
Docket No.:  09-0319 
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M E M O R A N D U M________________________________________________ 

 

TO: The Commission 
 

FROM: Larry Jones, Administrative Law Judge 
 

DATE: March 25, 2010 
 

SUBJECT: Illinois-American Water Company (“IAWC”)  
 
 Proposed general increase in water and sewer rates. (Tariffs 

filed May 29, 2009) 
 

STATUS: Briefs on exceptions (“BOEs”) and reply briefs on exceptions 
(“RBOEs”) have been filed. An oral argument was held on 
March 23. 

 

RECOMMENDATION: Entry of the attached post-exceptions order prior to the April 
25 deadline.  

 

 

 This matter was held at the March 24, 2010 Bench Session.  The order has 

been redated and is being redistributed for the April 7, 2010 Bench Session with 

no changes, except for a correction to a section number (IX). 
 

IAWC provides water service to numerous communities in Illinois.  “Zone 1,” with 
Champaign, encompasses the Southern district (Alton, Cairo and Interurban including 
East St. Louis), as well as the Pontiac, Streator, Peoria, South Beloit, Sterling and 
Champaign districts. The other rate areas for water service are Lincoln, Pekin and 
Chicago-Metro Water. IAWC also provides public utility wastewater service in the 
Chicago-Metro Sewer district.  In all, IAWC serves over 300,000 customers in Illinois. 

 
In the current rate proceeding, IAWC proposes to use the 12 months ending 

December 31, 2010 as the test year.  According to IAWC, proposed increases were 
30.08% for Zone 1, 35.59% for Lincoln, 30.9% for Pekin, 25.54% for Chicago-Metro 
Water on a total bill basis (approximately 38% on base rates) and 24.29% for Chicago-
Metro Sewer. IAWC’s last rate case was in Docket No. 07-0507. 

 
There were numerous Intervenors, and many contested issues. Post-hearing 

briefs and BOEs were filed by the Commission Staff, the Office of the Attorney General 
(“AG”), the Citizens Utility Board, Illinois Industrial Water Consumers, the Village of 
Bolingbrook and the Village of Homer Glen, et al. Issues addressed in BOEs and 
RBOEs, and other language added to or modified in the order, are noted in track-
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change format. Except as noted below, the post-exceptions order does not make any 
substantive changes to conclusions. 

 
Generally speaking, the conclusion sections in the order contain a brief recap of 

the nature of the issue and the parties’ positions. 
 
Rate base issues are discussed in Section IV of the proposed order. The rate 

base that would be approved for each rate area, after adjustments are reflected, is 
contained in the appendices. The attached order makes no substantive changes to 
conclusions, other than to recalculate the allocation of the cost of a business planning 
study (IV.B.3) to IAWC. 

 
Operating revenues and expenses are addressed in Section V. There were 

several contested issues. One issue that received considerable attention in the 
testimony, briefs and BOEs was the level of fees paid to IAWC’s affiliated service 
company, and whether a study of such costs should be ordered. The attached order 
makes no substantive changes to conclusions in Section V, other than to recalculate 
the effects of the amortization period for the unamortized balance of prior rate case 
expense (V.H).  

 
Cost of capital and rate of return are addressed in Section VI.  Contested issues 

were capital structure debt and equity ratios, cost of short-term debt and cost of equity. 
The proposed order made adjustments to the amount of and cost rate for short-term 
debt at the urging of various Intervenors.  Staff’s recommendation for the cost of 
common equity would be adopted, resulting in a cost of capital, and overall rate of 
return on rate base, of 8.05%. 

 
Cost of service, particularly demand factors, and rate design, were once again 

the subject of much disagreement between IAWC, Staff and Intervenors in their 
testimony, briefs and BOEs. These issues are taken up in Sections VII and VIII.  Among 
other things, the proposed order would direct IAWC to perform a direct demand study, 
beginning with the filing of a preliminary study report within 120 days. The preliminary 
report would explain in detail how IAWC will undertake the direct demand study, 
including a discussion of the types and locations of meters to be installed and of the 
data to be collected. The report would also explain how IAWC will analyze the data, 
provide cost estimates for each aspect of the study, and an estimate of when the study 
will be completed.  (VII.C)   

 
Public comments and municipal rate comparisons are summarized in Section 

VIII.M of the proposed order and post-exceptions order. Some additional examples 
have been included in the post-exceptions order as suggested in the AG’s BOE and 
replacement language. In the only change to the organization of the order, the 
summary of the AG’s position has been moved up at the AG’s request, and the heading 
has been modified to make it more descriptive of the content of the section.  
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The post-exceptions order would approve revenue increases of 24.21% for Zone 
1, 27.42% for Lincoln, 25.30% for Pekin, 28.78% for Chicago-Metro Water base rates 
(approximately 17% on a total bill basis), and 17.60% for Chicago-Metro Sewer.  On a 
total-company basis, the increase is 24.58%.  These percentages appear on the bottom 
line of the right-hand column on page 1 of each appendix, and they reflect the effects of 
adjustments reducing proposed rate base, operating expenses and cost of capital. 
Many of the adjustments proposed by Intervenors would be adopted, in whole or in part. 

 
The deadline in this matter is April 25. 
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