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X. COMPLIANCE WITH PRIOR ORDER REQUIREMENTS 731 

Q49. Please discuss the directive of the Commission’s Docket No. 09-0319 732 

Amendatory Order relating to Service Company costs. 733 

A. In Docket No. 09-0319, the Commission issued an Amendatory Order 734 

which directed its Staff, pursuant to Section 8-102 of the Act, 220 ILCS 735 

5/8-102, to conduct an independent management audit comparing the 736 

costs of the services IAWC obtains from the Service Company to the 737 

costs of such services had they been obtained through competitive 738 

bidding on the open market.  (Docket No. 09-0319, May 5, 2010 739 

Amendatory Order, p. 1.)   740 

Q50. Did the Docket No. 09-0319 Order contain any other directives in this 741 

regard? 742 

A. Yes.  The Commission’s Order also directed IAWC to provide cost 743 

estimates for certain future cost studies, including the study relating to 744 

Service Company fees.  It stated: 745 

[I]n other sections of this Order, in situations where the 746 
Commission has found that future cost studies appear to 747 
offer potential benefits, the Commission is ordering IAWC 748 
to provide cost estimates for such studies so that the 749 
Commission will have the opportunity to determine if such 750 
studies are cost-effective before the costs are actually 751 
incurred and passed on to ratepayers.  Studies in which 752 
such cost estimates are required in this Order are those 753 
relating to Service Company fees and direct demand 754 
factors.  755 
  756 

(Docket No. 09-0319, Apr. 13, 2010 Final Order, p. 80.) 757 

Q51. Has the audit required by the Docket 09-0319 Amendatory Order 758 

Exhibit B



IAWC Exhibit 1.00 
 

-34- 
 

been initiated? 759 

A. Yes.  Following entry of the Amendatory Order, the Commission entered 760 

an Order Initiating Management Audit, opening Docket No. 10-0366 to 761 

begin the management audit process.  (Docket No. 10-0366, June 10, 762 

2010 Order Initiating Management Audit (“Initiating Order”), p. 1.)  The 763 

Initiating Order reiterated Staff was to conduct, itself or through an 764 

independent auditor, “an Audit of IAWC’s Service Company fees to 765 

compare the cost of each service obtained from the Service Company to 766 

the costs of such services had they been obtained through competitive 767 

bidding on the open market.”  (Id.)      768 

Q52. Please discuss the status of the management audit process. 769 

A. After entry of the Initiating Order, Staff found the utilization of an 770 

independent auditor necessary.  In late 2010, Staff issued a RFP as 771 

required by the Docket No. 09-0319 Amendatory Order and the Docket 772 

No. 10-0366 Initiating Order.  As a result of the RFP process, Staff 773 

selected NorthStar Consulting Group of Santa Maria, California 774 

(“NorthStar”) to conduct the management audit, and the Commission 775 

approved that selection.  On July 11, 2011, the audit contract between 776 

IAWC and NorthStar was signed, tolling the six-month period for the 777 

audit.  IAWC has complied with the requirements set forth in the Docket 778 

No. 10-0366 Initiating Order.  The audit is currently proceeding in 779 

accordance with the approved timeline.  Mr. Grubb discusses the status 780 

of the audit in more detail.  (IAWC Ex. 4.00.) 781 
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Q53. Is IAWC requesting recovery of audit costs in this proceeding? 782 

A. Yes.  Pursuant to Section 8-102 of the Act, IAWC is requesting recovery 783 

of the costs it has incurred and projects it will incur related to the 784 

management audit, including NorthStar’s fees and IAWC’s incremental 785 

costs in responding to the audit.  IAWC proposes to amortize the costs 786 

over five years.  The Direct Testimony of IAWC witness Mr. Grubb 787 

(IAWC Ex. 4.00) addresses further the costs to IAWC of the 788 

management audit. 789 

Q54. Did the Commission establish other requirements in the Docket No. 790 

09-0319 Order? 791 

A. Yes, in that Order, the Commission directed IAWC to conduct a direct 792 

demand study (the “Demand Study”) for use in future rate proceedings 793 

in Illinois.  (Docket No. 09-0319, Apr. 13, 2010 Final Order, p. 151.)  794 

IAWC has submitted the required Demand Study with its filing.  Mr. 795 

Kaiser addresses the Demand Study in detail in his Direct Testimony 796 

(IAWC Ex. 3.00).    797 

Q55. Did the Docket No. 09-0319 Order contain any other directives? 798 

A. Yes.  That Order contained the following requirements, which IAWC has 799 

complied with.  They are addressed more fully in the Direct Testimonies 800 

of IAWC witnesses as noted below: 801 

 Lead/Lag Study.  The Commission directed IAWC to file a lead/lag 802 

study that is contemporaneous with the test year.  In the event of a 803 
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issues that may have a material effect on the financial and/or operational 248 

performance of the Company.  It is this latter piece which I believe is 249 

critical because it gives the Company an opportunity to understand cost 250 

changes and key drivers of the business related to Service Company 251 

costs.  Further, I understand that the Service Company has financial and 252 

operating controls in place that provide me with additional assurance that 253 

the monthly costs charged to IAWC by the Service Company are accurate 254 

and reasonable.     255 

Q24. What do you conclude about Service Company fees?  256 

A. IAWC’s Service Company fees have not increased significantly since the 257 

last case.  In fact, they have increased at less than the rate of inflation.  258 

They represent the costs of necessary support services to IAWC.  The 259 

services are provided at cost.  These costs are reasonable and should be 260 

approved.  261 

V. ICC MANAGEMENT AUDIT COSTS 262 

Q25. Please describe Docket No. 10-0366 that was initiated by the Illinois 263 

Commerce Commission (“ICC”). 264 

A. On May 5, 2010, the Illinois Commerce Commission entered an 265 

Amendatory Order in IAWC’s last rate case, Docket No. 09-0319, in which 266 

the Commission ordered that a management audit be performed.  On 267 

June 2, 2010, the ICC issued an Order to initiate an audit of IAWC’s 268 

Service Company fees, to be performed by Staff or by a firm independent 269 

of IAWC, its affiliates, Staff or other parties to Docket No. 09-0319 (Docket 270 
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No. 10-0366).  The purpose of the independent audit of IAWC’s Service 271 

Company fees is to compare the costs of each service obtained from the 272 

Service Company to the costs of such services had the services been 273 

obtained through competitive bidding on the open market.  (Docket No. 274 

10-0366, June 10, 2010 Order Initiating Management Audit (“Initiating 275 

Order”), p. 1.)    In a Staff Report to the ICC, Staff determined that it was 276 

necessary to engage an independent firm to conduct the audit in order to 277 

meet the six-month timeframe imposed by the Amendatory Order.  The 278 

June 2, 2010 Initiating Order formally began the audit process.  The ICC 279 

Staff initiated the process to engage an independent firm and, on July 11, 280 

2011, a contract was signed with NorthStar Consulting Group 281 

(“NorthStar”). 282 

Q26. What does the Docket No. 10-0366 Initiating Order require of IAWC? 283 

A. The Initiating Order sets forth certain tasks IAWC is required to undertake 284 

related to the management audit, including, but not limited to: (1) during 285 

the RFP process, compile and have ready for the independent auditor 286 

certain specified information on the Service Company, its services and 287 

their costs; (2) provide office space for the independent auditor; (3) be 288 

available to explain IAWC record-keeping processes, contracting 289 

processes and internal controls as determined necessary by the 290 

independent auditor; and (4) participate in scheduled meetings with the 291 

independent auditor and Staff to discuss audit-related issues, review audit 292 
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progress, and ensure adequacy of responses to the independent auditor’s 293 

requests.  (Initiating Order, pp. 3-4.) 294 

Q27. Has IAWC complied with the requirements of the Docket No. 10-0366 295 

Initiating Order? 296 

A. Yes.  During the RFP process, IAWC compiled and made ready 297 

information regarding the Service Company as specified by the Initiating 298 

Order.  Since the start of the audit in July 2011, the Company also has 299 

provided office space for use by NorthStar personnel when on IAWC 300 

grounds.  Space has also been made available at the Service Company’s 301 

headquarters in New Jersey.   IAWC has worked diligently to timely make 302 

available Company personnel in response to requests for interviews from 303 

NorthStar and to timely provide complete responses to NorthStar’s data 304 

requests.  To date, NorthStar has conducted 65 interviews of IAWC and 305 

Service Company employees in interviews in Belleville, Illinois, Alton, 306 

Illinois and Woodcrest, New Jersey.  Three additional interviews are 307 

scheduled to be completed by November 4, 2011.  To date, IAWC also 308 

has received 408 data requests from NorthStar and has responded to 386 309 

of those data requests, providing nearly 11,000 pages of information and 310 

documents to NorthStar.  IAWC will respond to the remaining requests, 311 

and all additional ones, in accordance with the agreed scheduling.  IAWC 312 

has dealt fairly and openly with NorthStar at all times to ensure a complete 313 

and effective management audit. 314 

Q28. What are the costs of the audit that IAWC must incur? 315 
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A. IAWC has incurred, and will continue to incur, the cost of the fees charged 316 

by the independent auditor selected by the Commission to perform the 317 

Audit, NorthStar.  This amount, as set forth in the contract between 318 

NorthStar and the ICC, is $392,100.  In addition to that cost, IAWC will 319 

also incur other incremental costs for  the audit including: (1) charges for 320 

the services of outside counsel retained to represent IAWC in the audit 321 

process and Docket No. 10-0366 (estimated at $250,000); (2) charges for 322 

the services of an outside audit support consultant retained to assist IAWC 323 

in responding to the audit (estimated at $211,000); and (3) incremental 324 

charges for internal services (including Service Company services) 325 

specific to the management audit, such as charges for time to prepare for 326 

and participate in interviews and respond to data requests, costs to 327 

provide workspace for NorthStar and data room management, and other 328 

administrative charges related to providing NorthStar the information it 329 

requests throughout the course of the audit and in reviewing and 330 

responding to the final audit report prepared by NorthStar (estimated at 331 

$261,000).  The total estimated cost of the audit is $1,114,100 and is 332 

reflected in Schedule C-2.12.   333 

IAWC has also been ordered by the ICC to pay the cost of 334 

NorthStar to prepare for and participate in the Docket No. 10-0366 335 

proceeding and related proceedings, and the reasonable cost of NorthStar 336 

to retain counsel to represent it in those proceedings.  At this time, those 337 

costs and additional costs expected to be incurred by the Company 338 
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related to the evidentiary hearing in Docket No. 10-0366 have not been 339 

estimated since the final audit report has not been issued by NorthStar.  340 

When the Company has the opportunity to review the audit report, an 341 

estimate of those additional costs will be determined and incorporated into 342 

the Company’s request for rate recovery. 343 

Q29. For the management audit, has IAWC complied with the Docket No. 344 

09-0319 Order’s directive to provide estimates of the costs of certain 345 

studies? 346 

A. Yes.  On February 15, 2011, IAWC filed a Notice of Provision of Cost 347 

Estimates with the Commission in Docket No. 10-0366 which provided an 348 

estimate of the cost of the audit, including the incremental costs incurred 349 

by the Company related to the audit.  At the time of filing that Notice, the 350 

cost of NorthStar to perform the audit was not known. Now that 351 

NorthStar’s cost is known, IAWC has included that amount in the Audit 352 

Cost projection above. 353 

Q30. Please address the Company’s proposal for recovery of the costs of 354 

the management audit. 355 

A. Recovery of the costs identified above (“Audit Costs”) is authorized by 356 

Section 8-102 of the Act, which provides that “[t]he cost of an independent 357 

audit shall be borne initially by the utility, but shall be recovered as an 358 

expense through normal ratemaking procedures.”  (220 ILCS 5/8-102.)  359 

This requirement was reiterated by the Commission in its Docket No. 09-360 

0319 Amendatory Order and in its Docket No. 10-0366 Initiating Order.  361 
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The Audit Costs are incremental costs of, and are incurred solely as a 362 

result of, the management audit.  They represent reasonable, prudent and 363 

necessary expenditures to support and facilitate the performance of the 364 

management audit.  Under Section 8-102, they are to be “recovered as an 365 

expense through normal ratemaking procedures.”  Accordingly, IAWC is 366 

proposing to amortize the estimated cost of the audit, $1,114,100, over 367 

five years, and to reflect in rates an amortization amount of $222,820, as 368 

well as a return on the unamortized balance. 369 

VI. REVENUE ADJUSTMENT CLAUSE (“RAC”) 370 

Q31. What is a RAC? 371 

A. A Revenue Adjustment Clause or “RAC” is a mechanism that allows a 372 

utility to recover its authorized revenue requirement or cost of service that 373 

is reflected in the rates authorized by the Commission.        374 

Q32. IAWC proposing a RAC in this case? 375 

A. Yes. 376 

Q33. Why is IAWC proposing a RAC in this case? 377 

A. Once new rates are determined and put into effect as a result of a rate 378 

case, the variability in weather, declining customer usage patterns and the 379 

number of customers can have a profound effect on a water utility’s actual 380 

billed revenues.  This is true for IAWC.  The declining usage trend and its 381 

effect on IAWC are addressed in the Direct Testimony and exhibits of Mr. 382 

Naumick (IAWC Ex. 8.00).  As discussed by Mr. Naumick, IAWC is 383 

experiencing annual declining sales of 1.90% for its residential customers 384 
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average rate base for the year except where noted below.  Schedule B-1 68 

is attached as IAWC Exhibit 6.01. 69 

Q12. Please describe Schedule B-2. 70 

A. Schedule B-2 provides a summary of adjustments to rate base.  Details of 71 

these adjustments are provided below, in the discussion of Schedules B-72 

2.1, B-2.2, B-2.4 and B-2.5.  Schedule B-2 is attached as IAWC Exhibit 73 

6.02. 74 

Q13. Please describe Schedules B-2.1, B-2.2, B-2.4 and B-2.5. 75 

A. Schedule B-2.1 presents the utility plant adjustment for the acquisition of 76 

the DuPage Utility Company (“DuPage”).  The adjustment reflects the 77 

inclusion of the above-the-line portion of the Utility Plant Acquisition 78 

Adjustment for DuPage.  Amortization is being recorded over a 27-year 79 

period.  The allocation between Chicago Metro Water and Chicago Metro 80 

Waste Water districts is based upon a thirteen-month average of projected 81 

customers for the period ending September 2013.  Citizens Utilities 82 

Company of Illinois (“Citizens”) acquired DuPage in 1991.  Beginning with 83 

Docket No. 92-0305, Citizens began including the acquisition adjustment 84 

in rate base, with Commission approval.  IAWC subsequently acquired the 85 

assets of Citizens, and continues to reflect the acquisition adjustment in 86 

rate base.  The Commission most recently approved this treatment in the 87 

Company’s last rate order, Docket No. 09-0319.  The amounts included 88 

are the thirteen-month averages of the unamortized balances. 89 
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A. Schedule B-2.2 reflects an increase to rate base associated with pension 90 

funding levels.  IAWC presently records the accrued amount of pension 91 

expense in accordance with Statement of Financial Accounting Standards 92 

(“SFAS”) 87.  The amount of pension costs accrued for a given year under 93 

SFAS 87 is recorded (and for a rate case test year recovered in rates) 94 

because the SFAS 87 amounts appropriately reflect the amounts of 95 

pension expense associated with utility service provided during the year.  96 

IAWC’s pension plans, however, are funded in accordance with the 97 

requirements of the Employee Retirement Income Security Act (ERISA).  98 

The SFAS 87 amount and the amounts required to be funded into the plan 99 

under ERISA are typically different.  The rate base increase results from 100 

this difference between the level of pension expense collected in rates in 101 

accordance with “SFAS 87 and the amounts funded into the pension plan 102 

pursuant to the funding requirements under ERISA.  Currently, IAWC is 103 

funding more into its pension plans under the ERISA requirements than 104 

the amount IAWC is collecting in rates under SFAS 87.  Therefore, a rate 105 

base increase in that amount is appropriate. 106 

 Schedule B-2.4 reflects a rate base reduction associated with 107 

OPEB liability.  The Company’s OPEB expense is calculated in 108 

accordance with SFAS 106.  The Company also funds its OPEB plans at a 109 

level determined in accordance with the same SFAS 106.  In certain past 110 

periods for the Champaign District (where the Company acquired an entity 111 

which did not have an established OPEB funding mechanism), however, 112 
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the OPEB plan was not funded.  A rate base reduction is therefore 113 

appropriate for the amount recorded as an expense under SFAS 106 (and 114 

collected in rates) but not funded into the OPEB plan during the past 115 

periods when the funding mechanism was not utilized.   116 

 Schedule B-2.5 reflects a rate base addition associated with the 117 

unamortized balance of costs of the management audit of Service 118 

Company costs ordered by the Commission in the Company’s most recent 119 

rate case, Docket No. 09-0319, and governed by pending Docket No. 10-120 

0366.  See IAWC Exhibit 4.00, the Direct Testimony of IAWC witness 121 

Edward J. Grubb, for a detailed description of the audit and its associated 122 

costs to IAWC.  The total projected cost of the audit will be amortized over 123 

five years, and the amortization period is assumed to begin in October 124 

2012, the beginning of the test year. 125 

Q14. Please describe Schedule B-3. 126 

A. Schedule B-3 provides a comparative balance sheet for the prior three 127 

years and the test year. 128 

Q15. Please describe Schedule B-4. 129 

A. Schedule B-4 provides a summary of adjustments to plant in service.  130 

There are no adjustments to test year plant in service. 131 

Q16. Please describe Schedule B-5. 132 

A. Schedule B-5 provides an analysis of gross plant additions, retirements, 133 

and transfers for the two historic years preceding the current year.  In 134 
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Q29. Please describe Schedule C-2.11. 181 

A. Schedule C-2.11 presents Water used in company facilities.  In 182 

accordance with 83 Ill. Adm. Code Section 655.30(d), “the determination 183 

of costs recoverable from customers through the purchased water/sewage 184 

treatment surcharge shall not include water used in, and/or sewage 185 

treated for, facilities either owned or leased by the utility.”  In Docket No. 186 

09-0151, the Attorney General recommended in briefing that the 187 

Commission should exclude all water used in Company facilities from the 188 

purchased water and sewage treatment reconciliations because those 189 

costs are Company operations and maintenance expenses that should be 190 

included in base rates.  In light of this recommendation, IAWC intends to 191 

recover the cost of Company use water through base rates.  Therefore, 192 

the Company has included an adjustment to collect revenues not 193 

recovered in its Purchased Water and Purchased Waste Water Treatment 194 

charges.   195 

Q30. Please describe Schedule C-2.12. 196 

A. Schedule C-2.12 reflects the recovery of the ICC management audit cost.  197 

A description of the audit and associated costs are provided in the 198 

testimony of Mr. Grubb (IAWC Ex. 4.00).  The Company is proposing to 199 

recover the cost over a period of 5 years. 200 

Q31. Please describe Schedule C-2.13. 201 

A. Schedule C-2.13 presents a correction to the test year Operating Lease 202 

Expense projection.  The Company will be purchasing a building in Peoria 203 
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test year is 8.76%, as show on Schedule D-1 First Revised.  Refer to 201 

IAWC Exhibits 5.01SUPP and 5.02SUPP for a reconciliation detailing the 202 

corrections and updates flowing through Schedule C-1 First Revised. 203 

Q23. Please describe Schedule C-2 First Revised (attached as IAWC 204 

Exhibit 7.02SUPP). 205 

A. Schedule C-2 First Revised provides a summary of the adjustments to 206 

operating income.  These adjustments are required to reflect ratemaking 207 

treatment of certain items or to adjust certain updated operating 208 

projections.  There are four additional schedules in C-2 First Revised.  209 

These new schedules are Schedules C-2.14, C-2.15, C-2.16, and C-2.17.  210 

Each of these new schedules has been described in my supplemental 211 

direct testimony with the exception of Schedule C-2.17, which is covered 212 

in the testimony of Mr. Kerckhove (IAWC Ex. 5.00SUPP).  Refer to IAWC 213 

Exhibits 5.01SUPP and 5.02SUPP for a reconciliation detailing the 214 

corrections and updates flowing through Schedule C-2 First Revised. 215 

VI. ADOPTION OF DIRECT TESTIMONY OF EDWARD J. GRUBB 216 

Q24. Are you proposing to adopt a portion of Edward J. Grubb’s direct 217 

testimony (IAWC Exhibit 4.00)? 218 

A. Yes.  As explained by Mr. Kerckhove, Mr. Grubb has retired from the 219 

Company.  I am therefore adopting a portion of his testimony, namely, the 220 

ICC Management Audit Costs testimony. 221 
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different products are reasonable. 249 

Q25. Given that IAWC, AWWSC and AWR are affiliated through their 250 

common ownership by AWW, isn't it reasonable to ensure that 251 

Illinois ratepayers are not subsidizing the activities of IAWC's 252 

affiliates? 253 

A. Of course, and the approved Service Company Agreement exists for 254 

this purpose.  But as has been the case for many years, AWWSC 255 

provides services not only to IAWC, but to regulated and unregulated 256 

affiliates as well. The Service Company Agreement discloses this 257 

expressly and spells out how costs will be allocated and charged.  Costs 258 

that are allocated to IAWC as well as directly charged have been 259 

reviewed in every rate case since the Service Company Agreement was 260 

approved, and presumably will continue to be reviewed in subsequent 261 

cases.  These costs and the activities of the Service Company generally 262 

were exhaustively reviewed in the management fee study performed in 263 

the last rate case, as well as the recent management audit. No evidence 264 

has been presented that IAWC or the Service Company have changed 265 

their method of operation in any material way.  No information has come 266 

to the attention of IAWC that the Service Company may be in breach of 267 

its agreement by improperly allocating costs to IAWC. The multiple rate 268 

case reviews and prior studies and audits have provided sufficient 269 

assurance that IAWC and AWWSC abide by the terms of the Service 270 

Company Agreement. 271 
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Q26.  Are you aware of any complaints to the ICC or IAWC by water line 272 

protection providers who have claimed that AWR enjoys an unfair 273 

competitive advantage by virtue of its affiliation with AWW? 274 

A.  I am not, nor has Mr. Sackett identified any. 275 

Q27. Do you agree with Mr. Sackett’s claims of improper allocation? 276 

A. No.  IAWC’s service company charges and allocations have been 277 

investigated at length by the Commission. IAWC’s Service Company 278 

costs and cost allocations were recently audited by NorthStar 279 

Consulting Group as part of a Commission-ordered audit of IAWC’s 280 

Service Company charges. No improper allocation of AWR costs to 281 

IAWC was found in that investigation.  In Docket 09-0319, in response 282 

to a Commission order, IAWC submitted three studies and voluminous 283 

testimony on the question of Service Company costs and how those 284 

costs are allocated to IAWC’s affiliates. The Commission, following its 285 

review of these studies, found no improper allocation issues. 286 

Q28. Did Mr. Sackett review the studies and testimony on Service 287 

Company cost allocations filed in Docket 09-0319? 288 

A. No.  Mr. Sackett reviewed only the testimony of Mr. John Young from 289 

Docket 09-0319, describing the services provided by AWWSC to IAWC. 290 

(Response to IAWC data request IAWC-ICC DR 1.04.)  He did not 291 

review the other testimony and three studies in that case relating to 292 

AWWSC services, their costs and their allocations, or the Commission’s 293 

order in that Docket. 294 
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Q29. Does this concern you? 295 

A. Yes.  IAWC and the Commission have reviewed the relationship 296 

between IAWC and AWWSC at length and in detail over the course of 297 

several rate cases and the Commission-ordered audit.  If Mr. Sackett 298 

has not reviewed the results of these investigations completely, then his 299 

allegations are made without the benefit of the Commission’s past 300 

analysis. In short, he has made serious allegations that IAWC has 301 

violated the Act before reviewing all the available facts.   302 

Q30. Please summarize your conclusions regarding Mr. Sackett’s 303 

allegations. 304 

A. Mr. Sackett’s allegations, distilled down, amount to claims that the 305 

transfer of a few phone calls and the issuance of certain leak 306 

investigation service orders are services from IAWC to AWR.  The 307 

transfers and service orders are customer initiated.  They are meant as 308 

a convenience to the customer.  They are de minimis.  As such, they are 309 

not a basis for the severe recommendations Mr. Sackett makes. 310 

Q31. Does this conclude your rebuttal testimony? 311 

A. Yes, it does. 312 
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Q18. Have you reviewed Mr. Ostrander’s adjustment to Advertising 161 

Expense on pages 7-8 and Schedule 3.5 of his testimony? 162 

A. Yes.  He recommends disallowing, per Section 9-225 of the PUA, 163 

advertising expenses that are of a promotional, goodwill or institutional 164 

nature.  165 

Q19. Do you accept his adjustment? 166 

A. Yes, the Company accepts Mr. Ostrander’s adjustment for the purposes of 167 

this case.  This adjustment is reflected in IAWC Exhibit 7.04R. 168 

IV. RESPONSE TO STAFF WITNESS MS. HATHHORN  169 

Q20. Have you reviewed Ms. Hathhorn’s adjustment to Incentive 170 

Compensation on page 3 and Schedule 2.01 of her testimony? 171 

A. Yes. 172 

Q21. Do you agree with this adjustment? 173 

A. Yes.  As discussed in my supplemental direct testimony, as part of its 174 

update filing, the Company revised its revenue requirement to reflect 175 

incentive compensation inadvertently omitted from Schedule C-2.9.  (See 176 

IAWC Exhibit 7.00SUPP, pp. 5-6.) 177 

V. RESPONSE TO AG WITNESS SMITH 178 

Q22. Please summarize Mr. Smith’s adjustment to rate base related to rate 179 

case expense. 180 

A. Mr. Smith proposes to remove the unamortized balance of an amount for 181 

the Company’s “Service Company Study” from rate base, resulting in a 182 

$353,000 reduction.  While he does not expressly identify the study, I 183 
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believe he is referring to the Commission-ordered management audit 184 

performed by NorthStar Consulting Group (“NorthStar”) in Docket 10-185 

0366, also referred to as the NorthStar audit.  Mr. Smith states that the 186 

“Service Company Study” is part of rate case/regulatory expense and the 187 

unamortized balance of the expense should not be included in rate base. 188 

Q23. Do you agree? 189 

A. No.  The NorthStar audit costs are separate and distinct from rate case 190 

expense, and, as such, have been presented separately from rate case 191 

expense in IAWC’s case.  Although I am not an attorney, I understand the 192 

audit costs to be management audit costs the recovery of which is 193 

expressly authorized under Section 8-102 of the PUA, a separate 194 

provision from that provision of the PUA related to rate case expense.  195 

Further, I understand rate case expense to be those expenses which 196 

would not be incurred but for a rate case.  The NorthStar audit was a 197 

Commission-ordered audit, the costs of which IAWC was required to bear 198 

whether or not IAWC filed a rate case.  Thus, those costs are entitled to 199 

different treatment than rate case expense.  Because the audit costs are 200 

statutorily mandated costs, it is appropriate to include the unamortized 201 

balance in rate base to allow shareholders to earn a return on those 202 

amounts. 203 

Q24. Briefly describe Mr. Smith’s current and prior rate case expense 204 

adjustment. 205 

Exhibit B



IAWC Exhibit 7.00R 
 

 
-10- 

 

incurred in the test year.)  Amortization of the total projected level of rate 229 

case expense over the expected life of the rates results in a normalized 230 

test year level of rate case expense.  Also, Mr. Smith’s testimony does not 231 

explain in any detail how his normalization approach would work, and so 232 

he establishes no basis for claiming it is superior to (or even different 233 

from) the present amortization approach.  Moreover, such a normalization 234 

approach is not consistent with Illinois ratemaking practice, as Mr. Smith 235 

himself acknowledges on page 71 of his direct testimony. Although I am 236 

not an attorney, it is my understanding that the Commission has for many 237 

years approved the recovery of rate case expense through an 238 

amortization process as the Company is proposing.    239 

Q29. Mr. Smith contends that only $392,100 of the requested $1.114 240 

million for the audit performed by NorthStar should be allowed.  241 

Please respond.  242 

A. Mr. Smith recommends disallowing approximately $722,000 of costs 243 

related to the NorthStar audit without providing a basis for his 244 

disallowance or any explanation whatsoever as to why the disallowance is 245 

appropriate.  In fact, he cites no Commission authority as the basis for his 246 

adjustment.  Although I am not an attorney, it is my understanding the 247 

Commission regularly allows recovery of costs incurred by a utility other 248 

than the costs of the independent auditor related to a PUA Section 8-102 249 

management audit.  Therefore, Mr. Smith’s adjustment should be rejected.  250 

Further, as explained in detail in my direct testimony (IAWC Exhibit 4.00, 251 
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pp. 14-16, the adopted testimony of IAWC witness Edward J. Grubb), the 252 

costs Mr. Smith proposes to disallow represent necessary costs of the 253 

audit that IAWC must incur.  Mr. Smith proposes to disallow costs that are 254 

incremental costs of, and are incurred solely as a result of, the audit.  255 

They represent reasonable, prudent and necessary expenditures to 256 

support and facilitate the performance of the NorthStar audit.  Under 257 

Section 8-102 of the PUA, they are to be “recovered as an expense 258 

through normal ratemaking procedures”. 259 

Q30. Has the Company agreed to remove incentive compensation which 260 

was included in its operating expense? 261 

A. Yes.  The Company stated in response to ICC Staff data request DLH-262 

1.22 that it inadvertently left a portion of incentive compensation out of its 263 

initial filing.  The intent of the Company was to remove all incentive 264 

compensation from the test year.   265 

Q31. Has the Company agreed to remove lobbying expense from 266 

operating expense? 267 

A. Yes.  As discussed above in response to Staff witness Mr. Ostrander, the 268 

Company believes it is appropriate to remove the expense related to 269 

lobbying time from the test year. 270 

VI. OTHER ADJUSTMENTS 271 

Q32. Are you sponsoring an exhibit that corrects the Company’s 272 

Community Relations Expense? 273 
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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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SURREBUTTAL TESTIMONY 
OF 

TYLER T. BERNSEN 
	  

	  

I. WITNESS IDENTIFICATION AND BACKGROUND 1 

Q1. Please state your name and business address. 2 

A. My name is Tyler T. Bernsen.  My business address is 727 Craig Road, 3 

St. Louis, Missouri 63141. 4 

Q2. Are you the same Tyler T. Bernsen 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 the rebuttal 10 

and revised “supplemental” rebuttal testimony of ICC Staff witness Mike 11 

Ostrander (ICC Staff Exhibits 11.0 and 16.0 (Rev.), respectively) and 12 

the rebuttal testimony of the People of the State of Illinois, through the 13 

Office of the Attorney General, (“AG”) witness Ralph C. Smith (AG 14 

Exhibit 4.0) regarding IAWC’s rate case expense and the Company’s 15 

costs related to the Commission-ordered Section 8-102 management 16 

audit in Docket No.10-0366.  17 

Q4. Are you sponsoring any exhibits with your surrebuttal testimony? 18 

A. Yes.  I am sponsoring the following exhibits:  19 

• IAWC Exhibit 7.01SR, Adjustment to Rate Case Expense; and 20 

• IAWC Exhibit 7.02SR, Adjustment to Management Audit. 21 
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other words, it may take another consultant—including the CPA 177 

identified by Mr. Ostrander—four times as long to provide the same 178 

service, and quality of service, that Mr. Warren provides.    Mr. 179 

Ostrander does not dispute this, for he does not contend all CPAs can 180 

answer a complex question regarding FIN 48 in the same amount of 181 

time, correctly, or with the same level of detail, regardless of level of 182 

skill, education or years in practice.  (Response to data requests IAWC-183 

ICC 7.16.) 184 

In addition, although, as stated above, I am not an attorney, I do 185 

not read text of PUA Section 9-229 to authorize the Commission (or its 186 

Staff) to determine the justness and reasonableness of the standard 187 

hourly rate of an attorney or technical expert.  Instead, I note that 188 

Section requires the Commission to evaluate “amount[s] expended,” 189 

220 ILCS 5/9-229, not hourly rates.  In discovery, IAWC explained the 190 

tax issues that have arisen in this proceeding include proposed rate 191 

base adjustments which potentially total several million dollars.  The 192 

total estimated fee for Mr. Warren is very reasonable in comparison. 193 

Q17. Do you have any other concerns regarding Mr. Ostrander’s 194 

adjustment to the consultant component of rate case expense? 195 

A. Yes.  Mr. Ostrander appears to have limited recovery of consultant-196 

related rate case expense incurred post the Company’s rebuttal filing 197 

only to that related to Mr. Heid and Mr. Warren’s fees.  In response to 198 

ICC Staff data request JMO-10.04 CONFIDENTIAL, the Company 199 
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explained, in addition to those consultants’ fees, the remaining 200 

estimated rebuttal consultant expense represents: 201 

the estimated total cost for IAWC to obtain additional 202 
consultant services as deemed necessary in light of issues 203 
raised by Staff and/or the intervening parties during the 204 
remainder of this proceeding. These amounts are 205 
projections based on issues identified in the pending case 206 
and the Company’s experience in prior rate cases. IAWC 207 
notes this case is still pending. Further, for example, an AG 208 
witness has, in both direct and rebuttal, reserved the “right” 209 
to continue to “explore” certain issues raised in his 210 
testimony at the hearing. Although IAWC disputes the 211 
propriety of attempting to develop new issues after 212 
conclusion of the written testimony schedule, prudent 213 
planning requires IAWC to anticipate incurring additional 214 
consultant-related expense to address such issues. IAWC 215 
also anticipates that other, late-arising issues may warrant 216 
the retention of other consultants and therefore has 217 
factored the related anticipated cost into its total remaining 218 
consultant expense estimate.      219 

Precisely what the Company anticipated in projecting consultant rate 220 

case expense has occurred.  It is my understanding that, on May 7, 221 

2012, Staff and the AG jointly filed, in ICC Docket No. 10-0366, a motion 222 

“For Entry of Evidence,” specifically asking the ALJ in that proceeding to 223 

enter into evidence in this proceeding the Audit Report prepared by 224 

NorthStar. I am advised by counsel the motion is improper and should 225 

be denied.  Nevertheless, to the extent IAWC is forced to undertake an 226 

eleventh-hour response to the NorthStar Audit in this docket, it may be 227 

necessary not only to engage a consultant to respond to proposed 228 

adjustments, but also to pay for NorthStar’s appearance at the hearing 229 

(to the extent NorthStar even can be made to appear) in order to 230 

question NorthStar regarding the audit report.  These types of late 231 
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arising issues were anticipated by IAWC and accounted for in its 232 

estimated consultant component of rate case expense.  Therefore, their 233 

recovery is appropriate. 234 

Social and Service Club Membership Dues 235 

Q18. Has Mr. Ostrander revised his prior recommended adjustment to 236 

remove social and service club membership dues from test year 237 

operating expenses? 238 

A. Yes.  Based on my rebuttal testimony (IAWC Exhibit 7.00R), Mr. 239 

Ostrander withdrew his adjustment to remove industry association dues 240 

and charitable contributions inadvertently misclassified by IAWC as 241 

social and service club dues.  Accordingly, he has reduced his initially-242 

recommended adjustment to social and service club dues.  However, he 243 

continues to recommend disallowance of Rotary Club and Chamber of 244 

Commerce dues.  For this purposes of this proceeding, IAWC accepts 245 

that adjustment. 246 

Management Audit Costs 247 

Q19. What does Mr. Ostrander testify regarding AG witness Mr. Smith’s 248 

proposal to remove the entire unamortized balance of management 249 

audit costs from rate base? 250 

A. Mr. Ostrander recognizes that Mr. Smith’s proposed adjustment is 251 

based on Mr. Smith’s (mis)belief that management audit costs are rate 252 

case expense, which is not included in rate base.  He then references 253 

my rebuttal testimony on the issue (IAWC Exhibit 7.00R, p. 8), where I 254 
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explained that the costs of the Commission-ordered management audit, 255 

the recovery of which is authorized by Section 8-102 of the PUA, are 256 

separate and distinct from rate case expense. 257 

Q20. Does Mr. Ostrander agree with the Company’s position (and 258 

accordingly, disagree with Mr. Smith’s) that the unamortized balance 259 

of management audit costs should be included in rate base? 260 

A. Yes.  Mr. Ostrander agrees it is appropriate to include the unamortized 261 

balance of the management audit costs in rate base.  He acknowledges 262 

the Commission previously has allowed such inclusion in order to 263 

provide a utility with an opportunity to recover the capital costs 264 

associated with a Section 8-102 management audit. 265 

Q21. Does Mr. Ostrander testify regarding Mr. Smith’s proposed 266 

adjustment to remove all management audit costs, except for North 267 

Star’s cost, from recoverable operating expenses? 268 

A. He disagrees with Mr. Smith’s proposal.  Mr. Ostrander again 269 

references my rebuttal testimony (IAWC Exhibit 7.00R, pp. 10-11), 270 

where I explained the incremental costs of the management audit (those 271 

beyond NorthStar’s fee) are reasonable, prudent and necessary costs to 272 

perform the management audit and that Mr. Smith provides no basis for 273 

his proposed adjustment.  Accordingly, he agrees with IAWC (with one 274 

exception addressed below) that it is appropriate to include as 275 

recoverable operating expenses the incremental costs that were solely 276 

incurred to support and facilitate the performance of the management 277 
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audit. 278 

Q22. What is the exception you refer to? 279 

A. Although Mr. Ostrander agrees with IAWC’s proposed ratemaking 280 

treatment of management audit costs and the Company’s inclusion of 281 

incremental costs of the audit in operating expenses, he nevertheless 282 

recommends disallowance of $226,000 for Service Company and IAWC 283 

labor related to the audit and corresponding adjustments to reduce the 284 

unamortized balance of management audit costs in rate base and the 285 

annual amortization of those costs.   286 

Q23. What is your understanding of the basis for that recommendation? 287 

A. Mr. Ostrander believes the cost of Service Company and IAWC labor 288 

related to the audit was not incremental and that inclusion of such costs 289 

would result in a higher than normal level of labor costs in the test year. 290 

Q24. Do you agree with Mr. Ostrander’s adjustment to remove the cost of 291 

Service Company labor related to the audit? 292 

A. No.  Mr. Ostrander gives no support for his statement that the Service 293 

Company labor related to the audit is not incremental.  Therefore his 294 

adjustment should be rejected. 295 

Q25. Can you provide additional explanation on why the Service Company 296 

audit work performed is incremental to the Service Company work 297 

normally performed for IAWC? 298 

A. Yes.  The audit labor charges are a direct result of the audit.  In the 299 
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normal course of business, a Service Company audit performed on 300 

behalf of IAWC is not a daily, monthly, or even yearly occurrence.  301 

During the Audit, Service Company personnel attended extensive 302 

interviews with the auditor and responded to extensive discovery.  303 

Those Service Company employee audit duties are not normal, 304 

everyday job duties.  They are incremental to the normal duties and 305 

were charged to IAWC accordingly.     306 

Q26. Do you agree with Mr. Ostrander’s adjustment to remove IAWC labor 307 

related to the audit? 308 

A. Yes.  The IAWC labor related to the audit would have been charged to 309 

the Company regardless of an audit, so it should be excluded from the 310 

audit costs to be recovered. 311 

IV. RESPONSE TO AG WITNESS MR. SMITH 312 

Q27.  Have you reviewed the portions of Mr. Smith’s rebuttal testimony in 313 

this proceeding related to rate case expense and the costs of the 314 

Commission-ordered management audit in Docket No. 10-0366? 315 

A. Yes, I have. 316 

Management Audit Costs 317 

Q28.  Briefly explain Mr. Smith’s rebuttal testimony related to IAWC’s 318 

management audit costs. 319 

A. Mr. Smith’s rebuttal testimony on the issue is a restatement (in parts, 320 

verbatim) of his direct testimony.  (Compare AG Exhibit 2.0, pp. 67-68, 321 
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ll. 1570-84 and pp. 77-78, ll. 1773-87 with AG Exhibit 4.0, pp. 32-34, ll. 322 

736-62 and pp. 35-36, ll. 788-805.)  He simply continues to recommend 323 

exclusion of the unamortized balance of the audit costs from rate base 324 

as well as the disallowance of all management audit costs other than 325 

NorthStar’s fee. 326 

Q29. Why does Mr. Smith continue to advocate exclusion of the 327 

unamortized balance of the management audit costs from rate base? 328 

A. He continues to believe IAWC’s Section 8-102 management audit costs 329 

are “rate case expense” which is not included in rate base.  He 330 

continues to remain confused regarding the distinction between these 331 

costs despite the explanation I provided in my rebuttal testimony (IAWC 332 

Exhibit 7.00R, p. 8) that, unlike rate case expense which is not incurred 333 

but for the filing of a rate case, the costs associated with the Section 8-334 

102 management audit are separate and distinct from the rate case and 335 

would be incurred whether or not IAWC filed a rate case (and, in fact, 336 

were incurred for an entirely separate docket).  Thus, they do not 337 

constitute rate case expense.  Rather, as recognized by Staff witness 338 

Mr. Ostrander, they are Commission-mandated costs recoverable under 339 

Section 8-102 of the PUA.   340 

Q30. Does Mr. Smith disagree with or otherwise refute that explanation? 341 

A. No, he does not even respond to it or otherwise acknowledge it. 342 

Q31. Why does Mr. Smith continue to advocate disallowance from 343 
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recoverable operating expenses of any amount other than 344 

NorthStar’s costs? 345 

A. The basis for Mr. Smith’s recommendation in this regard remains 346 

unclear.  He simply states, as he did in his direct testimony, that “the 347 

costs of the NorthStar audit charged to ratepayers should be limited to 348 

the actual amounts paid to NorthStar” and should not be “padded” with 349 

additional costs.  (AG Ex. 4.0, p. 34, ll. 759-61.)  I pointed out in my 350 

rebuttal testimony (IAWC Exhibit 7.00R, p. 10) that Mr. Smith provided 351 

no basis, including no Commission authority, for his disallowance or any 352 

explanation whatsoever as to why it is appropriate.  Mr. Smith did not 353 

use his “rebuttal” testimony as an opportunity to provide one.  Nor, in my 354 

opinion, could he.  As I explained in my rebuttal testimony (IAWC Exhibit 355 

7.00R, p. 10), it is my lay understanding that the Commission regularly 356 

allows recovery of costs incurred by a utility related to a PUA Section 8-357 

102 management audit other than the costs of the independent auditor 358 

such as the incremental costs incurred by IAWC related to the 359 

management audit. 360 

Q32.  Did Mr. Smith disagree with or otherwise refute your rebuttal 361 

testimony in this regard? 362 

A. No.  Again, he did not even respond to my testimony or otherwise 363 

reference it. 364 

Q33. Does Mr. Smith raise any additional concerns related to the 365 

management audit costs? 366 
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A. Yes.  Regarding the affiliate labor [and IAWC] costs component of the 367 

management audit costs, he states: 368 

Taking affiliate service company labor cost from a period 369 
prior to the future test year and loading them into the future 370 
test year as an amortization on top of the costs that have 371 
already been included in the future test year as 372 
budgeted/projected operating expenses, in itself, would 373 
produce more than a normal annual amount of such 374 
charges in the future test year.  375 

(AG Ex. 4.0, p. 36, ll. 808-12.) 376 

Q34. Do you have a response? 377 

A. Yes, I do.  The Service Company labor charged to the audit was not 378 

budgeted or projected for the test year.  First, the Service Company only 379 

budgets labor costs in the period in which they will be incurred.  So, if 380 

costs have already been incurred or will be incurred prior to the test 381 

year, they would not be reflected in the test year.  Second, the costs in 382 

question are incremental to the amounts that would be incurred by 383 

IAWC for normal services provided.  Since these costs are incremental, 384 

they would not be budgeted to IAWC’s test year business support 385 

services.  Further support for the inclusion of Service Company audit 386 

labor charges can be found in my response to Staff witness Mr. 387 

Ostrander. 388 

Rate Case Expense 389 

Q35. Does Mr. Smith’s “rebuttal” testimony regarding current and prior 390 

rate case expense add anything to his direct testimony on those 391 

expenses? 392 
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ILLINOIS-AMERICAN WATER COMPANY
Adjustment for Unamortized Balance of ICC Service Company Audit Cost

Period Reported: October 2012 through September 2013

Docket No. 11-_______
Section 285.2015

Schedule B-2.5
Total Company Page 1 of 1
Workpaper Reference: ______ Witness Responsible: Scott Rungren

Chicago Chicago
Line Total Metro Metro Zone 1 incl
No. Company Zone 1 Water Waste Water Pekin Lincoln Chicago Water

1 ICC Audit of Service Company Costs 352,890$     270,498$     33,243$       23,606$       18,127$       7,416$        303,741$           
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ILLINOIS-AMERICAN WATER COMPANY
ICC Service Company Audit Costs

Test Year: 12 Months Ending September 2013

Docket No. 11-____
Section 285.3015
Schedule C-2.12

Total Company Page 1 of 1
Workpaper Reference: __________ Witness Responsible: Tyler Bernsen

Line Total Chicago Metro Chicago Metro Zone 1 incl
No. Description Company Zone 1 Water Waste Water Pekin Lincoln Chicago Water

1      Service Company Audit Costs $0 -                      -$                         -$                         -$                         -$                        -$                         

2      Adjustment 222,820               170,796               20,990                 14,905                 11,445                 4,683                   191,787               

3      Adjusted Svc Co Audit Cost 222,820$            170,796$            20,990$              14,905$              11,445$              4,683$                191,787$            

4      This adjustment adds the cost of the ICC ordered Service Company Audit.  The total projected cost to be incurred by the Company for the study is $1,114,100
5      and is to be amortized over 5 years.
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Docket No. 11-0767

IAWC Exhibit 7.02SR

Page 1 of 2

Line Chicago Chicago Zone 1 and

No.  Description Amount Zone 1 Water Sewer Pekin Lincoln Chicago W

(a) (b) (c) (d) (e) (f) (g) (h) (i)

1 Company Rebuttal Unamortized Balance 1,002,691$    768,583$       94,457$         67,074$         51,505$         21,072$         863,040$       

2 Adjustment per Company (900)               (B) (690)               (85)                 (60)                 (46)                 (19)                 (775)              

3 Company Proposed Unamortized Balance 1,001,791$    767,893         94,372           67,014           51,459           21,053           862,265         

   (Line 1 + Line 2)

4 Unamortized Balance Per Staff 799,290$       (A)

5 Adjustment to Staff Balance 202,501$       155,221         19,076           13,546           10,402           4,256             174,297         

   (Line 3 - Line 4)

6 Company Rebuttal Annual Amortization 222,820$       170,796$       20,990$         14,905$         11,445$         4,683$           191,787$       

7 Adjustment per Company (200)               (B) (153)               (19)                 (13)                 (10)                 (4)                   (172)              

8 Company Proposed Annual Amortization 222,620$       170,643         20,972           14,892           11,435           4,678             191,614         

   (Line 6 + Line 7)

9 Annual Amoritzation per Staff 177,620$       (A)

10 Adjustment to Staff Amortization 45,000$         34,493           4,239             3,010             2,312             946                38,733           

   (Line 8 - Line 9)

(A) ICC Staff Exhibit 11.0, Schedule 11.3, page 1 of 2

(B) IAWC Exhibit 7.03SR, page 2 of 2

Illinois-American Water Company
Adjustment to Management Audit Cost

For the Test Year Ending September 30, 2013

Adjustment Allocation to Rate Zones

Sources:
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IAWC Exhibit 7.02SR

Page 2 of 2

Line Beginning Ending

No.  Description Balance Amortization Balance

(a) (b) (c) (d) (e)

1 IAWC Labor

2 September-12 1,000         

3 October-12 1,000         17              983            

4 November-12 983            17              967            

5 December-12 967            17              950            

6 January-13 950            17              933            

7 February-13 933            17              917            

8 March-13 917            17              900            

9 April-13 900            17              883            

10 May-13 883            17              867            

11 June-13 867            17              850            

12 July-13 850            17              833            

13 August-13 833            17              817            

14 September-13 817            17              800            

Annual Amortization 200$          

(Sum of Lines 3 through 14, Column (d))

13 Month average balance 900$          

(Sum of Lines 2 through 14, Column (d))

Illinois-American Water Company
Adjustment to Management Audit Cost

For the Test Year Ending September 30, 2013
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