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Now come Apple Canyon Utility Company (“Apple Canyon”) and Lake Wildwood Utilities 

Corporation (“Lake Wildwood”) (collectively, the “Companies”), by their attorneys, and 

herewith submit their initial brief in support of their proposed rate increases.  

 

I. INTRODUCTION -- 
 
  On October 14, 2009, Apple Canyon and Lake Wildwood filed rate schedules proposing 

general water service rate increases, which will not go into effect until September 2010.  The 

current rates of Apple Canyon and Lake Wildwood have not been increased since 2004 and 2002 

respectively.  In those cases, Apple Canyon’s rates were based on costs incurred in a 2002 test 

year, and Lake Wildwood’s rates were based on 2000 test year costs.  (ACLPOA/LWA Joint Ex. 

1.0, pp. 9-10.)  Since those rates were approved, rising costs attributable to inflation, the 

maintenance and replacement of aging infrastructure and replacement of obsolescent and 

inefficient accounting and customer systems, steadily eroded the Companies’ earnings.  In 2008, 

Apple Canyon’s operating expenses exceeded operating revenues more than $135,377, and 

resulted in an overall negative 16.39% return on rate base.  For Lake Wildwood, the losses were 

nearly $84,000 in 2008, producing a negative 9.70% return.  (AC Ex. 1.0, p. 2; LW Ex. 1.0, p. 2.) 
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 The Companies understand that the current economy has caused heightened customer 

concerns over rate levels, and took these concerns into account by adopting adjustments 

proposed by the Commission Staff.  The schedules attached to the Companies’ surrebuttal 

testimony reflect a reduction from the Companies’ initial requested revenue increases by 

approximately 20 to 39% for Apple Canyon and 40 to 52% for Lake Wildwood.  These 

schedules reflect the effect of adopting all Staff adjustments except for a reduction of O&M 

expenses discussed below.  The reduced rate increases proposed in the Companies’ surrebuttal 

testimony are essential to cover the costs incurred in meeting their obligations as regulated public 

utilities.  These obligations include investing in and maintaining infrastructure and providing 

professional water services that comply with extensive regulatory responsibilities related to 

drinking water standards enforced by the Illinois Environmental Protection Agency.  The Public 

Utilities Act requires that a public utility “shall provide service and facilities which are in all 

respects adequate, efficient, reliable and environmentally safe and which, consistent with these 

obligations, constitute the least-cost means of meeting the utility’s service obligations,” without 

exception for difficult economic circumstances.   

 The Commission Staff and the Companies have reached agreement on all issues except 

for Staff’s proposed adjustment to Operation and Maintenance (“O&M”) expenses to reduce the 

recovery of costs incurred by the Companies during the 2008 historical test year.  Rather than 

using the actual 2008 expense level, Staff proposed to use the significantly lower average of 

these costs for the years 2004 to 2008, even though these annual costs have consistently and 

steadily increased since 2004, and the actual 2009 costs confirm that the 2008 test year levels are 

more representative of costs the Companies will experience when the new rates are in place in 

2011.  Copies of the tariff sheets reflecting the Companies acceptance of Staff’s 
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recommendations and adjustments (except for Staff’s 5 year average proposal for O&M 

expenses) are attached as Exhibit A to this Brief. 

 The property owners associations of the Companies’ customers have intervened and filed 

testimony urging the Commission to deny any increase in rates whatsoever.  The Commission 

Staff engaged in an extensive review of the records and operations of the Companies and 

determined the Companies existing rates were insufficient to produce the required level of 

revenues to cover the necessary costs incurred during the 2008 historical test year to provide 

adequate, efficient, reliable and environmentally safe service and facilities.  The same 

opportunity and data was available to the Intervenors.  However, the Intevenors provided no 

evidence to support any claim that there were less costly and reasonable alternatives to any 

specific expense actually incurred by the Company in 2008.  The Intervenor’s call for the 

Commission to arbitrarily reduce expenditures shown to have been actually paid without a 

further showing that the amount was improperly increased over a legitimate cost or an abuse of 

discretion is contrary to law. 

  
II.  STAFF O&M ADJUSTMENT -- 
 

Staff proposed to reduce O&M expenses from the actual 2008 test year amounts to the 

much lower average of these expenses for the five year period from 2004 to 2008.  Staff’s 

adjustments to actual test year expenses are not justified because they do not more accurately 

portray the reasonably expected level of costs over the period of time the rates set in this 

proceeding will be in effect.    The Companies disagree with Staff’s approach to selectively 

review and reduce the expense for one account simply because the test year expense for that 

account may be higher than spending in previous years.  That approach fails to recognize that 

costs associated with a utility’s recurring business activities can impact any particular account 
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differently from year to year.  While Staff speculates expenses in one specific account may 

decrease from the test year level, the test year levels certain other accounts are surely going to 

understate prospective costs if for no other reasons than regularly recurring inflation, an 

increasingly aging system or more stringent future environmental compliance costs.  A utility 

will never have the opportunity to recover its actual expenses when only certain accounts that are 

above remote historical averages are reduced while post test year increases in expenses in other 

accounts will not be recovered.   

Rates are set prospectively, not retrospectively, so historical expenses for this account 

from six years ago are much less relevant than what the expenses have been more recently and 

what they will be going forward.  The first full year the rates approved in this proceeding will be 

in effect will be 2011, and Staff expects the rates to remain in effect until 2015.  (Ill. C. C. Staff 

Ex. 2.0, p. 7, lines 128 - 130.)  Using a 5 year average that includes expense levels 7 years 

removed (2004 v. 2011) from the initial year when the rates will be in effect creates an artificial 

number that the record in this case establishes is not only well under the costs experienced in the 

2008 test year, but well under the level experienced in 2009.    None of these test year expenses 

were determined by Staff to be unnecessary.  (TR 155.)  Rather Staff argues it is necessary to set 

rates at a level that will not recover the costs incurred by the Companies to “mitigate” the impact 

of the increases on the customers.  (Ill.C.C. Ex. No. 8.0C, p.11.)  The Commission may not 

simply disregard the level of a utility operating expense as shown by evidence in a rate 

proceeding in favor of an arbitrary lower amount.  Peoples Gas Light & Coke Co. v. Slattery, 

373 Ill. 31, 25 N.E.2d 482, 497(1940). 

 Under the Commission rules applicable to larger utilities, changes to the test year are 

permitted only for “known and measurable changes.”  83 Ill.Adm.Code Part 287.  The purpose 
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of allowing known and measurable changes is to permit the test year to reflect, as nearly as 

possible the reality that will exist when the new rates go into effect.  Adjustment for known and 

measurable changes must be certain of effectuation, and should be allowed only where the 

amounts of “the changes are determinable.”  The Staff’s O&M expense adjustment based on an 

average from the distant past that includes 2004 obviously does not reasonably reflect the costs 

the Companies will face after the conclusion of this case.  In fact, the changes from the 2008 test 

year O&M that Staff assumes will occur are known not to have occurred, since 2009 actual 

expenses exceeded the Staff’s average.  In 2009, these expenses were in line with the expenses 

incurred during the 2008 test year.  (ACUC-LWUC Ex. 4.0, p. 10.) Thus, Staff’s 

recommendation would subvert the purpose of permitting only known changes.   

 Staff’s projection of the future O&M costs derived from the past is certainly no more 

reliable than the projected inflation which the Staff rejected as a basis for adjustment to the test 

year level of expenses.  The known 2009 data shows Staff’s assumption (Ill.C.C. Staff Ex. 8.0C, 

p. 13) that these expenses will drop back to levels more like the past is speculative.  Just as future 

inflation estimates do not meet the criteria for “known and measurable changes,” neither should 

an assumption that expenses will return to pre-test year historical levels, especially where the 

historical years have not been adjusted to reflect the price increases for the expenditures made in 

2004 through 2007.  Staff’s averaging approach would essentially exclude the full impact of 

known inflation that has occurred since 2004.  Increases in billing postage, liability insurance, 

electricity, gas, telephone, gasoline prices, health care costs (among the accounts Staff 

acknowledges are included in O&M (TR 153 - 154), and cost of living employee pay raises 

occurring since the 2004 expenditures assure that the costs faced by the Companies to procure 

the same items in 2011 will be more than Staff would reflect in rates set to recover those costs in 
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2011.  Staff did not index or revise the 2004 expenses or any other pre-test year costs to 

recognize the 6% annual increases for water and sewer maintenance costs that the Consumer 

Price Index indicates have occurred from January 2004 to March 2010.  (ACUC-LWUC Ex. 6.0, 

p. 4.)  From 2007 to 2009, the year-over-year health case costs allocated to the Companies have 

increased 16.84% and 14.46%, and are estimated to experience even greater increases in 2010.  

(ACUC-LWUC Ex. 4.0, p. 10.) 

 The following illustration shows how rates based on Staff’s averaging approach will fail 

to recover the costs of providing service for the period when the rates are in effect.  An employee 

earning $30,000 in 2004 could be earning $33,600 in 2008 due to cost of living increases.   

Staff’s approach would set rates that recover only the average employee compensation of 

$31,800 rather than the $33,600 that the utility currently pays, assuring an underrecovery of the 

expenses that the utility will incur beyond 2008.  Even if it were known that services and 

purchases would revert to the levels of the distant past, the cost of that level of service should be 

reflected at the current price, rather than be based on prices paid over seven years prior to the 

period when the rates will be in effect.   

 Staff’s speculation that the Companies’ O&M expenses will decrease by 47% and 36% 

(ACUC-LWUC Ex. 4.0, p.10) is irreconcilable with the change in the test year level known to 

have occurred in 2009.  If the 2008 test year expenses were adjusted in accordance with the 

Commission rules for known and measurable changes, then the actual 2009 results should be 

used.  Staff used 2009 results as the basis for other adjustments (TR 139 - 140), so it would be 

inequitable to exclude from consideration the actual 2009 O&M data in determining the cost to 

be recovered in the rates the will go into effect in late 2010.   If the Commission decides to adopt 

an averaging methodology, the Company recommends using the three most recent and relevant 
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years, which are 2007, 2008 and 2009.  Separate schedules reflecting inclusion of the 2009 

expenses in Staff’s 5 year average and using the average for 2007 through 2009 were attached to 

the Companies’ surrebuttal testimony.  (ACUC-LWUC Ex. 6.0, p. 5 - 6.)  

   
III.  INTERVENORS — 

 
 The property owners associations for the customers of the Companies provided the 

testimony of a witness who urges the Commission to deny any increase whatsoever.  While 

acknowledging some costs and capital investments have increased over the last six to seven year, 

the witness claimed that the Companies had provided “insufficient evidence” to support any 

increase.  (ACPOA/LWA Joint Ex. 1.0, pp. 9, 18.)  This claim is plainly erroneous as a matter of 

fact and law.  The Companies provided detailed accounting schedules showing every category of 

expense and investment for which recovery in rates was sought.  The schedules were developed 

from the accounting records kept and maintained in the ordinary course of the Companies’ utility 

business.  (TR 70 - 72.)  The Commission Staff engaged in an extensive review of the records 

and operations of the Companies and determined the Companies existing rates were insufficient 

to produce the required level of revenues to cover the necessary costs incurred during the 2008 

historical test year to provide water service.  With the sole exception of test year O&M expenses 

discussed above, Staff supports the revenue increase identified in the surrebuttal testimony and 

schedules filed by the Companies.  No one disputed that the expenditures reflected in the 

schedules were actually incurred.  This fact alone constitutes prima facie proof of the 

reasonableness of the costs, and before any cost can be disallowed Intervenors must come 

forward with specific evidence of inefficiency or bad faith.  City of Chicago v. Illinois 

Commerce Commission, 133 Ill. App. 3d. 435. (1985)       

 The extensive data provided to Staff was also provided to the Intervenors, who also had 
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the opportunity to seek additional information through data requests.  However, Intevenors 

provided no evidence to support any claim that any specific expense actually incurred by the 

Company in 2008 should be reduced or disallowed based upon the availability of less costly and 

reasonable alternatives.  For example, the Companies testified that their existing business 

systems for accounting, customer care and regulatory reporting had become obsolete.  These 

antiquated systems were no longer supported by vendors, risked break downs and impeded 

management’s to obtain information necessary to efficiently run the business.  The Companies 

engaged in a series of internal and external evaluations, culminating in a business case 

presentation by a renowned consulting firm, which ultimately led to the selection and acquisition 

of replacements for the obsolete accounting and customer systems.  (AC Ex. 1.0, p. 3 – 4)  The 

monthly cost per customer of replacing the systems was less than $1.50.  (TR 120.)  Although 

the witness imagined the costs of the systems were “extremely high” (ACPLOA/LWA Joint Ex. 

2.0, p. 2), he offered no evidence of an alternative that would be less costly than $1.50 per 

month.  Apparently he believed that unless and until the existing systems a suffered a 

catastrophic breakdown (likely to be irreparable since the systems were not longer supported by 

the vendors) the Companies should risk relying on them. 

 The Intevenor’s witness also takes issue with the rate case expense requested by the 

Companies.  Again, the witness provided no evidence of any specific activity or payment, 

whether actually paid or projected that was inappropriate to prepare and prosecute the case.  Staff 

recommended an adjustment to the Companies’ rate case expense, which the Companies did not 

oppose.  The adjustment was based upon Staff’s review of information obtained from the 

Companies in response the Staff’s data requests.  Staff performed the review and recommended 

allowing recovery of rate case expense in anticipation of the Commission’s reliance upon Staff’s 
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effort for the discussion of rate case expense that Section 9-229 of the Public Utilities Act 

requires.  The Intervenor’s witness further suggests the expense is too high based on a 

comparison to the expenses incurred by a much smaller company in another state.  However, the 

witness provides no details showing the rate case issues or procedures were in any way 

comparable.  In this case, Staff and the Intervenors were represented by four attorneys and 

submitted the testimony of ten witnesses.  The testimony covered, among other things, rate 

design, operational issues, terms and conditions of service, rate of return and costs included in 

the Companies’ revenue requests.  Scores of data requests related to the testimony, as well as 

other matters not included in testimony, were submitted that required the Companies to turn out 

extensive amounts of narrative responses, analysis, accounting and operations data, including 

confidential material necessitating a motion for a protective order.  

 The Intervenors’ witness also identified a small number of what he considered 

operational deficiencies that lead him to urge the Commission to investigate whether the 

Companies should continue to be owned and operated by its parent company, Utilities, Inc.   

Staff did not share this view, and indicated Staff had no issues with the Companies’ leak 

detection and repair program or meter replacement plans.  It is fair to conclude Intervenors did 

not attach significant importance to operational issues since no mention of them was included in 

their identification of issues list submitted to the Administrative Law Judge shortly before the 

evidentiary hearing.  

  
IV.  CONCLUSION -- 

 
 Staff’s proposed adjustment to O&M expenses based on the historical average going back 

to 2004 is inconsistent with test year principles that limit adjustments to known and measurable 

changes so that the rates approved will be representative of the costs the utility were incur 





 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

EXHIBIT A



Form 4 

Apple Canyon Utility Company ILL.C.C.No.1 
 Eighth Revised Sheet No. 1 

 Canceling Seventh Revised Sheet No. 1 
  

Applies To  Apple Canyon Development in Jo Daviess County, Illinois 
   (Name of City) 

  
WATER  SERVICE 

 

  
 Rates and Charges 
 All rates and charges included as a part thereof and are subject to the Rules, Regulations and 
 Conditions of Service hereinafter set forth; 
 
 Charge for Availability of Service 
 $6.56 per month for each lot in the area authorized to be served by Company for availability of water 
 in the mains of the Company for domestic use on any lot.  The charge will begin when water is 
 available and continue so long as water is so available for use and until such time as a tap is made to 
 a system main.  Charges for availability of service will be billed quarterly or semi- annually and shall 
 be payable quarterly in advance on the first day of January, April, July, and October (in case of 
 quarterly billing) or the first day of March and September (in case of semi-annual billing) in each year. 
  
 Customer Charge Monthly Rate  

 Base Facilities Charge: 
 5/8”  $15.44 per month 
 3/4"  16..98 per month  
 1”  18.52  per month 
 1.5”  20.06 per month 
 2.0”   21.58 per month 
 3.0”    23.17 per month 
 4.0”   24.69 per month 
 6.0”  26.24 per month 
   
 Usage Charge:  $13.06 per 1,000 gallons 
 
 Water Usage 
 Charges for water usage will be billed on a monthly basis. 
 
 New Customer Charge 
 A charge of $25.00 will be applied to customers initiating service in new or existing homes or 
 commercial establishments. 
 
 NSF Check Charge 
 A charge of $25.00 will be applied to customers whose check is returned by the bank because the 
 drawer does not have an account or due to non-sufficient funds (one charge per check each time it is 
 returned.) 
 
 Reconnection Charge 
 If water service is discontinued by the utility for any reasons as outlined in section 17 of Rules, 
 Regulations and Conditions of Service, the customer will be assessed a charge of thirty seven dollars  
 and fifty cents ($37.50), which will be paid by the customers before the water service will be restored.  
 If water service is disconnected at the customers request due to seasonal residence and during normal 
 business operating hours, the customer will be accessed thirty seven dollars and fifty cents ($37.50), 
 which will be added to customer’s next water bill. Customers  who request to be reconnected within 
 nine (9) months of disconnection will be assessed appropriate base facilities charge for the service 
 period they were  disconnected.  This charge will be paid by customers before water will again be restored. 

 

 Issued  ____________________         Effective  _______________________________ 
  Month  Day Year Month  Day Year 
 

 Issued By  Lisa Sparrow                 President   
  Name of Officer Title 
   2335 Sanders Road Northbrook, IL  60062     
  Address of Officer 



 
 
 

Apple Canyon Utility Company ILL.C.C.      No. 1 
 Eighth Revised Sheet No. 1.1 

 Canceling Seventh Revised Sheet No. 1.1 
  

Applies To  Apple Canyon Development in Jo Daviess County, Illinois 
   (Name of City) 

  
               WATER  SERVICE 

 

  
 Late Payment Charge 
 An additional charge amounting to one and one-half percent (1-1/2%) per month will be added to 
 all bills for service under the foregoing schedule not paid within twenty-one (21) days of the date of  
 the bill. 
 
 Lawn Hydrants 
 Installation of lawn hydrants or lawn sprinkling systems will not be permitted after November 30, 
 1986 unless plumbing is installed which will require water used to pass through a meter located 
 within a dwelling on the lot.  Lawn hydrants or sprinkling systems installed prior to November 30, 
 1986, must be metered through a meter located within a dwelling unit on the lot if there is one.  If 
 there is no dwelling unit, water must be metered through a meter located in an outdoor meter pit.   
 The cost of installing the meter pit and required piping will be paid for by the customer. 
 
 Outside Meter Readers 
 A charge of $40.00 will be made for the installation of outside meter readers when requested by the  
 customer. 
  
 Installation Charge 
 All owners, upon making application, are required to pay to the Company an installation fee of 
 four hundred dollars ($400) and the Company shall thereupon install a service or water 
 connection from the main to the property line of said property owner in all cases where lots have 
 not been theretofore so connected to Company’s mains. 
 
 Customers requesting an increase in size of service are hereby required to pay all construction 
 costs involved. 
 
 Temporary Disconnection Charge 
 
 Customers requesting temporary disconnection of water service for repairs within the customer’s 
 property will be accessed a charge of thirty seven dollars ($37.50) and fifty cents, for disconnection 
 and a separate thirty seven dollars ($37.50) and fifty cents, charge for restoring water service. 
   
 After Hour Call out Charge 

 
If for any reason the customer requests services, or services are the result of the customer’s  
Negligence or willful act, and the services rendered by Apple Canyon Utility Company, occur after  
normal business operating hours, the Company has the right to bill for this call-out service and  
the minimum charge will be for two hours of current labor rate or one hundred six ($106.00)  
dollars and fifty-three dollars ($53.00) per hour for all time accumulated above and beyond the two 
hour minimum.  

  
 

Issued                                Effective __________________________________                                     
  Month  Day Year Month  Day Year 
 

 Issued By  Lisa Sparrow                 President   
  Name of Officer Title 
   2335 Sanders Road Northbrook, IL  60062     
  Address of Officer 
 



Form 7 
LAKE WILDWOOD UTILITIES CORPORATION ILL.C.C. No.   2        
(Name of Company)  First Revised Sheet No.  1         
  Canceling Original    Sheet No. 1  
 

LAKE WILDWOOD DEVELOPMENT 
Applies To:   MARSHALL COUNTY Illinois 

(Name of City) 

PUBLIC WATER SERVICE 
 

Rates and Charges 
All rates and charges include as a part thereof and are subject to the Rules, Regulations and Conditions 
of Service hereinafter set forth. 
 
Charge For Availability 
$7.47 per month for each lot in the area authorized to be served by Company for availability of water in 
the mains of the Company for use on any lot.  The charge will begin when water is available and continue 
so long as water is so available for use and until such time as a tap is made to a system main.  At such 
time as a tap is made to a system main, the following charges shall be in effect: 
 
Residential Monthly Rate 
 Base Facilities Charge $26.07 
 Gallonage Charge $9.13  
Commercial 
 5/8”  $26.07 
 3/4”    $31.89 
 1” $49.67 
 1.5” $91.45 
 2” $146.35 
 3” $274.40 
 4” $457.33 
 6” $914.66 
  
Gallonage Charge 
Water Usage per 1,000 gallons $9.13 per 1,000 gallons 
 
Reconnection Charge  
If water service is discontinued by the utility for any reasons as outlined in section 17 of Rules, 
Regulations and Conditions of Service, the customer will be assessed a charge of thirty seven dollars 
($37.50) and fifty cents, which will be paid by the customer before the water service will be restored. If 
water service is discontinued at the customer’s request due to seasonal residence and during normal 
business operating hours, the customers will be accessed thirty seven dollars  and fifty cents ($37.50), 
which will be added to the customer’s next water bill.  A customer who request to be reconnected within  
nine (9) months of disconnection will be assessed appropriate base facilities charge for the service period 
they were disconnected. This charge will be paid by the customer before water will again be restored.  
  
Billing Period and Payment 
 a) Charges for availability of service will be billed quarterly or semi-annually and shall be  
  payable quarterly in advance on the first day of January, April, July and October (in the case of 
  quarterly billing) or the first day of March and September (in the case of semi-annual billing)  
  in each year. 
 b) Charges for water usage will be billed on a monthly basis. 
 
New Customer Charge  
A charge of $25.00 will be applied to customers initiating service in new or existing homes or commercial 
establishments. 
 

 
 Issued                                                         Effective     ________________________________         
  Month  Day Year Month  Day Year 
 
 Issued By  Lisa Sparrow                 President   
  Name of Officer Title 
   2335 Sanders Road Northbrook, IL  60062     
  Address of Officer 



Form 7 
LAKE WILDWOOD UTILITIES CORPORATION ILL.C.C. No.   2        
(Name of Company)  First Revised Sheet No.  1.1         
  Canceling Original    Sheet No. 1  
 

LAKE WILDWOOD DEVELOPMENT 
Applies To:   MARSHALL COUNTY Illinois 

(Name of City) 
 

PUBLIC WATER SERVICE 
 

 
NSF Check Charge 
A charge of $25.00 will be applied to customers whose check is returned by the bank because the drawer 
does not have an account or due to non-sufficient funds (one charge per check each time it is returned). 
 
 
Temporary Disconnection Charge  
Customers requesting temporary disconnection of water service for repairs within the customers property 
will be accessed a charge of thirty seven dollars and fifty cents ($37.50), for disconnection and a separate 
thirty seven and fifty cents ($37.50), charge for restoring water service.  
 
After Hour Call Out Charge  
If for any reason the customer requests services or services are the result of the customer’s negligence  
or willful act, and the services rendered by Apple Canyon Utility Company, occur after normal business 
operating hours, the Company has the right to bill for this call-out service and the minimum charge will 
be for two hours of current labor rate or one hundred six ($106.00) dollars and fifty three dollars ($53.00) 
per hour for all time accumulated above and beyond the two hour minimum.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 Issued ________________________________ Effective ___________________________________           
  Month  Day Year Month  Day Year 
 
 Issued By  Lisa Sparrow                 President   
  Name of Officer Title 
   2335 Sanders Road Northbrook, IL  60062     
  Address of Officer 
 




