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BRUBAKER & ASSOCIATES, INC. 

Direct Testimony of Brian C. Collins 
 
 

Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A My name is Brian C. Collins and my business address is 16690 Swingley Ridge 2 

Road, Suite 140, Chesterfield, Missouri 63017. 3 

 

Q WHAT IS YOUR OCCUPATION? 4 

A I am an energy advisor and a consultant in the field of public utility regulation with the 5 

firm of Brubaker & Associates, Inc. (“BAI”). 6 

 

Q PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND EXPER-7 

IENCE. 8 

A These are set forth in Appendix A to my testimony.   9 

 

Q ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING? 10 

A I am testifying on behalf of Illinois Industrial Water Consumers (“IIWC”) and the 11 

Federal Executive Agencies (“FEA”).  IIWC members operate manufacturing or 12 

educational facilities in the State of Illinois and are substantial users of water within 13 

the Illinois-American Water Company (“Illinois-American” or “Company”) service 14 

territory.  The FEA represents numerous federal entities within the area serviced by 15 

Illinois-American, including Scott Air Force Base, a major customer of the Company. 16 
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Q WHAT IS THE PURPOSE OF YOUR TESTIMONY? 17 

A In my testimony, I will address the Company’s proposal to consolidate Chicago Metro 18 

Water with Zone 1 and also address the Company’s proposal for a Revenue 19 

Adjustment Clause (“RAC”). 20 

I will recommend adjustments to Illinois-American’s purchased power and fuel 21 

expense as well as its chemical expense forecasted for the test year.  I will also 22 

recommend adjustments to Illinois-American’s residential water sales volumes for the 23 

forecasted test year ending September 2013 (“test year”) as proposed by the 24 

Company.  Finally, I will comment on the Company’s proposed Class Cost of Service 25 

(“CCOS”) Study and rate design. 26 

 

Q PLEASE SUMMARIZE YOUR RECOMMENDATIONS. 27 

A My recommendations are as follows: 28 

1. I recommend that the Company’s proposal to consolidate Chicago Metro 29 
Water with Zone 1 be rejected. 30 

2. I also recommend that the Company’s proposal for a RAC rider be rejected. 31 

3. I recommend that the amount of purchased power and fuel expense included 32 
in the test year be reduced by $649,921 on a total Company basis, including a 33 
reduction of $404,965 for Zone 1.   34 

4. I recommend that the amount of chemical expense included in the test year be 35 
reduced by $699,501 on a total Company basis, including a reduction of 36 
$870,055 for Zone 1. 37 

5. I recommend an adjustment to the forecasted test year sales volume for the 38 
residential class.  I recommend that the sales volume be increased 39 
1,422,559 CCF on a total Company basis, including an increase of 40 
1,189,069 CCF for Zone 1.  This sales volume adjustment will increase 41 
revenue at current rates and decrease Illinois-American’s claimed revenue 42 
deficiency by $4,380,192 on a total Company basis, including a reduction of 43 
$3,570,144 for Zone 1 after adjusting for increased chemical and purchased 44 
power and fuel expense. 45 
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BRUBAKER & ASSOCIATES, INC. 

6. In total, my recommended adjustments reduce the Company’s claimed 46 
revenue deficiency by $5,729,400 on a total Company basis, including a 47 
reduction of $8,898,000 for Zone 1.  A summary of my adjustments is shown 48 
in Table 1 below: 49 

 
 

TABLE 1 
 

Summary of Recommended Adjustments 
to Illinois-American’s Claimed Revenue Deficiency 

 
 Total 

Company 
 

Zone 1 
   
Zone 1 and Chicago Metro Water 
Consolidation 

       $4,053,000 
 

   
Residential Sales Volume $4,380,000 $3,570,000 
   
Purchased Power & Fuel Expense $649,900 $405,000 

 
Chemical Expense $699,500 $870,000 

 
     Total $5,729,400 

 
$8,898,000 

 
 
 

 
Zone 1 and Chicago Metro Water Consolidation 50 

Q HAVE YOU REVIEWED THE COMPANY’S TESTIMONY WITH RESPECT TO ITS 51 

CONSOLIDATION OF CHICAGO METRO WATER WITH ZONE 1? 52 

A Yes.  I have reviewed the Company’s testimony.  According to Company witness Rich 53 

Kerckhove’s direct testimony at page 21, the Company proposes to consolidate the 54 

non-production related costs of Zone 1 and Chicago Metro Water.   55 

 

Q IS THE COMPANY’S PROPOSAL FOR CONSOLIDATED PRICING REASONABLE 56 

FOR THESE DISTRICTS? 57 

A No, it is not. 58 
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Q PLEASE EXPLAIN WHY THE COMPANY’S PROPOSAL FOR CONSOLIDATED 59 

PRICING FOR ZONE 1 AND CHICAGO METRO WATER IS NOT REASONABLE. 60 

A Consolidated pricing is inappropriate for several reasons.  The distribution network for 61 

each district is distinct and the geographic characteristics of each service territory 62 

impact costs related to storage, pressure and other costs associated with providing 63 

water service in those areas.   64 

  Second, consolidated pricing ignores the differences in non-production related 65 

costs of providing service in each non-interconnected district including labor force and 66 

delivery.  Consolidated pricing also ignores the differences in rate base investment 67 

that have occurred to provide water service in each operating district.  Consolidated 68 

pricing is inconsistent with traditional cost of service principles and ignores the 69 

concept of cost-causation.  In essence, consolidated pricing results in price subsidies 70 

to customers in high-cost districts at great cost to customers in low-cost districts. 71 

  Moreover, the unjust cross-subsidies created by consolidated pricing could 72 

erode the efficiency of the water system.  These rate subsidies would erode the 73 

economic incentive for customers in higher cost districts to be more efficient in 74 

placing demands on the water utility because the prices they pay do not accurately 75 

reflect the cost of receiving water service.  Hence, customers with subsidized prices 76 

may impose greater inefficient demand on high-cost districts which could cause 77 

greater cost in the high-cost districts and increase customer subsidies to bring that 78 

district price down to the consolidated rate. 79 
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Q PLEASE ELABORATE ON HOW CONSOLIDATED PRICING CAN ERODE 80 

SYSTEM EFFICIENCY. 81 

A Consolidated pricing could provide the Company disincentives for cost control within 82 

high-cost operating districts because all costs would be averaged across all districts.  83 

If rates were to be consolidated, there would be no reason to maintain separate 84 

books and records for each operating district.  Due to the loss of transparent 85 

operating and financial data for each operating district, it would be very difficult to 86 

evaluate the efficiency and effectiveness of each operating district.  As a result, the 87 

Illinois Commerce Commission would lose some of its ability to exercise proper 88 

regulatory oversight of the Company’s operations.  Consolidated pricing will not allow 89 

the Company to properly manage its different geographical operating districts. 90 

 

Q WHAT DO YOU RECOMMEND REGARDING THE COMPANY’S CONSOLIDATED 91 

PRICING PROPOSAL? 92 

A I recommend that the Company’s proposal for consolidated pricing of non-production 93 

related costs for Chicago Metro Water and Zone 1 be rejected and that district-94 

specific pricing be maintained for these districts. 95 

 

Revenue Adjustment Clause 96 

Q HAVE YOU REVIEWED THE COMPANY’S TESTIMONY REGARDING ITS 97 

PROPOSED RAC RIDER? 98 

A Yes.  Company witness Edward J. Grubb describes the Company’s proposed RAC 99 

rider at pages 17 through 20 of his direct testimony. 100 
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Q PLEASE SUMMARIZE THE RAC RIDER THAT THE COMPANY IS PROPOSING IN 101 

THIS CASE. 102 

A With respect to the RAC Rider, the Company proposes to establish a base level of 103 

revenue and production expenses in the current rate case.  The Company’s actual 104 

monthly booked levels of revenue and production costs will be tracked and compared 105 

to the base levels of revenue and production expense.  On an annual basis, the 106 

Company’s net differences will be identified and any net overcharges or net shortfalls 107 

will be refunded or surcharged, as the case may be, to metered customers.  The  108 

surcharge will be capped at 5% while refunds will be issued if the amount exceeds 109 

5%.   The Company proposes to allocate the surcharges or credits to each customer 110 

on an equal percent basis.   Any annual rate adjustments under the RAC rider would 111 

remain in place for the subsequent twelve months.  112 

 

Q SHOULD THE COMMISSION APPROVE THE RAC RIDER THAT THE COMPANY 113 

HAS PROPOSED IN THIS CASE? 114 

A No.  As a matter of policy, the Commission should limit the use of riders and tracking 115 

mechanisms because they shift regulatory risk from the Company’s investors to its 116 

customers.  Moreover, such mechanisms allow the Company to recover certain 117 

components of its revenue requirement on a piece-meal basis, outside of a full base 118 

rate case.  This would undermine the Commission’s ability to evaluate the sufficiency 119 

of the Company’s rates based on the totality of the utility’s costs and revenues for a 120 

given test year. 121 
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Q WHY SHOULD THE COMMISSION REJECT THE COMPANY’S EFFORTS TO 122 

RECOVER FLUCTUATIONS IN REVENUES AND PRODUCTION EXPENSES 123 

OUTSIDE OF A BASE RATE CASE? 124 

A To reflect changes in these cost and revenue items in rates in a traditional base rate 125 

case, the Company must establish a base rate revenue deficiency through an 126 

examination of all of the utility’s costs and revenues.  To establish a base rate 127 

revenue deficiency, the Company must account for all of its costs and revenues, 128 

including both increases and reductions, since the time its base rates were last 129 

approved.  This is accomplished by taking a snapshot of all of the utility’s costs and 130 

revenues for a designated test year adjusted for known and measurable changes.  In 131 

a full rate proceeding, all relevant operating characteristics of the utility are 132 

considered and no single cost or revenue item is singled out for guaranteed recovery. 133 

  The recognition of fluctuations in revenues and production expenses through 134 

a separate tracking mechanism would circumvent the base ratemaking process by 135 

allowing the Company to adjust its rates for variations in these cost and revenue 136 

items without taking into account the possibility that reductions in other components 137 

of the Company’s cost structure could offset the impact of lower sales revenues or 138 

increased production expenses.  For example, an increase in production expense 139 

could be offset through cost-cutting measures that reduce the Company’s 140 

administrative expenses between base rate cases.  Similarly, the Company could 141 

attempt to offset the revenue impact of a reduction in sales levels through efforts to 142 

reduce its operating costs.  Thus, the use of a tracking mechanism to recover 143 

fluctuations associated with production expenses or sales revenues on an isolated 144 

basis could allow the Company to increase its rates and earn more than its 145 

authorized rate of return, without establishing a base rate revenue deficiency in a 146 
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base rate proceeding.  Reviewing all relevant factors of a utility’s operations is a 147 

critical aspect to establishing just and reasonable rates. 148 

 

Q WOULD THE RECOVERY OF THESE COST AND REVENUE FLUCTUATIONS 149 

THROUGH A TRACKING MECHANISM UNREASONABLY SHIFT RISK FROM 150 

UTILITY INVESTORS TO CUSTOMERS?  151 

A Yes.  A policy that permits a utility to adjust its rates for individual cost or revenue 152 

items outside of a base rate case shifts regulatory risk from utility investors to 153 

customers by providing investors with accelerated recognition of specific cost and 154 

revenue adjustments in utility rates.  Moreover, this change in the Company’s risk 155 

profile would occur without a corresponding reduction to its rate of return to recognize 156 

the reduced business risks faced by the utility.   157 

  A utility’s allowed return on rate base is established to compensate the utility’s 158 

investors for the various business risks it incurs, among them the risk that regulatory 159 

lag will delay the recognition of cost increases or revenue fluctuations in utility rates 160 

between base rate cases.  Therefore, utility investors are compensated for bearing 161 

the risk that the utility’s costs or sales revenues could fluctuate between rate cases 162 

relative to the levels embedded in the utility’s base rates.     163 

  The RAC Rider shifts much of this risk to customers by allowing the Company 164 

to adjust its rates between base rate cases to recover increases in production 165 

expenses or to offset reductions in sales revenues. Thus, the Company would be 166 

granted expedited rate recognition for these items, without the need to petition for a 167 

change in base rates.  The Commission should reject the Company’s efforts to 168 

transfer the traditional utility business risk associated with regulatory lag from 169 

investors to customers. 170 
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Q WHAT ARE THE RAMIFICATIONS OF TRANSFERRING THIS REGULATORY 171 

RISK FROM INVESTORS TO RATEPAYERS? 172 

A When investors bear the risk of regulatory lag, the utility’s management has a strong 173 

incentive to control cost escalations.  This is the case because any cost increases 174 

affects the utility’s bottom line until the next base rate case.  The existing regulatory 175 

framework also gives the Company a strong incentive to control its costs in order to 176 

avoid upward pressure on rates, as the Company’s shareholders are currently at risk 177 

for a loss of revenues resulting from a decline in sales levels between base rate 178 

cases.  When the risk of such cost increases and sales revenue reductions between 179 

rate cases is shifted to customers through the use of tracking mechanisms, the 180 

utility’s motivation to control costs is significantly reduced.  This change in the 181 

incentive structure can lead to higher rates for water customers over time. 182 

 

Q ARE THERE ANY OTHER REASONS TO REJECT THE SALES TRACKER 183 

COMPONENT OF THE RIDER? 184 

A Yes.  By compensating the Company for declining sales levels between base rate 185 

cases, the proposed RAC rider would result in the implementation of a form of 186 

revenue decoupling for the Company.  The Commission should reject such revenue 187 

decoupling because it is an inappropriate and unwarranted departure from traditional 188 

ratemaking principles.  In addition, the RAC rider should be rejected because it would 189 

frustrate the voluntary efforts of customers to reduce water consumption. 190 
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Q PLEASE EXPLAIN WHY REVENUE DECOUPLING WOULD REPRESENT A 191 

DEPARTURE FROM TRADITIONAL RATEMAKING PRINCIPLES. 192 

A As I explained earlier, under the traditional ratemaking process, the Commission 193 

establishes the Company’s revenue requirement in a base rate case by relying on a 194 

snapshot of the Company’s costs and revenues for a given test year.  The revenue 195 

levels are derived using the Company’s test year sales levels, adjusted for weather 196 

and other known and measurable changes.   197 

  Once base rates are set to recover the allowed test year revenue requirement, 198 

these rates traditionally remain fixed until the next base rate case.  The Company’s 199 

shareholders bear the risk that earnings could be adversely impacted between base 200 

rate cases due to increases in costs or a reduction in revenues.  Conversely, the 201 

Company’s shareholders benefit if the Company can successfully reduce costs or 202 

increase revenues between base rate cases.  This creates a powerful incentive for 203 

the Company’s management to promote economic development efforts in its service 204 

area, because economic growth results in increased revenues that improve the 205 

Company’s bottom line between base rate cases.  Under traditional regulation, the 206 

Company also has a strong incentive to control cost escalations that drive rate 207 

increases for water service, because the Company knows that it is at risk for any 208 

decline in sales levels that results from the customer demand-side response to such 209 

price increases.   210 

  In contrast to the strong economic incentives associated with sales levels that 211 

are created by the traditional ratemaking process, the sales tracker would largely 212 

mitigate the impact of fluctuations in sales levels on the Company, to the extent that 213 

such fluctuations result from adverse economic conditions.  This would severely 214 
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retard the Company’s incentive to promote economic development and to control rate 215 

increases.  216 

 

Q COULD REVENUE DECOUPLING CREATE A DISINCENTIVE FOR VOLUNTARY 217 

WATER CONSERVATION EFFORTS ON THE PART OF CUSTOMERS?   218 

A Yes.  Decoupling would penalize customers for undertaking voluntary water efficiency 219 

efforts by imposing rate surcharges on them when their retail consumption levels 220 

decline between base rate cases.  This result is counter-productive and would 221 

frustrate customer efforts to reduce their water consumption. 222 

  

Q WOULD REVENUE DECOUPLING MAKE THE COMPANY LESS RESPONSIVE 223 

TO THE NEEDS OF ITS CUSTOMERS? 224 

A Revenue decoupling reduces the Company’s financial incentive to control rate 225 

increases and to promote economic development in its service territory.  If the RAC 226 

restricts the Company’s incentive to profit by increasing sales levels or by mitigating 227 

the decline in sales volumes in its service area, it will not have a strong financial 228 

interest in facilitating efforts by its commercial and industrial customers to expand 229 

their facilities or to relocate operations to the Company’s service area.  This is true 230 

because all increased revenues would have to be flowed back to customers under 231 

the RAC. 232 
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Q IF THE COMMISSION NEVERTHELESS APPROVES THE PROPOSED RAC, 233 

WOULD IT BE APPROPRIATE TO ADJUST THE COMPANY’S’ ALLOWED 234 

RETURN ON EQUITY IN THIS CASE? 235 

A Yes.  As I explained earlier, allowing the Company to establish tracking mechanisms 236 

for sales fluctuations and expenses and would shift business risk from utility investors 237 

to customers.  Consequently, it would be appropriate to reduce the Company’s 238 

allowed return on equity to reflect this reduced business risk if these tracking 239 

mechanisms are approved. 240 

 

Q IF THE COMMISSION APPROVES THE RAC DESPITE THE CONCERNS SET 241 

FORTH ABOVE, DO YOU RECOMMEND ANY MODIFICATIONS TO THE 242 

COMPANY’S’ PROPOSAL? 243 

A Yes.  I recommend that the RAC set base levels for both revenue and production 244 

expense.  The Commission should reject the Company’s proposal to reset the base 245 

level of production expense in between rate cases.  Removing the Company’s ability 246 

to automatically pass through annual production cost increases will encourage the 247 

Company to aggressively manage its production expenses and incent it to continue 248 

implementing cost savings measures. 249 

 

Purchased Power and Fuel Expense 250 

Q WHAT IS THE TEST YEAR EXPENSE FOR PURCHASED POWER AND FUEL? 251 

A Illinois-American’s forecasted test year expense for purchased power and fuel is 252 

$7,892,991 on a total Company basis, which includes an expense of $6,052,534 for 253 

Zone 1.  Using the test year total Company sales volume of 36,170,557 (thousand 254 
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gallons) and using the Zone 1 sales volume of 27,084,353 (thousand gallons), 255 

purchased power and fuel expense is $0.2182 per thousand gallons on a total 256 

Company basis and $0.2235 per thousand gallons for Zone 1. 257 

 

Q HOW DOES THE TEST YEAR EXPENSE COMPARE TO THE PURCHASED 258 

POWER AND FUEL EXPENSE AMOUNT FOR 2010? 259 

A Illinois-American’s purchased power and fuel expense for the 12 months ending 260 

September 2010 was $7,499,138 on a total Company basis, which includes 261 

$5,964,304 for Zone 1.  This expense was based on a  sales volume of 37,449,311 262 

(thousand gallons) on a total Company basis, which includes 28,603,338 (thousand 263 

gallons) for Zone 1.  Using the sales volumes and level of expense for 2010, 264 

purchased power and fuel expense is $0.2002 per thousand gallons on a total 265 

Company basis and $0.2085 per thousand gallons for Zone 1.   266 

In the current case, Illinois-American is forecasting an increase in purchased 267 

power and fuel expense in the test year on a per unit basis of approximately 7% over 268 

the level of expense in 2010 for Zone 1.   269 

 

Q HAS THE COMPANY JUSTIFIED ITS PROJECTED INCREASE IN PURCHASED 270 

POWER EXPENSE ON A PER UNIT BASIS IN THE TEST YEAR WHEN  271 

COMPARED TO ITS 2010 ACTUAL EXPENSE? 272 

A No.  According to the direct testimony of Company witness Barry L. Suits at pages 273 

5-6, the Company has completed a number of projects to improve electrical pumping 274 

equipment, which has resulted in lower power consumption and thus contributed to 275 

lower fuel and power expense.  In addition, Mr. Suits states that 80% of the electric 276 

power costs incurred by the Company are fixed by contractual agreements that were 277 



IIWC/FEA Exhibit 2.0 
Brian C. Collins 

Page 14 
 
 

BRUBAKER & ASSOCIATES, INC. 

to expire at the end of 2011 and were expected to be renegotiated.  The Company 278 

intended to include essentially all electrical power usage in the new contracts and 279 

expects power costs to decrease.  A per unit increase in power expense for the test 280 

year appears to be at odds with the current trends in purchased power costs the 281 

Company is currently experiencing and the improvements in electrical pumping 282 

equipment the Company has installed.. 283 

 

Q WHAT IS YOUR RECOMMENDATION? 284 

A I recommend that the purchased power and fuel expense per thousand gallons be 285 

held at its 2010 level.  This results in a total Company expense of $7,243,070 for 286 

Illinois-American in the future test year and $5,647,569 for Zone 1.  My 287 

recommendation reduces the claimed revenue deficiency by $649,921 on a total 288 

Company basis, which includes a reduction of $404,965 for Zone 1.  My adjustment is 289 

shown in IIWC Exhibit 2.1. 290 

 

Q WHY DO YOU RECOMMEND THAT THE PURCHASED POWER AND FUEL 291 

EXPENSE LEVEL BE HELD AT THE LEVEL FOR THE 12 MONTHS ENDING 292 

SEPTEMBER 2010? 293 

A The use of expense for the 12 months ending September 2010 is a conservative 294 

adjustment as that time frame will not include all of the benefits Mr. Suits discusses 295 

which should now lower purchased power expense.  The Company has not properly 296 

reconciled the savings statements of Mr. Suits with the projected power costs 297 

included in its cost of service. 298 

  Furthermore, the use of the Company’s data for the 12 months ending 299 

September 30, 2011 contains three months of budgeted data.  The use of September 300 
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30, 2010 data is the most current data for which actual customer consumption is also 301 

available. 302 

 

Chemical Expense 303 

Q WHAT IS THE COMPANY’S RECOMMENDATION WITH RESPECT TO CHEMICAL 304 

EXPENSE? 305 

A The forecasted test year expense for chemicals as calculated by the Company is 306 

$7,647,267 on a total Company basis, which includes $7,400,837 for Zone 1.  The 307 

Company’s forecasted test year total sales volume is 36,170,557 (thousand gallons) 308 

on a total Company basis, which includes and 27,084,353 (thousand gallons) for 309 

Zone 1.  Based on the expense levels and sales volumes identified, chemicals 310 

expense on a total Company basis is $0.2114 per thousand gallons and is $0.2733 311 

per thousand gallons for Zone 1.   312 

 

Q HOW DOES THIS COMPARE TO HISTORICAL LEVELS OF CHEMICAL 313 

EXPENSE? 314 

A Illinois-American’s actual chemical expense for the 12 months ending 2010 was 315 

$7,193,393 on a total Company basis which includes $6,897,051 for Zone 1.  The 316 

level of expense was based on a  sales volume of 37,449,311 (thousand gallons) on 317 

a total l Company basis, which includes 28,603,338 (thousand gallons) for Zone 1.  318 

Using the sales volumes and level of expense from 2010, chemical expense is 319 

$0.1921 per thousand gallons on a total Company basis and $0.2411 per thousand 320 

gallons for Zone 1.   321 
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In this case, Illinois-American is forecasting a per unit increase of 13% for 322 

Zone 1 in the test year chemical expense over the level of expense from 2010.  323 

 

Q HAS THE COMPANY SUPPORTED ITS PROJECTED INCREASE TO CHEMICAL 324 

EXPENSE? 325 

A No, it has not.  According to the testimony of Mr. Suits at page 7, he states that 326 

forecasted chemical expense in the test year has materially decreased since the last 327 

rate case test year.  However, upon examination of the Company’s forecasted 328 

chemical expense on a per unit basis, the Company’s test year chemical expense in 329 

this case has actually increased as compared to  the actual 2010 expense level.  Mr. 330 

Suits’ testimony seems contradictory based upon a per unit comparison of test year 331 

chemical expense to historical expense. 332 

 

Q WHAT IS YOUR RECOMMENDATION WITH RESPECT TO CHEMICAL 333 

EXPENSE? 334 

A I recommend that the chemical expense be held at $0.1921 per thousand gallons on 335 

a total Company basis and held at $0.2411 per thousand gallons for Zone 1.  My 336 

adjustment results in a test year chemical expense of $6,947,766 on a total Company 337 

basis and $6,530,782 for Zone 1.  The adjustment reduces the total Company 338 

revenue deficiency by $699,501 and reduces the revenue deficiency for Zone 1 by 339 

$870,055.  My adjustment is shown in IIWC Exhibit 2.2. 340 
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Q WHY DO YOU RECOMMEND THAT THE CHEMICAL EXPENSE LEVEL BE HELD 341 

AT THE LEVEL FOR THE 12 MONTHS ENDING SEPTEMBER 2010? 342 

A For the same reasons I discussed above for the fuel and purchased power expense, 343 

my use of the data from the 12 months ending September 2010 produces a more 344 

conservative and accurate adjustment.  Again, Illinois-American has not properly 345 

reconciled the testimony of its witnesses to the costs included in its proposed cost of 346 

service. 347 

 

Adjustment to Residential Sales Volumes 348 

Q WHY ARE YOU RECOMMENDING ADJUSTMENTS TO SALES VOLUMES? 349 

A The Company proposal understates its sales volumes for the test year as compared 350 

to historical sales levels.  Understating sales volumes increases the Company’s 351 

claimed revenue deficiency. 352 

 

Q HOW WILL UNDERSTATING SALES VOLUMES IN THE TEST YEAR INCREASE 353 

ILLINOIS-AMERICAN’S CLAIMED REVENUE DEFICIENCY? 354 

A By forecasting test year sales volumes that are lower than normal, Illinois-American 355 

understates the revenues it receives from customers under current rates.  This, in 356 

turn, understates the Company’s operating income at present rates which increases 357 

the Company’s claimed revenue deficiency. 358 
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Q WHAT IS THE RESIDENTIAL SALES VOLUME FORECASTED BY ILLINOIS-359 

AMERICAN FOR THE PROPOSED TEST YEAR? 360 

A On a total Company basis, Illinois-American forecasts an annual sales volume of 361 

19,569,755 CCF.  For  Zone 1, Illinois-American forecasts an annual sales volume of 362 

13,999,507 CCF. 363 

 

Q HOW DOES THE COMPANY FORECAST TEST YEAR RESIDENTIAL SALES? 364 

A According to the direct testimony of Company witness Richard Kerckhove at page 9, 365 

the Company used a declining residential and commercial model to forecast test year 366 

sales for the customer classes.  In the model, the Company determined a base usage 367 

for the test year as well as customer usage impacted by weather. 368 

 

Q DID YOU PREPARE YOUR OWN FORECAST OF RESIDENTIAL SALES TO TEST 369 

THE REASONABLENESS OF THE COMPANY’S FORECAST? 370 

A Yes.  I accepted the Company’s base level of usage for 2010 and applied it to the test 371 

year months of January-May and October-December.  I then averaged actual usage 372 

over the five-year period 2005-2010 for the months of June-September to arrive at 373 

test year usage for the months of June-September.  Under my forecast, I calculated a 374 

test year sales level of 20,992,514 CCF for the total Company, which includes 375 

15,188,508 CCF for Zone 1.  This methodology produces a conservative level of 376 

water usage as I have taken the Company’s estimate for base usage and used that 377 

usage for eight months.  In other words, during the months of January-May and 378 

October-December I have only projected that customers will use the base amount of 379 

water and nothing more.  For the months of June-September I have taken a five-year 380 

average.  Referring to IIWC/FEA Exhibits 2.3 and 2.4, my recommended usage for 381 



IIWC/FEA Exhibit 2.0 
Brian C. Collins 

Page 19 
 
 

BRUBAKER & ASSOCIATES, INC. 

June-September is a reasonable level of consumption compared to this historical 382 

usages during that period.   383 

 

Q WHAT IS YOUR RECOMMENDATION WITH RESPECT TO TEST YEAR 384 

RESIDENTIAL SALES? 385 

A I recommend that the Company increase its test year sales to 20,992,514 CCF on a 386 

total Company basis, which includes 15,188,508 CCF for Zone 1.  This reduces the 387 

Company’s claimed revenue deficiency at current rates by $4,380,192 on a total 388 

Company basis, which includes $3,570,144 for Zone 1.  My adjustments are shown in 389 

IIWC/FEA Exhibits 2.3 and 2.4.  My recommendation reflects an adjustment for 390 

additional purchased power and fuel expense as well as additional chemical expense 391 

due to increased sales volumes. 392 

 

Class Cost of Service Study 393 

Q HAVE YOU REVIEWED THE CLASS COST OF SERVICE STUDY (CCOS) 394 

PREPARED ON BEHALF OF THE COMPANY? 395 

A Yes, I have reviewed the Company’s CCOS and it appears to have been generally 

prepared according to recognized cost of service concepts. 

 

Q DO YOU HAVE ANY CONCERNS WITH THE COMPANY’S CCOS? 396 

A Yes.  The Company’s CCOS used capacity factors developed in the direct demand 397 

study prepared by Black & Veatch.  According to Company witness Paul Herbert’s 398 

direct testimony at page 13, the direct demand study captured data for only one year.  399 

I question whether the data captured is  adequate to develop reliable capacity factors.  400 
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Q WHAT DOES THE AMERICAN WATER WORKS ASSOCIATION ("AWWA") M1 401 

MANUAL RECOMMEND WITH RESPECT TO THE DATA NEEDED IN 402 

DEVELOPING APPROPRIATE CAPACITY FACTORS? 403 

A The AWWA Manual at page 297 specifically states the following: 404 

The system-wide demand data that are necessary to undertake the 405 
analysis include:  (1) the highest ratio of system maximum-day 406 
demand to system average day demand over the most recent five 407 
year period.1 [Emphasis added] 408 

Therefore, the AWWA specifically calls for developing capacity factors using five 409 

years of data.  The AWWA Manual does not support the Company’s proposed 410 

capacity factors developed from only one of year data.  The Company has failed to 411 

demonstrate that the single year of data it relied on meets the standards proposed by 412 

the AWWA. 413 

 

Q ARE YOU RECOMMENDING ANY CHANGES TO THE COMPANY’S CCOS AS A 414 

RESULT OF YOUR CONCERN WITH THE SINGLE YEAR OF DATA USED BY 415 

THE COMPANY IN ITS DEMAND STUDY? 416 

A No, not at this time.  However, I do recommend that the Company develop capacity 417 

factors in its next rate case CCOS in accordance with the AWWA’s recommendation, 418 

which is to develop capacity factors using demand data over the most recent five-419 

year period.  420 

 

                                                 
1Manual of Water Supply Practices – M1, Fifth Edition, Principles of Water Rates, Fees, and 

Charges, American Water Works Association, 2000, page 297. 
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Revenue Allocation 421 

Q DO YOU HAVE ANY OTHER RECOMMENDATIONS WITH RESPECT TO THE 422 

COMPANY’S CCOS? 423 

A Yes.  I recommend that the Large Other Water Utility class be brought to cost of 424 

service.  This is appropriate since this class receives essentially no increase under 425 

the Company’s proposal, while all other classes, except for Public Fire Service, 426 

receive double digit increases.  Under my recommendation, the revenues for this 427 

class at present rates would equal $8,138,096.  This would be an increase of 428 

$2,904,327 for this class.  I also recommend that the other classes revenues be 429 

reduced by this same amount in proportion to their present percent share of total 430 

company revenues. 431 

 

Q WHAT IS THE BASIS OF YOUR RECOMMENDATION?   432 

A The Company has not presented any evidence as to why the Large Other Water 433 

Utility class should not be brought to cost of service.   To the extent that service for 434 

this class is based on contracts with fixed pricing that the Company claims prevents it 435 

from moving this class to cost of service, the Company should demonstrate that those 436 

contracts provide benefits to the other customers of Illinois-American.  The Company 437 

has provided no justification why this class of customers should receive such a 438 

minimal increase to its cost of service. 439 
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Rate Design 440 

Q DO YOU HAVE ANY CONCERNS WITH RESPECT TO THE COMPANY’S RATE 441 

DESIGN? 442 

A Yes.  Scott Air Force Base currently pays rates under the general water service rate 443 

classification.   444 

 

Q DO YOU BELIEVE THAT THE COMPANY HAS PUT SCOTT AIR FORCE BASE 445 

ON THE PROPER RATE SCHEDULE? 446 

A No.  The General Service rate classification includes the Company’s production, 447 

transmission and distribution charges as though it were a full retail customer.  This is 448 

not the case for Scott Air Force Base.  Rather, Scott Air Force Base takes bulk water 449 

service through nine master meters, and then distributes this bulk water through its 450 

own distribution network to its end-use customers within the base.  Hence, Scott Air 451 

Force Base is more like a Sales for Resale customer because its ultimate small pipe 452 

distribution system is not owned by Illinois-American.  Rather, Scott Air Force Base 453 

owns its small pipe distribution network, that it subcontracts to American Water Works 454 

under a facilities agreement to maintain and operate.  Hence, Illinois-American’s use 455 

of the small distribution mains requires Scott Air Force Base to pay for its small 456 

distribution pipe twice:  first, to Illinois-American in its Small General Service rate 457 

classification, and a second time to Illinois-American’s parent company, American 458 

Water Works through facilities maintenance and improvement agreements with the 459 

Air Force.   460 
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Q WHAT DO YOU RECOMMEND? 461 

A I recommend that Illinois-American allow Scott Air Force Base to start taking service 462 

under a Competitive Service rate to reflect its service characteristics.  Second, I 463 

recommend the Commission direct Illinois-American to work with Scott Air Force 464 

Base to refund over collections for costs to maintain and operate its small distribution 465 

system for approximately the last four years.   466 

 

Q DO YOU BELIEVE THAT ILLINOIS-AMERICAN PROPERLY PLACED SCOTT AIR 467 

FORCE BASE ON THE CORRECT TARIFF? 468 

A No.  It appears as though Scott Air Force Base was erroneously placed on the wrong 469 

tariff.  Scott Air Force Base bills reference this public Sales for Resale service 470 

classification.  However, the actual rates charged Scott Air Force Base did not reflect 471 

the appropriate charges.  Rather, it was charged consistent with the General Service 472 

classification rate.  Because of the use of the wrong rates and charges to Scott Air 473 

Force Base, Illinois-American has significantly overcharged Scott Air Force Base.  474 

This overcharge took place for at least the last four years. 475 

 

Q WHAT IS YOUR RECOMMENDATION? 476 

A I recommend that Scott Air Force Base should be billed as a Sales for Resale 477 

customer consistent with its bill classification or under a competitive service rate and 478 

should be charged either rate as a result of this case. 479 
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Q DO YOU HAVE ANY OTHER CONCERNS WITH THE COMPANY’S RATE 480 

DESIGN? 481 

A Yes.  Air Products currently takes service from two mains (one 2-inch main and one 482 

4-inch main).  Air Products’ commodity usage is billed separately by each meter.  I 483 

propose that the commodity usage for the two meters be combined and billed 484 

together.   485 

 

Q DO YOU HAVE ANY ADDITIONAL RATE DESIGN RECOMMENDATIONS? 486 

A Yes.  The Company has proposed substantially large increases to the tail blocks’ 487 

commodity charges to both the Metered General Water Service Rate for 488 

Non Residentials and the University of Illinois rates in Zone 1.  Industrial and Other 489 

Large Public Authority classes in Zone 1.  I agree that a declining block rate structure 490 

should be continued for these classes as proposed by the Company.  However, the 491 

rate elements in the declining block rate structure should be adjusted by a uniform 492 

percentage change to coincide with an increase in revenues found appropriate by the 493 

Commission in this case.  This is appropriate because the Company’s proposed 494 

increase of the tail block commodity charges decreases the benefits for large 495 

customers.   496 

 

Q DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 497 

A Yes. 498 
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Qualifications of Brian C. Collins 
 
 
Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.    499 

A Brian C. Collins.  My business address is 16690 Swingley Ridge Road, Suite 140, 500 

Chesterfield, MO 63017. 501 

 

Q WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED?    502 

A I am an Associate in the field of public utility regulation with the firm of Brubaker & 503 

Associates, Inc. (“BAI”), energy, economic and regulatory consultants.    504 

 

Q PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.    505 

A I graduated from Southern Illinois University Carbondale with a Bachelor of Science 506 

degree in Electrical Engineering.  I also graduated from the University of Illinois at 507 

Springfield with a Master of Business Administration degree.  Prior to joining BAI, I 508 

was employed by the Illinois Commerce Commission and City Water Light & Power 509 

(“CWLP”) in Springfield, Illinois.   510 

My responsibilities at the Illinois Commerce Commission included the review 511 

of the prudence of utilities’ fuel costs in fuel adjustment reconciliation cases before 512 

the Commission as well as the review of utilities’ requests for certificates of public 513 

convenience and necessity for new electric transmission lines.  My responsibilities at 514 

CWLP included generation and transmission system planning.  While at CWLP, I 515 

completed several thermal and voltage studies in support of CWLP’s operating and 516 

planning decisions.  I also performed duties for CWLP’s Operations Department, 517 

including calculating CWLP’s monthly cost of production.  I also determined CWLP’s 518 
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allocation of wholesale purchased power costs to retail and wholesale customers for 519 

use in the monthly fuel adjustment.  520 

In June 2001, I joined BAI as a Consultant.  Since that time, I have 521 

participated in the analysis of various utility rate and other matters in several states 522 

and before FERC.  I have filed or presented testimony before the Florida Public 523 

Service Commission, the Idaho Public Utilities Commission, the Illinois Commerce 524 

Commission, the Indiana Utility Regulatory Commission, the Minnesota Public Utilities 525 

Commission, the Missouri Public Service Commission, and the Public Service 526 

Commission of Wisconsin.  I have also assisted in the analysis of transmission line 527 

routes proposed in certificate of convenience and necessity proceedings before the 528 

Public Utility Commission of Texas. 529 

In 2009, I completed the University of Wisconsin – Madison High Voltage 530 

Direct Current (“HVDC”) Transmission Course for Planners that was sponsored by 531 

the Midwest Independent Transmission System Operator, Inc. (“MISO”). 532 

BAI was formed in April 1995.  BAI and its predecessor firm has participated in 533 

more than 700 regulatory proceeding in forty states and Canada. 534 

BAI provides consulting services in the economic, technical, accounting, and 535 

financial aspects of public utility rates and in the acquisition of utility and energy 536 

services through RFPs and negotiations, in both regulated and unregulated markets.  537 

Our clients include large industrial and institutional customers, some utilities and, on 538 

occasion, state regulatory agencies.  We also prepare special studies and reports, 539 

forecasts, surveys and siting studies, and present seminars on utility-related issues. 540 
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In general, we are engaged in energy and regulatory consulting, economic 541 

analysis and contract negotiation.  In addition to our main office in St. Louis, the firm 542 

also has branch offices in Phoenix, Arizona and Corpus Christi, Texas. 543 
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