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I. WITNESS INTRODUCTION 1 

Q. Please state your name and business address. 2 

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

Missouri  63141. 4 

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

A. I am employed by American Water Works Service Company (“Service 6 

Company”) as a Manager, Rates and Regulation.  The Service Company is a 7 

subsidiary of American Water Works Company, Inc. (“American”) that provides 8 

shared services to American’s water utility subsidiaries, including Illinois-9 

American Water Company (“Illinois-American”, “IAWC”, or “Company”). 10 

Q. Please describe your background and professional affiliation. 11 

A. I earned a Bachelor of Business Administration degree from the University of 12 

Iowa, majoring in Accounting and Insurance.  In addition, I earned a Master of 13 

Business Administration degree from the University of Minnesota’s Carlson 14 

School of Management, with concentrations in Management Information Systems 15 

and Finance.  I am a Registered Certified Public Accountant in the State of 16 

Illinois and I am a member of the American Institute of Certified Public 17 

Accountants.  My prior financial experience includes five years as a staff 18 

accountant in public accounting and five years in accounting and computer 19 

operations for community banks.  Subsequent to my public accounting and 20 

banking experience, I joined the Staff of the Illinois Commerce Commission 21 

(“ICC” or “Commission”) where I attained the position of Senior Analyst during my 22 
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eight years at the Commission.  After obtaining my MBA, I served as a Senior 23 

Financial Analyst for defense contractors United Defense LLP (now BAE 24 

Systems Inc.) and Alliant Techsystems, Inc.  Prior to joining American Water, I 25 

was employed as a Financial Consultant for Xcel Energy Inc., responsible for the 26 

compilation of the annual budget and monthly forecasts for the $3.8 billion Public 27 

Service Company of Colorado subsidiary.  My present duties with American 28 

Water consist primarily of preparing rate-related filings for Illinois-American. 29 

Q. Please summarize your responsibilities as Manager, Rates & Regulations. 30 

A. My responsibilities as Manager, Rates and Regulation, involve providing the 31 

following services to Illinois-American: 32 

1) Preparing and presenting all rate change applications and supporting 33 

documents and exhibits as prescribed by management policies, guidelines 34 

and regulatory commission requirements;   35 

2) Preparing rate analyses and studies to evaluate the effect of proposed 36 

rates on the revenues, rate of return and tariff structures;  37 

3) Executing the implementation of rate orders, including development of the 38 

revised tariff pricing necessary to produce the proposed revenue level;  39 

4) Overseeing the preparation of revenue and capital requirements analyses;  40 

5) Providing support for financial analysis of proposed acquisitions and 41 

expansion of service territory, including preparation of applicable 42 

regulatory commission filings. 43 

Q. Have you testified before any regulatory agencies with respect to 44 

regulatory matters? 45 
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A. Yes, I have testified several times before the Illinois Commerce Commission. 46 

II. PURPOSE OF TESTIMONY 47 

Q. What is the purpose of your testimony in this case? 48 

A. The purpose of my testimony is to respond to Staff witness Mary Everson’s 49 

calculations of the 2010 O Factor that she proposes be refunded in 2012.  I will 50 

address each of the adjustments proposed by Ms. Everson except for the 2010 51 

Recoverable Qualifying Infrastructure Plant (“QIP”) Cost, which is being 52 

addressed by IAWC witness Mr. Scott Rungren in IAWC Exhibit No. 1.0R.  In 53 

addition, I will address the issue of errors that Staff alleges need be corrected 54 

from prior proceedings.  Finally, I propose that the Company’s reconciliation, as 55 

presented on IAWC Exhibit No. 2.04R, be accepted in the Final Order. 56 

III. EXHIBIT IDENTIFICATION 57 

Q. Are you sponsoring any exhibits with your rebuttal testimony? 58 

A. Yes.  I am sponsoring the following exhibits: 59 

• IAWC Exhibit No. 2.01R, which presents the cumulative effect of QIP 60 

reconciliations through 2010, shows the match between the annual 61 

reconciliation R- and O-Factors and the cumulative effect of QIP 62 

reconciliations, and shows the mismatch between Staff’s position and the 63 

cumulative effect of QIP reconciliations as of December 31, 2010; 64 

• IAWC Exhibit No. 2.02R, which presents the cumulative reconciliation as 65 

ordered and corrects ICC Staff Exhibit 1.0, Schedule 1.5R; 66 

• IAWC Exhibit No. 2.03R, which decomposes the annual R-Factors into the 67 

respective current year R-Factor and the prior year O-Factor resulting 68 
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from Commission orders, and shows the total annual reconciliation 69 

amounts for the years 2006 through 2010; 70 

• IAWC Exhibit No. 2.04R, which summarizes the current reconciliation, 71 

corrects Staff errors, and presents the Company’s position;  72 

• IAWC Exhibit No. 2.05R, which calculates the interest on the O-Factors for 73 

each reconciliation year 2006 through 2010; and 74 

• IAWC Exhibit No. 2.06R, which presents the Staff QIP reconciliation 75 

summaries sponsored by Ms. Everson in Docket No. 09-0152 and Docket 76 

No. 10-0202.  77 

IV. 2010 QIP RECONCILIAITION 78 

Q. You provided testimony in the Company’s prior four QIP reconciliations for 79 

the years 2006 through 2009.  Are you therefore familiar with the 80 

reconciliation format used by Staff in this 2010 QIP reconciliation 81 

proceeding? 82 

A. No, I am not. 83 

Q. Please explain. 84 

A. Ms. Everson has deviated from past Commission Staff practice in the 85 

presentation of the Staff position from the format used in each of the prior four 86 

QIP reconciliation proceedings.  In the last two proceedings, Ms. Everson was 87 

the Staff witness.  I have attached her reconciliation summary exhibits from 88 

Docket No. 10-0202 and Docket No. 09-0152 as IAWC Exhibit No. 2.06R.  Staff’s 89 

new format is confusing and leads to the wrong conclusion regarding the 90 

Company’s reconciliation.  In light of the dramatic change in the Staff method in 91 
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this case, I request that Ms. Everson fully explain in detail in her rebuttal 92 

testimony 1) her rationale for changing the format of the Staff reconciliation 93 

exhibits; 2) how the new format works and why the items listed on the exhibit 94 

were included; and 3) identify by vintage and type (R-Factor, O-Factor) the 95 

amounts that she anticipates the Company will either collect or refund in the 96 

future, including the period of time when she expects the amounts will be either 97 

collected or refunded.     98 

Q. Please provide a history of the Company’s QIP.    99 

A. On January 1, 2006, the Company began collecting the QIP surcharge based 100 

upon the amount of qualifying infrastructure placed in service in 2005 and was 101 

expected to be placed into service in 2006.  The QIP was in effect for the single 102 

tariff pricing group, which consisted of the Alton, Streator, Cairo, Interurban, 103 

Pontiac, and Peoria Districts.  On January 1, 2007, the Company revised the QIP 104 

surcharge to include qualifying infrastructure expected to be placed in service in 105 

2007.  On March 15, 2007, the Company filed the 2006 QIP reconciliation with 106 

the Commission and revised the QIP rates effective April 1, 2007, to reflect the 107 

$285,505 R-Factor resulting from the 2006 reconciliation.  On January 1, 2008, 108 

the Company revised the QIP surcharge to include qualifying infrastructure 109 

expected to be placed in service in 2008.  On March 12, 2008, the Commission 110 

issued its order (Docket No. 07-0193) in the 2006 reconciliation proceeding and 111 

ordered the Company to refund to customers $148 as an O-Factor.  On March 112 

15, 2008, the Company filed the 2007 QIP reconciliation with the Commission 113 

and revised the QIP rates effective April 1, 2008, to reflect the $87,021 R-Factor 114 
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resulting from the 2007 reconciliation and the $(148) O-Factor from Docket No. 115 

07-0193.  On August 8, 2008, the Company reset the QIP rate to zero as 116 

required by the Commission’s Part 656 rules when new base rates went into 117 

effect.  The QIP remained at zero until April 1, 2009.  On February 25, 2009, the 118 

Commission issued its order (Docket No. 08-0219) in the 2007 reconciliation 119 

proceeding and ordered the Company to collect from customers $573 as an O-120 

Factor.  On March 15, 2009, the Company filed the 2008 QIP reconciliation with 121 

the Commission and initiated new QIP rates effective April 1, 2009, to reflect only 122 

the $266,941 R-Factor resulting from the 2008 reconciliation and the $573 O-123 

Factor from Docket No. 08-0219.  On July 1, 2009, the Company revised the QIP 124 

rates to include qualifying infrastructure expected to be placed in service during 125 

the last six months of 2009.  The QIP rates began after the end of the test year in 126 

the Company’s most recent rate case and combined all of the single tariff pricing 127 

districts into a unified QIP rate, except for the R- and O-Factors that were still in 128 

effect until the end of the year.  On January 1, 2010, the Company revised the 129 

QIP rates to include qualifying infrastructure expected to be placed in service 130 

during the first four months of 2010.  The filing anticipated the effective date of 131 

new base rates resulting from the Company’s 2009 rate case.  On March 15, 132 

2010, the Company filed the 2009 QIP reconciliation with the Commission.  The 133 

Company did not revise the QIP rates on April 1, 2010, to reflect the $90,602 R-134 

Factor, because new base rates would be going into effect by the end of April 135 

2010.  In its effort to avoid customer confusion, the Company has gone to great 136 

lengths to try to maintain rate stability while operating within the Commission’s 137 
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rates and regulatory rules.  On March 16, 2010, the Company received 138 

permission from the Commission to expand the QIP to all service districts of 139 

Illinois-American (Docket No. 09-0251).  Again, because the Company expected 140 

new base rates by the end of April, the Company elected not to initiate QIP, in 141 

those districts that previously did not participate in QIP, until 2011.  On April 23, 142 

2010, the Company reset the QIP rates to zero as required by the Part 656 rules 143 

when new base rates went into effect.  The QIP remained at zero until January 6, 144 

2011.  The 2011 QIP rates began after the end of the test year in the Company’s 145 

most recent rate case.  On January 6, 2011, the Company initiated new QIP 146 

rates in all of its service districts to include qualifying infrastructure expected to 147 

be placed in service in 2011.  On February 9, 2011, the Commission issued its 148 

order (Docket No. 09-0152) in the 2008 reconciliation proceeding and ordered 149 

the Company to collect from customers $166,604 as an O-Factor.  On March 15, 150 

2011 the Company filed the 2010 QIP reconciliation (the current proceeding) with 151 

the Commission and revised the QIP rates effective April 1, 2011, for the single 152 

tariff pricing districts to reflect the $335,146 R-Factor resulting from the 2010 153 

reconciliation. 154 

As I described above, R-Factors generally get rolled into new QIP rates in 155 

the same year that the R-Factor is generated through the annual reconciliation 156 

process, while O-Factors generally get rolled into new QIP rates two years 157 

following the reconciliation year (the 2006 O-Factor was included in the 2008 158 

rate, for example).  For the 2008 reconciliation, the O-Factor was not ordered by 159 

the Commission until February 9, 2011, almost two years following the 160 
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reconciliation filing.  For the 2009 reconciliation, the O-Factor was not ordered by 161 

the Commission until July 12, 2011.  Further complicating the implementation of 162 

R- and O-Factors in QIP rates is the fact that the Company is required to reset 163 

the QIP rates to zero whenever new base rates go into effect.  This additional 164 

action (i.e. resetting QIP rates to zero for a number of months) can cause a 165 

further disconnect between the recognition of R- and O-Factors (through 166 

reconciliations and Commission orders) and the ultimate implementation of those 167 

factors in rates.   168 

Q. Please describe the workings of the QIP reconciliations during the last four 169 

years. 170 

A. Beginning with the 2006 reconciliation, the combined R- and O-Factors 171 

represented the difference between the amount of QIP revenues collected in 172 

2006 and the recoverable QIP charges as determined by the Commission.  The 173 

2006 combined R- and O-Factors became, essentially, the beginning balance for 174 

the 2007 reconciliation.  The 2007 reconciliation then added to the 2006 175 

reconciliation balance the recoverable QIP charges for 2007 and subtracted the 176 

amount of QIP revenue collected in 2007, which may or may not include all of the 177 

prior period O-Factor.  For 2007, only the 2006 R-Factors were collected or 178 

refunded in 2007, because the O-Factors were not yet determined due to the lag 179 

of the Commission order.  As such, the total 2007 QIP revenues used in the 2007 180 

reconciliation reflect only the R-Factor from the 2006 reconciliation.  For 2008, 181 

both the 2007 R-Factors and the 2006 O-Factors were collected or refunded in 182 

2008.  The Commission had issued an order that generated the 2006 O-Factor, 183 
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prior to the March 15, 2008, filing date for the 2007 reconciliation and the April 1, 184 

2008, implementation of the revised QIP rates arising from the 2007 185 

reconciliation.  Therefore, the resulting 2007 R-Factor assumed that the 2006 O-186 

Factor was rolled in.  In other words, the 2006 O-Factor lost its identity. 187 

Q. Please explain what you mean by “the O-Factor lost its identity.” 188 

A. Under the reconciliation method historically utilized by Staff, the prior year O-189 

Factor is combined with the current R-Factor.  This is illustrated in IAWC Exhibit 190 

No. 2.06R, which shows a prior O-Factor and a current O-Factor.  The exhibit 191 

does not provide for multiple layers of O-Factors (one layer for each respective 192 

year).  If the 2006 O-Factor, described in the previous question and answer, was 193 

to be explicitly identified on the subsequent reconciliation, the 2008 R-Factor 194 

would need to be revised by the amount of the 2006 O-Factor.  However, the 195 

Staff exhibits in the 2007 through 2009 reconciliations combine the prior year O-196 

Factor with the current year R-Factor (for rate determination purposes, there was 197 

a two year delay for the 2006 O-Factor to be included in 2008 rates, but for 198 

reconciliation purposes, the 2006 O-Factor is included in the beginning balance 199 

for the 2007 reconciliation).  The combined 2007 R- and O-Factors, therefore, 200 

represent the QIP to date reconciliation amount (combined 2006 and 2007).  This 201 

methodology was used by both Staff and the Company for all reconciliations 202 

through 2009.  Pursuant to this method, for each year, the combined R- and O-203 

Factors for each year represented the QIP under or over recovery over the life of 204 

the QIP through the date of the reconciliation.   Attached is IAWC Exhibit No. 205 

2.01R showing the relationship between the cumulative QIP revenues, 206 
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cumulative recoverable QIP, and the reconciliation components for each 207 

respective year.  It is important to understand this concept.  If the reconciliation 208 

components for the 2010 reconciliation do not represent the difference between 209 

cumulative QIP revenues and cumulative recoverable QIP charges through 2010, 210 

then the reconciliation is incorrect. 211 

Q. Does Ms. Everson’s reconciliation, adjusted for interest amounts, represent 212 

the difference between the cumulative QIP revenues and cumulative 213 

recoverable QIP charges through 2010? 214 

A. No, it does not.  There are several issues with Ms. Everson’s reconciliation that 215 

are problematic. 216 

Q. What is the first issue that you have with Ms. Everson’s reconciliation? 217 

A. Ms. Everson alleges that an adjustment is necessary to “correct” for the 218 

Company’s reversal of its 2009 Factor R in Docket No. 10-0202.  The fact is 219 

there is no error to correct.  Rather, Ms. Everson’s perceived need for 220 

“correction” stems from simple presentation – showing a subtraction as a positive 221 

on one reconciliation and showing a subtraction as a negative on another 222 

reconciliation.  Ms. Everson’s reference to a “reversal” is simply the fact that 223 

subtractions on her 2009 ICC Staff Exhibit 3.0, Schedule 3.1, line 6, are shown 224 

as negatives whereas in the prior three years the subtractions were shown as 225 

positives.  The difference is that, in her 2009 exhibit (IAWC Exhibit No. 2.06R, 226 

page 2) Ms. Everson adds the negative to the line 5 amounts above to obtain the 227 

line 7 O Factor, while in the prior three years Ms. Everson and the previous Staff 228 

witness subtracts the positive (IAWC Exhibit No. 2.06R, page 1, for the 2008 229 
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reconciliation).  Whether you add a negative or subtract a positive, the end result 230 

is the same (i.e., a reduction).  The mistake Ms. Everson makes on her 2009 231 

exhibit (IAWC Exhibit No. 2.06R, page 2) is that by switching the signs, Ms. 232 

Everson also needed to show that the amounts in brackets in the description for 233 

line 6 are to be recovered, not refunded.  Her line five shows that $192,550 is the 234 

total 2009 under recovery.  If the O-Factor on line 8 is an under recovery in the 235 

amount of $101,948, then the R-Factor on line 7 must be $90,602, also an under 236 

recovery.  Ms. Everson, however, reverses the $90,602 on ICC Staff Exhibit 237 

1.0R, Schedule 1.1R, line 1, showing it as a refund, all the while leaving the 238 

$101,948 O-Factor amount on line 2 as a positive, an under collection.  The 239 

correct amount of the combined 2009 R- and O-Factors was properly presented 240 

in the Appendix to the Final Order in Docket No. 10-0202, and that amount is 241 

$192,550.  Additionally, this is proven by my Exhibit No. 2.01R, which shows that 242 

the difference between the cumulative amount of recoverable QIP charges and 243 

the cumulative amount of QIP revenues, as determined by the Commission in 244 

Docket Nos. 07-0193, 08-0219, 09-0152, and 10-0202, is $192,550.  In sum, 245 

because no adjustment is required for previous reconciliations, Ms. Everson’s 246 

reversal is itself an error. 247 

Ms. Everson’s confusion may be the result of a change to the Company 248 

reconciliation that was filed with the petition for reconciliation that differed from 249 

the reconciliation that was filed with direct testimony.  The reconciliation filed with 250 

the 2009 petition for reconciliation  presented an under recovery in the amount of 251 

$90,604.  The reconciliation filed with direct testimony reflected a lower 252 
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recoverable QIP charge as a result of complying with Staff’s adjustment in the 253 

2008 reconciliation regarding installed meters, and the reconciliation also 254 

reflected an anticipated 2008 O-Factor based upon a Staff and Company jointly-255 

sponsored draft order and appendix.  Before any R- or O-Factor amounts, the 256 

reconciliation indicated a total under recovery in the amount of $200,150.  Since 257 

the Company had initially requested an R-Factor in the amount of $90,604 (an 258 

under recovery), that amount needed to be backed out of the calculation of the 259 

O-Factor or the O-Factor would have been overstated by $90,604.  The 260 

deduction for the determination of the O-Factor should not be incorrectly 261 

interpreted as a refund. 262 

Q. What is the second issue that you have with Ms. Everson’s reconciliation? 263 

A. Ms. Everson incorrectly calculates an adjustment for a “Cumulative O Factor 264 

Correction” when no such correction is necessary.  On ICC Staff Exhibit 1.0, 265 

Schedule 1.5R, Ms. Everson purports to show a cumulative reconciliation of R- 266 

and O-Factors for the 2006 through 2009 reconciliations and determines a 267 

Cumulative Adjustment to Factor O in the amount of $14,400.  However, her 268 

schedule 1) ignores historic O-Factors that have been included in subsequent 269 

period QIP rates; 2) ignores historic O-Factors that have been reflected in 270 

subsequent period R-Factors in Commission-approved reconciliations; and 3) 271 

carries forward her 2009 R-Factor reversal that I explained previously is 272 

unnecessary.  I prepared IAWC Exhibit No. 2.02R that corrects Ms. Everson’s 273 

adjustments for the three items I described above.  Except for the confusion 274 

regarding the 2009 R-Factor reversal, Ms. Everson does not appear to recognize 275 
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that the composition of the 2007 through 2010 R-Factors includes prior period O-276 

Factors that were, in fact, recovered or refunded in subsequent period QIP rates.  277 

For 2007 through 2009, the respective prior year O-Factors were rolled into the 278 

2007 through 2009 R-Factors that were previously audited by Staff (including Ms. 279 

Everson in 2008 and 2009) and approved by the Commission in its respective 280 

orders.  For 2009, Ms. Everson reversed on her Schedule 1.5R the 2009 R-281 

Factor that was properly approved by the Commission.  My Exhibit No. 2.02R 282 

corrects for that improper reversal.  As a result of the corrections to Ms. 283 

Everson’s Schedule 1.5R as described above, no “Cumulative O Factor 284 

Correction” is necessary on Ms. Everson’s Schedule 1.1R, line 3. 285 

Q. Have you prepared any exhibits to further clarify this explanation? 286 

A. Yes, to aid in the understanding of the flow of prior period O-, and R-, Factors 287 

into subsequent period R-Factors, I prepared Exhibit No. 2.03R.  This exhibit 288 

shows that, for 2007 and 2008, the 2006 and 2007 Staff adjustments (and O-289 

Factors) were carried forward one year, respectively, and are already included in 290 

the 2007 and 2008 R-Factors.  Ms. Everson’s adjustments improperly isolate the 291 

respective prior year O-Factors without adjusting the respective R-Factor where 292 

the amounts have been accounted for.  In short, Ms. Everson doubles the effect 293 

of the 2006 and 2007 O-Factors in her 2007 and 2008 analyses.  For the 2009 R-294 

Factor analysis presented on Exhibit No. 2.03R, no prior O-Factor was included 295 

in the 2009 R-Factor that was filed with the petition for reconciliation.  The 2006 296 

and 2007 O-Factors were reflected in QIP rates in 2008 and 2009, respectively, 297 

so there is no component for the 2006 and 2007 O-Factors.  At the time the 298 
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petition was filed pursuant to the Commission’s Part 656 rules, the 2008 299 

reconciliation had not yet been fully litigated so no component for the 2008 O-300 

Factor is reflected in the 2009 R-Factor.  However, the 2010 R-Factor reflects a 301 

component for the 2008 O-Factor as the Commission issued its 2008 302 

reconciliation Final Order prior to the filing of the 2010 reconciliation.  In addition, 303 

the 2010 R-Factor reflects a component for the 2009 reconciliation O-Factor in 304 

anticipation of a Final Order that had yet to be issued by the Commission as of 305 

the date of the filing of the petition for reconciliation.  The Company had agreed 306 

with Staff that such an adjustment was proper.  Finally, the 2010 R-Factor 307 

includes a component for the 2009 difference between the 2009 recoverable QIP 308 

charges and the 2009 QIP revenues excluding any prior period R- and O-309 

Factors.  Because the 2009 petition for reconciliation was filed with the 310 

Commission on March 15, 2010, (and the Company expected that new base 311 

rates resulting from Docket No. 09-0319 would be implemented before the end of 312 

April, causing the QIP rates to be reset to zero) the Company elected not to 313 

include the 2009 recoverable QIP charges and 2009 QIP revenues excluding 314 

prior period Factors difference in rates with an effective life of less than 30 days. 315 

Q. What is the third issue that you have with Ms. Everson’s reconciliation? 316 

A. Ms. Everson subtracts an amount for the 2009 O-Factor plus interest on the 2009 317 

and prior O-Factors on her Schedule 1.1R.  Since the Staff has historically flowed 318 

O-Factors from one year into the R-Factor in a subsequent year (with the 319 

Commission’s blessing), and the Company has complied with this long-standing 320 

Staff practice, such an adjustment is improper.  Staff has not provided any 321 
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testimony that the 2009 O-Factor should be isolated and excluded from the 2010 322 

reconciliation and, more importantly, Staff has not provided any testimony 323 

regarding the ability of the Company to collect the Commission-ordered amount 324 

in future periods.   325 

Q. If accepted, what would be the result of Ms. Everson’s adjustment? 326 

A. The result would be that, despite the Commission order (Docket No. 10-0202 327 

issued July 25, 2011) authorizing the Company to collect the 2009 O-Factor, Ms. 328 

Everson is recommending that the Company turn around and refund it.  This will 329 

require the Company to collect it again in the future after first collecting the 330 

Commission–ordered amount, and then refunding it as a result of this 331 

proceeding.  As I indicated previously in my testimony, the Company strives to 332 

provide rate stability to its customers.  Rate stability reduces the confusion 333 

customers may experience when reviewing and paying their monthly bills.  334 

Collecting, refunding, and then collecting again is contrary to rate stabilization 335 

and leads to customer confusion and frustration. 336 

Q. What is the fourth issue that you have with Ms. Everson’s reconciliation? 337 

A. Ms. Everson included a determination of interest for her “Cumulative Correction.”  338 

Since there is no correction for the cumulative O-Factors, no interest calculation 339 

is required.  Additionally, on IAWC Exhibit No. 2.05R, I recalculated the interest 340 

on each O-Factor reflecting the date that each O-Factor was included in QIP 341 

rates.  This results in a $1,976 increase in the O-Factor that the Company 342 

reflected on IAWC Exhibit No. 2.04R. 343 
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Q. Ms. Everson recommends that the Commission order the Company to 344 

refund $268,935 through a Factor O, including interest.  Do you agree with 345 

Ms. Everson? 346 

A. No.  As I have explained above, no Factor O is required, except for the Staff 347 

adjustment to 2010 recoverable QIP cost in the amount of $(182) and the interest 348 

on O-Factors in the amount of $3,183.  The Staff-recommended refund will result 349 

in the Company refunding amounts previously ordered by the Commission 350 

representing prudently-incurred investment in qualifying infrastructure plant that 351 

provide for recoverable QIP charges.  The Staff-recommended refund will upset 352 

the balance between cumulative recoverable QIP charges and QIP revenues, 353 

and result in future under recoveries that will need to be collected a second time, 354 

causing rate instability to the Company’s customers.  The impetus for the Staff 355 

recommendation appears to be a major revision to the reconciliation presentation 356 

method previously utilized by Staff.  While a new format may not in and of itself 357 

be cause for litigation, if prepared properly, the schedules prepared by Ms. 358 

Everson appear to be suspect, if my understanding of the new format is correct.  359 

Putting aside the question of whether the new Staff reconciliation format has 360 

merit, a change in format requires transition from the old format and 361 

consideration of the individual components of the original format.  Staff’s 362 

unilateral imposition of the reconfigured schedule upon the Company without an 363 

explanation of the workings and without consideration of the individual 364 

components reflected in the current format leads to the confusion and incorrect 365 

conclusions that Ms. Everson draws from her review.  Certain adjustments need 366 
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to be made to the R-Factors so that four years of reconciliation reporting are not 367 

suddenly wrong.  Advance notice of Staff’s requirement to present reconciliation 368 

information in a different format may have prevented the level of litigation that is 369 

necessary in the instant case.  Since the 2011 QIP reconciliation was recently 370 

filed using the format that has worked for the 2006 through 2009 reconciliations, I 371 

expect that the next reconciliation proceeding will follow the same path as this 372 

proceeding unless there is some recognition that the 2011 reconciliation data as 373 

filed cannot simply be thrust into a new format and lead to the proper 374 

conclusions. 375 

Q. Please describe IAWC Exhibit No. 2.04R. 376 

A. IAWC Exhibit No. 2.04R presents the Company’s reconciliation in Column (F) as 377 

revised per my discussion above.  Additionally, I have included a reconciliation in 378 

Column (H) according to what I believe is the new Staff format.  This additional 379 

reconciliation shows the adjustments that must be made to the current format so 380 

that the results are consistent and agree with the Company’s contention that the 381 

resulting total under or over collection at any point in time must agree with the 382 

difference between the cumulative recoverable QIP charges and the cumulative 383 

QIP revenues.  384 

Q. What is your recommendation? 385 

A. I recommend that the Commission approve Illinois-American’s 2010 QIP 386 

reconciliation presented in IAWC Exhibit No. 2.04R.  The reconciliation corrects 387 

the errors contained in the Staff reconciliation, ICC Staff Exhibit 1.0, Schedule 388 

1.1R and eliminates the double counting that appears to be reflected in the Staff 389 
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Schedule 1.1R.  I also recommend that Ms. Everson fully explain in detail in her 390 

rebuttal testimony 1) her rationale for changing the format of the Staff 391 

reconciliation exhibits; 2) how the new format works and why the items listed on 392 

the exhibit were included; and 3) identify by vintage and type (R-Factor, O-393 

Factor) the amounts that she anticipates the Company will either collect or refund 394 

in the future, including the period of time when she expects the amounts will be 395 

either collected or refunded.     396 

Q. Does this conclude your direct testimony? 397 

A. Yes. 398 


