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INTRODUCTION 1 

Q.  Please state your name, occupation and business address. 2 

A. My name is Donna M. Ramas. I am a Certified Public Accountant licensed in the state of 3 

Michigan.  I am also a senior regulatory consultant and the Principal at Ramas 4 

Regulatory Consulting, LLC, located at 4654 Driftwood Drive, Commerce Township, 5 

Michigan. 6 

 7 

Q. Are you the same Donna Ramas who submitted direct testimony in this docket on 8 

January 28, 2013? 9 

A. Yes, I am. 10 

 11 

Q. What is the purpose of your rebuttal testimony? 12 

A. I first identify the areas in which Apple Canyon Utility Company (“Apple Canyon”) and 13 

Lake Wildwood Utilities Corporation (“Lake Wildwood”), jointly referred to as the 14 

“Companies,” agreed with recommendations made in my direct testimony.  I then address 15 

several adjustments presented by Dimitry Neyzelman for the first time in his rebuttal 16 

testimony.  I also respond to the rebuttal testimony of Mr. Neyzelman that was directed to 17 

recommendations made in my direct testimony.  Finally, I update the summary of 18 

adjustments that was presented in my direct testimony. 19 

 20 

ADJUSTMENTS AGREED TO BY COMPANIES 21 

Q. Did the Companies agree to any of the adjustments presented in your direct 22 

testimony? 23 



2 

A. Yes.  The list below identifies each of the adjustments recommended in my direct 1 

testimony that Mr. Neyzelman indicated in his rebuttal testimony (Utilities Ex. 2.0) that 2 

he either agreed with or did not oppose: 3 

 Remove Inventory Reclassification Adjustment from Plant in Service – Apple 4 

Canyon
1
.  This adjustment reduced rate base by $2,886 and reduced depreciation 5 

expense by $101. 6 

 Remove Storage Tanks Not in Service – Lake Wildwood
2
.  This adjustment 7 

reduced rate base by $2,799 and depreciation expense by $221. 8 

 Reduction to 401K Expense – Apple Canyon and Lake Wildwood
3
.  This 9 

adjustment reduced test year expenses by $2,735 for Apple Canyon and $2,743 10 

for Lake Wildwood. 11 

 Remove Costs from Excessive Unaccounted-For Water
4
.  This adjustment 12 

reduced test year expenses by $11,196 for Apple Canyon and $1,869 for Lake 13 

Wildwood. 14 

 Increased Revenues for New Customer Charges
5
.  This adjustment increases test 15 

year revenues by $440 for Apple Canyon and $200 for Lake Wildwood. 16 

 17 

Q. Are there any problems with the way the Companies input the agreed-to 18 

adjustments in the revenue requirement calculations on the Rebuttal Exhibit 2.0? 19 

A. Yes.  As indicated above, Mr. Neyzelman agreed on page 10 of his rebuttal testimony, 20 

Utilities Exhibit 2.0, that the adjustment to reflect additional revenues that will result 21 

from the increase in the new customer charges should be made.  This increases pro forma 22 

                                                 
1
 Utilities Ex. 2.0, page 8 

2
 Ibid. 

3
 Id. at page 11 

4
 Id. at page 14 

5
 Id. at page 10 
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Miscellaneous Revenues by $440 for Apple Canyon and $200 for Lake Wildwood.  1 

Similarly, on the same page of his rebuttal testimony, Mr. Neyzelman also indicated his 2 

acceptance of Staff’s adjustment to revenues related to HomeServe USA Service Plans, 3 

which increases Miscellaneous Revenues by $436 for Apple Canyon and $343 for Lake 4 

Wildwood.  As a result, the Companies agreed to reflect total increases in Miscellaneous 5 

Revenues of $876 for Apple Canyon and $543 for Lake Wildwood.  Increases in 6 

Miscellaneous Revenues should decrease the amount of Water Service Revenues that 7 

need to be collected from customers.   8 

 9 

However, in making these adjustments on Utility Exhibit 2.0, Schedule 2.1AC and 10 

2.1LW, page 3 of 16, the Companies reflected the increases in Miscellaneous Revenues 11 

but also reduced Water Service Revenues at present rates by an equal amount.  As shown 12 

on page 1 of 16 of Schedules 2.1AC, the adjustments are reflected as an $876 increase in 13 

Miscellaneous Revenues and an $876 decrease in Water Service Revenues at present 14 

rates in determining the pro forma revenues prior to the increase in water service rates for 15 

Apple Canyon.  Similarly for Lake Wildwood, page 1 of 16 of Schedule 2.1LW shows a 16 

$543 increase in Miscellaneous Revenues with an offsetting decrease in Water Service 17 

Revenues of $543 in determining the pro forma revenues before the proposed increase in 18 

water service rates.  The increase in Miscellaneous Revenues that the Companies agreed 19 

to should not impact the calculated amount of Water Service Revenues at present rates in 20 

the revenue requirement calculations.  As a result of the Companies including the 21 

offsetting reduction in Water Service Revenues at present rates, it negates the agreed to 22 

increase in Miscellaneous Revenues in calculating the increase in Water Service 23 

Revenues needed to achieve the revenue requirement amount.   The adjustment should 24 
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have only reflected the increase in the Miscellaneous Revenues and excluded the offset to 1 

Water Service Revenues. 2 

 3 

Q. Have the Utilities agreed to any additional adjustments you recommended after Mr. 4 

Neyzelman’s rebuttal testimony was filed? 5 

A. Yes.  The response to Staff Data Request TEE 7.01 states:  “The Companies will agree to 6 

the AG’s proposed depreciation rate for vehicles of 20% as this is the rate being used per 7 

books and shown in the Companies’ Annual Reports.”  This adjustment reduced test year 8 

vehicle depreciation expense by $852 for Apple Canyon and $541 for Lake Wildwood. 9 

 10 

Q. Did the Companies also agree to your recommended revision to the depreciation 11 

rate applied to computer hardware and software? 12 

A. No.  In my direct testimony, I recommended that the depreciation rate used by the 13 

Company in its filing for computer hardware and software of 14.29% based on a 7 year 14 

life be revised.  As indicated in my direct testimony, at page 19, the 14.29% rate did not 15 

appear to be the depreciation rate the Companies used for book purposes.  In the 16 

testimony, I also indicated that the life of the two major systems implemented by Utilities 17 

Inc. in December 2007 and June 2008 would likely exceed 7 years.  In his rebuttal 18 

testimony, at page 14, Mr. Neyzelman indicates that he does not agree with the Attorney 19 

General’s proposal to change the depreciation rates for computer hardware and computer 20 

software.  He states that “The Commission has already approved 7 years for all computer 21 

assets in prior cases.”   22 

 23 

Q. What depreciation rates is Utilities Inc. applying to computer hardware and 24 

software for book purposes? 25 
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A. In response to Data Request AG 4.1, the Companies indicated that it uses 20% 1 

depreciation rate based on a 5 year life for Account 1580 – Mainframe Computers, a 2 

33.33% rate based on a 3 year life for Account 1585 – Mini Computers and Account 3 

1595 – Micro Sys Costs, and a 12.50% rate based on an 8 year life for Account 1590 – 4 

Computer System Costs.  As indicated in my direct testimony, at page 20, the vast 5 

majority of the computer costs are recorded in Account 1590 – Computer System Cost, 6 

which has a longer depreciation life for book purposes than the 7 year life assumed in the 7 

filing.
6
   8 

 9 

Q. Has the Company modified its direct and rebuttal position with regards to the 10 

computer depreciation expense? 11 

A. Yes.  Subsequent to Mr. Neyzelman’s rebuttal testimony being filed, the Companies 12 

provided adjustments to accumulated depreciation and depreciation expense in response 13 

to Staff Data Request TEE 7.02 that incorporated the depreciation rates used for book 14 

purposes for the computer accounts.  The new adjustment provided in the response also 15 

removed depreciation expense on computer assets that were already fully depreciated on 16 

the books.  The adjustment presented in Staff Data Request TEE 7.02 reduces the 17 

depreciation expense included in the filing for Apple Canyon by $9,990 and reduces 18 

accumulated depreciation by $4,982.   For Lake Wildwood, the adjustment reduces 19 

depreciation expense by $5,249 and accumulated depreciation by $2,611.   20 

 21 

Q. Do you agree that the revisions and correction provided in the response to Staff 22 

Data Request TEE 7.02 is an appropriate adjustment? 23 

                                                 
6
 Page 20 of Joint Exhibit 1.0 shows total Water Service Corporation Computer Costs of $26,098,829 as of 

December 31, 2011, of which $22,873,020, or 87.6%, is in Account 1590 – Computer System Costs. 
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A. Yes.  The adjustment removes depreciation expense on computer asset accounts that are 1 

already fully depreciated and replaces the depreciation rate applied to computer assets in 2 

the filing with the depreciation rates being used by the Companies for book purposes.  3 

Thus, I agree that the estimated adjustment to computer depreciation expense presented 4 

in Joint Exhibit 1.0, Schedule 1.7 attached to my direct testimony should be replaced with 5 

the adjustment provided by the Companies in response to Staff Data Request TEE 7.02. 6 

 7 

NEW ADJUSTMENTS PRESENTED IN COMPANIES’ REBUTTAL TESTIMONY 8 

Q. Did the Companies present any new adjustments in its rebuttal testimony that you 9 

wish to address? 10 

A. Yes.  At pages 5 through 7 of his rebuttal testimony, Mr. Neyzelman proposes to update 11 

the original filings to include additional pro forma plant additions.  This includes a 12 

$25,000 addition to replace the pumping equipment in Well #1 at Apple Canyon and 13 

$80,000 for an addition to the Lake Wildwood Water Treatment Plant building for 14 

needed piping and equipment modifications, as well as the cost of the piping and 15 

equipment modifications. 16 

 17 

Q. Do you agree that the Companies should be permitted to update the filings for these 18 

proposed new pro forma plant additions? 19 

A. No, these newly proposed pro forma plant additions should be disallowed for several 20 

reasons.  The projects do not meet the Commission’s requirements that pro forma 21 

adjustments to the selected test year be known and measurable.  Additionally, the 22 

Companies did not meet the Administrative Code Section 287.40 requirement that 23 

proposed known and measurable adjustments to the test year “…be individually 24 

identified and supported in the direct testimony of the utility.”  (emphasis added)  While 25 
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at least one of these projects was known to the Companies at the time its direct 1 

testimonies were filed on October 1, 2012, there is no mention of either of the two 2 

projects in the direct testimony.  Instead, the Companies waited until its rebuttal 3 

testimony was filed on February 26, 2013 to request inclusion of these projects in rate 4 

base. 5 

 6 

Q. Would you please address the Well # 1 pumping equipment replacement project. 7 

A. Yes.  In the Supplemental Response to Staff Data Request TEE 5.01, which was provided 8 

the day before its rebuttal testimony was due, the Companies identified this project for 9 

the first time.  As part of the response, the Company provided two separate bids it 10 

received to replace the pumping equipment for Well #1.  The bids were dated October 22, 11 

2012 and October 25, 2012 and both bids included two options.  The first option was to 12 

pull and reset well pump #1, disinfect the well and flush, tie well back into the system 13 

and replace one 4” check valve.  The second option included replacing the submersible 14 

pump and motor.  The price included in the rebuttal filing is for the second option.   15 

 16 

While the bids were received in October 2012, the project had still not been done at the 17 

time the rebuttal testimony was filed four months later.  The rebuttal testimony indicates 18 

that the project is scheduled to be completed in March 2013.  In response to AG Data 19 

Request 4.11, the Companies indicated that verbal authorization has been given to one of 20 

the bidders to move forward to purchase the necessary material and equipment and 21 

schedule the work, but no written agreement is in place.  22 

 23 
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Q. Was Lake Wildwood aware of the need for piping and equipment modification, as 1 

well as the building extension for accommodating the modifications, at the time the 2 

direct testimony was filed? 3 

A. Yes.  Information provided by the Companies with its rebuttal as Utilities Exhibit 2.3 4 

includes a notification from the Illinois Environmental Protection Agency dated August 5 

12, 2010 with an attached inspection report addressing the deficiencies.  Thus, Lake 6 

Wildwood has been aware of the deficiencies since at least August 2010.  Additionally 7 

Utilities Exhibit 2.3 included a permit for the plant improvement that was issued May 15, 8 

2012.  Thus, Lake Wildwood has clearly been aware of the project need for several years.  9 

Despite this knowledge, the project was not presented or addressed in the direct 10 

testimony in this case.  Additionally, despite the fact the need has been known for several 11 

years, the Company apparently had not yet even started the project at the time its rebuttal 12 

testimony was filed in this case.  In fact, most of the cost estimates provided by the 13 

Companies in Utilities Exhibit 2.3 were dated February 2013, which is after the Staff and 14 

intervenor testimonies were filed in this case and shortly before the rebuttal testimony 15 

was filed by the Companies. 16 

 17 

 When asked in AG Data Request 4.7 why the project has not yet been done given the date 18 

of inspection report and the permit date, the response was: “The project had been 19 

discussed within the Company as well as with IEPA.  The time period for planning and 20 

budgeting purposes was extended due to internal Company conversations regarding the 21 

various aspects of the project.”  No further explanation was provided regarding the long 22 

project delay. 23 

 24 
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Q. In your opinion, is the cost estimates provided in the Companies rebuttal testimony 1 

known and measurable? 2 

A. No.  While the Company received multiple bids on the project, each bid was for separate 3 

aspects of the project with only one competing bid received for the piping portion of the 4 

project.  The response to AG Data Request 4.8(a) indicates that the Company did extend 5 

requests for proposals to additional vendors but that “…the timeline for putting the 6 

project together did not allow time for other vendors to produce bids.”  Given the long 7 

delay in the project, it is not clear why the Company did not allow for sufficient time to 8 

receive competing bids on the project.  The response also indicating that it is “…still 9 

pursing bids from other contractors to ensure that the best possible price is obtained.”  10 

The response to AG Data Request 4.8(d) states that “At present there have not been any 11 

contracts or agreements signed for this project.”  Thus the project cost is still unknown. 12 

 13 

DISPUTED ADJUSTMENTS 14 

Q. Would you please discuss the adjustments presented in your direct testimony that 15 

the Companies dispute? 16 

A. Yes, each will be discussed below.   17 

 18 

Pro Forma Plant Addition – Apple Canyon 19 

Q. What did you recommend with regards to the $100,000 pro forma plant addition 20 

contained in Apple Canyon’s filing to paint its existing water tower? 21 

A. I recommended the projected pro forma addition be removed as the project was not 22 

known and measurable and was not adequately supported in Apple Canyon’s filing.  23 

Section 287.40 of the Administrative Code addresses pro forma adjustments to historical 24 
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test year data and requires that “Any proposed known and measurable adjustment to the 1 

test year shall be individually identified and supported in the direct testimony of the 2 

utility.”  As indicated in my direct testimony, Apple Canyon failed to meet this 3 

requirement.  Staff witness Theresa Ebrey also removed the pro forma addition for the 4 

tank painting project, stating that “…the Company acknowledged that it currently has no 5 

contracts or request for bids for tank painting.
7
”   6 

 7 

Q. Did Apple Canyon agree to remove the pro forma plant addition in its rebuttal 8 

testimony? 9 

A. No.  In his rebuttal, Mr. Neyzelman indicated that: 1) the Company provided a bid for the 10 

tank painting in a supplemental response to Staff Data Request TEE 5.01; 2) project 11 

funding had been approved by management; and 3) the project is scheduled to be 12 

completed in May 2013.  He states that the Company’s treatment of tank painting is 13 

consistent with past policy and should be included.   14 

 15 

Q. Did Mr. Neyzelman’s rebuttal testimony or the additional information provided in 16 

the supplemental response to Data Request TEE 5.01 persuade you to change your 17 

position? 18 

A. No, it did not.  There are several reasons that I continue to recommend that this pro forma 19 

plant addition be disallowed. 20 

 21 

 First, Section 287.40 indicates that a utility may propose pro forma adjustments to the 22 

selected historical test year for “known and measurable changes in the operating results 23 

                                                 
7
 ICC Staff Exhibit 2.0, page 6 
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of the test year.” (emphasis added)  In my opinion, this project is still not known or 1 

measurable.   2 

 3 

 Second, Section 287.40 also requires that “Any proposed known and measurable 4 

adjustment to the test year shall be individually identified and supported in the direct 5 

testimony of the utility.”  (emphasis added)  The project was not adequately supported in 6 

the direct testimony, as required.  The direct testimony was filed by the Companies on 7 

October 1, 2012.  Direct testimony was filed by the Commission’s Staff and Intervenors 8 

on January 25
th

 and 28
th

, 2013.  While the Company has since provided several bids it has 9 

received on the project in the Supplemental Response to Staff Data Request TEE 5.01 10 

and AG Data Request 4.10, the bids were dated February 21
st
 through 23

rd
, 2013, which 11 

is mere days before the Companies’ rebuttal testimony was filed on February 26, 2013.  12 

Clearly Apple Canyon did not meet the requirement that the project be supported in its 13 

direct testimony in this proceeding and appears to have scrambled to try to meet a known 14 

and measurable standard in the final days before the rebuttal testimony due date. 15 

 16 

 Third, Apply Canyon has not demonstrated that the project is even needed at this time.  In 17 

response to AG Data Request 4.10(f), the Companies indicated that “In general, this type 18 

of paint project is expected to last approximately 10 years.”  The response to AG Data 19 

Request 4.10(e) indicates that the tank was last painted in 2005.  Given an expected life 20 

of the paint project of 10 years, coupled with the fact that the tank was last painted 8 21 

years ago, one must question why Apple Canyon proposes to paint the tank in 2013.  The 22 

direct testimony filed by Apple Canyon did not support the need to paint the tank at this 23 

time, nor did the rebuttal testimony. 24 

 25 
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Q. Would you please elaborate on why you do not believe the project costs are known 1 

and measurable? 2 

A. According to the response to AG Data Request 4.10, the Company has not yet entered 3 

into a contract for the project.  The response also indicates that three separate bids were 4 

received for the project and the lowest bid was not selected due to the timing of the 5 

bidder’s availability not working with the completion expectation of the project.  There 6 

was no discussion regarding why the project could not be delayed to achieve a lower cost 7 

result. 8 

 9 

Q. Do you have any additional concerns regarding the bid that was provided by the 10 

Companies in the Supplemental Response to Staff Data Request TEE 5.01? 11 

A. Yes.  The bid provided with that response indicated that it includes costs associated with 12 

painting the Utilities, Inc. logo on the water tank.  According to the response to AG Data 13 

Request 4.10, the cost associated with painting the logo on the water tank is $5,000 and 14 

the tank does not currently have the Utilities, Inc. logo painted on the exterior.  I do not 15 

see the benefit to Apple Canyon’s customers from having Utilities, Inc.’s logo painted on 16 

the outside of the water storage tank or how this added cost is needed to provide water 17 

service to customers. 18 

 19 

Remove Leak Survey Costs from Plant in Service – Apple Canyon 20 

Q. Please briefly summarize your recommended adjustment to remove leak survey 21 

costs from plant in service. 22 

A As indicated in my direct testimony, at pages 7 – 8, Apple Canyon booked $12,600 to 23 

Plant in Service Account 113 – Service lines in December 2009 for a water distribution 24 

leak survey conducted by M. E. Simpson Company, Inc.  The invoice was for seven days 25 
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of water main survey work to search for water distribution leaks.  In my direct testimony, 1 

I indicated that the leak survey was not tied to a specific capital asset and thus should 2 

have been expensed in the period incurred (i.e., in 2009), instead of capitalized on the 3 

books as a capital asset.  The seven day survey to search for leaks was not tied by the 4 

Company to a specific capital asset.  While some leaks were repaired as a result of the 5 

survey, the survey was not tied to a specific capital project or retirement unit.   6 

 7 

Q. Did Apple Canyon agree with your recommendation? 8 

A. No, it did not.  On page 7 of his rebuttal testimony, Mr. Neyzelman quotes USOA 9 

Accounting Instruction 19(13), which states:  “Engineering Services – includes amounts 10 

paid to other companies, firms or individuals engaged by the utility to plan, design, 11 

prepare estimates, supervise, inspect or give general advice and assistance in connection 12 

with construction work.”  He states that, based on this accounting instruction, “…it is 13 

appropriate and reasonable to capitalize the leak survey instead of expensing it.”  Mr. 14 

Neyzelman also indicates that the purpose of the survey was to identify the need for 15 

upgrades that would extend the life of the assets. 16 

 17 

Q. Is it still your opinion that the costs should have been expensed on Apple Canyon’s 18 

books when incurred? 19 

A. Yes.  The costs are associated with a seven day survey to find leaks in the Apple Canyon 20 

system.   While the Company contends that the survey did result in leaks being found and 21 

repaired, the survey itself was not directed to a specific capital project.  The seven-day 22 

survey conducted by M.E. Simpson Company is an operating cost that should have been 23 

expensed when incurred.  24 

 25 
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Remove Service Area Boundary Survey Costs from Plant in Service – Apple Canyon & 1 

Lake Wildwood 2 

Q. Did the Companies agree with your position that the service area boundaries survey 3 

conducted by SEC Group, Inc. should have been expensed when incurred instead of 4 

capitalized as plant in service? 5 

A. No, it did not.  Similar to his position with regards to the leak survey costs discussed 6 

above, Mr. Neyzelman also quoted USOA Accounting Instruction 19(13) in addressing 7 

this adjustment.  He stated that “Boundary information is essential to accurately locate 8 

construction work such as replacement and extension of mains.”  He therefore took the 9 

position that it “…is appropriate and reasonable to capitalize the service area boundary 10 

survey instead of expensing it.” 11 

 12 

Q. Is it still your opinion that the costs should have been expensed on Apple Canyon’s 13 

and Lake Wildwood’s books when incurred? 14 

A. Yes.  As indicated in my direct testimony, at pages 8 - 9, these costs, which were incurred 15 

from November 2008 to March 2009, are part of a project conducted by SEC Group, Inc. 16 

to survey twelve service territories, including both Lake Wildwood and Apple Canyon.   17 

The surveys were conducted to ensure the Company’s Certificated Area of Convenience 18 

for Service was accurate and up to date and for updating service area mapping.  The 19 

survey of the service territories was not associated with a specific capital addition or with 20 

a specific capital project.  It remains my position that the survey costs should have been 21 

expensed when incurred, not capitalized as plant on the books.  22 

 23 
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Cash Working Capital – Apple Canyon and Lake Wildwood 1 

Q. Would you please briefly summarize the adjustment to cash working capital 2 

recommended in your direct testimony filed on January 28, 2013? 3 

A. Yes.  At page 17 of my direct testimony, I indicated that when the 1/8
th

 O&M method is 4 

used for estimating cash working capital requirements instead of a full lead-lag study 5 

approach, the calculation is typically limited to the application of the 1/8
th

 factor to 6 

operation and maintenance and administrative and general expenses.  Taxes are typically 7 

excluded from the calculation in the 1/8
th

 O&M method.    By including taxes other than 8 

income in the calculations, the Companies method goes beyond what is typically allowed 9 

in using the 1/8
th

 O&M method to estimate the working cash needs.  Thus, I 10 

recommended that the expenses for taxes other than income be removed from the 11 

Companies calculation of cash working capital.  I also recommended on page 18 of my 12 

direct testimony that the cash working capital calculation be modified for any 13 

adjustments adopted by the Commission that impact the maintenance and general 14 

expenses contained in the Companies’ filings.  15 

 16 

Q. Did Commission Staff propose any adjustments to the Companies’ cash working 17 

capital calculations? 18 

A. Yes.  At pages 7 and 8 of her direct testimony, Staff witness Theresa Ebrey 19 

recommended that the calculation of cash working capital be adjusted to reflect the 20 

impact of other adjustments to operating expenses proposed by Staff.  Ms. Ebrey also 21 

recommended that the calculation of cash working capital be modified to remove real 22 

estate tax expense in which payment is deferred for more than a year “…because the 23 

deferral results in an extended payment lag from which the Companies have the use of 24 

funds.”  On ICC Staff Exhibit 2.0, Schedule 2.05, real estate taxes of $3,098 for Apple 25 
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Canyon and $1,078 for Lake Wildwood were removed from the expenses to which the 1 

1/8
th

 factor was applied. 2 

 3 

Q. Did the Companies agree with your recommendation that taxes other than income 4 

be excluded from the cash working capital calculation? 5 

A. No.  At pages 2 and 3 of his rebuttal testimony, Mr. Neyzelman agreed with Staff’s 6 

adjustment to remove property taxes from cash working capital, but did not agree with 7 

the removal of all taxes other than income from the cash working capital calculation.  Mr. 8 

Neyzelman indicated that the Commission has approved a cash working capital 9 

allowance that included taxes other than income, less real estate taxes, for similarly 10 

situated small sized water and wastewater companies based on the 1/8
th

 method in other 11 

cases.  He does not address the merits of why taxes other than income should be included.  12 

Rather, he identifies other cases in which his approach has been approved. 13 

 14 

Q. Do you still recommend that taxes other than income be excluded from the cash 15 

working capital calculation? 16 

A. Yes, I do.  As indicated in my direct testimony, the 1/8
th

 O&M method is a simplified 17 

way to estimate a company’s working cash needs that is typically based on the 18 

application of the 1/8
th

 factor to the operation and maintenance expenses and 19 

administrative and general expenses of a utility and excludes taxes.  The Companies have 20 

appropriately excluded income tax expense from the calculation, yet they included the 21 

taxes other than income taxes.  Due to the timing of income tax payments during the year 22 

and into the following year, the lag in paying income taxes exceeds the revenue 23 

collection lag, thus income taxes do not cause a cash working capital need and are 24 

appropriately excluded in applying the simplified 1/8
th

 O&M method for calculating cash 25 
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working capital.  The longer lag in paying income taxes will help to offset any working 1 

cash needs associated with taxes other than income.  The Companies have not presented a 2 

compelling reason why taxes other than income, excluding real estate taxes, should be 3 

included in the 1/8
th

 O&M method of calculating cash working capital. 4 

 5 

Q. If the reduction to the amount included in the calculation for taxes other than 6 

income is limited to the real estate taxes, do you have any concerns with the amount 7 

of adjustment that was recommended by Staff and accepted by the Utilities? 8 

A. Yes.  On ICC Staff Exhibit 2.0, Schedule 2.05, $1,078 was removed from the Lake 9 

Wildwood expenses to which the 1/8
th

 factor was applied for the Real Estate Taxes.  This 10 

same $1,078 reduction is reflected on Lake Wildwood Exhibit 2.0, Schedule 2.1LW, at 11 

page 10 of 16.  At page 2 of his rebuttal testimony, Mr. Neyzelman states:  “I agree with 12 

Staff’s adjustment to remove property taxes from cash working capital…”  However, the 13 

workpapers provided in response to Staff Data Request ST-1.01 for Lake Wildwood 14 

shows that the adjusted test year amount of taxes other than income includes $1,078 for 15 

Real Estate Taxes and $2,153.72 for Personal Property/ICT Tax.  There was no 16 

explanation for why the Personal Property/ICT Tax amount of $2,154 was not also 17 

removed by Staff in its adjustment and by Lake Wildwood in its rebuttal cash working 18 

capital calculation.  At a minimum, this additional property tax item should also be 19 

removed from the expenses to which the 1/8
th

 O&M factor is applied. 20 

 21 

Rate Case Expense – Apple Canyon and Lake Wildwood 22 

Q. In your direct testimony, you recommended adjustments to revise the Companies 23 

projected rate case expense to reflect updated information based on actual hours 24 

spent on the case through November 30, 2012 and revised estimates of remaining 25 
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hours and costs provided by the Companies in response to discovery.  Has the 1 

Company further updated this information? 2 

A. Yes.  In supplemental responses to data requests, and in the rebuttal testimony of Mr. 3 

Neyzelman, the Companies have updated the actual rate case expenses incurred through 4 

January 31, 2013 and revised the estimated remaining rate case costs.   Based on the 5 

updates provided by the Mr. Neyzelman in Schedule 2.1AC page 12 and Schedule 2.1 6 

LW page 12, the amount of rate case amortization expense contained in the initial filing 7 

would be reduced by $7,286 for Apple Canyon and $7,082 for Lake Wildwood.  Mr. 8 

Neyzelman also indicated at page 13 of his rebuttal testimony that the Companies will 9 

continue to supplement the data responses to provide additional information regarding 10 

actual rate case costs incurred as the case progresses. 11 

 12 

Q. Do you agree that the updated amounts should be used in determining the rate case 13 

expense to be amortized in this case? 14 

A. Yes, I agree that the updated costs reflecting the actual amounts incurred should be used 15 

in determining the amount of rate case amortization expense to include in the rates.  I also 16 

agree that it is reasonable to update the amount based on actual information as additional 17 

actual costs become known as long as the Commission and the parties have the 18 

opportunity to review the updated costs for reasonableness.   19 

 20 

Q. Are there any costs included in the Companies’ updated rate case expense amounts 21 

that should be removed? 22 

A. Yes.  The Illinois Commerce Commission Staff (“Staff”) and the Joint Intervenors have 23 

recommended that the external consulting fees for SFIO be removed and not passed on to 24 

ratepayers.  As indicated in my direct testimony, Joint Exhibit 1.0, at pages 29 – 30, the 25 
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Commission has disallowed the inclusion of charges from SFIO Consulting in recent 1 

orders involving other Utilities, Inc. systems and other water utilities, and the inclusion of 2 

the SFIO costs have not been supported in this case.  The projected rate case costs 3 

included in the Company’s updated estimates still include $3,000 for Apple Canyon and 4 

$3,000 for Lake Wildwood for SFIO consulting costs.  These costs should be removed.  5 

In my opinion, the Company still has not justified the inclusion of these costs in rate case 6 

expense and has not demonstrated a benefit from the costs on the rate case process. 7 

  8 

Removal of Appeals Costs from Test Year Expense – Apple Canyon and Lake Wildwood 9 

Q. What was the position in your direct testimony with regards to the costs incurred by 10 

the Companies for the appeal of the prior rate case? 11 

A. As indicated at page 32 of my direct testimony, the costs incurred by the Companies 12 

during the test year ended December 31, 2011 associated with the Appeal of the prior rate 13 

case are non-recurring costs and should be removed.  The removal of these non-recurring 14 

costs represents a known and measurable adjustment pertaining to a change in costs after 15 

the end of the test year.  Thus, I recommended that test year expenses be reduced by 16 

$19,860 for Apple Canyon and by $20, 172 for Lake Wildwood. 17 

 18 

Q. Did Commission Staff also address the appeals costs that were recorded during the 19 

test year? 20 

A. Yes.  Staff witness Scott Tolsdorf also recommended that these costs be removed on 21 

pages 9 – 10 of his direct testimony, ICC Staff Exhibit 3.0.  Mr. Tolsdorf stated that the 22 

costs are in excess of the amount of rate case costs approved by the Commission for 23 

Docket Nos. 09-048/09-0549 (Cons.), which is the prior rate case. 24 

 25 
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Q. Did the Companies agree the appeals costs should be removed from test year 1 

expenses? 2 

A. No.  At pages 11 – 12 of his rebuttal testimony, Mr. Neyzelman states that he does not 3 

agree with the adjustments to remove the appeal costs.  He states, in part, that “…the 4 

legal costs associated with the Company’s cross-appeal represent a normal and legitimate 5 

cost of doing business, related to the Companies’ statutory right to seek redress from the 6 

appellate court and advance their views as to the proper application of the Public Utilities 7 

Act.”  He also states that if the Commission removes the appeal costs, “…the Company 8 

should at least be able to defer and amortize the costs.” 9 

 10 

Q. Have you changed your position with regards to the appeals costs? 11 

A. No, I have not.  As indicated in my direct testimony, the appeals costs incurred in the test 12 

year ended December 31, 2011 are non-recurring costs.  The removal of these non-13 

recurring costs is a known and measurable adjustment to the test year.  The Companies 14 

have provided no evidence demonstrating that the appeals costs recorded during the test 15 

year of $19,860 for Apple Canyon and by $20,172 for Lake Wildwood are reflective of 16 

an annual recurring cost.  Thus, these costs should not be incorporated in the annual level 17 

of base rates recovered from customers. 18 

 19 

Q. Do you agree with the Companies statement that they should be able to defer and 20 

amortize the costs? 21 

A. No.  These costs were already expensed on Apple Canyon’s and Lake Wildwood’s books 22 

in the periods incurred.  It is not appropriate to now go back and defer these costs which 23 

have already been expensed.  To the best of my knowledge, the Companies did not have 24 

the Commission’s authority to defer these costs as a regulatory asset for future recovery 25 
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during the period these costs were incurred.  These non-recurring costs were 1 

appropriately expensed on the books during the period incurred. 2 

 3 

SUMMARY OF ADJUSTMENTS 4 

Q. Could you please provide an updated version of the tables in your direct testimony 5 

that summarized your recommended adjustments for Apple Canyon and Lake 6 

Wildwood? 7 

A. Yes.  The updated tables are provided below and continue to be based on the adjustments 8 

to the Company’s original filing.  As indicated in this testimony, the estimated 9 

adjustment to computer depreciation expense presented in Joint Exhibit 1.0, Schedule 1.7 10 

attached to my direct testimony should be replaced with the adjustment provided by the 11 

Companies in response to Staff Data Request TEE 7.02.  The resulting adjustment from 12 

Data Request TEE 7.02 is reflected in the tables below.  As also indicated in this 13 

testimony, the Companies have provided updated information with respect to the actual 14 

and projected rate case costs for this proceeding.  I continue to recommend that the 15 

projected SFIO costs included in the updated rate case expense be excluded.  The tables 16 

below include the revised rate case expense adjustment based on the updated information 17 

provided with the Companies’ rebuttal testimony, modified to exclude the SFIO costs.   18 
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 1 

 2 

 3 

 4 

 5 

 I also recommended adjustments that increase Apple Canyon’s miscellaneous revenues 6 

by $440 and Lake Wildwood’s miscellaneous revenues by $200, which the Companies 7 

agreed to.   8 

 9 

Rate Base Reduction to 

Adjustment - Apple Canyon Reduction Expense

Remove Tank Painting from Pro Forma Plant (90,000)$        (10,000)$    

Remove Leak Survey Costs from Plant in Service (11,551)          (420)           

Remove Service Area Boundary Survey from Plant in Service (1,836)            (85)             

Remove Inventory Reclassification Adj. from Plant in Service (Co. Agreed) (2,886)            (101)           

Remove Taxes Other than Income from CWC (2,507)            

Reduction to Computer Depreciation Expense - Revised 4,982             (9,990)        

Reduction to Vehicle Depreciation Expense (Co. Agreed) (852)           

Reduction to 401K Expense (Co. Agreed) (2,735)        

Reduction to Rate Case Expense - Updated based on Co. Rebuttal (7,886)        

Remove Non-Recurring Appeal Costs (19,860)      

Remove Costs from Excessive Unaccounted-For Water (Co. Agreed) (11,196)      

(103,798)$      (63,125)$    

Rate Base Reduction to 

Adjustment - Lake Wildwood Reduction Expense

Remove Service Area Boundary Survey from Plant in Service (2,546)$          (119)$         

Remove Inventory Reclassification Adj. from Plant in Service (Co. Agreed) (812)               (28)             

Remove Storage Tanks Not in Service (Co. Agreed) (2,799)            (221)           

Remove Taxes Other than Income from CWC (2,276)            

Reduction to Computer Depreciation Expense - Revised 2,611             (5,249)        

Reduction to Vehicle Depreciation Expense (Co. Agreed) (541)           

Reduction to 401K Expense (Co. Agreed) (2,743)        

Reduction to Rate Case Expense - Updated based on Co. Rebuttal (7,682)        

Remove Non-Recurring Appeal Costs (20,172)      

Remove Costs from Excessive Unaccounted-For Water (Co. Agreed) (1,869)        

(5,822)$          (38,624)$    
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Since the above tables are based on adjustments to the Companies original filing, they do 1 

not include the removal of the new pro forma plant additions contained for the first time 2 

in the Companies rebuttal position.  As addressed in this testimony, the original filing 3 

should not be adjusted to allow the inclusion of the new pro forma plant additions 4 

proposed by the Companies.   5 

 6 

Q. Does this complete your rebuttal testimony? 7 

A. Yes, it does. 8 


