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Introduction 1 

Q. Please state your name. 2 

A. My name is Scott J. Rubin.  I previously submitted direct testimony on behalf of Apple 3 

Canyon Lake Property Owners’ Association and Lake Wildwood Association, Inc.  4 

Q. What is the purpose of your rebuttal testimony? 5 

A. My rebuttal testimony responds to various statements made by Mr. Lubertozzi in his 6 

rebuttal testimony (ACUC-LWUC Exh. 4.0). 7 

Q. On pages 12-14 of his rebuttal, Mr. Lubertozzi discusses the new parent-company 8 

computer systems that are a major cost driver for the proposed rate increase.  Does 9 

his rebuttal change your recommendation to deny recovery of these costs? 10 

A. No, Mr. Lubertozzi’s rebuttal testimony does not change my recommendation on this 11 

issue.  He states that the new systems are in service and I do not deny that.  This 12 

establishes that the systems are “used” to serve customers, but it does not establish that 13 

the investments were prudently incurred or that they are “useful” to customers.  I am 14 

advised by counsel that Illinois law requires that all three criteria be met for an 15 

investment to be included in rate base.  Specifically, I am advised that Section 9-211 of 16 

the Public Utilities Act states:  “The Commission, in any determination of rates or 17 

charges, shall include in a utility's rate base only the value of such investment which is 18 

both prudently incurred and used and useful in providing service to public utility 19 

customers.” (Emphasis added) 20 

  As I explained in my direct testimony, the new computer and billing systems are 21 

not useful to customers.  In fact, they have caused bills and billing information to be 22 
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inaccurate.  Moreover, these inaccuracies, and the extremely high cost of the systems as 23 

allocated to these two small utilities, led me to conclude that the investment was not 24 

prudently incurred.  It has not been shown that the new systems are any more capable of 25 

providing accurate information than the systems they replaced.  26 

Q. Does Mr. Lubertozzi respond to your concerns with the accuracy of bills and billing 27 

information produced by the new systems? 28 

A. No, he does not.  He says only that the company “is in the process of looking into this 29 

issue.”  Page 13.  As of the date of my rebuttal testimony, the company has not provided 30 

any information about, or explanation for, the billing errors and inaccurate billing 31 

information produced by the new systems. 32 

Q. On page 14, Mr. Lubertozzi states that your recommendation for no rate increase 33 

should be denied because you have not “conducted a true regulatory audit of the 34 

company’s books and records.”  He then cites to a book by Charles Phillips stating 35 

that “allowable operating costs must be ascertained” as part of a rate case.  How do 36 

you respond? 37 

A. Mr. Lubertozzi is correct that my testimony is not based on a traditional review of a 38 

utility’s revenues, expenses, and capital expenditures.  Instead, my testimony is based on 39 

two fundamental weakness in the companies’ case:  (1) a failure to demonstrate that 40 

substantial costs incurred by affiliated companies are useful in serving the public, and 41 

(2) a failure to demonstrate that the resulting rates are fair to customers. 42 

Q. Does the book cited by Mr. Lubertozzi address these issues? 43 
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A. Yes, it does.  Professor Phillips’s book, The Regulation of Public Utilities, discusses both 44 

of these issues.  On the question of charges being passed to the utility by an affiliated 45 

company, he states:  “transactions [with affiliated companies], because of the absence of 46 

arm’s length bargaining, require careful scrutiny by the commissions …”  Id., p. 267.  47 

Further, Professor Phillips notes that the essential question when reviewing affiliated 48 

costs is whether the affiliate performs the service “efficiently and economically.”  Id.  In 49 

other words, does the utility save money or operate more efficiently because of the 50 

affiliate’s conduct?  As I explained in my direct testimony, the new computer systems are 51 

neither economical nor efficient from the perspective of the two Illinois operating 52 

utilities.  The capital costs are extremely high – amounting to an investment of more than 53 

$200 per customer – and the systems apparently are rendering inaccurate billing 54 

information.  Thus, it has not been demonstrated that the systems are either efficient or 55 

economical. 56 

Q. Does Professor Phillips also discuss the need for rates to be fair to customers? 57 

A. Yes, he does.  In writing his academic treatise, Professor Phillips reviews at some length 58 

the history of public utility regulation.  He notes that regulation can be traced back 59 

hundreds of years to a king’s requirement for guilds and other merchants to set a “just 60 

price” for their products and services, to ensure that those who controlled key 61 

commodities or services could not gouge the public.  See id., pp. 89-90.  In more recent 62 

times, this became known as the “public interest theory of regulation” which “holds that 63 

regulation is undertaken to protect the consumer from the abuses of market 64 

imperfections.”  Id., p. 182.  In other words, the very purpose of regulation is to protect 65 

consumers and ensure that they pay a “just price” (often written into law as a “just and 66 
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reasonable rate”) for utility service.  I am very concerned that the rates proposed by the 67 

companies, including the revised rates in the companies’ rebuttal testimony, do not 68 

represent a fair price to consumers. 69 

Q. How did you conclude the rates in Mr. Lubertozzi’s rebuttal testimony do not 70 

represent a fair price for water service? 71 

A. The rates contained in Mr. Lubertozzi’s rebuttal are extremely high:  consumption 72 

charges of $12.62 (Lake Wildwood) and $15.34 (Apple Canyon) per 1000 gallons of 73 

water.  These rates are between 50% and 100% higher than the highest water rates I can 74 

recall being charged by any reasonably sized utility (or utility holding company) 75 

anywhere in the country during my more than 25 years of experience with water utilities.  76 

If the utilities were providing efficient and cost-effective service, the rates would be 77 

substantially lower than those proposed by the companies.  As I explained, it appears that 78 

the proposed rates are so high because the utilities’ parent company, Utilities Inc., is not 79 

operating efficiently and is not serving the best interests of its Illinois customers.  A 80 

utility holding company is supposed to make operations more efficient and more 81 

economical than a stand-alone business, not act as a conduit to pass through excessive 82 

parent-company costs to customers. 83 

Q. In your opinion, is your testimony inconsistent with established regulatory 84 

principles, as Mr. Lubertozzi alleges? 85 

A. No, my testimony is fully consistent with established regulatory principles that require 86 

the setting of rates that are fair to consumers.  Regulation exists to protect consumers 87 

from abuses of monopolists and to prevent inefficient and uneconomical costs from being 88 

passed on to the public.  In my opinion, the denial of the requested rate increases, coupled 89 
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with a commission investigation into the appropriateness of allowing Utilities Inc. to 90 

remain in the utility business in Illinois, is properly designed to further the goal of 91 

protecting Illinois’s consumers. 92 

Q. Does this conclude your rebuttal testimony? 93 

A. Yes, it does. 94 
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