

higher proportion of the annual usage by the Other Water Utilities class occurs 288 

during the peak month than for the residential class.  However, when it comes to 289 

usage within the peak month, IAWC assumes significantly less variability for the 290 

Other Water Utilities class to the point that it calculates a lower maximum day 291 

capacity factor than for the residential class, exhibits significantly more variation 292 

on a monthly basis than by the residential class.  Nevertheless, IAWC calculates 293 

a higher ratio of the maximum day to the average day for the year for the 294 

residential class than for the Other Water Utilities class, 195% vs. 190%.  (IAWC 295 

Ex. 13.01R1, Table 11, p. 20.)  So for one time period, the residential class is 296 

demonstrated to have less variation in usage while within a shorter time period 297 

the class is assumed by IAWC to exhibit more variation in usage.  The Company 298 

has failed to present a compelling argument to support this assumption. 299 
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 300 

 Furthermore, if there is more variability in residential usage due to weather 301 

conditions, it would imply that a greater share of annual usage for the class 302 

occurs during the maximum month.  However, for some unknown reason, this 303 

greater residential variability does not manifest itself on a monthly basis, but 304 

rather only appears within the maximum month.  Until Mr. McKinley satisfactorily 305 

explains why this greater residential variability should exist only within the 306 

maximum month and nowhere else, his argument is left with a fundamental 307 

contradiction. 308 

 309 

Q. Does this argument by Mr. McKinley underscore an important deficiency in 310 

the Company’s demand factor methodology? 311 

A. Yes.  When it comes to determining the variations in usage of the different rate 312 

classes for all IAWC districts over the course of the maximum month, the 313 

Company simply relies on data from its last rate case and before.  Then it 314 

applies judgments to transform that data into ratios and then applies the same 315 

ratios to all IAWC systems.  (IAWC Ex. 13.01R1, pp. 17-18).  So, for example, 316 

the variation of the commercial class is pegged at 80% of the variation for the 317 

residential class in every one of IAWC’s districts regardless of what any other 318 

measured data says about the relative variation in usage for the two classes.  319 

 320 

Since these class variations play a key role in the development of both maximum 321 

day and maximum hour demand factors, to the extent that the judgments on 322 
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which they are based do or do not conform to actual experience will determine in 323 

large measure the accuracy of the Company’s proposed demand factors.  The 324 

problem is that these specific judgments are not tested for accuracy and it is a 325 

matter of speculation whether or not they reflect the usage characteristics of 326 

IAWC ratepayers in all six operating divisions. 327 

 328 

Q. Does Mr. McKinley respond to your discussion of the West Virginia 329 

demand study? 330 

A. Yes.  Mr. McKinley responded to the data which showed comparable maximum 331 

day and maximum hour demand ratios for the residential, commercial and 332 

industrial classes by stating that he found it “difficult to comment on the 333 

applicability of the West Virginia data” because he is “not familiar with the 334 

customers that compose the various customer classes nor the study related to 335 

determining the indicated demand factors.”  (IAWC Ex. 13.00R1, p.16.) 336 

 337 

 Nevertheless, this lack of familiarity did not prevent Mr. McKinley from finding 338 

reason why the results of the study are not applicable to the IAWC system.  He 339 

speculates that “if residential customers have small yards or do not irrigate their 340 

yards as much as residential customers in other regions, while the commercial or 341 

public customer class includes such high demand customers as golf courses or 342 

high schools and colleges with irrigated football or other playing surfaces, it is 343 

possible for such customers to exhibit higher demands than the residential 344 

customer class.”  Mr. McKinley then states that “[i]n summary, I am not fully 345 
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aware of the circumstances related to the variations in class demands for the 346 

West Virginia situation, but it is clear that the class characteristics there are quite 347 

different from those experienced in the Demand Study performed for the 348 

Company’s Illinois systems.”  (IAWC Ex. 13.00R1, pp.16-17.) 349 

 350 

Q. Do find this response problematic? 351 

A. Yes.  If Mr. McKinley lacks familiarity with the West Virginia study, then he has 352 

no basis on which to compare the class characteristics in that study with Illinois 353 

or anywhere else for that matter.  354 

 355 

 In addition, it is not clear why Mr. McKinley should remain uninformed about the 356 

West Virginia study since the study was prepared by another Company witness 357 

in the case, Mr. Paul Herbert.  (IAWC Response to PL 3.02, Attachment-R1.)  358 

Since I was able to make the connection between Mr. Herbert and the West 359 

Virginia study there is no reason why the Company and its consultants should be 360 

unable to do the same.  I assume that Mr. Herbert could either have provided 361 

testimony on the West Virginia study or brought Mr. McKinley up to speed on the 362 

results.  At a minimum, it is entirely unreasonable under these circumstances for 363 

the IAWC witness testifying on this matter to plead ignorance about the study. 364 

  365 

Q. What do you conclude from this discussion? 366 

A. The failure to provide an informed discussion of the West Virginia study calls into 367 

question whether IAWC has thoroughly and reasonably researched the direct 368 
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measurement issue and drawn reasonable conclusions about the cost, time and 369 

reasonableness of such a study.  It undermines the conclusions of IAWC 370 

witnesses McKinley and Kaiser that an indirect approach is a superior 371 

alternative. 372 

 373 

 A particular problem is that Mr. Herbert, the Company witness who actually 374 

prepared the West Virginia study, has nothing to say in his rebuttal testimony 375 

about the issue.  It would have been useful to know, for example, whether Mr. 376 

Herbert who was involved in the most recent study conducted by American 377 

Water, actually agrees with the arguments of other Company witnesses 378 

concerning direct measurement studies and whether he considers the $1.86 379 

million estimate for a demand study reasonable in light of the far smaller cost of 380 

$27,293 for the West Virginia study.  381 

 382 

 Cost of Service Study Conclusions 383 

 384 

Q. How do you assess the Company’s defense of its proposed maximum day 385 

and maximum hour demand factors? 386 

A. I find that IAWC has failed to present a credible defense of its proposed demand 387 

factors.  The flaws in these factors are sufficiently significant to call into question 388 

the results of the Company’s cost of service studies. 389 

 390 

Q. What do you therefore recommend with respect to IAWC’s cost of service 391 
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studies? 392 

A. I recommend that they not be used to allocate the revenue requirement among 393 

rate classes.  IAWC has failed to demonstrate that the proposed demand factors 394 

accurately represent the relative shares of maximum day and maximum hour 395 

demands for the rate classes on the IAWC systems.  Using these factors as the 396 

foundation for allocating the revenue requirement among rate classes would be 397 

neither fair nor equitable for IAWC ratepayers. 398 

 399 

Q. In the absence of a reasonable cost of service study, how should the 400 

revenue requirement be allocated among rate classes in this proceeding? 401 

A. The most reasonable approach under these circumstances is to allocate any 402 

revenue change among rate classes on an equal percentage, across the board 403 

basis.  That approach recognizes that no reasonable basis has been established 404 

for increasing revenues for any individual class more or less than other rate 405 

classes in each of the IAWC’s divisions.  So, the impact of any rate changes 406 

should be equalized for the various rate classes through an across-the-board, 407 

equal percent change for class revenue allocations. 408 

 409 

Q. How do you believe rates should be designed in this case? 410 

A. The rate design proposals of each party should be evaluated on its individual 411 

merits.  Those proposals are not necessarily tied to the specific outcome of the 412 

Company’s cost of service studies filed in this case but rather reflect more 413 

general approaches to reflecting costs in the design of rates.  I believe the 414 
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process could benefit from consideration of each of these proposals even with 415 

the problems I identified with the underlying cost of service studies. 416 

 417 

 IAWC’s Minimum System Methodology 418 

 419 

Q. Does IAWC witness Herbert discuss in rebuttal the Company’s use of a 420 

minimum system approach to the development of proposed customer 421 

charges in this proceeding? 422 

A. Yes.  He presents the discussion in response to references by Staff witness 423 

Boggs to Commission Orders in previous cases that allowed utilities “to recover 424 

80% of their ’fixed delivery service’ costs through the customer charge.”  Mr. 425 

Herbert goes on to characterize those fixed delivery services costs as 426 

“investment in mains that connect all customers as well as other costs that do 427 

not vary with volume of service delivered.”  (IAWC Ex. 9.00R1, p. 6.) 428 

 429 

Q. Do you find this discussion by Mr. Herbert deficient in any respect? 430 

A. Yes, Mr. Herbert appears to argue that the Commission chose to recover 80% of 431 

fixed costs in the customer charge at least in part to recognize the part of main 432 

investment that serves in part to connect customers to the system.  This is, in 433 

essence, the argument made by proponents of a minimum system approach.  434 

They contend that investments in distribution mains can somehow be divided in 435 

one component that serves solely to connect customers to the system and a 436 

second component that reflects the size of the mains necessary to serve their 437 
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demands for utility service. 438 

 439 

 The flaw in the minimum system approach is that there is no reasonable way to 440 

divide distribution mains along these lines.  There is no identifiable portion of the 441 

system that serves solely to connect customers.  The costs expended to connect 442 

customers are also spent to meet their demands and, from a cost allocation 443 

standpoint meeting those demands is the most important consideration.  Thus, 444 

the minimum system is unreasonable from a cost perspective standpoint. 445 

 446 

 It should be noted that Staff and the Commission have consistently rejected all 447 

proposals to adopt a minimum distribution for ratemaking for any utility in Illinois 448 

and this specific argument by IAWC provides no reasonable basis for the 449 

Commission to reverse this longstanding position. 450 

 451 

 Thus, the specific customer charge proposed by IAWC should be examined on 452 

the evidence presented.  However, the argument for approving its proposal 453 

regarding the minimum system approach should be rejected.  454 

 455 

 Staff’s Direct Measurement Proposal 456 

 457 

Q. Does Mr. McKinley also address your argument that the Company consider 458 

performing a direct study of ratepayer demands? 459 

A. Yes.  Mr. McKinley, along with IAWC witness Kaiser, presents arguments against 460 
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this idea.  461 

 462 

 Mr. McKinley challenges my contention that direct measurement would produce 463 

more accurate results.  He contends that “such measurements are not 464 

commonly utilized in the water industry” and “are prone to potential adverse 465 

conditions or shortcomings.”  (IAWC Ex. 13.00R1, p. 4.)  Among the 466 

shortcomings he identifies are: (1) metering equipment failures that produced 467 

incomplete data in the 2007 study; (2) the demand study can impact fire 468 

protection in affected areas; (3) the sampled period may be a “wet” year and 469 

recorded demands may not reflect peak demands; and (4) the cost of requisite 470 

meters may prevent the development of a sufficient-sized sample to be 471 

representative of an entire customer class.  (IAWC Ex. 13.00R1, p. 4.) 472 

 473 

 Mr. McKinley argues that an indirect study would avoid these problems.  He 474 

states that six years of demand data for the system as a whole and for individual 475 

rate classes could be incorporated into an indirect demand study at a small 476 

fraction of the cost for a direct study.  (IAWC Ex. 13.00R1, pp. 4-5.) 477 

 478 

Q. Does Company witness Kaiser also discuss the direct measurement issue? 479 

A. Yes.  He presents similar arguments to Mr. McKinley against the use of direct 480 

measurement to determine ratepayer demands.  One argument is that a direct 481 

measurement approach may require a number of years to estimate peak 482 

demands because lingering weather conditions may suppress usage levels for a 483 
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number of years.  And as the number of years for a direct demand study 484 

increases, the costs go up. 485 

 486 

 Mr. Kaiser also argues that a direct demand study could produce inaccurate 487 

results if the group of customers chosen for the sample is not representative of 488 

the class as a whole.  Mr. Kaiser also joins Mr. McKinley in arguing that a 489 

metering program raises operational concerns because it may be necessary to 490 

reduce some main connections to support the metering process.  Mr. Kaiser also 491 

cites the time and cost for a direct measurement program, noting that it may take 492 

18-24 months and cost an estimated $1.86 million.  Thus, he concludes that the 493 

Commission should reject my proposal to implement a direct demand study.  494 

(IAWC Ex. 3.00R1, pp. 1-3.) 495 

  496 

Q. How do you respond to these arguments? 497 

A. I will begin with Mr. McKinley’s arguments in support of an indirect methodology.  498 

I would certainly agree with him that this is the less expensive alternative.  499 

Instead of physically placing meters on a sample of customers’ premises, the 500 

indirect method relies on the manipulation of existing data to develop results.  501 

The problem lies with the accuracy of the results obtained.  As I explained in my 502 

direct testimony, there are a number of problems with IAWC’s methodology of 503 

sufficient scale to call the meaningfulness of the results into question.  So, if the 504 

study is cheaper but produces meaningless results, it is not clear how that 505 

benefits IAWC ratepayers. 506 
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 507 

 With regard to the time and expense for a direct demand study, it is difficult to 508 

reconcile the arguments by Mr. McKinley and Mr. Kaiser with the recent 509 

experience of IAWC’s parent company, American Water, in the realm of directly 510 

measuring ratepayer demands.  When asked about recent demand studies 511 

performed by other American Water affiliates, IAWC indicated that West Virginia 512 

American Water Company performed a direct study of ratepayer demands in a 513 

single year, 2008, at a total cost of $27,293.  (IAWC Response to PL 3.02.)  514 

These are vastly different figures from the 18-24 months and $1.86 million cited 515 

by IAWC for an Illinois study. 516 

 517 

Q. What do you conclude from this discussion? 518 

A. The Company has failed to make a compelling case for the use of its indirect 519 

calculation methodology.  Given the importance to all rate classes of allocating 520 

costs fairly and accurately, the Commission should adopt a direct demand 521 

calculation approach that accurately calculates ratepayer demands on the IAWC 522 

systems. 523 

 524 

Q. Is this issue of direct or indirect measurement related to your proposal that 525 

the Company be required to perform a cost study based on coincident peak 526 

demands? 527 

A. Yes.  I believe it would be necessary to measure demands directly in order to 528 

collect the necessary data for a cost study based on coincident peak demands. 529 
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 530 

Q. How does the Company respond to your proposal? 531 

A. IAWC witness Herbert argues against such an approach.  He begins by 532 

referencing the discussion in my direct testimony of the treatment plant 533 

constructed for the Champaign district.  I had contended the plant was 534 

constructed “to serve not just individual rate classes but all classes in the district 535 

on a collective basis” and I went on to say that it “must be of sufficient size to 536 

meet the collective peak demands of all rate classes.”  Therefore, I concluded 537 

that the driver of these costs “is the demand of classes at the time the system 538 

peaks,” rather than non-coincident peak demands for individual rate classes.  539 

(Staff Ex. 6.0, p. 6.) 540 

 541 

 Mr. Herbert contends this assertion is incorrect.  On the one hand, he concedes 542 

“that the plant is designed to meet the collective peak demand,” Nevertheless, 543 

Mr. Herbert then proceeds to argue that “[e]ach classification benefits from 544 

having a diverse system and therefore should share proportionately based on 545 

their non coincident demands.”  (IAWC Ex. 9.00R1, p. 4.) 546 

 547 

Q. What is the flaw in Mr. Herbert’s argument? 548 

A. The issue in a cost study is not who should share in system benefits.  Rather, it 549 

focuses on who is responsible for system costs.  As Mr. Herbert admits, the plant 550 

is designed to serve the collective peak demand of rate classes.  Thus, the size 551 

and cost of that plant is determined by that collective peak demand.  If one class 552 
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has significant demand at the time of system peak, then it is an important 553 

contributor to the cost of that plant.  If another class has the same non-coincident 554 

peak demand, but uses water mainly when other classes do not, it makes a 555 

correspondingly smaller contribution to that plant’s cost.  It defies basic cost 556 

principles to give equal weight to the peak demands of these two classes in 557 

allocating the cost of this plant.  Yet, that is the position that Mr. Herbert seeks to 558 

defend. 559 

 560 

Q. Does Mr. Herbert express any other concerns about allocating costs on a 561 

coincident peak basis? 562 

A. Yes.  He claims that such an approach “would be much more subjective than 563 

estimating non-coincident demands.”  He goes on to contend that “[f]or non 564 

coincident demands, one can study the pattern of usage for each class based on 565 

actual billing records and system delivery over the course of several months of 566 

data.  However, for coincident demands, one would have to estimate what each 567 

class’ usage was on a specific day.”  Mr. Herbert argues that “would be 568 

especially difficult if the peak day occurred on a weekend, when a portion of the 569 

non-residential demand may not have any consumption at all.”  (IAWC Ex. 570 

9.00R1, p. 4.) 571 

 572 

Q. How do you respond to Mr. Herbert? 573 

A. For one, I would note that the methodology employed by IAWC to study non-574 

coincident demands is plagued by problems of its own as my direct and rebuttal 575 
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testimonies discuss.  If, however, peak demands are developed through direct 576 

measurement, they can produce reasonable results, as the studies performed by 577 

Illinois gas and electric utilities have shown.  It is not clear why the water industry 578 

should be considered so unique that different rules must apply to the 579 

determination of peak demands and the allocation of costs.  That appears to be 580 

Mr. Herbert’s argument and it should be rejected. 581 

 582 

Q. Does this complete your prepared rebuttal testimony? 583 

A. Yes, it does. 584 
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