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I. WITNESS INTRODUCTION 1 

Q. Please state your name. 2 

A. Rich Kerckhove. 3 

Q. Please state your business address. 4 

A. 727 Craig Road, Saint Louis, Missouri 63141. 5 

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

A. I am employed by American Water Works Service Company (“Service 7 

Company”) as Manager, Rates and Regulation.  The Service Company is a 8 

subsidiary of American Water Works Company, Inc. (“American Water”) that 9 

provides shared services to American Water’s water utility subsidiaries, including 10 

Illinois-American Water Company (“Illinois-American,” “IAWC” or “Company”). 11 

Q. Please summarize your higher education and employment experience. 12 

A. I earned a Bachelor of Business Administration degree from the University of 13 

Iowa, majoring in Accounting and Insurance.  In addition, I earned a Master of 14 

Business Administration degree from the University of Minnesota’s Carlson 15 

School of Management, with concentrations in Management Information Systems 16 

and Finance.  I am a Registered Certified Public Accountant in the State of 17 

Illinois and I am a member of the American Institute of Certified Public 18 

Accountants.  My prior financial experience includes five years as a staff 19 

accountant in public accounting and five years in accounting and computer 20 

operations for community banks.  Subsequent to my public accounting and 21 
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banking experience, I joined the Staff of the Illinois Commerce Commission 22 

(“ICC” or “Commission”), where I attained the position of Senior Analyst during 23 

my eight years at the Commission.  After obtaining my MBA, I served as a Senior 24 

Financial Analyst for defense contractors United Defense LLP (now BAE 25 

Systems Inc.) and Alliant Techsystems, Inc.  Prior to joining American Water, I 26 

was employed as a Financial Consultant for Xcel Energy Inc., and was 27 

responsible for compilation of the annual budget and monthly forecasts for the 28 

$3.8 billion Public Service Company, its Colorado subsidiary.  My present duties 29 

with the Service Company consist primarily of preparing rate-related filings for 30 

Illinois-American.  31 

Q. Please summarize your professional experience specifically as it relates to 32 

utility rate case expenses. 33 

A. During the course of my employment with the Commission and American Water, 34 

I testified in or have been otherwise involved in the preparation and prosecution 35 

of approximately 11 rate cases.  Based on that experience, I am familiar with the 36 

legal and consultant support necessary to prepare and litigate a rate case filing.  37 

Also, based on that experience, I am able to identify potentially complex or 38 

contentious issues in a rate case which may result in extended litigation relative 39 

to other issues.  Further, in the course of my rate case experience, I have worked 40 

closely with both internal and outside counsel and other consultants in preparing 41 

and responding to data requests, developing witness testimony, preparing 42 

exhibits, preparing for hearings and developing hearing and briefing strategies.  I 43 

also have reviewed the rate case expenses of outside counsel and consultants, 44 
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both during my employment on the Commission’s Staff and for utilities.  45 

Regarding Illinois-American in particular, I am familiar with how much the 46 

Company budgeted for rate case expense in this case as well as in recent, prior 47 

rate cases and other proceedings before the Commission in which Illinois-48 

American is involved.  As such, I am familiar with the rates charged by counsel 49 

and consultants, the level and scope of work anticipated and resultant budgeted 50 

level of expense.  51 

Q. Please summarize your responsibilities as Manager, Rates and Regulation. 52 

A. My responsibilities as Manager, Rates and Regulation, involve providing the 53 

following services to American’s water utility subsidiaries in the Central Division, 54 

including Illinois-American: 55 

1) Preparing and presenting all rate change applications and supporting 56 

documents and exhibits as prescribed by management policies, guidelines 57 

and regulatory commission requirements;   58 

2) Preparing rate analyses and studies to evaluate the effect of proposed 59 

rates on the revenues, rate of return and tariff structures;  60 

3) Executing the implementation of rate orders, including development of the 61 

revised tariff pricing necessary to produce the proposed revenue level;  62 

4) Overseeing the preparation of revenue and capital requirements analyses; 63 

and 64 

5) Providing support for financial analyses of proposed acquisitions and 65 

expansion of service territory, including preparation of applicable 66 

regulatory commission filings. 67 
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Q. Have you testified before any regulatory agencies with respect to 68 

regulatory matters? 69 

A. Yes.  I have testified several times before the Illinois Commerce Commission. 70 

 II. PROCEDURAL BACKGROUND 71 

Q. Please describe the procedural background of this remand proceeding. 72 

A. On April 13, 2010, the Commission issued a Final Order (“Order”) in this docket.  73 

The Order found: 74 

Regarding other rate case expenses, including legal expenses, the 75 
Commission agrees with the conclusion of Staff, which entered into 76 
evidence numerous data request responses it reviewed in its 77 
assessment of fees to attorneys and technical experts, that the 78 
Company‘s rate case expenses are just and reasonable within the 79 
meaning of Section 9-229 of the Act, 220 ILCS 5/9-229.  The record 80 
shows that the services were reasonably necessary in the 81 
preparation and presentation of the case, and that the Company 82 
undertook reasonable measures to control the costs. Thus, while 83 
lowering rate case expenses is a desirable goal, the record 84 
supports the inclusion, rather than disallowance, of the expenses 85 
proposed by IAWC. 86 

Order, p. 80.  The Attorney General appealed that finding on the basis it did not 87 

comply with Section 9-229 of the Public Utilities Act.  That section provides, in its 88 

entirety: 89 

 Consideration of attorney and expert compensation as an expense.  90 
The Commission shall specifically assess the justness and 91 
reasonableness of any amount expended by a public utility to 92 
compensate attorneys or technical experts to prepare and litigate a 93 
general rate case filing.  This issue shall be expressly addressed in 94 
the Commission's final order.  95 

 220 ILCS 5/9-229.  Although I am not an attorney, I understand the appellate 96 

court’s decision was to “remand the order to the Commission for additional 97 

findings on the issue of legal and expert fees as required under section 9-229 of 98 
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the Public Utilities Act.”  People ex rel. Lisa Madigan v. Ill. Commerce Comm’n, 99 

2011 IL App (1st) 101776, ¶ 50 (1st Dist. Dec. 9, 2011) (“Madigan”). 100 

Q. Did the appellate court find that any of the attorney and expert fees 101 

requested by Illinois-American for recovery as part of rate case expense 102 

were not “just and reasonable”? 103 

A. No.  The appellate court expressly stated, “we make no finding as to the amount 104 

of attorney and expert fees requested . . . .”  Madigan, ¶ 51. 105 

Q. What was the appellate court’s stated concern, then? 106 

A. The appellate court’s decision states “the Commission’s order lacks any 107 

discussion of the justness and reasonableness of IAWC's requested [rate case 108 

expense] costs.”  Madigan, ¶ 49.  The decision further states, “[u]nder our 109 

interpretation of section 9-229, the Commission’s conclusion lacked sufficient 110 

detail to comply with the statute.”  Id. ¶ 50.  As I previously stated, I am not an 111 

attorney.  However, based on that language, it is my understanding that the 112 

appellate court’s concern was that the Commission did not explain in detail the 113 

basis for its finding approving IAWC’s rate case expense.  In particular, I 114 

understand the court to have been concerned that there was a lack of 115 

documented support for that finding.  For example, the decision states, “[t]he 116 

documents submitted by IAWC to support its requested legal fees did not detail 117 

what tasks were performed by which attorney.”  Id. ¶ 48.  The decision also 118 

states, regarding the data request responses Staff reviewed in its assessment of 119 

legal and expert fees, “the Commission does not describe what these data 120 

request responses stated.”  Id. ¶ 49.   121 
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Q. Did the appellate court offer guidance on how the Commission might 122 

address this concern? 123 

A. Yes.  Although, as stated, the appellate court made “no finding as to the amount 124 

of attorney and expert fees requested,” the decision “point[s] the Commission to 125 

other cases involving an award of attorney fees, in which the party seeking 126 

attorney fees must specify (1) the services performed, (2) by whom they were 127 

performed, (3) the time expended, and (4) the hourly rate charged,” as “guidance 128 

to the Commission” in complying with Section 9-229.  Madigan, ¶¶ 51, 52. 129 

Q. Are you aware of the rulemaking proceeding presently pending before the 130 

Commission regarding Section 9-229? 131 

A.  Yes.  It is my understanding that Docket 11-0711 is presently pending before the 132 

Commission for the purpose of developing rules regarding what evidence is 133 

needed to establish attorney and expert witness fees to ensure compliance with 134 

Section 9-229.  That rulemaking was not pending at the time Illinois-American 135 

filed its application in this docket nor at the time the Commission issued the 136 

Order.  At the time of filing this testimony, Docket 11-0711 remains pending and 137 

it is unknown when it will be completed and when such rules will be approved 138 

and become effective.  Accordingly, for purposes of this remand proceeding, my 139 

testimony focuses on the appellate court’s mandate.   140 

III. PURPOSE OF TESTIMONY 141 

Q. What is the purpose of your testimony on remand? 142 

A. As stated, the appellate court “remand[ed] the order to the Commission for 143 

additional findings on the issue of legal and expert fees.”  Madigan, ¶ 50.  The 144 
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purpose of my testimony on remand is to provide the Commission with additional 145 

information and documentation regarding the legal and expert fees incurred by 146 

Illinois-American in this proceeding, so that the Commission may make those 147 

“additional findings.”  Specifically, my testimony discusses for each legal and 148 

expert expense amount included on Illinois-American’s Schedule C-10 (First 149 

Revised) the four factors which the appellate court suggested as “guidance” and 150 

explains why, in the context of those factors, the Company’s originally-approved 151 

level of each expense is reasonable.  (Although I am not an attorney, I note this 152 

is not a concession those four factors must, as a legal matter, apply to rate case 153 

legal fees and expenses, or the other expense components of rate case 154 

expense.)  In so doing, I reference supporting documentation either in the 155 

underlying evidentiary record or which was provided in discovery in the 156 

underlying proceeding, but not entered into evidence.  The latter documentation 157 

is attached as exhibits to my testimony.  Taken together, my testimony and the 158 

supporting documentation provide the Commission the additional information it 159 

needs to comply with the appellate court’s mandate and to enable it to make 160 

"additional findings” regarding the level of legal and expert fees it approved for 161 

recovery in this proceeding. 162 

Q. What is your conclusion? 163 

A.  I conclude my testimony and exhibits provide the Commission the additional 164 

information it needs to comply with the appellate court’s mandate and to make 165 

“additional findings” supporting the projected level of rate case expense it 166 

approved in the Order.  I also note that my testimony and the supporting 167 
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documentation are similar to the information on legal and expert fees that Illinois-168 

American provided the Commission in its most recent rate case, Docket 11-0767.  169 

The information provided in that case permitted the Commission to make detailed 170 

findings related to recovery of those expenses compliant with Section 9-229.  171 

Therefore, I believe the Commission could issue findings here similar to those in 172 

its Docket 11-0767 September 19, 2012 Final Order. 173 

Q. What exhibits are you providing with your testimony? 174 

A. I am providing the following exhibits:1 175 

• IAWC Ex. 1.01-RM – Schedule C-10 (First Revised) 176 

• IAWC Ex. 1.02-RM – Schedule C-10.1 177 

• IAWC Ex. 1.03-RM – Legal Fees and Expenses Support 178 

• IAWC Ex. 1.04-RM – Revenue Requirement Support 179 

• IAWC Ex. 1.05-RM – CPA Review Support 180 

• IAWC Ex. 1.06-RM – Rate of Return Consultant Support 181 

• IAWC Ex. 1.07-RM – Demand Study Support 182 

• IAWC Ex. 1.08-RM – Cost of Service Study Support 183 

• IAWC Ex. 1.09-RM – Service Company Study Support  184 

                                            
1 Some of this information contains Illinois-American’s legal counsel’s and expert consultants’ 
commercially sensitive information and, as such, has been designated as confidential and proprietary 
where appropriate.  In addition, certain of the legal fees and expenses support documentation contains 
information reflecting privileged communications between the Company and its counsel.  Accordingly, 
that information has been redacted to preserve the privileged nature of such communications. 
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IV. DOCKET 09-0319 LEGAL AND EXPERT FEES AND EXPENSES 185 

Generally 186 

Q. What was Illinois-American’s projected level of rate case expense in this 187 

docket? 188 

A. Schedule C-10 (First Revised) (attached as IAWC Exhibit 1.01-RM) shows 189 

Illinois-American’s projected total cost of $2,339,496 to prepare and litigate the 190 

rate case filing, broken down by each component of the expense (outside 191 

consultant, witness, legal).  That projected cost includes legal fees and 192 

expenses, internal preparation expenses, the expense associated with an 193 

independent audit of the test year projections, the expense for certain 194 

consultants whose testimony and other rate case work was necessary to support 195 

the filing, and the cost of several studies requisite to the filing.  Rate case costs 196 

that are typically incurred in each rate case filed by the Company (such as legal 197 

fees and expenses) are amortized over 2 years, the amount of time the proposed 198 

rates are expected to be in effect.  The costs of certain studies (such as a 199 

depreciation study) are amortized over 5 years, which reflects that those studies 200 

are not expected to be presented in the Company’s next rate case filing.  Also 201 

included in the projected rate case expense amount was the unamortized 202 

amount of rate case expense from Illinois-American’s prior rate case, Docket 07-203 

0507, to be included in the test year.  Schedule C-10.1 (attached as IAWC 204 

Exhibit 1.02-RM) shows a comparison between the rate case expense incurred in 205 

that docket and the projected expense in the instant one, broken down by each 206 

component of the expense (outside consultant, witness, legal). 207 
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Q. Are the legal and expert fees and expenses included in rate case expense, 208 

as set forth on Schedule C-10 (First Revised) reasonable? 209 

A. Yes.  I will address each legal and expert expense component identified on 210 

Schedule C-10 (First Revised) individually below.  As a general matter, however, 211 

in planning and budgeting for the preparation and litigation of this rate case, 212 

Illinois-American sought to incur only prudent and reasonable rate case 213 

expenses.  In so doing, Illinois-American considered: (1) selecting outside 214 

counsel and expert consultants with extensive experience both in Illinois rate 215 

cases and related proceedings, generally, and in Illinois-American and other 216 

American Water subsidiary proceedings, specifically; (2) the appropriate scope of 217 

work, hours to be expended and resulting costs for outside counsel and expert 218 

consultants; (3) considering matters reasonably expected to be involved the rate 219 

case and their complexity; (4) considering hourly rates that are just and 220 

reasonable in light of the market rates for experienced counsel and expert 221 

consultants; (5) ensuring cost effective use of Service Company personnel to 222 

provide rate case support services where necessary; (6) considering the 223 

extensive work involved in prosecuting a rate case both before and after filing, 224 

including the discovery process, preparation of the direct, rebuttal and surrebuttal 225 

testimonies, review and analysis of Staff and intervenor direct and rebuttal 226 

testimonies, preparation for and attendance at the evidentiary hearing, post-227 

hearing briefing, analyses of Staff and intervenor briefing, preparation for and 228 

participation at oral argument, analysis of and compliance with the Commission’s 229 

final order, and preparation of any requisite compliance filings. (Illinois-230 
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American’s projected Docket 09-0319 rate case expense does not include any 231 

estimated amount related to the rehearing and appeals processes for this docket, 232 

even though those are appropriate and common processes.)  Further, as 233 

discussed in more detail below, Illinois-American negotiated “not-to-exceed” 234 

agreements with its outside legal counsel and other expert consultants to ensure 235 

their bills would not exceed the estimated amounts budgeted for their work.  Also, 236 

as is done for all invoices submitted to it by its outside legal counsel and 237 

consultants, Illinois-American reviewed the invoices submitted to it for this rate 238 

case by its outside legal counsel and consultants to ensure that they contain 239 

adequate descriptions of the work performed and no unreasonable amounts of 240 

time have been billed for particular tasks.  As a result of these considerations and 241 

processes, the Company’s projected total level of rate case expense reflects 242 

prudent, just and reasonable projections for the cost of the work of outside legal 243 

counsel and expert consultants on the preparation and litigation of this rate case. 244 

Legal Fees and Expenses 245 

Q. What was the projected level of legal fees and expenses? 246 

A. The total estimated level of legal fees and expenses was $930,000. 247 

Q. What legal services were performed? 248 

A. The legal services performed included all legal services required to prepare and 249 

prosecute a rate case.  The services included, but were not limited to, strategic 250 

guidance on the approach to the rate case filing; assistance in the preparation of 251 

direct testimony and schedules in preparation for filing and review of the same; 252 

review of discovery responses; drafting discovery to intervening parties; motions 253 
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practice; assistance in the preparation of responsive rebuttal and surrebuttal 254 

testimonies and review of the same; review and analysis of Staff and intervenor 255 

direct and rebuttal testimonies; preparation for and attendance at status hearings 256 

and the evidentiary hearing; preparation of post-hearing briefing; and preparation 257 

for and attendance at oral argument.  For the period from pre-filing through the 258 

Company’s rebuttal testimony, the services that were performed by each outside 259 

attorney on each day are shown on the invoices included in IAWC Exhibit 1.03-260 

RM.  The services performed also are reflected throughout the docket of this 261 

proceeding—namely the testimony, motions and briefs filed in the case and the 262 

transcripts of hearings and oral argument reflecting counsel’s participation in 263 

status hearings, the evidentiary hearing and oral argument.   264 

Q. Who performed the legal services? 265 

A. Attorneys from the law firms of Jones Day and Boyd J. Springer, LLC performed 266 

the legal services.  The specific individuals performing the services are identified 267 

in the invoices included in IAWC Exhibit 1.03-RM and on the Commission’s 268 

service list for the case.  These attorneys are accomplished and experienced 269 

regulatory attorneys who have represented the Company in previous rate cases 270 

and other dockets before the Commission, and for whose services the 271 

Commission previously has approved recovery of the associated expense.  272 

These counsel also have extensive experience in representing other Illinois 273 

utilities before the Commission, including, between them, participation in dozens 274 

of Illinois rate cases. 275 

Q. What was the time expended in providing the legal services? 276 
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A. The time expended for services through September 2009 is shown on the 277 

invoices in IAWC Exhibit 1.03-RM.  I would note that the issues presented in this 278 

case were complex and the case featured three separate Commission-ordered 279 

studies (a demand study, a cost of service study, and Service Company cost 280 

study, which also included a self-provision study and a Belleville Lab study).  As 281 

such, the proceeding warranted extensive legal services and associated time.   282 

Q. What was the hourly rate for the services? 283 

A. Each attorney’s hourly rate also is shown on the invoices included IAWC Exhibit 284 

1.03-RM.  Their hourly rates are commensurate with those of regulatory 285 

attorneys with similar levels of experience and with the market rates of attorneys 286 

in the Midwest region, generally.  See IAWC Ex. 11.01, Schedules 4, 4.1, 4.3 and 287 

4.4.   Importantly, however, both Jones Day and Mr. Springer agreed to “not-to-288 

exceed” fee arrangements for prosecution of the case through the final order.  289 

See IAWC Ex. 1.03-RM (AG 1.17, AG 1.17-R1). Those “not-to-exceed” 290 

arrangements ensured that the projected level of rate case legal fees was 291 

accurate and gave IAWC a level of certainty in the amount it would actually 292 

expend for legal services.   293 

Q. Based on your experience, do you believe the projected level of legal fees 294 

and expenses was reasonable? 295 

A. Yes.  With respect to legal fees and expenses, the $930,000 projected level of 296 

expense for this case is reasonable because it reflects the requisite attorney 297 

hours necessary to prepare for and prosecute the rate case as estimated by the 298 

Company’s legal counsel, which in turn reflects that counsel’s past experience in 299 
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representing Illinois-American in rate case proceedings, including the Company’s 300 

prior rate case, Docket 07-0507.  Further, as explained, the projection is based 301 

on “not-to-exceed” agreements between Illinois-American and its outside 302 

counsel, which were intended to ensure that the level of legal costs as estimated 303 

by outside counsel is reliable and that the amounts actually incurred for legal 304 

services through the issuance of the final order are consistent with the projection.  305 

Notably, the amount shown for Legal Fees and Expense on Schedule C-10.1 306 

(IAWC Ex. 1.02-RM) represents a 7% reduction from the amount actually 307 

incurred in Docket 07-0507.  The projected legal expenses also are reasonable 308 

because, as shown by the invoices and data request responses contained in 309 

IAWC Exhibit 1.03-RM, the actual rate case invoices for legal work performed 310 

through September 2009, when the Company filed its rebuttal testimony in this 311 

docket, show an amount expended of approximately $542,000.  Thus, even 312 

before the work was performed on surrebuttal, preparation for and attendance at 313 

hearing and oral argument, and post-hearing briefing, Illinois-American had 314 

already incurred nearly 60% of its projected rate case legal expense amount.  315 

IAWC Exhibit 1.03-RM contains additional data request responses which further 316 

support the reasonableness of this expense.  Moreover, in addition to the docket 317 

filings noted above—testimony, motions and briefs, and the transcripts of 318 

hearings and oral argument—further documentary support for the 319 

reasonableness of the expense can be found in the testimony of IAWC witnesses 320 

Mr. Edward Grubb and Mr. Tyler Bernsen (IAWC Exs. 5.00R2, pp. 2-3; 7.00R2, 321 

pp. 3-5; 7.00SR, pp. 3-5).   322 
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Revenue Requirement 323 

Q. What does the expense identified as “Revenue Requirement” on Schedules 324 

C-10 (First Revised) and C-10.1 represent? 325 

A. The level of expense identified as “Revenue Requirement” on Schedules C-10 326 

(First Revised) and C-10.1 represents the incremental cost of the Service 327 

Company and temporary personnel to prepare the rate case filing and respond to 328 

data requests. 329 

Q. Does this expense represent time spent by attorneys or technical experts 330 

to prepare and litigate the rate case filing under Section 9-229? 331 

A. No.  Although I am not an attorney, I do not believe the expense incurred in this 332 

proceeding represents attorney or technical expert time under Section 9-229 and, 333 

as such, is outside the purview of the appellate court’s mandate.  However, for 334 

the sake of completeness, I address this rate case expense component. 335 

Q. What was the projected level of Revenue Requirement expense? 336 

A. The total estimated level of the Revenue Requirement expense was $329,494. 337 

Q. What services were provided related to the Revenue Requirement 338 

expense? 339 

A. As stated and as indicated in the data request responses included in IAWC Ex. 340 

1.04-RM, this projected expense represents Service Company and temporary 341 

personnel time spent preparing the revenue requirement and testimonies, 342 

responding to data requests, participating in hearings, providing analyses during 343 

the case, and preparing the final tariffs.   344 

Q. Who provided the services? 345 
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A. As stated, Service Company personnel and temporary employees provided the 346 

services. 347 

Q. What was the time expended and at what hourly rates? 348 

A. The projected level of Revenue Requirement expense was determined by 349 

estimating the number of hours expected to be expended by Service Company 350 

personnel and multiplying the hours by the respective employee rate, including 351 

overheads.  The data request responses included in IAWC Exhibit 1.04-RM (AG 352 

1.17, AG 1.17-R1) reflect the actual hours worked by various Service Company 353 

employees and temporary personnel, at their respective hourly rates, related to 354 

the filing. 355 

Q. Based on your experience, do you believe the projected level of Revenue 356 

Requirement expense was reasonable? 357 

A. Yes.  As noted in the data request responses included in IAWC Exhibit 1.04-RM 358 

(LHW 5.01), the Revenue Requirement expense estimate represents a 34% 359 

decrease from the amount included in the prior rate case.  Further, as the 360 

Service Company Study, demonstrates, the hourly rates for the related Service 361 

Company personnel are lower than market rates.  (See generally IAWC Ex. 362 

11.01.) 363 

CPA Review 364 

Q. What was the projected level of the CPA Review expense? 365 

A. The projected level of expense related to the CPA Review was $48,700. 366 

Q. What services were provided related to the CPA Review expense? 367 
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A. The services under CPA Review were for the audit of Illinois-American’s original 368 

future test year forecast required by Section 285.7000 of the Commission’s 369 

Rules.  The specific services provided are detailed in the Kerber, Eck & Braeckel 370 

LLC original filing engagement letter included in IAWC Exhibit 1.05-RM. In 371 

addition, the Company’s Schedule G-2, the “Financial Statements and 372 

Independent Accountants’ Report” prepared by Kerber, Eck & Braeckel LLC 373 

provides additional evidence of the services performed related to the CPA 374 

Review expense.   375 

Q. Who provided the services? 376 

A. Kerber, Eck & Braeckel LLC, a firm of certified public accountants, performed the 377 

CPA Review.  The original filing engagement letter included in IAWC Exhibit 378 

1.05-RM identifies the Kerber, Eck & Braeckel LLC partner responsible.  379 

Q. What time was expended and what hourly rate was charged? 380 

A.  The original filing engagement letter included in IAWC Exhibit 1.05-RM reflects 381 

both the expected time expended for the CPA Review and the related partner 382 

and clerical hourly rates, calculated to a “not-to-exceed” estimate of $48,700.  383 

IAWC Exhibit 1.05-RM also includes invoices for the services performed. 384 

Q. Based on your experience, do you believe the projected level of CPA 385 

Review expense was reasonable? 386 

A. Yes.  The test year forecast audit is required by Section 285.7000 of the 387 

Commission’s Rules.  As such, it was necessary to the filing in this proceeding.  388 

Also, the $48,700 projected cost for the CPA review was 47% less than the 389 

amount actually incurred by Illinois-American in its prior rate case, Docket 07-390 
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0507.  Further, the firm retained to audit IAWC’s test year forecast performed the 391 

audit in the Company’s previous rate case and has experience with Illinois 392 

regulatory matters in general, and Illinois-American matters in particular.  393 

Schedule G-2, prepared by Kerber, Eck & Braeckel LLC, and IAWC Exhibit 1.05-394 

RM, which includes data request responses related to the CPA Review expense, 395 

provide additional support for the reasonableness of the expense.  Finally, the 396 

Service Company Study provides support for the reasonableness of the CPA 397 

hourly rates underlying the expense.  (See IAWC Ex. 11.01, Sch. 1 and 1.2.) 398 

Rate of Return Consultant 399 

Q. What was the projected level of Rate of Return Consultant fees and 400 

expenses? 401 

A. The projected level of fees and expenses for the Company’s Rate of Return 402 

Consultant was $52,760. 403 

Q. What services were provided related to the Rate of Return Consultant 404 

expense? 405 

A. The services provided included analysis of the Company’s capital structure and 406 

cost of equity capital, development of a recommendation regarding an 407 

appropriate rate of return on common equity, preparation of testimony, exhibits 408 

and, as necessary, data request responses and hearing attendance.  The 409 

invoices included in IAWC Exhibit 1.06-RM also show the services provided.  410 

Additionally, the testimony submitted in this proceeding by Ms. Pauline Ahern, 411 

Illinois-American’s rate of return consultant, and the accompanying exhibits 412 
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constitute additional evidence of the services provided.  (See generally IAWC 413 

Exs. 8.00 (Revised); 8.00R1; 8.00R2; 8.00SR.) 414 

Q. Who provided the services? 415 

A. As reflected in IAWC Exhibit 1.06-RM (AG 1.17, AG 1.17-R1) and in the exhibits 416 

referenced in the preceding question and answer, Illinois-American’s rate of 417 

return consultant, Ms. Ahern of AUS Consultants, provided the services.  418 

Q. What time was expended and at what hourly rate? 419 

A.  IAWC Exhibit 1.06-RM (AG 1.17, AG 1.17-R1) identifies the fixed rate agreed to 420 

between Ms. Ahern and Illinois-American for the preparation of Ms. Ahern’s 421 

direct testimony and exhibits.  That exhibit also identifies and the hourly rates of 422 

additional services, including preparation of rebuttal and surrebuttal testimonies, 423 

data request responses, hearing attendance and other post-filing services, and 424 

the time expended on those services.   425 

Q. Based on your experience, do you believe the projected level of Rate of 426 

Return Consultant expense was reasonable? 427 

A. Yes.  The $52,760 projected level of expense represents only a slight increase 428 

over the actual expense of $48,800 incurred by Illinois-American related to the 429 

same consultant in its prior rate case, Docket 07-0507.  Further, Ms. Ahern’s 430 

professional qualifications make evident she has significant experience 431 

performing rate of return analyses for regulated utilities and for IAWC specifically.  432 

(See IAWC Ex. 8.00 (Revised), pp. 1-3 and Appx. A.)  Moreover, despite that 433 

significant experience, the level of expense for her services was based on hourly 434 

rates which are consistent with the market rates for accounting services and 435 
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which are less than the market rates for cost of equity consultants.  (See IAWC 436 

Ex. 11.01, Sch. 1, 1.2 and 5.2.)  IAWC Exhibit 1.06-RM includes additional data 437 

request responses which further support the reasonableness of the expense. 438 

Demand Study 439 

Q. What was the projected level of expense for the Demand Study? 440 

A. The projected level of expense for the Demand Study was $143,000. 441 

Q. Why was a Demand Study performed related to this proceeding? 442 

A. As discussed by IAWC witnesses Ms. Karla O. Teasley (IAWC Ex. 1.00, pp. 13-443 

15), Mr. Grubb (IAWC Ex. 5.00 (Revised), pp. 12-28), Mr. Paul R. Herbert (IAWC 444 

Ex. 9.00, pp. 3-4), and Mr. J. Rowe McKinley (IAWC Ex. 13.00, p. 4), the 445 

Commission’s Order in Docket 07-0507 required Illinois-American to perform a 446 

Demand Study and Cost of Service Study (“COSS”) in its next rate case, and to 447 

address several matters related to the design of the Company’s rates.  To 448 

address those issues, the Commission initiated a rate design investigation in 449 

Docket 08-0463, requiring Illinois-American to provide updated demand factors 450 

for each rate area in which a rate increase was proposed in its prior rate case 451 

(Docket 07-0507), to provide a COSS, and to investigate its rate design.  A 452 

Demand Study was thus prepared in Docket 08-0463 in accordance with the 453 

methodology approved by the Commission, providing updated demand factors 454 

for each of Illinois-American’s rate areas.  Upon the filing of this case (Docket 09-455 

0319), however, the Commission entered an order dismissing the Docket 08-456 

0463 proceeding because the underlying concerns in that docket would be 457 

addressed in this one.  For the purposes of developing the cost of service, 458 



IAWC EXHIBIT NO. 1.00-RM 
 

 -21- 

however, the demand factors used in Docket 08-0463 were used in this docket, 459 

and the Demand Study report prepared in Docket 08-0463 was updated for this 460 

docket.  (See IAWC Ex. 13.01 (Revised).) 461 

Q. What services were provided related to the Demand Study? 462 

A. The invoices, including the legal invoices, included in IAWC Exhibits 1.07-RM 463 

and 1.03-RM reflect the services performed by the Company’s consultants and 464 

its outside legal counsel related to the Demand Study.  Further explanations of 465 

the services rendered in connection with the study are set forth in the testimony 466 

of IAWC witnesses Mr. Grubb and Mr. McKinley (IAWC Exs. 5.00 (Revised); 467 

13.00; 13.00SUPP; 13.00R1; 13.00R2; 13.00SR).  The “Report on Capacity 468 

Factors by Customer Class” and the “Customer Class Demand Study, Scope of 469 

Study” (IAWC Exs. 13.01 (Revised); 13.02) also reflect the work undertaken 470 

related to the Demand Study. The testimony and accompanying exhibits 471 

submitted by Mr. McKinley in this proceeding, identified above, and his data 472 

request responses provide additional evidence of the services provided. 473 

Q.  Who performed the services related to the Demand Study expense? 474 

A. The invoices, including legal invoices, included in IAWC Exhibits 1.07-RM and 475 

1.03-RM show who performed services in connection with the Demand Study.  476 

Specifically, Black & Veatch Corporation (“B&V”) prepared the Demand Study 477 

and Mr. McKinley, a Principal Consultant for B&V, provided testimony and other 478 

rate case support, such as preparing data request responses, related to the 479 

Demand Study.  480 

Q.  What time was expended and at what hourly rates? 481 
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A. As reflected in IAWC Exhibit 1.07-RM (AG-1.17 and AG 1.17-R1), a fixed fee for 482 

preparation of the Demand Study was agreed upon, as was an hourly rate for 483 

additional services provided in connection with the rate case, including the 484 

preparation of rebuttal and surrebuttal testimony, data request responses, 485 

attendance at hearings and other, post-filing rate case work.  In addition, the 486 

invoices, including legal invoices, included in IAWC Exhibits 1.07-RM and 1.03-487 

RM reflect the time expended related to the study and the attendant cost.   488 

Q. Based on your experience, do you believe the projected level of Demand 489 

Study expense was reasonable? 490 

A. Yes.  As explained, the Commission ordered Illinois-American to conduct the 491 

Demand Study in its Docket 07-0507 Order.  Under that order and the one in 08-492 

0463, the study was necessary.  Further, due to the increased scope of the study 493 

ordered by the Commission, the increase in the Demand Study expense in this 494 

docket relative to that in Docket 07-0507 is reasonable.  In addition, as explained 495 

in the data request responses included in IAWC Exhibit 1.07-RM, the Demand 496 

Study is a type of study which is rarely performed in the water industry, and few 497 

consultants have experience and expertise performing this type of work.  Illinois-498 

American interviewed multiple consultants to determine their capabilities in this 499 

area and determined that B&V had the staff with the appropriate expertise and 500 

was capable of completing the work within the required schedule.  Mr. McKinley 501 

was selected due to his expertise and prior experience in the preparation of 502 

water demand studies.  (See IAWC Ex. 13.00, pp. 1-3.)  Moreover, the Demand 503 

Study expense is based in part on an hourly rate that is consistent with the 504 
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market rate for consultants.  (See IAWC Ex. 11.01, Sch. 5.)  IAWC Exhibit 1.07-505 

RM contains additional data request responses which provide further support for 506 

the reasonableness of the expense.  The testimony Mr. McKinley submitted in 507 

this proceeding and accompanying exhibits, as noted above, the explanation for 508 

the Demand Study provided by provided Ms. Teasley, Mr. Grubb, Mr. Herbert 509 

and Mr. McKinley, as noted above, and the Demand Study report and Scope of 510 

Work (IAWC Exs. 1301 (Revised); 13.02) demonstrate the value received by 511 

Illinois-American related to the Demand Study work and the reasonableness of 512 

the associated expense.   513 

Cost of Service Study 514 

Q. What was the projected level of expense for the Cost of Service Study? 515 

A. The projected level of expense for the Cost of Service Study was $106,540. 516 

Q. Why was a COSS prepared in connection with this proceeding? 517 

A. As discussed above regarding the Demand Study, the Initiating Order in Docket 518 

08-0463 required Illinois-American to provide a cost of service study, and 519 

initiated an investigation into all aspects of the rate design for all of Illinois-520 

American’s service areas (water and sewer).  As such, Illinois-American 521 

prepared and provided cost allocation studies which addressed the rate design 522 

matters referenced by the Commission in Docket 08-0463.  As also noted above, 523 

however, the Commission dismissed Docket 08-0463 when this case was filed.  524 

Therefore, Illinois-American submitted the COSS as an update to the cost 525 

allocation studies that it submitted in Docket 08-0463, in order to reflect the 526 

revenue requirements proposed in this proceeding.  IAWC also updated its 527 
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Docket 08-0463 rate design proposals for the purposes of this docket.  In sum, 528 

the COSS presented in this case represents an updated version of the 529 

Commission-ordered cost allocation studies used in Docket 08-0463.  530 

Q. What services were provided related to the Cost of Service Study? 531 

A. The request for proposal response, engagement agreement and invoices, 532 

including legal invoices, contained in IAWC Exhibits 1.08-RM and 1.03-RM 533 

identify the services performed related to the Cost of Service Study expense.  534 

Further explanations of the services rendered in connection with the study are 535 

set forth in the testimony of IAWC witnesses Mr. Grubb and Mr. Herbert (IAWC 536 

Exs. 5.00 (Revised), pp. 12-28; 9.00; 9.00R1; 9.00R2; 9.00SR).  The updated 537 

Cost of Service Study itself further indicates, and is evidence of, the work 538 

undertaken related to the study.  (See IAWC Ex. 9.01.)  Finally, the transcript of 539 

hearing, reflecting Mr. Herbert’s attendance and examination, also is evidence of 540 

the services he performed in connection with the Demand Study expense. 541 

Q. Who performed the Cost of Service Study? 542 

A. The request for proposal response, engagement agreement and invoices 543 

contained in IAWC Exhibit 1.08-RM identify the individuals who performed 544 

services related to the Cost of Service Study expense.  As indicated, Illinois-545 

American’s cost of service consultant, Mr. Herbert of Gannett Fleming, Inc., 546 

primarily provided those services. 547 

Q. What were the hourly rates of these services and what time was expended? 548 
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A. The request for proposal response, engagement agreement and invoices 549 

contained in IAWC Exhibit 1.08-RM provide the hourly rates and the time 550 

expended related to the expense. 551 

Q. Based on your experience, do you believe the projected level of Cost of 552 

Service Study expense was reasonable? 553 

A.  Yes.  As explained, the Commission ordered Illinois-American to conduct the 554 

COSS.  Thus, the Commission’s orders in 07-0507 in 08-0463 provide support 555 

for the necessity of the study. The testimony of IAWC witnesses Ms. Teasley 556 

(IAWC Ex. 1.00, pp. 13-15), Mr. Grubb (IAWC Ex. 5.00 (Revised), pp. 12-28) and 557 

Mr. Herbert (IAWC Ex. 9.00, pp. 3-4) also demonstrate the necessity of the 558 

study.  Further, as explained in the data request responses included in IAWC 559 

Exhibit 1.08-RM, Mr. Herbert and Gannet Fleming, LLC were selected as the 560 

result of a competitive bid process.  IAWC Exhibit 1.08-RM contains additional 561 

data request responses which further support the reasonableness of this 562 

expense.  In addition, the amount for the COSS in this case is based on hourly 563 

rates for Mr. Herbert and his associate which are consistent with the market rates 564 

for similar positions in the management consulting services area.  (See IAWC Ex. 565 

11.01, Sch. 5.2.)  Finally, Mr. Herbert’s qualifications (also contained in IAWC 566 

Exhibit 1.08-RM and set forth in IAWC Ex. 9.00, pp. 1-3, 24-26), the testimony he 567 

submitted in this proceeding, as noted above, the transcript of hearing reflecting 568 

his participation, as noted above, and the COSS itself all provide evidence of the 569 

value received by Illinois-American related to the COSS services and, as such, 570 

the reasonableness of the expense. 571 
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Service Company Study 572 

Q. What was the projected level of expense for the Service Company Study? 573 

A. The projected level of expense for the Service Company Study was $422,900. 574 

Q. Why was a Service Company Study prepared in connection with this 575 

proceeding? 576 

A.  As explained by IAWC witnesses Ms. Teasley (IAWC Ex. 1.00, p. 15), Mr. Grubb 577 

(IAWC Ex. 5.00 (Rev.), pp. 2-4), Mr. Bernard L. Uffelman (IAWC Ex. 10.00, 578 

generally), Mr. Mark Young (IAWC Ex. 11.00, generally), and Mr. John Young 579 

(IAWC Ex. 12.00, pp. 26-28), the Service Company Study was ordered by the 580 

Commission in Docket 07-0507.  In that docket, the Commission ordered the 581 

Company to compare “the cost of each service obtained from [IAWC’s affiliate] 582 

Service Company to the costs of such services had they been obtained through 583 

competitive bidding on the open market,” as well as provide an analysis of the 584 

services provided by the Service Company to all of Illinois-American's affiliates.  585 

The Commission further directed the Company to include the Service Company 586 

Study in its next rate case (this docket).  The Service Company Study provided 587 

an extensive comparison of the forecasted cost of certain services expected to 588 

be obtained by Illinois-American from the Service Company during the forecast 589 

period to the expected cost or market price for the services in the future period if 590 

such services were obtained on the open market.  (See generally IAWC Ex. 591 

11.01.)   592 

Q. What services were provided related to the Service Company Study? 593 
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A. The request for proposal responses and invoices included in IAWC Exhibit 1.09-594 

RM identify the services provided in connection with the Service Company Study.  595 

Further explanations of the services rendered in connection with the study are 596 

set forth in the testimony of IAWC witnesses Ms. Teasley, Mr. Grubb, Mr. 597 

Uffelman, Mr. Mark Young, and Mr. John Young, as noted above.  The Service 598 

Company Cost Study itself (IAWC Ex. 11.01) and the testimony submitted in this 599 

proceeding by Mr. Uffelman and Mr. Mark Young (IAWC Exs. 10.00; 10.00R; 600 

10.00S; 11.00) further indicate, and are evidence of, the services performed 601 

related to the Service Company Study expense.  Also, the transcript of hearing, 602 

reflecting Mr. Uffelman’s attendance and examination, is evidence of the services 603 

he performed in connection with the Service Company Study expense.   604 

Q. Who performed the Service Company Study? 605 

A. The request for proposal responses and invoices included in IAWC Exhibit 1.09-606 

RM identify who performed the services related to the expense, as does the 607 

study itself (IAWC Exhibit 11.01, p. 1).  Specifically, Illinois-American arranged 608 

with Deloitte & Touche LLP to prepare the study and to provide related testimony 609 

in the rate case.  Illinois-American also engaged Mr. Uffelman to provide 610 

testimony related to the study.  (Deloitte & Touche LLP separately contracted 611 

with Mr. Uffelman to provide services related to the preparation of the study.) 612 

Q. What were the hourly rates of these services and what time was expended? 613 

A.  The request for proposal responses and invoices included in IAWC Exhibit 1.09-614 

RM reflect the time expended and the associated hourly rates, as well as the 615 
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“not-to-exceed” agreement entered into between Illinois-American and Deloitte & 616 

Touche LLP for the preparation of the study.   617 

Q. Based on your experience, do you believe the projected level of Service 618 

Company Study expense was just and reasonable? 619 

A. Yes.  As explained in the data request responses contained in IAWC Exhibit 620 

1.09-RM, the Company selected the Service Company Study consultants as the 621 

result of a competitive bid process.  The consultants chosen submitted the lowest 622 

bid.  In addition, they have extensive experience working in the Illinois regulatory 623 

field and superior expertise and experience related to the scope of the study, and 624 

had the resources necessary to complete the study within the requisite 625 

timeframe.  Further, the cost to prepare the Service Company Study reflected a 626 

“not-to-exceed” agreement intended, in part, to ensure the expense was reliable 627 

and that the amounts actually incurred for the study were consistent with the 628 

projection.  IAWC Exhibit 1.09-RM contains additional data request responses 629 

which further support the reasonableness of the expense.  Moreover, the Service 630 

Company Study itself indicates the hourly rates of Mr. Uffelman and Mr. Mark 631 

Young compare favorably to the market rates for senior management consulting 632 

personnel.  (See IAWC Ex. 11.01, Sch. 5, 5.2.)  Finally, those consultants’ 633 

qualifications (also contained in IAWC Exhibit 1.09-RM and set forth in IAWC 634 

Exs. 10.00, Appx. A and 11.00, pp. 1-2), the testimony they submitted in this 635 

proceeding, as noted above, the additional explanation for the study provided by 636 

IAWC witnesses Ms. Teasley and Mr. Grubb, noted above, the Docket 07-0507 637 

Order directing the study, and the Service Company Study (IAWC Ex. 11.01) 638 
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itself all provide evidence of the value received by Illinois-American related to the 639 

Service Company Study services and, as such, the reasonableness of the 640 

related expense. 641 

V. CONCLUSION 642 

Q.  What do you conclude regarding the legal and technical expert fee 643 

components of IAWC’s Docket 09-0319 rate case expense?  644 

A. I conclude that my testimony here and the supporting documentation provide the 645 

Commission the additional record information it needs to comply with the 646 

appellate court’s mandate and to make “additional findings” supporting the 647 

projected level of rate case expense it approved in the Order.  I note the 648 

supporting documentation I discuss in this testimony is not necessarily exclusive; 649 

that is, there may be, and likely are, additional data request responses and 650 

documentation which provide further support for Illinois-American’s projected 651 

legal and technical expert fees and expenses and the reasonableness of those 652 

fees and expenses.  I also conclude that the amounts Illinois-American projected 653 

to compensate its legal and technical experts in this docket are, as the 654 

Commission previously found, just and reasonable, and I believe the 655 

Commission should enter additional findings on remand concluding the same. 656 

Q. Does this conclude your testimony? 657 

A. Yes. 658 


