Docket No. 04-0362
ICC Staff Exhibit 5.0

REBUTTAL TESTIMONY
of

MARY H. EVERSON

Accounting Department
Financial Analysis Division
lllinois Commerce Commission

Aqua lllinais, Inc.

Petition for the Issuance of a Certificate of Public
Convenience and Necessity to Operate a Water
Supply and Distribution System in Champaign County, lllinois;
and for the Issuance of an Order Approving
Rates, Accounting Entries, and Tariff Language

Docket No. 04-0362

March 30, 2005



10

11

12

13

14

15

16

17

18

19

20

21

22

Docket No. 04-0362
ICC Staff Exhibit 5.0

Witnhess ldentification

Q. Please state your name and business address.

A. My name is Mary H. Everson. My business address is 527 East Capitol Avenue,
Springfield, Illinois 62701.

Q. Are you the same Mary H. Everson that provided direct testimony in this
proceeding?

A. Yes.

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

A. The purpose of my testimony is to present my position regarding the Rebuttal
Testimonies of Michael D. Bratetic, (Aqua lllinois Ex. R-2.0 Second Revised)
David R. Monie, (Aqua lllinois Ex. R-3.0 Revised) and Gerard P. Connolly (Aqua
lllinois Ex. R-1.0 Second Revised) regarding Aqua lllinois, Inc.’s (“Aqua” or
“Company”) position on the issues of tank painting and Contributions in Aid of
Construction (“CIAC”) and to present revised journal entries to record the
transaction.

Schedules

Q. Are you sponsoring any schedules as part of ICC Staff Exhibit 5.0?

A. Yes. | prepared the following schedules:

Schedule 5.1 Staff Recommended Journal Entries
Schedule 5.2 Adjustment to Distribution Reservoirs & Standpipes
Schedule 5.3 Adjustment to Contributions in Aid of Construction
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Adjustment to Acquisition Adjustment

Calculation of Original Cost

Forecasted Statement of Operating Expense with Philo
Adjustments

Adjustments to Operating Income

Forecasted Rate Base with Philo Adjustments
Adjustments to Rate Base

Interest Synchronization Adjustment

Gross Revenue Conversion Factor

Adjustment to Cash Working Capital

Did the Company agree with any of the journal entries, or recommendations you

presented in your direct testimony?

Yes, in part. In the revised rebuttal testimony of Michael D. Bratetic, (Aqua lllinois

Ex. R-2.0 Second Revised, pp. 3 and 7) the Company accepts my:

1) Journal entry to record the initial purchase to account 104 (JE #1, ICC

Staff Ex. 2.0, Schedule 2.1, page 1 of 2);

2) Journal entry to retire the West water tank, (JE #4, ICC Staff Ex. 2.0,

Schedule 2.1, page 2 of 2); and,

3) Recommendation to file journal entries within six months of the closing

of the Village of Philo (“Village” or “Philo”) acquisition; (ICC Staff Ex. 2.0,

pp. 14-15, lines 317-328).
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Original Cost Determination

Q.

Is the Company contesting your recommended Original Cost of the Philo water
system?

Yes, in my direct testimony | recommended that the lllinois Commerce
Commission (“Commission”) approve $1,009,594 as the original cost of the Philo
water system. (ICC Staff Exhibit 2.0, page 3, line 57) Company witnesses
Michael D. Bratetic and Gerard P. Connolly disagree with the adjustments for
tank painting. Company witnesses Michael D. Bratetic, Gerard P. Connolly and
David R. Monie disagree with my adjustment to recognize Contributions in Aid of
Construction.

Have you changed the amount you believe the Commission should approve as
the original cost of the Village of Philo system?

Yes. Based on information supplied in response to my data requests, | am now
recommending that the Commission approve the amount of $1,739,073 as the

original cost of the Village of Philo system.

Tank Painting

Q.

Does the Company contest your adjustment to remove items identified as tank

painting in 1977, 1982, and 19897

Yes. Both Mr. Bratetic (Aqua lllinois Ex. R-2.0 Second Revised, pp. 3 and 5) and
Mr. Connolly (Aqua lllinois Ex. R-1.0 Second Revised, pp. 8 and 10) state that
they disagree with the adjustments. However, Mr. Connolly is the only witness

who offers any evidence in rebuttal of my position.
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What are the arguments that Mr. Connolly offers to rebut your adjustment for the

three listed tank painting projects?

In general, he disputes the recording of these projects as tank painting since he
now believes the amounts are not large enough to be representative of tank
painting projects. (Aqua lllinois Ex. R-1.0 Second Revised, p. 9) However, for two
of the projects he offers no substantive proof that the items were for projects

other than tank painting.

Does Mr. Connolly dispute the basis for your adjustment that the items were for

tank painting projects?

Yes. However, this is in direct contradiction to the Company’s original response
to Staff data request WD 1.15. (Attachment 1) The data request asked the
Company to provide a description of the water storage tank additions that were
listed without description on Page 1 of Schedule 1 and Sheet 3 of Schedule 3
that are attached to the Direct Testimony of David R. Monie. According to the
Company’s response, the Village Treasurer’s records showed that the Village of
Philo had made various plant additions that are identified in the response as tank
painting. Subsequent to the Company’s filing of rebuttal testimony, Mr. Connolly
provided a revised data request response in which Mr. Connolly now opines that
the projects weren’t for tank painting, but possibly for maintenance and repair.

(See Attachment 2)

Does Mr. Connolly offer any evidence to support his contention that the

Commission should just disregard the Village Treasurer’s records?
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In his second revised rebuttal testimony on page 9, lines 168-170 Mr. Connolly
offers as proof of his claim that HDC Engineering® has records that demonstrate
that at least two of the three projects were for purposes other than tank painting.
However, in the next question and answer beginning on line 175, page 10 of Mr.
Connolly’s Second Revised Rebuttal Testimony where he discuses the third item
listed as tank painting, he asks the Commission to ignore records, also from HDC
Engineering?, that indicate that the project was for tank painting. Mr. Connolly
appears to be arguing that the Commission should accept only the records that
support his supposition that the expenses were for maintenance or
improvements and ignore the records that indicate that the expenses were for

tank painting as recorded by the Village.

Is there another flaw in Mr. Connolly’s current contention that the amounts might
have been incurred for repairs and maintenance rather than for tank painting and

therefore should be included as plant improvements?

Although Mr. Connolly’s contention that the amounts are low for a complete tank
painting might have some merit, this theory is in direct contradiction to the entries
on the Village records for two of the projects that identify those projects as
repainting. Mr. Connolly also suggests that the amounts are not large enough to
represent tank painting, but are amounts that “most likely” were for repairs and
maintenance. (Aqua Exhibit R-1.0 Revised, p. 10, lines178-181) Since there are

no detailed records that would further prove or disprove that supposition, Mr.

1 Mr. Connolly’s testimony and response to staff data request MHE 5.03 indicate the records belong to
HDC Engineering. The records requested and received by Staff were annual Treasurers Reports for the
Village of Philo.
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Connolly can theorize endlessly regarding the nature of the expenditures if he
ignores the one indication of the purpose of the projects, which is the tank

painting description on the Village records.
Would you change your recommendation if you accepted Mr. Connolly’s theory?

No. Even if | were to accept Mr. Connolly’s revised opinion on the purpose of the
tank painting projects, and disregard the Village records, | might then opine that
since the amounts for those items represent small repair and maintenance
projects, those amounts should have been expensed in the year incurred rather
than added to the cost of the tank. Therefore, even if | were to accept Mr.
Connolly’s current theory that each amount is too small to represent tank painting
despite the evidence to the contrary, my adjustment to remove those amounts
from the original cost would still remain. Only the purpose for the adjustment
would be altered. If | were to accept Mr. Connolly’s supposition that the items are
too small to be for tank painting, then they probably should have been expensed
in the year incurred and would not be properly classified as an improvement and

should not then be an addition to rate base.

Did you review records from the Village of Philo to determine how the amounts

were recorded?

Yes. In response to Staff data request, MHE 5.03 in which | requested the
records from HDC Engineering that Mr. Connolly refers to in his testimony (Aqua
lllinois Ex. R-1.0 Second Revised, pp. 9-10), Aqua provided the Village

Treasurer’s annual reports for the years in which the projects occurred.
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What conclusion did you draw from your review of the Village records?
The description of each of the amounts differs slightly for each occurrence. The
records for the first year, 1977 lists 3 different entries, the records for 1982 and

1989 each list one entry. The descriptions of those entries are as follows:

1977 Capital Expenditures
Water System Improvements
Capital Expenditure for Water System
Capital Expenditures Charged Water Fund
1982 Capital Improvements
Repainting of Water Tank
1989 Capital Improvements
Water Storage Tank Repainting

Did your review of these documents cause you to change your mind about the

purpose for any of the projects?

For the projects occurring in 1977, the Treasurer’s report does not specify the
nature of the project as tank painting, therefore, | will withdraw my adjustment for
the projects occurring in 1977. The description in the Treasurer’s reports for the
years 1982 and 1989 indicate clearly that the project relates to repainting of the
water tank. Therefore, | continue to support my adjustments to remove the

amounts related to those projects.

Since you are still sponsoring part of your tank painting adjustment, are you still

sponsoring the related adjustment to Accumulated Depreciation?
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Yes. | have adjusted the accumulated depreciation for the amounts related to the
projects in 1977. The remainder of the accumulated depreciation related to the

1982 and 1989 tank painting projects is still included in my journal entries.

Contributions in Aid of Construction

Q.

Does the Company disagree with your adjustment to record Contributions in Aid

of Construction?

Yes. Mr. Bratetic, (Aqua lllinois Ex. R-2.0 Second Revised, pp. 3-4) Mr. Connolly
(Aqua lllinois Ex. R-1.0 Second Revised, p. 8) and Mr. Monie (Aqua lllinois Ex.
R-3.0 Revised, pp. 2-7) all state that they disagree with my adjustment. However,

only Mr. Monie offers any type of argument so | will address only his testimony.

What is the basis for Mr. Monie’s disagreement with your proposed recording of

CIAC?

Mr. Monie claims that the contributed property is not included in his original cost

study (Aqua lllinois Ex. R-3.0 Revised, p. 3)
Is this a reasonable contention?

It would be if other evidence provided by the Company supported Mr. Monie’s

assertion.
Please explain.

Mr. Monie states on page 3, lines 30-31 of his rebuttal testimony that he did not
include any contributed property in the original cost study he is sponsoring.
However, on that same page at lines 24 and 25 he acknowledges that the

Company responded to Staff data request WD 1.07 (Attachments 3 & 4)
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indicating that the Village had recorded contributions but had not maintained

detailed records identifying which items of plant were funded with contributions.

Has Aqua identified the assets that were funded with the contributions in Philo’s

records?

No. The Company continues to assert that the Village’s records do not identify

what assets were funded with contributions.

How does the Company attempt to reconcile not being able to identify specific
assets funded through contributions with Mr. Monie’s contention that no

contributed property is included in his original cost study?

In response to Staff data request MHE 5.04, Aqua provided the Affidavidt of
Robert Rice, Philo’s Village Treasurer, in which he states that he did not include
any contributed property in the document entitled “Financial Summary of the
Village of Philo, Municipal Water Plant” which was submitted in this proceeding
as Schedule 2 of Mr. Monie’s direct testimony (Aqua lllinois Ex. 3.0 Revised).
The Company contends that Schedule 2 was used to develop Mr. Monie’s
original cost study, now submitted as Schedule 1-2" Revised of Mr. Monie’s

Revised Rebuttal Testimony (Aqua lllinois Ex. R-3.0 Revised).

Does this information convince you that no assets funded by contributions are

included in Mr. Monie’s original cost study?

No. It convinces me that the Village did not keep records in sufficient detail to
identify which assets were funded with contributions. Mr. Rice is in the best

position to know what assets were funded with contributions and he has no
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recollection of that specific information. He is willing to swear that no contributed

property is included in the document he prepared.

Did this document convince you that no assets funded with contributions were
included in the original cost study schedule, Schedule 1-2" Revised (Aqua

lllinois Ex. R-3.0 Revised)?

No. I am unable to reconcile the concept of not being able to identify what assets
are funded with contributions with the assertion that none of those unidentified
assets are included. If an asset funded by contributions cannot be identified, then
it is unknown whether those assets were included in the original cost study of

Village assets.
Does this information impact your recommendation?

Yes. Both the information available from the Village and Mr. Monie’s contention
that he does not know what assets were funded by contributions but that he does
know he included none of those assets his original cost study have impacted my
recommendation. While | do not believe that records exist to determine which
assets were funded with contributions, Aqua and Mr. Monie have acknowledged
in response to data requests and in revised rebuttal testimony that contributions

were recorded in the Village’s records.

Does the Uniform System Of Accounts (“USOA”) require water utilities to record

contributions in aid of construction?

Yes. Instruction 21 of the USOA states that the amount of contributions in aid of

construction applicable to the property acquired should be charged to account

10
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104, Utility Plant Purchased or Sold and concurrently credited to account 271,
Contributions in Aid of Construction. The Company has acknowledged that the
Village of Philo had recorded contributions; therefore, some of those assets
included in the purchase of the Philo system were funded by contributions.
Therefore, the Company should have included the contributions in the original

cost of the Philo system.
What is your recommendation?

Since contributions were recorded but are not specifically identifiable and Aqua
admits that contributions were recorded on the Village records, | am amending
my recommendation. | am recommending that the amount of contributions
recorded on Philo’s records be added to the original cost of the plant accounts
Aqua is acquiring. This is in addition to the recording of the credit to CIAC and

related amortization | sponsored in my direct testimony.
What is the rate base effect of this adjustment?

There is no effect on rate base. The contributions offset the original cost of the
assets. However, the contributions will then be properly recorded in accordance

with the USOA.

Did Mr. Monie correct his original cost amounts for the Philo system related to

the asset labeled NIWC Connection?

Yes. | have incorporated those corrected amounts into my journal entries.

Amortization of Acquisition Adjustment

11
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What is your understanding of the comments made by Aqua witness Bratetic
regarding amortization of the acquisition adjustment?

Mr. Bratetic begins on line 122 of page 7 of his 2ndR

evised Rebuttal Testimony
(Aqua lllinois Ex. R-2.0 Second Revised) asking about my recommendation
regarding the annual amortization of the acquisition adjustment to Miscellaneous
Non-Utility Expense. His answer states that amounts recorded to Account 104
should be cleared to individual plant accounts such as Account 121, Non-Utility
Property. Part of what he states is correct. Plant assets purchased as part of an
acquisition should be cleared to individual plant accounts, but the annual
amortization of the acquisition adjustment is not disposed of in the entry recorded
to clear Account 104 at the time of purchase. It is an entry that is made annually.
It should certainly not be recorded as non-utility property. The acquisition
adjustment is the amount remaining in Account 104 after clearing the assets,
contributions and accumulated depreciation to their respective detail accounts.

The acquisition adjustment is then cleared to Account 114, Acquisition

Adjustment, and later amortized through an annual entry.

Does Mr. Bratetic’s journal entry on Third Revised Attachment 1 (Aqua lllinois Ex.
R-2.0 Second Revised) appear to follow the disposition of the annual

amortization of the acquisition adjustment as he describes above?

No. Fortunately Journal Entry # 4 on Third Revised Attachment 1 indicates that
the annual amortization would be recorded to the correct accounts as a debit to
Account 115, Accumulated Amortization of Utility Plant Acquisition Adjustment

and as a credit to account 421, Non-Utility Income. This is the correct treatment.

12
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However, it is not made as part of the clearing entry as Mr. Bratetic describes in

his testimony.

Staff Recommended Journal Entries

Q.

Are the Staff Recommended Journal Entries the same as you proposed in your
direct testimony?

Yes, with modifications described in earlier sections of this testimony. The
individual schedules that Schedule 5.1 presents are the journal entries proposed
in rebuttal testimony by the Company, in its Third Revised Attachment 1 (Aqua
lllinois Ex. R-2.0 Second Revised), the Staff adjustments to those entries and the
Staff proposed entries. My adjustments to the Company’s proposed rebuttal
journal entries include the following:

1) Correction to remove tank painting costs from plant accounts (JE #2);

2) Recognition of contributions in aid of construction (JE #2); and

3) Recalculation of the Acquisition Adjustment (JE # 2).

Journal Entry to Record Initial Purchase-Journal Entry #1

Q.

A.

Did the Company agree to make the correct initial recording of the transaction
into Account 104 in accordance with Accounting Instruction 21?
Yes. Third Revised Attachment 1 (Aqua lllinois Ex. R-2.0 Second Revised)

includes the entry that | proposed in accordance with the USOA.

Journal Entry to Record the purchase at closing-Journal Entry #2

Q.

Please explain the revision to Journal Entry # 2.

13
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Journal Entry # 2 is the same as the Journal Entry # 2 presented in my direct
testimony with the exception of the revised amounts for CIAC and tank painting

to reflect adjustments that | discussed in earlier sections of this testimony.

Journal Entry to Record the annual amortization of the Acquisition Adjustment-

Journal Entry #3

Please explain the revision to Journal Entry # 3.

| have revised Journal Entry # 3 to reflect the annual amortization of the
acquisition adjustment for the difference in the amount of the acquisition
adjustment and to reflect the change in my position regarding the recording of
CIAC amounts as an addition to plant. Since | am now proposing to record an
acquisition adjustment of $(366,205), the amount of annual amortization | am

proposing is $36,621.

Summary Journal Entry-Journal Entry #4

Q.

A.

Did you revise your summary Journal Entry?

Yes. | revised it to agree with amounts from my revisions in Journal Entry # 2.

Forecasted Revenue Requirement

Q.

Please describe the forecasted revenue requirement you are presenting with this
testimony.

| have prepared a forecasted revenue requirement that has been updated to
reflect my adjustments to rate base and the operating income updates provided
by Aqua for the year 2005.

Please explain the basis for this forecasted revenue requirement.

14
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| used the most recently prepared revenue requirement for Aqua’s Vermilion
division. The starting point for the forecasted revenue requirement schedules is
the Appendix attached to ALJPO in Docket No. 04-0442, the current rate
proceeding for Aqua’s Vermillion Division.

What changes did you make to the operating statement part of the revenue
requirement?

For the forecasted revenue requirement, | used the projected operating
statement information supplied by the Company. Aqua provided forecasted
operating statement information in the 3rd Revised GPC Exhibit 1 (Aqua Illinois
Ex. 1.0 Revised). This information was input as an adjustment to the revenue
requirement for the Company.

What changes did you make to the rate base part of the revenue requirement?

| used the original cost information supplied in the Third Revised Attachment 1
(Aqua lllinois Ex. R-2.0 Second Revised), adjusted for my adjustments to CIAC,
the related amortization, and tank painting costs as plant additions, as presented
on my Schedule 5.1. This information was input as an adjustment to the revenue
requirement for the Company.

Were there additional changes made to the projected operating statement and
rate base parts of the forecasted revenue requirements?

Yes. The revenue requirement template automatically calculates the tax effect of
each individual adjustment, so | did not use the company’s forecasted amounts
of income tax. | generated the amount for cash working capital based on the 1/8

method.

15
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Have the amounts in the revenue requirement schedules been analyzed to
determine whether they represent a realistic forecast?

No. Staff, in the Vermilion rate proceeding, has reviewed the individual issues
imbedded within the revenue requirements that form the starting point for each of
the analyses in this case. However, Staff has not thoroughly reviewed or tested
the forecasted operating statement information for Philo provided by the
Company to determine if the basis under which it was prepared is sufficient.

Do you believe this information is sufficient?

| believe it is sufficient for the purpose of comparing the general effect on the
rates of the company that the acquisition of the Philo water system could have. |
do not, however, believe it should be used to establish rates if the Commission
should decide that Philo would have its own rates. If the Commission were to do

that, Aqua should have a rate proceeding to determine its stand-alone rates.

Recommendation

Q.

A.

Do you have any recommendations?

Yes. | continue to recommend that the Commission:

1) Approve the journal entries | have proposed on Schedule 5.1;

2) Require the Company to file the actual journal entries including updated
accumulated depreciation with the Commission within six months of closing the
transaction, with a copy to the Commission’s Manager of Accounting;

3) Require the Company to notify the Commission with a copy to the

Commission’s Manager of Accounting of the status of the transaction within six

16



Docket No. 04-0362
ICC Staff Exhibit 5.0

351 months of the order date if the actual journal entries to record the transaction
352 have not been filed with the Commission; and

353 4) Require the Company to record the annual amortization of the acquisition
354 adjustment in Account, 421, Miscellaneous Non-Utility income, which is a below
355 the line account, for a period of 10 years.

356 Conclusion

357 Q. Does this question end your prepared rebuttal testimony?

358 A. Yes.
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