
STATE OF INDIANA 

INDIANA UTrLITY REGULATORY COMMISSION 

PETlTION OF T HE CITY OF EV ANS VILLE, 
INDIANA, BY ITS WATER AND SEWER 
UTILITY BOARD, FOR AUTHORITY TO 
ISSUE BONDS, NOTES, O R OTHER 
OBLIGATIONS, FOR AUTHO RITY TO 
INCREASE ITS RATES AND C HARGES 
FOR WATER SERV ICE, AND FOR 
APPROV AL OF NEW SCHEDULES OF 
WATER RATES, CHARGES, AND RULES 
AND REGULATIONS FOR W ATER 
SERVICE AND FOR APPROV AL OF 
ACCOUNTING AND RATE MAKING 
TREATMENT FOR WATER SERVICE 
TO REFLECT THE IMPACT OF 
ANTICIPATED CAPITAL REQU IREMENTS 
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CAUSE NO. 44 137 

PETlTIONER'S RESPONSE TO OUCC'S PROPOSED ORDER 

The Indiana Offi ce o f Ut ili ty Co nsumer Counse lor ("OUCC") fil ed il s proposed order on 

November 9,20 12. Pursuanlto Ihe schedu le accepted at the co nc lusion of the ev ide nl iary 

hearing inlhis cause on September 18,20 12, the petilioner, Ihe C it y of Evansville Water and 

Sewer Utilil Y ("Evansville" ), now responds as fo ll ows: 

I. Evansville apprec iates the fact Ihal the OUCC's proposed o rder evidences a 

further narrow ing of Ihe parties' diffe rences. Specifica ll y, since the ev ide nli ary hea ring in thi s 

cause, the OUCC has accepted the language proposed by Evansv ille concernin g: (a) Ihe 

inc lusion of a pre-funded de bt serv ice reserve; (b) the approval o f bond ing authori ty al rales 

capped by Ihe MMD "A" Scale p lus 50 bas is points; and (c) the treatme nt of annual expenses fo r 

the rep laccmcnt of the filt er med ia at Evansville's water treatment plant. 

2. While it is tempting for Evansville to acquiesce in the OUCC's rema ining po in ts 

of contention simply in the interest of expcditing much-needed ra te re lief, the untenab ilil Y of Ihe 
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OUCC's assertions and the materiality o f the remaining do llar differe nce between the parties' 

two pos itions co mpe l Evansv ille to reaffirm it s prev ious pos itio n. 

3. The three areas o f continuing disagreeme nt invo lve the O UCC's des ire to impute 

estimated sav ings fro m a capita l improve ment project not yet undertaken, the fin anc ing for 

whic h has been denied by the Co mmiss io n in Cause No. 44123; whether the utility 's rates should 

be based o n rece iving revenues from a bus iness that has announced during Evansv ille ' s 12-

mo nth post-test- year adjustme nt period that it will be c losing after that adjustme nt period; and 

whether the Commiss io n should ignore the actual amount o f the utility's insurance expense 

because the O UCC pre fers that the Commiss ion impute an insurance expe nse based on a 

d ifferent methodo logy, the resul t o f which is not in the record and which may be greater or less 

than the utility's actua l insurance expe nse. 

ImRuting Revenue Projec ted fro m Evansv ille ' s UnaRRroved Performance Contract 

4. Evansv ille has agreed to the terms o f a guaranteed performance contract 

("Contract") with Johnson Controls, Inc. to, among other things, replace or repair most o f its 

water me ters. That Contrac t is contingent on Evansville rece iving approva l li·om the IURC for 

Financing the multi-million dollar cost o f these improve me nts . Evansv ille and Johnson Controls 

petitioned the IURC for appro val o f the Contract and assoc iated financ ing in Cause No. 44 123 in 

late 20 II . However, the Commiss ion denied the request for tinanc ing o f the Contract projects 

o n August IS, 2012 based on concerns that the projected sav ings did not exceed the projected 

rinanc ing costs by at least 10%. Although Evansville sought to introduce ev idence o n rehearing 

in that cause that the project wo uld meet the Commiss io n's 10% reserve require me nt , in its 

October 3 1, 2012 order denying rehearing the Commiss io n found that such ev idence was not 

appropriate ly introduced o n rehearing and e ncouraged the parties to instead fil e a new case. 

2 



5. The OUCC does no t dispute the fact that it is seeking to impute to Evansv ille 

revenues it has not reali zed e ither during the test year or in the twe lve-month post-test-year 

adjustment period. Nor does the OUCC d ispute the fac t that the financing costs for the meter 

replacement project are not inc luded in its rate calculat ions. Dismiss ing these essentia l 

defi ciencies in its pos ition, the OUCC advocates that the Commiss ion cherry-pick a subset of the 

meters to be repaired or replaced as part of the overa ll Contract and capture in thi s rate case only 

those estimated sav ings from customers served by the largest meters. At the same time, the 

OUCC noted its continuing support for the Contract, which it never introduced into the record , 

and all or its interdependent components, ignoring the implications that skimming est imated 

sav ings wo uld have on the viabi lity of the rest of the Contract. For examp le, with its limited 

focus on the est imated sav ings li·om the largest meters, the OUCC made no attempt to exp lain 

how Evansville sho uld fund the replacement of more than 44,000 smaller res idential water 

meters also ca lled ror under the Contract. 

6. Citing no authorit y fo r its sweeping departure Ii·om ratemaking princ iples, the 

OUCC wo uld have thi s Commiss io n find that " the revenues that would ha ve been reali zed if 

Petitioner had rep laced the meters by the end of the adjustment period (ending December 31 , 

20 12) should be recognized for ratemaking purposes." OUCC Proposed Order at 12. [fthe 

Commiss ion were to adopt the OUCC' s hypothetical revenue adjustment , it wou ld necessaril y 

also need to provide Evansv ille the opportunity to deve lop and introd uce a corresponding 

hypothetica l cost adjustment. Rather than follow the OUCC down the rabb it ho le of hinds ight 

micromanage me nt o f a munic ipa l utilit y, the Commiss ion sho uld hew to established standards 

for adjustme nts to be fu ll y fixed , know n and measurable within the constrai nts o f the test year 

and adjustment period. The OUCC re lies entire ly on a schedule of savings that was developed 
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by Evansville and Johnson Contro ls with the assumption that the Commiss ion wou ld approve the 

financing fo r the Contract "and the financing was completed prior to the work actuall y getting 

done." Tr. at B-54. Without these assoc iated financing costs, the amount o f any revenue 

adjustment cannot be full y fixed, known and measurable. 

C losure ofWhirl)2oo l Facility 

7. Evansvi lle antic ipates modest growth in its sa les o f water to commerc ia l and 

industrial customers in future years. Although the actual amount is necessaril y an estimate, 

based on data from Evansville's test year and adjustment period , with one exception Evansvi lle 

and the OUCC agreed on an amount to inc lude in Evansville's projected revenues fo r purposes 

of setting its rates. The exception concerns $30,244 in revenues from one of Evansville's 

commerc ial customers, Whirlpoo l's refrige ration product deve lopment faci li ty, which wi ll be 

c losed but not until after the end of the adjustment period. 

8. Un like the unknown impac t o rthe unimplemented Contract, where the project's 

costs are generall y projected to be offset by savings, inc luding fro m large meter replacements, 

the impact of the Whirlpoo l fac ility's c losure on Evansville's projected growth in commerc ial 

and industrial sa les is fixed, known and measurable. The $30,244 in revenue Ii'om thi s customer 

is go ing away. Yet the OUCC wo uld have the Commiss ion don bli nders to a known decrease in 

future revenue fTom this current customer. 

9. The customer growth adjustment applied to test year revenues is not so one-sided. 

When inflating a utili ty's revenues for projected future growth in sa les based on its adjusted test 

year experi ence, the Commiss io n IllUSt take into account all re levant data fro m the test year and 

adjustment period, inc luding a known example of reduced growth such as an announced plant 

c losure. 
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Insura nce Costs 

10. The City of Evansv ille provides hea lth and li fe insurance coverage to municipal 

employees, including the employees o f its water utili ty. It allocates the common cost of thi s 

insurance based on the total number o f covered employees budgeted for each department , 

inc luding the water utilit y. The OUCC erro neously asserts that because the utility's budgeted 

employee count may at any given ti me be greater than its actua l employee count due to one or 

more vacancies, its insurance assessment li·om the City does not re fl ect what its actl al cost will 

be. While the OUCC purports to advocate that Evansville's water rates re fl ect its ac tual cost to 

prov ide health and li fe insurance coverage to its employees, the OUCC's proposal to decrease 

Evansville ' s insurance expense adjustment by $67,522 wo uld do the opposite, stranding that 

amo unt of leg itimate, ac tual expe nse. 

11. The OUCC made no attempt to determine how its preferred, hypothetical method 

for the C it y to allocate common insurance costs would impact the water utility, to sl y nothing of 

whether it wo uld even be feas ib le. But it is not at all c lear that these costs wo uld be any less than 

under the ex isting structure. If, fo r example, every department has the same percentage of 

unfilled budgeted pos itions as the water utility, then a consistent application o f the OUCC's 

preferred alternati ve methodology fo r allocating common insurance costs among the City's 

departments would result in no change in the water utility's share o f these costs. Of course, if 

the utility experiences re lati ve ly fewer open budgeted positions than other departmlnts, then its 

share of the insurance costs would be even greater under the OUCC's methodology, The OUCC, 

however, appears to have no interest in consistency, preferring instead that thi s Commiss ion take 

the City's insurance cost deve loped pursuant to one methodology, on a per budgeted employee 

bas is, ancl multiply that by the water utilit y's actual employee count, thereby ensuring that 
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Evansville recovers less than its actual insurance costs. The Commission should gr e the 

OUCC's position no credence and instead adopt the full $114,041 insurance expense adjustment 

as proposed by Evansville. 

The OUCC's Revenue Requirements Chart Should Not Be Relied Upon 

12. Finally, Evansville notes that even if the Commission were to accept the OUCC's 

proposed adjustments, the pro fonna annual revenue requirement chart contained if its proposed 

order appears to be incorrect. In its proposed order, the OUCC agrees with Evans t "e's 

proposed Debt Service Reserve funding, proposed par amount of bonds and interes~ rate 

assumptions on the proposed bonds. Yet the debt service revenue requirement set rorth in the 

chart on page 14 of the OUCC's proposed order has not changed from the revised <itebt service 

requirement it filed on September 18,2012. The language in the OUCC's proposeh order also 

would have the Commission accept Evansville's proposed expedited filter media J placement 

periodic maintenance schedule, but the OUCC's proposed operating expenses do n~t reflect this 

treatment. The OUCC's revenue requirements chart also appears to omit the adjuslment for 

additional revenues proposed by the OUCC but not, as reiterated above, accepted by Evansville. 

On behalf of its customers, whose tield hearing testimony amply demonstrated support 

for its request for rate relief, Evansville urges the Commission promptly to adopt 1 proposed 

order as filed on October 12, 2012. I 

Date: November 20,2012 

CITY OF EY ANSYILLE 
WATER AND SEWER UTILITY 

6 



Clayton C. Miller, Attorney No. 17466-49 
BAMBERGER, FOREMAN, OSWALD & HAHN, LLP 
201 N. Illinois St., Suite 1225 
Indianapolis, IN 46204 
Telephone: 317-822-6786 
Fax: 317-464-1592 
Email: cmiller@bamberger.com 

CERTIFICATE OF SERVICE 

The undersigned counsel certifies that on November 20, 2012, a copy of t e Petitioner's 

Response to the OUCC's Proposed Order has been served by electronic mail Gn the Indiana 
I 

Office of the Utility Consumer Counselor addressed to its counsel, Daniel LeVay at the 

following address: dlevay@oucc.lN.gov and also at infomgl@ollcc. IN.gov. 
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