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Introduction 1 

Q. Please state your name and business address. 2 

A. My name is Scott J. Rubin.  My business address is 333 Oak Lane, Bloomsburg, PA. 3 

Q. By whom are you employed and in what capacity? 4 

A. I am an independent consultant and an attorney.  My practice is limited to matters 5 

affecting the public utility industry. 6 

Q. What is the purpose of your testimony in this case? 7 

A. I have been asked by the Office of the Attorney General (“AG”) to review the cost of 8 

service study and proposed rate design filed by Aqua Illinois, Inc. (“Aqua” or 9 

“Company”). 10 

Q. What are your qualifications to provide this testimony in this case? 11 

A. I have testified as an expert witness before utility commissions or courts in the District of 12 

Columbia and in the states of Arizona, California, Connecticut, Delaware, Kentucky, 13 

Illinois, Maine, Maryland, New Hampshire, New Jersey, New York, Ohio, Pennsylvania, 14 

and West Virginia.  I also have testified as an expert witness before two committees of 15 

the U.S. House of Representatives and one committee of the Pennsylvania House of 16 

Representatives.  I also have served as a consultant to the staffs of the Connecticut 17 

Department of Public Utility Control and the Delaware Public Service Commission, as 18 

well as to several national utility trade associations, and state and local governments 19 

throughout the country.   Prior to establishing my own consulting and law practice,  I was 20 

employed by the Pennsylvania Office of Consumer Advocate from 1983 through January 21 

1994 in increasingly responsible positions. From 1990 until I left state government, I was 22 
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one of two senior attorneys in that Office.  Among my other responsibilities in that 23 

position, I had a major role in setting its policy positions on water and electric matters.  In 24 

addition, I was responsible for supervising the technical staff of that Office.  I also 25 

testified as an expert witness for that Office on rate design and cost of service issues. 26 

  Throughout my career, I developed substantial expertise in matters relating to the 27 

economic regulation of public utilities.  I have published articles, contributed to books, 28 

written speeches, and delivered numerous presentations, on both the national and state 29 

level, relating to regulatory issues.  I have attended numerous continuing education 30 

courses involving the utility industry.  I also periodically participate as a faculty member 31 

in utility-related educational programs for the Institute for Public Utilities at Michigan 32 

State University, the American Water Works Association, and the Pennsylvania Bar 33 

Institute. 34 

Q. Do you have any experience that is particularly relevant to the issues in this case? 35 

A. Yes, I do.  I have testified on numerous occasions as a rate design and cost of service 36 

expert.  I also have worked as a consultant to local government entities on rate design 37 

issues – both to assist government-owned utilities in designing rates and to help 38 

government agencies obtain reasonable rates from their utility.  I also served on the 39 

editorial committee for the preparation of the major rate design manual for the water 40 

utility industry, the American Water Works Association’s Manual M1: Principles of 41 

Water Rates, Fees, and Charges, published in 2000.  In addition, during 2004 I provided 42 

technical assistance, training, and analysis for the staff of the Connecticut Department of 43 

Public Utility Control on rate design, cost allocation, and related issues. 44 



Direct Testimony of Scott J. Rubin, Illinois Commerce Commission Docket 11-0436 Page 3 

  In the water and wastewater sectors, I have testified on rate design and cost of 45 

service issues in rate cases involving affiliates of Aqua in other states, including 46 

Pennsylvania and Ohio, as well as in other cases involving large water and wastewater 47 

utilities.  I also have testified on behalf of Kankakee in a previous Aqua rate case before 48 

this Commission. 49 

Summary 50 

Q. What is the primary focus of your direct testimony? 51 

A. My testimony focuses on two areas: (1) the Company’s water cost-of-service study 52 

(“COSS”); and (2) Aqua’s proposal for consolidated state-wide rates. 53 

Q. Did you review the testimony and exhibits of any Aqua witnesses?  54 

A. Yes.  I am responding to specific proposals that are sponsored by Company witness 55 

Monie (Aqua Ex. 6.0).  I also reviewed numerous responses to discovery requests that 56 

were provided by the Company. 57 

Q. Please summarize your conclusions. 58 

A. My conclusions can be summarized as follows: 59 

 The class demand factors used in Aqua’s COSS are not reasonable and are 60 

not consistent with Aqua’s actual data for monthly class demands. 61 

 Aqua did not fairly allocate bad debt expense among the customer classes. 62 

 My revised COSS corrects these problems and should be used as the 63 

starting point to determine each customer class’s responsibility for any 64 

rate increase authorized by the Commission.  The Commission should use 65 

my COSS results, but then impose a limitation that no class should see an 66 

increase that is more than 1.5 times the system-average increase. 67 

 The Commission should reject Aqua’s proposal to adopt consolidated 68 

rates in this case.  Aqua’s proposal would result in many rate areas paying 69 
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higher rates than they would pay on a stand-alone basis.  It also would 70 

result in smaller areas subsidizing the rates of Aqua’s largest service area, 71 

Vermillion, which is directly contrary to the purpose of rate consolidation. 72 

 It is reasonable for the Commission to evaluate steps to move toward 73 

consolidation at this time, but it should do so in a manner that is sensitive 74 

to customer impacts.  I recommend that the Commission begin the process 75 

of rate consolidation by consolidating Ravenna and Hawthorn Woods with 76 

Vermillion and by consolidating Ivanhoe with University Park. 77 

 I recommend that the Commission use a similar, cautious approach to 78 

consolidation for Aqua’s wastewater service areas. 79 

Q. Before you review the Company’s proposals, do you have any preliminary matters 80 

to address? 81 

A. Yes.  I want to make clear at the outset that my testimony and analysis are based on the 82 

Company’s proposed revenue requirement.  This is a standard practice because it allows 83 

different parties’ cost of service and rate design recommendations to be compared on an 84 

“apples-to-apples” basis.  This should not be taken, however, as an endorsement by me or 85 

the AG of the Company’s proposed revenue requirement. 86 

Water Cost-of-Service Study 87 

Introduction 88 

Q. Did Aqua prepare a cost-of-service study (“COSS”) for its water operations? 89 

A. Yes, actually Aqua prepared several COSS – one for its proposed consolidated Illinois 90 

operations and separate studies for each service area.  Aqua witness Monie sponsors the 91 

COSS which are found in Aqua Exhibit 6.1. 92 

Q. Do you have any concerns with the Company’s water COSS? 93 

A. Yes, there are several areas where I disagree with assumptions the Company made or 94 

calculations it performed.  For purposes of this case, however, I am focusing on only two 95 
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issues:  (1) the maximum day and peak hour demand factors for each customer class; and 96 

(2) the allocation of bad debt expense among customer classes.  My focus on these two 97 

issues should not be taken as agreement with other assumptions Aqua made in the COSS; 98 

rather, I am focusing on major issues first as part of the process of having Aqua’s COSS 99 

more accurately reflect the cost to serve each customer class.  I expect to review the 100 

analyses of other parties, and continue to review data request responses, as this docket 101 

continues. 102 

Customer Class Demand Factors 103 

Q. What are customer class demand factors and how do they affect a COSS? 104 

A. In a water COSS, three demand characteristics for each customer class are used: average 105 

daily demand, maximum daily demand, and peak hour demand.  For most utilities 106 

(including Aqua), average daily demand is directly measured by meter readings.  It is 107 

simply the total consumption billed to the class during the year divided by the number of 108 

days in the year. 109 

  Maximum daily demands and peak hour demands, however, usually are not 110 

directly measured for most customer classes because demand metering tends to be very 111 

expensive and would not be cost effective for most customers.  Water utilities, therefore, 112 

use statistical studies based on random samples of customers or other methods to estimate 113 

class maximum daily and peak hour demands. 114 

  Maximum day and peak hour demands can have a significant effect on a COSS.  115 

For example, out of Aqua’s total proposed consolidated revenue requirement of 116 

$22,355,259, $3,653,774  is allocated according to maximum daily demands and 117 
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$2,190,620 million is allocated according to peak hour demands.  Aqua Ex. 6.1, Table 4.  118 

Thus, the COSS allocates about 26% of the total revenue requirement to the provision of 119 

service during peak demand periods. 120 

Q. How are these demand-related costs allocated among customer classes? 121 

A. Aqua’s COSS determines each class’s contribution to maximum daily demand and peak 122 

hour demand, based on the class’s non-coincident peak.  That is, Aqua assumes that the 123 

facilities to serve each class are sized to meet the class’s peak requirements, without 124 

regard to whether other customer classes are peaking at the same time.  While this 125 

assumption does not completely mirror the operations of a water utility, it is an 126 

assumption that is frequently made in water cost-of-service studies and I am not 127 

disagreeing with Aqua on this issue. 128 

  Where I disagree with Aqua is in the assumption it makes about each class’s non-129 

coincident peak demand.  As I will explain, for all classes except the Residential class, 130 

Aqua has greatly understated the class’s peak demands. 131 

Q. What are Aqua’s assumptions about each class’s peak demands? 132 

A. The following table shows the demand factors that Aqua used for each customer class.  133 

The demand factors are percentages of average demand.  For example, a maximum day 134 

demand factor of 150 means that maximum daily demand is 150% of the average day 135 

demand.  Thus, for instance, if the customer class has average daily usage of 100,000 136 

gallons, then a maximum day demand factor of 150 would mean that the class’s highest 137 

daily usage during the year would be 150,000 gallons. 138 

Customer Class Aqua Max Day Demand Aqua Peak Hour Demand 
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Residential 200 275 

Commercial 120 140 

Industrial 115 115 

Large Industrial 115 110 

Sales for Resale 135 140 

 139 

 Aqua Ex. 6.1, Table 5. 140 

Q. Are Aqua’s demand factors reasonable? 141 

A. No, Aqua’s demand factors are not reasonable.  Initially, it is mathematically and 142 

physically impossible for a class’s peak hour demand to be less than its maximum day 143 

demand, and it is exceedingly unlikely that the two factors would be equal.  If a class 144 

used precisely the same amount of water each hour during the maximum day, then its 145 

peak hour demand would equal its maximum day demand.  If there is any deviation in 146 

consumption from hour to hour (as nearly always occurs in the real world), then peak 147 

hour demand must be higher than maximum day demand. 148 

Q. Why do you say that in the real world there is nearly always some hour-to-hour 149 

change in water consumption? 150 

A. Even the largest commercial or industrial customers will experience some change in their 151 

operations from one hour to the next.  It might mean a piece of equipment is taken down 152 

for maintenance, or it could be peak usage when employees take breaks during the day 153 

(increasing water used in bathrooms, for example).  It would be extremely unlikely for 154 

precisely the same number of employees to be on break each and every hour during the 155 

day. 156 

  Moreover, even for an industrial process that is always on-line, the fact that there 157 

is a peak day means that water usage has to be ramped up from the average day to the 158 
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peak day, and then ramped down again to the average day.  It would be highly unlikely 159 

that this would occur precisely during the 12:00 a.m. to 1:00 a.m. hour and the 11:00 p.m. 160 

to 12:00 am hour, as would be required to have peak hour demand be precisely equal to 161 

maximum day demand. 162 

Q. Can you provide an example of what you mean? 163 

A. Yes, let’s assume an industrial plant has average demand of 1,000 gallons per hour, for 164 

average daily demand of 24,000 gallons.  To keep the numbers simple, let’s also assume 165 

that the plant has a maximum day usage of 30,000 gallons, or 125% of average daily 166 

demand.  Somehow the plant has to increase its consumption from 24,000 gallons per day 167 

to 30,000 gallons per day.  If the plant started increasing consumption during the first 168 

hour of the day (12:00 a.m. to 1:00 a.m.), remained at precisely that level for 24 hours 169 

and ended the increase during the 11:00 p.m. to 12:00 a.m. hour, then it would use 1,250 170 

gallons per hour on the maximum day.  In this perfect example, the plant’s peak hour 171 

demand (1,250) would be 125% of its average hour demand (1,000), and its peak hour 172 

factor would be 125 – precisely equal to its maximum day demand factor. 173 

But such precision is highly unlikely in the real world.  Let’s assume instead that 174 

the plant was close to perfect: increasing consumption between 2:00 a.m. and 3:00 a.m. 175 

and ending the increase at 10:00 p.m.  In this case (still highly unlikely, but getting closer 176 

to reality), the plant would use 1,000 gallons per hour for four hours (the first two hours 177 

and last two hours of the day) and 1,300 gallons per hour for the other 20 hours.  In this 178 

nearly perfect operation, the customer’s peak hour factor would be 130; that is, its peak 179 

hour would be 130% of the average hour (1,300 / 1,000), which is higher than the 180 

maximum day demand factor of 125. 181 



Direct Testimony of Scott J. Rubin, Illinois Commerce Commission Docket 11-0436 Page 9 

Q. How does this affect the reasonableness of Aqua’s demand factors? 182 

A. Aqua’s COSS used a maximum day factor of 115 for both the Industrial and Large 183 

Industrial classes.  It used a peak hour factor of 115 for the Industrial class and a peak 184 

hour factor of 110 for the Large Industrial class.  First, the peak hour factor for the Large 185 

Industrial class is impossible – the peak hour factor cannot be less than the maximum day 186 

factor.  Aqua acknowledged the error in response to data request AG 1.6 (attached as AG 187 

Exhibit 1.01), but it failed to propose a proper correction.  In that response, Aqua states 188 

that the peak hour factor should have been 115, and it continued to assert that a peak hour 189 

factor of 115 for the Industrial class is reasonable.  As I explained above, such perfect 190 

hourly performance is exceedingly unlikely in the real world.  At a minimum, because of 191 

the need to ramp up and ramp down consumption, as well as hour-to-hour fluctuations, I 192 

would expect the peak hour factor to be at least 10% higher than the maximum day 193 

factor, even for the most efficient customer (and even if that customer had its own water 194 

storage tanks). 195 

Q. Are there ways to evaluate the reasonableness of maximum day and peak hour 196 

demand factors? 197 

A. Yes.  As I mentioned above, while demand meters exist for water, they are very 198 

expensive and are not used very often.  Larger utilities periodically conduct demand 199 

studies that install demand meters on a random scientific sample of customers, but such 200 

studies also are expensive.  Utilities with fully automated meter reading equipment may 201 

have the ability to have the central billing computer query a sample of meters each hour 202 

for an extended period of time, which could reduce the cost of demand studies. 203 



Direct Testimony of Scott J. Rubin, Illinois Commerce Commission Docket 11-0436 Page 10 

  But even without such sophisticated studies, we can test the reasonableness of 204 

demand factors from a utility’s routinely collected billing data.  While it will not give us 205 

precise answers, it is easy to determine the smallest maximum day factor that is 206 

reasonable, and from that we can determine the smallest peak hour factor that is 207 

reasonable. 208 

  Specifically, from a utility’s monthly billed consumption data, by customer class, 209 

we can easily calculate the maximum monthly demand for each customer class.  For the 210 

same reason that peak hour demand cannot be less than maximum day demand, it is 211 

mathematically and physically impossible for maximum day demand to be less than 212 

maximum month demand.  Further, for the same reasons that peak hour demand is nearly 213 

always greater than maximum day demand (ramping up and ramping down, as well as 214 

fluctuations during the day), maximum day demand must be greater than maximum 215 

month demand. 216 

Q. Have you calculated Aqua’s maximum month demand for each customer class? 217 

A. Yes, in response to data request AG 1.7 (attached as AG Exhibit 1.02), Aqua provided 218 

monthly consumption for the years 2005 through 2009 for each customer class except 219 

Large Industrial.  I have calculated the maximum monthly demand factor for each class 220 

for each year, as shown on AG Exhibit 1.03. 221 

  Aqua’s actual data demonstrate that it is impossible for Aqua’s demand factors to 222 

be accurate.  Specifically, the following table compares Aqua’s maximum day demand 223 

factors to the actual maximum month demand factors, using the highest demand during 224 

the five-year period Aqua provided. 225 
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Customer Class 
Aqua Estimated 

 Max Day Factor  

Actual  

Maximum Month Factor 

Residential 200 137 

Commercial 120 147 

Industrial 115 209 

Large Industrial 115 No data provided 

Sales for Resale 135 215 

 226 

 As I discussed above, it is mathematically and physically impossible to have maximum 227 

day demand that is less than maximum month demand.  Therefore, it is impossible for 228 

Aqua’s demand factors for the Commercial, Industrial, and Sales for Resale classes to be 229 

accurate.  Those factors are demonstrably unreasonable and cannot be used in a COSS. 230 

Q. How do you propose to correct these errors? 231 

A. I recommend using a maximum day factor that is equal to the higher of Aqua’s maximum 232 

day estimate or 110% of the maximum month factor.  I then will use a peak hour factor 233 

that is equal to the higher of Aqua’s peak hour factor or 110% of the maximum day 234 

factor.  In my opinion, these demand factors are conservatively low because increasing a 235 

monthly (or daily) demand by only 10% to estimate the daily (or hourly) demand would 236 

imply a highly regular level of consumption during the period that would be very unlikely 237 

to occur in the real world, even for the most efficient customer.  I show the demand 238 

factors I will use in the following table. 239 

  240 
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 241 

Customer 

Class 

Aqua Max 

Day Factor 

AG Max 

Day Factor 

Aqua Peak 

Hour Demand 

AG Peak 

Hour Factor 

Residential 200 200 275 275 

Commercial 120 160 140 175 

Industrial 115 230 115 255 

Large Industrial 115 115 110 125 

Sales for Resale 135 235 140 260 

 242 

Q. Please explain exactly how these demand factors were calculated. 243 

A. For the Residential class, I used the demand factors estimated by Aqua because they are 244 

higher than the factors I would calculate using maximum monthly demand data.  For the 245 

Large Industrial class, I used Aqua’s estimated maximum day demand because Aqua did 246 

not provide monthly data for that customer class.  Peak hour demand for that class is 247 

equal to 110% of maximum day demand (115 x 110% = 126.5, rounded to 125).   248 

For the Commercial, Industrial, and Sales for Resale classes, I started with the 249 

maximum month demand factor, then increased it as I described above.  I will use the 250 

Commercial class to illustrate the process I followed.  The Commercial class’s actual 251 

monthly demand factor is 147, as I calculated in AG Exhibit 1.03.  I then increased this 252 

by 10% to estimate maximum day demand (147 x 110% = 161.7, rounded to 160).  I then 253 

increased maximum day demand by 10% to estimate peak hour demand (160 x 110% = 254 

176, round to 175).  This same procedure was followed for the Industrial and Sales for 255 

Resale classes. 256 
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Q. What is the effect on the COSS of using your demand factors instead of the factors 257 

used by Aqua? 258 

A. On AG Exhibit 1.04 I show the effect on the COSS of using my demand factors instead 259 

of the unreasonable factors used in Aqua’s study.  I would emphasize that the only 260 

change reflected in these results is changing the class demand factors.  Briefly, the result 261 

of using more reasonable (but still quite conservative) demand factors is to reduce the 262 

allocation of costs to the Residential and fire protection classes by approximately $1.2 263 

million.  There also is a very slight reduction (about $3,000) in costs to the Large 264 

Industrial class.  These costs are then reallocated to the classes where Aqua greatly 265 

underestimated the proper level of demand: Commercial, Industrial, and Sales for Resale. 266 

Allocation of Bad Debt Expense 267 

Q. How did Aqua allocate bad debt expense among the customer classes? 268 

A. Aqua allocated bad debt expense based on the number of customers in each class. 269 

Q. Is that a reasonable way to allocate bad debt expense? 270 

A. No, it is not.  The method used by Aqua assumes that each customer – regardless of the 271 

size of the customer’s bill – should be responsible for an equal share of bad debt expense.  272 

I prefer to allocate bad debt expense based on the actual bad debts experienced by each 273 

customer class over a reasonable historic time period (such as a three-year or five-year 274 

average).  Aqua stated, however, that it does not record such information by customer 275 

class.  Response to AG 1.4.  In the absence of actual data, a fairer way to allocate bad 276 

debt expense would take into account the size of the customer’s bill.  That is, larger 277 

customers present more of a potential liability for bad debt than do smaller customers. 278 



Direct Testimony of Scott J. Rubin, Illinois Commerce Commission Docket 11-0436 Page 14 

  Further, it is important to recognize that uncollectible expense is not “caused” by 279 

paying customers.  That expense, however, needs to be recovered in a fair manner from 280 

paying customers.  In effect, we socialize the cost (similar to a tax), not based on cost 281 

causation (because no paying customer causes the Company to incur costs for unpaid 282 

bills), but based on our notions of fairness.  In my opinion, it is not fair to require each 283 

customer to pay the same amount toward recovery of the costs of non-paying customers.  284 

Doing so has the effect of requiring the smallest customer to pay a much larger 285 

percentage of his or her bill toward non-paying customers than would be paid by a 286 

higher-use customer. 287 

  In nearly every instance, our system of taxation is based on a notion of fairness 288 

that is based on either equivalent percentages or abilities to pay.  For instance, in 289 

Pennsylvania where I live, the state constitution requires (with very few exceptions): “All 290 

taxes shall be uniform.”  That does not mean that each person, whether a millionaire or a 291 

pauper, pays the same income tax, but that each person pays the same percentage rate of 292 

tax on his or her income.  Similarly property taxes, sales taxes, and most other forms of 293 

taxation are based on uniform (or other measures of fair) percentage rates; not on per 294 

capita charges that are precisely equivalent dollar amounts. 295 

  In contrast, Aqua’s COSS allocates bad debt expense in equal amounts from each 296 

customer, regardless of the size of the bill.  297 

Q. What do you recommend? 298 

A. I recommend that bad debt expense be allocated to each customer class, except Sales for 299 

Resale, based on the class’s share of the total cost of service (excluding bad debt 300 
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expense).  I have exempted Sales for Resale customers from this calculation because 301 

wholesale customers are very unlikely to default on their bills (doing so would leave their 302 

retail customers without water service – an action that no prudent utility would take), and 303 

those wholesale customers would be responsible for bad debts of their own retail 304 

customers. 305 

Q. What is the effect of this adjustment on class cost of service? 306 

A. The precise effect of this adjustment on the cost to serve each customer class will depend 307 

on whether other adjustments are made to the COSS.  After reflecting my proposed 308 

adjustments to Aqua’s class demand factors, the following table shows the effect of my 309 

adjustment to bad debt expense allocation. 310 

Customer Class 
Aqua Bad Debt 

Allocation  

AG Bad Debt 

Allocation 
Difference 

Residential  189,154  128,637   (60,517) 

Commercial  32,029   38,784   6,755  

Industrial  6,596   20,059   13,463  

Large Industrial  458   16,044   15,586  

Sales for Resale  967   -     (967) 

Private Fire  -     6,929   6,929  

Public Fire  -     18,752   18,752  

Total  229,205   229,205   -   

 311 

Water COSS Conclusion 312 

Q. Please summarize the overall effect of your adjustments on the water COSS. 313 

A. AG Exhibit 1.05 summarizes the effect of my adjustments to the water COSS.  It can be 314 

seen from that exhibit that the overall effect is to reduce the costs allocated to the 315 

residential class by $829,593, as compared to Aqua’s COSS.  Costs allocated to the fire 316 

protection classes also are lower under my COSS than under Aqua’s COSS. 317 
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Q. What do you recommend? 318 

A. I recommend that the results of my revisions to the water COSS be used as the first step 319 

in developing the appropriate rate increase for each customer class. In addition to the cost 320 

of service, I recommend that in order to avoid unusually dramatic rate changes based on 321 

cost-of-service methodology, a reasonable limitation should be placed on the maximum 322 

rate increase to any customer class.  I frequently have testified that it is reasonable to 323 

restrict the rate increase to any customer class to no more than 150% of the system-324 

average increase.  In this case, under Aqua’s proposed revenue requirement, the system-325 

average increase is 23.4%, so I recommend that no class should receive an increase that is 326 

greater than 150% of that amount, or 35.1%. 327 

  I show the results of imposing that limitation under Aqua’s proposed revenue 328 

requirement on AG Exhibit 1.06.  It can be seen from that exhibit that the limitation 329 

serves to constrain the rate increase of every customer class except the Residential and 330 

Public Fire Protection classes.  Indeed, imposing that limitation in this case results in the 331 

Residential class receiving an increase of 20.0% instead of the increase indicated by the 332 

COSS of 9.8%.  My proposal, however, still results in a smaller Residential increase than 333 

Aqua requested.  For reasons that are hard to fathom, Aqua proposed a greater-than-334 

average increase to the Residential class (24.6%) even though Aqua’s own study shows 335 

that Residential rates should be increased by less than the system-average increase.   336 

  Similarly, rates to the Public Fire Protection class would increase by almost 9% 337 

under my recommendation, even though the COSS indicates that there should be a slight 338 

reduction in the rates for that class.  But that still is significantly less than Aqua’s 339 

proposed increase of 18.3% in Public Fire Protection rates. 340 
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Q. How should the Commission determine the revenue responsibility for each customer 341 

class if it sets a revenue requirement less than Aqua’s proposed revenue 342 

requirement? 343 

A. If the Commission finds that Aqua’s revenue requirement is lower than Aqua proposed, 344 

then the percentage increases I show on AG Exhibit 1.06 should be reduced 345 

proportionately to develop each customer class’s responsibility for any rate increase.  346 

This would ensure that no class receives an increase that is more than 1.5 times the 347 

system-average increase. 348 

Water Rate Design 349 

Q. How is Aqua proposing to recover its water revenue requirement from customers? 350 

A. Aqua is proposing to consolidate all of the rate areas that are part of this case, except 351 

University Park, onto a consolidated rate schedule.  This is also known as single-tariff 352 

pricing. 353 

Q. Do you support single-tariff pricing? 354 

A. I support the goal of single-tariff pricing, but the process of consolidating rate areas must 355 

be done with sensitivity toward the impact on customers’ bills.  The general concept is 356 

that customers in large rate areas might see their bills increase by a few cents per month 357 

to support significantly lower bills in small rate areas.  As a very simple example, to raise 358 

$10,000, the annual bills for a rate area with 100 customers would need to increase by 359 

$100 per customer.  That same $10,000 can be raised from a rate area with 50,000 360 

customers at a cost of only 20 cents per customer per year.  Thus, when properly 361 

implemented, single-tariff pricing can simplify the administration of tariffs and benefit 362 
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customers by spreading costs among a much larger customer base.  That is, single-tariff 363 

pricing can help ensure the provision of affordable water service to smaller service areas 364 

without having a significant effect on other customers. 365 

Q. Does Illinois have experience with moving a major water utility toward single-tariff 366 

pricing? 367 

A. Yes.  The Commission has been moving Illinois-American Water Company (“IAWC”) 368 

toward single-tariff pricing for many years.  I have been involved in several IAWC cases 369 

during the past 15 years, so I am very familiar with the process used for that utility.  370 

IAWC treats each rate area as if it were a separate utility for rate case purposes, so there 371 

is a separate revenue requirement and a separate cost-of-service study for each area.  372 

Based on that stand-alone presentation, if two rate areas would have rates that are very 373 

close to one another, then rate consolidation is considered for those areas.  This ensures 374 

that customers do not pay more (except perhaps for minor differences of a few cents) 375 

under consolidated rates than they would pay on a stand-alone basis. 376 

Q. How does the approach to consolidation in IAWC compare to the approach to 377 

single-tariff pricing that Aqua proposes? 378 

A. Aqua has proposed a very different approach that I find to be unreasonable and 379 

insensitive to customer impacts.  Aqua proposes to adopt consolidated rates in eight  380 

districts, excluding University Park, in this one case.  Aqua does not seem at all 381 

concerned with the impact its proposal would have on customers, or even whether the 382 

proposal makes any sense. 383 
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Q. Can you be more specific? 384 

A. Yes, I have prepared AG Exhibit 1.07 to show the impact of Aqua’s consolidation 385 

proposal on a typical residential customer using 5,000 gallons per month.  The impacts on 386 

such a typical customer are dramatically different in each rate area, ranging from a 10.7% 387 

decrease in Oak Run to a 231.3% increase in Ravenna.  All of this is in the context of a 388 

rate case with an overall proposed increase of 23.4%. 389 

Q. How do these increases compare to the rates customers would pay on a stand-alone 390 

basis (that is, if there were no movement toward single-tariff pricing)? 391 

A. AG Exhibit 1.08 shows the stand-alone revenue requirement from Aqua’s filing with its 392 

proposed consolidated revenue level.  There are only three service areas (Hawthorn 393 

Woods, Ravenna, and Vermillion) where consolidation would result in revenues that are 394 

lower than stand-alone rates, and one of those areas is Aqua’s largest service area, 395 

Vermillion. 396 

  This makes absolutely no sense.  The purpose of single-tariff pricing is to help 397 

customers in smaller rate areas by moving some costs from those areas to the large 398 

service area where costs can be absorbed without a significant customer impact.  Yet 399 

Aqua has turned this process on its head – proposing to reduce revenues from Vermillion 400 

by more than $400,000 and recover those revenues from the small service areas. 401 

Q. Is there a way to move toward consolidated rates in a manner that is logical and 402 

sensitive to customer impacts and the cost of service? 403 

A. Yes, there is.  I described the process above that the Commission has been using for 404 

IAWC, and I recommend that a similar process should be used for Aqua.  I also 405 
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recommend that, in future cases, Aqua’s Kankakee division should be included in a 406 

consolidated rate case, so that all service areas can be evaluated as part of a movement 407 

toward single-tariff pricing. 408 

Q. How do you propose to begin that process in this case? 409 

A. I begin by preparing stand-alone rates for each rate area that would recover the stand-410 

alone cost of serving that area, and also would approximately recover the cost of serving 411 

each customer class on a company-wide basis.  The rates that would do so are listed on 412 

AG Exhibit 1.09.  On AG Exhibit 1.10, I provide the proof of revenues for each rate area.  413 

AG Exhibit 1.11 presents the first of three summaries: this one showing that the rates 414 

recover the stand-alone revenue requirement for each rate area.  The second summary is 415 

provided in AG Exhibit 1.12, showing the revenues to be collected from each customer 416 

class and how that compares to the company-wide cost of serving each customer class. 417 

Finally, on AG Exhibit 1.13, I calculate the bill for a typical residential customer 418 

(excluding public fire charges) in each rate area. 419 

Q. How will you use this information? 420 

A. This information provides an important starting point.  Indeed, if the Commission 421 

determines that Aqua should not begin the process of rate consolidation at this time, the 422 

rates I show on AG Exhibit 1.09 would be the ending point (under Aqua’s proposed 423 

revenue requirement).  In my opinion, however, it is possible to begin moving toward 424 

rate consolidation in a manner that benefits customers in several smaller rate areas. 425 

  I will use this information, therefore, to recommend that some movement should 426 

be made in this case to start consolidating Aqua’s rates.  I recommend that the 427 
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Commission focus first on the small rate areas that would experience very large rate 428 

increases.  In particular, Ravenna (a 300% increase), Ivanhoe (a 143% increase), and 429 

Hawthorn Woods (a 121% increase) are excellent candidates for consolidation with a 430 

larger district.  Based on the extraordinarily large rate increases proposed by Aqua and 431 

the stand-alone rates for those areas, I recommend the following: 432 

 Ravenna and Hawthorn Woods should be consolidated with Vermillion, 433 

and 434 

 Ivanhoe should be consolidated with University Park. 435 

 I do not recommend any other consolidation at this time. 436 

Q. What is the effect on rates of consolidating Ravenna and Hawthorn Woods with 437 

Vermillion? 438 

A. Consolidating these three districts would result in a common consumption charge of 439 

$6.1827 (this charge applies to all consumption in Ravenna and Hawthorn Woods and to 440 

the first consumption block in Vermillion).  This represents reductions from the stand-441 

alone charges shown on AG Ex. 1.09 in Ravenna and Hawthorn Woods of $6.23 per 442 

thousand gallons and $3.66 per thousand gallons, respectively.  Consolidation would save 443 

the typical customer in Ravenna more than $30 per month and the typical customer in 444 

Hawthorn Woods more than $18 per month.  To moderate the rate increases for 445 

customers in those small rate areas requires an increase in the consumption charge in 446 

Vermillion of less than $0.15 per thousand gallons, or less than $0.75 per month for the 447 

typical customer.  I would note that even with this increase due to consolidation, 448 

Vermillion still would experience a lower than average percentage rate increase, as 449 
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compared to the Company as a whole (a 15.2% increase for Vermillion compared to a 450 

23.4% increase company-wide).   451 

Q. What is the effect on rates of consolidating Ivanhoe with University Park? 452 

A. Consolidating these two districts would result in a common consumption charge of 453 

$3.0882 (this charge applies to all consumption in Ivanhoe and to the first consumption 454 

block in University Park).  This represents a reduction from the stand-alone charge in 455 

Ivanhoe of $2.86 per thousand gallons.  Consolidation would save the typical customer in 456 

Ivanhoe more than $14 per month.  To achieve that savings for customers in the small 457 

rate area requires an increase in the consumption charge in University Park of less than 458 

$0.16 per thousand gallons, or less than $0.80 per month for the typical customer.   459 

Q. Have you prepared additional exhibits to show the effect of consolidation? 460 

A. Yes.  I show the consolidated rates on AG Exhibit 1.14, the new proof of revenues for 461 

each affected rate area on AG Exhibit 1.15, a summary of the effect of consolidation on 462 

each rate area on AG Exhibit 1.16, and the effect on typical residential customers’ bills in 463 

AG Exhibit 1.17. 464 

Q. What do you recommend? 465 

A. I recommend that the Commission reject Aqua’s draconian consolidation proposal and 466 

instead adopt my proposal.  My approach begins the process of consolidation by focusing 467 

on the small rate areas that would experience the greatest stand-alone rate increases and 468 

consolidates them with large rate areas that could absorb the additional revenue 469 

responsibility with a relatively modest rate impact. Under my proposal, all other rate 470 
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areas would have their rates and revenue requirements determined on a stand-alone basis 471 

at this time. 472 

Wastewater Rates 473 

Q. Have you conducted a similar rate consolidation analysis on Aqua’s wastewater rate 474 

areas? 475 

A. No, I have not performed such an analysis on Aqua’s wastewater rate areas.  I believe, 476 

however, that the same consolidation principles should be used to determine whether and 477 

when to consolidate wastewater service areas.  I again would reject Aqua’s notion that 478 

consolidation requires (or even permits) the imposition of exorbitant rate increases on 479 

customers solely because of the desire to consolidate rate areas.  As I explained above, 480 

consolidation should occur only if one of two conditions is met: (1) customers in smaller 481 

rate areas will benefit and consolidation does not result in significant changes in bills or 482 

rates to the customers in the large rate area absorbing those customers, or (2) the rates 483 

would be similar in the areas on a stand-alone basis. 484 

Conclusion 485 

Q. Does this conclude your direct testimony? 486 

A. Yes. 487 


