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I. INTRODUCTION 

This is the Brief on Exceptions of Illinois-American Water Company (“IAWC” or the 

“Company”) with regard to the Administrative Law Judges’ Proposed Order (“ALJPO”) issued 

in this proceeding on February 22, 2010.  Except as discussed herein, the Company does not take 

exception to the ALJPO’s findings and conclusions.  IAWC’s exceptions to the ALJPO are 

discussed below.  With respect to each matter discussed, appropriate replacement language for 

the ALJPO is set forth in the corresponding section of the attached Appendix A – Exceptions 

(“Appendix A”), which shows the changes from the ALJPO in redline format.  For the reasons 

stated in detail below, the Company asks that the ALJPO be modified with the replacement 

language discussed herein and shown in the respective sections of Appendix A.   

II. ARGUMENT 

A. Exception 1: ALJPO Section IV.B, “Business Systems Planning Study,” 
Subsection 3 “Commission Conclusion” (ALJPO, p. 20.) 

With respect to IAWC’s Comprehensive Planning Study (“CPS”), the ALJPO correctly 

concludes (p. 20) that, “in the long run, customers benefit when utilities engage in such 

planning” and IAWC has explained why the CPS benefits customers.  Therefore, the ALJPO 

properly rejects the Illinois Attorney General’s (“AG”) proposed exclusion from rate base of the 

CPS cost.  

The ALJPO, however, incorrectly finds that, “an excessive portion of the costs [of the 

CPS] has been allocated to Illinois.”  In setting forth IAWC’s position on the cost allocation of 

the CPS, the ALJPO (p. 20) is correct that the cost of the study “is being allocated to all the 

regulated entities of American Water based on customer count.”  In reaching its conclusion of 

the appropriate level of allocation, however, the ALJPO incorrectly relies on AG Cross Exhibit 

21 (Response to data request AG 6.2) to determine that the total cost of the CPS for American 
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Water Works Company, Inc. (“American Water”) as a whole is $2.39 million.  AG Cross Exhibit 

21 does not provide the total cost of the CPS for American Water. Instead, it provides only the 

portion of the total CPS cost that relates to outside consultant payments.  Subsection (c) of page 

1 of AG Cross Exhibit 21 states that, “[t]he CPS is being prepared and managed by Service 

Company employees with support from consulting firms with expertise in certain disciplines,” 

indicating that the dollar amounts for consultant services on page 2 of AG Cross Exhibit 21 

(totaling $2.39 million) represent only the cost incurred for consultants, not the total cost of the 

CPS.  Instead, as IAWC witness Mr. Grubb testified, the total cost of the CPS (including the 

consultant cost) is $6.7 million.  (Tr. 480.)  Further, as the record indicates, IAWC customers 

represent approximately 9% of American Water’s customers.  (Tr. 473.)  When these correct 

figures for IAWC’s customer count percentage and the total cost of the CPS are used, IAWC’s 

requested $625,240 for the CPS represents the appropriate allocation of total cost of the CPS.  

IAWC also notes that no witness in this proceeding testified that the $625,240 amount was an 

incorrect or improper allocation of the total cost of the CPS.  Therefore, the ALJPO’s conclusion 

that, for the CPS, “IAWC's responsibility would be $358,652 rather than $625,[240]” and “that 

IAWC's rate base should be reduced by $266,748” should be removed.  IAWC’s proposed level 

of cost for the CPS of $625,240 should be affirmed.   

Appropriate replacement language is set forth in Appendix A, p. 1. 

B. Exception 2: ALJPO Section V.B, “Service Company Fees,” Subsection 6 
“Commission Conclusion” (ALJPO, pp. 45-47.) 

IAWC agrees with the ALJPO (p. 45) that IAWC’s Service Company Cost Study, Self 

Provision Study and Belleville Lab Study “represent a reasonable effort to comply with the 

directive of the Commission” in Docket No. 07-0507.  For the purposes of this case, IAWC also 
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does not object to the ALJPO’s conclusion (p. 46) that, “the amount initially budgeted by IAWC 

for the Service Company fees for 2010” should be recovered through rates.   

IAWC, however, does not agree with the ALJPO’s assertion (p. 47) that “an independent 

audit could be of benefit in evaluating the Service Company fees,” and therefore takes exception 

to the ALJPO’s directive (p. 47) that IAWC file, within 60 days, a “detailed estimate or 

estimated range” of the cost of conducting such an audit.  In light of the extensive evidence 

relating to IAWC’s Service Company charges and operations provided in this proceeding in 

response to the Docket 07-0507 Order, IAWC believes that the cost of another formal audit or 

investigation of this area is unjustified. 

As the record shows, in response to the Docket 07-0507 Order, IAWC provided in this 

case comprehensive information to detail and support the services to be provided by the Service 

Company to IAWC and the test year level of cost for those services.  (See discussion at IAWC 

Init. Br., pp. 58-69; Reply Br., pp. 37-52.)  The evidence was presented through five IAWC 

witnesses: Karla Teasley (IAWC Ex. 1.00), John Young (IAWC Ex. 12.00), Bernard Uffelman 

(IAWC Ex. 10.00), Mark Young (IAWC Ex. 11.00), and Edward Grubb (IAWC Ex. 5.00 Rev.).  

Three separate studies were introduced – the Self Provision Study sponsored by Ms. Teasley 

(IAWC Ex. 1.04); the Service Company Cost Study sponsored by Mr. Mark Young and Mr. 

Uffelman (IAWC Ex. 11.01); and the Belleville Lab Study, sponsored by Mr. Grubb (IAWC Ex. 

5.04).  Collectively, the evidence included extensive information on the nature and benefit of 

each service provided by the Service Company to IAWC (IAWC Ex. 12.00 (John Young Dir.), 

pp. 2-26); the professional or functional classification of all Service Company personnel 

expected to provide 2010 services, the number of projected hours of service required in the test 

year, and the related hourly cost for each functional service area and for each employee job 
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classification (IAWC Ex. 11.01); a detailed budget for the services in the test year (IAWC Exs. 

5.00R2 (Grubb Reb.), pp. 4-5; 5.01R2); a detailed description of the process for allocating 

Service Company costs to IAWC and its regulated affiliates (IAWC Ex. 5.00 (Grubb Dir.), pp. 4-

7); and testimony regarding Service Company operations and costs (IAWC Exs. 1.00 (Teasley 

Dir), p. 17; 12.00 (J. Young Dir.), pp. 2-26; 5.00 (Rev.) (Grubb Dir), pp. 2-12; 5.00R2 (Rev.) 

(Grubb Reb.), pp. 4-6).  In accord with the Commission’s procedural rules, all parties in this 

proceeding had the opportunity to submit discovery requests directed to the evidence that IAWC 

submitted, and to respond as they deemed appropriate to the evidence with cross-examination 

and/or the presentation of responsive evidence presented through expert or other witnesses.  (See, 

e.g., 83 Ill. Admin. Code §§ 200.340, 200.360, 200.610, and 200.660.)  Thus, all aspects of 

services provided by the Service Company to IAWC and the cost of those services were subject 

to review and comment to the extent that any party deemed appropriate. 

Despite the comprehensive presentation and opportunities for review and challenge that 

this proceeding provided, no witness in this proceeding disputed any aspect of the evidence 

offered by IAWC’s five witnesses addressing this topic.  No witness challenged either the 

methodology or results of IAWC’s Service Company Cost Study.  No witness disputed the 

methodology or results of the Self-Provision or Belleville Lab Study.  No witness criticized or 

addressed the discussion of any service provided by the Service Company to IAWC, or 

suggested that any specific service was unnecessary or over-priced. No witness identified even 

one Service Company service area or job classification for which the number of hours shown in 

the 2010 projection was purportedly high.  No witness disputed the detailed forecast data 

presented in IAWC’s Service Company study, or suggested that the Service Company budget 

was inaccurate.  IAWC provided information regarding its service procurement policies and 
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practices, and these also were not criticized or challenged by any witness in any respect.  Finally, 

no witness recommended an independent audit, or suggested that one was necessary.  (See 

IAWC Reply Br., pp. 46, 47, 54.) 

Despite the absence of evidence contending that any specific service provided by the 

Service Company is unnecessary or over-priced, certain interveners, including the Illinois 

Attorney General (“AG”), recommended that the Commission order, or consider ordering, an 

independent audit of Service Company fees. (ALJPO, pp. 46-47.)  These parties also suggest that 

the cost of such an audit should be borne by IAWC.  In this regard, the ALJPO (p. 47) states: 

The Commission believes it is possible that an independent audit 
could be of benefit in evaluating the Service Company fees 
assessed to IAWC. Whether such an audit would be cost-beneficial, 
however, is not determinable at this time, as the cost of such an 
undertaking is unknown.  As such, ordering such an audit in this 
Order would be premature.  Therefore, the Commission finds that 
IAWC should be ordered to file a detailed estimate or estimated 
range of such costs within 60 days after entry of this order.  Other 
parties shall be given the opportunity to make such a filing if they 
choose to. 

As discussed above, IAWC’s evidence in this proceeding covered in detail all aspects of 

the services provided to IAWC by the Service Company and the cost of those services. 

Furthermore, the parties had the opportunity to review and address any concern identified with 

regard to those services and/or their costs. As discussed above, no witness in this case challenged 

or raised any concern with respect to a specific service or cost. Under these circumstances, 

IAWC submits that an additional formal review of Service Company services and costs would be 

duplicative and unnecessary.  Further, as IAWC has pointed out, the Illinois Public Utilities Act 

(“Act”) would require that the cost of such an audit be “recovered as an expense through normal 

ratemaking procedures.”  220 ILCS 5/8-102.  IAWC  submits that the ALJPO should be 

modified to conclude that the record does not support the requirement that a future independent 



 

 - 6 - 

audit of Service Company fees be required or considered, and to eliminate the requirement that 

IAWC make a filing an estimate of the associated cost or cost range.   

In addition, as discussed in the ALJPO (p. 46), an AG witness suggested that Service 

Company fees were high and recommended that the test year level of increase be limited to 5% 

of the amount allowed in Docket 07-0507.  As the ALJPO also recognized (p. 34), in its Briefs, 

AG goes beyond the recommendation of its witness and suggests that the test year level of 

Service Company costs should not be increased above the level approved in Docket 07-0507.  As 

explained in IAWC’s Briefs, however, neither AG’s witness nor counsel for any of the parties 

identified any specific service or cost that they believe to be inappropriate or unreasonable (see 

IAWC Init. Br. pp. 69-70; IAWC Reply Br. p. 47).  For this and other reasons discussed in 

IAWC’s Briefs, the ALJPO (p. 46) properly concludes that, “the Service Company fees approved 

in this Order [which reflect a ‘normalization’ adjustment that IAWC does not contest] are 

reasonable and should be included in revenue requirement to be recovered through rates.”  

The ALJPO (p. 46) also properly points out that the Commission, “is ultimately required 

to base its findings on actual evidence of record,” and so, “[i]n this case, subject to the 

[normalization] adjustment adopted above, the evidence presented supports a finding that the 

Service Company fees approved in this Order are reasonable and should be included in revenue 

requirement to be recovered through rate.”  (Id.)  Thus, the ALJPO does not adopt either the 

AG’s recommendation that the Commission deny IAWC any increase in test-year Service 

Company fees (AG Init. Br., p. 24) or AG witness Smith’s recommendation that IAWC’s level 

of management fee increase be limited to 5%.  (AG/JM Ex. 5.0 (Smith Reb.), p. 50.)  The 

ALJPO, however, does not state an express finding to that effect.  IAWC recommends that the 



 

 - 7 - 

ALJPO be modified to find expressly that AG’s recommendations that Service Company fees 

not be increased or, in the alternative, that the increase be limited to 5%, are rejected. 

Appropriate amendatory language is set forth in Appendix A, pp. 2-3. 

C. Exception 3: ALJPO Section V.I, “Current Rate Case Expense,” Subsection 
5 “Commission Conclusion” (ALJPO, pp. 70-78.) 

IAWC agrees with the ALJPO’s conclusion (pp. 77-78) that IAWC’s requested total rate 

case expense is “just and reasonable,” and that the Company took “reasonable measures” to 

control its rate-case costs.  IAWC also agrees with the ALJPO’s conclusion (p. 78) that a five-

year amortization period be used for the cost-of-service, demand, and Service Company fee 

studies, with a three-year amortization period for other rate-case expenses.  Finally, IAWC 

accepts the ALJPO’s instruction (p. 78) to “fully document” expense-control efforts.  IAWC 

requests, however, that certain language in the ALJPO regarding cost estimates for future cost 

studies be clarified. 

The ALJPO (p. 78) currently states as follows: 

Furthermore, in this order, in situations where future cost studies 
appear to offer potential benefits, the Commission is ordering 
IAWC to provide cost estimates for such studies so that the 
Commission will have the opportunity to determine if such studies 
are cost-effective before the costs are actually incurred and passed 
on to ratepayers. 

IAWC interprets this language as applying only to future cost studies recommended in other 

parts of the ALJPO (namely, the cost studies relating to the Service Company fee independent 

audit and the direct demand study).  IAWC understands the Commission to not be requiring pre-

incurrence cost estimates for any other studies that the Company might conduct in connection 

with future proceedings.  IAWC believes, however, that the above language could be interpreted 

to apply to other “cost studies” conducted by IAWC.  IAWC therefore requests that the ALJPO 

be amended to clarify this instruction.   
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Appropriate amendatory language is set forth in Appendix A, p. 4. 

D. Exception 4: ALJPO Section VI.A, “Cost of Capital,” Subsection 4 
“Commission Conclusion” (ALJPO, p. 84.) 

IAWC takes exception to the ALJPO’s conclusion (p. 84) that IAWC’s projected test 

year capital structure’s common equity ratio should be reduced.  IAWC accepts, for the purposes 

of this case, the ALJPO’s conclusion that IAWC’s level of short-term debt in the test year may 

be higher than the 0.15% contained in its projected capital structure.  The ALJPO (p. 84), 

however, assumes that the short-term debt percentage should be set at the level of 2.83%, which 

was the percentage level that existed in 2008 during construction of IAWC’s Champaign Water 

Treatment Facility.  As will be discussed, that assumption is inappropriate.  The ALJPO (p. 84) 

further assumes that an increase in the percentage of short-term debt should reduce the 

percentages of long-term debt and common equity proportionately.  That assumption also is 

inappropriate.  For reasons that will be discussed, IAWC’s planned 48.63% test year common 

equity ratio is reasonable, consistent with industry standards and should be approved.  As the 

evidence shows, a reduction in the planned 2010 common equity ratio to the level contemplated 

by the ALJPO would impair IAWC’s ability to obtain capital on reasonable terms. 

As Mr. Kalinovich, Treasurer of American Water, explained, as a public utility, IAWC is 

responsible for raising debt capital on its own behalf.  (IAWC Ex. 20.00SR, pp. 2, 8.)  To 

accomplish this, IAWC can issue debt capital through public or private issuances.  Under an 

affiliated interest agreement last approved by the Commission in Docket 04-0582, IAWC also 

has the ability to issue both short- and long-term debt capital through American Water Capital 

Corp. (“AWCC”), provided that AWCC is determined to be the least cost source of debt capital.  

If, however, AWCC is unable or unwilling to provide the least cost source of debt financing, 

IAWC must independently access the debt markets. 
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IAWC, therefore, is required to maintain a balanced capital structure that will allow it, in 

all economic conditions, to attract necessary capital at the lowest weighted average cost of debt 

(“WACC”).  As Mr. Kalinovich indicated, this requires that IAWC maintain financial 

characteristics that support a favorable “rating” for its debt.  (IAWC Ex. 20.00SR (Kalinovich 

Sur.), pp. 2-3.)  To date, IAWC has not chosen to obtain debt capital through public issuances 

due to the higher issuance costs related to such placements.  (Id., p. 2.)  Thus, IAWC has not 

been required to obtain an agency rating for its bonds, and as such, does not have a stand-alone 

bond rating.  IAWC has, however, issued debt through private offerings, primarily to 

institutional investors.  Although these offerings (unlike public offerings) do not require a “bond 

rating”, the private investor (usually an institution such as insurance company) examines the 

same types of financial data that a rating agency would examine.  In effect, the private investor 

assigns its own “rating,” developed in a manner similar to that used by the rating agencies for 

public debt.  (Id.) 

Mr. Kalinovich further explained that the cost of debt capital is directly correlated to the 

common equity ratio.  As the common equity ratio drops, the cost of debt rises.  As discussed by 

Mr. Kalinovich, an increased amount of debt in a company’s capital structure increases the 

Company’s risk profile.  (IAWC Ex. 20.00SR (Kalinovich Sur.), pp. 10-11.)  As Staff witness 

Garlisch also correctly explains, as the reliance on debt as a source of capital increases, so does 

the probability of default, and thus, beyond a certain point, increasing the use of debt as a source 

of funds increases the overall cost of capital.  (Staff Ex. 3.0, p. 4.)  As explained by Mr. 

Kalinovich, reliance on short-term debt carries particular risks, including liquidity risk and 

interest rate risk.  Liquidity risk is the risk that IAWC will not be able to obtain replacement 

financing when a financial obligation, such as short-term debt, comes due.  Interest rate risk is 
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the risk that interest rates will rise above the level at which IAWC could have initially obtained 

financing.  (IAWC Ex. 20.00SR (Kalinovich Sur.), pp. 12-13.)  Because increasing the 

proportion of debt in a utility’s capital structure increases the level of financial risk, the balances 

of debt and common equity must be set at appropriate levels to allow IAWC to attract capital on 

reasonable terms.  As Mr. Kalinovich explained, the projected common equity ratio of 48.63% 

was set to appropriately balance IAWC’s higher cost of common equity with the rising cost of 

debt that results when the common equity ratio declines.  (Id., p. 14.)  This approach allows 

IAWC to attract debt and equity capital at the lowest WACC.  (Id., p. 2.) 

Mr. Kalinovich also explained that IAWC’s projected common equity ratio would 

provide it with financial characteristics consistent with those of companies with a BBB+ credit 

rating.  As Mr. Kalinovich indicated, American Water and AWCC are each rated BBB+ by S&P.  

(IAWC Ex. 20.00SR (Kalinovich Sur.), p. 4.)  Although IAWC is not currently rated by S&P, 

based on its current financial condition, its estimated credit rating would be between B+ and 

BBB-, which is significantly lower than American Water’s rating.  (Id.)  IAWC has a strong 

business risk profile, although not as strong as that of American Water owing to IAWC’s smaller 

size.  Additionally, IAWC’s financial risk profile is between “highly-leveraged” and 

“aggressive,” primarily because of its relatively high debt to capitalization ratio.  (Id.)  As Mr. 

Kalinovich indicated, to allow IAWC to attract capital on reasonable terms, IAWC’s capital 

structure and cash flows should be designed to maintain at least a BBB+ credit rating, which the 

proposed common equity ratio of 48.63% should provide if IAWC were rated by S&P.  (Id.)  

As the record also shows, the proposed test year common equity ratio of 48.63% is 

consistent with the common equity ratios maintained by comparable water companies.  Several 

witnesses (IAWC witnesses Ahern and Rungren, IIWC witness Gorman, and Staff witness 
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Garlisch) provided data (historical and projected) regarding this point.  For 2007, the average 

common equity ratio for Ms. Ahern’s proxy group of six AUS Utility Reports water companies 

was 49.45%.  (IAWC Sched. 8.06.)  For the first quarter of 2009, Staff witness Garlisch reported 

a mean common equity ratio for the water utility industry of 48.88%.  (ICC Staff Ex. 3.0, p. 5.)  

In 2009, the average common equity ratios for Mr. Gorman’s proxy water utility samples were 

47.8% (AUS measurement) and 51.3% (Value Line projection).  (IIWC Ex. 1.3.)  In addition, as 

discussed by Mr. Rungren, the Value Line Investment Survey (“Value Line”) estimates that the 

composite common equity ratio for the water utility industry was 48.0% in 2008, 49.0% in 2009, 

and will be 50.0% in both 2010 and over the 2012-2014 time period.  (IAWC Ex. 4.00 (Rungren 

Dir.), p. 11.)  These measures of the common equity ratios of comparable water companies, the 

common equity ratio proposed by IAWC and the common equity ratio adopted by the ALJPO, 

are set forth in the chart below.   

Source  Common Equity Percentage 
ALJPO 47.33 
IAWC recommended  48.63 
Gorman Water Utility proxy (AUS 
2009) 

47.8 

Gorman Water Utility proxy (Value 
Line 2009) 

51.3 

Staff witness Garlisch (1Q 2009) 48.88 
Ahern Water Utility proxy (AUS 
2007) 

49.45 

Value Line 2008 48.0 
Value Line 2009 49.0 
Value Line 2010 50.0 
Value Line 2012-2014 50.0 

 

Thus, based on data shown by the record and set forth above, the 48.63% test year 

common equity ratio proposed by IAWC is consistent with the common equity percentage levels 

maintained or expected to be maintained by companies in the water industry.  Further, as 
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discussed above, the test year common equity ratio is expected to allow IAWC to attract capital 

at the lowest WACC and maintain appropriate financial characteristics.  The ALJPO’s reduced 

47.33% ratio, on the other hand would leave IAWC with a common equity ratio lower than those 

maintained by other water utilities, and, as a result, would represent a relatively greater level of 

financial risk as compared to companies in the water industry. 

For all of the reasons discussed above, IAWC submits that the ALJPO’s conclusion (p. 

84) that IAWC’s projected common equity ratio should be reduced to 47.33% should be 

modified.  As proposed by IAWC, the test year common equity ratio should be set at the level of 

48.63%, with an overall debt percentage (short- and long-term) of 51.37%.  (IAWC Ex. 4.01SR.) 

With regard to the percentages of short- and long-term debt, IAWC recognizes, as 

discussed above, that the percentage of short-term debt is likely to exceed the level of 0.15% that 

IAWC proposed (due, for example, to the changed structure of the December, 2009 long-term 

debt issuance under which the issuance of $25 million of long-term debt was deferred to May, 

2010).  (Tr. 298.)  IAWC, however, does not expect the percentage level of short-term debt to 

reach 2.83% as reflected in the ALJPO (p. 84).  In adopting a 2.83% short-term debt percentage, 

the ALJPO relies on Mr. Gorman’s recommended use of the short-term debt percentage from 

2008, stating that such a level of short-term is “appropriate.”  The ALJPO (p. 84) bases this 

conclusion in part on a determination that, “[t]he Commission is concerned that IAWC's forecast 

capital structure for 2010 may not be representative of what it has been in the past or what it will 

be in future periods when rates set in this proceeding are in effect.”  As the record shows, 

however, short-term debt is largely a function of construction expenditures and the timing of 

long-term financings.  (IAWC Ex. 4.00SR (Rungren Sur), p. 9.)  Furthermore, IAWC’s 

construction expenditures are expected to be lower in 2010 than in 2008-2009 (due mainly to the 
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Champaign Water Treatment Facility being completed).  (Id.)  In addition, as explained above, 

IAWC’s planned financings in the test year are designed to maintain a reasonable debt/equity 

mix.  (Id.)  Thus, IAWC requires less short-term debt in its capital structure in 2010 than it did in 

2008 or 2009.  Accordingly, the ALJPO’s use of the historical short-term debt percentage 

maintained by IAWC in 2008 as the short-term debt percentage in the test year is inappropriate.  

As the ALJPO correctly notes, “[i]ncreasing the short-term will require that other 

components be reduced in some manner.”  (ALJPO, p. 84.)  As discussed above, however, the 

common equity ratio should remain unchanged at 48.63%.  Thus, as discussed above, the overall 

debt percentage (short- and long-term) should be maintained at the 51.37% level proposed by 

IAWC, consistent with a common equity ratio of 48.63%.  (IAWC Ex. 4.01SR)  IAWC believes 

that any increase to the short-term debt ratio should, therefore, result in a companion reduction to 

the long-term debt ratio only.   

The ALJPO (p. 84) substitutes for the proposed test year percentage of short-term debt 

the level of short-term debt from IAWC’s 2008 capital structure.  The 2008 capital structure, 

however, also contained different levels of both long-term debt and equity as compared to the 

proposed test year capital structure.  IAWC submits that, if the percentage level of test year 

short-term debt is to be adjusted based on 2008 data, the adjusted percentage level should be set 

to maintain the 2008 proportion of short-term debt as a percentage of total debt (short- and long-

term), with no affect on the percentage level of common equity.  In 2008, short-term debt (2.83% 

of total capital) represented 5.14% of the total debt and long-term debt represented 94.86% of 

total debt.  (IIWC Ex. 1.1.)  Applying these same percentages of short- and long-term debt, 

respectively, to the proposed test year total debt percentage of 51.37% would produce test year 

long- and short-term debt percentages of 48.73% and 2.64%, respectively.  IAWC submits that 
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these percentages of short- and long-term debt be reflected in the capital structure approved in 

the ALJPO.  With these changes, the overall capital structure percentages would be as follows: 

Short-term debt 2.64% 
Long-term debt 48.73% 
Common Equity 48.63% 
Total 100.00% 

 

Appropriate amendatory language is set forth in Appendix A, pp. 5-6 & 8-9. 

E. Exception 5: ALJPO Section VI.C, “Cost of Common Equity,” Subsection 7 
“Commission Conclusion” (ALJPO, p. 108.) 

The ALJPO finds (pp. 109-110) that Staff’s recommended range for an appropriate return 

on common equity of 10.04% to 10.72% is reasonable and adopts the midpoint of that range, 

10.38% as IAWC’s approved return on common equity.  As IAWC explained in its Initial Brief 

(pp. 85-105), IAWC selected 10.90% as an appropriate and reasonable common equity cost rate.  

(IAWC Exs. 4.00SR (Rungren Sur.), p. 1; 8.00SR (Rev.) (Ahern Sur.), pp. 18-19.)  IAWC’s 

recommendation was based on IAWC witness Ahern’s assessment of market-based cost rates of 

publicly-traded companies of relatively similar risk, as well as her review, correction and 

adjustment of the proposals of Staff witness McNally and IIWC witness Gorman, and rejection 

of the proposal of CUB witness Thomas.  (IAWC Exs. 8.00 (Rev.) (Ahern Dir.), pp. 4, 7; 8.00R1 

(Rev.) (Ahern Reb.), pp. 3-4; 6-8, 8.00R2 (Rev.) (Ahern Reb.), pp. 17, 26-27, 33-34, 42-43.)  

While IAWC accepts the ALJPO’s conclusion that the corrections recommended by Ms. Ahern 

should not be applied to Staff’s recommended range, and that no adjustment should be adopted 

for business risk, IAWC takes exception to the ALJPO’s conclusion (p. 110) that no adjustment 

to Staff’s recommended range is required to reflect IAWC’s higher financial risk.  As explained 

below, the record in this proceeding supports a 21 basis point upward financial risk adjustment to 

Staff’s recommended return on equity. 
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As the ALJPO explains (p. 89), and as also explained in IAWC’s Initial Brief (pp. 89-90), 

financial risk is the additional risk created by the introduction of senior capital, i.e., debt and 

preferred stock, into the capital structure.  In other words, the higher the proportion of senior 

capital in the capital structure, the higher the financial risk.  S&P bond ratings or issuer credit 

ratings may be used as an indicator of financial risk.  Similar bond ratings/issuer credit ratings 

reflect similar combined business risks, i.e., total risk.  Although the specific business or 

financial risks may differ between companies, a similar bond rating indicates that the combined 

risks are similar, as the bond rating process reflects consideration of all diversifiable business 

and financial risks to assess credit quality or credit risk.  (IAWC Ex. 8.00 (Rev.) (Ahern Dir.), 

pp. 20-22.) 

Ms. Ahern explained that, were IAWC to have long-term debt which was rated by either 

S&P or Moody’s, the debt would be rated at the bottom of the BBB / Baa or top of the BB / Ba 

bond rating categories.  (IAWC Ex. 8.00 (Rev.) (Ahern Dir.), pp. 41-42.)  Similarly, IAWC’s 

likely S&P credit rating would also be at the bottom of the BBB or top of the BB credit rating 

category.  In addition, IAWC witness Kalinovich testified that, although IAWC is not currently 

rated by the S&P, based on its current financial condition, its estimated rating would be between 

B+ and BBB-.  (IAWC Ex. 20.00SR (Kalinovich Sur.), p. 4.)   

With respect to Staff witness McNally’s proposed return on common equity, the Utility 

Group upon which Mr. McNally relied for his proposal consists of higher-rated, less risky 

utilities than IAWC.  Based upon the basic financial principle of risk and return, namely, that 

investors require a greater return for bearing greater risk, an upward adjustment is required so 

that the common equity cost rate of IAWC, as compared to the market data of the proxy 

companies, will reflect IAWC’s greater financial risk.  (IAWC Ex. 8.00 (Rev.) (Ahern Dir.), p. 
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42.)  Ms. Ahern, therefore, employed a numerical analysis to show the impact of this difference 

and quantified a specific financial risk adjustment specifically based on Mr. McNally’s proxy 

group.  (IAWC Ex. 8.00R1, p. 7-8.)  Mr. McNally’s Utility group has an average S&P and 

Moody’s bond and / or credit ratings of BBB+ and Baa1, at least two notches or more above 

IAWC’s expected bond / credit ratings.  (Id., p. 7.) 

Ms. Ahern’s numerical analysis focused on the difference between IAWC’s likely bond 

rating and Mr. McNally’s Utility Group bond rating.  An indication of the required financial risk 

adjustment is the bond yield differential between Moody’s A and Baa rated public utility bonds.  

(IAWC Ex. 8.00 (Rev.) (Ahern Dir.), p. 42.)  Because recent yield differentials between 

Moody’s A and Baa rated public utility bond yields are high by historical standards (151 basis 

points), Ms. Ahern determined it is more appropriate to rely upon the “normalized” yield 

differential of approximately 32 basis points, over the most recent twenty-year historical period, 

between Moody’s A and Baa rated public utility bonds.  Adjusting for the fact that Mr. 

McNally’s Utility Group has a Moody’s bond rating of Baa1 and an S&P bond rating of BBB+, 

Ms. Ahern demonstrates that a conservative 21 basis-point adjustment to reflect IAWC’s greater 

financial risk is warranted.  (IAWC Exs. 8.00R1 (Rev.) (Ahern Reb.), pp. 7-8; 8.00SR (Rev.) 

(Ahern Sur.), pp. 5-6.)  When a 21 basis-point upward adjustment for financial risk is added to 

the range of common equity cost rates based upon Mr. McNally’s analysis, a range of financially 

risk-adjusted common equity cost rates of 10.25% and 10.93% results.  The midpoint of this 

range is 10.59%. 

Staff opposed Ms. Ahern’s 21 basis point financial risk adjustment to Mr. McNally’s 

analysis based on two arguments: (i) that Ms. Ahern overstated the credit rating of the companies 

in Mr. McNally’s Utility Group, and (ii) that Ms. Ahern understated the credit rating for IAWC.  
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As IAWC’s Initial Brief (pp. 96-97) and Reply Brief (pp. 73-74) explain, these criticisms are 

unwarranted.  IAWC has also fully addressed the criticisms of other parties regarding a proposed 

financial risk adjustment, as noted in the ALJPO (pp. 105-06) and IAWC’s Initial Brief (pp. 96-

98) and Reply Brief (pp. 72-74). 

First, contrary to Staff’s assertion, Ms. Ahern has not overstated the credit rating of the 

companies in Mr. McNally’s Utility Group.  In her testimony (IAWC Ex. 8.00SR (Rev), p. 5), 

Ms. Ahern clearly states “the Utility Group’s credit rating is BBB”, the same credit rating 

identified by Staff (see ALJPO, p. 95).  As discussed above in Exception 4, although IAWC is 

not currently rated by the S&P, based on its current financial condition, the Company estimates 

that its credit rating would be between B+ and BBB-, which is lower than the credit rating of Mr. 

McNally’s Utility Group.  (IAWC Exs. 20.00SR (Kalinovich Sur.), p. 4; 8.06R1.)  This evidence 

supports the conclusion that a financial risk adjustment is warranted. 

Ms. Ahern, however, based her quantification of financial risk on the bond rating of Mr. 

McNally’s Utility Group.  (IAWC Init. Br., p. 96.)  Mr. McNally’s Utility Group has a S&P bond 

rating of BBB+.  (IAWC Schedule 8.06R1.)  As Ms. Ahern explained, and despite Staff 

assertions to the contrary, because bond yields are based upon bond ratings and not credit ratings, 

any financial risk adjustment based upon those yields be based upon bond rating differences 

between IAWC’s likely bond rating and the bond rating of the Utility Group.  (IAWC Ex. 

8.00SR (Rev.) (Ahern Sur), p. 5.)  If IAWC had long-term debt which was rated by Moody’s or 

S&P, it would likely be rated at the bottom of the Baa//BBB category or possibly at the top of the 

Ba//BB category (the latter being below investment grade), with a likely S&P business position 

of “strong” and a financial risk profile of “aggressive” to “highly leveraged”.  (Id., pp. 5-6.)  

Therefore, the correct comparison is between IAWC’s likely bond rating of a low Baa / BBB or 
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high Ba / BB, with Staff’s Utility group’s bond rating of Baa1 / BBB.  (IAWC Schedule 8.06R, p. 

1.)  This comparison, as discussed above, results in a 21 basis point adjustment to IAWC’s cost 

of common equity.  In addition, because the 21 basis point adjustment represents two-thirds (2/3) 

of the 32 basis point spread between Moody’s A and Baa rated public utility bonds, the 

adjustment conservatively measures the risk differential between the Utility Group’s Baa1 / 

BBB+ bond rating and IAWC’s likely low Baa / BBB or high Ba / BB bond ratings.  (IAWC Ex. 

8.00SR (Rev.) (Ahern Sur), p. 6.)  

Staff’s assertion that Ms. Ahern has underestimated the credit rating for IAWC by 

assuming a “Strong” business risk profile for IAWC is also baseless.  As Ms. Ahern explained, 

her analysis was based on a review of financial metrics for IAWC updated for 2008 on Schedule 

8.05R2 and S&P’s expanded business risk and financial risk matrix.  (IAWC Ex. 8.00SR (Rev.) 

(Ahern Sur), p. 5.)  Her conclusion that IAWC has only a “Strong” business profile is confirmed 

by IAWC witness Kalinovich.  (IAWC Ex. 20.00 (Kalinovich Sur.), p. 4.)  As a result, contrary 

to the conclusions of the ALJPO (p. 110), the assumption that IAWC’s credit rating would be 

lower than that of Staff’s Utility Group is supported by the record. 

The ALJPO states that (p. 110), “[the] IAWC witness’ financial risk adjustment is based 

on a comparison of the actual credit ratings for Mr. McNally’s sample, which are derived from 

S&P’s assessments of financial risk profile, to her estimate of IAWC’s credit rating derived from 

her assessment of the financial risk profile that focuses on three financial ratios.”  The ALJPO 

then concludes that, “Mr. McNally’s analysis of this comparison, summarized above, supports 

his conclusion that the purported difference in credit ratings has not been demonstrated.”  As 

discussed above, however, the record clearly demonstrates that there is a significant difference in 

credit (and more importantly, bond) ratings between IAWC and Staff’s Utility Group.  
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Therefore, the ALJPO’s conclusion is not supported by the record and should be rejected.  This 

is especially true in light of the ALJPO’s finding that IAWC’s common equity ratio should be 

lower than the proposed 48.63% level, with a resulting increase in the debt ratio.  As discussed 

above, IAWC opposes the ALJPO’s reduction of IAWC’s common equity ratio.  As also 

discussed above, however, the increase in IAWC’s debt ratio that would follow from a common 

equity reduction (if adopted) would increase IAWC’s investment risk.  For the reasons discussed, 

the 21 basis point upward adjustment to Mr. McNally’s common equity cost rate is necessary to 

compensate IAWC for its higher financial risk relative to Staff’s Utility Group.  As discussed 

above, this produces a cost rate for common equity of 10.59%.   

Appropriate amendatory language is set forth in Appendix A, pp. 7-9. 

F. Exception 6: ALJPO Section VII, “Cost of Service,” Subsection C 
“Commission Conclusion” (ALJPO, p. 141.) 

IAWC agrees with the conclusion in the ALJPO (p. 145) that “IAWC’s proposed demand 

factors are sufficiently reliable for use in this proceeding”; however, IAWC takes exception to 

the ALJPO’s requirement (p. 147) that IAWC “perform a direct demand study for use in future 

rate proceedings.”  

In Docket 02-0690, IAWC was directed to “provide updated demand factors for each rate 

area for which a rate increase is proposed.”  Docket No. 02-0690, Final Order, pp. 119-120.  The 

Commission’s conclusion in this regard was based on concerns raised by parties in that 

proceeding that the demand ratios being used were based on outdated data.  Although the order 

in Docket 02-0690 did not require IAWC to perform a demand study using any specific 

methodology, IAWC chose to perform a type of direct measurement study in Docket 07-0507 

(the “Docket 07-0507 Study”) to develop the additional, updated demand data.  The Docket 07-

0507 Study was designed to measure average, maximum day, and peak hour demands for each of 
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IAWC’s rate classes, based on the measured demands of representative customers in IAWC’s 

Interurban District (IAWC’s largest service district (IAWC Ex. 2.01)). The data gathered in the 

Interurban District was intended by IAWC to be useful in developing demand factors for all rate 

areas.  See Docket 07-0507 Order, pp. 107-08, 114-16, 119-22.  The Docket 07-0507 Study 

divided the residential class into three subgroups, low density, medium density, and high density, 

and included 82, 195, and 240 homes in each subgroup, respectively.  (Id., p. 114.)  The Docket 

07-0507 Study also included 14 commercial and six industrial customers.  (Id.)  In utilizing 

representative customers from the Interurban District, the Docket 07-0507 Study sought to 

develop data that could be considered to develop in updating demand factors for each rate area in 

a cost-effective manner. 

The Docket 07-0507 Study, however, was criticized by various parties in Docket 07-0507, 

and was rejected by the Commission in that case.  Docket 07-0507, Final Order, pp. 114-16, 119-

21.  In Docket 07-0507, and the subsequent rate design investigation, IAWC was again required 

to provide updated demand factors.  Thus, the Initiating Order in Docket 08-0463 required 

IAWC, inter alia, “to provide updated demand factors for each [rate] area and an updated cost of 

service study.”   

As the record shows in this proceeding, after the Commission entered the Initiating Order, 

the parties to Docket 08-0463 (the Company, the AG, the IIWC, the Cities of Champaign and 

Urbana and the Villages of St. Joseph and Savoy, and the Staff of the Commission) convened a 

workshop at which they discussed approaches to a demand study.  (IAWC Ex. 13.00 (McKinley), 

p. 5.)  At the workshop, the Company presented a proposed methodology for a multi-year 

demand study (“Multi-Year Study”), based on the principles and procedures for a demand study 

set forth in Appendix A of the AWWA Manual M1, titled Principles of Water Rates, Fees, and 
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Charge, to which the other parties did not object provided the Commission “deemed it consistent 

with the directives in the Initiating Order.”  (Id., p. 6.)  Therefore, the parties to the workshop 

filed a Joint Motion for Clarification (“Joint Motion”) on October 3, 2008, requesting that the 

Commission approve the Company’s proposed methodology.  (Id.; IAWC Ex. 13.02.)  As the 

Joint Motion made clear, the Company believed that the approach for the Multi-Year Study was 

appropriate for the following reasons: (1) the Multi-Year Study relies on historic data for a 

multiple year period rather than data from a single year, such as that relied on for the Docket 07-

0507 Study; (2) the Multi-Year Study could be completed expeditiously; and (3) the Multi-Year 

Study assembles information to conduct a demand study in accordance with AWWA Manual M1 

without the significant cost associated with development of additional meter data during a future 

summer billing period.  On October 15, 2008, the Commission granted the Joint Motion and 

expressly approved the use of the Company’s proposed methodology for the demand study.  

(IAWC Ex. 13.00 (McKinley), p. 6)   

In the present proceeding, IAWC has submitted a demand study, entitled “Report on 

Capacity Factors by Customer Class for the Illinois-American Water Company” (“Capacity 

Factors Report”), which provides updated demand factors for all IAWC’s rate areas using the 

methodology approved in Docket 08-0463.  (IAWC Exs. 13.01R1; 13.02).  The Capacity Factors 

Report used data from each rate area to determine demand factors for that rate area.  As the 

ALJPO correctly recognizes, IAWC witness Mr. McKinley is qualified and able to conduct a 

study “consistent with the AWWA Manual,” and his involvement gives assurance that the study 

was conducted as “such studies are normally undertaken in the water utility industry.”  (ALJPO, 

p. 145.)  The ALJPO “determined that the demand factors proposed by IAWC are reasonable for 

purposes of this proceeding.”  (ALJPO, p. 146.)    
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The ALJPO, however, goes on to suggest expanded use of a direct measurement demand 

study for future rate proceedings.  So far as IAWC is aware, however, no water utility in Illinois 

has ever been ordered to perform a direct demand study.  Staff also testified that it is not aware 

of any proceeding in which this Commission or any other regulatory commission has required a 

water or wastewater utility to perform a direct measurement study.  (IAWC Ex. 3.00R1 (Kaiser 

Reb.), p. 3.)  Aside from the Docket 07-0507 Study that was rejected by the Commission, the 

record does not provide any example of a direct demand having been performed by a regulated 

or a municipally-owned water utility in Illinois.   

Neither Staff, nor any other party to this proceeding, has addressed a specific scope or 

methodology for a direct measurement study.  (IAWC Ex. 3.00R1 (Kaiser Reb.), p. 3.)  As a 

result, the ALJPO, acknowledging the “inherent difficulties associated with undertaking a direct 

demand study” (p. 147), requires IAWC to file a preliminary planning report explaining how 

such a study would be undertaken.  Because there is no guidance provided by industry literature, 

past Commission orders, or Commission rules as to the appropriate methodology to perform a 

direct demand study, IAWC believes that, regardless of the specific methodology employed by 

IAWC, a direct study, its cost and its results will be subject to extensive challenge and litigation 

in the future proceeding in which it is presented. 

Moreover, as the ALJPO expressly acknowledges, a direct demand study would “cost a 

significant amount of money.”  (ALJPO, p. 146.)  Staff agrees that such a study would be 

expensive.  (Staff Ex. 6.0, p. 39.)  A direct measurement study is expensive primarily because it 

requires the installation of special, advanced metering technology.  Unlike meters utilized by 

energy companies for certain types of customers, water meters for individual customers are not 

typically configured to easily permit the continuous measurement of water usage.  (IAWC Ex. 
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3.00R1 (Kaiser Reb.), p. 2.)  Thus, as Staff agrees, a direct measurement study would require 

“placing time-sensitive meters on a sample of customers to measure their demands on a real time 

basis.”  (Staff Ex. 6.0 (Lazare Dir.), p. 12.)  Such metering systems currently cost approximately 

$20,000 each, to purchase and install.  (IAWC Ex. 3.00R1 (Kaiser Reb.), p. 2.)  To provide 

meters, other equipment and personnel adequate to monitor and analyze demands for IAWC on a 

state-wide basis, IAWC has estimated that the a total cost for the required study would be $1.86 

million.  (IAWC Ex. 3.00R1 (Kaiser Reb.), p. 3.) Although the ALJPO states that the $1.86 

million figure is “unsubstantiated,” Staff did not dispute this cost estimate.  (Id.)  Furthermore, as 

noted above, all parties appear to agree that, whatever the exact dollar amount of the study, it 

will be expensive, particularly when compared to the cost of an indirect demand study 

methodology (which in this case was projected to be $143,000 (Sched. C-10 1st Rev.).  Staff 

agrees, stating that the indirect method “presents a cost advantage” by avoiding “the expense of 

installing time sensitive meters, gathering data from those meters and developing demand factors 

from the data which would all be required to directly measure ratepayer demands.”  (Staff Ex. 

6.0 (Lazare Dir.), p. 14.)   

Staff compares IAWC’s projection of the cost of a direct demand study to the cost of 

certain work related to a West Virginia American direct demand study.  The record shows, 

however, that the referenced portion of the West Virginia study’s cost is not representative of the 

total cost that would be required for a study for IAWC.  The record shows that one component of 

the cost of the West Virginia study was $54,000.  That number, however, included only the data 

analysis and preparation of the report.  (IAWC Exs. 3.00SR (Kaiser Sur.), p. 18; 9.00SR (Herbert 

Sur., p. 4.)  There were also considerable expenditures for equipment and utility personnel time 

that are not included in that component of the cost.  (IAWC Ex. 9.00SR (Herbert Sur.), p. 4.)  
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Second, to account for differences in topography, demographics (number of customers) and 

operational settings between IAWC service areas and those of the West Virginia study, the West 

Virginia study’s cost would have to be adjusted upward.  (IAWC Ex. 3.00SR (Kaiser Sur.), p. 

19.)  Scaling the cost of the West Virginia study up to a state-wide IAWC study would cause a 

five-fold increase in metering costs alone.  (Id.)  In addition, the West Virginia study is similar to 

the Docket 07-0507 Study in terms of scale:  both are studies of a subset of the utility’s service 

areas.  (Id.)  Thus, the West Virginia study is subject to the same type of criticisms as the Docket 

07-0507 Study was. 

Further, a direct demand study would present significant operational concerns that any 

study methodology would have to address.  A direct demand study requires that the distribution 

systems being monitored be isolated from other mains, which creates operational and fire 

protection concerns.  (IAWC Exs. 13.00R1 (McKinley Reb.), p. 4; 3.00R1 (Kaiser Reb.), p. 3.)  

Isolation – by disconnecting part of the distribution system from the grid – may be necessary so 

that the utility can gather demand data from specific areas assumed to be representative of 

customer classes.  (IAWC Exs. 13.00R1 (McKinley Reb.), p. 4; 3.00R1 (Kaiser Reb.), p. 2.)  

Reducing the number of mains connected to a subdivision’s meters will reduce the utility’s 

ability to deliver water to a high-demand situation such as a fire.  (IAWC Ex. 3.00R1 (Kaiser 

Reb.), pp. 2-3.)  The alternative would be to require installation of two to three times as many 

meters, which could double or triple the already high cost of the study.  (Id.) 

Given the available technology for measurement of water demands, the method of 

demand monitoring and data collection, and, therefore, the collected data may, despite the best 

effort of personnel performing the study, prove unreliable.  Water demand meters typically need 

to be installed underground, and this makes them prone to failure.  (IAWC Ex. 3.00R1 (Kaiser 
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Reb.), p. 2.)  Such meter failures result in incomplete data sets (IAWC Ex. 13.00R1 (McKinley 

Reb.), p. 4), which may compromise the results of the study.  Nor are these concerns 

hypothetical:  data sets for the direct study conducted by IAWC for Docket 07-0507 were 

incomplete because of equipment malfunction.  (Id.)  In addition, the sheer volume of data 

collected such a study has the potential to become unmanageable.  (IAWC Ex. 3.00R1 (Kaiser 

Reb.), p. 2.) 

In contrast to the direct demand study, the indirect study methodology utilized for the 

Capacity Factors Report, and approved by the Commission in Docket 08-0463, followed the 

methodology set forth in Appendix A of the AWWA Manual.  (IAWC Exs. 13.00 (McKinley 

Dir.), pp. 5-6; 13.02.)  Thus, the AWWA Manual provides ready guidance for performing an 

indirect study.  (IAWC Ex. 13.00SR (McKinley Sur.), pp. 5-6, 11-12.)  IAWC is not aware of 

any similar industry guidance for a direct demand study.  Use of the indirect methodology is also 

well-established, and the Commission has often considered and relied on the results of traditional 

indirect demand studies, such as that presented by IAWC in this proceeding.  See, e.g., Illinois-

American Water Co., Dockets 97-0102, 92-0116; Aqua Illinois, Inc., Docket, 06-0285.   

The ALJPO notes the presence of “concerns” regarding IAWC’s Capacity Factors Report.  

The record in this case shows (as reflected in the ALJPO’s discussion at pages 144-146), 

however, that the concerns of Staff and IIWC with regard to the Capacity Factors Report’s data 

and methodology have either been shown to be unwarranted or were addressed through 

adjustments.  (See discussion in IAWC Init. Br., pp. 115-121, Reply Brief, pp. pp. 81-84, 88-89.)  

Such adjustments did not “materially affect the results of the cost of service study.”  (IAWC Ex. 

13.00R2 (McKinley Reb.), pp. 9-10.)  Thus, the record in this proceeding does not provide 

support for the ALJPO’s determination that IAWC “will be required to perform a direct demand 
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study for use in future rate proceedings in Illinois.” (ALJPO, p. 147.)  As a result, the ALJPO 

should be modified to no longer require that IAWC perform a direct demand study for use in 

future Illinois rate proceedings.  With the elimination of this requirement, the requirement to 

perform a preliminary study within 120 days would also be eliminated. 

Appropriate amendatory language is set forth in Appendix A, pp. 10-11. 

G. Exception 7: ALJPO Section VIII.M, “Municipal Rate Comparisons and 
Other Intervenor Issues”, Subsection 4 “Commission Conclusion” (ALJPO, 
pp. 197-98.) 

IAWC agrees with the ALJPO’s conclusion (p. 197) that, as was found in Docket No. 07-

0507,  owing to “the fundamental differences between MOUs and IAWC . . . a comparison of 

IAWC’s rates and costs to those of MOUs is a very difficult undertaking.”  In the Docket 07-

0507 order, the Commission went on to describe these fundamental differences, noting that 

“there are significant differences between IAWC’s cost structure and those of MOUs which 

supports the conclusion that comparisons of IAWC’s rates to those of MOUs are not practical for 

ratemaking purposes.”  (Docket 07-0507 Final Order, p. 44.)  IAWC believes that, to fully 

capture the basis of the Commission’s conclusion on this issue in Docket 07-0507, the ALJPO 

should reference the above-cited additional language from the Docket 07-0507 Order. 

Appropriate amendatory language is set forth in Appendix A, p. 12. 

H. Exception 8: ALJPO Section V, “Operating Expenses and Revenues” 
(ALJPO, p. 21.) 

IAWC recommends adding a reference to commercial and residential revenues in the 

discussion of resolved issues under Section V, “Operating Expenses and Revenues.” (ALJPO, p. 

21.)  The Company addressed the issues of commercial and residential revenues as contested 

issues in its Initial Brief (pp. 27-31), but no other party objected to IAWC’s position or otherwise 

addressed these issues in any of their respective briefs.  The ALJPO’s Appendices have adopted 
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IAWC’s position on this issue.  To ensure the completeness of the Commission’s findings in the 

ALJPO, however, IAWC recommends that Section V, “Operating Expenses and Revenues” 

include brief discussion of these issues.   

Appropriate amendatory language is set forth in Appendix A, p. 13. 

I. Exception 9: Proposed New ALJPO Section VIII.N, “IAWC Pension/OPEB 
Proposal”  

As discussed in IAWC’s Initial Brief (pp. 169-171), IAWC proposed, in Docket 09-0400, 

a change to method of accounting for its pension and OPEB costs.  IAWC also discussed the 

effect of the approval of such a change on the instant case.  Provided that a final order in Docket 

09-0400 is issued, IAWC recommends adding discussions  and findings on the pension and 

OPEB issue.  This will ensure the completeness of the  findings in the ALJPO.   

Appropriate amendatory language is set forth in Appendix A, pp. 14-15.  The amendatory 

language assumes that the Commission has entered a final order in Docket 09-0400, which 

adopts the relief sought by IAWC. 

III. TECHNICAL CORRECTIONS 

A. Technical Correction 1 – Amortization Amount of Unamortized Balance of 
Prior Rate Case Expense 

The ALJPO finds (p. 69), that IAWC should be allowed to recover the unamortized 

amount of prior rate case expense through rates approved in the new docket.  IAWC supports 

this conclusion.  The ALJPO (p. 70), then states that, “[r]egarding the amortization period for the 

unamortized, i.e., unrecovered balance of rate case expense approved in Docket No. 07-0507, the 

Commission finds that this amount, on a going-forward basis, should be rolled into the same 

three-year amortization period as is approved below for most current rate case expenses.”  IAWC 

does not object to this conclusion.  IAWC notes however, that the adjustment to rate case 

expense shown on ALJPO Appendices B-F, pages 3, 12 continues to reflect the two-year 
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amortization period for unamortized amounts of prior rate case expense, as originally proposed 

by the Company, rather than the three-year period approved in the ALJPO.  The total amount of 

the unamortized amount of prior rate case expense having an original amortization period of 

three years is $546,042.  (AG/JM Ex. 5.1 (p. 19), Sched. C-3, page 1 of 3.)  IAWC proposed a 

two year amortization for this amount, resulting in a $273,021 amortization amount.  (Schedule 

C-10 First Revised.)  Using the three-year amortization period approved by the ALJPO for the 

unamortized amounts of prior rate case expense, however, would produce an amortization 

amount of $182,014. IAWC recommends that the difference, $91,007, be deducted from the total 

Company test year level of rate case expense to properly reflect the ALJPO’s approval of a three 

year amortization for the unamortized amounts of prior rate case expense. 

IV. CONCLUSION 

For the reasons set forth above, the Company requests the Commission adopt the 

Exceptions discussed above and set forth in the respective sections of Appendix A hereto. 
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