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               DIRECT TESTIMONY          IAWC EX. 5.00 (Revised) 
OF 

EDWARD J. GRUBB 
 

  

I. WITNESS INTRODUCTION 1 

Q1. Please state your name. 2 

A. My name is Edward J. Grubb. 3 

Q2. Please state your business address. 4 

A. My business address is 727 Craig Road, St. Louis, Missouri 63141. 5 

Q3. By whom are you employed and in what capacity? 6 

A. I am employed by American Water Works Service Company, Inc. (“Service 7 

Company”) as a Director, Rates and Regulation.  In this capacity I serve as 8 

Director, Rates and Regulation, for Illinois-American Water Company 9 

(“Company” or “IAWC”) and other midwest operating subsidiaries of American 10 

Water Works Company, Inc. (“American Water”).  I am also the Assistant 11 

Treasurer for IAWC. 12 

Q4. Please summarize your education, background, employment experience, 13 

and your responsibilities as the Director Rates and Regulation. 14 

A. My background, qualifications and responsibilities are summarized in Attachment 15 

A to this testimony. 16 

II. PURPOSE OF TESTIMONY 17 

Q5. What is the purpose of your Direct Testimony? 18 

A. The purpose of my Direct Testimony is to discuss certain aspects of the costs 19 

associated with support services received by IAWC the Service Company, 20 

including allocation of Service Company costs and an analysis of Belleville 21 

Laboratory test costs that supplements the Service Company Cost Study 22 
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sponsored by IAWC witnesses Mark Young and Bernard L. Uffelman.  I will also 23 

address rate design and other issues. 24 

III. SERVICE COMPANY COST 25 

Q6. Please describe the Services that the Company receives from the Service 26 

Company. 27 

A. IAWC receives services from the Service Company to support the provision of 28 

utility service to the customers of the Company, under the terms of a Service 29 

Company Agreement (“Agreement”) dated January 1, 1989 and approved by the 30 

Commission, most recently in Docket 04-0595.  A copy of the Agreement is 31 

attached as IAWC Exhibit 5.01.  The Service Company maintains an organization 32 

whose officers and employees are familiar with all facets of the water utility 33 

business and are knowledgeable and experienced in the efficient management, 34 

financing, accounting and operation of water utility assets and the business.  The 35 

primary areas of service provided to IAWC by the Service Company are: 36 

Communications and External Affairs, Corporate Finance, Customer Service, 37 

Divisional Operations Support and Regulated Operations, Human Resources, 38 

Information Technology Services, Legal, Operations Services, and Shared 39 

Services.  IAWC witness Mr. John Young discusses the services provided. 40 

Q7. Did the Commission’s order in IAWC’s last rate case, Docket 07-0507, 41 

include requirements with respect to the Service Company’s provision of 42 

services to IAWC? 43 
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A. Yes.  In the Commission’s Order in IAWC’s last rate case, Docket 07-0507 44 

(“Docket 07-0507 Order”), the Commission directed IAWC to, in its next rate 45 

filing: 46 

conduct a study comparing the cost of each service obtained 47 
from the Service Company to the costs of such services had 48 
they been obtained through competitive bidding on the open 49 
market. As part of the study, IAWC must also provide an 50 
analysis of the services provided by the Service Company to 51 
all of IAWC’s affiliates. The analysis must provide details on 52 
the specific services provided to IAWC and how costs are 53 
allocated among affiliates of IAWC. 54 

As Ms. Teasley explains in her testimony, IAWC has addressed this requirement 55 

through evidence sponsored by five witnesses, including portions of my 56 

testimony and exhibits. The other witnesses addressing this topic are: Ms. 57 

Teasley, who discusses IAWC's approach with regard to service procurement 58 

and sponsors a study that compares the cost that IAWC would incur to provide 59 

all services through its own employees on a stand alone basis to the cost that 60 

IAWC incurs to procure service from an outside provider; Mr. John Young, who 61 

describes the services provided to IAWC and other American Water affiliates; 62 

and Mr. Bernard L. Uffelman of Uffelman Advisory Services (“UAS”) and Mr. 63 

Mark Young of Deloitte & Touche LLP (“Deloitte”), who sponsor a "Service 64 

Company Cost Study", which, for those services that could be obtained by IAWC 65 

from non-affiliate providers, provides a comparison of the cost that IAWC expects 66 

to incur for the 2010 test year in procuring services from the Service Company to 67 

the cost that IAWC would incur to procure the services from a non-affiliate 68 

provider at market price levels. I will discuss the allocation of Service Company 69 

costs to regulated and non-regulated affiliates of American Water, and the 70 
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development of a cost study for American Water’s Belleville Water Quality 71 

Testing Lab (“Belleville Lab”), referred to as the “Belleville Lab Cost Study,” 72 

which supplements the Service Company Cost Study analysis performed by 73 

Deloitte and UAS.  As Ms. Teasley discusses, IAWC’s analysis of Service 74 

Company costs, including the Service Company Cost Study and Belleville Lab 75 

Cost Study, demonstrate that, for all services provided, the projected Service 76 

Company cost is significantly below the market price that would be incurred. 77 

Allocation of Service Company Costs to American Water Affiliates 78 

Q8. Does the Service Company provide services to both regulated and non-79 

regulated affiliates of IAWC? 80 

A. Yes.  The Service Company provides services to both regulated and non-81 

regulated affiliates of American Water, including IAWC.  Some services may be 82 

provided for a specific affiliate.  Other services benefit all or a group of affiliates in 83 

common. 84 

Q9. How does the Service Company track the time spent by employees in 85 

performing services for affiliates? 86 

A. Each Service Company employee completes a weekly electronic time sheet that 87 

shows the time spent by the employee. The time sheet also identifies the 88 

operating company for which the service/activity was performed where work is 89 

performed for a single regulated or non-regulated affiliate or the applicable 90 

allocation formula where work is performed for more than one affiliate. The 91 

allocation formulas utilized by the Service Company are discussed in further 92 

detail below. 93 
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Q10. How does the Service Company assign the costs of services provided? 94 

A. As noted above, where possible, the Service Company employee identifies the 95 

specific affiliate that a service benefits, so that the cost of that service may be 96 

charged to that specific affiliate directly (“Direct Charge”).  Direct Charge is the 97 

preferred method for assignment of the cost of services performed. For regulated 98 

affiliates, this preference for Direct Charge assignment of costs is in accord with 99 

the Agreement. Where a service benefits both regulated and non-regulated 100 

affiliates, the Service Company allocates the cost to the affiliates benefited using 101 

the Tier 1 allocation methodology discussed below.  Where a service benefits 102 

more than one regulated affiliate, the Tier 2 allocation methodology, also 103 

discussed below, is used.  Service Company overhead costs are assigned in a 104 

manner also discussed below.  IAWC Exhibit 5.02, Page 1, shows for 2010 the 105 

total Service Company projected cost for all functions, the amount of cost 106 

assigned to non-regulated affiliates, the amount of cost assigned to regulated 107 

affiliates and the amount of cost assigned to IAWC. 108 

Q11. Please explain the Tier 1 allocation methodology used for the separation of 109 

costs applicable to regulated and non-regulated affiliates. 110 

A. Once all Direct Charges have been assigned, the Service Company allocates 111 

between regulated and non-regulated affiliates the cost of each service that has 112 

been performed to benefit both regulated and non-regulated affiliates.  Costs 113 

which cannot be identified and related exclusively to services provided to a 114 

particular affiliate are allocated among all affiliates so served (or, in the case of 115 

costs incurred with respect to services rendered to a particular group of affiliates, 116 



IAWC EX. 5.00 (Revised) 

 6 

among the members of such group).  Where applicable, these costs are 117 

allocated to regulated and non-regulated affiliates using what is known as the 118 

Tier 1 allocation formulas. 119 

Q12. What are the Tier 1 allocation formulas? 120 

A. The Tier 1 formulas are used to divide the cost for a specific service into a set of 121 

charges, applied to each non-regulated affiliate that benefits from that service, 122 

with the balance allocated to the benefited regulated affiliates as a group.  The 123 

amount of cost assigned to regulated affiliates as a group is allocated among the 124 

regulated affiliates using the Tier 2 allocation formula discussed below.  There 125 

are nine different Tier 1 formulas currently in use, each with a distinct weighting 126 

of one or more factors (called “metrics”) that are designed to allocate costs 127 

between non-regulated affiliates accurately, with the balance remaining to be 128 

allocated among the regulated affiliates.  The Tier 1 formulas are set forth in 129 

IAWC Exhibit 5.03. 130 

Q13. Why does the Service Company use this factor-based Tier 1 allocation 131 

method for non-regulated affiliates? 132 

A. The formulas that form the Tier 1 methodology reflect the portion of Service 133 

Company services taken, and attendant costs incurred, by the non-regulated 134 

affiliates relative to the regulated affiliates as a group.  Non-regulated 135 

subsidiaries use several Service Company services at a different level than do 136 

the regulated entities. 137 

Q14. Have you prepared information regarding the amount of 2010 cost 138 

assigned to non-regulated affiliates? 139 
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A. Yes.  As indicated above, the amount of projected 2010 cost assigned (through 140 

direct charges and the Tier 1 allocation) to non-regulated affiliates is shown on 141 

IAWC Exhibit 5.02, page 1.  Page 2 of IAWC Exhibit 5.02 shows the amount of 142 

2010 cost assigned to each affiliate. 143 

Q15. Please explain the Tier 2 allocation methodology for regulated affiliates. 144 

A. Common costs that benefit regulated affiliates are allocated under the Tier 2 145 

allocation methodology in direct proportion to each affiliate’s customer count.  146 

This allocation for the regulated affiliates is in accord with the Agreement.  147 

Q16. Have you prepared information regarding the amount of 2010 projected 148 

cost assigned to regulated affiliates? 149 

A. Yes.  As indicated above, IAWC Exhibit 5.02, page 1 shows the amount of 150 

projected 2010 cost assigned (through direct charges and the Tier 2 allocation) to 151 

regulated affiliates, and to IAWC.  Page 2 of IAWC Exhibit 5.02 shows the 152 

amount of cost assigned to each affiliate. 153 

Q17. Please explain the allocation of Service Company overheads. 154 

A. The Service Company allocates two categories of overheads: labor benefits (i.e., 155 

employee benefits costs such as payroll taxes, medical coverage, pensions, and 156 

disability insurance) and general building overhead (i.e., office rent, equipment 157 

leases, telephone expenses, electricity charges, office supply costs, property 158 

taxes, and office maintenance costs).  These costs are allocated to both non-159 

regulated and regulated affiliates.  These costs are allocated in proportion to the 160 

labor costs assessed each affiliate in the three previous steps.  For the regulated 161 

affiliates, this allocation methodology is in accord with the Agreement. 162 
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Service Company Cost Study – Belleville Lab Analysis 163 

Q18. Please discuss the supplemental analysis of the costs related to the 164 

Belleville Lab. 165 

A. Yes.  As noted earlier, the Service Company Cost Study concludes that, for 166 

services that can be obtained from an affiliated or non-affiliated provider, the cost 167 

of the Service Company services provided to IAWC is below the cost that would 168 

be incurred to obtain the services from non-affiliated providers. The Service 169 

Company Cost Study evaluated hourly costs related to the Belleville Lab (which 170 

performs laboratory tests for entities in the American Water system (“AW 171 

System”)) in reaching this conclusion. The Service Company Cost Study shows 172 

that, for laboratory service personnel, the cost that IAWC expects to incur 173 

through the Service Company is below the cost that IAWC would incur to procure 174 

the services of laboratory personnel from a non-affiliate provider. For lab 175 

services, however, there are outside firms that offer testing services on a per-test 176 

basis.  Accordingly, the Company is supplementing the Service Company Cost 177 

Study with the Belleville Lab Cost Study, which reviews the per test costs of 178 

testing performed by the Belleville Lab.  The Belleville Lab Cost Study provides 179 

additional analysis to compare the fully-allocated test cost per test (including 180 

variable and fixed costs) to per test prices from independent labs.  The Belleville 181 

Lab Cost Study compares the cost of performing over 55,000 water quality tests 182 

for the AW System to the cost of obtaining the same tests from three separate 183 

independent labs.  This study was prepared by me or under my direct 184 

supervision. 185 
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Q19. What were the results of the Belleville Lab Cost Study? 186 

A summary of the results of the study are shown on Exhibit 5.04, page 1 of 3, 187 

column E.  The Company has determined that the AW System would realize a 188 

total savings of $2,305,374 in water quality testing costs in 2010 by performing 189 

the tests at the Service Company’s Belleville Lab, as compared to having an 190 

outside water quality testing lab perform the tests.  Of this savings, IAWC would 191 

realize $207,253 in 2010, as shown on Exhibit 5.04, page 1 of 3.  192 

Q20. Would you please discuss how the Belleville Lab Cost Study was 193 

prepared? 194 

The first step in the study was to request proposals from outside water quality 195 

testing labs.  The Company received proposals, stated in terms of a per test 196 

price, from three outside water quality testing labs for twenty-eight different water 197 

quality tests currently being performed by the Belleville Lab.  The per test prices 198 

of the outside vendors were adjusted for turnaround surcharges, the electronic 199 

data requirements of the tests, the need for limited receipt days for microbial 200 

analyses, the need for multiple microbial slides and for sample disposal 201 

containers.  The adjustments were made because the outside vendors quoted 202 

additional prices for these services.  An escalation adjustment of 2.50% was 203 

applied to adjust the 2009 vendor prices to a level applicable for the 2010 test 204 

year.  The adjusted outside vendor costs per test are shown in columns H, J and 205 

L of Exhibit 5.04, page 2 of 3.  The per test costs were then applied to the total 206 

number of each test projected to be performed for the AW System in 2010 to 207 
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calculate a total cost.  The total costs for each test for the outside vendors is 208 

shown in columns I, K and M of Exhibit 5.04, page 2 of 3. 209 

 The next step was to calculate the cost for the Belleville Lab to perform 210 

the necessary tests for the projected test year 2010.  The Belleville Lab has 21 211 

employees dedicated to performing the water quality testing for the AW System.  212 

Using the Service Company Cost Study information, hourly wage rates, including 213 

employee benefits were used to calculate an average hourly rate of $44.16.  The 214 

hourly wage rate plus benefits was multiplied by the number of tests and the time 215 

required for performing the test.  Adding the labor cost to an allocated amount of 216 

fixed overheads (depreciation, maintenance, leases, software, office supplies, 217 

etc) produces a total cost for each test performed by the Belleville Lab, as shown 218 

in Column F of Exhibit 5.04, page 2 of 3. 219 

Q21. Is it appropriate to include fixed overhead in the per test cost? 220 

A. Yes.  The Belleville Lab’s fixed overhead represents essential components, such 221 

as its building and lab equipment, that enable the Belleville Lab to provide the 222 

significant overall savings calculated on Exhibit 5.04 and discussed below. 223 

Without the building, lab equipment and other overhead components, the 224 

significant overall savings would not be possible. Thus, inclusion of the overhead 225 

in the cost per test is appropriate. 226 

Q22. What savings are realized by utilization of the Belleville Lab? 227 

A. As discussed above, the AW System realizes a total savings of $2,305,374 by 228 

performing the tests at the Belleville Lab, of which IAWC realizes savings of 229 

$207,253.  Also shown at the bottom of Exhibit 5.04, page 2 of 3 under Columns 230 
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I, K and M is the savings realized by the Belleville Lab when compared to each 231 

individual outside vendor.  For example, the savings is $3,848,439 when 232 

comparing AW to Vendor 1 (“V1”), $3,376,786 when comparing AW to Vendor 2 233 

(“V2”) and $2,685,233 when comparing AW to Vendor 3 (“V3”).  Thus, the 234 

savings realized are significant. 235 

Q23. Are the prices of certain of the individual tests available through a non-236 

affiliated vendor lower than the AW cost? 237 

Yes.  As shown on Exhibit 5.04, page 3 of 3, there are five tests for which the 238 

outside vendor price is lower than the Belleville Lab cost.  The total difference is 239 

$64,701. 240 

Q24. Would it be cost effective to out source the five tests to one of the 241 

independent vendors? 242 

No.  The Belleville Lab has fixed costs associated with performing the required 243 

water quality tests.  A small reduction in the number of tests performed for IAWC 244 

would not reduce or eliminate the fixed cost incurred by the Belleville Lab to 245 

produce the significant savings of approximately $2.3 million referenced above. 246 

Outsourcing the five tests (totaling 3,629 individual tests out of 55,522 projected 247 

for the test year) would not cause any savings in fixed costs, and so the Lab 248 

would still incur the $224,260 of fixed costs.  Accordingly, in assessing whether it 249 

is cost effective for IAWC to outsource a small number of tests to a non-affiliate 250 

laboratory, the Belleville Lab cost should be compared to the combined amount 251 

of (1) the price paid to the non-affiliate laboratory for the test involved; and (2) the 252 

associated fixed overhead cost that must still be incurred. When this comparison 253 
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is made, it shows that the outsourcing of the 5 tests to a non-affiliate laboratory 254 

would increase the overall cost incurred by IAWC for laboratory testing. As 255 

shown on Exhibit 5.04, page 3 of 3, the total cost to outsource the five tests 256 

would increase  costs by $160,548. 257 

Q25. What do you conclude about the Belleville Lab Cost Study? 258 

A. Both the Service Company Cost Study and the Belleville Lab Cost Study 259 

demonstrate that obtaining services from the Service Company is the least cost 260 

option for IAWC. 261 

IV. RATE DESIGN 262 

Q26. Is the Company making proposals with respect to rate design in this case? 263 

A. Yes.  The Company is making certain proposals regarding rate design that 264 

represent updates of rate design proposals the Company made in the 265 

Commission-ordered rate design investigation in Docket 08-0463 (“Docket 08-266 

0463”).  As discussed below, and by IAWC’s rate design consultant Mr. Paul 267 

Herbert (IAWC Ex. 9.00), the Company is proposing to implement a rate design 268 

proposal referred to as Alternative 3A, which updates the Company’s Alternative 269 

3 rate design proposal from Docket 08-0463.  The Company’s rate design 270 

proposals include a proposal to move the Champaign District into Zone 1 and 271 

certain rate impact mitigation measures.   272 

Q27. Please provide the background of Docket 08-0463. 273 

A. On July 30, 2008, the Commission entered an Initiating Order in Docket 08-0463 274 

(the “Initiating Order”): (i) requiring IAWC to provide updated demand factors for 275 

each rate area in which a rate increase was proposed in Docket 07-0507 and to 276 
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provide a cost of service study (“COSS”), and (ii) initiating an investigation into all 277 

aspects of the rate design of for all service areas of IAWC (water and sewer). 278 

 Following the entry of the Initiating Order, the parties to Docket 08-0463 279 

(the Company, the People of the State of Illinois by the Illinois Attorney General, 280 

the Illinois Industrial Water Consumers, the Cities of Champaign and Urbana and 281 

the Villages of St. Joseph and Savoy, and the Staff of the Illinois Commerce 282 

Commission (together, the “Parties”)), on September 23, 2008, convened a 283 

workshop (“Workshop”) to discuss the approach to the Demand Study and the 284 

COSS.  At the Workshop, IAWC presented a proposed methodology for a multi-285 

year demand study (“Multi-Year Study”).  IAWC also presented a proposed 286 

methodology for the COSS (“COSS Methodology”).  At the Workshop and during 287 

subsequent discussions, the Parties discussed the Multi-Year Study and the 288 

COSS Methodology.  With respect to the Multi-Year Study, the Parties indicated 289 

that they did not object to the methodology proposed by the Company, provided 290 

that the Commission deemed it consistent with the directives in the Initiating 291 

Order.  As a result, the Parties determined that it would be appropriate to seek 292 

guidance from the Commission.  The Parties therefore filed a Joint Motion for 293 

Clarification (“Joint Motion”) on October 3, 2008, requesting that the Commission 294 

authorize IAWC’s completion of the Demand Study required by the Initiating 295 

Order through the Multi-Year Study methodology and approve the COSS 296 

Methodology.  The Commission, on October 15, 2008, issued a ruling (the “Joint 297 

Motion Ruling”) granting the Joint Motion for Clarification, and determining “that it 298 

is permissible for [IAWC] to complete the demand factor study through the use of 299 
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the Multi-Year Study methodology” described in the Joint Motion, and “that it is 300 

permissible for IAWC to complete the [COSS] through the use of COSS 301 

Methodology” described in the Joint Motion. 302 

Q28. Did IAWC complete the Demand Study and COSS in Docket 08-0463? 303 

A. Yes.  As discussed below, and in accordance with the methodologies approved 304 

by the Commission in the Joint Motion Ruling, IAWC completed a Demand Study 305 

and COSS and filed them with its direct evidence in Docket 08-0463 on January 306 

30, 2009. 307 

Q29. Did IAWC make rate design proposals in Docket 08-0463? 308 

A. Yes.  In its direct evidence in Docket 08-0463, the Company, in consultation with 309 

its rate design consultant, Mr. Herbert, proposed rates based on the revenue 310 

requirements authorized by the Commission in its Docket 07-0507 order (“Docket 311 

07-0507 Order”).  The Company also addressed certain rate design issues raised 312 

by the Commission in the Docket 07-0507 Order and made related rate design 313 

proposals.  I will refer to the Company’s rate design proposals in Docket 08-0463 314 

as the “Docket 08-0463 Proposals”. 315 

Q30. Please describe the relationship between the Company’s rate design 316 

proposals in this case and the Docket 08-0463 Proposals. 317 

A. In this case, IAWC has updated the COSS used in Docket 08-0463 (which was 318 

based on the revenue requirements approved in Docket 07-0507) to reflect the 319 

revenue requirements proposed in this case (“Proposed Revenue Requirement”). 320 

I refer to this updated COSS as the “Updated COSS.” As discussed below, IAWC 321 

is maintaining the Docket 08-0463 Proposals in this case, but has updated them 322 
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to reflect the Updated COSS (as a result of this update, IAWC is proposing to 323 

move the Champaign District to Zone 1, and is also proposing certain rate impact 324 

mitigation measures).  As also discussed below, IAWC’s rate design proposals in 325 

this case address the Commission’s requirements regarding rate design set forth 326 

in the Docket 07-0507 Order and the Initiating Order.  As discussed in Docket 08-327 

0463, IAWC intends to move to consolidate this case with Docket 08-0463.   328 

Q31. Has the Company prepared a demand study to provide updated demand 329 

factors for each rate area in which a rate increase is proposed in this case? 330 

A. Yes.  The Company retained Black & Veatch Corporation (“B&V”), a consultant, 331 

to prepare a demand study.  The demand study was performed in accordance 332 

with the methodology approved in the Joint Motion Ruling, and provides updated 333 

demand factors for each of IAWC’s rate areas.  The demand study, which was 334 

also filed as part of IAWC’s direct evidence in Docket 08-0463, is discussed 335 

further in the testimony of Mr. J. Rowe McKinley of B&V (IAWC Ex. 13.00), and is 336 

provided as IAWC Exhibit 13.01, attached to Mr. McKinley’s testimony in this 337 

proceeding. 338 

Q32. Did the Company prepare a COSS for this case? 339 

A. Yes.  The Company retained Mr. Paul Herbert, of Gannet Fleming, to prepare the 340 

Updated COSS.  As discussed above, the Updated COSS updates the COSS 341 

provided in Docket 08-0463 based on the Proposed Revenue Requirement.  The 342 

Updated COSS is discussed further in the testimony of Mr. Herbert in this case, 343 

and is provided as IAWC Exhibit 9.01, attached to Mr. Herbert’s testimony in this 344 

proceeding. 345 
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Q33. Did the Company develop its rate design proposals for this case based on 346 

the Updated COSS? 347 

A. Yes.  As discussed above, the Company’s proposals in this case update the 348 

Docket 08-0463 Proposals to reflect the Proposed Revenue Requirement.  349 

These proposals are discussed in detail in the Updated COSS and direct 350 

testimony of Mr. Herbert. 351 

Q34. Describe the objectives of IAWC’s rate design analysis in this proceeding. 352 

A. The Company’s rate design analysis in this case complies with the requirements 353 

regarding rate design set forth in Docket 07-0507.  The Company’s rate design 354 

analysis in this case also addresses the requirements of the Initiating Order in 355 

Docket 08-0463, which required IAWC to review all aspects of rate design. 356 

Q35. What is your understanding of the Commission’s concerns regarding rate 357 

design as expressed in the Docket 07-0507 Order? 358 

A. The Docket 07-0507 Order discussed at length general considerations regarding 359 

movement towards single tariff pricing (“STP”), as well as a number of specific 360 

rate design issues, such as inclining block structures, the movement of fixed 361 

charges into the customer charge, and the implementation of demand charges 362 

for non-residential customers. 363 

 With respect to STP, the Commission, in the Docket 07-0507 Order (see 364 

pages 94-98), discussed various approaches to STP.  As discussed by the 365 

Commission, one approach is to combine individual rate areas with other rate 366 

areas and develop common rates for customers in the combined group based on 367 

the group revenue requirements.  Another approach is to develop uniform rates 368 
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and charges for customers, where appropriate, across rate areas, without 369 

inclusion in a combined revenue requirement.  This can be accomplished by 370 

establishing, over time, (1) a common customer charge, (2) a common usage 371 

block structure, and (3) common usage rates. Other approaches include gradual 372 

steps toward STP, such as adoption of uniform miscellaneous charges for all 373 

IAWC districts and development and use of uniform and consistent tariff 374 

language and tariff books.  In Docket 07-0507, IAWC agreed that it was 375 

appropriate for it to conduct an analysis of moving its downstate districts 376 

(Southern, Peoria, Streator and Pontiac) towards a uniform rate structure.  The 377 

Commission therefore ordered IAWC to study certain aspects of STP, including: 378 

(i) review and analyze the usage patterns of the customer classes in each of its 379 

downstate districts and to propose a uniform block structure if appropriate, (ii) 380 

analyze common usage rates for the SPSPSB District (which presently 381 

consistent of the downstate districts and South Beloit); and (iii) analyze whether 382 

the Sterling District should be included in a STP group with the SPSPSB 383 

Districts. The Commission’s Docket 07-0507 Order also approved the application 384 

of a number of uniform fees and charges, and required IAWC to revise its tariffs 385 

to make them more uniform and consistent.  Taken as a whole, I understand the 386 

Commission’s attention towards and requirements related to STP in the Docket 387 

07-0507 Order to signal the Commission’s interest in further consideration of the 388 

potential for movement towards STP.  IAWC agrees that movement should be 389 

made towards STP where appropriate. 390 
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Q36. What are IAWC’s specific proposals to address movement towards STP in 391 

this case? 392 

A. In this proceeding, IAWC has examined both the consolidation of rate areas and 393 

the movement towards uniform customer charges, block structures and usage 394 

charges.  This examination is primarily directed to the so-called “downstate” 395 

districts: Southern, Peoria, Streator, and Pontiac, which together form one of 396 

IAWC’s STP areas.  In Docket 07-0507, these districts were combined in a rate 397 

area with South Beloit and referred to as the SPSPSB District.  For ease of 398 

reference going forward, I will refer to the downstate districts, plus South Beloit, 399 

as a single rate zone, “Zone 1.”  (The Company is also proposing to include 400 

Sterling and Champaign in Zone 1, as discussed below.)  IAWC, however, also 401 

reviewed whether the approaches to STP discussed above could be applied to 402 

other rate areas outside Zone 1.  IAWC has also addressed the other specific 403 

rate design matters discussed in the Docket 07-0507 Order. 404 

Q37. Can you summarize the rate design areas IAWC has reviewed for this 405 

proceeding? 406 

A. Yes.  IAWC’s review focused on the following rate design matters: 407 

1. Movement of the SPSPSB District and other rate areas towards STP. 408 

2. Study of customer charges to assess the recovery of a greater portion of 409 
fixed costs for each rate area through the customer charge. 410 

3. Design of alternative inclining-block rate structures for each rate area. 411 

4. Analysis of potential rate structures for non-residential customers that 412 
would include the use of demand charges in addition to customer charges and 413 
volumetric charges. 414 

5. Study of the cost to provide public fire service for each municipality or fire 415 
district based on the cost of service allocation studies within each rate area. 416 
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6.  For the Chicago Metro District – Sewer - determination of the appropriate 417 
unit rate for collection and treatment customers and collection-only customers 418 
using less than 1,000 gallons per month. 419 

Q38. Please summarize IAWC’s proposals as a result of its review of these 420 

areas. 421 

A. As discussed in detail by Mr. Herbert, IAWC is proposing several steps towards 422 

STP, including moving Sterling and Champaign into Zone 1 and implementing 423 

uniform customer charges, block structures and usage charges in Zone 1 (with 424 

the exception of the 5/8 inch meter customer charge).  The Company is also 425 

proposing to include additional fixed costs in its customer charge for all rate 426 

areas through a phase in process.  For all rate areas, IAWC is proposing a one-427 

block structure for the residential class, which would replace the present 428 

declining block structure for that class.  IAWC is also proposing to set cost-based 429 

public fire charges for all rate areas except Chicago Metro – Water, and is 430 

proposing new sewer rates.  IAWC is not proposing the expanded use of non-431 

residential demand charges at this time, and intends to collect demand billing 432 

data that would allow implementation of non-residential demand charges, if  433 

appropriate, in the future. 434 

Single Tariff Pricing 435 

Q39. As a step towards adoption of STP, did the Company consider 436 

consolidation of rate areas? 437 

A. Yes.  As required by the Docket 07-0507 Order, IAWC considered moving 438 

Sterling into Zone 1.  IAWC also re-evaluated the inclusion of South Beloit in 439 

Zone 1 and considered moving other rate areas, including Champaign, into Zone 440 
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1.  As discussed by Mr. Herbert, IAWC believes, based on cost of service, that 441 

Sterling, Champaign and South Beloit should be included in Zone 1. 442 

Q40. As a step towards adoption of STP, did the Company conduct an 443 

evaluation of the appropriateness of a single set of uniform customer 444 

charges in Zone 1? 445 

A. Yes.  As discussed by Mr. Herbert, the Company is proposing a uniform 446 

customer charge of $17.75 for Zone 1, except for Champaign and South Beloit.  447 

For South Beloit, the Company is proposing a customer of charge of $13.78, 448 

which includes a fixed purchased water charge of $0.83 per month for a 5/8 inch 449 

meter.  For Champaign, the Company is proposing a 5/8-inch meter customer 450 

charge of $15.75.  As discussed below, the Company is proposing inclusion of 451 

certain fixed “minimum system costs” in the customer charge.  For the reasons 452 

discussed by Mr. Herbert, the Company believes that the addition of “minimum 453 

system costs” as a component of the fixed customer charge will better reflect 454 

cost of service.  The proposed $1.75 minimum system charge reflects the first 455 

step of the phase-in of minimum system cost as discussed by Mr. Herbert. 456 

Q41. As a step towards adoption of STP, did the Company review a uniform 457 

block structure for Zone 1? 458 

A. Yes.  As discussed by Mr. Herbert, the Company is proposing a uniform block 459 

structure for Zone 1.  As discussed below, IAWC is proposing a one-block block 460 

structure for the residential class in all rate areas, including Zone 1. 461 

Q42. As a step towards adoption of STP, did the Company review the extent to 462 

which common usage rates may be appropriate for Zone 1? 463 
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A. Yes.  As discussed by Mr. Herbert, the Company is proposing common usage 464 

rates for Zone 1 (including Champaign and Sterling), except for South Beloit.  465 

Because South Beloit is a purchased water area, IAWC is proposing a different 466 

usage charge for South Beloit to reflect the fact that it is a purchased water area.  467 

Because South Beloit customers pay for water purchased through a purchased 468 

water rider, the usage rates for South Beloit are below those in other Zone 1 469 

areas, to reflect the difference in approach in recovery of water supply costs. 470 

Q43. Is the Company making any other proposals to move toward STP? 471 

A. Yes.  The Company is proposing movement towards a uniform customer charge 472 

for all districts, and is also proposing a uniform, one-block block structure for the 473 

residential customer class in all rate areas.  These are discussed further below. 474 

Customer Charges 475 

Q44. Please further describe IAWC’s review of its customer charges. 476 

A. Although the requirement of the Docket 07-0507 order to consider uniform 477 

customer service charges only applies to the “downstate” districts (Zone 1), the 478 

rationale for uniform customer charges is that costs that the Company incurs to 479 

serve its customers that do not vary with use (such as costs for metering, meter 480 

reading, customer accounting, billing, customer service and administrative and 481 

general costs) are similar regardless of the physical location of the customers 482 

and could apply to all IAWC’s rate areas.  Thus, the Company considered, based 483 

on the cost of service results for each rate area, whether a uniform customer 484 

charge should be implemented in other rate areas beyond Zone 1.  As discussed 485 

by Mr. Herbert, on a Company-wide cost of service basis, for a 5/8 inch meter, 486 
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the monthly customer charge would be $18.14.  As discussed above, the 487 

Company also studied customer charges to assess the recovery of a greater 488 

portion of fixed costs in the customer charge, as directed by the Commission in 489 

Docket 07-0507.  That review indicated that the minimum system cost referenced 490 

above should be added as a customer charge component.  The Company 491 

proposes to implement a uniform customer charge for a 5/8 inch meter for Pekin 492 

and all areas in Zone 1, except Champaign and South Beloit, and move towards 493 

a uniform customer charge for Chicago Metro, Champaign, Lincoln and South 494 

Beloit. 495 

Q45. Please further discuss the Company’s proposal with respect to inclusion of 496 

minimum system cost as a component of the customer charge. 497 

A. As discussed by Mr. Herbert, the Company is proposing that minimum system 498 

cost be included in the customer charge for all customers through a phase-in 499 

process.  The first step of the phase in (inclusion of a minimum system charge of 500 

$1.75) would come at the conclusion of this proceeding.  The next step would 501 

come at the conclusion of the next rate case.   502 

Inclining Block Structures 503 

Q46. Did the Company design alternative inclining-block rate structures for each 504 

rate area? 505 

A. Yes.  As discussed by Mr. Herbert for each rate area, the Company designed an 506 

inclining block rate structure.  For non-residential customers, however, the 507 

Company does not believe that such structures properly reflect cost of service 508 

considerations.  For residential customers, the Company is not proposing an 509 
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inclining block structure.  The Company is, however, proposing a uniform, one-510 

block block structure, which the Company believes better reflects the cost of 511 

service for the residential customer class.  Under the one-block structure for 512 

residential customers, a high volume residential user’s usage would not move 513 

into the second block where usage would be subject to a lower usage rate.  The 514 

Company believes that this proposal will discourage excessive residential lawn 515 

irrigation and mitigate summer peak demand.  For non-residential customers, the 516 

Company proposes to retain a declining block structure which properly reflects 517 

the cost of service for these classes. 518 

Non-residential demand charges 519 

Q47. Did the Company analyze potential rate structures for non-residential 520 

customers that would include the use of demand charges in addition to 521 

customer charges and volumetric charges? 522 

A. Yes, as discussed below and in the testimony of Mr. Herbert.  Example demand 523 

rates are set forth in IAWC Exhibit 9.04 sponsored by Mr. Herbert. 524 

Q48. Does the Company presently have demand charges in its tariffs? 525 

A. Yes.  IAWC’s standby tariffs (under which only one customer presently takes 526 

service) contain a monthly demand charge. 527 

Q49. Is the Company proposing to implement other non-residential demand 528 

charges in this proceeding? 529 

A. Not at this time. As discussed below, the Company’s review indicates that there 530 

are concerns with regard to the availability of reliable water demand meters and 531 

the associated costs.  In order to propose class- or customer-specific demand 532 
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charges, information regarding customer-specific demands must be collected to 533 

determine the level of revenue that would result from the application of demand 534 

charges.  The Company therefore proposes to implement demand metering for 535 

certain customers deemed to be appropriate candidates for demand charges 536 

(wholesale, and, if appropriate, large industrial customers), and gather billing 537 

data for those customers.  The Company proposes to present the results of this 538 

process and investigation, and propose demand charges if appropriate, in its first 539 

rate case after the present case.  The Company also intends to work 540 

cooperatively with certain wholesale and large industrial customers to obtain 541 

information regarding the ability of the customers to control maximum day and 542 

maximum hour usage. 543 

Q50. What factors will the Company consider to determine if it would be 544 

appropriate to implement demand charges? 545 

A. The Company must further study both the cost and the reliability of the 546 

equipment that would be needed to effectively administer and bill the demand 547 

charges.  As discussed above, the Company has one customer who is currently 548 

on the Standby Tariff in the Pontiac District.  The Company uses a demand 549 

metering device in that location.  The Company has experienced reliability issues 550 

related to the equipment that is in place to record the daily usage.  Also, in 551 

Docket No. 07-0507, the Company submitted a demand study which made use 552 

of two types of demand meters that cost between $1,300 and $2,500 per meter.  553 

The Company incurred costs in connection with the operation and maintenance 554 

of these meters to resolve technical and reliability issues. Due to cost and 555 
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reliability concerns, the Company at this time does not propose to expand the 556 

use of such meters for sale-for-resale or larger industrial customer billing. The 557 

use of demand rates is not common in the water industry because of the cost 558 

and reliability of the equipment that is currently needed to implement demand 559 

rates. If the Company determines that adequate metering equipment is available, 560 

a cost for that equipment and appropriate addition to the applicable customer 561 

charge for a demand rate can be determined. 562 

Q51. Is the Company aware of any alternative to the use of demand meters? 563 

A. Yes.  The Company is aware of the use of motorized control valves which may 564 

be used to restrict the flow of water to a customer based on a required peak day 565 

demand. For example, a customer whose peak day demand is 200,000 gallons 566 

would have a motorized control valve to prevent peak day usage above that 567 

level.  Depending on the location of the metering point, the cost to install this type 568 

of device would range from $25,000 to $50,000.  The use of a motorized control 569 

valve may be feasible for customers that have an alternative water supply, 570 

because this process would restrict the customer’s peak daily demand on 571 

IAWC’s system. Customers without an alternative supply may oppose the use of 572 

such equipment. 573 

 The Company plans to review all these factors and options and others as 574 

they become known, and based on this will make a recommendation to the 575 

Commission on the use of demand charges or flow control devices in the first 576 

rate case after the present case. 577 

Public Fire Charges 578 
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Q52. Did the Company review the cost to provide public fire service for each 579 

municipality or fire district based on the cost of service allocation studies 580 

within each rate area? 581 

A. Yes.  Based on the review, and as discussed by Mr. Herbert, IAWC proposes to 582 

implement the public fire charges shown on Mr. Herbert’s Exhibit 9.10.  For the 583 

Chicago Metro District, the Company proposes to retain a single fire protection 584 

charge ($7.86) applicable to all customers.  As Mr. Herbert discusses, this 585 

uniform charge is reasonable because it recovers a reasonable portion of the 586 

cost of providing fire protection to each Chicago Metro customer.  As Mr. Herbert 587 

also discusses, the Company is recommending increasing the uniform fire 588 

protection charge in Chicago Metro by 75% per month. The 75% increase 589 

represents less than half of the updated cost of service for fire protection for this 590 

rate area. 591 

Sewer Rate Design 592 

Q53. Please explain IAWC’s proposals regarding sewer rate design in the 593 

Chicago Metro District. 594 

A. As explained by Mr. Herbert, the rate design for Chicago Metro District - 595 

Wastewater relies upon the results of the cost of service allocation presented in 596 

IAWC Exhibit 9.01.  The cost allocation results show that under the allowed rates 597 

in the previous rate case, Collection Only customers are contributing revenues in 598 

excess of their costs and the Collection and Treatment and Treatment Only 599 

customers are contributing revenues far less than their allocated costs.  The 600 

proposed rate design for this case therefore seeks to better align these sewer 601 
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revenues with the cost of service, and is presented in IAWC Exhibit 9.05.  For 602 

Collection Only customers, the Company is proposing to not adjust the current 603 

rates, which consist of a fixed charge and a single block consumption charge.  604 

The residential fixed charge includes an allowance of 1.33 ccf or 1,000 gallons, 605 

which provides the unit rate for customers with less than 1,000 gallons of usage 606 

as referenced in the Docket 07-0507 Order.  For Collection and Treatment 607 

customers, the proposed rates move revenues closer to recovering the cost of 608 

service, and include a fixed charge and a single block consumption charge for 609 

residential and a two-block consumption charge for non-residential.  The 610 

residential fixed charge also includes an allowance of 1.33 ccf or 1,000 gallons. 611 

Q54. Is IAWC making other proposals with respect to sewer rate design? 612 

A. Yes.  As discussed by Mr. Herbert, IAWC is proposing a flat per user monthly 613 

charge for Treatment Only (wholesale) customers Tinley Park and Tinley Park 614 

West. 615 

Other Rate Design Issues 616 

Q55. Was IAWC required to perform other reviews related to the design of its 617 

rates and charges in Docket 07-0507? 618 

A. Yes.  The Docket 07-0507 Order indicated that IAWC should submit a report 619 

regarding after-hours reconnections by district.  The Docket 07-0507 Order also 620 

stated that IAWC should review the $25 home inspection fee for all districts. 621 

Q56. Has IAWC prepared the report with respect to after-hours reconnections? 622 

A. Yes.  The report is attached as IAWC Exhibit 5.05.  It shows the after-hours 623 

reconnections by district and the fees charged. 624 
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Q57. Based on its review of after-hours reconnections, does IAWC recommend a 625 

change to the after-hours reconnection charge? 626 

A. Yes.  The Company believes that a uniform reconnection charge is appropriate 627 

for after-hours reconnections.  In Docket 08-0463, IAWC conducted a cost 628 

analysis to determine the appropriate level of the after-hours reconnection fee. 629 

That analysis showed that the cost of after-hours reconnections in the various 630 

areas is affected by such factors as the applicable union contract work rules 631 

(e.g., 3 hours minimum for a call-out in Chicago Metro and 2 hours in other 632 

areas) and the average travel distance required for a call-out due (2 miles for 633 

Champaign as compared to 4.5 miles for Chicago Metro or 7 miles for Peoria).   634 

IAWC has now updated this cost analysis to reflect test year level of expenses, 635 

as shown on IAWC Exhibit 5.06.   In light of the emphasis on uniform charges in 636 

Docket 07-0507, IAWC is proposing, based on the updated cost analysis, to 637 

implement a uniform charge of $138 per after-hours reconnection for all rate 638 

areas.  This charge represents the average cost of an after hours reconnection 639 

as shown on IAWC Exhibit 5.06. 640 

Q58. Has IAWC reviewed the $25 home inspection fee for all districts? 641 

A. Yes.  Based on the review, IAWC has determined that customers are not 642 

requesting home inspections.  No home inspections were conducted over the 643 

past three years.  IAWC is therefore proposing that the home inspection fee be 644 

eliminated for all rate areas. 645 

Q59. Is the Company proposing other changes to miscellaneous tariff charges? 646 

A. Not at this time. 647 
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V. OTHER ISSUES 648 

Q60. Are there other issues you would like to address? 649 

A. Yes. I would like to address the amount of pension and other post-retirement 650 

benefits (“OPEBs”) costs in the test year. 651 

Q61. Please discuss the amounts reflected in the test year operating expense 652 

level for costs related to pensions and OPEBs. 653 

A. In accord with the ratemaking treatment of these items approved by the 654 

Commission in past proceedings, IAWC has proposed recovery in rates as 655 

operating expenses of the accrued levels of these costs under the applicable 656 

accounting rules.  These are Financial Accounting Board Statement No. 87 657 

("FAS 87") in the case of pension expense and Financial Accounting Board 658 

Statement No. 106 ("FAS 106") in the case of OPEB.  The proposed rate 659 

recovery for these costs is based on actuarial studies that determine each 660 

respective cost. 661 

 Due to market conditions, however, the level of pension/OPEB cost 662 

increased significantly, commencing in 2009, from the level for the prior year. 663 

Based on the changed level and pattern of these costs, IAWC intends to file with 664 

the Commission a Petition seeking approval to amortize a portion of the amount 665 

of pension and OPEB costs commencing in 2009, with deferral of the 666 

unamortized balance.  In this regard, IAWC believes that the pattern of these 667 

expenses is expected to be similar to that of other costs that are amortized for 668 

rate making purposes.  If IAWC's proposal is approved, IAWC would seek to 669 

update the proposed level of cost recovery for these items to reflect amortization 670 
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of a portion of the 2009 and 2010 pension and OPEB costs, with inclusion of the 671 

unamortized balance of these costs in rate base. If the Commission does not 672 

approve the proposal, IAWC will seek recovery of the projected levels of these 673 

costs as reflected in the present filing. 674 

Q62. Does this conclude your testimony? 675 

A. Yes. 676 
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ATTACHMENT A (Revised) 

EDWARD J. GRUBB 

 Edward J. Grubb is the Director Finance for American Water.  He is responsible 
for financial and regulatory matters for the state of Illinois. 
 
 As Director Finance his main responsibilities are to: 
 

1) Plan and oversee the preparation and presentation of all rate increase 
applications and supporting documents for Illinois American Water ; 

 
2) Oversee rate analyses and studies to evaluate the effect of proposed 
rates on the revenues, rate of return and tariff structure of Illinois American Water; 

 
3) Oversee the implementation of rate orders, including development of the 
revised tariff pricing necessary to produce the proposed revenue level; 

 
 4) Oversee the preparation of Illinois financial statements, budgets and other 

analyses; 
 
 5) Oversee the review of Company financial statements; 
 

6) Oversee employee relations in the Finance Department, including the 
recommendation regarding personnel changes and the training and evaluation of 
assigned personnel; 

 
7) Provide support for financial analysis of proposed acquisitions and 
expansion of service territory, including preparation of applicable Commission 
filings; 

 
8) Assure that policies, procedures, programs, standards of performance, 
and approved objectives are adhered to and/or achieved including those 
involving safety, affirmative action, community relations, and labor relations. 

 
 Mr. Grubb has prepared rate cases and presented testimony before the Maryland 
Public Service Commission, West Virginia Public Service Commission, Tennessee 
Public Service Commission, Illinois Commerce Commission, Kentucky Public Service 
Commission, Iowa Utilities Board, Public Utility Commission of Ohio, Missouri Public 
Service Commission, and the Virginia State Corporation Commission. 
 
 In June 1978, Mr. Grubb was awarded a Bachelor of Science Degree in Business 
Administration from Drexel University with a major in accounting.  In May 1989, he was 
awarded a Masters of Business Administration from the University of West Virginia 
College of Graduate Studies.  In September 1993, Mr. Grubb successfully completed 
the Certified Management Accounting program and received his certificate as a 
Certified Management Accountant (CMA).  And, in January 1998, he successfully 
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completed the Certified in Financial Management (CFM) program and received his 
certificate as a CFM from the Institute of Management Accountants. 
 
 Mr. Grubb began his career in 1978 with American Water Works Service Co., Inc. 
as an Internal Auditor.  As an Internal Auditor, he conducted financial and procedural 
audits.  In 1983, Mr. Grubb was promoted to Rate Analyst.  In 1984, he was promoted 
to Revenue Requirement Specialist and in 1988, Mr. Grubb was promoted to Assistant 
Director - Rates and Revenue.  In these three positions, he has assisted, prepared and 
presented testimony and accounting exhibits before regulatory bodies concerning rate 
increase applications and other matters. 
 
 In January 1998, Mr. Grubb was promoted to the position of Comptroller of 
Kentucky-American Water Company.  In his capacity as Comptroller, Mr. Grubb was 
responsible for all aspects of the accounting and regulation for the Company, including 
the preparation of financial statements, tax returns, and regulatory filings.  In October 
2000, Mr. Grubb was promoted to the Director, Rates and Revenue with Missouri-
American Water.  In April 2008, Mr. Grubb was appointed to Director Rates and 
Regulations for the Central Region.  In May 2009, he was promoted to his current 
position. 
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