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                                                    DIRECT TESTIMONY (REVISED)         EXHIBIT NO. 2.00 (Rev.)
    OF 

     CHERYL NORTON 
 

 

I. WITNESS IDENTIFICATION AND BACKGROUND 1 

Q1. Please state your name and business address. 2 

A. Cheryl Norton, Illinois-American Water Company ("IAWC” or "Company"),  300 3 

N. Waterworks Drive, Belleville, IL  62223. 4 

Q2. By whom are you employed and in what capacity? 5 

A. I am employed by IAWC as Vice President of Operations.  6 

Q3. Please summarize your education and employment history. 7 

A. I earned a Bachelor of Science degree, with a major in Biology, and a Masters 8 

degree in Environmental Studies from Southern Illinois University at Edwardsville 9 

in 1987 and 1994, respectively.  I was employed by American Water Works 10 

Service Company as a Research Analyst beginning November, 1988.  I 11 

continued to work in the Research Department through May, 2000, holding 12 

Senior Research Analyst and Environmental Scientist positions.  I was promoted 13 

to Laboratory Director in June, 2000 for the American Water Central Laboratory 14 

in Belleville, Illinois.  I assumed my current role December 31, 2007.   15 

Q4. Please summarize your responsibilities as Vice President of Operations for 16 

IAWC. 17 

A. I am responsible for the oversight of all operational areas of IAWC, including 18 

water quality, field operations, production and maintenance for water and 19 

wastewater.  This oversight includes the development of operations strategies to 20 

improve business performance through employee development and technology 21 

implementation.  My role also ensures that operational integrity is maintained, 22 

including regulatory compliance in all facilities.  I am also responsible for the 23 
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implementation of best operating practices to promote continuous improvement, 24 

operational efficiencies, innovation and excellent customer service.  I provide 25 

strategic and operational input to annual business plans, control operational 26 

budgets, and ensure that operational and financial targets are met or exceeded.   27 

Q5. As Vice President of Operations, are you generally familiar with the 28 

facilities and operations of the Company in each of its rate areas? 29 

A. Yes. 30 

II. PURPOSE OF TESTIMONY 31 

Q6. What is the purpose of your testimony? 32 

A. My testimony describes the Company’s operations throughout the State of 33 

Illinois.  I also describe recently-instituted operating programs that will provide 34 

ongoing benefits to customers, and explain the basis for the increase in certain 35 

operating costs since the last rate case (Docket 07-0507). 36 

III. DESCRIPTION OF COMPANY’S OPERATIONS 37 

Q7. Please generally describe the business and service areas of the Company. 38 

A. The Company is a corporation organized and existing under the laws of the State 39 

of Illinois with its principal office in the City of Belleville, Illinois.  IAWC currently 40 

owns, operates, and maintains potable water production, treatment, storage, 41 

transmission and distribution systems, and wastewater collection, pumping, 42 

and/or treatment systems for the purpose of furnishing water and wastewater 43 

service for residential, commercial, industrial, and governmental users in its 44 

various districts.  IAWC’s service districts include Alton, Cairo, Champaign, 45 

Chicago Metro, Interurban, Lincoln, Pekin, Peoria, Pontiac, South Beloit, Sterling, 46 

and Streator.  Overall, IAWC serves approximately 308,000 customers in 129 47 
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communities in Illinois.  IAWC is a wholly-owned subsidiary of American Water 48 

Works Company, Inc. (“American Water”), a holding company that owns the 49 

stock of water and sewer utility subsidiaries operating in 23 states.   50 

Q8. Have you prepared an exhibit which summarizes, by service district, a 51 

description of the systems in each service district of the Company? 52 

A. Yes.  IAWC Exhibit No. 2.01 provides system data for each service district as of 53 

December 31, 2008.  It includes customer totals, source of water supply data, 54 

water sales data, and wastewater services data. 55 

IV. OPERATIONAL PROGRAMS  56 

Q9. Has the Company implemented programs to maintain reliable service to 57 

customers? 58 

A. Yes.  As indicated by Ms. Teasley, IAWC strives to deliver safe, efficient and 59 

reasonably-priced service to customers and to maintain a high level of customer 60 

service.  In order to maintain high-quality service, IAWC has undertaken a 61 

number of programs since the time of Docket 07-0507.  As discussed by Ms. 62 

Teasley, a reliability centered maintenance program that includes reactive, 63 

preventative and predictive/condition-based maintenance is being implemented 64 

by IAWC throughout the state.  This program will provide many benefits to 65 

customers. including resource management, preservation of asset reliability and 66 

valuable information regarding asset performance.  Program implementation will 67 

include scheduling and tracking of asset maintenance through a computerized 68 

maintenance management system with robust reporting capabilities which will 69 

allow the efficient maintenance or repair/replacement of assets.  This program 70 

will help to ensure that customers receive reliable, efficient service.  In addition, 71 
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in the Chicago Metro District, IAWC is in the process of designing and 72 

implementing a Capacity Management Operations Maintenance (“CMOM”) 73 

program for IAWC’s wastewater systems.  The goal of the CMOM program is to 74 

improve our collection systems performance, reduce sanitary sewer overflows, 75 

reduce equipment and operational failures, extend the life of our systems and 76 

equipment, and provide measures to correct problem areas.  Finally, the 77 

Company has devoted significant resources to identifying and, where 78 

economically justified, mitigating levels of unaccounted-for water (“UFW”).  I 79 

provide additional detail concerning the Company’s activities with regard to these 80 

programs below.  81 

Q10. Are there other changes in the Company’s operations since the time of the 82 

Company’s last rate case? 83 

A. Yes.  I discuss certain operational changes below, and their effect on projected 84 

test year operating expenses for various items, including  labor expense, fuel and 85 

power expense, chemical expense, maintenance expense, and “miscellaneous” 86 

expense. 87 

Q11. Please explain the increase in labor expense from the last rate case test 88 

year. 89 

A. The increase in labor expense for IAWC since the last rate case test year has 90 

been driven by several factors, including an increase in the number of employees 91 

at IAWC above what was projected in the last rate case, as well as annual salary 92 

and wage increases projected for the test year.   93 

Q12. Please discuss the increase in personnel at IAWC. 94 
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A. As of April 30, 2009, IAWC has fully filled the 479 positions it projected for the 95 

prior rate case (Docket 07-0507) test year ending June 30, 2009.  IAWC projects 96 

that it will add 30.5 full time equivalent (“FTE”) employee positions above the 97 

level projected in the last rate case by December 2009 (IAWC is not projecting 98 

other additional employee positions during 2010).  These additional positions are 99 

intended to enhance IAWC’s operational effectiveness.  To improve overall 100 

customer service and business performance, American Water has initiated a 101 

process to increase the state-level focus of its management structure.  Through 102 

this process, IAWC’s ability to provide customer service and to follow cost-103 

effective and operationally sound business practices will be enhanced.  As part of 104 

this process, certain positions at the American Water Works Service Company, 105 

Inc. (“Service Company”) have been re-designated as state-specific positions at 106 

IAWC.  This change allows the employees in these positions to focus solely on 107 

IAWC and the provision of service in Illinois (in many cases, the employees 108 

already spent the majority of their time serving IAWC).  Other key positions to 109 

address IAWC’s state-wide customer, regulatory and business performance 110 

needs have been added at IAWC, including Production Director, Water Quality 111 

Director, Water Quality Specialists, External Affairs Manager, Governmental 112 

Affairs Director, and Vice President of Operations.  A state-specific Illinois 113 

engineering department has also been established.  Since the last rate case, 114 

positions have also been established to support infrastructure maintenance, 115 

regulatory compliance, and water quality.  In addition, supervisor positions have 116 

been added to provide increased supervision of field and office personnel.  117 
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Further, as noted above, wage and salary levels in the test year are projected to 118 

have increased from the level authorized in the prior rate case.  The projected 119 

escalation of wage and salary amounts in the test year is shown on Schedule G-120 

5, page 3.  121 

Q13. Please explain the increase in Fuel and Power expense from the last rate 122 

case test year. 123 

A. Approximately 80% of the electric power costs incurred by IAWC for water and 124 

wastewater treatment are fixed by contractual agreements currently in place.  125 

These contractual agreements expire at or near year end, 2009 and will be 126 

renegotiated for 2010.  An increase in these power costs is projected upon 127 

renegotiation of expiring contracts.   In addition, fuel and power costs not fixed by 128 

contract, including 20% of electricity costs, as well as natural gas and diesel fuel 129 

costs, are projected to increase due to increased delivery charges and increased 130 

rates since the last rate case.  As shown on Schedule G-5, page 5, the 131 

anticipated increase in fuel and power costs is based on an analysis of customer 132 

usage, system delivery and expected market conditions.   133 

Q14. Please explain the increase in Chemical expense from the last rate case 134 

test year.  135 

A. Expected market conditions in 2010 are projected to result in substantial price 136 

increases for various water treatment chemicals above the amounts included in 137 

the last rate case test year, with some increases exceeding 100% (e.g., caustic 138 

soda and zinc orthophosphate).  The basis for the projected increase is set forth 139 

in Schedule G-5.  To minimize these costs, IAWC uses national contracts to 140 
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leverage the best prices possible.  IAWC continually examines, and where 141 

appropriate, implements alternative treatment techniques including corrosion and 142 

algal control chemicals and the use of higher quality source water.   IAWC 143 

continues to identify approaches to minimize costs, while ensuring that 144 

production of high quality water is not jeopardized. 145 

Q15. Please explain the primary reasons for the increase in “Miscellaneous” 146 

operating expenses from the last rate case test year.  147 

A. Miscellaneous costs cover a number of areas, including customer education, 148 

community involvement and transportation.   During late 2008 and early 2009, 149 

IAWC implemented  a  detailed communications program  to increase customer 150 

education through various avenues such as bill inserts, customer letters, press 151 

releases and informational brochures.  Educational topics include customer 152 

rights, employee identification requirements, conservation tips, leak detection 153 

techniques, infrastructure investments/needs, etc.  The costs associated with this 154 

program are reflected in the test year.  In addition, IAWC supports the 155 

communities it serves through charitable contributions.  IAWC has provided 156 

support to numerous educational programs and community service organizations 157 

throughout our service area and projects an increase in such support in 2010.  158 

Finally, increased expenses related to transportation have resulted from the 159 

addition of  18 fleet vehicles necessary to support operations (including cross-160 

connection inspections, construction crews, regulatory compliance programs and 161 

management/supervision), as well as security, governmental affairs, and 162 

business development programs.  Higher maintenance and fuel costs due to 163 
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changing economic conditions have also impacted fleet costs. To minimize fleet 164 

costs, IAWC utilizes American Water’s national contract for fleet purchase and 165 

maintenance, including fleet management reporting.  The basis for the increases 166 

in these miscellaneous costs is shown in Schedule G-5. 167 

Q16. Please explain the increase in Maintenance expense from the last rate case 168 

test year.  169 

A. As discussed above, since the last rate case, IAWC has begun the 170 

implementation of various maintenance related programs to ensure that 171 

customers continue to receive high quality, reliable service.  Reliability centered 172 

maintenance will be a key factor in maximizing asset lifespan and optimizing the 173 

maintenance required for specific assets.  The CMOM program discussed above 174 

will provide the necessary information to review IAWC’s wastewater program to 175 

identify problem areas and prioritize future infrastructure improvement projects.  176 

The implementation of these programs will result in increased maintenance 177 

expense in the test year. In addition to the reliability centered maintenance and 178 

CMOM programs, IAWC has continued to focus on regulatory compliance 179 

programs, including valve and hydrant exercising and maintenance programs.  180 

These programs are critical to providing reliable service during both routine 181 

repairs and emergency situations.  In addition, the volatility in market cost of 182 

petroleum products has resulted in substantial cost increases for paving 183 

restoration projects, increasing the cost of routine system repairs.  Finally, the 184 

added maintenance related to the new treatment plant and wells in Champaign, 185 

routine maintenance on existing wells, and infrastructure improvements of 186 
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facilities and distribution systems also have required additional maintenance 187 

expenditures.  As explained in Schedule G-5, maintenance expense projections 188 

were based upon: (i) a review of historical expenditures associated with 189 

maintenance projects; (ii) planned maintenance projects, including annual 190 

maintenance programs; (iii) the impact of the installation of new equipment, 191 

mains and services;  and (iv) implementation of the programs discussed above.  192 

V. UNACCOUNTED-FOR WATER 193 

Q17. Has the Company engaged in programs to mitigate levels of UFW? 194 

A. Yes, as I indicated above.   195 

Q18. How does the Company determine the level of UFW? 196 

A. The Company’s tariffs (discussed below) define UFW as the amount of water that 197 

enters the Company’s distribution system and is not used for sales to customers 198 

or for other known purposes as determined by meter measurement or, where no 199 

meter reading is available, by reasonable estimation procedures.  The Company 200 

accounts for metered sales and a reasonable level of water used for known 201 

purposes, or “unbilled authorized consumption” (such as fire fighting, street 202 

cleaning, and main flushing), set at 1.25%.  The 1.25% level of unbilled 203 

authorized consumption is based on the American Water Works Association 204 

(“AWWA”) M36 Manual 3rd Edition and an analysis of Pennsylvania water 205 

districts where accurate tracking of unbilled authorized consumption is available.  206 

Water not accounted for as metered sales or unbilled authorized consumption is 207 

UFW.     208 

Q19. Please discuss the Company’s tariff provisions related to UFW.  209 
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A. In accordance with 220 ILCS 5/8-306(m), IAWC has filed tariffs specifying the 210 

maximum level (a “Tariff Maximum”) of UFW for which costs may be recovered in 211 

rates for each of its service areas.   The Company’s existing tariffs provide for 212 

Tariff Maximums in Purchased Water Rider areas ranging between 12% and 213 

14%.  The Tariff Maximum for all non-Purchased Water Rider areas is 15%. 214 

Q20. Do the rates proposed by IAWC in this proceeding include expenses 215 

associated with UFW in excess of Tariff Maximums? 216 

A. No.  In accordance with 220 ILCS 5/8-306(m), the rates proposed by IAWC do 217 

not include expenses for UFW in excess of Tariff Maximums.  Schedule C-2.8 218 

shows an adjustment to test year operating income to remove fuel and power 219 

and chemical expenses for UFW for the Alton, Cairo, and Peoria service districts 220 

within Zone 1 and the Chicago Metro District, each of which are projected to 221 

have a level of UFW in excess of the applicable Tariff Maximum. 222 

Q21. Discuss the steps taken by the Company to address levels of UFW. 223 

A. During the first quarter of 2007, the Company retained Earth Tech to perform an 224 

economic analysis of UFW for all IAWC operating districts.  The scope of the 225 

analysis was to review UFW for all districts, determine the appropriate long-term 226 

level of UFW, and suggest the best course of action to mitigate water losses. In 227 

response to the recommendations of the Earth Tech report, IAWC completed 228 

leak detection studies in Waycinden and Sterling in October 2007 and January 229 

2008, respectively.  Since that time, leak detection and other efforts have 230 

reduced UFW averages in both areas.  IAWC has also undertaken programs to 231 

detect leaks in other service areas as well.  As a result of these programs, during 232 
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the past 12 months, the state-wide UFW average has decreased by 2% from 233 

19.6% to 17.6%.   234 

Q22. Does IAWC have other programs to reduce UFW? 235 

A. Yes. IAWC continues to implement and utilize various programs and processes 236 

to reduce UFW, including the following: 237 

• Annual testing of large meters and SCADA calibration to ensure that 238 

system delivery numbers are accurate 239 

• Routine monitoring and investigation of inactive accounts for unauthorized 240 

consumption   241 

• Routine monitoring and investigation of zero consumption accounts for 242 

malfunctioning meters and/or unauthorized consumption  243 

• Monitoring main break frequencies by location to prioritize problem areas 244 

for main replacement programs 245 

• Conducting meter audits to ensure that the number of dials match meter 246 

sizing and confirm that meter sizing is appropriate for specific applications 247 

• Incorporating hydrant sounding with leak detection equipment during 248 

routine hydrant inspections to provide routine, on-going leak detection 249 

through each district 250 

• Conducting annual water audits utilizing AWWA methodology to calculate 251 

the Non-Revenue Water (NRW) and Infrastructure Leakage Index (ILI) for 252 

each district considering length of mains and service lines, number of 253 

connections, metering inaccuracies, system pressures, etc.   254 
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VI. TANK PAINTING 255 

Q23. Please IAWC’s tank painting program. 256 

A. The Company plans to paint or renovate a total of 11 tanks during 2009, 257 

including five tanks in the Chicago Metro area, two in Interurban, and one each in 258 

Cairo, Champaign, Peoria and Pekin.  During 2010, IAWC plans to paint or 259 

renovate 14 tanks, including seven in the Chicago Metro area, three in Peoria, 260 

two in Lincoln, and one each in Champaign and Interurban.   A detailed list of the 261 

tanks to be painted in 2009 and 2010, the reason painting is required, and the 262 

projected cost for painting each tank in shown on the attached IAWC Exhibit 263 

2.02.  264 

VII. BUSINESS RISK 265 

Q24. In her testimony (IAWC Ex. 8.00), IAWC witness Ms. Pauline Ahern refers, in 266 

connection with a rate of return analysis, to business risk faced by IAWC.  267 

Have you prepared information regarding the specific business risks that 268 

affect IAWC’s operations? 269 

A. Yes. The Company’s operations are subject to regulatory risk, risks related to 270 

availability and quality of source of supply, flooding risks, environmental risks, 271 

and risks related to the nature of certain significant customers such as sale-for-272 

resale customers.  I have prepared a summary of these risks, which is marked as 273 

IAWC Exhibit 2.03. 274 

Q25. Does this conclude your testimony? 275 

A. Yes. 276 
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