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OF 
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I. WITNESS INTRODUCTION 1 

Q1. Please state your name and business address. 2 

A. My name is Rich Kerckhove.  My business address is 727 Craig Road, St. 3 

Louis, Missouri  63141. 4 

Q2. By whom are you employed and in what capacity? 5 

A. I am employed by American Water Works Service Company, Inc., a 6 

subsidiary of American Water Works Company, Inc. (“American Water”) 7 

and an affiliate of Illinois-American Water Company (“IAWC” or 8 

“Company”), as a Manager, Rates and Regulation.  The Service Company 9 

is a subsidiary of American Water Works Company, Inc. (“American”) that 10 

provides shared services to American’s water utility subsidiaries, including 11 

Illinois-American Water Company (“Illinois-American,” “IAWC,” or 12 

“Company”). 13 

Q3. Please describe your background and professional affiliation. 14 

A. I earned a Bachelor of Business Administration degree from the University 15 

of Iowa, majoring in Accounting and Insurance.  In addition, I earned a 16 

Master of Business Administration degree from the University of 17 

Minnesota’s Carlson School of Management, with concentrations in 18 

Management Information Systems and Finance.  I am a Registered 19 

Certified Public Accountant in the State of Illinois and I am a member of 20 

the American Institute of Certified Public Accountants.  My prior financial 21 
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experience includes five years as a staff accountant in public accounting 1 

and five years in accounting and computer operations for community 2 

banks.  Subsequent to my public accounting and banking experience, I 3 

joined the Staff of the Illinois Commerce Commission (“Commission”) 4 

where I attained the position of Senior Analyst during my eight years at the 5 

Commission.  After obtaining my MBA, I served as a Senior Financial 6 

Analyst for defense contractors United Defense LLP (now BAE Systems 7 

Inc.) and Alliant Techsystems, Inc.  Prior to joining American Water, I was 8 

employed as a Financial Consultant for Xcel Energy Inc., responsible for 9 

the compilation of the annual budget and monthly forecasts for the $3.8 10 

billion Public Service Company of Colorado subsidiary.  My present duties 11 

with American Water consist primarily of preparing rate-related filings for 12 

IAWC. 13 

Q4. Please summarize your responsibilities as Manager, Rates & 14 

Regulations. 15 

A. My responsibilities as Manager, Rates and Regulation, involve providing 16 

the following services to Illinois-American: 17 

1) Preparing and presenting all rate change applications and 18 

supporting documents and exhibits as prescribed by management 19 

policies, guidelines and regulatory commission requirements;   20 

2) Preparing rate analyses and studies to evaluate the effect of 21 

proposed rates on the revenues, rate of return and tariff structures;  22 
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3) Executing the implementation of rate orders, including development 23 

of the revised tariff pricing necessary to produce the proposed 24 

revenue level;  25 

4) Overseeing the preparation of revenue and capital requirements 26 

analyses;  27 

5) Providing support for financial analysis of proposed acquisitions 28 

and expansion of service territory, including preparation of 29 

applicable regulatory commission filings. 30 

Q5. Have you previously testified before a regulatory body? 31 

A. Yes, I have testified several times before the Illinois Commerce 32 

Commission. 33 

II. PURPOSE OF DIRECT TESTIMONY 34 

Q6. What is the purpose of your testimony in this case? 35 

A. The purpose of my Direct Testimony is to discuss the Company’s future 36 

test year projection of its revenue, expenses, and capital expenditures.  I 37 

will also describe certain schedules, which I prepared or directed the 38 

preparation of, submitted by IAWC in accordance with the standard 39 

information requirements of 83 Ill. Adm. Code Part 285. 40 

Q7. Are you generally familiar with the operations, books, and records of 41 

IAWC? 42 

A. Yes. 43 

III. FUTURE TEST YEAR PROJECTIONS 44 

Q8. What test year has the Company proposed in this proceeding? 45 
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A. The Company is proposing, and has presented its schedules using a 46 

future test year comprising the twelve months ending September 30, 47 

2013.  The Company also is presenting, where appropriate, information for 48 

the historic years comprising the twelve months ending September 30, 49 

2010, and September 30, 2011, and the current year comprising the 50 

twelve months ending September 30, 2012. 51 

Q9. Has the Company previously presented requests for rate relief based 52 

upon a future test year, and has the Commission accepted such 53 

future test years? 54 

A. Yes.  The Commission approved the Company’s use of a future test year 55 

in the Company’s last rate case, Docket 09-0319, and numerous prior 56 

IAWC rate cases. 57 

Q10. What is the source of the accounting information in the Company’s 58 

Schedules? 59 

A. The source of all the basic accounting information contained in the 60 

schedules for the year ended September 30, 2010, is the Company’s 61 

books and records that contain the actual operating results for that period.  62 

The data provided for the year ended September 30, 2011, is the 63 

Company’s books and records that contain the actual operating results 64 

through June 30, 2011, and three months of data projected in accordance 65 

with the methodology I describe below.  The data provided for the year 66 

ending September 30, 2012, and for the future test year ending 67 
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September 30, 2013, were also projected in accordance with the 68 

methodology I describe below. 69 

Q11. Are plant additions planned for the period July 2011 through 70 

September 2013? 71 

A. Yes.  As Mr. Kaiser discusses in his testimony, the Company plans 72 

substantial new construction that will be placed in service on or before 73 

September 30, 2013.  The forecasted gross capital additions for the test 74 

year ending September 30, 2013, exceed $75 million. 75 

Q12. Please provide an overview of the Company’s financial planning 76 

process. 77 

A. Each year the Company prepares a five-year business plan, beginning 78 

with the year subsequent to the year the plan is prepared.  Included in the 79 

plan are forecasted income statements as well as capital spending 80 

amounts.  The planning process begins each summer and ends with final 81 

management-approved plans in the fourth quarter.  In conjunction with the 82 

five-year plan, the Company prepares an operating budget for the 83 

subsequent calendar year.  The operating budget takes the business plan 84 

and develops the detail needed to operate the business in the coming 85 

year.  As is with the five-year plan, the budget process also concludes in 86 

the fall of each year, resulting in an approved budget for the next year.   87 

Q13. Is the Company’s forecast derived from this planning process? 88 

A. Yes.  The forecasted 2012 and 2013 revenue and expense data used in 89 

the forecast originated with the  2012-2016 plan (the “Business Plan”)  90 
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Business Plan Revenues were r forecasted to reflect current information 91 

regarding the expected loss of a large industrial customer, the movement 92 

of certain large customers from the general service tariff to the large user 93 

tariff, customer counts, and to reflect the declining usage per customer per 94 

day that has occurred over the past several years.  Mr. Gary Naumick 95 

describes this declining use  trend in his direct testimony, IAWC Exhibit 96 

8.00, which I also discuss below.  The forecasted capital spending  97 

included in the determination of forecasted utility plant in service reflects 98 

the Company’s anticipated capital needs as developed in the 2012 – 2016 99 

business plan, for 2012 and 2013 plant additions, but relies on the original 100 

2011 budgeted amounts for the remainder of the 2011 year. 101 

Q14. How were the future test year projections in the Company’s current 102 

presentation developed? 103 

A. The projections initially were developed by personnel at each IAWC 104 

district office and IAWC’s state corporate office (each of which is 105 

individually referred to as a “business unit”).  The responsibility for each 106 

department’s projection within the business unit rests with the department 107 

head.  Recent historical experience, usually from one to five years, was 108 

considered in developing the initial projections, with appropriate 109 

adjustments made for known or projected changes.  Where necessary, 110 

contacts are made, by local and corporate management personnel, with 111 

the procurement function group, for prices of goods and services to 112 

confirm estimates.  The projections developed by the separate 113 
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departments are consolidated and reviewed by each business unit’s 114 

management staff prior to submission to the Company’s Senior 115 

Management Team.  In addition, the Service Company provides 116 

projections for certain expenses that are sourced by the Service 117 

Company, such as pensions and OPEBs, group insurance, insurance 118 

other than group, information technology costs, accounting, etc. and the 119 

projection is included into the five-year plan and operating budget. 120 

 Comprehensive planning studies provide the foundation for the 121 

capital investment projections.  Operating and engineering staff work 122 

together in using the planning study information and other current 123 

information to develop a five-year capital investment program.  This five-124 

year capital program is updated annually as more current information 125 

becomes available and priorities change.  Service Company engineering 126 

personnel and State Corporate Office staff assists with and coordinates 127 

the development of the projections.  The Service Company tax and 128 

treasury Staff also prepares the projections of corporate items such as 129 

state and federal income tax, interest expense, and preferred and 130 

common dividends.  The projections are presented to senior management 131 

for review, and changes are made as appropriate.  The Company’s 132 

projections are then presented to the Company President for review and 133 

approval. 134 

Q15. How does the Company ensure that costs are maintained within 135 

approved projections? 136 
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A. All capital expenditures and certain expenditures for operations and 137 

maintenance projects are supported by work orders approved by 138 

management.  The scope of the work and the cost estimate described in 139 

the work order must conform to the description contained in the approved 140 

projections.  Purchase orders are issued for stock materials, supplies and 141 

equipment described in the work order, and authority for approval is 142 

conditioned upon their conformity with the work order.  With respect to 143 

construction projects, detailed cost analyses are prepared prior to project 144 

approval.  The project status is reviewed periodically with respect to 145 

schedule, cost, and quality.  Post-completion reviews are prepared to 146 

compare actual costs and benefits with the original plans.  A similar 147 

process is followed for routine and minor expenditures, except that the 148 

control point is the detailed schedule that supports the projection rather 149 

than a specific work order.  A monthly capital expenditures report is 150 

developed that identifies completed work and compares projections to 151 

actual results.  The Company’s officers and managers meet monthly to 152 

review progress.  Physical inventories, internal audits and construction 153 

inspections reports are key elements of the control process. 154 

 For operating expenses, various reports and analyses are prepared 155 

to measure actual vs. planned expenses.  The Company uses process 156 

meetings to review operating results.  These results are presented to 157 

senior management who meet monthly to review the results before 158 

reporting to the Board of Directors on a quarterly basis.  The Company’s 159 
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cost control efforts are also discussed in the testimony of IAWC’s 160 

president, Ms. Teasley. 161 

Q16. How did IAWC forecast test year water sales for the residential and 162 

commercial classes? 163 

A. IAWC used a declining residential and commercial customer usage model 164 

to forecast test year sales for the customer classes. 165 

Q17. Please describe the model. 166 

A. The first goal of the model is to segregate from total customer usage that 167 

portion that is not impacted by weather, identify trends with regards to 168 

usage not impacted by weather, and forecast this “base” usage for the test 169 

year.  In order to accomplish this, the Company utilized water usage per 170 

customer per day data from January 2003 through May 2011 for each 171 

water district.  Actual customer billed usage per month was divided by the 172 

total number of days billed for the respective month to obtain the usage 173 

per customer per day for each month for the time period identified above.  174 

Using the usage per customer per day data for the non-summer months of 175 

January through April of each year, the company developed a trend line 176 

for the January 2003 through May 2011 period using a regression 177 

analysis.  Using the resulting regression equation, the Company 178 

determined the linear “base” usage per customer per day for each month 179 

January 2003 through December 2010.  The “base” usage trend was 180 

continued for each month January 2011 through December 2013. 181 
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The second goal of the model was to estimate customer usage that 182 

is impacted by weather and layer that usage on top of the “base” usage.  183 

In order to estimate the summer usage for the months May through 184 

December, the calculated trend line amounts described above were first 185 

subtracted from the actual usage per customer per day for 2003 through 186 

2010 May through December months.  An average was determined for 187 

each month May through December using the monthly 2003 through 2010 188 

differences.  Finally, the average May through December monthly 189 

difference amounts were added back to the respective “base” amount for 190 

each month for 2011 through 2013.  191 

Q18. How was the OPA class calculated? 192 

A. The OPA class was calculated slightly differently,  IAWC used the winter 193 

use average but applied it to a recent three year average. 194 

Q19. How were the results of the usage model used? 195 

A. Using current customer counts, the forecasted usage per customer per 196 

day trend was multiplied by the number of customers and number of days 197 

in each month, resulting in the forecasted monthly water sales for 2012 198 

and 2013. 199 

Q20. Were any adjustments made to the forecasted test year projections 200 

described above in developing the Company’s exhibits? 201 

A. Yes, in developing the test year operating income statement and rate base 202 

at present rates, adjustments to the projections were made as discussed 203 

above and to reflect appropriate ratemaking treatment of certain items.  204 
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These adjustments are detailed in Schedules B-2.1through B-2.5, C-2.1 205 

through C-2.13, and C-5 and C-5.2, and are described in the testimony of 206 

Mr. Scott Rungren, IAWC Exhibit 6.00 (Schedules B-2.1, B-2.2, and B-207 

2.4), in the testimony of Mr. Tyler Bernsen, IAWC Exhibit 7.00 (Schedules 208 

C-2.1 through C-2.13), and later in my testimony (Schedule B-2.3, C-5, 209 

and C-5.2). 210 

Q21. In your opinion, are the test year projections reasonable and 211 

reliable? 212 

A. Yes.  The projections were developed in accordance with the “Guide for 213 

Prospective Financial Information” (2009) issued by the American Institute 214 

of Certified Public Accountants (“2009 Guide”).  (The Commission granted 215 

IAWC a waiver in Docket No. 11-0569 allowing the independent Certified 216 

Public Accountant to use the 2009 Guide, rather than the April 1, 1999 217 

Guide for Prospective Financial Information required by 83 Ill. Adm. Code 218 

Section 285.7010.)  In Schedule G-2, the Company has submitted the 219 

opinion of Kerber, Eck & Braeckel LLP, certified public accountants that 220 

the preparation and presentation of the projections (as adjusted) comply 221 

with the 2009 Guide.  Furthermore, the projections are reasonable, 222 

reliable, and were made in good faith.  All of the basic assumptions used 223 

in preparing the projections are reasonable, evaluated and justified in the 224 

exhibits, testimony and workpapers supporting this filing to allow the 225 

Commission Staff and any interveners to test the appropriateness of the 226 

projections. 227 
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Q22. Does the forecast for the test year use the same assumptions and 228 

methodologies as the forecast prepared for management? 229 

A. Yes.  As shown in Schedule G-3,  the assumptions and methodologies 230 

used in developing the rate case projections are the same as those 231 

reflected in the test year projections prepared for the Company’s 232 

management,  except that the rate increase is not reflected (other than in 233 

the determination of cash working capital), and except as otherwise 234 

disclosed in testimony in this proceeding.  As described in schedule G-4, 235 

the accounting treatment that has been applied to anticipated events and 236 

transactions in the projections is the same as the accounting treatment to 237 

be applied in recording the events once they have occurred. 238 

IV. “B” SCHEDULES 239 

Q23. Please describe Schedule B-2.3. 240 

A. Schedule B-2.3 reflects a rate base reduction associated with SFAS 109 241 

Regulatory Asset – Net of Liability.  The Company adopted the SFAS No. 242 

109 in 1993.  In general, SFAS 109 requires utilities to reflect on its 243 

balance sheet regulatory assets for recognition of the future increase in 244 

revenue requirements, primarily from the reversal of tax benefits 245 

previously flowed through to customers.  Also, regulatory liabilities are 246 

reflected for recognition of the future reduction in revenue requirements, 247 

primarily from deferred income taxes previously provided for at tax rates 248 

greater than statutory levels, and from the reversal of investment tax 249 

credits, through amortization.  The Company’s treatment of these 250 
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balances is consistent with the treatment granted in the Company’s 251 

previous rate cases, Docket Nos. 09-0319, 07-0507, 02-0690, 00-0340, 252 

97-0102, and 95-0076. 253 

Q24. Please describe Schedules B-9 and B-9.1. 254 

A. Schedules B-9 and B-9.1 provide information regarding accumulated 255 

deferred income taxes. 256 

V. “C” SCHEDULES 257 

Q25. Please describe Schedule C-5. 258 

A. Schedule C-5 provides the calculation of current federal and state income 259 

tax at present and proposed rates, respectively. 260 

Q26. Please briefly describe the calculation of current federal and state 261 

income tax expense. 262 

A. In Schedule C-5, various additions and deductions are made to utility 263 

operating income, and the Company’s budgeted tax rates are applied to 264 

the resulting taxable income.  The Company’s federal tax rate is 35% and 265 

the Company’s effective state tax rate is 4.43474%.  The effective state 266 

tax rate was derived by multiplying the seven-year average of the state 267 

apportionment factor (46.68%) by the Illinois state income tax rate.  The 268 

Illinois corporate income tax rate, including the replacement tax, was 269 

increased to 9.5% effective January 1, 2011.  The state income tax 270 

calculation for the September 2013 test year reflects the new corporate 271 

income tax rate.  For state income tax, taxable income is multiplied by the 272 

tax rate and the result is offset by the current year investment tax credit.  273 
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Interest cost is deducted since it is deductible for tax purposes but not 274 

included in utility operating income.  Other adjustments to utility operating 275 

income reflect differences between book and taxable income.  For 276 

example, book depreciation is not used to calculate current income tax.  277 

Rather, a separate calculation is made for tax depreciation.  An 278 

adjustment is then made to utility operating income to add back book 279 

depreciation expense and to subtract tax depreciation to arrive at taxable 280 

income. 281 

Q27. Please explain Schedule C-5.1. 282 

A. This schedule provides information regarding the consolidated federal 283 

income tax return. 284 

Q28. Please describe Schedules C-5.2 and C-5.3. 285 

A. These schedules include the calculation of deferred income tax expense. 286 

Q29. Please describe Schedule C-5.4. 287 

A. Schedule C-5.4 provides calculation of synchronized interest. 288 

Q30. Please describe Schedule C-5.5. 289 

A. This schedule shows investment tax and job development credits. 290 

VI. “E” SCHEDULES 291 

Q31. Please describe Schedule E-1. 292 

A. Schedule E-1 contains the proposed tariffs filed in this proceeding.  The 293 

rates included in the tariffs were developed using the Company’s 294 

embedded cost of service study, IAWC Exhibit 11.01, as discussed in the 295 

testimony of Mr. Paul Herbert, IAWC Exhibit 11.00. 296 
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Q32. Please describe Schedule E-2. 297 

A. Schedule E-2 contains the proposed tariffs, in strikeout form, showing 298 

proposed changes from current tariffs. 299 

Q33. Please describe Schedule E-3. 300 

A. This schedule contains the Narrative of Changes which was filed with the 301 

proposed tariffs and summarizes the rationale underlying the proposed 302 

changes. 303 

Q34. Please describe Schedule E-4. 304 

A. Schedule E-4 shows the billing units by rate class for the historic year, 305 

current year and test year. 306 

Q35. Please describe Schedule E-5. 307 

A. Schedule E-5 provides detailed information as to revenue by rate class at 308 

current rates compared with proposed rates. 309 

Q36. Has the Company submitted an embedded cost of service study 310 

(Schedule E-6)? 311 

A. Yes.  The embedded cost of service study is provided as IAWC Exhibit 312 

11.01. 313 

Q37. Please describe Schedule E-7. 314 

A. Schedule E-7 provides bill comparisons for the different rate classes. 315 

VII. “G” SCHEDULES 316 

Q38. Please generally describe the “G” schedules. 317 
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A. These schedules provide information in support of the selection of a future 318 

test year.  The basis for the Company’s future test year projections was 319 

discussed at the outset of my testimony. 320 

Q39. Please describe Schedule G-1. 321 

A. Schedule G-1 presents a comparison of projections of revenues, operating 322 

expenses and utility operating income to actual revenues, operating 323 

expenses, and utility operating income for each of the years ending 324 

September 2008 through September 2012.  Schedule G-1 also presents a 325 

comparison of projected to actual capital investments for each of the years 326 

ending September 2009 through September 2012. 327 

Q40. Does Schedule G-1 demonstrate the reliability and accuracy of the 328 

utility’s forecast? 329 

A. Yes, except for revenues, which were consistently below the budgeted 330 

levels since the Company had not previously reflected in the budgets a 331 

declining usage per customer trend.  As discussed above and by Mr. 332 

Naumick, IAWC’s test year revenue projections have been forecasted to 333 

address declining usage.  The schedule shows that the overall effect of 334 

total expense variance is less than 2% and did not result in a rate of return 335 

for any period that was above the authorized level.  Actual revenues for 336 

the years shown were almost 3.5%, or more than $29 million, below the 337 

total forecasted amount, however.  For net capital expenditures, as 338 

discussed by Mr. Kaiser (IAWC Exhibit 3.00), IAWC’s expenditures were 339 

100.16% of budget for the period October 2008 through September 2011. 340 
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Therefore, Schedule G-1 demonstrates the accuracy and reliability of the 341 

Company’s projections. 342 

Q41. Please describe Schedule G-2. 343 

A. Schedule G-2 is the statement from the independent Certified Public 344 

Accountant that the preparation and presentation of test year projections 345 

comply with the 2009 Guide. 346 

Q42. Please describe Schedule G-3. 347 

A. Schedule G-3 is the statement regarding assumptions and methodologies 348 

used in the forecast. 349 

Q43. Please describe Schedule G-4. 350 

A. Schedule G-4 is a statement regarding the accounting treatment applied 351 

to anticipated events and transactions in the forecast. 352 

Q44. Please describe Schedule G-5. 353 

A. Schedule G-5 includes the principal assumptions used in preparing the 354 

projected information forming the basis for the test year selected. 355 

Q45. Please describe Schedule G-6. 356 

A. Schedule G-6 shows inflation factors for the test year ending September 357 

30, 2013. 358 

Q46. Please describe Schedule G-7. 359 

A. Schedule G-7 is a schedule showing Proration of Accumulated Deferred 360 

Income Taxes. 361 

Q47. Please describe Schedule G-8. 362 



IAWC Exhibit 5.00 
 

 -18-  

A. Schedule G-8 shows Actual Gross Additions and Retirements Compared 363 

to the Original Budget. 364 

Q48. Please describe Schedule G-9. 365 

A. Schedule G-9 shows a Comparison of Budgeted Non-Payroll Expense to 366 

Actual. 367 

Q49. Please describe Schedule G-10. 368 

A. Schedule G-10 shows Budgeted Payroll Expense for the years ended 369 

September 30, 2008 through 2010 and the test year ending September 370 

30, 2013. 371 

Q50. Please describe Schedule G-11. 372 

A. Schedule G-11 shows the Budgeted Number of Employees for each of the 373 

five Illinois rate areas, and for total Company, on a monthly basis, for the 374 

period beginning October 2009 and ending September 2013. 375 

Q51. Please describe Schedule G-12. 376 

A. Schedule G-12 shows Forecasted Property Taxes for each of the five 377 

Illinois rate areas, and for total company, for the period October 2011 378 

through September 2013. 379 

Q52. Please describe Schedule G-13. 380 

A. Schedule G-13 shows a Comparison of Actual Financial Results to the 381 

Original Approved Forecast for each of the Past Twelve Months. 382 

Q53. Please describe Schedule G-15. 383 
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A. Schedule G-15, which requires non-jurisdictional service revenues for the 384 

prior three years and the test year, notes that the income statement that 385 

contains these revenues is provided in Schedule C-4. 386 

Q54. Please describe Schedule G-16. 387 

A. Schedule G-16 provides information regarding the balance sheet provided 388 

pursuant to Section 285.2020. 389 

Q55. Please describe Schedule G-17. 390 

A. Schedule G-17 notes that the required Statement of Cash Flows is 391 

provided in Schedule D-11. 392 

Q56. Please describe Schedule G-18. 393 

A. Schedule G-18 notes that the required Statement of Retained Earnings is 394 

provided in Schedule D-12. 395 

VIII. RATE DESIGN 396 

Q57. What are the Company’s key proposals with respect to rate design? 397 

A. As discussed further by IAWC witness Mr. Paul Herbert (IAWC Exhibit 398 

11.00), there are five main aspect of the Company’s proposed rate design: 399 

1. Merging of Chicago Metro (CM) and Zone 1 for non-production 400 
related costs in continuation of moving rate areas towards single 401 
tariff pricing (“STP”), including moving towards a uniform customer 402 
charge. 403 

2. Increasing customer charges to recover a greater portion of 404 
customer costs for each rate area through the customer charge. 405 

3. Maintaining separate rate structures for Pekin and Lincoln.  406 

4. Establishing the cost to provide public fire service for each 407 
municipality or fire district based on the cost of service allocation 408 
studies within each rate area. 409 
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5. Determining the appropriate unit rate for collection and treatment 410 
customers and collection-only customers using less than 1,000 411 
gallons per month for the Chicago Metro Wastewater District. 412 

Q58. What are the policy principles guiding the Company’s proposed rate 413 

design? 414 

A. The Commission has expressed a general policy of favoring cost–based 415 

rates and movement towards single tariff pricing and rate uniformity.  The 416 

Docket 07-0507 Order (see pages 94-98) discussed various approaches 417 

to STP. As discussed by the Commission, one approach is to combine 418 

individual rate areas with other rate areas and develop common rates for 419 

customers in the combined group based on the group revenue 420 

requirements.  Another approach is to develop uniform rates and charges 421 

for customers, where appropriate, across rate areas, without inclusion in a 422 

combined revenue requirement.  This can be accomplished by 423 

establishing, over time, (1) a common customer charge, (2) a common 424 

usage block structure, and (3) common usage rates.  Taken as a whole, 425 

IAWC understood the Commission’s attention towards and requirements 426 

related to STP in the Docket 07-0507 Order to signal the Commission’s 427 

interest in further consideration of the potential for movement towards 428 

STP.  IAWC agrees that movement should be made towards STP where 429 

appropriate, and in Docket 09-0319, proposed to consolidate the 430 

Champaign and Sterling service area with Zone 1.  The Commission 431 

approved this consolidation, as well as movement towards uniform 432 

customer charges and usage rates, in Docket 09-0319. 433 
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Q59. What steps is IAWC taking towards STP in this case? 434 

A. IAWC is proposing to consolidate Chicago Metro Water into Zone 1 for 435 

non-production related costs.  IAWC is also proposing further movement 436 

towards uniform customer charges.  In this case, IAWC is proposing to 437 

make all customer charges uniform across the state, except for Chicago 438 

Metro and Lincoln 5/8” meter customer charges.  The rationale for uniform 439 

customer charges is that costs that the Company incurs to serve its 440 

customers that do not vary with use (such as costs for metering, meter 441 

reading, customer accounting, billing, customer service and administrative 442 

and general costs) are similar regardless of the physical location of the 443 

customers and could apply to all IAWC’s rate areas. 444 

Q60. What is the basis for IAWC’s other rate design proposals? 445 

A. Generally, IAWC is seeking to move towards cost-based rates where 446 

possible, as discussed by Mr. Herbert. 447 

Q61. Did the Commission have any rate-design related requirements from 448 

the Docket 09-0319 Order that you wish to address? 449 

A. Yes.  The Commission directed IAWC to allow any multifamily dwelling 450 

outside Chicago Metro that is currently classified as residential to be 451 

reclassified as nonresidential, at the customer’s request.  (Docket No. 09-452 

0319 Order, p. 177.)  IAWC has complied with this request, and will  allow 453 

any multifamily dwelling outside Chicago Metro that is currently classified 454 

as residential to be reclassified as nonresidential, at the customer’s 455 

request.  As of this filing, no multi family dwellings have so requested. 456 
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 In addition, the Commission directed IAWC to review its multifamily 457 

residential customers to determine their customer classification and 458 

propose, if appropriate, a uniform classification of those customers.  459 

(Docket No. 09-0319 Order, pp. 189-90.)  IAWC has undertaken the 460 

required review.  Currently, there are 3,800 multi-family customers 461 

classified as residential across the state, almost half of them residing in 462 

the Champaign District, and 900 multi-family customers classified as non-463 

residential.  Multi-family customers classified as non-residential are on a 464 

declining block.  Given the relatively small numbers of multi family 465 

customers classified as residential, and the fact they have the option to 466 

switch to non-residential on request, IAWC does not believe it is 467 

necessary or appropriate to propose a separate classification of these 468 

customers based on the review‘s findings. 469 

Q62. Were there any other rate-design related directives in the Docket 09-470 

0319 Order? 471 

A. Yes.  In that Order, the Commission noted its interest in the use of non-472 

residential demand charges, and that the Company had reviewed the 473 

possibility of such charges further use in that proceeding.  Ultimately, 474 

IAWC did not propose to implement non-residential demand charges in 475 

that case, but did propose to implement demand metering for certain 476 

customers considered appropriate candidates for demand charges, such 477 

as wholesale and some large industrial customers.  IAWC also agreed to 478 
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propose, based on the results of such metering, demand charges for 479 

those customers where appropriate in its next rate case.   480 

Q63. Did IAWC conduct the proposed study to determine if demand 481 

metering is appropriate for certain customers? 482 

A. Yes.  IAWC performed metering of customers considered appropriate 483 

candidates for demand charges, such as wholesale and some large 484 

industrial customers.  IAWC witness Mr. Herbert (IAWC Ex. 11.00) also 485 

provided an example of a possible demand charge (IAWC Ex.11.03.). 486 

Q64. What did IAWC determine regarding such proposed demand 487 

charges? 488 

A. Based on the study IAWC conducted, the Company determined it was not 489 

appropriate to implement any demand charges at this time.  This is 490 

because there is limited confidence with the reliability of the interval 491 

metering data that is required to monitor customers on a daily basis and 492 

then use the data for demand billing purposes   493 

Q65. Does this conclude your testimony? 494 

A. Yes, it does. 495 


