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Q. Please state your name and business address. 1 

A. My name is Scott J. Rubin.  I previously filed direct and rebuttal testimony in this case. 2 

My business address and qualifications have not changed. 3 

Q. What is the purpose of this testimony on rehearing? 4 

A. I have been asked by the Office of the Attorney General (“AG”) to review the Direct 5 

Testimony on Rehearing and Exhibits of Daniel Shenck, filed on behalf of Viscofan 6 

USA, Inc. (“Viscofan”).  That testimony requests special rate consideration from the 7 

Commission and Aqua Illinois, Inc. (“Aqua” or “Company”) because of Viscofan’s 8 

alleged ability to self-supply all of its water needs. 9 

Q. Have you reviewed Mr. Shenck’s testimony? 10 

A. Yes, I have reviewed his testimony and exhibits (Viscofan Ex. 1.0-RH through 1.5-RH). 11 

Q. Do you have any reason to doubt Mr. Shenck’s representations about Viscofan’s 12 

ability to supply all of its water needs from wells and pipelines that it would 13 

construct and manage for itself? 14 

A. No, I do not doubt the veracity of Mr. Shenck’s testimony.  I am not an engineer and I 15 

have not reviewed the feasibility of the project or the costs developed by Viscofan’s 16 

engineering consultant. 17 

Q. Do you accept, for purposes of this case, that Viscofan could construct and operate 18 

the project outlined by Mr. Shenck and thereby disconnect from Aqua’s system? 19 

A. Yes. 20 
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Q. Given the information provided by Mr. Shenck, do you know if Viscofan’s parent 21 

company would permit Viscofan to expend capital on this project? 22 

A. I do not know that for certain.  I did review some summary financial information for 23 

Viscofan’s parent company, Viscofan SA (a company based in Spain).  That information, 24 

a copy of which is attached as AG Exhibit 3.01, shows that the parent company has a 25 

return on investment (“ROI”) of 18.85%.  At this rate of return, in order for Viscofan to 26 

invest capital in this project consistent with the performance of its parent company’s 27 

capital deployment, Viscofan would need to show a return of approximately $578,000 per 28 

year on the $3,067,000 investment Mr. Shenck discusses in his testimony. 29 

  Mr. Shenck’s testimony shows that this threshold would be met based on current 30 

prices for electricity and chemicals.  Specifically, Mr. Shenck’s analysis shows an annual 31 

savings of $616,000, which is about a 20% ROI.  Of course, if electricity or chemical 32 

prices increase, it would hurt Viscofan’s return on the project; but that also could lead 33 

Aqua to seek an increase in its rates.  34 

Q. Is a company’s decision to self-supply based solely on cost? 35 

A. No, in addition to cost, a company would need to evaluate the risks of having a single 36 

source of supply for water.  If its well were to be contaminated or its pipeline were to 37 

break, Viscofan would be out of water and would bear sole responsibility for fixing or 38 

replacing its supply.  In the analysis Viscofan supplied, there is no discussion or 39 

evaluation of this risk, and no price for attempting to insure against that risk (for 40 

example, by attempting to purchase business interruption insurance due to a loss of water 41 

supply).  Even if Viscofan were able to obtain such insurance, its cost might be sufficient 42 

to alter the ROI on the project so that it becomes uneconomical to pursue.  43 
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Q. Are there other ways for Viscofan to assure the reliability of its water supply? 44 

A. Yes, another way Viscofan could protect itself is by retaining Aqua as a backup supply.  45 

In order to do so, however, Viscofan would need to pay Aqua some type of standby 46 

charge that at least compensates Aqua for the facilities that stand ready, willing, and able 47 

to serve Viscofan.  If that cost were more than $38,000 per year ($616,000 projected 48 

savings minus $578,000 ROI threshold), then the project might no longer be economical.  49 

No such cost has been included in Viscofan’s analysis. 50 

Q. What do you conclude about the feasibility of Viscofan’s self-supply project? 51 

A. I conclude that it is possible for Viscofan to supply its own water needs.  The economic 52 

feasibility of doing so is a close call and depends on whether and how Viscofan will 53 

attempt to protect itself from the risk of supply disruption if it supplies its own water. 54 

Q. If Viscofan chooses to build this project, what do you recommend? 55 

A. If Viscofan chooses to go ahead with its project, I recommend that its connection with 56 

Aqua should be severed, unless Viscofan and Aqua negotiate a reasonable, cost-based 57 

standby fee.  Viscofan should not be allowed to assume that Aqua will stand ready and 58 

able to serve Viscofan’s needs on a moment’s notice unless Viscofan pays a reasonable 59 

charge for Aqua’s costs associated with constructing and maintaining those backup 60 

facilities.  It appears that if this fee were more than $38,000 per year, it might make the 61 

project uneconomical from Viscofan’s perspective.      62 
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Q. Would a fee of $38,000 per year cover the cost to provide stand-by service to 63 

Viscofan?  64 

A. No, it appears that a reasonable, cost-based standby charge would need to be more than 65 

$100,000 per year.  Specifically, from Aqua’s cost-of-service study, Table 7, the cost of 66 

providing Viscofan with facilities to serve its maximum day and peak hour demands, plus 67 

customer-related costs for metering and billing, totaled approximately $130,000 under 68 

Aqua’s proposed revenue requirement.  While those figures would be lower under the 69 

Commission’s approved revenue requirement, standby service costs for Viscofan still 70 

would be substantially greater than $38,000 per year.    71 

Q. Are there actions Aqua and the Commission could take to try to retain Viscofan as a 72 

full-requirements customer? 73 

A. Yes, it is possible for Aqua and Viscofan to negotiate a long-term contract that would 74 

enable Aqua to retain Viscofan and that would provide Viscofan with an economical, 75 

long-term source of water.  In my opinion, Aqua must take the initiative to negotiate such 76 

a contract and then bring it to the Commission for approval.  I do not believe that such a 77 

contract should be negotiated in a public proceeding or that the Commission, Attorney 78 

General, or anyone else should be a party to those negotiations.  It is Aqua’s 79 

responsibility to negotiate with its large customers, just as it is Aqua’s responsibility to 80 

negotiate its costs with its vendors and employees.  I would encourage Aqua and 81 

Viscofan to consider the feasibility of a long-term (10 years or more), take-or-pay type of 82 

contract that provides both parties with substantial certainty about the rates that would be 83 

charged over an extended period of time. 84 
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Q. Why do you think that Aqua should negotiate with Viscofan when its other 85 

customers take service at tariffed rates set by the Commission? 86 

A. It is not unusual for large customers to have special needs, whether utility service or other 87 

business relationships are involved, because the service constitutes a large cost to the 88 

customer and a large source of revenue to the seller.  In most business settings, when a 89 

seller risks losing a large customer due to price increases, the seller is motivated to work 90 

to retain the buyer as a customer.  It is reasonable to expect Aqua to work with Viscofan 91 

to address its concerns about cost.  It is not unusual for utilities to have special contracts 92 

with large customers to address their specific concerns about price, reliability, and other 93 

factors. 94 

Q. Do you have an example of such a contract? 95 

A. Yes.  I have attached as AG Exhibit 3.02 a copy of a contract entered into by Aqua’s 96 

sister company in Pennsylvania with a large customer that had a competitive water 97 

supply option.  Aqua Pennsylvania is Aqua’s largest affiliate, serving more than one 98 

million people throughout Pennsylvania.  Aqua Pennsylvania entered into a contract with 99 

a customer that is about 1/3 the size of Viscofan (12 million gallons per month as 100 

compared to Viscofan’s usage of about 30 million gallons per month) to assure that it 101 

retains the customer for an extended period of time.  In that contract, which became 102 

effective on January 1, 2012, the utility and the customer agreed to a seven-year contract 103 

with a possible seven-year extension.  The contract includes a rate indexed to an 104 

inflation-based escalator, minimum monthly purchases, and maximum peaking factors.   105 

The importance of Viscofan to Aqua Illinois is significantly greater, both in absolute and 106 

relative terms, than the significance of the large Pennsylvania customer to Aqua 107 
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Pennsylvania.   In my opinion, negotiations between Viscofan and Aqua Illinois along the 108 

lines of the negotiations in Pennsylvania could be beneficial to all parties and could help 109 

to retain Viscofan’s load on Aqua’s system. 110 

Q. Viscofan has asked the Commission to alter the rate Viscofan would pay in this case.  111 

Do you have any opinion about that request? 112 

A. Yes.  In my opinion, the Commission should not change the rate that has been determined 113 

for Viscofan.  If Viscofan wants to obtain a lower rate from Aqua, then it should enter 114 

into negotiations with Aqua that could provide both parties with long-term assurances 115 

about their relationship.  The current process requires only a four-year contract with no 116 

assurances about the amount of water that will be consumed or the revenues that Aqua 117 

would receive.  This places Aqua’s investors (and potentially other customers) at risk for 118 

having to bear substantial costs incurred to serve Viscofan.  A longer-term contract with 119 

different rate-setting methods can alleviate this problem.  But I strongly oppose 120 

Viscofan’s attempt to have the Commission simply lower the rate without providing any 121 

risk-reduction benefits for Aqua that could be provided through a long-term contract. 122 

  Indeed, under both the Company’s and my cost-of-service analyses, the rate that 123 

the Commission approved for Viscofan is substantially below the cost of serving that 124 

customer.  Lowering the rate even further below cost without lowering the risk of serving 125 

the customer is not a reasonable approach to dealing with the circumstances raised here.  126 

A lower rate should be coupled with commitments by Viscofan that provide an assured 127 

stream of revenues for a long time and thereby lower the risks of serving this very large 128 

customer. 129 
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Q. What do you recommend the Commission should do in this case? 130 

A. I recommend that the Commission not change the rates that were determined in this 131 

docket.  At the same time, the Commission should require Aqua to attempt to negotiate a 132 

long-term contract with Viscofan that would provide Viscofan with a lower and more 133 

certain rate, and that would be coupled with a more assured, less risky revenue stream for 134 

Aqua through a mechanism like a minimum-purchase, take-or-pay contract. 135 

  The Commission also should make clear that if Viscofan chooses to self-supply, 136 

Viscofan will not be allowed to retain its interconnection with Aqua unless Viscofan pays 137 

a cost-based standby charge to be determined in Aqua’s next rate case. 138 

Q. Does this conclude your direct testimony on rehearing? 139 

A. Yes, it does. 140 

 141 


