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PREPARED DIRECT TESTIMONY ON REHEARING 

OF LENA GEORGIEV 

ON BEHALF OF 

CAMELOT UTILITIES, INC. 

GREAT NORTHERN UTILITIES, INC. 

LAKE HOLIDAY UTILITIES CORPORATION 

 

Q. Please state your name, title, business address and reason for your testimony. 1 

A. My name is Lena Georgiev. I am a Regulatory Manager for Utilities, Inc. (“UI”) and its 2 

subsidiaries. My business address is 2335 Sanders Road, Northbrook, Illinois 60062.  I am 3 

providing direct rehearing testimony on behalf of Camelot Utilities, Inc., Great Northern 4 

Utilities, Inc., and Lake Holiday Utilities Corporation (“Companies”). 5 

 6 

Q. Ms. Georgiev, have you previously filed testimony in this proceeding? 7 

A. Yes, I have. 8 

 9 

Q. What is the purpose of your testimony? 10 

A. The purpose of my testimony is to discuss the Companies’ position on the phase-in 11 

approach. 12 

 13 

Q. Please state the Companies’ position on phased-in rates.  14 

A. Although phased-in rates would provide some illusory relief in the short term, the long 15 

term consequences are fiscally unsound and overwhelmingly negative.   Below cost rates in 16 

the near term would be followed by substantially higher rates in future periods that must 17 

recover the shortfall plus the carrying charges on the deferred recovery of costs.  In 18 

addition, the substantial costs of administration of any phase-in plan plus the inevitable 19 
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increase in uncollectible expense will result in customers bearing even more costs.   A 1 

phase-in program is unfair to future customers who will shoulder the burden to the costs 2 

left unpaid by the customers currently obtaining service at below cost rates.  In the future 3 

when additional revenue is needed to keep pace with inflation, new regulatory requirements 4 

and replacement of aging infrastructure, rate relief will be “pancaked” on top of the 5 

deferred recovery of past costs.   Allowing current customers to avoid the reality of the cost 6 

to provide utility service, provides a temporary false sense of relief that will make rate 7 

decisions even more difficult and unpalatable in the future.  While the Companies believe 8 

phased-in rates are not in the public interest, if the Commission is inclined to delay 9 

implementation of cost-based rates, the plan should be voluntary for customers and not 10 

exceed two or three years.  11 

Q. Please provide an example of how you understand a phase-in plan would work? 12 

A. Under a two year plan, assume cost based rates would result in a utility bill of $1,200 per 13 

year, but the Commission would allow the customer to pay only $1,000 for the first year.   14 

In the second year, the customer would pay $1,400 plus 7.71% on the $200 deferred 15 

amount for a total of $1,415.42.   The customer receives about a 17% discount in year one, 16 

only to be faced with a 42% increase in year two.  It is difficult to see how the customer is 17 

being helped.  A longer plan will only postpone the day of reckoning, which is only going 18 

to be made worse by increasing interest expense on an increasing deferral balance plus any 19 

future rate relief that may be needed to meet future costs of providing service.   20 

 21 

Q. Please explain why the interest charges must be recovered under the phase-in 22 

approach? 23 
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A. Under a phase-in, the lower cost rates will not provide sufficient revenue to pay for the cost 1 

of providing service.  To meet their service obligations, the Companies will be required to 2 

rely on the infusion of additional capital from shareholders which will not be paid back 3 

until the end of the plan.  The Companies will only be able to attract this additional capital 4 

if the return is equal to the overall cost of capital, which is 7.71%.  The overall cost of 5 

capital can be found in ICC Staff Exhibit 3.0, Schedule 3.1.  This additional interest 6 

computation will be included in customer’s monthly bills over the number of years in the 7 

phase-in plan that the Commission would adopt.  Many customers may be opposed to 8 

paying interest.  Carrying costs that do not include equity components will increase the cost 9 

of equity and discourage equity investment.  Dr. Phillips elaborates in The Regulation of 10 

Public Utilities (1993 Ed.) at 343 on the added risk to the firm related to phase-in proposals 11 

that result from deferring the recovering of invested capital.  12 

 If the Companies defer the recovering of invested capital which will be inevitable during a 13 

phase-in approach, a higher risk is established.  The Companies should be compensated for 14 

this added risk in the form of a higher interest rate or higher carrying costs.   15 

 16 

Q. What other costs will result from a phase-in approach? 17 

A. A phase-in approach will increase uncollectibles.  Uncollectible expense is directly 18 

correlated to the size of the bill and length of time it is unpaid.  During the payback period 19 

of a phase-in plan, the bills will be substantially higher than they would have been in 20 

absence of the deferred recovery and associated interest charges.  When coupled with 21 

future revenue requirement increases that may be necessary, unpaid balances are likely to 22 

grow. 23 
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Q. Please describe the additional administrative costs that would be associated with a 1 

phase-in plan. 2 

A. It will be extremely costly to implement a phase-in plan, .  WSC has two billing personnel 3 

in order to efficiently minimize costs that are allocated down to the 70 Utilities, Inc. 4 

subsidiaries operating in 15 different states.  A phase-in plan will necessitate that the two 5 

existing employees allocate more of their time to the Companies for the implementation 6 

and ongoing administration of phase-in plans.  In addition, the Companies anticipate the 7 

need for additional employees and outside consultants for two billing options that will have 8 

to be provided for each specific customer, which is a function the current billing system is 9 

not capable of performing. In other words, the billing system and processes currently will 10 

not support such a function in which an alternative deferred billing option is available. The 11 

system is not able to track deferrals at a customer level.   In addition, at each stage of the 12 

phase-in plan, an internal rate audit will need to be completed as well as additional costs 13 

related to noticing customers of rate changes. A phase-in approach would create customer 14 

confusion and complaints about the increases that would include carrying costs and 15 

additional interest charges, which ultimately may increase the volume of calls to customer 16 

service personnel putting a strain on current staffing levels.  There will be higher levels of 17 

call volumes since customers will need to fully understand their different options in order 18 

to make a decision about which option to choose. 19 

Q. Please address the issue of intergenerational inequities. 20 

A. Intergenerational inequities will exist if a phase-in plan is implemented.  Future customers 21 

will be paying costs of current customers.  Under any plan, existing customers are allowed 22 

to obtain service below cost.  When those customers relocate, future customers bear the 23 
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obligation for the recovery of costs that are left behind from a prior period.  The burden on 1 

future customers would occur even under a voluntary plan because customers who relocate 2 

present the greatest risk of becoming uncollectible.  That increased uncollectible expense 3 

will be reflected in the rates of the customers who remain.    This will be burdensome and 4 

unfair to the future customers of the Companies.  Dr. Phillips elaborates in The Regulation 5 

of Public Utilities (1993 Ed.) at 343 on the unfairness of lower rates to current ratepayers 6 

favored over high rates to future ratepayers.  Any future rate cases needed during the 7 

phase-in time frame will require additional deferrals and make the rate design and 8 

implementation even more complicated.  This may require the retention of a rate design 9 

consultant further increasing costs to be recovered through customers’ rates. 10 

Q. Please address the problems that a phase-in plan will present with regard to 11 

future needs for revenue requirement increases. 12 

A.  Inevitably, inflation, new environmental regulation, unanticipated costs and replacement of 13 

aging infrastructure will necessitate that the Companies seek rate relief in the future and 14 

result in a rate case during the phase-in period  The new rate design will be more 15 

complicated and the carrying costs and interest outstanding on future phase-in periods 16 

might be forgone.  The Companies are currently on a more frequent filing plan in order to 17 

keep increases low and a phase-in will interfere with the Companies’ efforts to file for rate 18 

relief on a more frequent basis.  This will, in turn, increase the magnitude of future rate 19 

increases.   20 

Q. Do you agree with the Staff position expressed in Consolidated Docket No. 11-0561 21 

through 11-0566 regarding a phase-in approach? 22 
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A. Yes. Staff witness Rukosuev recommends that the Commission reject any phase-in 1 

approach proposed by the Attorney General witness. Mr. Rukosuev discusses several 2 

concerns regarding a phase-in plan in ICC Staff Exhibit 11.0 at page 12.  He states that the 3 

proposed phase-in plan “may result in a level of revenues insufficient to operate and 4 

maintain the Companies’ water and sewer systems in a safe, adequate and reliable manner.” 5 

Q. Do the Companies currently have a mechanism in place to recover systematic 6 

increases in uncollectibles or increased administrative costs associated with a phase-7 

in? 8 

A. No, the Companies do not have a mechanism in place to recover systematic increases in 9 

uncollectibles or the administrative costs. 10 

Q. If uncollectibles increase due to higher bills and deferred payments, will the 11 

Companies be able to recover the revenues granted by the Commission? 12 

A. No, the Companies will never be able to recover the revenues granted in this Consolidated 13 

Docket. 14 

Q. If the Commission is inclined to approve a phase-in plan what conditions should be 15 

incorporated. 16 

A. The following conditions should be incorporated in any phase-in plan: 17 

 1. The phase-in period for any plan should be no longer than 3 years.  The Companies 18 

anticipate filing rate cases on a three year cycle and a three year phase-in plan will facilitate 19 

the Companies’ ability to file a rate case after the phase-in is complete. 20 

2. The carrying costs on the unrecovered costs for each Company should be set at granted 21 

cost of capital, not the cost of debt.  Any carrying cost below the Company’s actual cost of 22 

capital would only guarantee that the Company will not earn a fair rate of return and in my 23 
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opinion could constitute a taking.  The carrying costs will be necessary since the 1 

Companies will not be recovering sufficient revenues to cover the cost of providing a safe 2 

and reliable service to their customers.  Cost of capital should be used to determine the 3 

carrying cost total since the cost of capital represents the Companies’ actual cost.  4 

3. If the Companies need to file a rate case during the phase-in period due to increased 5 

operating & maintenance costs or plant improvements, the Companies should be able to 6 

recover the outstanding carrying costs and interest as well as outstanding phase-in 7 

revenues.   8 

4. The phase-in plan should only be voluntary. Implementing a voluntary phase-in plan 9 

would require modifications to the Companies’ current billing system and processes. This 10 

would create additional costs as well as staffing requirements. These additional costs 11 

should be included in the phased-in rates so that the Companies can be made whole.     12 

5. The phase-in plan should include an adjustment to incorporate the increase in future 13 

uncollectibles due to higher payments being deferred over a period longer than 180 days 14 

and should also recover the administrative costs.   15 

Q. Does this conclude your direct testimony? 16 

A. Yes, it does. 17 


