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Introduction 

Q. Please state your name. 

A. My name is Scott J. Rubin.  I previously filed direct testimony in this case (AG Ex. 2.0). 

Q. What is the purpose of your rebuttal testimony? 

A. I will discuss the rebuttal testimony of three Illinois-American Water Company (“IAWC” 

or “Company”) witnesses who responded to various portions of my direct testimony:  

Jeffrey Kaiser (IAWC Ex. 3.00R2), Edward Grubb (IAWC Ex. 5.00R2), and Paul 

Herbert (IAWC Ex. 9.00R2). 

Response to Mr. Kaiser 

Q. Have you reviewed the rebuttal testimony of Mr. Kaiser (IAWC Ex. 3.00R2) as it 

relates to your testimony? 

A. Yes, I have.  Mr. Kaiser addresses my testimony on pages 1-5 of Ex. 3.00R2. 

Q. Mr. Kaiser disagrees with your recommendation to audit and otherwise study the 

reasons why IAWC’s wastewater treatment costs are so much higher than those of 

neighboring municipally owned wastewater utilities.  Does his testimony change 

your opinion? 

A. No, it does not.  Mr. Kaiser has not explained why IAWC’s wastewater treatment costs 

are so much higher than those of near-by municipally owned wastewater treatment 

systems.  I see two alternatives to IAWC ownership and operation of a separate 

wastewater treatment plant:  (1) transporting the wastewater to a municipally owned 
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plant, or (2) having the municipality own and/or operate a separate plant to serve IAWC’s 

customers.  Mr. Kaiser refers generally to the first option, but does not even mention the 

second option. 

Q. Why might it lower costs to customers to have a municipality own and operate a 

separate treatment plant? 

A. There are at least two reasons why it might be cost-effective to have the plant owned and 

operated by a municipality.  First, a municipality is tax-exempt which would immediately 

lower the after-tax cost of capital to consumers.  Second, a municipality might be able to 

leverage existing personnel to operate the treatment plant.  In other words, the 

incremental cost of operating a second treatment plant might be less than IAWC’s stand-

alone cost of operating the plant. 

Q. Are you suggesting that municipal ownership will necessarily result in lower costs 

for consumers? 

A. No, I am not.  I am suggesting that there are reasons why municipal ownership might 

result in lower costs for consumers.  I am recommending an independent study to 

determine whether those cost advantages actually exist and, if so, how a change in 

ownership or other appropriate arrangement could be implemented. 

Q. Why are you recommending an independent study rather than one conducted in-

house by IAWC? 
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A. The interests of IAWC are not necessarily the same as the interests of its customers.  The 

regulatory process creates a natural bias for a utility company to prefer an option where it 

constructs and owns a facility.  That enables the utility to increase its rate base, which 

leads to an increase in profit levels.  This interest is not necessarily the same as the 

consumers’ interest in receiving safe and reliable service at the lowest reasonable price.  I 

am recommending a study that evaluates various options from the consumers’ 

perspective.  In my opinion, having such a study conducted by an independent, third 

party would be preferable – and more acceptable to the public – than having the study 

directed or conducted by IAWC or affiliated personnel. 

Response to Mr. Grubb 

Q. Have you reviewed the rebuttal testimony of Mr. Grubb (IAWC Ex. 5.00R2) as it 

relates to your testimony? 

A. Yes, I have.  Mr. Grubb addresses my testimony on pages 22-23 of Ex. 5.00R2. 

Q. Mr. Grubb agrees with your recommendation to establish fire protection charges in 

Chicago Metro that vary with the size of the customer’s meter.  Is there any dispute 

remaining between IAWC and you concerning this issue? 

A. No, there is not.  The Company has accepted my recommendation.  I agree with Mr. 

Grubb that my calculation method is reasonable but should be adjusted for the final 

revenue requirement determination for the Chicago Metro rate area. 
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Response to Mr. Herbert 

Q. Have you reviewed the rebuttal testimony of Mr. Herbert (IAWC Ex. 9.00R2) as it 

relates to your testimony? 

A. Yes, I have.  Mr. Herbert addresses my testimony on pages 1-14 of Ex. 9.00R2. 

Q. Before you address Mr. Herbert’s specific criticisms of you, is there an over-riding 

issue that recurs in this rebuttal testimony? 

A. Yes, there is.  Mr. Herbert continually confuses the appropriate way to prepare a cost of 

service study with the appropriate way to design rates.  As I explained in my direct 

testimony, there is a difference between the allocation of costs in a cost of service study 

and the methods to recover those costs through rates and other charges.  Mr. Herbert and 

I are largely in agreement on the appropriate way to perform a cost of service study.  

Where we disagree is in determining how to use the results of that study to design 

customers’ rates. 

Q. Mr. Herbert criticizes your calculation of customer charges for several reasons.  

Aside from policy differences between you, he states:  “In addition to those items 

mentioned [by Mr. Rubin], customer charges should also recover the depreciation, 

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

of administrative and general expenses, payroll taxes, and general plant.”  (IAWC 

Ex. 9.00R2, 2:33-36).  Is he correct that you excluded these costs? 

A. No, Mr. Herbert is not correct.  My initial exhibit (AG Ex. 2.02) shows line items for 

Depreciation Expense, payroll taxes (FUTA, FICA, and SUTA), Income Taxes, and 
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Income Available for Return.  To be conservative in my analysis, I did not adjust any of 

these line items from the Company’s cost of service studies.  My recommended customer 

charges, therefore, include all depreciation, payroll taxes, and return on rate base exactly 

as shown in the Company’s cost allocation studies. 

  As I discussed in my direct testimony, I excluded various administrative and 

general expenses.  But I did not exclude the recovery (through depreciation and return) of 

general plant or any other plant-related accounts. 

Q. Mr. Herbert also criticizes you for failing to consider a Commission “requirement” 

(IAWC Ex. 9.00R2, 2:40-44) and “ignor[ing] the Commission directive to include 

additional costs in the fixed charge” (id., 9:186-187).  How do you respond? 89 
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A. Mr. Herbert has over-stated the language in the Commission’s order from IAWC’s last 

rate case.  The Commission did not order an increase in the customer charge in this case 

or order the inclusion of additional fixed costs in the customer charge.  Rather, the 

Commission order states: 

Each of the rate designs should be based upon the COSS that IAWC has 
agreed to prepare for its next rate case.  In any event, IAWC should also 
consider proposing rates whereby a greater portion of its fixed costs will 
be recovered through the customer charge for each rate class. 

 Docket No. 07-0507, Order of July 30, 2008, p. 122. 

  As I understand the Commission’s order, the Commission stated that any rate 

design proposals should be based on the cost of service, and that IAWC should 

“consider” proposing rates that recover a greater percentage of fixed costs than its current 
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rates.  IAWC complied with this aspect of the Commission’s order by making its 

proposal in its filing.  But there is nothing in the order that requires other parties to 

support that proposal, particularly when the proposal does not reflect sound regulatory 

policy concerning the recovery of costs through a water customer charge. 

Q. Mr. Herbert states that the AWWA rates manual supports the recovery of various 

administrative and general expenses through the customer charge (IAWC Ex. 

9.00R2, 2-3:47-56).  Is he correct? 

A. No, Mr. Herbert is not correct.  This is one of those areas where he confuses cost of 

service study methods and rate design.  The portions of the AWWA manual referred to 

by Mr. Herbert are in the cost allocation chapter of the manual; not in the rate design 

section.  The rate design portion of the AWWA manual contains the following discussion 

of how to design customer charges: 

111 
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Service charges and customer charges.  The terms service charge and 
customer charge are often used interchangeably.  This type of fixed charge 
is the same for all customers.  It typically recovers costs such as meter 
reading, billing costs, and other costs that the utility incurs equally per 
customer or per account.  These costs are not a function of the amount of 
consumption a customer uses.  An example of a service or customer 
charge is $1.99 per bill.  This charge might be applied to all customers or 
it might be specifically designed for each customer class. 
 
 A service charge or customer charge is normally easy to calculate, 
implement, and understand.  A service charge is usually lower than other 
types of fixed charges. 
 
 Meter charge.  A meter charge is a fixed fee that increases with the 
meter size.  Often this fee is the same by meter size for all classes of 
customers.  It typically recovers the same costs as a service charge plus 
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other customer-related costs that change as a function of meter size, such 
as meter repairs and replacements. 

  AWWA Manual M1, p. 114.  Importantly, the manual does not suggest, let alone require, 

that customer charges should include all overhead costs such as officers’ salaries. 

Q. Mr. Herbert also criticizes your customer charge recommendation because costs 

such as employee pension and benefits, insurance, management fees relating to the 

call center, and general plant should be included in the customer charge (IAWC Ex. 

9.00R2, 3:59-67).  Do you agree? 

A. Yes, I agree that those particular types of costs generally should be recovered in a 

customer charge, and I included them in my analysis.  AG Exhibit 2.02 clearly shows line 

items included in the customer charge for Employee Pensions & Benefits (three line 

items), general liability insurance, workers’ compensation insurance, and management 

fees associated with the call center and billing operation (“Mgmt Fees – Customer 

Service”).  Also, as I discussed above, I did not exclude any general plant from rate base:  

the return of (depreciation) and return on that investment are fully included in my 

customer charge calculation. 

Q. Mr. Herbert states that your exclusion of certain administrative and general 

expenses from the customer charge is inappropriate because “large users would pay 

a disproportionate share of these costs” if they are recovered entirely through the 

consumption charges.  Is he correct? 
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A. No, Mr. Herbert is not correct.  He again confuses cost allocation through a cost of 

service study with the establishment of customers’ rates.  I am not proposing to change 

the way administrative and general costs are allocated in the cost of service study.  My 

proposal does not reallocate costs between residential and non-residential customers.  I 

am only proposing that the recovery of any increase in the residential revenue 

requirement should be collected primarily from increases in the consumption charges, 

because customer charges (in Zone 1) already are sufficient to recover the appropriate 

cost elements, even under the Company’s proposed revenue requirement.  That is, the 

existing residential customer charges in Zone 1 are sufficient to recover the appropriate, 

direct customer-related costs, even under IAWC’s full proposed revenue requirement.  I 

concluded in my direct testimony – and I continue to conclude – that there is no basis for 

increasing the Zone 1 customer charge.   

 This means that any increase allocated to the residential class would be recovered 

through increases in the consumption charges.  It has 

157 
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no effect whatsoever on the cost of 

service study or the allocation of any increase among the customer classes. 
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Q. Mr. Herbert states that uncollectible accounts expense should be “shared equally by 

all customers by recovering it through the customer charge” (IAWC Ex. 9.00R2, 

4:88-89).  Is he correct that recovering uncollectible accounts expense in the 

customer charge shares it equally among all customers? 

A. No, he is not correct.  I am removing uncollectible accounts expense from the customer 

charge calculation for rate design purposes; I have not revised the cost of service study to 

change the allocation of this cost among the customer classes. 
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  Moreover, Mr. Herbert’s cost of service study does not recover this cost equitably 

from all customers.  I will use Zone 1 (including Champaign) as an example.  Mr. 

Herbert’s cost of service study shows uncollectible accounts expense of $1,744,338 in 

this rate area.  He allocates $1,590,138 of this amount (91.2%) to the residential class.  

Yet the residential class only uses 39.8% of the water in this rate area (15,923,708 ccf out 

of 40,018,218 ccf, per IAWC Sch. E-5 spreadsheet, Zone 1 tab) and provides just 

176 

56.9% 

of revenues under present rates ($76,273,565 out of $134,017,545, per the same source).  

Mr. Herbert does not explain why an equitable allocation of uncollectible accounts 

expense in Zone 1 assigns 91% of the cost to a class that uses only 40% of the water and 

provides just 57% of the revenues in that rate area. 
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Q. Mr. Herbert notes that his original cost of service study transposed the entries for 

two accounts in Pekin (IAWC Ex. 9.00R2, 6:120-128, and Ex. 9.02R2).  How does his 

correction affect your calculation of the appropriate customer charge for Pekin? 

A. On AG Exhibit 6.01, I provide a revised calculation of the appropriate customer charge 

for Pekin using the same methodology I used in my direct testimony.  The changes are 

shown in red.  It can be seen that correcting the transposition results in a 5/8-inch 

customer charge for Pekin of $13.37 per month.  This is nearly identical to the 5/8-inch 

customer cost in Zone 1 ($13.47 per month as shown in AG Ex. 2.02).  I recommend, 

therefore, that the 5/8-inch customer charge in Pekin should be set equal to the Zone 1 

charge. 
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Q. In your direct testimony, you prepared Table 2 that summarized the appropriate 

customer charges in each rate area.  Have you revised that table to reflect the 

revision in Pekin data? 

A. Yes, I have.  Following is a revised Table 2 with corrected Pekin data. 

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

Rate Area Present Rate Cost of Service 
(IAWC Proposed) 

Difference 
(Cost – Rate) 

Zone 1 13.39 13.47 0.08 
Chicago Metro 9.75 12.75 3.00 
Lincoln 7.91 11.78 3.87 
Pekin 12.74 13.37 0.63 
    

Q. Mr. Herbert criticizes your proposal to retain (and implement in Chicago Metro) a 

declining block rate structure for residential customers because it is inconsistent 

with your recommendation in IAWC’s last rate case (IAWC Ex. 9.00R2, 11:232-

238).  How do you respond? 

196 

197 

198 

199 

200 

201 

202 

203 

204 

205 

206 

207 

A. I based my recommendation in this case on information that was not available to me in 

the last case.  In the last case, I assumed – incorrectly – that all larger water users in the 

residential class were single-family homes with large lots that use a significant amount of 

water for irrigation.  I based my conclusion in the last case, at least in part, on the partial 

demand study IAWC presented in that case which show large volumes of water being 

used by residential customers with automatic sprinkler systems in one area.  For that type 

of customer, an inclining block rate would send an appropriate price signal that would 

help to encourage conservation.   
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  I now realize, however, that the residential class, at least in some instances, also 

includes large multi-family buildings.  These large residential customers use more water 

than a typical residential customer because they serve a large number of people; not 

because they are irrigating large lots.  This is contrary to information the Company 

provided in discovery in its last rate case.  In the last case, Mr. Herbert sponsored the 

response to data request AG 1.6 (attached hereto as AG Exhibit 6.02) which stated IAWC 

classified master-metered multi-unit apartment buildings as commercial (if privately 

owned) or public (if government-owned).  Thus, when I prepared my testimony in the last 

case I believed that the residential class did not include master-metered multi-family 

buildings. 

  The distinction is important because an inclining block rate normally would not 

be appropriate for master-metered multi-family customers.  Master-metered multi-family 

buildings usually do not use large amounts of water for irrigation.  Rather, as I stated to 

the Company in discovery in this case (IAWC-AG 2.58), data show that apartment 

buildings tend to use less water per person than other types of residential housing units.  

See R. Bruce Billings and C. Vaughan Jones, Forecasting Urban Water Demand 

(AWWA, 1st ed. 1996), p. 15. 

Q. Mr. Herbert states that it is only in the Chicago Metro rate area that apartments 

and condominiums are classified as residential customers.  In all other rate areas, he 

states that they are classified as commercial customers (IAWC Ex. 9.00R2, 11:247-

253).  How do you respond? 
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A. First, as I discussed above, this contradicts information provided by the Company during 

its last rate case. 

  Second, if what Mr. Herbert says is accurate, I would suggest that IAWC is 

failing to comply with the provisions of its tariffs and various other legal requirements.  

There is no reason why a customer with the same essential characteristics should be 

classified as residential in one service area but as commercial or public in another service 

area.  This is particularly important where, as here, the utility is proposing to charge 

different rates depending on the customer’s classification. 

  Third, my review of IAWC’s billing data leads me to question the accuracy of the 

information IAWC gave to Mr. Herbert.  It appears to me that there are dozens of 

customers in the service areas outside of Chicago Metro that are likely to be master-

metered multi-family customers who are classified as residential. 

Q. How did you determine from IAWC’s billing data that there are customers who 

look like master-metered multi-family residential customers? 

A. As the Company recognizes in its cost of service studies, a 2-inch meter provides 

equivalent water flow to approximately 8 typical residential (5/8-inch) meters.  A 4-inch 

meter provides equivalent flow to approximately 25 typical residential meters.  I consider 

it highly unlikely that a single-family residential home would have a meter that is 2 

inches or larger in size.   

  It also is highly unusual for a typical residential customer to use more than 20 ccf 

in one month.  The typical residential customer uses 6 or 7 ccf per month (for example, in 
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the Interurban area – IAWC’s largest – I calculate from IAWC’s billing analysis that the 

average bill to a 5/8-inch residential customer is for 5.9 ccf).  Indeed, in the Interurban 

area, IAWC’s billing data show that only 0.03% of all residential 5/8-inch bills were for 

more than 20 ccf.  I consider it highly unlikely, therefore, that a single-family residential 

building – or even a two-family building – would consistently use more than 20 ccf per 

month. 

  In response to AG 2.8, IAWC provided bill frequency analyses for each service 

area, separated by customer class and meter size.  I reviewed these data to determine the 

number of bills issued to customers with meters 2 inches or larger, as well as the amount 

of water used by those customers.  The results of my analysis are shown on AG Exhibit 

6.03.  My analysis of the Company’s data shows that more than 1,500 bills (representing 

more than 130 customers) were issued to residential customers with 2-inch meters outside 

of the Chicago Metro area.  On average, these customers used 115 ccf per month – well 

over 10 times the amount used by a typical residential customer.  Indeed, in some areas 

(such as Alton, Champaign, Pontiac, and Sterling) the average usage is at least 20 times 

the level used by a typical single-family residence.  The usage in several service areas 

appears to be of the same order of magnitude as the water usage of 2-inch residential 

customers in Chicago Metro, where the Company acknowledges it classifies master-

meter multi-family customers as residential. 

  The Company’s billing data also show two or three customers outside of Chicago 

Metro with 4-inch meters who are classified as residential.  These customers use an 

average of more than 1,500 ccf per month.  Once again, this is the same order of 
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magnitude as the water consumption of 4-inch residential customers in Chicago Metro 

that IAWC acknowledges are master-metered multi-family customers. 

Q. What do you conclude from your analysis of IAWC’s billing data? 

A. I conclude that it is very likely that there are master-metered multi-family customers who 

are classified as residential outside of the Chicago Metro area.  I continue to believe, as I 

stated in my direct testimony, that it is unreasonable to change the rates paid by these 

customers to a single-block rate from the current declining block rate. 

  In addition, I am very concerned that IAWC apparently has classified master-

metered multi-family customers in different ways in different services areas (and perhaps 

even within the same service area).  I recommend that the Commission order IAWC to 

conduct an audit to classify all such customers in the same way in all service areas.  I also 

recommend that the Commission order IAWC to establish a separate customer class for 

master-metered multi-family residential customers (I would suggest defining multi-

family as three or more housing units).1  That class should pay residential rates for the 

present time.  In IAWC’s next rate case, IAWC should be required to separate the multi-

family class in its cost of service study, and the parties and Commission can consider an 

appropriate rate design for that class (and for the remaining residential class that excludes 

multi-family accounts). 

 
1 I note that Commonwealth Edison Company defines multi-family electricity service as three or more customers 
connected to the same service line.  Commonwealth Edison Co. Tariff Ill. C.C. No. 10, original sheet no. 135. 
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Q. In summary, does your review of the Company’s rebuttal testimony change any of 

the conclusions and recommendations in your direct testimony? 

A. No. 

Q. Does this conclude your rebuttal testimony? 

A. Yes, it does. 
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