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Witness Identification 1 

Q. Please state your name and business address. 2 

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

Springfield, Illinois 62701. 4 

 5 

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

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

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

“Commission”). 9 

 10 

Q. Please describe your professional background and affiliations. 11 

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

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

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

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

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

accounting manager to corporate officer encompassing all areas of accounting 17 

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

company.  19 

 20 

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

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

 23 
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Purpose of Testimony 24 

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

A.  Utility Services of Illinois, Inc. (“USI”), and Utilities, Inc.’s (“UI”) 23 Illinois 26 

Operating Subsidiaries (“Illinois Utilities”) (collectively “Joint Applicants”) filed an 27 

application seeking Commission approval for reorganization pursuant to Sections 28 

7-204 and 7-204A of the Illinois Public Utilities Act (the “Act”).  The Joint 29 

Applicants seek approval of the merger of USI and the Illinois Utilities.1  My 30 

testimony addresses whether the Joint Applicants satisfy the conditions of 31 

Sections 7-204(b)(2) and 7-204(b)(3) of the Act to obtain approval of the 32 

proposed reorganization.  I also provide a recommendation to the Commission 33 

regarding its ruling on Section 7-204(c) of the Act. 34 

 35 

Q. Please briefly describe the proposed reorganization. 36 

A.  UI’s 23 separate operating subsidiary utilities will be consolidated into a single 37 

entity by merging into USI, the surviving public utility. 38 

 39 

Compliance with Sections 7-204(b)(2) and 7-204(b)(3) 40 

Q. Describe Section 7-204(b)(2). 41 

A. Section 7-204(b)(2) requires that, before approving a proposed reorganization, 42 

the Commission find that the proposed reorganization will not result in the 43 

unjustified subsidization of non-utility activities by the utility or its customers. 44 

45 

                                            
1
 Direct Testimony of Steven M. Lubertozzi, 2. 
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Q. How do the Joint Applicants address the standard in Section 7-204(b)(2) in 46 

their testimony? 47 

A. On page 5 of the Direct Testimony of Steven M. Lubertozzi, Joint Applicants’ 48 

witness Lubertozzi states that the change in ownership of the Illinois Utilities will 49 

not result in subsidization of non-utility activities by utility operations.2  Mr. 50 

Lubertozzi asserts that the current cost allocation processes will continue to 51 

comply with all Commission regulations, including those applicable to affiliate 52 

transactions, which will result in no subsidization of non-utility activities by utility 53 

operations.3 54 

 55 

Q. Do you have any concerns regarding the Joint Applicants’ prior 56 

subsidization of non-utility activities? 57 

A. Yes. In Docket Nos. 11-0561 through 11-0566 (Cons.) Staff raised concerns 58 

regarding a marketing agreement between Water Service Company (“WSC”) an 59 

affiliate of the Illinois Utilities and HomeServe USA (“HSUSA”). WSC received 60 

payments from HSUSA as a result of Illinois Utilities’ customers enrolling in 61 

HSUSA’s service repair plans.  Staff proposed adjustments, which the Illinois 62 

Utilities accepted, to reflect such payments as revenues as a benefit to 63 

ratepayers.4  For additional Staff concerns regarding the WSC / HSUSA 64 

marketing agreement please see the testimony of Mr. David Sackett, ICC Staff 65 

Exhibit. 5.0. 66 

                                            
2
  Direct Testimony of Steven M. Lubertozzi, 9. 

3
  Id. 

4
  Final Order, Docket Nos. 11-0561/11-0562/11-0563/11-0564/11-0565/11-0566 (Cons.), 28 (May 22, 

2012). 
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 67 

Q. What do you recommend to the Commission regarding USI’s accounting 68 

for the impact of the marketing agreement between WSC and HSUSA?  69 

A. I recommend, similar to the previous Illinois Utilities rate case, that any payments 70 

received by WSC from HSUSA as a result of Illinois Utilities’ customers currently 71 

enrolled in HSUSA’s service repair plans be reflected as revenues as a benefit to 72 

ratepayers in future USI rate proceedings.  I also recommend that WSC not 73 

allocate any marketing agreement operating costs to USI in future rate 74 

proceedings.  I further recommend that the rider to the affiliate interest 75 

agreement (“AIA”) between WSC and Illinois Utilities, previously approved in 76 

Docket No. 08-0335, be revised to include the above recommended accounting 77 

treatment for ratemaking purposes.  See Attachment E of Mr. Sackett’s testimony 78 

for the proposed revision to the AIA rider. 79 

 80 

Q. Describe Section 7-204(b)(3). 81 

A. Section 7-204(b)(3) requires that, before approving a proposed reorganization, 82 

the Commission find that costs and facilities are fairly and reasonably allocated 83 

between utility and non-utility activities in such a manner that the Commission 84 

may identify those costs and facilities which are properly included by the utility for 85 

rate making purposes. 86 

 87 

Q. How do the Joint Applicants address the standard in Section 7-204(b)(3) in 88 

their testimony? 89 



Docket No. 13-0618 
ICC Staff Exhibit 2.0 
 

 

 5 

A. On page 5 of the Direct Testimony Mr. Lubertozzi, Joint Applicants’ witness 90 

states, similar to his response to Section 7-204(b)(2) above, that the current cost 91 

allocation processes will continue to comply with Commission rules such that 92 

costs and facilities are fairly and reasonably allocated between utility and non-93 

utility activities.5  This will be done, he asserts, in such a manner that the 94 

Commission can identify those costs and facilities which are properly included by 95 

the utility for rate making purposes.6 96 

 97 

Q. By what means can the Commission be assured that the Joint Applicants 98 

will have complied with Sections 7-204(b)(2) and 7-204(b)(3)? 99 

A. In approving a proposed reorganization, Section 7-204(f) authorizes the 100 

Commission to impose such terms, conditions, or requirements as, in its 101 

judgment, are necessary to protect the interests of the public utility and its 102 

customers.  To ensure that the Joint Applicants comply with Sections 7-204(b)(2) 103 

and 7-204(b)(3), I recommend the following conditions: 104 

1) Commission Staff be granted access to all books, accounts, records and 105 

personnel of UI and all of its utility and non-utility affiliated sister and 106 

subsidiary companies, as well as to independent auditor’s working papers, 107 

to the extent permitted by the rules and policies of the independent 108 

auditor;  109 

                                            
5
  Direct Testimony of Steven M. Lubertozzi, 5. 

6
  Id. 
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2) UI and all of its utility and non-utility affiliated sister and subsidiary 110 

companies should conduct an annual review of all allocations that impact 111 

the regulated subsidiaries and prepare a report that includes a description 112 

of the review’s procedures, findings, conclusions, and recommendations.  113 

The report must be verified by a UI officer and must be submitted to the 114 

Manager of Accounting of the Commission by March 31st each year.  The 115 

workpapers supporting the review must be made available to Commission 116 

Staff for review upon request.  If the Manager of Accounting determines 117 

that the review was deficient in any respect, the Manager of Accounting 118 

will first communicate the deficiencies to UI.  UI must remedy any 119 

deficiency or provide the Manager of Accounting with an explanation of 120 

why the deficiency cannot be remedied. If UI fails to remedy any 121 

deficiency to the satisfaction of the Manager of Accounting, the Manager 122 

may bring the matter to the Commission to resolve; and  123 

3) Any payments received by WSC from HSUSA as a result of Illinois 124 

Utilities’ customers currently enrolled in HSUSA’s service repair plans are 125 

reflected as revenues as a benefit to ratepayers in future USI rate 126 

proceedings.  I also recommend that WSC not allocate any marketing 127 

agreement operating costs to USI in future rate proceedings.  I further 128 

recommend that the rider to the AIA between WSC and USI, previously 129 

approved in Docket No. 08-0335, be revised to include the above 130 

recommended accounting treatment for ratemaking purposes.   131 

 132 
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Finding Regarding Section 7-204(c) 133 

Q. Describe the ruling the Commission must make to comply with Section 7-134 

204(c).   135 

A. Section 7-204(c) provides that the Commission shall not approve a 136 

reorganization without ruling on:  1) the allocation of any savings resulting from 137 

the proposed reorganization; and 2) whether the companies should be allowed to 138 

recover any costs incurred in accomplishing the proposed reorganization and, if 139 

so, the amount of costs eligible for recovery and how the costs will be allocated. 140 

 141 

Q. How do the Joint Applicants propose to allocate any savings resulting from 142 

the proposed reorganization? 143 

A. On page 6 of his Direct Testimony, Joint Applicants’ witness Mr. Lubertozzi 144 

states that there are no savings projected by the Joint Applicants as a result of 145 

the proposed reorganization.7  He further states that if any savings do occur, 146 

such savings will be passed on to USI customers in future rate proceedings.8 147 

 148 

Q. Do the Joint Applicants project that any incremental costs will be incurred 149 

as a result of the proposed reorganization? 150 

A. Yes.  In response to Staff Data Request JMO 1.03, the Joint Applicants provided 151 

an estimate of $10,000 for potential transaction costs.  Such costs would be 152 

incurred for customer notices, mailings, travel to customer hearings and travel to 153 

                                            
7
  Direct Testimony of Steven M. Lubertozzi, 6. 

8
  Id. 
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an evidentiary hearing. Joint Applicants also stated that UI’s parent company 154 

Corix is paying for all legal costs related to the merger.  Legal costs are not 155 

included in the estimated transaction costs.9 156 

 157 

Q. Will the Joint Applicants seek recovery of any non-legal incremental costs 158 

incurred as a result of the proposed reorganization? 159 

A. Yes.  On page 7 of his Direct Testimony, Joint Applicants’ witness Mr. Lubertozzi 160 

states that the Commission should authorize the recovery of the non-legal 161 

merger costs in a future USI rate proceeding because such merger costs are 162 

being incurred pursuant to the direction of the Commission, solely to achieve 163 

savings that will be passed on to USI customers. 164 

 165 

Q. Will the Joint Applicants seek recovery of any legal costs incurred as a 166 

result of the proposed reorganization? 167 

A. No.   In response to Staff Data Request JMO 2.02, the USI will not seek recovery 168 

of legal fees incurred in this docket that Corix is paying.10 169 

 170 

Q. What do you recommend to the Commission regarding the recoverability of 171 

merger costs? 172 

                                            
9
 Attachment A – Joint Applicants Response to Staff Data Request JMO 1.03. 

10
 Attachment B – Joint Applicants Response to Staff Data Request JMO 2.02. 
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A. I recommend that USI be allowed to recover the non-legal incremental costs 173 

incurred in accomplishing the proposed reorganization in future rate proceedings 174 

as follows: 175 

a) Costs to be deferred is limited to the lesser of $10,000 or the actual 176 

reasonable and prudent costs incurred as determined in the initial 177 

consolidated rate proceeding; and  178 

b) Amortization of the deferred costs will utilize the same amortization 179 

period as rate case expense as determined in the initial 180 

consolidated rate proceeding. 181 

 182 

Recommendations 183 

Q.  Please summarize your recommendations for the Commission. 184 

A. I recommend that the Commission find that the Joint Applicants have satisfied 185 

the requirements of Sections 7-204(b)(2) and 7-204(b)(3).    186 

 187 

 I also recommend that to ensure that the Joint Applicants comply with the 188 

requirements of Sections 7-204(b)(2) and 7-204(b)(3), the Commission approve 189 

the proposed reorganization contingent on the following conditions: 190 

1) Commission Staff be granted access to all books, accounts, records and 191 

personnel of UI and all of its utility and non-utility affiliated sister and 192 

subsidiary companies, as well as to independent auditor’s working papers, 193 

to the extent permitted by the rules and policies of the independent 194 

auditor;  195 
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2) UI and all its utility and non-utility affiliated sister and subsidiary 196 

companies conduct an annual review of all allocations that impact the 197 

regulated subsidiaries and prepare a report that includes a description of 198 

the review’s procedures, findings, conclusions, and recommendations.  199 

The report must be verified by a UI officer and must be submitted to the 200 

Manager of Accounting of the Commission by March 31st each year.  The 201 

workpapers supporting the review must be made available to Commission 202 

Staff for review upon request.  If the Manager of Accounting determines 203 

that the review was deficient in any respect, the Manager of Accounting 204 

will first communicate the deficiencies to UI.  UI must remedy any 205 

deficiency or provide the Manager of Accounting with an explanation of 206 

why the deficiency cannot be remedied. If UI fails to remedy any 207 

deficiency to the satisfaction of the Manager of Accounting, the Manager 208 

may bring the matter to the Commission to resolve; 209 

3) Any payments received by WSC from HSUSA as a result of Illinois 210 

Utilities’ customers currently enrolled in HSUSA’s service repair plans are 211 

reflected as revenues as a benefit to ratepayers in future USI rate 212 

proceedings; 213 

4) WSC will not allocate any marketing agreement operating costs to USI in 214 

future rate proceedings; and 215 
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5) The rider to the AIA between WSC and USI, previously approved in 216 

Docket No. 08-0335, be revised to include the above recommended 217 

accounting treatment for ratemaking purposes.   218 

 219 

 In regards to compliance with Section 7-204(c), I recommend that the 220 

Commission rule that: 221 

1)  The allocation of any savings resulting from the proposed reorganization 222 

would flow through to the costs associated with USI operations for 223 

consideration in setting rates by the Commission; and 224 

2)  USI will be allowed to recover the non-legal incremental costs incurred in 225 

accomplishing the proposed reorganization in future rate proceedings as 226 

follows: 227 

a) Costs to be deferred is limited to the lesser of $10,000 or the actual 228 

reasonable and prudent costs incurred as determined in the initial 229 

consolidated rate proceeding; and  230 

b) Amortization of the deferred costs will utilize the same amortization 231 

period as rate case expense as determined in the initial 232 

consolidated rate proceeding. 233 

 234 

Conclusion 235 

Q. Does this question end your direct testimony? 236 

A. Yes. 237 
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3 

JMO 1.03 Referring to the application for approval of agreement and plan of merger, 
page 4, the cost of the merger is estimated to be approximately $10,000.  
Please provide support for the estimated merger costs. 

 
Response: UI’s parent Company, Corix, is paying for all legal costs related to the plan 

of merger, which is not included in the $10,000.  The $10,000 is an 
estimate of potential out of pocket costs (e.g., customer notices, mailings, 
Fed Ed, travel to customer hearings, travel to an evidentiary hearing, etc.), 
but there is no additional support. 

 
 
Prepared by: Steven M. Lubertozzi 

(847) 897-6510 
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Responses to Staff Data Requests JMO 2.01 through 2.05 

 
 

 

JMO 2.02: Referring to the Company’s response to Staff Data Request JMO 1.03 
which indicated that Corix will be paying all legal costs related to the plan 
of merger, please provide the following: 

a) Support for the total estimated legal costs; 

b) Amount of legal costs to be allocated to Utility Services of 
Illinois, Inc. (“USI”); and  

c) Amount of legal costs USI plans to seek recovery from rate 
payers in a future proceeding. 

Response:  
a) The Company is not seeking recovery of the legal fees incurred 

in this docket that Corix is paying, so no estimate of the legal 
costs has been prepared. 

b) No legal costs paid by Corix will be allocated to USI. 
c) The Company will not seek to recover from rate payers legal 

costs paid by Corix. 
 
 
 
Prepared by: Steven M. Lubertozzi 

(847) 897-6510 
  

Docket No. 13-0618 

ICC Staff Exhibit 2.0 

 

Attachment B




