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I. WITNESS INTRODUCTION 6 

Q1. Please state your name and business address. 7 

A.  My name is Edward J. Grubb and my address is 100 North Waterworks Drive, 8 

Belleville, IL 62223. 9 

Q2. Are you the same Edward J. Grubb who previously filed testimony in this 10 

proceeding? 11 

A. Yes I am.  However, since the filing of the initial rate case, my title and 12 

responsibilities have changed.  I am now the Director Finance for Illinois 13 

American Water.  I am still the Assistant Treasurer of the Company, and I still 14 

have the responsibility for rate matters for Illinois.  In addition, I am responsible 15 

for financial matters of the Company, including overseeing all aspects of the 16 

preparation of the Company’s budgets and financings and the preparation of its 17 

financial statements. 18 

II. PURPOSE OF REBUTTAL TESTIMONY 19 

Q3. What is the purpose of your rebuttal testimony? 20 

A. The purpose of my testimony is to respond to certain assertions made by 21 

Attorney General (“AG”) and Joint Municipality witness Mr. Smith, to respond to 22 

IIWC witness Mr. Collins regarding revenues, to respond to a rate design issue 23 

raised by IIWC witness Mr. Gorman, to respond to certain rate design issues 24 

raised by AG witness Mr. Rubin, and respond to certain issues raised by AG 25 

witness Schofield. 26 
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III. RESPONSE TO AG AND MUNICIPAL WITNESS SMITH 27 

Q4. Mr. Smith asserts, at pages 39-40, lines 836-844 of his direct testimony, that 28 

the Company’s “extensive use of outside attorneys” at the billing rates 29 

listed “seems unreasonable when the Company’s own Service Company 30 

Study…suggests that savings are produced by using Service Company 31 

personnel who have lower billing rates.”  Please address his concern. 32 

A. While the Company has concluded that, for legal services, the hourly billing rates 33 

for the Service Company are lower than non-affiliated third party billing rates, Mr. 34 

Smith fails to recognize that there are instances where it is more appropriate to 35 

use outside legal counsel, for reasons of expertise and efficiency. As Ms. 36 

Teasley explains in her Direct Testimony, in procuring services, IAWC’s practice 37 

is to provide support for utility operations based on considerations of cost-38 

effectiveness, timeliness, reliability and adequacy. The field of regulatory law is a 39 

very specialized field, and prosecuting a rate case requires knowledge in not only 40 

the area of law, but also in the areas of accounting, finance, economics and 41 

engineering.  Outside counsel can bring substantial regulatory law experience to 42 

bear in the rate case context.  In addition, the use of outside legal counsel 43 

provides efficiencies that could not be achieved by having the legal aspects of a 44 

rate case performed entirely within the Company.  Rate cases typically require a 45 

team of lawyers over a specific period of time (usually 11 months in Illinois).  46 

Thus, it may be more efficient to use external counsel for the period of the rate 47 

case rather than hiring permanent in-house legal staff.  For example, if the 48 

Company hired a team of 3 or 4 in-house regulatory lawyers or paralegals to 49 

work on rate cases, for the Company would incur expenses related to those 50 
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lawyers on an on-going basis, despite the fact that rate cases occur every two to 51 

three years.   The use of outside legal attorneys in rate cases is a very common 52 

practice, and many of the larger utilities in the State of Illinois utilize external legal 53 

assistance in rate cases.  Therefore, I believe that use of outside counsel is 54 

appropriate in this context. 55 

Q5. Mr. Smith further asserts that “IAWC’s pointing to savings ‘from market’ 56 

from using AWWSC services would suggest that IAWC should continue 57 

using AWWSC services rather than purchase them from more expensive 58 

third party vendors ‘at market.’”  Please address this assertion. 59 

A. I agree that IAWC’s use of the Service Company to provide services results in 60 

savings as compared to obtaining the services from unaffiliated third parties for 61 

certain services.  As Mr. Uffelman explained in his direct testimony, the cost 62 

savings expected to be realized by IAWC during the future test year ending 63 

December 31, 2010 from obtaining certain professional and managerial services 64 

through the Service Company, when compared to the costs of acquiring such 65 

services in the open market from third-party service providers, amount to over $7 66 

million.  As Ms. Teasley explains in her Direct Testimony for certain functions, 67 

IAWC maintains its own full-time staff of employees to provide needed services.  68 

For other services, however, IAWC is able to both maintain high service quality 69 

and achieve efficiencies through the use of qualified outside service providers 70 

(including the Service Company).  There may be instances where an unaffiliated 71 

third party vendor can provide specialized expertise or an efficient short term 72 

deployment of resources, and so use of an unaffiliated third party provider is 73 
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appropriate.  A case in point is my discussion above regarding the use of outside 74 

regulatory lawyers; the company believes the use of outside legal counsel for 75 

such a specialized field is more efficient than having a team of in-house 76 

regulatory lawyers for performing rate cases. 77 

Q6. Please address Mr. Smith’s proposed adjustment to test year management 78 

fees.  79 

A. Mr. Smith is recommending that the Commission to reduce Management Fees by 80 

$3,022,000.  He arrived at this adjustment by utilizing the amount of 81 

management fees authorized in the Company’s last rate case and increasing this 82 

amount by 5%. 83 

Q7. Does the Company agree with this adjustment? 84 

A. No.  The Company disagrees with Mr. Smith for a number of reasons.  First, Mr. 85 

Smith uses a factor of 5% to increase the previously allowed level without 86 

providing any basis or support for selecting the factor.  In fact, his use of the 5% 87 

increase factor ignores some cost components that have increased by more than  88 

5%.  Two of those increases are Pensions and Other Post-retirement Employee 89 

Benefits (“OPEB”). These two expense items have increased by approximately 90 

64% and 32%, respectively, from the 2008 actual to the projected amount for 91 

2010.  Second, the Company’s requested level of management fee expense is 92 

based on a detailed, bottoms-up approach to budgeting of the costs for the 93 

Service Company to provide services to IAWC in the test year.  As shown on 94 

IAWC Exhibit 5.01R2, the Service Company prepares a very detailed budget, 95 

which includes details not only by account but also by functional group.  For 96 
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example, it provides the budgeted costs for the Call Center (CSC), Finance, HR, 97 

ITS and Legal.  (These functional groups were described by Mr. John Young in 98 

his direct testimony, which supported the Service Fee Study that was presented 99 

to the Commission in accordance with the Order in Docket No. 07-0507.)  Mr. 100 

Smith does not challenge any specific aspect of this detailed budget, or any 101 

specific aspect of IAWC’s Service Company fees   Third, Mr. Smiths’ analysis 102 

ignores the drivers underlying the increase in Service Fee expense from the 103 

twelve month ended actual June 2009 to the projected level for the year ending 104 

December 2010.   105 

Q8. What are the drivers you refer to? 106 

A. Management Fees, adjusted to remove incentive compensation costs, have 107 

increased by $2,890,403 for the actual twelve months ended June 30, 2009 to 108 

the projected test year 2010.  The drivers of the increase are labor and labor 109 

related expenses of $2.0 million, increased depreciation of $549,000 as identified 110 

in IAWC’s August 24th update, and increased maintenance expense of $388,000 111 

as identified in the August 24th update.  Labor expense is increasing as a result 112 

of the filling of vacancies at the Service Company that existed during the twelve 113 

months ended June 2009.  The actual number of Service Company employees at 114 

June 30, 2009 was 1,608, which included vacancies of 149.  The filling of 115 

vacancies increased the number of personnel and increased the labor cost, and 116 

resulted in an increase to IAWC’s management fees related to (and to the extent 117 

of) the provision of services by these personnel to IAWC.  The budgeted number 118 

of Service Company employees for the projected test year, less an assumed 119 
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vacancy rate of 2.58% is 1,741.  The impact on labor expense is also driving the 120 

increase for group insurance costs, 401k, Defined Contribution Plan (“DCP”) and 121 

payroll taxes.  In addition to the above labor and labor related costs, pension 122 

costs are increasing by $287,000 as a result of the increase in FAS 87 pension 123 

costs.  The increase in depreciation expense is due to the increase in asset 124 

investment by the Service Company.  And finally, maintenance costs have 125 

increased due to the need for new maintenance related to various ITS systems.  126 

Q9. Please address Mr. Smith’s “other concerns” regarding the inclusion of 127 

costs for the Business Systems Planning Study in rate base. 128 

A. The Company is proposing to include in rate base $625,240 for the cost of 129 

preparing a Comprehensive Planning Study (“CPS”) related to identifying the 130 

investments needed to replace aged business systems and improve business 131 

processes.  American Water began the CPS in the first quarter of 2009, and its 132 

cost is being allocated to all the regulated entities of American Water based on 133 

customer count.  Illinois American’s allocation is $625,240.  The purpose of the 134 

CPS is to assess the needs of our business, to satisfy customer and other 135 

stakeholder expectations, and to review different technology options to support 136 

the implementation of automated processes that provide improved service to our 137 

customers. Details, including scope, cost and implementation of solutions to 138 

replace, upgrade, enhance and/or redesign specific business processes and 139 

specific business system components will not be known until the CPS has been 140 

completed. The impetus for the study was a general recognition that the systems 141 

and processes at American Water, which support many of IAWC’s processes, 142 
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were at the end of their useful life cycle, because (1) they were designed to 143 

accommodate a much smaller customer base than the Company now serves; (2) 144 

they are increasingly costly and more difficult to maintain and support, since the 145 

vendors have issued newer versions that are not compatible with ours; and (3) 146 

customer expectations for service are far greater today than they were when our 147 

existing systems were acquired.  The lack of sufficient automation limits, for 148 

example, opportunities for a customer to conduct basic self-service tasks, or an 149 

employee’s ability to quickly provide service to a customer that requires obtaining 150 

appropriate information consistently from across multiple non-integrated systems. 151 

Currently, the demand for information to satisfy stakeholder needs is beyond the 152 

capability of our existing systems and requires a high degree of manual 153 

involvement.  This is because the companies’ existing business systems rely on 154 

independent databases, which often require manual intervention to relate 155 

information from one to the other.  Current state of the art business system 156 

technology, on the other hand, relies on relational databases, which offers 157 

opportunities to improve efficiency and effectiveness in executing tasks by 158 

eliminating both multiple, unrelated data storage sites and the redundancy of the 159 

same data on such sites. To take advantage of those opportunities, business 160 

process consistency, common definitions, and data conformity are important. In 161 

recognition of that fact, American Water has undertaken a program to streamline 162 

and automate processes, and to remove inefficient manual tasks, controls and 163 

processes, in order to allow our business to build efficiencies and provide the 164 

best service to our customers. The program aims to optimize workflow 165 
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throughout our field operations, improve our back-office operations and enhance 166 

our customer service capabilities, all of which the company believes is necessary 167 

and appropriate.  As part of the CPS, American Water has conducted an internal 168 

evaluation of processes, along with the information systems associated with 169 

those processes. The scope of this part of the study incorporated a range of 170 

functional areas, including: human resources; finance and accounting; 171 

purchasing and inventory management; capital planning; cash management; and 172 

customer and field services. The results thus far show that the internal and 173 

external demand for information (data, trends etc.) has surpassed the ability of 174 

existing processes and systems. In summary, the company is committed to 175 

investing in its key business processes and the information systems that support 176 

them, so it can continue to deliver high-quality water and wastewater service to 177 

our customers in an efficient and effective manner. 178 

IV. RESPONSE TO IIWC WITNESS COLLINS 179 

Q10. Have you reviewed the testimony of IIWC witness Michael Collins? 180 

A. Yes, I have. 181 

Q11. On page 3, Mr. Collins describes 3 adjustments to forecast test-year sales 182 

volumes.  Do you agree with these adjustments? 183 

A. No, I do not, for the reasons below. 184 

Q12. Please explain how IAWC determined its Large Industrial Class water sales 185 

volume forecast for the test year. 186 

A. The Company based its Large Industrial Class water sales volume forecast for 187 

the test year on a review of historical usage by industrial customers, adjusted for 188 

recently available data.  At the time of its Update in this proceeding, recent sales 189 
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trends for one of the Company’s high-usage customer had shown significant 190 

declines in usage. As a result, test year sales data were updated for this 191 

customer based upon this newly available data. 192 

Q13. Please describe the declines in usage for the one customer that your refer 193 

to in your previous response. 194 

A.  The Company has seen a significant decline in the sales of its Large Industrial 195 

Customer Class in the Interurban District.  The customer is U.S. Steel, which is 196 

located in Granite City, IL.  In 2008, actual water sales to U.S. Steel were 197 

1,919,232 CCF.  As a result of the economic downturn, U.S. Steel reduced its 198 

production, and thus reduced its water utilization, down to an annualized level of 199 

500,000 CCF (based on the actual sales for the months of April, May and June of 200 

2009).  This represents an annualized reduction in its water use of 74%.  In the 201 

update filed on August 24, 2009, the Company reflected an annualized level of 202 

sales for U.S. Steel in the amount of 500,000 CCF.  This level was based on the 203 

actual sales for the months of April (59,757 CCF), May (31,731 CCF) and June 204 

(34,835 CCF) 2009, and annualized for a full twelve months. 205 

Q14. On page 4 of his direct testimony, Mr. Collins states that this level 206 

understates IAWC’s forecast for test-year industrial water sales volumes.  207 

Do you agree? 208 

A. No, I do not, for several reasons.  First, at the time the Company was preparing 209 

its update, the actual sales to U.S. Steel had been steadily declining since 210 

December 2008.  We were aware that U.S. Steel had reduced its production at 211 

its Granite City facility, and reviews of comments by U.S. Steel’s CEO on its 212 
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website further underscored the uncertainty surrounding the steel industry.  As a 213 

result, given the uncertain status of the operations at the U.S. Steel facility, IAWC 214 

concluded that it was appropriate to base its test year projection on a reduced 215 

level of water sales consistent with recent actual data.  In addition, IAWC 216 

attempted to discuss future plans for water purchases directly with U.S. Steel, 217 

and we received no indication of the direction in which production levels at the 218 

Granite City facility would be heading through the test year.  Given these 219 

circumstances, the Company projected a level of sales for U.S. Steel that 220 

reflected the best available current data.  221 

Q15. On pages 5-6, Mr. Collins indicates that the test-year forecast for the Large 222 

Industrial Class sales volume is based on a period when the only consumer 223 

in that class had an idle plant.  How do you respond? 224 

A. Mr. Collins is correct in that the Company’s test year forecast is based on a level 225 

of sales as indicated above and is based on a period when the plant was 226 

considered to be in a “warm idle”. 227 

Q16. Mr. Collins then asserts that the U.S. Steel plant in Granite City, Illinois has 228 

resumed operations as of July 2009, and therefore, the Industrial Class 229 

sales volume forecast should be increased.  Please comment. 230 

A. It is correct that, since the end of June 2009, U.S. Steel has resumed a portion of 231 

its operations at its Granite City location.  Water sales to U.S. Steel have 232 

increased to 70,644 CCF in July, 122,599 CCF in August, and 151,616 CCF in 233 

September.  However, these actual sales levels are still well below the historical 234 

levels for the same months in prior years.  For example, the actual sales for the 235 
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combined months of July, August and September 2009 are 67%, 32% and 18% 236 

less than the average for these three months in the years 2006, 2007 and 2008, 237 

respectively.  Mr. Collins’ recommendation to reflect a level of sales based on 238 

actual 2008 is still without merit because he fails to provide any basis for a 239 

projection that U.S. Steel will return to its 2008 capacity in 2010. 240 

Q17. Mr. Collins asserts that U.S. Steel continues working on a $600 million 241 

upgrade project at its plant in Granite City, Illinois. Does this suggest a 242 

need to increase the Industrial Class sales volume forecast? 243 

A. No. The continued construction of a $600 million upgrade at U.S. Steel’s Granite 244 

City Works does not provide any evidence that U.S. Steel will increase its 245 

production of steel and water use at this facility in 2010 to a level that is 246 

consistent with the 2008 level of water sales.  In fact, the news article that Mr. 247 

Collins relies on for his conclusion that U.S. Steel has resumed operations (see 248 

data response IAWC-IIWC 1.02) points out that only 800 of 1,600 employees 249 

have returned to work at U.S. Steel’s Granite City Works (and that the facility had 250 

2,200 employees when “fully operational”).  Based on a full staffing of 2,200 251 

employees, the news article referenced by Mr. Collins indicates that U. S. Steel is 252 

currently at 45.9% of employee capacity. Assuming that employee levels are a 253 

proxy for operational level, there is no basis to conclude that the 2008 sales 254 

figures, which reflect a fully operational plant, are appropriate. 255 

Q18. Does the Company continue to believe its large industrial sales volume 256 

projection is appropriate?   257 
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A. Yes.  While the sales to U.S. Steel in recent months have increased, the 258 

Company’s projection was based on the best current information available to it.  259 

IAWC has not received any more recent information to suggest its projection is 260 

unreasonable.  IAWC has asked for information from U.S. Steel in data requests 261 

regarding future water use and production of its steel.  In the response to IAWC-262 

IIWC 2.62, U.S. Steel Corporation indicated that it cannot make a precise 263 

projection of its water usage for the time periods of September 2009 through 264 

December 2010. 265 

Q19. Did U.S. Steel provide an estimate of projected use? 266 

A. Yes.  IAWC-IIWC 2.62 indicated that U.S. Steel’s September 2009 usage was a 267 

“conservative proxy” for 2010 usage. 268 

Q20. Is this a reasonable estimate? 269 

A. No.  U.S. Steel provided no documents or other basis to support the conclusion 270 

that September 2009 data is a reasonable basis for projecting 2010 usage.  U.S. 271 

Steel acknowledges that it cannot make a precise projection.  Moreover, as 272 

discussed above, employment at the U.S. Steel plant is well below half of its 273 

employment at full capacity.  Therefore, I do not agree that use of the September 274 

2009 usage level is an appropriate proxy for 2010 usage. 275 

Q21. Do you agree with Mr. Collins’ proposal to use 2008 historical usage? 276 

A. No.  Given that U.S. Steel’s own CEO’s outlook for U.S. Steel’s overall demand 277 

remains uncertain and the timing and magnitude of a sustained economic 278 

recovery remains difficult to forecast, any assertion by Mr. Collins to recommend 279 

a level of water sales that would match the 2008 level is unfounded and not 280 
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reasonable.  However, the Company realizes that the Commission has in prior 281 

rate cases indicated that it is appropriate to consider the most current data in 282 

determining projected levels of revenue.  The actual water sales to U.S. Steel for 283 

the twelve months ended October 2009 is 1,182,768 CCF.  Utilizing this level of 284 

annual sales to U.S. Steel would increase the Company’s present rate revenues 285 

by $1,066,045 and increase fuel and power expense and chemical expense by a 286 

total of $249,875. 287 

Q22. Is the Company proposing use of the twelve month ended October 2009 288 

sales amount?  289 

A. No.  The Company maintains that its projected test year sales to U.S. Steel of 290 

500,000 CCF is appropriate.  The Company does not at present have sufficient 291 

information to indicate that its projected sales for 2010 would increase above the 292 

500,000 CCF level.  This is supported by its response to data request IAWC-293 

IIWC 2.62 which, as I indicated above, IIWC states that it is not able to project its 294 

water usage for the period 2010.  U.S. Steel has also objected to providing 295 

projected levels of steel production for the same time period although there is a 296 

high correlation between U.S. Steel’s level of production and its water use at the 297 

Granite City facility.  The Company will continue to further evaluate this issue 298 

based on any additional information that it may receive from U.S. Steel or as 299 

additional information becomes known to the Company. 300 

Q23. Please explain how IAWC determined its residential revenue projection for 301 

the test year. 302 
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A. The Company utilized actual historical usage per customer for the years 2003 303 

through 2007.  These usage levels were further analyzed and adjusted to reflect 304 

a continued decline in sales per customer for the residential customer class.  The 305 

Company has projected the average usage per day per residential customer to 306 

be 174.9 gallons per day, or approximately 64,000 gallons per year.  The 307 

Company provided that calculation to all parties in the workpapers supporting the 308 

update. 309 

Q24. In making that projection, how did IAWC determine its residential customer 310 

counts for the test year? 311 

A. In the Company’s update, it used the most current projected information available 312 

to determine residential customer counts.  The Company started with a projected 313 

number of residential customers at June 2009, which was 253,391, and projected 314 

the number to be 253,641 at the end of 2009.  That level of customers was then 315 

increased by a 0.4% growth level through the end of 2010.  This growth rate was 316 

based on the actual growth level of residential customers for the years 2007 and 317 

2008, which was 0.2% and 0.5%, respectively.  This growth rate could be 318 

considered conservative, given the comments made by Homer Glen Mayor Daley 319 

in his direct testimony, which indicated that Homer Glen’s growth has been 320 

reduced significantly as a result of current economic conditions. 321 

Q25. Mr. Collins states on page 8 that IAWC’s assumptions regarding residential 322 

customer counts are not reasonable.  What is your response? 323 

A. I disagree.  The Company’s projected 2010 customer counts are based on the 324 

most recent actual information available to the Company, while Mr. Collins bases 325 
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his analysis on customer counts in March 2009.  Subsequent to March 2009, the 326 

Company undertook a detailed review of its customer billing system, discussed in 327 

further detail below, to eliminate the inadvertent double counting of residential 328 

customers caused by a coding issue in the customer billing system.  Mr. Collins 329 

relied on a workpaper that showed the budgeted level of residential customers to 330 

be 261,005 as of March 2009.  In that same report, the company projected the 331 

level of residential customers to be 253,391 as of June 2009 and 253,641 at the 332 

end of December 2009.  It was these numbers that the Company used to project 333 

the number of residential customers for the projected test year.  Use of these 334 

numbers is confirmed by the fact that IAWC’s actual number of residential 335 

customers as of September, 2009 is 254,189.  This number is consistent with the 336 

count number of 253,641 projected at the end of December 2009    337 

Q26. Why did the number of customers decline from March 2009? 338 

A. As noted above, as a result of its ongoing efforts to review customer data for 339 

accuracy and completeness (a process that includes the Company’s periodic 340 

reporting to the Commission on zero use bills, consecutive estimates and high 341 

usage bills), IAWC determined in early 2009 that the billing system was double 342 

counting some residential customers throughout the Company.  This was caused 343 

during the set-up of a new customer in the customer service system, when 344 

certain utility code fields (a “W” for water service and a “U” for unmetered 345 

service) were automatically populated.  If, during the customer set-up process, 346 

the utility code “U” is not turned off, the customer (as happened in this instance) 347 

is counted twice, once for being a water customer and once for being an 348 
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unmetered customer.  The issue did not cause the customer to be billed 349 

incorrectly.  It simply counted the customer twice.  The Company, through the 350 

diligent efforts of its customer relations team, identified affected customers in the 351 

customer service system, turned off the utility code of “U” and, as a result, the 352 

customer count has been corrected in the customer service system.  As 353 

discussed above, the actual number of residential customers as of September is 354 

254,189, which is consistent with the Company’s projections. 355 

Q27. Mr. Collins claims that that there has been “moderate growth” in IAWC’s 356 

residential customer counts since 2005 and that there is a “stable trend of 357 

customer growth” in this class.  Do you agree? 358 

A. Yes.  Since 2003, the growth in residential customers (adjusted to eliminate the 359 

double counting of customers that I discussed above) was 2.0% for 2004, 1.4% 360 

for 2005, 2.1% for 2006, 0.2% for 2007 and 0.5% for 2008.  (It should be noted 361 

that the increase in 2006 was mainly driven by the acquisition of S. Beloit, which 362 

accounted for 2,324 of the 5,242 additional residential customers realized in 363 

2006.)  For the year 2009 to date through September, the growth in residential 364 

customers has been 0.1%.  So, while residential growth has been moderate, it 365 

has slowed from a high of 2.0% in 2004 to a near stand-still in 2009.  The 366 

Company does not expect that this prior moderate growth trend from 2004 367 

through 2006 will continue into the test year, rather the Company is projecting a 368 

growth rate of 0.4% which is consistent with 2007 and 2008 data.  Mr. Collins 369 

appears to acknowledge as much, when he argues for use of the actual 370 

customer counts from March 2009 (which, as I indicate above, are not correct).  371 
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In addition, Homer Glen witness Mayor Daley explains that growth in and around 372 

Homer Glen has “come almost to a complete stop,” and is not expected to 373 

resume for at least the next five years.  The Company’s other areas are 374 

experiencing similar growth slow-downs as evidenced by the slow growth to date 375 

in 2009.  Mr. Daley’s testimony further confirms that an assumption of little 376 

customer growth is reasonable. 377 

Q28. Do you agree with Mr. Collins’ recommendation to use the March 2009 378 

customer counts (261,005 (total IAWC) and 200,011 (Rate Zone 1 with 379 

Champaign)) as the basis for the residential revenue projection? 380 

A. No.  It appears that Mr. Collins did not utilize the projected level of residential 381 

customers at June 2009 or at December 2009, but simply recommended using 382 

the projected level at March 2009.  While I agree, given the slow-down in 383 

customer growth, that it is appropriate to use recent actual customer counts as 384 

the basis for the residential revenue projection, use of March 2009 is not 385 

appropriate, due to the impact of the double counted customers discussed 386 

above. As discussed above, the Company has more recent customer count data 387 

which reflects the correction for the double counted customers and should be 388 

used.  This is consistent with the Commission’s order in the Company’s prior rate 389 

case (Docket 07-0507), which found that it was appropriate to use the most 390 

recent actual data available when calculating projected test year revenues. 391 

Q29. Please explain generally how IAWC determined its commercial sales 392 

volume forecast for the test year. 393 
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A. The Company used historical information for usage and customers to develop 394 

average usage per customer per day.  The data was reviewed to ensure that 395 

usage variances were consistent throughout the year.  In addition, recent usage 396 

trends were incorporated where appropriate.  The usage per customer was then 397 

multiplied by the projected customer count, which I discuss in more detail below. 398 

Q30. Mr. Collins states on page 10 that IAWC has not justified its revised 399 

commercial customer counts.  Please respond. 400 

A. The Company disagrees with Mr. Collins’ assertion that the Company revised 401 

and lowered its commercial customer counts.  The Company’s projected test 402 

year revenues for the commercial class reflect approximately 19,950 customers 403 

in the test year, and not the level of 16,420 customers as asserted in the direct 404 

testimony of Mr. Collins.  I believe Mr. Collins has not fully reflected in his 405 

analysis the information in Schedules E-4 and E-5 or the data and calculations 406 

supporting the schedules, which determine how the projected revenues are 407 

calculated.  As a result, he has grossly overstated the commercial revenues for 408 

the projected test year. 409 

Q31. Mr. Collins states that IAWC’s test-year commercial customer counts have 410 

decreased, although historically, that count has grown.  Please respond. 411 

A. As I have stated above, the Company has not revised downward its number of 412 

commercial customers to the level indicated by Mr. Collins in his direct testimony.  413 

In fact, the actual number of commercial customers at September 2009 is 414 

19,250.  As I noted above, the number of commercial customers that the 415 

Company has reflected in its test year projection is approximately 19,950. 416 
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Q32. Do you agree with Mr. Collins’s recommendation that March 2009 417 

commercial customer counts be used to determine test-year commercial 418 

sales volumes? 419 

A. No.  I believe the Company’s projection is appropriate.  In fact,  Mr. Collins’ 420 

recommendation for a total test year commercial customer count of 19,403 is 421 

consistent with the Company’s current projection of 19,950.   However, as I have 422 

indicated above, Mr. Collins’ assertion that the Company has understated 423 

commercial revenues by $7.2 million is a result of his lack of understanding of the 424 

Company’s calculation of the projected commercial revenues.  The Company’s 425 

projection of test year commercial revenues in the amount of $24.4 million using 426 

a customer count of 19,950 is more accurate than the recommendation of Mr. 427 

Collins, who is recommending commercial revenues of $31.6 million based on a 428 

customer count of 19,403. 429 

Q33. Mr. Grubb, you stated that Mr. Collins grossly overstated the level of 430 

commercial revenues because he did not understand how the revenues 431 

were developed.  Please explain further how the Company developed the 432 

projected level of test year commercial revenues. 433 

A. The company uses a Microsoft Excel based model (“revenue model”) to calculate 434 

its budgeted revenues used by management.  This same model was used to 435 

populate the E-4 and E-5 schedules in this rate case.  The Company provided a 436 

copy of this revenue model to all parties in this rate case as part of its 437 

workpapers.  This model has been used since 2003.  In the model, the Company 438 

used the 2003 historical distribution of customer charges (by size of meter) in 439 
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preparing its 2009 revenue budget.  Since 2003, the distribution of customer 440 

charges by meter size has evolved and changed.  When the Company prepared 441 

its rate case, it noted that the number of 5/8” meters had declined while the 442 

number of 1” meters, 1-1/2” meters, 2” meters, 3” meters and 4” meters had 443 

increased.  Due to the shift of the distribution of meters, and in order to properly 444 

reflect the level of revenues contained in the 2009 revenue budget, the Company 445 

adjusted the number of customer charges by meter size to reflect the percentage 446 

distribution of the customer charges by meter sizes based on the actual 2008 447 

historical customer charges by meter size.  When this was done, we maintained 448 

the level of revenues generated by the customer charge in the amount of 449 

$4,932,713.  We then adjusted the consumption charges to also reflect actual 450 

2008 historical distribution of sales through the blocks.  Again, we did this so that 451 

the revenues generated by the consumption charge would be the same as that 452 

reflected in the 2009 revenue budget, in the amount of $19,587,563.  As shown 453 

on IAWC Exhibit 5.02R2, the budgeted revenues for 2009 are $24,520,275 and 454 

the revenues reflected in the 2009 “Current” revenue are also $24,520,275.  One 455 

should also note that these amounts do exceed the historical revenues for 2008 456 

based on the approved tariffs from Docket No. 07-0507, which became effective 457 

August 8, 2008, by $110,138.  This adjustment of the budget model to reflect the 458 

updated distribution of meter sizes resulted in customer meter billing information 459 

that appeared to show a lower level of commercial customers.  As I discussed 460 

above, however, IAWC’s test year projected commercial customer count was 461 
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based on historical data and is consistent with the current actual customer count.  462 

Therefore, IAWC’s projection remains reasonable. 463 

Q30. Mr. Grubb, can you provide any additional evidence to show that Mr. 464 

Collins’ recommended adjustment to commercial revenues is not 465 

reasonable? 466 

A. Yes.  As I indicated above, based on the adjustment recommended by Mr. 467 

Collins, he is recommending a test year level of commercial revenues in the 468 

amount of $31.6 million.  This number is not consistent with IAWC’s recent actual 469 

and budget commercial revenue amounts.  The Company is proposing test year 470 

commercial revenues of $24.4 million.  Commercial revenues for 2008 using 471 

approved rates from Docket No. 07-0507 are $24.4 million.  The Company’s 472 

2009 budget for commercial revenues is $24.5 million.  Actual billed commercial 473 

revenues for the twelve months ended September 2009 is $23.6 million.  And 474 

finally, the amount of authorized revenues from Docket No. 07-0507 was $24.3 475 

million.  Thus, Mr. Collins has overstated commercial revenues by nearly 30%.  476 

Mr. Collins’ commercial revenue adjustment should therefore be rejected. 477 

V. RESPONSE TO IIWC WITNESS GORMAN 478 

Q30. Mr. Gorman recommends (p. 77-78) that the declining rate block structure 479 

for the University of Illinois be maintained.  How do you respond? 480 

A. The Company proposed to move the University of Illinois (“U of I” or University) 481 

to one rate block structure because over 92% of its usage is in the tail (highest) 482 

rate block.  In addition, it would make the billing to U of I simpler and easier to 483 

administer.  Mr. Gorman indicated that the Company was not consistent with its 484 
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approach and recommendation to continue using a declining rate block for large 485 

customers.  While the Company did not continue to recommend a declining rate 486 

block for the University, its recommendation was based on the size and usage 487 

patterns of U of I.  However, the Company will not oppose Mr. Gorman’s 488 

recommendation to maintain the existing rate block structure for U of I. 489 

Q31. Do you have any comments regarding Mr. Gorman’s recommendation for 490 

the rate block structure as shown on IIWC Exhibit 1.24? 491 

A. Yes. The final rate block structure should be consistent with the current declining 492 

rate blocks for U of I currently in effect.  The determination of the final usage 493 

charge should be based on the final revenue requirement and rate design as 494 

ordered by the Commission. 495 

VI. RESPONSE TO AG WITNESS RUBIN 496 

Q34. Mr. Rubin recommends (p. 21-23) that public fire charges in Chicago Metro 497 

be calculated in the same manner as public fire charges in IAWC’s other 498 

rate areas; that is, by having the charge increase with the meter size, 499 

capped at the 1.5-inch meter charge. Do you agree with this proposal? 500 

A. Yes. 501 

Q35. Mr. Rubin calculates (AG Exhibit 2.05), the Chicago Metro public fire rate 502 

under the Company’s proposed revenue requirement for a customer with a 503 

5/8-inch meter at $6.43 per month. The rate would increase by meter size, 504 

being capped at $32.15 for meters 1.5 inches or larger. Is his calculation 505 

reasonable? 506 
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A. His calculation is reasonable, but the final rates to be used will be based on the 507 

final revenue requirement authorized by the Commission. 508 

VII. RESPONSE TO HOMER GLEN WITNESSES 509 

Q36. Homer Glen witness Mr. Schofield argues that labeling the Public Fire 510 

charge on IAWC’s bill “Fire protection” is confusing to customers. Do you 511 

agree? 512 

A. No.  The charge is related to the Company’s costs to maintain hydrants and its 513 

distribution system to meet firefighting demand for water.  The charge is 514 

designed to cover a reasonable portion of the cost of providing the capacity, 515 

facilities and the water necessary to meet the fire protection needs of any 516 

municipality or public fire protection district.  In the statute authorizing the charge, 517 

220 ILCS 5/9-223, the charge is referred to as a “fire protection” charge.  518 

Therefore, the label on the bill is accurate and consistent with the statute. 519 

Q37. Mr. Schofield also asserts a concern about a monthly charge to connect 520 

private sprinkler systems to IAWC’s systems, stating that the only time the 521 

system uses water is when it is initially charged.  Does the monthly charge 522 

just cover the water used to “charge” the system? 523 

A. No.  The rates for private fire service are based on an allocation of the costs 524 

associated with providing the private fire protection service.  These costs include 525 

the capital costs for the assets in place to provide the service, depreciation, 526 

taxes, maintenance and administrative costs.  Mr. Herbert prepared the cost of 527 

service study, which provides the details as to which costs were allocated (and 528 

how) to develop the private fire service rates. 529 
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Q38. Homer Glen witness Mayor Daley asserts that 40 personnel have been 530 

shifted from the American Water Works Service Company to IAWC, with no 531 

reduction in Service Company costs. Is this correct? 532 

A. Mayor Daley’s assertion that since the last rate case, IAWC has moved 40 533 

employees from the Service to IAWC is not correct.  Since January 1, 2008, only 534 

five employees have shifted from the Service Company to IAWC.  All five of the 535 

employees were part of the engineering function whose salaries were not 536 

included as a part of management fees.  Their salaries and costs were recorded 537 

to investment projects as capitalized costs.  Therefore, the transfer of the five 538 

employees would have no impact on management fees. 539 

Q39. Does this conclude your rebuttal testimony? 540 

A. Yes, it does. 541 
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