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STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 

Illinois-American Water Company : 
 :   09-0319 
 : 
Proposed general increase in water and  : 
sewer rates. : 
  
 
 
 

BRIEF ON EXCEPTIONS OF THE STAFF 
OF THE ILLINOIS COMMERCE COMMISSION 

 

Pursuant to Section 200.830 of the Illinois Commerce Commission’s 

(“Commission”) Rules of Practice, 83 Ill. Adm. Code 200.830, Staff of the Illinois 

Commerce Commission (“Staff”), by and through its undersigned counsel, respectfully 

submits this Brief on Exceptions to the February 22, 2010 Administrative Law Judge’s 

Proposed Order (“Proposed Order”) issued in this ratemaking proceeding for Illinois-

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

addresses issues to which it takes exception in the order in which they appear in the 

Proposed Order. 

Staff has a number of proposed edits to the Proposed Order in the form of 

replacement language.  Most of Staff’s proposed replacement language is tied to 

exceptions.  However, in two instances, Staff offers clarification regarding a rate design 

issue, without taking exception to the Proposed Order’s conclusion.  Despite the “non-

exception” nature of these two clarifications, Staff labels them “exceptions” in the event 

a party disagrees with Staff and thus may reply to Staff in its Reply Brief on Exceptions.     
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I. COST OF SERVICE 

Staff has three exceptions to the Proposed Order’s conclusions concerning 

demand factors and the cost of service.  The first concerns the Proposed Order’s finding 

that Staff testimony conflicts on cost of service and rate design issues, a finding that 

Staff believes is erroneous.  Second, the Proposed Order reaches the unfounded 

conclusion that IAWC’s cost of service study provides a reasonable foundation for 

ratemaking in this case.  Third, the Proposed Order’s conclusion that the Company 

should base future cost studies on non-coincident rather than coincident peak demands 

is flawed and should be revised. 

A. Exception 1:  Alleged Conflicts in Staff’s Testimony 

 
The Proposed Order’s conclusion on cost of service issues suggests that Staff 

witnesses take conflicting positions on ratemaking issues.  The Proposed Order states 

that “[a]s the Commission understands it, Staff witness Lazare prefers an across the 

board rate increase rather than relying on the demand factors presented by IAWC in 

this proceeding.”  (Proposed Order, p. 144.)  The Proposed Order then states that the 

consumption rates proposed by Staff witnesses Rukosuev and Boggs are based on 

IAWC’s demand factors and cost of service study.  (Id.)  Thus, the Proposed Order finds 

that “the recommendation of the only witness objecting to IAWC's method for 

developing demand factors does not seem to be in accord with the recommendation of 

a different witness for the same party.”  (Id.) 

The flaw Staff finds in the Proposed Order’s reasoning is that it appears to be 

entirely based on a misinterpretation of Staff’s argument on these issues.  Contrary to 



                  09-0319 

3 
 

the Proposed Order’s understanding, Staff witness Lazare did not recommend that rates 

be increased on an across-the-board basis.  Rather, he focused on the allocation of 

revenues among rate classes and limited his equal percentage, across-the-board 

proposal to revenues only.  The language in Staff’s Initial Brief is clear on this matter 

calling for “an across-the-board, equal percent change for class revenue allocations.”  

(Staff IB, p. 73.)  Staff made clear in its Initial Brief that it was presenting a different 

proposal for setting rates, stating that “[a]s far as rate design is concerned, the specific 

proposals presented by each party should be evaluated on its own merits.”  (Id.) 

Staff adopted this dual approach to conform to the unique factors governing the 

discussion of demand factors and cost studies in this case.  In direct testimony, Staff did 

not recommend rejection of the Company’s cost of service study.  The recommendation 

instead was to incorporate an alternative set of demand factors into the Company’s cost 

of service study.  However, that position was undermined by IAWC’s admission in 

rebuttal testimony that key operating statistics used to support Staff’s alternative 

approach was incorrect and when the data was changed, the Staff alternative could no 

longer be justified.  With insufficient time or data to craft another alternative in rebuttal 

testimony, Staff’s only options were to support or oppose the deeply flawed Company 

analysis.  Therefore, Staff recommended that these studies should not be used for class 

revenue allocations and, instead, revenues should be increased on an equal 

percentage, across-the-board basis. 

While this discussion proceeded, there was a parallel discussion of rate design 

issues.  Staff rate design witnesses Rukosuev and Boggs presented a number of cost 

arguments for their proposed rates in direct testimony.  These arguments were 
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consistent with Staff’s direct testimony on cost of service issues which recommended 

revisions to IAWC’s proposed demand factors.  However, as previously discussed, 

Staff’s position on cost of service issues changed in rebuttal testimony when the 

Company’s data revisions made the direct testimony position untenable.  So Staff 

argued against the use of IAWC’s cost of service study to allocate revenues among 

customer classes. 

At the same time, Staff did not want to stifle the ongoing discussion of rate 

design issues conducted by the parties to this case.  That is why the proposal for 

across-the-board increases was limited to class revenue allocations only.  To have 

extended Staff’s across-the-board recommendation to rate design would have short-

circuited any arguments made on these issues.  Thus, Staff took the most reasonable 

and consistent approach to the issues of class revenue allocations and rate design 

under the changing circumstances of the current docket.  Staff, accordingly, 

recommends that the Proposed Order’s criticism of Staff’s approach should be entirely 

deleted and replaced because it is based upon an apparent misunderstanding. 

B. Exception 2:  Reasonableness of IAWC’s Cost Studies 

 
While acknowledging the reasonableness of Staff’s concerns, the Proposed 

Order nevertheless finds that IAWC’s cost studies should be used for ratemaking in this 

case.  As justification for this conclusion the Proposed Order states that the alternative 

of rejecting the study means revenues will be allocated based on previous studies using 

demand factors harking back to Docket No. 97-0102.  (Proposed Order, p. 145.)  The 

Proposed Order states that “[i]t is not clear whether consideration was given to the 

possibility that Mr. Lazare’s recommendation would result in rates that are further from 
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cost-based rates when compared to rates based upon IAWC's proposed demand 

factors.”  (Id.) 

In fact, Staff did give consideration to this conundrum and recognizes there are 

no good choices remaining on cost of service issues.  Nevertheless, the fact remains 

that the Commission has deemed the existing cost foundation just and reasonable for 

ratemaking.  The Company bears the burden of proof in this case to demonstrate why 

its new cost of service foundation improves upon the current approach.  Just because it 

uses newer data is insufficient reason especially when the record calls the accuracy of 

that data into question.  

To further justify IAWC’s cost of service studies, the Proposed Order focuses on 

the alleged inconsistency of Staff’s positions and the credentials of the person who 

crafted IAWC’s proposed demand factors.  Staff addressed the Proposed Order’s 

misunderstanding of Staff’s position above, which led to the allegation of inconsistent 

Staff positions.  The Proposed Order states that “[i]t appears to the Commission that the 

IAWC witness on this matter, Mr. McKinley, is qualified to perform such a study and is 

familiar with performing a demand factor study that would be consistent with the AWWA 

Manual.”  (Id.)  The Proposed Order goes on to conclude that “[t]his provides the 

Commission some assurance that the study was performed in a manner in which such 

studies are normally undertaken in the water utility industry.”  (Id.)   

Both of these lines of reasoning in the Proposed Order appear to focus on 

credibility, and ignore the substance of Staff’s arguments that the cost of service study 

is fundamentally flawed.  As pointed out above, the alleged inconsistency the Proposed 

Order found in Staff’s position is based upon a fundamental misunderstanding of Staff’s 
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position.  Moreover, the question of whether Mr. McKinley is qualified to conduct a cost 

study, although relevant, should not be the deciding factor.  The fact of whether Mr. 

McKinley is qualified should only be a starting point, not a determinative factor.  Mere 

qualification is a minimal requirement, it does not translate into an adequate cost study.  

Mr. McKinley should ultimately be judged in this case on the evidence he has presented 

on the record.  That evidence has been shown to be fundamentally flawed and, as a 

result, the Company’s cost of service foundation is flawed as well. 

C. Exception 3:  Coincident vs. Noncoincident Demands 

 
The position taken by the Proposed Order against the use of coincident peak 

demands to allocate the cost of service is problematic and should be reversed.  The 

Proposed Order justifies the rejection of Staff’s proposal to use coincident peak 

demands as follows: 

The Commission notes that cost of service studies it has relied on in 
numerous water rate cases have utilized non-coincident demand and this 
seemed to be something of a water utility industry approach.  While the 
Commission understands Mr. Lazare's position, it is reluctant to direct 
IAWC, or any water utility, to incur the costs associated with a 
methodology it has never approved.  (See, e.g., Central Illinois Light 
Company d/b/a/ AmerenCILCO, et al. Docket No. 07-0585, et al, 
September 24, 2008, Order at 280)  At this time, the Commission does not 
adopt Mr. Lazare's recommendation; however, Staff or any other party is 
free to raise this issue in future proceedings or to present their own cost of 
service study.  (Proposed Order, p. 146.) 
 
This conclusion presents a number of problems.  For one, the Proposed Order 

states that “the Commission understands Mr. Lazare’s position” but fails to indicate 

whether it considers his position to be reasonable.  This is an essential piece of 

information to accurately assess the benefits and costs of incorporating coincident 

demands in IAWC’s cost of service studies. 
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The Proposed Order’s expressed concerns about the costs coincident peak 

approach present another problem.  The primary cost of a coincident peak approach 

entails assembling the requisite demand data for the study.  Since the Proposed Order 

requires IAWC to perform a direct demand study in the future, that study can provide 

the basis for developing coincident peak demands. 

Requiring a coincident peak study will simply place IAWC on the same level as 

electric and gas utilities in Illinois which do not appear to consider this an onerous 

requirement.  As the largest water utility in Illinois, serving customers from South Beloit 

down to Cairo, and with the additional resources of a parent company that provides 

water service in many other states as well, IAWC certainly should have the means to 

perform such a study itself. 

As far as the Proposed Order’s discussion of precedent is concerned, Staff 

certainly agrees it should be considered in the ratemaking process.  However, it should 

not be the deciding factor when compelling cost reasons support the use of coincident 

demands for allocating the cost of service.  

D. Proposed Replacement Language 

 
Based on the foregoing discussion, Staff proposes the following revisions to the 

Commission Conclusion on pages 144-146 of the Proposed Order: 

 Staff believes the primary problem is IAWC's use of Chicago Metro 
maximum month ratios to produce maximum day demand factors for all 
classes in all districts.  Staff asserts that IAWC has failed to demonstrate 
that the pattern of demands for these Chicago Metro customers accurately 
reflects the demands of IAWC customers on a statewide basis.  Staff 
believes that Chicago Metro usage is more weather-sensitive than other 
districts.  IAWC defends its demand factors, arguing that its assumptions 
are reasonable and the demand factors were developed in a manner 
prescribed by the AWWA Manual. 
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 As the Commission understands it, Staff witness Lazare prefers an 
across the board class revenue allocation rate increase rather than relying 
on the demand factors presented by IAWC in this proceeding.  Given that 
the Commission rejected the demand factors and cost of service studies 
recommended in Docket No. 07-0507, the effect of Mr. Lazare's 
recommendation here would be to rely on the demand factors from Docket 
No. 02-0690.  IIWC's recommendation for across the board increases in 
the Zone 1 rate area would have the same implication. 
  
 Staff witness Rukosuev states in his testimony that he is 
addressing rate design issues and that he is not addressing IAWC's cost 
of service studies. (Staff Ex. 5.0 at 2)  Additionally, Staff witness Rukosuev 
and Staff witness Boggs both state in rebuttal that the "recommended 
class revenue requirements include Mr. Lazare’s recommendation as 
much as possible, while continuing to balance my rate design objectives."  
(Staff Ex. 12.0 at 5, Staff Ex. 14.0R at 2)  Nevertheless, the Commission's 
review of Staff's testimony and briefs indicates that Staff's proposed 
consumption charges appear to implicitly rely upon IAWC's cost of service 
study.  
  

In this regard, Staff Ex. 12.0 at 6 indicates that Staff's proposed 
usage charges begin with "the Company's proposed consumption rates in 
order to generate my new proposed consumption rates."  IAWC's 
proposed rates are based upon IAWC's proposed demand factors and its 
cost of service study.  As such, Staff’s approach to setting usage charge 
appears to be significantly different than Mr. Lazare's recommendation to 
increase existing rates on an across the board basis.  It appears to the 
Commission that while Staff witness Lazare recommended that IAWC's 
demand factors and cost of service study be rejected, the consumption 
rates recommended by Staff witness Rukosuev are based upon those 
demand factors and cost of service study.  In any event, the 
recommendation of the only witness objecting to IAWC's method for 
developing demand factors does not seem to be in accord with the 
recommendation of a different witness for the same party.  

  
While arguing against the use of IAWC’s cost of service study to 

allocate revenues among customer classes, Staff did not want to stifle the 
ongoing discussion of rate design issues. That is why the proposal for 
across-the-board increases was limited to class revenue allocations only. 
To have extended Staff’s across-the-board recommendation to rate design 
would have short-circuited any progress made on these issues. We find 
that Staff took the most reasonable and consistent approach to the issues 
of class revenue allocations and rate design under the changing 
circumstances of the current docket.  

 



                  09-0319 

9 
 

 It appears to the Commission that at least some of the concerns 
raised by Mr. Lazare are relevant in evaluating demand factors.  It is not 
clear, however, whether the implication of his recommendation was fully 
considered.  Implicit in recommendations to increase rates across the 
board is the belief that the demand factors from Docket No. 02-0690 are 
superior to those developed by IAWC for this proceeding.  As noted 
above, the demand factors from Docket No. 02-0690 were actually derived 
in Docket No. 97-0102 and are at least 12 years old.  It is not clear 
whether consideration was given to the possibility that Mr. Lazare’s 
recommendation would result in rates that are further from cost-based 
rates when compared to rates based upon IAWC's proposed demand 
factors.  Nevertheless, the fact remains that the Commission has deemed 
the existing cost foundation just and reasonable for ratemaking. The task 
for the Company in this case is to demonstrate why its new cost of service 
foundation improves upon the current approach. Just because it uses 
newer data is insufficient reason especially when the record calls the 
accuracy of that data into question. 
  
 As discussed above, IAWC relies in part on the fact that the 
Commission approved the methodology for developing demand factors in 
Docket No. 08-0463.  Staff contends that IAWC places too much weight or 
significance on that Commission approval.  While the Commission 
previously approved the general methodology for developing demand 
factors, it did not approve the specific method utilized by IAWC's 
consultant, Black and Veach, to develop its recommended demand 
factors. 
   
 Additionally, Staff suggests that IAWC makes too much of the fact 
that the method used to develop its proposed demand factors were 
purportedly developed in compliance with AWWA Manual.  It appears to 
the Commission that the IAWC witness on this matter, Mr. McKinley, is 
qualified to perform such a study and is familiar with performing a demand 
factor study that would be consistent with the AWWA Manual.  This 
provides the Commission some assurance that the study was performed 
in a manner in which such studies are normally undertaken in the water 
utility industry.  This does not, however, suggest an absence of concerns 
with the IAWC's demand factor study.  However, Mr. McKinley should 
ultimately be judged in this case on the evidence he has presented on the 
record. That evidence has been shown to be fundamentally flawed and, as 
a result, the Company’s cost of service foundation is flawed as well. 
 
 As noted above, Mr. Lazare has identified some legitimate areas of 
concern with IAWC's demand factors.  The first issue the Commission 
must address is whether those areas are sufficient to reject the demand 
study results to be used as the basis of rates established in this 
proceeding.  On this difficult issue, the Commission believes that all things 
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considered, IAWC's proposed demand factors are sufficiently reliable for 
use in this proceeding.  As previously discussed, the Commission finds it 
significant that the recommendation of the only witness opposing the 
methodology underlying the demand factors appears to be inconsistent, in 
certain relevant respects, with the recommendations of another Staff 
witness. should not be used for ratemaking in this case. The evidence fails 
to demonstrate that these factors accurately reflect ratepayer demands on 
the IAWC system. Therefore, the Commission will adopt an across-the-
board allocation of revenues among customer classes while allowing rate 
design issues to be decided on their individual merits. 
 
 Next, the Commission will address IIWC's concerns with the 
demand factors for rate Zone 1.  The Commission will not quibble about 
whether or not IAWC was required to develop demand factors for Zone 1 
or Zone 1 with Champaign.  It seems to the Commission that IIWC's 
concern is that the cost of service studies presented for Zone 1 and Zone 
1 with Champaign did not incorporate demand factors that reflected Zone 
1 (without Champaign) or Zone 1 with Champaign.  Instead, those cost of 
service studies reflected demand factors for SPSPSB. 
   

IIWC is correct that the cost of service studies do not technically 
include the "correct" demand factors.  As IAWC Exhibit 13.00R2 shows, 
however, the technically "correct" demand factors vary only immaterially 
from the demand factors that were used.  While IIWC argues that it is 
impossible to know the impact of including the "correct" demand factors 
because the cost of service studies were not re-run, the Commission 
believes IIWC's concerns are misplaced.  As previously discussed, an 
issue the Commission must decide, in establishing rates, is whether such 
rates are cost-based.  The Commission rejects IIWC's implicit assumption 
that demand factors from Docket No. 02-0690, which were actually 
developed in Docket No. 97-0102, are superior to the demand factors 
shown on IAWC Exhibit 13.0R2 at page 4. 

 
 Having determined that the demand factors proposed by IAWC are 
reasonable for purposes of this proceeding, the Commission will address 
the remaining cost of service issues. It appears IAWC and IIWC generally 
agree that the base-extra capacity method is appropriate for use in this 
proceeding.  Staff witness Mr. Lazare suggests that IAWC should be 
required to substitute coincident peak demand for non-coincident peak 
demand in future cost of service studies.  Staff witness Mr. Rukosuev 
implicitly relies upon IAWC's cost of service study in developing his 
recommended consumption rates.  All things considered, the Commission 
believes that for purposes of this proceeding, the record supports a finding 
that IAWC's proposed cost of service studies are reasonable. 
 
 IAWC opposes Mr. Lazare's recommendation that it be required to 
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use coincident demand rather than non-coincident demand in future cost 
of service studies.  The Commission notes that cost of service studies it 
has relied on in numerous water rate cases have utilized non-coincident 
demand and this seemed to be something of a water utility industry 
approach.  Nevertheless, the Commission finds that Staff has made a 
compelling argument that the cost of key water supply facilities are driven 
by peak demands and it therefore orders the Company to present such a 
study in its next rate case. Furthermore,While the Commission 
understands Mr. Lazare's position, it is reluctant to direct IAWC, or any 
water utility, to incur the costs associated with a methodology it has never 
approved.  (See, e.g., Central Illinois Light Company d/b/a/ 
AmerenCILCO, et al. Docket No. 07-0585, et al, September 24, 2008, 
Order at 280)  At this time, the Commission does not adopt Mr. Lazare's 
recommendation; however, Staff or any other party is free to raise this 
issue in future proceedings or to present their own cost of service study. 
 
 

II. RATE DESIGN 

A. Exception 4:  Customer Charges for 5/8 Inch Meters 

 
Staff does not take exception to any of the customer charges adopted by the 

Proposed Order for IAWC, even if they are inconsistent with Staff’s proposals.  Staff, 

however, will take this opportunity to explain its position regarding customer charges for 

5/8 inch meters. 

The only customer charges that are different from those which Staff 

recommended are for Streator, Pontiac, Southern, Pekin and Peoria.  The Proposed 

Order discusses its reasoning on this issue, stating that “[i]n determining reasonable 

monthly customer charges, there are numerous considerations, some of which are not 

directly aligned.  Among others, those considerations include uniformity of charges, 

cost-based rates, as well as dollar and percentage impacts on customer bills.  All things 

considered, the Commission believes that a combination of the customer charges 

proposed by IAWC, excluding the minimum system charge, and by Staff, will result in 
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the most reasonable 5/8 inch meter customer charges.”  (Proposed Order, p. 167.) 

Although Staff continues to believe that its recommended customer charges are 

reasonable and appropriate, the differences between Staff’s and the Proposed Order’s 

customer charges are not significant. Thus, Staff has no objection to the customer 

charges that are presented in the Proposed Order. 

B. Exception 5:  Public Fire Charges 

 
Staff does not take exception to the Proposed Order’s rate design conclusion for 

public fire charges.  Staff, however, does offer some replacement language that 

recognizes the similarities between the Proposed Order’s and Staff’s approaches to 

achieve the final revenue requirement for Zone 1. 

The Proposed Order’s rate design allows for fixed customer charges (Proposed 

Order, p. 167) and collection of 100% of the private (Id., p. 178) and public fire charges 

(Id., p. 181), while using the usage charges as the balancing determinant to achieve the 

revenue requirement (Id., p. 176).  Staff believes the preferred method to achieve the 

final revenue requirement is to use public fire charges as the balancing determinant 

because it minimizes the impact of the monthly bills of the Company’s customer base.   

The table below compares the approaches taken by Staff and the Proposed 

Order to setting these charges.  It illustrates that, in order to determine the revenue 

requirement for Zone 1, Staff proposed private fire charges that collected nearly 100% 

of the cost of service and fixed, uniform customer and usage charges (Staff Ex. 14.0, p. 

13).  The charge that would be the balancing determinant to achieve the revenue 

requirement in Staff’s rate design was the public fire charge (Id., pp. 9-10), while the 

Proposed Order employs the usage charge for that purpose. 
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 Staff Proposed Order 

Customer Charge Fixed Fixed 

Usage Charge Fixed Balancing determinant 

Private Fire Charge 100% of Cost of Service 100% of Cost of Service 

Public Fire Charge Varies (Balancing determinant) 100% of Cost of service 

 
Both methods should produce the same revenue requirement, which is why Staff 

does not object to the Proposed Order’s conclusion.  Staff, however, does recommend 

that the first paragraph of the Commission Conclusion section on page 181 be revised 

as follows to recognize the consistency between the Proposed Order’s and Staff’s 

approaches: 

As the Commission understands it, IAWC is proposing public fire charges 
for Zone 1 that will allow it to recover the calculated cost of service.  It 
appears that at IAWC's proposed revenue requirement, Staff agreed with 
the Company's proposed public fire charges for Zone 1.  When Staff 
designed rates to collect Staff's lower proposed revenue requirement, it 
proposed to lower the public fire charges for Zone 1.  It is not clear to the 
Commission whether the Staff proposal recognizes that when the revenue 
requirement is reduced, the cost of service also declines.  Although the 
Commission and Staff differed in the way the cost of public fire service 
would be calculated, both methods would achieve the same revenue 
requirement.  In other words, if one inputs a lower revenue requirement 
into the cost of service model, the cost of service, including the cost of 
service for public fire service, would decline.   
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III. CONCLUSION 

For the reasons set forth herein, Staff of the Illinois Commerce Commission 

respectfully requests that its recommendations be adopted in this proceeding. 

  

                Respectfully submitted, 

        

 
        
       LINDA M. BUELL 
 
       Counsel for the Staff of the Illinois 
       Commerce Commission 
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