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Witness Identification 1 

Q. Please state your name and business address. 2 

A. My name is Mike Ostrander.  My business address is 527 East Capitol Avenue, 3 

Springfield, Illinois 62701. 4 

 5 

Q. By whom are you employed and in what capacity? 6 

A. I am currently employed as an Accountant in the Accounting Department of the 7 

Financial Analysis Division of the Illinois Commerce Commission (“ICC” or 8 

“Commission”). 9 

 10 

Q. Please describe your professional background and affiliations. 11 

A. I received a Bachelor of Business Administration in Accounting from the 12 

University of Notre Dame. I am a Certified Public Accountant and a Certified 13 

Internal Auditor. I joined the Commission staff (“Staff”) in March 2006. Prior to 14 

joining the Commission, I was employed for three years as a staff accountant in 15 

public accounting, seventeen years in private industry with positions ranging from 16 

accounting manager to corporate officer encompassing all areas of accounting 17 

and internal auditing, and three years as controller of a law firm and software 18 

company.  19 

 20 

Q. Have you previously testified before any regulatory bodies?   21 

A. Yes.  I have testified on several occasions before the Commission. 22 

 23 
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Purpose of Testimony 24 

Q. What is the purpose of your testimony in this proceeding? 25 

A.  Corix Utilities (Illinois) LLC (“Corix” or “CUI”), Hydro Star, LLC (“Hydro Star” or 26 

“HS”), Utilities, Inc. (“UI”), and UI’s 23 Illinois Operating Subsidiaries (“UI Illinois 27 

Operating Subsidiaries”) (collectively “Joint Applicants”) filed an application 28 

seeking Commission approval for a reorganization pursuant to Sections 7-204 29 

and 7-204A of the Illinois Public Utilities Act (the “Act”).  The Joint Applicants 30 

seek approval of the acquisition of Hydro Star by Corix.1  My testimony 31 

addresses whether the Joint Applicants satisfy the conditions of Sections 7-32 

204(b)(2) and 7-204(b)(3) of the Act to obtain approval of the proposed 33 

reorganization.  I also provide a recommendation to the Commission regarding 34 

its ruling on Section 7-204(c) of the Act. 35 

 36 

Compliance with Sections 7-204(b)(2) and 7-204(b)(3) 37 

Q. Describe Section 7-204(b)(2). 38 

A. Section 7-204(b)(2) requires that, before approving a proposed reorganization, 39 

the Commission find that the proposed reorganization will not result in the 40 

unjustified subsidization of non-utility activities by the utility or its customers. 41 

42 

                                            
1
 Direct Testimony of Steven M. Lubertozzi, p. 4. 
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Q. How do the Joint Applicants address the standard in Section 7-204(b)(2) in 43 

their testimony? 44 

A. On page 9 of the Direct Testimony of Steven M. Lubertozzi, Joint Applicants’ 45 

witness Lubertozzi states that the change in ownership of UI Illinois Operating 46 

Subsidiaries will not result in subsidization of non-utility activities by utility 47 

operations.2  Mr. Lubertozzi asserts that UI’s cost allocation processes will not 48 

change due to the reorganization.3  He further asserts that the cost allocation 49 

processes will continue to comply with all Commission regulations, including 50 

those applicable to affiliate transactions, which will result in no subsidization of 51 

non-utility activities by utility operations.4 52 

 53 

Q. Has UI, subsequent to the filing of direct testimony, started a project to 54 

revise its cost allocation processing regarding allocation of wages from 55 

Water Service Corp (“WSC”)? 56 

A. Yes. In their response to Staff Data Request JMO 1.02, the Joint Applicants 57 

indicate that UI has started a project to revise its cost allocation processing 58 

regarding the direct assignment and allocation of wages from WSC to comply 59 

with the Affiliate Agreement approved in Docket Nos. 94-0157 and 08-0335.5  In 60 

their rebuttal testimony, the Joint Applicants should provide an update on the 61 

current status of the project, the planned completion date, and the date by which 62 

the revised cost allocation methodology will be implemented.   63 

                                            
2
  Direct Testimony of Steven M. Lubertozzi, p. 9. 

3
  Id. 

4
  Id. 

5
  Joint Applicants Response to Staff Data Request JMO 1.02. 
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Q. Describe Section 7-204(b)(3). 64 

A. Section 7-204(b)(3) requires that, before approving a proposed reorganization, 65 

the Commission find that costs and facilities are fairly and reasonably allocated 66 

between utility and non-utility activities in such a manner that the Commission 67 

may identify those costs and facilities which are properly included by the utility for 68 

rate making purposes. 69 

 70 

Q. How do the Joint Applicants address the standard in Section 7-204(b)(3) in 71 

their testimony? 72 

A. On page 10 of the Direct Testimony of Steven M. Lubertozzi, Joint Applicants’ 73 

witness Lubertozzi states, similar to his response to Section 7-204(b)(2) above, 74 

that UI’s cost allocation processes will continue to comply with Commission rules 75 

such that costs and facilities are fairly and reasonably allocated between utility 76 

and non-utility activities.6  This will be done, he asserts, in such a manner that 77 

the Commission can identify those costs and facilities which are properly 78 

included by the utility for rate making purposes.7 79 

 80 

Q. By what means can the Commission be assured that the Joint Applicants 81 

will have complied with Sections 7-204(b)(2) and 7-204(b)(3)? 82 

A. In approving a proposed reorganization, Section 7-204(f) authorizes the 83 

Commission to impose such terms, conditions, or requirements as, in its 84 

                                            
6
  Direct Testimony of Steven M. Lubertozzi, p. 10. 

7
  Id. 
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judgment, are necessary to protect the interests of the public utility and its 85 

customers.  To assure the Joint Applicants have complied with Sections 7-86 

204(b)(2) and 7-204(b)(3), I recommend the following conditions: 87 

1) Commission Staff be granted access to all books, accounts, records and 88 

personnel of Utilities, Inc. and all of its utility and non-utility affiliated sister 89 

and subsidiary companies, as well as to independent auditor’s working 90 

papers, to the extent permitted by the rules and policies of the 91 

independent auditor; and 92 

2) Utilities, Inc. and all of its utility and non-utility affiliated sister and 93 

subsidiary companies conduct annual internal audits to test compliance 94 

with Sections 7-204(b)(2) and 7-204(b)(3).  The internal audit report 95 

documenting findings, conclusions and recommendations will be 96 

submitted to the Manager of Accounting of the Commission by March 31st 97 

each year and associated working papers will be available to Commission 98 

Staff for review.  The first internal audit after the completion of the project 99 

to revise the cost allocation processing regarding allocation of wages from 100 

WSC should specifically address whether the revised process brings the 101 

allocation into compliance with the Affiliate Agreement approved in Docket 102 

Nos. 94-0157 and 08-0335. 103 

104 
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 105 

Finding Regarding Section 7-204(c) 106 

Q. Describe the ruling the Commission must make to comply with Section 7-107 

204(c).   108 

A. Section 7-204(c) provides that the Commission shall not approve a 109 

reorganization without ruling on: 1) the allocation of any savings resulting from 110 

the proposed reorganization; and 2) whether the companies should be allowed to 111 

recover any costs incurred in accomplishing the proposed reorganization and, if 112 

so, the amount of costs eligible for recovery and how the costs will be allocated. 113 

 114 

Q. How do the Joint Applicants propose to allocate any savings resulting from 115 

the proposed reorganization? 116 

A. On page 14 of the Direct Testimony of Steven M. Lubertozzi Joint Applicants’ 117 

witness Lubertozzi states that there are no savings projected by the Joint 118 

Applicants as a result of the proposed reorganization.8  He further states that if 119 

any transaction savings do occur, such savings will be passed on to customers in 120 

future rate proceedings.9 121 

 122 

Q. Do the Joint Applicants project that any incremental costs will be incurred 123 

by the UI Illinois Operating Subsidiaries as a result of the proposed 124 

reorganization? 125 

                                            
8
  Id. at 14. 

9
  Id. 
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A. No.  On page 14 of the Direct Testimony of Steven M. Lubertozzi Joint 126 

Applicants’ witness Lubertozzi states that the Joint Applicants will not seek 127 

recovery of any transaction costs for ratemaking purposes.10 128 

 129 

Other Comments 130 

Q. Do you have any other comments regarding the Joint Applicants’ request 131 

for approval of the acquisition of Hydro Star by Corix?   132 

A. Yes.  Accounting for an acquisition usually results in an acquisition adjustment or 133 

Goodwill, which is the difference between the purchase price and the value of the 134 

net assets purchased reduced by transaction costs.  On page 5 of the Direct 135 

Testimony of Steven M. Lubertozzi Joint Applicants’ witness Lubertozzi confirms 136 

that the accounting for the acquisition will occur entirely above the holding 137 

company level, with no impact on UI or any Illinois Subsidiary.11  138 

 139 

Q. How does the Goodwill created by the acquisition of Hydro Star by Corix 140 

impact the rates of Illinois ratepayers? 141 

A. In their response to Staff Data Request JMO 3.05, the Joint Applicants state that 142 

if any Goodwill is created by the acquisition of Hydro Star by Corix, it will have no 143 

impact on the rates of Illinois ratepayers.12    144 

 145 

                                            
10

  Id. 
11

  Id. at 5. 
12

  Joint Applicants Response to Staff Data Request JMO 3.05. 
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Recommendations 146 

Q. What recommendations do you have for the Commission? 147 

A. I recommend that the Commission find that the Joint Applicants have satisfied 148 

the conditions of Sections 7-204(b)(2) and 7-204(b)(3).    149 

 150 

 I also recommend that to assure the Joint Applicants have complied with the 151 

conditions of Sections 7-204(b)(2) and 7-204(b)(3), the Commission order that 152 

the Joint Applicants be subject to the following requirements: 153 

1) Commission Staff be granted access to all books, accounts, records and 154 

personnel of Utilities, Inc. and all of its utility and non-utility affiliated sister 155 

and subsidiary companies, as well as to independent auditor’s working 156 

papers, to the extent permitted by the rules and policies of the 157 

independent auditor; and 158 

2) Utilities, Inc. and all its utility and non-utility affiliated sister and subsidiary 159 

companies conduct annual internal audits to test compliance with Sections 160 

7-204(b)(2) and 7-204(b)(3).  The internal audit report documenting 161 

findings, conclusions and recommendations will be submitted to the 162 

Manager of Accounting of the Commission by March 31st each year and 163 

associated working papers will be available to Commission Staff for 164 

review.  The first internal audit after the completion of the project to revise 165 

the cost allocation processing regarding allocation of wages from WSC 166 

should specifically address whether the revised process brings the 167 



Docket No. 12-0279 
ICC Staff Exhibit 2.0 
 

 

 9 

allocation into compliance with the Affiliate Agreement approved in Docket 168 

Nos. 94-0157 and 08-0335. 169 

 170 

 In regards to Commission compliance with Section 7-204(c), I recommend that 171 

the Commission rule that: 172 

1)  The allocation of any savings resulting from the proposed reorganization 173 

would flow through to the costs associated with the UI Illinois Operating 174 

Subsidiaries operations for consideration in setting rates by the 175 

Commission; and 176 

2)  The Joint Applicants will not be allowed to recover any costs incurred in 177 

accomplishing the proposed reorganization in future rate proceedings. 178 

 179 

 In addition, I recommend that the Commission find that if any Goodwill is created 180 

by the acquisition of Hydro Star by Corix, the Goodwill will have no impact on the 181 

rates of Illinois ratepayers.    182 

 183 

Conclusion 184 

Q. Does this question end your direct testimony? 185 

A. Yes. 186 
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JMO 1.02 The prefiled direct testimony of Steven M. Lubertozzi, page 9, states that 

UI foresees no changes to UI’s cost allocation processes once the 
proposed reorganization is consummated.  It is Staff’s understanding that 
UI has started a project to revise its cost allocation processing regarding 
the direct assignment and allocation of wages from Water Service Corp to 
be in compliance with the Affiliate Agreement approved in Docket Nos. 94-
0157 and 08-0335.   

 
 Has UI begun such a project?  If so, please provide the following:  
 

a) Current status of the project;  

b) Planned completion date of the project; and  

c) Proposed effective date for the revised allocation methodology 
to be in place.  

 

Response: a) The Company conducted several internal meetings and had an 
initial meeting with Whitelight at which time it was determined that the 
project was feasible and that Whitelight had the resources available to 
begin work immediately.  Whitelight is preparing a written proposal for our 
review and approval.  Whitelight is an external technology consulting firm. 

 
 

b) The Company plans to have the project complete by the end of the 
year, but will know more once it receives the written proposal. 
 
c) The Company plans to have the project complete by the end of the 
year, but will know more once it receives the written proposal. 

 

 

Prepared by: Steven M. Lubertozzi 

  (847) 897-6510 
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JMO 3.05 Does UI agree that any Goodwill created by the acquisition of UI by Corix should not 

impact the rates of Illinois ratepayers? 

Response: UI agrees that any goodwill created by the acquisition of UI by Corix will not impact the 

rates of Illinois ratepayers. 

 

 

Prepared by: Steven Lubertozzi 
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