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I. WITNESS IDENTIFICATION AND BACKGROUND 1 

Q1. Please state your name and business address. 2 

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

St. Louis, Missouri 63141. 4 

Q2. Are you the same Rich Kerckhove who previously filed testimony in 5 

this proceeding? 6 

A. Yes I am. 7 

II. PURPOSE OF SURREBUTTAL TESTIMONY8 

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

A. The purpose of my surrebuttal testimony is to respond to portions of the 10 

rebuttal testimony of ICC Staff witnesses Daniel G. Kahle (ICC Staff 11 

Exhibit 9.0), Dianna Hathhorn (ICC Staff Exhibit 10.0), Christopher L. 12 

Boggs (ICC Staff Exhibit 12.0) and David Sackett (ICC Staff Exhibit 13 

15.0) and the Illinois Industrial Water Consumers (“IIWC”) and Federal 14 

Executive Agencies (“FEA”) joint witness Brian C. Collins (IIWC/FEA 15 

Exhibit 4.0) responding to my rebuttal testimony (IAWC Exhibit 5.00R).  I 16 

respond to testimony related to the ratemaking treatment of costs 17 

associated with the Business Transformation program (“BT”), certain 18 

tariff language and concerns raised on behalf of Scott Air Force Base 19 

and Air Products regarding their rates.  I also respond to the rebuttal 20 

testimony of the People of the State of Illinois through the Office of the 21 
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Attorney General (“AG”) witness Ralph C. Smith as it relates to BT and 22 

Utility Plant in Service (“UPIS”).  I also respond to Staff witnesses Mr. 23 

Kahle and Mr. Sackett’s new proposed adjustment related to the second 24 

expansion of the Service Company Alton, Illinois Customer Service 25 

Center (“CSC”) facility.  Finally, I present the Company’s surrebuttal 26 

Revenue Requirement schedules. 27 

Q4. Are you sponsoring any exhibits with your surrebuttal testimony? 28 

A. Yes.  I am sponsoring the following exhibits:  29 

• IAWC Exhibit 5.01SR, Statement of Operating Income with 30 

Adjustments; 31 

• IAWC Exhibit 5.02SR, Adjustments to Operating Income; 32 

• IAWC Exhibit 5.03SR, Rate Base; 33 

• IAWC Exhibit 5.04SR, Adjustments to Rate Base; 34 

• IAWC Exhibit 5.05SR, Interest Synchronization; 35 

• IAWC Exhibit 5.06SR, Staff Interest Synchronization Correction; 36 

• IAWC Exhibit 5.07SR, Rebuttal Adjustments Reclassifications; 37 

• IAWC Exhibit 5.08SR, Social and Service Club Dues; and 38 

• IAWC Exhibit 5.09SR, Scott Air Force Base Revenues. 39 

III. REVENUE REQUIREMENT 40 

Q5. Please describe IAWC Exhibit 5.01SR, Statement of Operating 41 

Income with Adjustments. 42 

A. IAWC Exhibit 5.01SR provides operating revenue for each rate area 43 
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under present and proposed rates, and projected operating expenses 44 

and revenue deductions as proposed in the Company’s surrebuttal 45 

testimony.   46 

Q6. Please describe IAWC Exhibit 5.02SR, Adjustments to Operating 47 

Income. 48 

A. IAWC Exhibit 5.02SR provides a summary, for each rate area, of the 49 

adjustments to operating income.  These adjustments are required to 50 

reflect ratemaking treatment of certain items or to adjust certain 51 

adjustments to operating projections per the Company’s surrebuttal 52 

testimony. 53 

Q7. Please describe IAWC Exhibit 5.03SR, Rate Base. 54 

A. This exhibit compiles IAWC’s Rate Base for each rate area. 55 

Q8. Please describe IAWC Exhibit 5.04SR, Adjustments to Rate Base. 56 

A. IAWC Exhibit 5.04SR, for each rate area, identifies IAWC’s adjustments 57 

to Rate Base, per the Company’s surrebuttal testimony. 58 

Q9. Please describe IAWC Exhibit 5.05SR, Interest Synchronization 59 

Adjustment. 60 

A. IAWC Exhibit 5.05SR, for each rate area, computes the interest 61 

component of the Revenue Requirement per the Company’s surrebuttal 62 

testimony and compares it to the Interest Expense computation used by 63 

the Staff in determining its test year Income Tax Expense.  The tax 64 

effect of the difference in Interest Expense represents the adjustment for 65 
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Interest Synchronization.  The adjustment ensures the Revenue 66 

Requirement reflects the tax savings generated by the interest 67 

component of the revenue requirement. 68 

Q10. Please describe IAWC Exhibit 5.06SR, Staff Interest Synchronization 69 

Correction. 70 

A. IAWC Exhibit 5.06SR, for each rate area, corrects the rebuttal interest 71 

synchronization adjustment sponsored by Staff witness Dan Kahle, ICC 72 

Staff Exhibit 9.0.  For each rate area, Mr. Kahle used as the Company 73 

Interest Expense the amount from the Company’s Update filing rather 74 

than the Company’s Rebuttal filing.  In addition, the Zone 1 Company 75 

Interest Amount differs by an additional $10,000.  This adjustment 76 

corrects Mr. Kahle’s Company Interest Expense effect on state and 77 

federal income taxes. 78 

Q11. Please describe IAWC Exhibit 5.07SR, Rebuttal Adjustments 79 

Reclassifications. 80 

A. IAWC Exhibit 5.07SR, for each rate area, reclassifies the rebuttal 81 

adjustments sponsored by both Staff and the Company related to Social 82 

and Service Club Memberships, the Service Company Audit, Charitable 83 

Contributions, Advertising, and Community Relations.  The adjustments 84 

listed on this exhibit are income neutral and do not reflect the Company 85 

position regarding each of these issues.  Rather, the adjustment merely 86 

reclassifies both Staff and Company rebuttal adjustments from General 87 

Accounting to Miscellaneous Expense where the respective originally-88 
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requested amounts were classified. 89 

Q12. Please describe IAWC Exhibit 5.08SR, Social and Service Club Dues. 90 

A. IAWC Exhibit 5.08SR, for each rate area, corrects the rebuttal 91 

adjustments sponsored by Staff witness Mike Ostrander for Social and 92 

Service Club Dues.  In the Company’s rebuttal filing, the Company 93 

reduced Social and Service Club Dues to $89,554 from the $141,973 94 

included in the originally-filed rate case.  In his rebuttal exhibits, Mr. 95 

Ostrander used as his starting point for his adjustment to Social and 96 

Service Club Dues the Company’s $141,973 original amount rather than 97 

the Company’s rebuttal amount of $89,554.  While Mr. Ostrander 98 

proposes to allow the Company to recover $38,395 per ICC Staff Exhibit 99 

11.0, Schedule 11.2, Page 1 of 3, the effect of his $103,578 adjustment 100 

provides the Company with negative $14,024 of Social and Service Club 101 

Dues instead.  This adjustment corrects the starting point for Mr. 102 

Ostrander’s rebuttal adjustment.   103 

Q13. Please describe IAWC Exhibit 5.09SR, Scott Air Force Base 104 

Revenues. 105 

A. IAWC Exhibit 5.09SR adjusts the revenues at present rates to account 106 

for Scott Air Force Base’s election to move to the Large User Tariff as 107 

described by IIWC/FEA witness Brian Collins in IIWC/FEA Exhibit 4.0.  108 

The adjustment is the difference between the test year revenues under 109 

the general service rates and test year revenues under a forecasted 110 

Large User Tariff rate.  In response to data request IAWC-IIWC 4.04, 111 
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Mr. Collins estimated that a peak-day demand ratio of 1.50 would be a 112 

conservative estimate of the peak day demand ratio for the test year 113 

revenue calculation for Scott Air Force Base.  I performed an 114 

independent peak month demand ratio calculation for the twelve months 115 

ended October 2011 and arrived at a peak month demand ratio of over 116 

1.40.  I would expect that a peak day demand ratio would exceed the 117 

peak month demand ratio so I believe that Mr. Collins’ estimate is 118 

reasonable.  A forward-looking peak day demand ratio will need to be 119 

negotiated with Scott Air Force Base to determine the initial Large User 120 

Tariff rate since Scott Air Force Base has not historically been 121 

monitored for peak day demand.  At the end of one year, the forecasted 122 

peak day demand ratio will be compared to the actual peak day demand 123 

ratio and the difference will be applied to the one-year water usage, 124 

resulting in either a refund to or collection from Scott Air Force Base.     125 

IV. RESPONSE TO STAFF WITNESS MS. HATHHORN 126 

Q14. Have you reviewed Ms. Hathhorn’s rebuttal testimony in this 127 

proceeding as it relates to BT? 128 

A. Yes, I have. 129 

Q15. Are there any outstanding disagreements between Ms. Hathhorn and 130 

the Company regarding the ratemaking treatment of BT costs? 131 

A. No.  Ms. Hathhorn identifies in her rebuttal testimony the three 132 

adjustments she initially proposed relating to BT: (1) the removal of BT 133 

costs for estimated cost savings that will occur due to implementation of 134 
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BT; (2) the removal of BT hardware lease costs that will not be incurred 135 

until after the test year; and (3) a reduction in Service Company 136 

management fees due to non-regulated affiliates’ use of the BT 137 

systems.  Addressing those proposals in turn, she then explains that 138 

each has been resolved.  In sum, the Company’s update filing, reflecting 139 

a reduction in O&M costs due to organizational restructuring undertaken 140 

in anticipation of BT, appears to have satisfied her first concern.  With 141 

respect to her second concern, she references my rebuttal testimony on 142 

the issue (IAWC Exhibit 5.00R, p. 7) and notes the Company concurred 143 

with her recommendation.  Finally, regarding her third recommendation, 144 

she testified she agrees with my explanation as to why it is appropriate 145 

that the test year reflect only a half year (as opposed to her proposed 146 

full year) of reduced Service Company fees for non-regulated affiliates’ 147 

use of the CIS system.  Thus, she concludes, based on her review of 148 

IAWC’s rebuttal schedules, no additional adjustment related to BT costs 149 

is necessary. 150 

Q16. Does Ms. Hathhorn offer any additional testimony relating to BT? 151 

A. Yes, she responds to the testimony of AG witness Mr. Smith.  152 

Specifically, she responds to his recommendation that all cost recovery 153 

for the BT program be excluded from IAWC’s revenue requirement.  154 

Q17. Does Ms. Hathhorn agree with the adjustment proposed by Mr. 155 

Smith? 156 

A. No.  First, she does not believe the evidence supports his position.  157 
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Second, she agrees with my position on rebuttal that “[t]he standards 158 

that should guide the Commission when considering whether BT costs 159 

should be borne by the customers are whether the Company’s decision 160 

to incur the costs is reasonable and prudent, and whether the assets will 161 

be used and useful during the applicable rate case periods.  IAWC 162 

should not reasonably be expected to quantify potential benefits of BT 163 

before it has even begun the implementation of the program.”  (IAWC 164 

Exhibit 5.00R, p. 19, ll. 422-28; ICC Staff Exhibit 10.0, p. 11.)  Finally, 165 

she points out that adopting Mr. Smith’s proposed adjustment “would 166 

result in the unreasonable position that the Company should receive no 167 

cost recovery for computer systems necessary in providing utility 168 

service.”  (ICC Staff Exhibit 10.0, pp. 11-12, ll. 254-56.) 169 

V. RESPONSE TO STAFF WITNESS MR. BOGGS 170 

Q18. Have you reviewed Mr. Boggs’ response to your rebuttal testimony 171 

addressing his concerns relating to the Company’s compliance with 172 

Section 8-306(i) of the Illinois Public Utilities Act (“PUA”)?   173 

A. Yes. 174 

Q19. Does Mr. Boggs continue to believe IAWC is not in compliance with 175 

the requirements of Section 8-306(i)? 176 

A. No.  Mr. Boggs notes the explanation I provided in my rebuttal testimony 177 

(IAWC Exhibit 5.00R, p. 11) regarding how IAWC complies with that 178 

Section.  He then concludes, “[a]lthough I am not an lawyer, this method 179 

appears to comply with Section 8-306(i) of the Act.”  (ICC Staff Exhibit 180 
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12.0, p. 16, ll. 316-17.) 181 

Q20. Although Mr. Boggs now appears to believe the Company is in 182 

compliance with Section 8-306(i), he recommends IAWC consider a 183 

revision to its rates tariff to “clarify any confusion” it is in 184 

compliance with that Section.  What is your understanding of his 185 

recommendation? 186 

A. Mr. Boggs recommends IAWC consider inserting into its rates tariff 187 

language similar to what is contained in Aqua Illinois, Inc.’s University 188 

Park Schedule of Rates for Sewer Service tariff and he provides that 189 

language in his rebuttal testimony.  (ICC Staff Exhibit 12.0, p. 17.) 190 

Q21. Does the Company agree with Mr. Boggs’ recommendation in this 191 

regard? 192 

A. Yes, the Company will include in its sewer service tariffs to be filed in 193 

compliance with the Final Order in this case language similar to what is 194 

contained in Aqua Illinois, Inc.’s University Park Schedule of Rates. 195 

VI. RESPONSE TO STAFF WITNESSES MR. KAHLE AND MR. SACKETT 196 

Q22. Have you reviewed Mr. Sackett’s testimony relating to his proposed 197 

adjustment regarding the second expansion of the Alton CSC 198 

facility? 199 

A. Yes, I have. 200 

Q23. Briefly describe Mr. Sackett’s proposed adjustment. 201 

A. Mr. Sacket proposes a reduction to test year depreciation expense by 202 
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$44,120.  He testifies related to a 2007 expansion of the Alton facility, 203 

that the Service Company incurred $2.8 million in capitalized costs 204 

related to the expansion.  He claims that the $44,120 is IAWC’s 205 

allocated test year portion of the depreciation related to the $2.8 million..  206 

He therefore concludes, “[s]ince IAWC has not provided any proof that 207 

the costs included in this amount do not include AWR costs . . . the full 208 

amount of this cost should be excluded in this case.”  (ICC Staff Ex. 209 

16.0. p. 34, ll. 744-46.) 210 

Q24. Do you agree? 211 

A. No.  It is my understanding per IAWC witness Karen Cooper’s testimony 212 

that AWR paid increased rent after the second expansion and only a 213 

small portion of the total expansion related to AWR’s facilities.  214 

Therefore, the adjustment is not appropriate.  215 

Q25. Have you reviewed Mr. Kahle’s testimony on the same subject? 216 

A. Yes, I have. 217 

Q26. What does Mr. Kahle propose? 218 

A. Mr. Kahle takes Mr. Sackett’s $44,120 adjustment and breaks it down 219 

by IAWC service area.  He then notes the difference in depreciations 220 

rates for certain classes of assets related to the Alton facility second 221 

expansion, and notes the $44,120 of depreciation includes three classes 222 

with a depreciation period of five years which account for $36,929.  223 

Based on this, Mr. Kahle alternatively proposes, if the Commission does 224 
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not accept Mr. Sackett’s $44,120 adjustment, it should reduce call 225 

center costs by $36,929 to eliminate depreciation for the fully 226 

depreciated assets related to the second expansion. 227 

Q27. Do you agree with Mr. Sackett and Mr. Kahle? 228 

A. No. Mr. Sackett arrived at his adjustment of $44,120 based on the 229 

Company’s response to data request DAS-9.01, which provides a 230 

depreciation expense amount of $44,120 in the test year for the 2007 231 

expansion.  However, only $10,268 of depreciation expense is included 232 

in the budget and, consequently, in the rate case test year.  The 233 

difference results from $2,079,772 of capitalized costs that are fully 234 

depreciated in 2012.  A corrected response to DAS-9.01 will be provided 235 

to Staff.  Accordingly, neither of Mr. Kahle’s proposed adjustments of 236 

$44,120 or $36,929 are appropriate. 237 

VII. RESPONSE TO AG WITNESS MR. SMITH 238 

Q28. Have you reviewed the portions of Mr. Smith’s rebuttal testimony in 239 

this proceeding related to BT and UPIS? 240 

A. Yes, I have. 241 

Business Transformation Project Costs 242 

Q29. What is your understanding of Mr. Smith’s apparent opposition to 243 

IAWC’s proposal to capitalize BT costs? 244 

A. Mr. Smith appears to take issue with the capitalization of BT costs 245 

because he contends inclusion of BT costs in IAWC’s rate base is 246 

contrary to the Service Company Agreement.  Although IAWC has 247 
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explained that BT costs are allocated to IAWC in accordance with the 248 

Service Company Agreement, Mr. Smith alleges that those costs are 249 

being treated differently than other costs under the agreement and he 250 

claims that allocating a portion of BT costs to be included in IAWC’s rate 251 

base will violate the provision in the Service Company Agreement that 252 

services are to be provided "at cost."   253 

Q30. How do you respond to Mr. Smith’s contentions?   254 

A. I disagree there is any inconsistency, as I understand Mr. Smith to 255 

imply, between the Service Company Agreement provision requiring 256 

services to be provided “at cost” and the allocation of BT costs to IAWC 257 

and the subsequent rate base treatment of certain of those costs.  258 

Rather, consistent with the Service Company Agreement, BT costs are 259 

incurred by the Service Company and charged to IAWC at the Service 260 

Company’s cost.  The BT charges appear as a line item on the invoice 261 

IAWC receives from the Service Company.  There is no additional cost 262 

component added by the Service Company.  Thereafter, however, 263 

IAWC does make a determination whether to capitalize those allocated 264 

costs for accounting and ratemaking purposes based on the appropriate 265 

ratemaking and accounting considerations.  In this case, the IAWC 266 

Capital Investment Management Committee approved all of BT as a 267 

capital project.  Once included in rate base, IAWC will earn a return, as 268 

with any capital investment, which is commensurate with the cost of 269 

financing the project.  The Service Company, however, does not earn 270 
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any return. Moreover, as I explained in my rebuttal testimony, IAWC’s 271 

decision to treat BT costs as capital costs is more reasonable than 272 

expensing those costs.  (IAWC Exhibit 5.00R, pp. 22-23.)  Finally, I note 273 

Mr. Smith appears to find it troubling that BT-related contracts are 274 

between the BT vendors and the Service Company, and not IAWC.  275 

That distinction is inconsequential.  The Service Company regularly 276 

incurs costs in providing services to IAWC that result from its contracts 277 

with other vendors (i.e. payroll processing).  BT is no different. 278 

Q31. Do you agree with Mr. Smith’s recommendation that BT costs be 279 

evaluated as an additional and different type of cost under the 280 

Service Company Agreement? 281 

A. No.  BT costs should be treated no differently than other costs under the 282 

Service Company Agreement, for the reasons explained above and in 283 

my rebuttal testimony.  Mr. Smith has provided no basis for his 284 

contention to the contrary. 285 

Q32. In his direct testimony, Mr. Smith contended, “[t]here has been no 286 

allocation of such costs to American Water Works non-regulated 287 

affiliates . . . .”  (AG Exhibit 2.0. p. 28.)  Has Mr. Smith changed his 288 

position in this regard? 289 

A. It appears so.  Perhaps as a result of the explanation in my rebuttal 290 

testimony (IAWC Exhibit 5.00R, pp. 16-17) demonstrating where in the 291 

record it is apparent IAWC’s non-regulated affiliates will share BT costs, 292 

he now acknowledges this to be true.   293 
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Q33. What is your understanding of Mr. Smith’s rebuttal testimony 294 

regarding BT cost savings? 295 

A. Mr. Smith continues to advocate matching BT costs savings with BT 296 

costs.  As far as I can tell, he presents no response to my rebuttal 297 

testimony explaining, from a ratemaking perspective, that the imputation 298 

of any benefits from the BT system must be aligned with the reality that 299 

the systems must be in place and functioning before any cost savings 300 

may logically be imputed, and that, if savings cannot begin to be 301 

recognized until employees are fully trained on the system and those 302 

savings will only accrue over time, rates should not reflect such savings 303 

until they legitimately arise or can be forecast with reasonable certainty.  304 

(IAWC Exhibit 5.00R, p. 21.)  He also contends “IAWC seeks to have 305 

the Commission ignore and not reflect any of the cost savings” identified 306 

in presentations to the American Water Works Company, Inc. Board of 307 

Directors regarding BT.  (AG Exhibit 4.0, p. 6, ll. 120-21.) 308 

Q34. How do you respond? 309 

A. For the reasons explained in my rebuttal testimony (IAWC Exhibit 310 

5.00R, pp. 18-21) and in the rebuttal testimony of Mr. Twadelle (IAWC 311 

Exhibit 9.00R), I oppose Mr. Smith’s recommendations regarding the 312 

imputation of BT cost savings.  In addition, his statements “IAWC seeks 313 

to have the Commission ignore and not reflect any of the cost savings” 314 

and “the Company has not quantified any benefit to IAWC customers 315 

from the improvements to the present inefficient manual systems which 316 
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BT is replacing or ‘transforming’” (AG Ex. 4.0. p. 11, ll. 250-52) are 317 

simply wrong, contrary to the facts of this case and contrary to the 318 

record evidence.  In its March 9, 2012 update filing, the Company 319 

presented updated schedules and testimony reflecting cost savings 320 

resulting from organizational restructuring undertaken in anticipation of 321 

BT.  Mr. Smith makes no reference to, and simply ignores, those cost 322 

savings.   323 

Q35. Mr. Smith compares the treatment of BT costs in this case to the 324 

proposed treatment of costs at issue in a pending California Public 325 

Utilities Commission proceeding.  Is that appropriate?   326 

A. I do not believe so.  I am advised by counsel that Mr. Smith’s testimony 327 

in this regard is improper and is more appropriately addressed in 328 

briefing.  I also note that, although I am not familiar with the record in the 329 

pending proceeding referenced by Mr. Smith or the particulars of the 330 

proposed order he cites, it is my understanding the test year at issue in 331 

that proceeding was a multi-year test period and therefore is not 332 

comparable to the test year in the instant proceeding. It also is my 333 

experience that regulatory environments vary considerably from state to 334 

state based on the different regulatory protocols developed in those 335 

states that govern rate proceedings.  I would expect that the record in 336 

the pending California proceeding is different from the record that will be 337 

developed in this case.  I also would expect that the facts of that 338 

pending proceeding are different from those of IAWC’s rate case, and 339 
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the regulatory law applicable to those facts likewise different.  340 

Accordingly, I do not believe Mr. Smith’s comparing this case to a 341 

proposed decision in a pending matter from another jurisdiction is fair or 342 

should be accorded any weight.  Moreover, even if the situations were 343 

identical (and they are not), the ICC certainly is not required to defer to 344 

the California Public Utilities Commission on matters pertaining to 345 

regulation in Illinois. 346 

Q36. Mr. Smith is also concerned that BT costs have increased and 347 

recommends that IAWC be limited to original estimates of BT costs.  348 

Is this appropriate? 349 

A. No.  Such a recommendation does not reflect the reality of BT costs, the 350 

record evidence, or the facts of this case.  Pursuant to the 351 

Commission’s rules and the case schedule agreed to by Staff and the 352 

parties and approved by the Administrative Law Judge, on March 9, 353 

2012, IAWC submitted an update to its test year projections.  That 354 

updated information should not be ignored.  It appears to be that Mr. 355 

Smith’s position is that he has no issue with the organizational savings 356 

reflected in the update, and is simply ”cherry-picking” aspects of BT with 357 

which to take issue.  I would note that, related to UPIS (discussed 358 

below), Mr. Smith contends: “Typically, the further out the projections, 359 

the more likely that changes will occur.  Adjusting the Company’s 360 

forecasted amounts based on more current actual information and in 361 

consideration of the Company’s history of . . . spending therefore is 362 
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appropriate.”  (AG Exhibit 4.0, p. 13, ll. 285-89.)  He takes a contrary 363 

position with respect to estimates of BT costs.  364 

Q37. Do you have any comments relating to Mr. Smith’s recommendation 365 

regarding BT stabilization costs? 366 

A. Yes.  In saying the “stabilization” costs should be treated as one-time 367 

costs, he has not proposed any adjustment amount related to his 368 

recommended disallowance of these costs, nor specified any applicable 369 

amortization or normalization period.  His proposal therefore should be 370 

rejected.  Moreover, the “stabilization” costs associated with other 371 

capital projects are typically capitalized; they get “rolled into” the other 372 

project costs as part of the total capital project cost.  There is no reason 373 

to treat BT stabilization costs any differently, and Mr. Smith provides no 374 

reasons. 375 

Q38. Related to Service Company fees, Mr. Smith also contends an 376 

adjustment to the test year level of Service Company fee expense 377 

may be necessary based on the “results” of the Audit Report filed in 378 

the Commission-ordered Section 8-102 management audit of Service 379 

Company fees in Docket No. 10-0366.  Do you agree? 380 

A. No.  First, Mr. Smith fails to quantify or specify such an adjustment, nor 381 

could he, as he admits the Audit Report deals with 2010 actual Service 382 

Company charges, and not the test year ending September 30, 2013.  383 

Moreover, it is my understanding Docket No. 10-0366 is still pending.  384 

Thus, the “results” of the Audit Report to which Mr. Smith alludes (AG 385 
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Exhibit 4.0, p. 37, l. 823) are not the equivalent of Commission 386 

authorized conclusions. To simply assume, as Mr. Smith does, that the 387 

“results” arrived at by NorthStar equate to Commission findings of fact is 388 

improper.  389 

Q39. Do you have any other comments regarding Mr. Smith’s rebuttal 390 

testimony related to BT? 391 

A. Yes.  Mr. Smith asks himself, “How can IAWC ratepayers be protected 392 

from excessive BT costs in the current rate case for which they are 393 

receiving no benefit?”  (AG Exhibit 4.0, p. 9, ll. 184-85 (emphasis 394 

added).)  This question implies facts not substantiated by the record 395 

evidence, which Mr. Smith appears to repeatedly ignore.  The record 396 

evidence demonstrates BT costs are not “excessive” and that 397 

ratepayers will benefit from BT (and, in fact, that certain cost savings in 398 

anticipation of BT have been quantified and accounted for in this rate 399 

case as presented in the Company’s update filing).  Mr. Smith provides 400 

no evidence to rebut IAWC’s evidence in this regard.  Moreover, nothing 401 

in the record demonstrates IAWC ratepayers need to be “protected 402 

from” BT costs.  Mr. Smith’s testimony is inappropriate and misguided. 403 

Utility Plant in Service 404 

Q40. Has Mr. Smith changed any of his positions related to UPIS? 405 

A. Yes.  Similar to Staff witness Mr. Kahle (ICC Staff Exhibit 9.0, p. 5), Mr. 406 

Smith is withdrawing his recommended removal of the Interurban – IL 407 

Route 158 Relocation and Champaign – Replace Neil Street Booster 408 
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Station projects based on the clarification regarding those projects 409 

presented in the Company’s rebuttal testimony.  410 

Q41. Does Mr. Smith have any new recommendations regarding UPIS? 411 

A. Yes.  Mr. Smith now adopts the adjustment proposed by Mr. Kahle in 412 

direct testimony to reduce IAWC’s forecasted additions to UPIS for the 413 

years ending September 30, 2012 and September 30, 2013 to reflect 414 

the Company’s historical gross capital spending pattern for planned 415 

capital expenditures for the years 2009, 2010 and 2011.  (ICC Staff 416 

Exhibit 1.0, p. 10.)  I would note that Mr. Kahle has withdrawn the 417 

adjustment Mr. Smith is adopting. 418 

Q42. What is your understanding of the basis for Mr. Smith’s 419 

recommendation? 420 

A. Mr. Smith paraphrases the explanation provided by Mr. Kahle.  (ICC 421 

Staff Exhibit 1.0, p. 10, ll. 206-14; AG Exhibit 4.0, p. 13, ll. 283-89).  He 422 

then adds that the budget-to-actual forecast approach is appropriate 423 

because it was accepted by IAWC and the Commission in past rate 424 

cases and concludes “[t]here is no valid reason for changing that time-425 

tested method in the current IAWC rate case” (id., p. 14, ll. 313-15). 426 

Q43. Do you have any initial comments in this regard? 427 

A. Yes.  I would simply point out that my testimony in IAWC’s last rate case 428 

which Mr. Smith cites (AG Exhibit 4.0, pp. 14-15) in support of his 429 

contention that the Company accepted this method in its last rate case 430 
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explicitly states the Company is only agreeing to accept Staff’s 431 

proposed adjustment in Docket No. 09-0319 “for the purposes of [that] 432 

rate case.”  (Id., p. 15, l. 331 (quoting Docket No. 09-0319, IAWC Exhibit 433 

6.0 R1).)  Because the facts and circumstances in each rate case are 434 

largely unique, it is reasonable for the utility to agree to accept certain 435 

adjustments in one rate case while maintaining the Company’s position 436 

in others. 437 

Q44. Other than that the budget-to-actual method was utilized in past rate 438 

cases, does Mr. Smith provide any other support for why he believes 439 

it is appropriate in this rate case? 440 

A. No.  441 

Q45. What is your response to Mr. Smith’s recommendation that Staff’s 442 

initially proposed adjustment for budget-to-actual plant additions be 443 

accepted? 444 

A. I disagree with it.  Notably, Staff has withdrawn that proposed 445 

adjustment in this case, based on my rebuttal testimony (IAWC Exhibit 446 

5.00R, pp. 4-5) and that of IAWC witness Jeffrey T. Kaiser (IAWC 447 

Exhibit 3.00R, pp. 3-4).  (ICC Staff Exhibit 9.0, p. 5.)  For the reasons 448 

discussed in the cited IAWC testimony, which explain that the 449 

appropriate comparison is to IAWC’s net capital expenditures, Mr. 450 

Smith’s adjustment should be rejected. 451 

Q46. Does Mr. Smith have any additional recommendations related to 452 
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UPIS? 453 

A. Yes.  He mischaracterizes my rebuttal position that, if the Commission 454 

adopts his adjustment for budget-to-actual plant additions (and, based 455 

on the above, it should not), the Commission must also make a 456 

corresponding adjustment to CIAC-to-actual plant additions by claiming 457 

that I testify that the UPIS percentage adjustment be applied to CIAC.  458 

This is simply not true.  The corresponding adjustment cited above is a 459 

dollar for dollar CIAC offset to a UPIS adjustment since the historical 460 

under spending is driven totally by developer-funded projects whereas 461 

Mr. Smith will only apply the same 3% UPIS adjustment percentage to 462 

the much lower forecasted CIAC, resulting in a CIAC offset that is only 463 

3% of the total historical spending driver.  Mr. Smith’s claim of agreeing 464 

with my proposal is a duplicitous interpretation of my rebuttal testimony 465 

and should be ignored. 466 

VIII. RESPONSE TO IIWC/FEA WITNESS MR. COLLINS 467 

Q47. Have you reviewed the rebuttal testimony submitted by Mr. Collins in 468 

this proceeding responding your testimony concerning Scott Air 469 

Force Base and Air Products’ rates? 470 

A. Yes, I have. 471 

Scott Air Force Base 472 

Q48. Does Mr. Collins believe IAWC sufficiently addressed in its rebuttal 473 

testimony the concerns he raised regarding Scott Air Force Base’s 474 

(“SAFB”) rate? 475 
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A. Yes.  Mr. Collins testifies SAFB’s taking service under the Metered 476 

Large User Water Service tariff rate will address the concerns he raised 477 

in his direct testimony.  He states SAFB plans to apply to the Company 478 

in the context of this rate case to take service under that tariff rate. 479 

Q49. Do you have any remarks in this regard? 480 

A. In anticipation of SAFB’s switch to the Large User tariff, IAWC has 481 

adjusted its test year present rate revenues as shown on IAWC Exhibit 482 

5.09SR, described above. 483 

Rate Design/Air Products 484 

Q50. What was Mr. Collins’ response your rebuttal testimony that, if Air 485 

Products could provide evidence that both of its meters are served 486 

by the same service line, then IAWC will be able to combine the 487 

commodity usage into one bill? 488 

A. There appears to be some misunderstanding regarding my rebuttal 489 

testimony.  If there is only one distribution system behind the meters, 490 

then the readings of the two meters can be combined even if the meters 491 

are located at different points ahead of Air Products own distribution 492 

system.  Mr. Collins needs to verify that this in fact is the case.   493 

Q51. Does this conclude your surrebuttal testimony? 494 

A. Yes, it does.  495 


