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Q.  Please state your name and business address. 1 

A.  My name is Cheri Harden, and my business address is 527 E. Capitol Avenue, 2 

Springfield, Illinois 62701. 3 

 4 

Q.  Are you the same Cheri Harden that previously filed testimony in this 5 

 proceeding? 6 

A.  Yes, I am. 7 

 8 

Q.  What is the purpose of your rebuttal testimony? 9 

A.  I respond to the rebuttal testimony presented by Mr. Kerry Heid (IAWC Ex. 10 

14.00R) for Illinois-American Water Company (“IAWC” or the “Company”). 11 

 12 

Q.  Are you sponsoring any schedules or attachments with your testimony?  13 

A.  No. 14 

 15 

Q. What issue does Company witness Heid discuss in reference to your direct 16 

testimony? 17 

A. Company witness Heid defends IAWC’s proposed Revenue Adjustment Clause 18 

(“RAC”) in response to my criticisms.  (IAWC Ex. 14.00R)   19 

 20 

Q. How does Company witness Heid describe the purpose of the proposed 21 

RAC? 22 
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A. Company witness Heid states that, “the purpose of the RAC is to directly address 23 

the ever increasing issue of volatility in sales volumes, the complexity of 24 

projecting pro forma water volumes for use in establishing water rates, and the 25 

effects on IAWC and customers if actual sales volumes do not ultimately match 26 

the projected pro forma sales volumes used to establish the rates.”  (IAWC Ex. 27 

14.00R, pp. 7-8)   28 

 29 

Q. Do you find this description to be a compelling statement in favor of the 30 

Company’s proposed RAC? 31 

A. No, I do not.   Mr. Heid has not presented evidence of volatility in sales volumes 32 

that is beyond what has been experienced in the past IAWC rate cases.  Mr. 33 

Heid fails to explain why the RAC is needed now when the Company has been 34 

able to operate without such a rider in the past.  The proposed RAC should be 35 

rejected. 36 

 37 

Q. Does Company witness Heid provide more discussion on weather 38 

variability than that provided in Company witness Grubb’s direct 39 

testimony?  40 

A. Yes.  As I discussed in my direct testimony, Mr. Grubb simply stated that the 41 

variability of weather has a profound effect on a water utility’s actual billed 42 

revenues, but he did not clearly identify what that impact is or how it is addressed 43 

by the proposed RAC.  (Staff Ex. 5.0, p. 4)  Mr. Heid provides a discussion on the 44 

lack of a definition of “weather”, the lack of a generally accepted weather 45 
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normalization adjustment methodology, and the problems these factors cause on 46 

the Company receiving too little or too much revenue from customers.   (IAWC 47 

Ex. 14.00R, pp. 9-11)   48 

 49 

Q. Does Company witness Heid offer any support on weather variability that 50 

compels you to change your recommendation?  51 

A. No.  Mr. Heid’s additional discussion on weather variability in rebuttal testimony 52 

does not provide any support for the RAC.  IAWC has failed to adequately 53 

explain why it needs an RAC in this case when it has not been needed in the 54 

past.  Weather variability has always been present in the past cases and the 55 

Company has been able to function without the benefit of an RAC.  (Staff Ex. 5.0, 56 

pp. 4-5)  57 

 58 

Q. Does Company witness Heid contend that the Company’s traditional 59 

volumetric variable rate design provides justification for the RAC? 60 

A. Yes.  He notes that the Company’s costs are 94% fixed and, consequently, a 61 

change in sales/usage does not correlate to a change in costs.  He states that 62 

IAWC’s water rates for its customers are designed on the basis of the projected 63 

pro forma volume of water to be sold for these services under normal conditions 64 

during the future test year.  Under traditional ratemaking, therefore, IAWC will 65 

recover its revenue requirement only if the level of sales volumes upon which the 66 

rate design is predicated is achieved.  Finally, he argues that a revenue 67 
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adjustment clause is necessary to lessen the over or under recovery of IAWC’s 68 

revenue requirement.  (IAWC Ex. 14.00R, pp. 5-6)   69 

 70 

Q. Please respond to this argument. 71 

A. Fixed costs have been present in the past cases and the Company has been 72 

able to function under traditional regulation without the benefit of the RAC.  The 73 

Company has failed to adequately explain why it cannot continue to do so.  In 74 

addition, the Company’s reference to fixed costs suggests that these costs 75 

cannot change.  In fact, they are only fixed in the short run and in the long run, all 76 

costs have the potential to change.  Over the long term, the Company can adjust 77 

its level of fixed costs to conform to changes in its customer base.  For fixed 78 

costs driven by ratepayer demands, as demand changes over the long run, the 79 

fixed costs over that period may change as well.  Traditional regulation sends a 80 

better price signal to customers and allows for adaptation of usage to customer 81 

budgets and goals.  The implementation of the RAC will not allow customers to 82 

see a benefit of a lower water bill if they conserve water.  The steps toward 83 

conservation that may be taken by a customer will not provide a benefit to their 84 

budget if they cannot realize a price benefit from the conservation.  The RAC 85 

should not be implemented as it would force the customer to pay more for 86 

reduced usage that results from their conservation efforts to help the 87 

environment or better manage their bills.   (IAWC 5.0, p. 7) 88 

 89 
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Q. Do you recommend that the Company’s traditional volumetric variable rate 90 

design should be modified by the implementation of the RAC? 91 

A. No.  IAWC has failed to adequately support the need for the RAC in this case 92 

when it has not needed it in the past under traditional regulation.   93 

 94 

Q. Does Company witness Heid discuss the impact of the RAC on IAWC’s 95 

incentive to control costs? 96 

A. Yes.  He states that IAWC will still find it beneficial to reduce costs because the 97 

RAC only affects revenues and does not guarantee that IAWC will achieve the 98 

level of financial performance approved by the Commission Order for this case.  99 

(IAWC Ex. 14.00R, pp. 19-20)    100 

 101 

Q. How do you respond? 102 

A. Through traditional regulation, the Company has had the incentive to keep costs 103 

down due to the variability of sales.  As I stated in my direct testimony, the RAC 104 

proposal will undermine the Company’s incentive to control costs if it is 105 

guaranteed recovery of its revenue requirement.  (Staff Ex. 5.0, p. 11)  106 

Traditional regulation provides a utility the reasonable opportunity, not a 107 

guarantee, to earn its approved revenue requirement and authorized rate of 108 

return. 109 

 110 

Q. Do you agree that IAWC will have a strong incentive to reduce costs? 111 
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A. No.  IAWC may find reducing costs to be beneficial but the overall incentive to 112 

reduce costs will be weakened by the RAC.  Mr. Heid’s argument is undermined 113 

by his previous statement that the RAC will eliminate many of the Company’s 114 

financial concerns as discussed in this testimony. (IAWC Ex. 14.00R, p. 10)  115 

Therefore, I believe that reducing costs will also become far less necessary to 116 

the Company if its proposed RAC is approved. 117 

 118 

Q. Company witness Heid claims that you did not contest the declining usage 119 

per customer phenomenon of annual declining sales of 1.90% for its 120 

residential customers and 1.08% for its commercial customers from 2003 121 

through 2010 as discussed by Mr. Naumick. (IAWC Ex. 14.00R, pp. 11-12) 122 

Please respond. 123 

A. His characterization of my position is incorrect.  In my direct testimony, I stated 124 

that IAWC’s decline in customer usage did not appear to be substantial as to 125 

warrant the adoption of a rider, especially in comparison to North Shore Gas 126 

Company (“NS”) and Peoples Gas Light and Coke Company (“PGL”) whose 127 

decline in customer usage was 16% and 29%, respectively, over a period of 10 128 

years from 1996 to 2006.  (Staff Ex. 5.0, pp. 5, 10)  I, however, do not question 129 

the accuracy of the approximate 1% decline in annual usage cited by the 130 

Company in direct testimony. (IAWC Ex. 4.00, pp. 17-18)  131 

 132 

Q. Have you changed your position on the Company’s claim that declining 133 

usage per customer shows a need for the proposed RAC? 134 
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A. No.  As I stated in my direct testimony, the approximate 1% decline in annual 135 

usage cited by the Company is quite small and does not provide adequate 136 

justification for embarking upon a new rate recovery method that is outside the 137 

traditional ratemaking process.  (Staff Ex. 5.0, p. 9) 138 

 139 

Q. Does Company witness Heid also discuss the changing number of 140 

customers? 141 

A. Yes.  First, he clarifies the record by stating that Company witness Grubb did not 142 

mean to suggest that IAWC’s number of customers is declining as I implied in my 143 

direct testimony.  Rather, the number of customers is always changing; therefore, 144 

establishing the projected pro forma sales volumes is problematic for IAWC.  The 145 

changing number of customers has an effect on the ratemaking process resulting 146 

in IAWC’s over or under recovery of its authorized revenue and provides 147 

justification for the RAC.  (IAWC Ex. 14.00R, pp. 7, 13)    148 

 149 

Q. Does this clarification impact your recommendation? 150 

A. No.  IAWC’s number of customers has always changed in its past rate cases, yet 151 

the Company has been able to function without the benefit of the RAC.  Thus, my 152 

recommendation remains unchanged.  The Company has not provided adequate 153 

justification for the Commission to deviate from traditional ratemaking and adopt 154 

the proposed RAC and, therefore, it should be rejected.  (Staff Ex. 5.0, p. 2) 155 

 156 
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Q. Does Company witness Heid address your argument that the RAC could 157 

lead to higher rates? 158 

A. Yes, he disagrees that customers would potentially pay higher rates due to the 159 

RAC.  He contends that I don’t recognize that the converse would be true; that 160 

customers may pay lower rates potentially under RAC.  (IAWC Ex. 14.00R, p. 30)   161 

 162 

Q. Please respond. 163 

A. I agree that customers could potentially see lower bills under the RAC if the SC% 164 

resulted in a credit to customer’s bills.  Nonetheless, the potential also exists for 165 

customers to see higher bills and, as a result, for the Company to over earn their 166 

rate of return. 167 

 168 

Q. Does the Company claim to propose a modification to the RAC tariff in 169 

response to your concern that customer’s may see higher bills?   170 

A. Yes.  Company witness Heid states that he is proposing a modification to the 171 

design of the RAC in response to my concern that the RAC could lead to higher 172 

rates. 173 

 174 

Q. Please describe the Company’s proposed modification.   175 

A. Company witness Heid states: 176 

IAWC proposes to revise these SC% ±5% limits to be consistent 177 
with similar percentage limits on surcharge amounts in place for 178 
IAWC’s QIP Rider. Specifically, the SC% for the current year would 179 
be limited to ±5% to mitigate customer bill impacts.  However, 180 
amounts in excess of the ±5% limits not recovered or refunded in 181 
the current year would be deferred to a future period for recovery or 182 
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refund. In this way, even in instances when the SC% refund is 183 
greater than 5% (i.e., the SC% is less than -5%) customers would 184 
be entitled to continue to receive either a credit or a reduction in a 185 
surcharge. The excess credit would carry forward to future periods 186 
to serve as a credit or as a reduction in surcharge, as the case may 187 
be, even if a surcharge would otherwise be required. In other 188 
words, the customer would be entitled to a refund, over time, of all 189 
amounts by which revenues were above the target. 190 

  (IAWC Ex. 14.00R, p. 30)   191 

Mr. Heid also states that this modification is consistent with IAWC’s QIP Rider, 192 

and that the recovery or refund of amounts in excess of the ±5% limits is more 193 

fair and equitable, both to IAWC and to customers.  (IAWC Ex. 14.00R, pp. 31-194 

32)  This modification will also be discussed by Staff witnesses Hathhorn and 195 

Freetly. 196 

 197 

Q. How do you respond to this proposed modification? 198 

A. This proposed modification actually increases my concern that the RAC could 199 

lead to higher rates by deferring, to an unspecified future period, any SC% 200 

surcharge in excess of 5% with interest charges accruing on the deferred 201 

balance.   Under its original proposal in the Company’s direct testimony, any 202 

SC% amount greater than 5% or less than -5% would not be charged or 203 

refunded, respectively, to customers and would have been absorbed by 204 

shareholders.  Under its new proposal, however, if an SC% surcharge is greater 205 

than 5% in one year, then the additional amount will accumulate with interest and 206 

be an added surcharge in future years for recovery so that the Company receives 207 

its approved revenue requirement.     208 

 209 
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This modification does not address my concern that the customers will be subject 210 

to higher rates if the RAC is implemented.  This modification compounds the 211 

impact of the RAC due to the Company’s proposal to add an interest component 212 

as well as the accumulation of the SC% surcharge over the 5%.  This 213 

modification to the RAC should be rejected.   214 

 215 

Q. Company witness Heid draws a parallel between the Commission’s 216 

decision in Docket Nos. 11-0280/0281 (Cons.) for PG&L and NS and the 217 

Company’s proposed RAC as further support to implement a decoupling 218 

mechanism (i.e., Rider VBA).  (IAWC Ex. 14.00R, pp. 15-16)  Is this 219 

discussion relevant? 220 

A. No.  Although the Commission’s Final Order in Docket Nos. 11-0280/0281 221 

(Cons.) approved PG&L and NS’ Rider VBA (Volume Balancing Adjustment), 222 

Rider VBA has been approved for only one consolidated gas docket.  A need has 223 

not been shown to extend a decoupling mechanism to other gas utilities or to 224 

other industries within Illinois.   225 

 226 

Q. Company witness Heid references Staff witness Brightwell’s testimony on 227 

the Rider VBA benefit of reducing the need to forecast the number of 228 

customers and amount of usage to set rates in Docket Nos. 11-0280/0281 229 

(Cons.) for PG&L and NS as support for the RAC.  (IAWC Ex. 14.00R, pp. 15-230 

16)  Is this discussion applicable? 231 
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A. No.  Staff witness Brightwell’s testimony in those dockets compared and 232 

contrasted the benefits of Rider VBA to the Companies’ alternative proposal for 233 

an SFV (Straight Fixed Variable) approach to setting rates.  His testimony did not 234 

address whether or not the Commission should adopt a decoupling mechanism 235 

as is the case in this proceeding. 236 

 237 

Q. What is your recommendation for the proposed RAC? 238 

A. I continue to recommend that the Company’s RAC proposal be rejected.  Despite 239 

the claims by IAWC that the variability in weather, declining customer usage 240 

patterns, and the changing number of customers can have a profound effect on a 241 

water utility’s actual billed revenues, the Company did not present any unusual 242 

circumstances that have not arisen in the Company’s past rate case proceedings 243 

that would warrant adoption of the RAC in this proceeding. 244 

 245 

Q. Does this conclude your rebuttal testimony? 246 

A. Yes, it does. 247 


