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I. WITNESS IDENTIFICATION AND BACKGROUND 1 

Q1. Please state your name and business address. 2 

A. My name is Paul R. Herbert.  My business address is 207 Senate 3 

Avenue, Camp Hill, Pennsylvania. 4 

Q2. Are you the same Paul R. Herbert who previously filed testimony in 5 

this proceeding? 6 

A. Yes, I am. 7 

II. PURPOSE OF SURREBUTTAL TESTIMONY 8 

Q3. What is the purpose of your surrebuttal testimony? 9 

A. The purpose of my surrebuttal testimony is to respond to certain issues 10 

raised by People of the State of Illinois (“AG”) Witness Mr. Scott J. 11 

Rubin, ICC Staff Witness Mr. Christopher Boggs, Illinois Industrial Water 12 

Consumers (“IIWC”) and Federal Executive Agencies (“FEA”) Witness 13 

Mr. Brian C. Collins, and Bond-Madison Water Company. 14 

III. RESPONSE TO AG WITNESS SCOTT RUBIN 15 

Q4. Have you reviewed Mr. Rubin’s rebuttal testimony and exhibits? 16 

A. Yes, I have. 17 

Q5. Did Mr. Rubin correct the error in his calculation of customer costs 18 

in his direct testimony? 19 

A. Yes.  Mr. Rubin corrected his customer costs and recalculated the20 
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customer charge using his methodology.  This results in his 5/8-inch 21 

meter cost increasing from $14.75 per month to $15.20 per month.  22 

Q6. Mr. Rubin states that the difference between his calculation of the 23 

5/8-inch charge of $15.20 per month and your calculation of $17.25 24 

cost per month is due to errors you made in your calculation.  Do 25 

you agree? 26 

A. No, I do not.  Mr. Rubin states that I should have used meter 27 

equivalents to determine the unit costs for service lines and billing and 28 

collecting costs since meter capacity ratios are used to develop the 29 

rates.  However, this would not be consistent with how the costs were 30 

allocated in the cost of service study.   Mr. Rubin confuses the cost of 31 

service by meter size with the design of the rates by meter size.  My 32 

method results in the correct cost for the 5/8-inch meter where Mr. 33 

Rubin’s method understates the 5/8-inch cost.  I have prepared Exhibit 34 

11.01SR to demonstrate my calculation. 35 

Q7. Please explain Exhibit 11.01SR. 36 

A. Page 1 of Exhibit 11.01SR shows the cost-based calculation for the 37 

combined Zone 1 and Chicago Metro by meter size using the three 38 

components of customer costs – meters, services, and billing and 39 

collecting costs.  The unit costs for meters, services and billing and 40 

collecting are developed on page 2 of the Exhibit.  The unit cost of 5/8-41 

inch meters of $3.03 is shown in column 1 and assigned to the various 42 

meter sizes by multiplying the unit cost for the 5/8-inch meter by the 43 
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meter capacity ratios in column 2, which results in meter costs by size in 44 

column 3.  For service lines, the unit cost of $5.20 is shown in column 4 45 

and the cost by size in column 6, by multiplying the unit cost for the 46 

smallest service line by the dollar equivalent ratios in column 5.  The 47 

unit cost of billing and collecting of $9.02 is shown in column 7 and is 48 

the same for each meter size.  It does not cost more to issue a bill to a 49 

customer with a 4-inch service line than a customer with a 5/8-inch 50 

service line.  The total customer cost by size in column 8 is the sum of 51 

the meter, service line and billing and collecting costs from columns 3, 6 52 

and 7, respectively and results in a 5/8-inch customer cost of $17.25 per 53 

month.    54 

Q8. How does the result of your cost analysis by meter size compare 55 

with the proposed customer charges by meter size? 56 

A. The proposed customer charges for Zone 1 and Chicago Metro are 57 

shown in columns 9 and 10, respectively, as compared to the costs by 58 

size in column 8.  The comparison shows that the 5/8-inch cost of 59 

$17.25 per month tracks the proposed customer charges of $17.00 for 60 

Chicago Metro and $18.00 for Zone 1.  (The Zone 1 stand alone 61 

customer costs for a 5/8-inch meter is $18.00).  However, the proposed 62 

charges for the meter sizes greater than 5/8-inch all exceed the costs by 63 

size in column 8.  The fact that the customer charges for the larger 64 

meter sizes exceed their costs is the reason that the customer charge 65 

revenues exceed the total customer costs – not because the 5/8-inch 66 
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customer charge is improperly priced.   67 

Q9. Why do the customer charges for the meter sizes larger than 5/8-inch 68 

exceed the customer costs for those sizes? 69 

A. Historically for IAWC, and also from an industry perspective, customer 70 

charges have been designed based on a multiple of the 5/8-inch charge 71 

and that multiple has traditionally been tied to the capacity ratio of the 72 

meter.  (IAWC existing customer charges are similar to meter capacity 73 

ratios but not exactly).  For example, the capacity for a 5/8-inch meter is 74 

20 gallons per minute (gpm) and the capacity for a 3/4-inch meter is 30 75 

gpm, which results is a capacity ratio for the 3/4-inch meter of 1.5 76 

(30gpm / 20gpm).   So, if the 5/8-inch charge is $10.00 per month, the 77 

3/4-inch charge would be set at $15.00 per month ($10.00 x 1.5 = 78 

$15.00).   79 

Similarly, the capacity for a 4-inch meter is 500 gpm or 25 times 80 

the capacity of the 5/8-inch meter.  So for the same example, the 4-inch 81 

customer charge would be $250.00 per month ($10.00 x 25 = $250.00).  82 

The problem with setting customer charges in this manner is that the 83 

meter capacity ratio is only applicable to the meter portion of the 84 

customer charge, not to the service line or billing and collecting portions.  85 

The costs to install service lines vary much less than the cost of the 86 

meter, and, as mentioned earlier in my testimony, the cost to bill a 4-87 

inch customer is the same as a 5/8-inch customer, not 25 times more.  88 

By using meter capacity ratios as a multiple of the 5/8-inch charge, the 89 
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charges for larger sized meters exceed the actual costs.  This in turn 90 

results in customer charge revenue exceeding the total customer costs. 91 

Q10. Is there a problem with customer charge revenue exceeding the 92 

customer costs? 93 

A. I do not believe so.  The Company would be recovering more of its fixed 94 

costs in the customer charge, not over recovering its revenue 95 

requirement.  Recovering more fixed costs through the customer charge 96 

is appropriate given the high percentage of IAWC’s costs which are 97 

fixed. As the Commission stated in its order in IAWC’s Docket 07-0507 98 

rate case, “IAWC should also consider proposing rates whereby a 99 

greater portion of its fixed costs will be recovered through the customer 100 

charge for each rate class.”  The volumetric rates would simply be 101 

slightly lower, primarily in the non-residential classes, to offset the 102 

higher fixed-cost recovery.  The problem occurs when Mr. Rubin 103 

proposes to correct what he believes is an “over-recovery” by lowering 104 

the 5/8-inch customer charge.  This is not appropriate.  As I have 105 

demonstrated, the 5/8-inch charge should be cost-based.   106 

Q11. Why is it important for the 5/8-inch charge to be cost-based? 107 

A. The residential class has a separate rate schedule from the non-108 

residential customers.  If the 5/8-inch charge is too low, customer costs 109 

would have to be recovered in the volumetric rate.  Since 92% of 110 

residential customers have 5/8-inch meters, each customer should pay 111 

the appropriate level of customer costs so that intra-class subsidies are 112 
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avoided.  By including customer costs in the volumetric rate, customers 113 

that consume more, such as large families, would be paying more for 114 

customer-related costs than smaller users, when they should be paying 115 

the same. 116 

IV. RESPONSE TO STAFF WITNESS CHRISTOPHER BOGGS 117 

Q12. Mr. Boggs also expresses a concern relating to the over recovery of 118 

customer costs.  Please respond. 119 

A. As I explained in my response to Mr. Rubin, the 5/8-inch customer 120 

charge is cost based.  The reason that customer charges recover more 121 

than the total customer costs is due to the use of meter capacity ratios 122 

for the larger meter sizes, which Mr. Boggs supports.  It is not due to 123 

over-pricing the 5/8-inch meter charge.  My Exhibit 11.01SR 124 

demonstrates that the use of meter capacity ratios produces customer 125 

charges for the larger meters that exceed the customer costs.  The 126 

remedy is not to reduce the 5/8-inch charge below cost as Mr. Boggs 127 

would suggest.  As I explained earlier in my surrebuttal testimony, a 128 

properly priced 5/8-inch charge is important for the residential rate 129 

design. 130 

Q13. Mr. Boggs recommends basing the Customer Charges on the AWWA 131 

meter factor approach.  Do you agree with this approach? 132 

A. The meter capacity ratio method to determine customer charges is one 133 

method for designing customer charges; however, it is not the only 134 

method.  The existing customer charges are similar to the meter 135 
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capacity ratios, but are not exactly aligned.  The Commission previously 136 

approved the current customer charges even though they were not 137 

exactly aligned with meter capacity ratios.  Using the same methodology 138 

as the last rate case, I proposed increasing the existing customer 139 

charges by a uniform percentage consistent with the relationship among 140 

the meter sizes.  This is a reasonable approach and consistent with the 141 

existing rate design. 142 

Q14. Do you agree with Mr. Boggs' recommendation for South Beloit to 143 

have the same customer charges by meter size as the consolidated 144 

Zone 1 and Chicago Metro customer charges? 145 

A. No, Mr. Boggs’ customer charges for South Beloit are higher than the 146 

Company’s proposal.  The Company’s proposal uses the existing Zone 147 

1 customer charges which reflect a more gradual increase and should 148 

be adopted.  149 

Q15. Do you agree with Mr. Boggs’ consumption charges?  150 

A. No, I do not.  By understating the 5/8-inch customer charge, Mr. Boggs’ 151 

increases to the consumption charges are too high, especially in the 152 

third and fourth block rates, which he increases 48.25% and 42.92%, 153 

respectively.  The Company’s proposal, which was revised in Exhibit 154 

11.03R and submitted with my rebuttal testimony, provides a more 155 

reasonable rate structure that moves revenues toward cost of service 156 

and avoids the drastic increases proposed by Mr. Boggs.   157 
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Q16. If the consolidation of Zone 1 and Chicago Metro is not approved, Mr. 158 

Boggs continues to recommend increasing the Public Fire Protection 159 

Charges for Chicago Metro.  Do you concur? 160 

A. No.  In order to recover the full cost of service, the increase would be 161 

minimal - 0.22%.  However, since the existing public fire rates in Chicago 162 

Metro recover 99.78% of the cost of service, the Company proposed no 163 

increase.  I would continue to recommend no change to these rates.  164 

Q17. Do you agree with Mr. Boggs' recommendation (p. 14) to increase 165 

Lincoln division's Public Fire Protection charge by 27%? 166 

A. No.  The Company’s proposal was to increase public fire rates equal to 167 

the cost of service, which I understand to be required by Section 9-168 

223(a) of the Act.  It is Mr. Boggs’ opinion that the Company does not 169 

need to adhere to Section 9-223(a) of the Act if bill impacts to 170 

ratepayers are unacceptably high. However, although I am not an 171 

attorney, I do not read Section 9-223(a) to contain such an exception. 172 

Q18. Why is IAWC's proposed increase in the Lincoln division charge 173 

needed? 174 

A. The increase to the Public Fire Service customer class of 53.8% as 175 

proposed by the Company is required in order to recover the full cost of 176 

service.  The Company believes that it does not violate the principle of 177 

gradualism since other divisions are set at the cost of service levels.  In 178 

addition, if the public fire service is not brought to the cost of service 179 

levels, other customers will have to pay higher rates to cover the shortfall.  180 
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V. RESPONSE TO IIWC/ FEA WITNESS BRIAN COLLINS 181 

Q19. Have you reviewed Mr. Collins' rebuttal testimony and exhibits? 182 

A. Yes, I have. 183 

Q20. Please respond to Mr. Collins' continued recommendation to reject 184 

the consolidation of the Zone 1 and Chicago Metro Water districts. 185 

A. Mr. Collins’ discussion is based on theoretical arguments against 186 

consolidation of rate areas.  He appears to ignore, however, the 187 

Commission’s expressed endorsement of rate consolidation and 188 

movement toward single tariff pricing (STP) in IAWC’s recent rate 189 

cases.  In particular, he ignores the fact that the Commission approved, 190 

in IAWC’s last rate case, the consolidation of IAWC’s Champaign and 191 

Sterling service districts into the Zone 1 area.  Both Champaign and 192 

Sterling are geographically distinct areas from the rest of Zone 1.  Mr. 193 

Collins fails to explain how the consolidation of these areas is any 194 

different from the consolidation of Chicago Metro into Zone 1.   195 

Q21. Mr. Collins also criticizes consolidated pricing by citing the 196 

difference in customer composition between Chicago Metro and 197 

Zone 1.  What is your response? 198 

A. The difference in percentages between customer composition between 199 

Chicago Metro and Zone 1 are minor and so do not affect consolidated 200 

pricing. There are also minor differences within the Zone 1 consolidated 201 

areas; adding Chicago Metro into the consolidated area will not have an 202 

adverse affect on rate design.  Furthermore, the residential customers 203 
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are merged into the residential rate design and the non-residential 204 

customers (commercial, industrial and public) are merged into the non-205 

residential rate design.  Residential customers, who have similar 206 

demand characteristics, will have the same single-block rate structure.   207 

Non-residential customers have a declining rate structure to address 208 

differences in load characteristics for customers within that class. 209 

Q22. How do you respond to Mr. Collins' allegation (p. 3) that the Chicago 210 

Metro area will have different base cost and extra capacity costs than 211 

Zone 1, which has a lower concentration of residential and 212 

commercial customers?  213 

A. The combined Zone 1 and Chicago Metro cost allocation takes into 214 

account those differences and properly reflects the base and extra 215 

capacity cost relationship for the combined areas appropriately.  216 

Furthermore, only the non-production costs are merged between the 217 

combined areas.  The production costs, which comprise a large portion 218 

of base and extra capacity costs, are maintained separately in the rate 219 

design.  Mr. Collins’ claims are unfounded.  220 

Q23. Mr. Collins concludes that price signals in a consolidated zone will 221 

be distorted as a result of different customer loads characteristics, 222 

which erode system efficiency by creating subsidies between the 223 

two districts.  (p. 3-4.)  Please respond. 224 

A. Mr. Collins offers no evidence to support his claim that price signals 225 

would be distorted under consolidated pricing.  226 
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Revenue Allocation 227 

Q24. Mr. Collins claims your statement concerning Large Other Water 228 

Utility Class is unsubstantiated.  What is your response? 229 

A. Mr. Collins claims that some of IAWC’s past large user contracts have 230 

allowed for annual price increases and IAWC must substantiate claims 231 

that the contracts do not allow for increases.  However, Mr. Collins 232 

misunderstands my rebuttal testimony.  The Commission-approved 233 

Large OWU contracts dictate the terms of any price increase.  234 

Attempting to artificially impose an increase not contemplated in the 235 

Large OWU contract for purposes of designing rates creates an 236 

inaccurate and unreliable rate design.  Further, to the extent Large 237 

OWU contracts include provisions for annual increases, the most recent 238 

annual increases are built into IAWC’s future test year projection of 239 

current rate revenues. In other words, they are already built into the 240 

revenues shown for the Large OWU class.   241 

Q25. Can you provide any example contracts of IAWC's Large Other Water 242 

Utility Class customers? 243 

A. Yes.  As I said in my rebuttal testimony, the Large Other Water Utility 244 

class includes customers under contract.  Therefore, rates cannot be 245 

raised in this rate case beyond limits on rate increases authorized in the 246 

contracts.  For example, attached as Exhibit 11.02SR CONFIDENTIAL 247 

is the contract for the City of O’Fallon which shows the annual increase 248 

provision in paragraph 7.  249 
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Q26. Do you agree with Mr. Collins' recommendation (p. 5) to reduce other 250 

class revenues by $2,904,327 in proportion to their present percent 251 

share of total company revenues? 252 

A. No.  As stated above and as supported in the contract attached to my 253 

testimony, the Company cannot raise rates for the Large Other Water 254 

Utility Class, so there would not be any additional revenue available to 255 

reduce the remaining classes’ increases. 256 

Cost of Service Study 257 

Q27. Did IAWC revise the Consolidated Cost of Service (CCOS) Study with 258 

your rebuttal testimony? 259 

A. Yes.  I removed the allocation of costs from contract customers and 260 

deducted revenues generated by those customers from the remaining 261 

customer classes.  I reclassified the contract customer revenue as "Other 262 

Water Revenue."  263 

Q28. Mr. Collins finds the Company's adjustments unreasonable since he 264 

believes they skew the estimated cost of service for the remaining 265 

customers in the CCOS Study.  (p. 6.)  Do you agree? 266 

A. No.   The revised cost allocation provides the most meaningful view of the 267 

costs applicable to the full-tariff customers and appropriately allocates the 268 

benefit of having contract customers on the system.    269 

Q29. How do you respond to Mr. Collin's criticism that the CCOS Study 270 

has no indication as to the cost to serve the contract customers (p. 271 

6)? 272 
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A. The original study (Exhibit 11.01) shows the full cost to serve the contract 273 

customers.  However, this exercise has little value since we know that the 274 

contract rates are less than the full-tariff rates – this is why contract rates 275 

exist.   276 

Q30. Do you agree with Mr. Collins that the remaining customer classes 277 

are subsidizing the contract customers? 278 

A. No.  As long as the contract revenue exceeds the incremental costs to 279 

serve contract customers, which they do, the contract customers are 280 

providing a contribution toward the fixed costs of the system.  Therefore, 281 

having such contract customers on the system is a direct benefit to the 282 

remaining classes.  283 

Q31. Mr. Collins states that the revised Zone 1 stand-alone CCOS Study 284 

(submitted in response to data request IIWC-3.1) allocates an 285 

additional $2.3 million of costs to Rate Zone 1 than the direct COSS 286 

for Zone 1.  (p. 6.)  Do you agree? 287 

A. No.  Mr. Collins confuses revenues with costs.  The same level of costs 288 

was allocated in the revised Zone 1 stand-alone cost of service.  The 289 

revenues shown reflect the rates designed for the combined Zone 1 and 290 

Chicago Metro.  The rates for the Zone 1 stand-alone were not redesigned 291 

for the purposes of responding to the data request.   292 

Q32. Do you agree with Mr. Collins' recommendation to reject the CCOS 293 

Study attached to your rebuttal testimony and to rely on the CCOS 294 

Study in your direct testimony? 295 
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A. No.  The revised CCOS Study more accurately reflects the costs of 296 

service incurred by IAWC.  As stated earlier, the revised study provides 297 

a clearer indication of the cost to serve full-tariff customers and properly 298 

reflects the benefit of contract revenues to all classes.   299 

Rate Design 300 

Q33. Mr. Collins criticizes your rate design because it relies on an 301 

allegedly flawed CCOS Study. (p. 8.)  Do you agree? 302 

A. No.  As I explained above, the CCOS Study attached to my rebuttal 303 

testimony more accurately reflects the costs of service.  Mr. Collins finds 304 

the CCOS Study flawed because he disagrees with the consolidation of 305 

Chicago Metro Water and Zone 1 and the removal of contract 306 

customers from the cost allocation.   307 

Q34. Do you agree with Mr. Collins' recommendation that IAWC adjust the 308 

rate elements of the declining block rate schedule by a uniform 309 

percentage increase to the Company's commodity charges? 310 

A. No, I do not agree.  As I have demonstrated, Mr. Collins’ criticisms of 311 

the revised cost of service study are unfounded.  The increases in the 312 

commodity charges by rate block were adjusted so that customer 313 

classes generally move toward its allocated cost of service.  This can 314 

only be accomplished by varying the increases for each block.  A 315 

uniform increase for each block would not move revenues more in-line 316 

with the allocated cost of service. 317 
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VI. RESPONSE TO BOND-MADISON 318 

Q35. Have you reviewed Bond-Madison's Response? 319 

A. Yes I have. 320 

Q36. Does Bond-Madison have any further rate design concerns? 321 

A. No.  Bond-Madison filed a response stating it had no objection to the 322 

modified rate design proposed in my rebuttal testimony. 323 

Q37. Does this conclude your surrebuttal testimony? 324 

A. Yes, it does. 	  	  325 


