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WITNESS IDENTIFICATION 1 

Q. Please state your name, your employer, and your business address. 2 

A. My name is William R. Johnson.  I am employed by the Illinois Commerce 3 

Commission (“ICC” or “Commission”).  My business address is 527 East Capitol 4 

Avenue, Springfield, Illinois 62701. 5 

 6 

Q. How long have you been employed by the Commission? 7 

A. I have been employed by the Commission since September 1994. 8 

 9 

Q. Please briefly state your qualifications and experience. 10 

A. I received a Bachelor of Arts degree in Economics from Sangamon State 11 

University (now University of Illinois at Springfield) in May 1990 and a Master of 12 

Arts degree in Economics, also from Sangamon State University, in December 13 

1993.  I have also completed the following Society of Depreciation Professionals 14 

courses:  Basic Depreciation, Life and Net Salvage Analysis, and Preparing and 15 

Defending a Depreciation Study. 16 

 17 

In September 1994, I was assigned to the Commission’s Public Utilities Division 18 

as an Economic Analyst in the Rates Department.  In that capacity, I reviewed 19 

and analyzed filings by electric, gas, water, and sewer utilities with regard to cost 20 

of service and rate design.  In January 2000, I was reassigned to the Water 21 

Department of the Financial Analysis Division as an Economic Analyst.  My 22 
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duties include: (1) evaluating tariff filings; (2) inspecting water and wastewater 23 

facilities for compliance with Commission rules; (3) assisting the Consumer 24 

Services Division in handling inquiries and complaints; (4) evaluating testimony 25 

presented by water and wastewater utilities; and (5) testifying as a Commission 26 

Staff witness (“Staff”) in rate proceedings, applications for certificates of public 27 

convenience and necessity, applications for reorganizations, and other formal 28 

proceedings which include water and/or wastewater related issues. 29 

 30 

Q. Have you previously testified before the Commission? 31 

A. Yes, I have previously testified before the Commission on numerous issues 32 

related to my duties. 33 

 34 

PURPOSE OF TESTIMONY 35 

Q. What is the purpose of your testimony? 36 

A. The purpose of my testimony is to review the Aqua Illinois, Inc. (“Aqua” or 37 

“Company”) filing for a proposed general increase in water and sewer rates for 38 

the Candlewick, Hawthorn Woods, Ivanhoe, University Park and Willowbrook 39 

Divisions; a proposed general increase in water rates for the Fairhaven Estates, 40 

Oak Run, Ravenna and Vermilion Divisions; and, a proposed general increase in 41 

sewer rates for the Ellwood Greens Division.  I will be presenting testimony 42 

concerning the Company’s proposed depreciation rates for the Candlewick water 43 

and sewer, Hawthorn Woods water and sewer, Ivanhoe water and sewer, 44 

University Park water and sewer, Willowbrook water and sewer, Fairhaven 45 
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Estates water, Oak Run water, Ravenna water, Vermilion water, and Ellwood 46 

Greens sewer Divisions.  I will also be presenting testimony concerning the 47 

Company’s proposed Rules, Regulations, and Conditions of Service tariffs for 48 

water and sewer service (“Rules”). 49 

 50 

Q. Please explain how your testimony is organized. 51 

A. My testimony begins with a review of the Company’s proposed depreciation rates 52 

and their associated net salvage and average service life.  I will then discuss the 53 

Company’s proposed changes to its Rules. 54 

 55 

Q. Are you sponsoring any schedules or attachments with your testimony? 56 

A. No, I am not. 57 

  58 

DEPRECIATION RATES 59 

Q. When were Aqua’s current water and sewer depreciation rates 60 

established? 61 

A. Aqua’s current water and sewer depreciation rates for the various water and 62 

sewer divisions were established in the following Commission dockets: 63 

DIVISION DOCKET NO. 

Candlewick - Water 99-0288 

Candlewick - Sewer 98-0632 

Ellwood Greens - Sewer 09-0335 
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Fairhaven Estates - Water 09-0369 

Hawthorn Woods – Water & 

Sewer 

07-0620/07-0621/08-0067 (Cons.) 

Ivanhoe – Water & Sewer 00-0366 

Oak Run - Water 05-0071/05-0072 (Cons.) 

Ravenna - Water 04-0527 

University Park – Water & Sewer 93-0253 

Vermilion - Water 07-0620/07-0621/08-0067 (Cons.) 

Willowbrook – Water & Sewer 07-0620/07-0621/08-0067 (Cons.) 

 64 

Q. How are depreciation rates determined? 65 

A. Generally, a company-specific depreciation study is performed.  The 66 

depreciation study incorporates company-specific plant data, such as historical 67 

plant investments and retirements (by year), gross salvage and cost of removal 68 

data, and other related adjustments that may affect plant.  This information is 69 

then used to determine average service life and net salvage values for each 70 

plant account.  The average service life and net salvage values are used to 71 

calculate appropriate depreciation rates over which to recover the Company’s 72 

depreciable plant. 73 

 74 

Q. What type of depreciation study did the Company provide in this case? 75 

A. Company witness Mr. Guastella provided a depreciation study that utilized 76 

comparable data.  (Aqua Ex. 7.0, p. 9.)   77 
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 78 

Q. What comparable data did Mr. Guastella utilize in his depreciation study? 79 

A. Mr. Guastella compiled average service lives, net salvage values, and 80 

depreciation rates of other water and sewer utilities in various states including 81 

Illinois, various American Water systems, publications of the National 82 

Association of Regulatory Utility Commissioners (“NARUC”), and results of 83 

actuarial and simulated plant balance depreciation studies that were performed 84 

by Guastella Associates, LLC and others.  Mr. Guastella also obtained additional 85 

data in connection with other depreciation studies. (Id.)   86 

   87 

Q. Why did Mr. Guastella utilize a comparable data depreciation study rather 88 

than performing an Aqua specific depreciation study? 89 

A. Company witness Guastella stated that, as was the case with previous 90 

depreciation studies, the average service lives were determined on the basis of 91 

comparable data because there was insufficient retirement experience.  Mr. 92 

Guastella also stated that the ICC Staff has examined the comparable data 93 

provided in prior dockets and that the Commission has approved average 94 

service lives, net salvage values and depreciation rates that, in his opinion, 95 

remain reasonable.  (Aqua Ex. 7.0, p. 9.)   96 

 97 

Q. Mr. Guastella stated that the proposed average service lives, net salvage 98 

values, and depreciation rates were previously approved by the 99 
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Commission. (Aqua Ex. 7.0, p. 9)  What is the most recent docket they were 100 

approved? 101 

A. The most recent docket the average service lives, net salvage values, and 102 

depreciation rates were approved by the Commission was Docket Nos. 07-103 

0620/07-0621/08-0067 (Consolidated).  The Divisions in this proceeding that 104 

currently utilize the average service lives, net salvage values, and depreciation 105 

rates approved by the Commission in Docket Nos. 07-0620/07-0621/08-0067 106 

(Consolidated) are the Hawthorn Woods water and sewer Division, Oak Run 107 

water Division, Ravenna water Division, Vermilion water Division,  and 108 

Willowbrook water and sewer Division.   In some Divisions there are minor 109 

differences.  In response to Staff Data Request (“DR”) WRJ-1.02 and WRJ-1.13, 110 

I asked the Company if the proposed average service lives, net salvage values, 111 

and depreciation rates for water and sewer accounts were identical to those 112 

approved by the Commission in Docket Nos. 07-0620/07-0621/08-0067 (Cons.), 113 

the Company stated:  114 

 Yes. The attached schedule provides the differences, which are 115 
relatively minor. In many instances, there are accounts for which 116 
there are no costs.  In a few instances, our recommended rates 117 
reflect the correctly calculated rate and apparently the Company 118 
rounded the rates previously approved, which created the minor 119 
differences.  There may also be differences related to the rates 120 
being used by acquired systems.  In any event, the overall 121 
difference is so small, and it is not a reason to make any changes 122 
to our recommended rates. 123 

 124 

Q. What is average service life? 125 
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A. The service life of a unit of property is the length of time between its installation 126 

and its retirement.  However, units of property are placed into groups of similar 127 

property when determining depreciation rates for utilities.  Under this procedure 128 

all units of plant within a particular depreciation category (plant account or 129 

subaccount) are considered to be one group.  Because of factors such as wear 130 

and tear, weather, or other factors, there will be different service lives for 131 

individual units of property within the group.  The average service life is the 132 

average expected life of all units in a group of assets.  The use of groups of 133 

property contemplates that some assets in the group will be retired before the 134 

average service life and others after the average service life. 135 

 136 

Q. Mr. Guastella determined average service lives on the basis of comparable 137 

data because there was insufficient retirement experience. (Aqua Ex. 7.0, p. 138 

9.)  What retirement experience data is the Company lacking? 139 

A. The Company does not have the original cost of specific units of retired assets 140 

by year of installation in sufficient quantity (Company Response to Staff DR 141 

WRJ-1.07 and WRJ-1.20).  I asked Mr. Guastella when Aqua would expect to 142 

have sufficient retirement data to determine average service lives and Mr. 143 

Guastella stated “Although the Company has been maintaining retirement data 144 

since acquiring the various systems, most utility assets have relative long lives 145 

and it would typically take many years before retirements begin for assets for 146 

which the original cost is known for retirement units, and then more time before 147 
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the retirements are sufficient in both number of units and cost in order to perform 148 

a statistically sound analysis.” (Id.) 149 

     150 

Q. What is net salvage? 151 

A. Net salvage is gross salvage less the cost of removal.  (NARUC, Public Utility 152 

Depreciation Practices, 1996, p. 14.)  Net salvage could also be described as the 153 

scrap value of the asset minus the related cost of retiring the asset. 154 

 155 

Q. When does Aqua expect to have sufficient retirement data to determine 156 

Company specific net salvage for each plant account?  157 

A. Mr. Guastella responded that he will review with the Company its method of 158 

recording retirements and compiling cost of removal and salvage data so that it 159 

is best able to develop specific data.  He expects that the relationship between 160 

original cost and cost of removal will be reflected over time, but the length of time 161 

in order to establish an average experience will depend on the magnitude of 162 

retirements. (Company Response to Staff DR WRJ-1.08 and WRJ-1.21.) 163 

 164 

Q. Do you object to Mr. Guastella’s use of a comparable data depreciation 165 

study to determine average service lives, net salvage, and depreciation 166 

rates? 167 

A. No.  While I would prefer that Aqua perform a depreciation study utilizing 168 

Company-specific data, under the circumstances Aqua was only able to perform 169 

a comparable data depreciation study.  In my opinion, it is acceptable to base 170 
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average service lives, net salvage, and depreciation rates upon a comparable 171 

data depreciation study if company-specific data is not available.  Additionally, 172 

the Commission has accepted the use of comparable data depreciation studies 173 

in previous Aqua rate cases and in Utilities, Inc. rate cases (Docket Nos. 01-174 

0663 and 02-0592).  175 

 176 

Q. Do you object to the Company’s proposed average service lives, net 177 

salvage, and depreciation rates? 178 

A. No.  The proposed average service lives, net salvage, and depreciation rates 179 

were approved by the Commission in Aqua’s most recent rate case, Docket Nos. 180 

07-0620/07-0621/08-0067 (Consolidated).  (Company Response to Staff DR 181 

WRJ-1.02 and WRJ-1.13.)  I did not identify anything in Mr. Guastella’s 182 

comparable data depreciation study that would lead me to propose changes to 183 

the depreciation rates that have previously been approved by the Commission.  184 

Also, Mr. Guastella’s proposed average service lives and depreciation rates lie 185 

within the comparable range of average service lives and depreciation rates 186 

outlined in Aqua Revised Ex. 7.1.  In response to Staff DR WRJ-1.04 and WRJ-187 

1.15, the Company stated that for roughly 90% of the cost of depreciable utility 188 

plant, the recommended average service lives are at or near the average or 189 

above the average and the depreciation rates are mostly below the average 190 

when compared to the average service lives and depreciation rate ranges 191 

identified in Aqua Ex. 7.1.  192 

 193 
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Therefore, I have no objection to the Company’s proposed depreciation rates.  I 194 

recommend that Aqua’s proposed depreciation rates identified on Aqua Revised 195 

Ex. 7.2 filed on the Commission’s e-Docket System on June 13, 2011 be 196 

approved. 197 

 198 

Q. Do you object to the Company’s use of similar depreciation rates across all 199 

of its divisions? 200 

 A. I have no objection to the Company’s use of similar depreciation rates across all 201 

of its divisions.  In fact in this proceeding, the Hawthorn Woods water and sewer 202 

Division, Oak Run water Division, Ravenna water Division, Vermilion water 203 

Division, and Willowbrook water and sewer Division  currently utilize similar water 204 

and sewer depreciation rates.  Additionally, Aqua’s Kankakee water Division 205 

currently utilizes water depreciation rates similar to those proposed in this 206 

proceeding.  There are also other ICC-regulated water and sewer utilities that 207 

utilize similar depreciation rates across divisions or districts, for example, Illinois-208 

American Water Company and Utilities, Inc.  209 

 210 

Q. Do you have any suggestions for the Company regarding future 211 

depreciation studies? 212 

A. Yes.  Water utilities regulated by the Commission are required to preserve 213 

records according to 83 Ill. Adm. Code 615, which includes records associated 214 

with plant assets.  There are no specific rules regarding preservation of records 215 

in place for sewer utilities at this time.  Staff is currently working on a new 216 
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preservation of records administrative rule that will be applicable to ICC 217 

regulated electric, gas, water, and sewer utilities.  As discussed previously, Mr. 218 

Guastella stated that he will review with the Company its method of recording 219 

retirements and compiling cost of removal and salvage data so that it is best able 220 

to develop specific data.  The Company should make sure it is maintaining the 221 

necessary information so that a comprehensive depreciation study utilizing 222 

Company specific data can be performed in the future.  Company specific data 223 

would better represent the average service lives, net salvage values, and 224 

depreciation rates associated with the Company, compared to those utilized in a 225 

comparable data depreciation study. 226 

           227 

RULES, REGULATIONS, AND CONDITIONS OF SERVICE TARIFFS FOR 228 

WATER AND SEWER SERVICE 229 

Q. Aqua’s rate case filing includes proposed Rules.  Why is Aqua proposing 230 

new Rules? 231 

A. The Company was in contact with Staff prior to filing its current rate case and 232 

Staff proposed some minor changes to the Company’s Rules.  In response to 233 

Staff DR WRJ-1.09 and WRJ-1.19, the Company stated that there are no 234 

changes in the text of the Rules other than some minor typographical changes.  235 

The Company stated that the changes made to the Rules included: changes to 236 

the ILL. C. C. Nos.; all tariff sheets were labeled Original Sheet Nos.; and some 237 

of the tariff sheets’ titles were changed from Consumers Illinois Water Company 238 

to Aqua Illinois, Inc. 239 



Docket No. 11-0436 
ICC Staff Exhibit 5.0 

12 
 

 240 

Q. Do you object to Aqua’s proposed Rules? 241 

A. No.  The proposed changes are minor typographical changes that promote 242 

clarity and do not change the substance of the Company’s Rules.  Therefore, I 243 

recommend that Aqua’s proposed Rules be approved.  244 

   245 

CONCLUSION 246 

Q. Please summarize your recommendations. 247 

A. I recommend the Commission approve Aqua’s proposed depreciation rates 248 

found on Aqua Revised Ex. 7.2. 249 

I also recommend Aqua’s proposed Rules be approved.   250 

 251 

Q. Does this conclude your prepared direct testimony? 252 

A. Yes, it does. 253 

 254 
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