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By the Commission: 

I. INTRODUCTION 

A. PROCEDURAL HISTORY 

On December 22, 2010, Great Northern Utilities, Inc. (“Great Northern”), Camelot 
Utilities, Inc. (“Camelot”), and Lake Holiday Utilities Corporation (“Lake Holiday”) 
(collectively, “Utilities, Inc.” or “the Companies”) filed tariffs seeking a general increase 
in water and sewer rates. On January 20, 2011 and February 9, 2011, the Commission 
entered Suspension Orders commencing the investigation concerning the propriety of 
the Companies’ request for rate increases and on May 18, 2011 entered a 
Resuspension Order extending the suspension through November 29, 2011. At a status 
hearing on March 10, 2011, the Administrative Law Judge (“ALJ”) assigned to this 
proceeding granted Staff’s request to consolidate the three dockets. The ALJ 
established a schedule for the submission of pre-filed testimony, hearings, and briefs 
(Tr., March 10, 2011, p. 7).  

Camelot Homeowner’s Association intervened on March 16, 2011, and various 
customers residing in the Camelot service territory filed Direct and Rebuttal Testimony. 
The People of the State of Illinois (“AG”) intervened on June 9, 2011 and filed the 
Rebuttal Testimony of Roger Colton. 

At the July 13 and 14, 2011 evidentiary hearing in this matter, witnesses for 
Utilities, Inc., Staff, and the AG testified. Staff and the Companies entered into a 
Stipulation resolving the issues that had been disputed between them. In that 
Stipulation, the Companies agreed to Staff’s recommended revenue requirement, as 
well as all accounting adjustments recommended by Staff’s witnesses in their Direct and 
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Rebuttal Testimony. (Staff-Companies Joint Ex. No. 1 REV., at 2-3.) Neither Camelot 
Homeowners Association nor the AG agreed to the Stipulation. 

B. THE COMPANIES’ SERVICE AREAS AND NATURE OF OPERATIONS 

Great Northern, Lake Holiday, and Camelot all use the same central 
management company, Water Service Corporation, another wholly owned subsidiary of 
the Company, to perform all of their administrative tasks such as accounting, 
administration, billing, and other tasks. 

The Utilities are small, both in the number of customers they serve and in the 
size of the areas they cover.  Great Northern operates in Winnebago County, Illinois, 
and serves approximately 360 customers.  GNUI Ex. 1.0 at 2.  Camelot provides water 
and wastewater services to approximately 200 customers in Joliet, Shorewood, and 
Channahon, Illinois.  CUI Ex. 1.0 at 2.  Lake Holiday provides water service to 
approximately 2,000 customers in LaSalle County.  LHUC Ex. 1.0 at 2.   

C. TEST YEAR 

The Utilities’ filings are based on a historical test year ending December 31, 
2009.  No party challenged the use of 2009 as a historical test year.   

The Commission concludes that the test year ending December 31, 2009, with 
adjustments for known and measurable changes, is appropriate for the purposes of this 
proceeding. 

II. RATE BASE  

The Companies and the Staff agreed to the following adjustments, paragraphs A - G. 

A. ADJUSTMENT TO DEFERRED CHARGES  

Staff witness Mike Ostrander proposed adjustments to remove deferred charges 
from the Companies rate base because the Commission has not authorized the 
deferral. (Staff Ex. 1.0, Schedules 1.09) The instructions to Account 186, Miscellaneous 
Deferred Debits, require the Commission’s authority for the deferral of costs. The 
Companies did not contest these adjustments. (GNUI/CUI/LHUC Ex. 3.0, p. 5) 

B. ADJUSTMENT TO ACCUMULATED DEPRECIATION  

Staff witness Ostrander proposed an adjustment to correct Great Northern's 
accumulated depreciation for the misclassification of land as a depreciable asset. (Staff 
Ex. 1.0, Schedule 1.10 GN) In 2008, Great Northern purchased land for use as a septic 
field. The capitalized cost was recorded in Account 320 Water Treatment Equipment 
and depreciation expense was reflected for 2008 and 2009 with a corresponding impact 
to accumulated depreciation. Land has no depreciable value and therefore should have 
been recorded in Account 303 Land and Land Rights. Great Northern did not contest 
this adjustment. (GNUI/CUI/LHUC Ex. 3.0, p. 3)  
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C. ADJUSTMENT TO UTILITY PLANT – ABANDONED WELL  

Staff witness Ostrander proposed an adjustment to reduce the test year utility 
plant amount for utility plant that has been retired, and is no longer used and useful, but 
is included in gross utility plant in Camelot’s filings. (Staff Ex. 1.0, Schedule 1.11 C-W) 
Corresponding adjustments to accumulated depreciation and depreciation expense 
were made. Camelot did not contest these adjustments. (GNUI/CUI/LHUC Ex. 3.0, p. 4) 

D. ADJUSTMENT TO UTILITY PLANT – PRO FORMA PLANT ADDITIONS  

Staff witness Ostrander proposed adjustments to reflect the changes in 
Camelot’s water utility plant, accumulated depreciation, accumulated deferred income 
taxes, and test year depreciation expense due to the reclassification of the estimated 
costs of capital projects from deferred charges to pro forma plant additions. (Staff Ex. 
1.0, Schedule 1.12 C-W) These capital projects qualify as pro forma plant additions and 
along with the other components of rate base, are known and measurable, reasonably 
certain to occur subsequent to the 2009 historical test year and within 12 months after 
the filing date of the tariffs, and the amounts are determinable. Camelot did not contest 
these adjustments. (GNUI/CUI/LHUC Ex. 3.0, p. 4) 

E. ADJUSTMENT TO DEFERRED CHARGES – DISALLOWED PRO 
FORMA PLANT ADDITION  

Staff witness Ostrander proposed adjustments to reflect the changes in Lake 
Holiday’s utility plant, accumulated depreciation, and test year depreciation expense 
due to the disallowance of a pro forma plant addition. (Staff Ex. 1.0, Schedule 1.13 LH) 
Lake Holiday, in its initial filing, classified a ground storage tank pro forma plant addition 
as a deferred charge. The Company subsequently acknowledged that the ground 
storage tank project has been moved to a future date due to budget constraints. This 
deferred project is not known and measurable and is therefore not in accordance with 
83 Ill. Adm. Code 287.40. Lake Holiday did not contest these adjustments. 
(GNUI/CUI/LHUC Ex. 3.0, p. 4)  

F. ADJUSTMENT TO DEFERRED CHARGES – TANK PAINTING  

Staff witness Ostrander proposed an adjustment to reflect the deferred cost of 
tank painting, net of amortization, in Lake Holiday’s rate base. (Staff Ex. 1.0, Schedule 
1.14 LH) The costs incurred for the tank painting are deferred and amortized over the 
expected life of the improvement of the asset. Lake Holiday is entitled to recover the 
cost of the betterment which is shown net of amortization in the proposed adjustment. 
Lake Holiday did not contest this adjustment.  

G. ADJUSTMENT TO WORKING CAPITAL  

Staff witness Ostrander proposed adjustments to working capital for the removal 
of real estate taxes and to incorporate the effects of other Staff-proposed adjustments. 
(Staff Ex. 10.0, Schedules 10.08) The Companies did not contest the removal of real 
estate taxes from the working capital calculation. (GNUI/CUI/LHUC Ex. 3.0, p. 3) These 
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adjustments should be updated to reflect the operating expenses approved by the 
Commission. 

H.  RATE BASE -- CONTESTED 

The Joint Stipulation between the Companies and the Staff recommend that the 
following rate base for each of the companies be allowed.  AG Cross Exhibits 5 and 6 
showed the companies’ rate base as of 2000:  

Company Joint Stipulation  
Rate Base 

Rate Base in 2000 

Great Northern $1,365,821 $190,356 
Camelot – Water $1,002,814 Water and sewer 

combined:  $588,213 
Camelot – Sewer $ 627,548  
Lake Holiday $1,621,701  

  

At the hearing, the Companies’ witness Haas was asked about the items that 
made up more than $1 million in “total net plant additions” that Mr. Haas testified were 
added to the rate base of each Company.  GNUI Ex. 2.0 at 4; CUI Ex. 2.0 at 4; LH Ex. 
2.0 at 4.    AG Cross Exhibits 1, 2 and 3 were admitted, which consist of the Companies’ 
itemization of investment in answer to the question to “identify the year of completion 
and the amount expended for each capital improvement identified in the Direct 
Testimony of Bruce T. Haas.”  The AG argues that the total expenditures for the items 
included in Mr. Haas’s testimony are substantially less than the more than $1 million the 
Companies claim was invested in each utility.  The AG further argues that  the 
Companies provided no other explanation for the large increase in rate base requested 
in these dockets.    

The AG asserts that the Companies failed to meet their burden of proof to show 
that the extremely large increases in rate base resulting from the Joint Stipulation were 
prudently incurred and are just and reasonable.  The AG pointed out that compared to 
2000, Great Northern’s rate base increased from $190,356 to $1,363,881 or more than 
600% and Camelot’s water and sewer rate base increased from $588,213 to 
$1,630,362 or more than 175%.  Lake Holiday is requesting a rate base of $1,621,701.  
The Companies did not identify any reasons for increases in rate base other than by 
identifying the items mentioned in their testimony and in AG Cross Exhibits 1, 2, and 3.  
Given the huge rate increases requested by the Companies and the limited justification 
for the increases in rate base, the AG recommended that the Commission limit the 
increase to rate base to the amount identified by the Companies in Mr. Haas’ testimony 
and in these cross exhibits.  

The AG also questioned the reasonableness and prudence of investing more 
than $1 million per utility in light of the Companies’ claims that they need increases of 
more than 100% for the Camelot utilities and more than 250% for Great Northern.  



 
People of the State of Illinois’s Partial Draft Proposed Order 

ICC Dockets 11-0059, 11-0141, 11-0142 Cons   

Sudden rate increases of this size, the AG asserts, should not be permitted in the 
absence of a clear explanation and justification because such large and sudden 
increases (1) violate the concept of gradualism and predictability that underlies the 
regulatory compact;  (2) raise credibility questions in light of the utility’s duty and 
incentive to maintain appropriate rates so that shareholders receive a fair return on their 
investment because one would not expect investments of this magnitude to be made in 
the absence of sufficient revenues to pay a return; and (3) deny the Commission the 
opportunity and power to review the size of investment relative to the rate impact as the 
need for investments arises.   

I. COMMISSION ANALYSIS AND CONCLUSIONS 

The Commission accepts the Staff adjustments which the Companies do not 
contest.  In addition, the Commission finds that the Companies have not shown that the 
extraordinary increase in rate base they request is prudent, just or reasonable, and the 
Commission reduces the rate base in the Joint Stipulation to eliminate the rate base 
amounts that have not been justified or addressed by the Companies in the record.    

The Commission concludes that the Companies have not met their burden to 
prove that the increases in rate base for these small companies were prudently 
incurred.  The Public Utilities Act puts the burden of proof squarely on the utility in 
seeking to increase rates.  220 ILCS 5/9-201(c).  In these dockets, the utilities only 
addressed a small subset of capital investments, and the details of those investments 
are only in the record in the form of AG Cross Exhibits 1, 2 and 3.  When consumers are 
facing increases of the magnitude requested in these dockets, it is imperative that the 
reasons for the increases be included in the record both for Commission review and so 
the public can understand what is driving their rates up.  

The Commission will only approve increases in rate base justified by AG Cross 
Exhibits 1, 2 and 3.  As a result, we decrease the rate base in the Stipulation by the 
following: 

Great 
Northern   

         
(381,265) 

Camelot 
Water and 
Sewer      

(954,444) 

Lake 
Holiday    

     
(1,447,865)
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The Appendix to this Order reflects this reduction in rate base.1  

III. OPERATING REVENUES AND EXPENSES - UNCONTESTED 

Staff witness Ostrander proposed an adjustment to decrease maintenance 
expenses because the unaccounted-for water percentage exceeded the maximum as 
defined by Camelot’s tariff. (Staff Ex. 1.0, Schedule 1.16 C-W) This adjustment limits 
the costs ratepayers bear for unaccounted-for water to what the Commission has set 
forth as reasonable in Camelot’s tariff. Camelot did not contest this adjustment. 
(GNUI/CUI/LHUC Ex. 3.0, p. 5)    

A. ADDITIONAL ACCOUNTING ADJUSTMENTS – ALLOCATION 
FACTORS  

Staff witness Richard W. Bridal II proposed adjustments to reflect allocation 
factor corrections, remove Consumer Product Index (“CPI”) increases, remove public 
utility taxes, account for the increase in the state income tax rate, and reduce rate case 
expense. In addition, Mr. Bridal made recommendations regarding tariff language 
changes related to public utilities taxes, and additional rate case expense information to 
be provided by the Companies and Utilities Inc. Illinois’s regulated utilities in future rate 
case direct testimony. These adjustments and recommendations are further described 
below.  

Mr. Bridal proposed an adjustment to correct the amount of Water Service 
Corporation (“WSC”) expenses allocated to the Companies. According to Mr. Bridal, the 
Companies used an incorrect allocation factor to calculate each utility’s share of WSC 
expenses. This adjustment increases costs to consumers based on the Companies 
response to a Staff data request by “updating” the costs presented in the Companies’ 
original Operating Statements. (Staff Ex. 2.0, at 3) The Companies agreed with Staff’s 
adjustment. (GNUI/CUI/LHUC Ex. 3.0, at 14) However, Staff witness Bridal also testified 
that his review led him to conclude the explanation provided in  GNUI/CUI/LHUC Exhibit 
3.0 “did not accurately reflect the process undertaken during the development of the 
Companies’ income statement” relative to the allocation of joint company costs to the 
individual operating companies.  (Staff Ex. 11.0 at 5)  Mr. Bridal recommended that the 

                                                           

 

1 The effects of this rate base adjustment are shown on the attached document.  The Proposed Order 
would include this effect by simply reducing the capital investments.   

$ (40,376) for 
Great 
Northern 

$(101,076) 
for Camelot 
Water and 
Sewer 

$ (153,329) 
for Lake 
Holiday 
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utilities be required “to provide in direct testimony in future rate cases a detailed 
explanation of how Utility and WSC salaries are determined in total, allocated to the 
individual Utility, and directly charged to rate case expense and other “cap time” 
categories, accordingly. The Commission should order these entities to include with this 
testimony all supporting schedules and evidence necessary to adequately document the 
explanation and the amounts set forth in the ordered testimony.”  Id. at 6.     

The AG argued that the fact that the Companies’ explanation for their allocation 
factor was insufficient should lead the Commission to decline to increase the costs 
associated with the revised allocation factors produced by the Companies in discovery.  
The AG maintains that the increases associated with the increased allocation of 
common costs to the utilities should be rejected by the Commission. Mr. Bridal 
proposed an adjustment to disallow increases to various Company Pro Forma Expense 
Adjustments that were based on an inflation factor. (Staff Ex. 2.0, at 4) The Companies 
agreed with Staff’s adjustment. (GNUI/CUI/LHUC Ex. 3.0, at 6) No other party set forth 
testimony on this issue.  

Mr. Bridal proposed an adjustment to remove public utility taxes. The taxes, 
which are an add-on charge to customers’ bills, are not an actual operating expense of 
the utility and should not be included in tariffed rates. (Staff Ex. 2.0, at 4-5) Also, Mr. 
Bridal recommended the Companies proceed in an expeditious manner to make the 
arrangements necessary to collect the Gross Revenues tax as a separate charge on 
customers’ bills when the rates approved in this docket go into effect. (Staff Ex. 2.0, at 
5) In conjunction with this change, Mr. Bridal recommended the Companies add the 
following language to their tariffs.  

ANNUAL GROSS REVENUE TAX RECOVERY CHARGE  

Section 9-222 of "The Public Utilities Act," as amended, authorizes a utility 
to recover from its Customers its liabilities to the State of Illinois for Public 
Utility Annual Gross Revenue Tax imposed by Section 2-202 of "The 
Public Utilities Act," as amended. Pursuant to Section 9-222, the Company 
shall charge an Additional Charge for the Public Utility Annual Gross 
Revenue Tax equal to 0.1 % of all billings under this rate schedule except 
for (a) this Additional charge for Public Utility Annual Gross Revenue Tax, 
(b) the Additional Charge for any Municipal Utility Tax, and (c) any other 
billings and billing items excluded from the base of the Public Utility 
Annual Gross Revenue Tax. (Id.)  

The Companies agreed with Staff’s adjustment and recommended tariff 
language. (GNUI/CUI/LHUC Ex. 3.0, at 6) No other party set forth testimony on this 
issue.  

Mr. Bridal proposed adjustments to reflect the impact of the increase in the 
Illinois State Income Tax (“SIT”) rate from 7.3% to 9.5%, effective January 1, 2011, as 
follows: (1) Increase state income tax expense; (2) Increase Accumulated Deferred 
Income Tax (“ADIT”) for the shortfall resulting from the tax rate increase, to be 
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recognized as a decrease to rate base; (3) Create a corresponding regulatory asset for 
the future recovery of that additional ADIT liability, to be recognized as an increase to 
rate base; and (4) Amortize the regulatory asset ratably over the remaining life of the 
depreciable assets that gave rise to the ADIT. (Staff Ex. 2.0, at 6-8) The Companies 
agreed with Staff’s adjustment. (GNUI/CUI/LHUC Ex. 3.0, at 3) No other party set forth 
testimony on this issue.  

Mr. Bridal proposed an adjustment to rate case expense to: (1) adjust the 
estimate for legal fees, (2) adjust costs for customer notices, FedEx, mailings, postage, 
and miscellaneous costs, (3) remove travel costs, (4) decrease the cost of WSC 
personnel, (5) adjust consulting fees, and (6) change the amortization period for rate 
case expense to five years from the three years proposed by the Companies. (Staff Ex. 
2.0, at 8-13) In rebuttal testimony, the Companies provided additional detailed 
explanations of how the Companies account for rate case expense, and provided 
updated information on incurred rate case expense as of the filing of their rebuttal 
testimony, along with an estimate of rate case expenses through the conclusion of the 
proceedings. (GNUI/CUI/LHUC Ex. 3.0, at 6-14) Staff accepted rate case expense as 
set forth in GNUI/CUI/LHUC Ex. 3.0 subject to one recommendation. Staff recommends 
the Commission order the Companies, and all related Utilities, Inc. public utilities 
regulated in Illinois, to provide in direct testimony in future rate cases a detailed 
explanation of how Utility and WSC salaries are determined in total, allocated to the 
individual Utility, and directly charged to rate case expense and other “cap time” 
categories, accordingly. The Commission should order these entities to include with this 
testimony all supporting schedules and evidence necessary to adequately document the 
explanation and the amounts set forth in the ordered testimony. (Staff Ex. 11.0, at 2 and 
6) No other party set forth testimony on this issue. 

B. COMMISSION ANALYSIS AND CONCLUSIONS 

The Commission accepts the adjustments that were agreed to between the 
Companies and the Staff in their Joint Stipulation with the exception of the increase to 
the allocation factors.  Staff witness Bridal’s testimony demonstrates that the 
Companies’ allocation methods are less than transparent, and that the grounds for the 
allocation of Water Service Company costs do not result in consistent results.  The 
Commission declines to increase the allocation to the customers of these small systems 
in light of the Staff’s expressed concern about how the allocation of Water Service 
Company costs is actually done.  The Commission will reverse the increase to the 
allocation factors contained in the Joint Stipulation and use the allocation factors the 
Companies applied in their original filing. 

IV. RATE OF RETURN   

Staff witness Janis Freetly presented the following capital structure and cost of 
capital for Great Northern, Camelot and Lake Holiday. (Staff Ex. 3.0) The Companies 
accepted Staff’s 7.71% overall cost of capital recommendation in the Joint Stipulation, 
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based on the following.  The AG and the Camelot Homeowners Association contested 
the cost of capital to be included in rates. 

Staff Proposed Weighted Average Cost of Capital  

Amount Percent of Total 
Capital 

Cost Weighted Cost 

Short-term 
Debt 

$23,636,684 6.45% 2.85% 0.18% 

Long-term Debt $178,726,842 48.75% 6.65% 3.24% 

Common 
Equity 

$164,229,938 44.80% 9.56% 4.28% 

Total Capital $366,593,464 100.00%  

Weighted Average Cost of Capital 7.71% 

 

A. CAPITAL STRUCTURE 

Since all of the Companies are wholly owned subsidiaries of UI, Staff proposed 
using UI s capital structure for the year ended December 31, 2009, comprised of 6.45% 
short-term debt, 48.75% long-term debt, and 44.80% common equity. (Staff Ex. 3.0, p. 3 
and Schedule 3.1) 

Ms. Freetly calculated the balance of short-term debt in three steps. First, Ms. 
Freetly calculated the monthly ending net balance of short-term debt outstanding from 
June 2009 through June 2010. The net balance of short-term debt equals the monthly 
ending gross balance of short-term debt outstanding minus the lesser of (a) the 
corresponding monthly ending balance of construction-work-in-progress (“CWIP”) 
accruing an allowance for funds used during construction (“AFUDC”), or (b) the monthly 
ending balance of CWIP accruing AFUDC times the ratio of short-term debt to total 
CWIP for the corresponding month. That adjustment recognizes the Commission’s 
formula for calculating AFUDC assumes short-term debt is the first source of funds 
financing CWIP4 and addresses the double-counting concern the Commission raised in 
a previous Order.5 Second, Ms. Freetly calculated the twelve monthly averages from 
the adjusted monthly ending balances of short-term debt. Third, Ms. Freetly averaged 
the twelve monthly balances of short-term debt for July 2009 through July 2010. (Staff 
Ex. 3.0, pp. 3-4 and Schedule 3.2)  

Ms. Freetly adjusted the $180,000,000 balance of long-term debt outstanding on 
December 31, 2009 to reflect the unamortized debt expense incurred to issue the debt, 
which produces a long-term debt balance of $178,726,842. Ms. Freetly used the 
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$164,229,938 balance of common shareholders equity on December 31, 2009. (Id., p. 
5) 

B. COST OF DEBT  

Ms. Freetly estimated that the Companies cost of short-term debt is 2.85%, 
which equals a weighted average of the current Prime rate and LIBOR rate that the 
Companies pay on short-term borrowings. The weighted cost of short-term debt was 
calculated based on the proportion of the Companies’ borrowings at the Prime rate and 
LIBOR during the short-term measurement period.  

The Companies’ embedded cost of long-term debt is 6.65%, which includes the 
annual amortization of debt expense to reflect straight line amortization of the 
unamortized balance over the remaining life of the outstanding issue of long-term debt. 
(Staff Ex. 3.0, p. 8 and Schedule 3.3).   

C. COST OF COMMON EQUITY  

Ms. Freetly recommended a 9.56% cost of common equity for UI subsidiaries 
Great Northern, Camelot and Lake Holiday. She used the discounted cash flow (“DCF”) 
and risk premium models. Because UI’s stock is not publicly traded, the DCF and risk 
premium models cannot be directly applied to it.  Therefore, Ms. Freetly applied those 
models to water utility and public utility samples (hereafter, referred to as “Water 
sample” and “Utility sample”, respectively). Ms. Freetly used a  Water sample consisting 
of domestic corporations classified as water utilities within Standard & Poor’s (“S&P”) 
Utility Compustat II that have publicly traded common stock and long-term growth rates 
from Zacks Investment Research (“Zacks”). (Staff Ex. 3.0, p. 9) She also used a 
broader Utility sample.DCF Analysis  

DCF analysis assumes that the market value of common stock equals the 
present value of the expected stream of future dividend payments to the holders of that 
stock. Ms. Freetly employed a constant-growth DCF model that reflects a quarterly 
frequency in dividend payments. (Staff Ex. 3.0, pp. 11-16)  

Ms. Freetly used market-consensus expected growth rates published by Zacks 
as of March 8, 2011. The growth rate estimates were combined with the closing stock 
prices and dividend data as of March 8, 2011. Based on these growth assumptions, 
stock price, and dividend data, Ms. Freetly's DCF estimate of the cost of common equity 
was 8.59% for the Water sample and 9.45% for the Utility sample. (Id., p. 15 and 
Schedule 3.7) 

1. RISK PREMIUM ANALYSIS  

Staff witness Freetly also applied the one-factor risk premium model, the Capital 
Asset Pricing Model (“CAPM”), as a second method to estimate the cost of common 
equity. (Staff Ex. 3.0, pp. 16-18)  
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Using the CAPM method Ms. Freetly estimated a cost of common equity to be 
9.77% for the Water sample and 9.61% for the Utility sample. (Id., p. 28 and Schedule 
3.8) 

2. STAFF COST OF EQUITY RECOMMENDATION  

First, Ms. Freetly estimated the rate of return on common equity for the two 
samples using the DCF and risk premium analyses for the sample groups. She 
proposed  a 9.18% return on equity, is based on the average of the DCF-derived results 
(8.59%) and the risk-premium derived results (9.77%) for the Water sample. (Staff Ex. 
3.0, p. 30) The average rate on equity  for the Utility sample, 9.53%, is based on the 
average of the DCF-derived results (9.45%) and the risk-premium derived results 
(9.61%) for the Utility sample.    

Second, Ms. Freetly increased the Water and Utility samples investor required 
rate of return by 20 basis points based on her view of  the higher financial risk of UI 
relative to the Water and Utility samples. To assess relative financial risk, Ms. Freetly 
estimated the credit ratings implied by the key credit metrics that Moody’s Investors 
Service (“Moody’s”) publishes for global regulated water utilities and regulated electric 
and gas utilities. Ms. Freetly compared three-year average financial ratios for UI and the 
Water sample to Moody’s key credit metrics for global regulated water utilities. She also 
compared the three-year average financial ratios for the Utility sample to Moody’s key 
credit metrics for regulated electric and gas utilities. Ms. Freetly calculated the yield 
spreads between the credit ratings implied for UI and the Water and Utility samples, 
which produced a yield spread of 50 basis points. The 20 basis point cost of equity 
adjustment was derived by multiplying that yield spread by 40%, which is the percent of 
the overall credit rating that Moody’s assigns to the financial ratios. (Staff Ex. 3.0, pp. 
29-34)  

She proposed an investor required rate of return on common equity for the 
Companies of 9.56%. 

3. ROE RECOMMENDATION OF THE ATTORNEY GENERAL 

The AG recommended that the allowed return on common equity for the 
Companies be reduced by no less than 100 basis points from the 9.56% found in the  
Joint Stipulation, to reflect the poor management shown by the request to increase rates 
up to 250% in this docket and other complaints by consumers.   The AG pointed out that 
a balance must be maintained between shareholders and ratepayers and the rates 
charged by utilities relative to the services performed.  Citizens Utils. Co. of Ill. v. 
O'Connor, 121 Ill. App. 3d 533, 540, 459 N.E.2d 682, 688, 76 Ill. Dec. 767 (2d Dist. 
1984).  Although public utilities may not be required to charge a rate that is so low it can 
be considered confiscatory, public utilities cannot charge customers more than what the 
services are reasonably worth.  Island Lake Water Co. v. Ill. Commerce Comm’n, 65 Ill. 
App. 3d 853, 857, 382 N.E.2d 835, 838, 22 Ill. Dec. 445 (2d Dist. 1978).  Here, the 
7.71% overall rate of return derived by the Staff financial analyst did not account for the 
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water quality or any other measure of what the services rendered by Camelot are 
reasonably worth.  (Tr. at 168, July 13, 2011).  

This docket includes an extraordinary number of comments and prepared 
rebuttal testimony from consumers reflecting their concerns about substandard water 
quality.  “We have paid for drinking water from Hinkley since we built our home in 1984 . 
. . We have never trusted the tap water for drinking, cooking, etc.”  Prepared Rebuttal 
Testimony of Barb Studer at 1.  “We now buy bottled water to drink and to use for 
coffee.  We only use tap water when it is boiled first.”  Prepared Rebuttal Testimony of 
Beth Stuchly at 1.  “[O]ur water gets a sulfur smell in our washer, water pressure can be 
low, and if you leave water in a bowl, such as a pet bowl, the bowl gets brown on the 
bottom.”  Prepared Rebuttal Testimony of Linda Hawkinson at 1.  “[O]ur ‘white’ clothing 
has a tendency to turn ‘yellowish’ despite trying several different brands of detergents.”  
Prepared Rebuttal Testimony of Toni Tully at 1.  One homeowner describes how, 
countless times, she has refused to even give her dog water from her faucet because of 
the smell.  Prepared Rebuttal Testimony of Bobbe Marion at 1.  She also estimates that 
she spends $150 annually on filters to make the water drinkable.  Id.  In addition, water 
pressure and maintenance issues were also identified by homeowners.  Prepared Direct 
Testimony of Barry A. Damon.  It is notable that, although Camelot only serves 200 
customers in one subdivision, 19 households have prepared and filed direct testimony 
in this case discussing the poor water quality that is provided by the Utility.  Fifty nine 
other customers filed public comments on e-docket expressing their displeasure with 
the increase, their negative perception of the quality of service, or the burden that this 
increase will place on their budgets.   

In addition to the service problems identified in the record, AG witness Roger 
Colton demonstrated that the rates requested by the Company and the Staff in its Direct 
Testimony would place the water rate for Great Northern and Camelot among the 
highest rates reported by both ICC regulated utilities and non-regulated water utilities 
and several times higher than the average rates for these services.  For example the 
Great Northern water rate would be 229% and 213% higher than the state average 
using the Carbondale and the ICC rate surveys, respectively.  Camelot’s water and 
sewer rates would be 298% and 329% higher than the Carbondale survey average and 
276% and 221% higher than the ICC rate survey.  AG Ex. 1.0 at 9-10.  Not only are the 
increases large, but the ultimate rates for these services are extraordinarily high, raising 
the question of whether the Companies should receive the same profit level as utilities 
that can operate at rates that are more in line with each other and with the value of the 
service they perform.  

Along with Suzanne Basak of the Camelot Homeowners Association, AG witness 
Colton discussed the burden that the rate increases of this level can be expected to 
impose on consumers.  Most consumers already face financial pressure due to the fact 
that their incomes do not meet the “self-sufficient” level necessary to cover all basic 
expenses.  AG Ex. 1.0 at 25.  The AG argued that Mr. Colton’s schedule RDC-6 shows 
that the average annual wage per job in the three counties in which the Companies 
operate have been well below the self sufficiency standard, which ranges from $42,853 
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to $54,804 per year.  When the problems of unemployment and living on a fixed income 
are considered (see, e.g., the Prepared Direct Testimony of Suzanne Basak of the 
Camelot Homeowners Association), the rate shock and burden of water and sewer bills 
of more than $70 per month is clear.   

The AG asserts that these factors should lead the Commission to reduce the 
Companies’ return on equity by at least 100 basis points.  The AG pointed out that Staff 
DCF analysis for water utilities produced a return on equity of 8.59%, which is only 3 
basis points higher than the People recommend in this docket.  Id.   Staff witness 
Freetly’s analysis shows that water utilities’ returns were as low as 7.22%, and that four 
of the seven sample companies had return on equity of less than 8.0%.  The AG 
maintains that the ROE for the Utilities should be no more than 8.56%.  That return is 
reasonable and is supported by the record.  It is also necessary to protect consumers 
from paying excessive profits to a utility that has failed to control costs and honor the 
regulatory compact.  

D. COMMISSION ANALYSIS AND CONCLUSIONS 

The Commission finds the position of the AG compelling.  The Commission is 
concerned about the length of time between rate cases, the rate shock associated with 
the large requested increases, and the extent of the public complaints about service and 
water quality.  We cannot accept the profit level in the Joint Stipulation because it does 
not make any adjustment for any of these factors.  We accept the return on equity 
adjustment recommended by the AG and will authorize an ROE of 8.56%, resulting in 
the following weighted average cost of capital. 

Short-term 
Debt 

$23,636,684 6.45% 2.85% 0.18% 

Long-term Debt $178,726,842 48.75% 6.65% 3.24% 

Common 
Equity 

$164,229,938 44.80% 8.56% 3.83% 

Total Capital $366,593,464 100.00%  

Weighted Average Cost of Capital 7.25% 
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V. RATES - CONTESTED 

A. RATE ANALYSIS FOR GREAT NORTHERN 

Staff’s Position 
The Joint Stipulation between the Companies and the Staff agree to revenue 

levels that are 251.72% above Great Northern current rates.   Staff witness Cheri 
Harden testified about the Great Northern rate increase.  She testified that the typical 
customer “may experience rate shock” from an increase of 237% but did not 
recommend any adjustment, modification or other response to reduce or eliminate the 
apparent rate shock.  Staff Ex. 4.0 at 12-13.  Her testimony suggested that customers 
have benefited from the length of time since the last Great Northern rate increase in 
1998.  Id. at 12.   

The AG’s Position 
The AG offered the rebuttal testimony of Roger Colton.  Mr. Colton testified that 

the increase suggested for Great Northern constitutes rate shock.  AG Ex. 1.0 at 16 ff.  
He criticized the Staff witness for focusing on the needs of shareholders and failing to 
consider the effect of the increases on ratepayers.   Mr. Colton presented two rate 
surveys, both of which showed that the requested increases at a 237% level would put 
Great Northern rates higher than most other water utilities in Illinois.   The Carbondale 
survey was based on surveys returned by 256 jurisdictions across Illinois and the ICC 
water and wastewater survey included systems serving fewer than 1,000 customers.  
AG Ex. 1.0 at 9-10 & App. C and D.  Mr. Colton showed that if Great Northern rates 
were increased by 237%, consumers would experience rate shock and pay 229% or 
213% more than the average of the Carbondale and ICC surveys.  AG Ex. 1.0 at 9, 10.  
Mr. Colton recommended that, “at a minimum, the Company should be required to refile 
their rate increases demonstrating how they will address rate shock by deferring cost 
recovery or phasing in rate increases over a reasonable period of time.”  AG Ex. 1.0 at 
27.Commission Conclusion   

The Commission is very concerned about the extraordinary increase requested 
in Great Northern rates and finds that the increase associated with the Joint Stipulation, 
which is 251.72% constitutes rate shock.    The magnitude of this increase, even after 
being reduced as a result of this order’s disallowance of substantial rate base additions 
and a reduction in the return on equity,  requires us to take special steps to protect 
consumers.  The increases requested will put the rates for the essential water service 
several times higher than the average rates of both regulated and unregulated water 
and sewer utilities, and we cannot approve the steep increases that will increase 
consumers bills to that level essentially overnight. The increases resulting from the Joint 
Stipulation are 260% for Great Northern water service.  GN Ex. 5.0, Sch. 5.1 GN.  We 
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decline to increase rates more than 10% and direct the Company to file a petition with 
its proposal of how to reduce the impact of its rate increase and address rate shock.  
This can be done on rehearing or in a separate petition, where all parties can 
participate. 

B. RATE ANALYSIS FOR CAMELOT 

Staff’s Position  

The Joint Stipulation between the Companies and the Staff agree to revenue 
levels that are 175.82% above Camelot’s current water rates and 71.87% above its  
current wastewater rates.   Staff witness Philip Rukosuez testified about these rate 
increases.  He testified that the typical customer “may experience rate shock” from an 
increase of 212.77% in water rates and 77.62% in sewer rates or a combined increase 
of 135.90%. Staff Ex. 5.0 at 25.  He did not recommend any adjustment, modification or 
other response to reduce or eliminate the apparent rate shock.  Id.  His testimony 
suggested that customers have benefited from the length of time since the last Camelot 
rate increase in 1992.  Id. at 26.    

The AG’s Position  

The AG offered the rebuttal testimony of Roger Colton.  Mr. Colton testified that 
the increases suggested for Camelot constitutes rate shock.  AG Ex. 1.0 at 16 ff.  He 
criticized the Staff witness for focusing on the needs of shareholders and failing to 
consider the effect of the increases on ratepayers.   Mr. Colton presented two rate 
surveys, both of which showed that the requested increases at the levels identified in 
the Staff direct testimony would put Camelot water and wastewater rates higher than 
most other water utilities in Illinois.   The Carbondale survey was based on surveys 
returned by 256 jurisdictions across Illinois and the ICC water and wastewater survey 
included systems serving fewer than 1,000 customers.  AG Ex. 1.0at 9-10 & App. C and 
D.  Mr. Colton showed that if Camelot rates were increased by 212% and 77.6% 
consumers would experience rate shock and pay 298% or 276% more than the average 
of the Carbondale and ICC surveys for water service and 329% or 221% more than the 
average of the Carbondale and ICC surveys for wastewater service.  AG Ex. 1.0 at 9, 
10.  Mr. Colton recommended that, “at a minimum, the Company should be required to 
refile their rate increases demonstrating how they will address rate shock by deferring 
cost recovery or phasing in rate increases over a reasonable period of time.”  AG Ex. 
1.0 at 27. 
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C. COMMISSION CONCLUSION   

The Commission is very concerned about the extraordinary increase requested 
in Camelot rates and finds that the increases associated with the Joint Stipulation, 
which are 175.82% and 71.87% for water and wastewater rates respectively, constitute 
rate shock.    The magnitude of this increase, even after being reduced as a result of 
this order’s disallowance of substantial rate base additions and a reduction in the return 
on equity,  requires us to take special steps to protect consumers.  The increases 
requested will put the rates for essential water and wastewater services several times 
higher than the average rates of both regulated and unregulated water and sewer 
utilities, and we cannot approve the steep increases that will increase consumers bills to 
that level essentially  overnight.  The increases resulting from the Joint Stipulation are 
193% for water for 5/8 inch meter customers and 218% for usage charges.  Camelot 
Ex. 5.0, Sch. 5.1-R-C-W.   The increases for customers with larger water meters are 
even more extreme, with 1 inch meter rates increasing 632% and ¾ inch meters 
increasing 339%.  The Camelot sewer rates would increase 89% under the Joint 
Stipulation.  Id. at Sch. 5.1-R-C-S.  We decline to increase rates more than 10% and 
direct the Company to file a petition with its proposal of how to reduce the impact of its 
rate increase and address rate shock.  This can be done on rehearing or in a separate 
petition, where all parties can participate. 

D. RATE ANALYSIS FOR LAKE HOLIDAY 

Staff’s Position  

The Joint Stipulation between the Companies and the Staff agree to revenue 
levels that are 45.60% above Lake Holiday’s current water rates.   Staff witness 
Christopher Boggs testified about these rate increases.  He testified that the typical 
customer “may experience rate shock” from an increase of 48.36% in water rates.  Staff 
Ex. 6.0 at 15.  He did not recommend any adjustment, modification or other response to 
reduce or eliminate the apparent rate shock.  Id.  His testimony suggested that 
customers have benefited from the length of time since the last Lake Holiday rate 
increase in 1992.  Id. at 16.    

The AG’s Position  

The AG offered the rebuttal testimony of Roger Colton.  Mr. Colton testified that 
the increases suggested for Camelot constitutes rate shock.  AG Ex. 1.0 at 16 ff.  He 
criticized the Staff witness for focusing on the needs of shareholders and failing to 
consider the effect of the increases on ratepayers.   Mr. Colton presented two rate 
surveys, both of which showed that the requested increases at the levels identified in 
the Staff direct testimony would put Camelot water and wastewater rates higher than 
most other water utilities in Illinois.   The Carbondale survey was based on surveys 
returned by 256 jurisdictions across Illinois and the ICC water and wastewater survey 
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included systems serving fewer than 1,000 customers.  AG Ex. 1.0at 9-10 & App. C and 
D.  Mr. Colton showed that if Lake Holiday rates were increased by 48.36% consumers 
would pay an amount “almost equal to the statewide average water bill reported by the 
Carbondale survey” and by the ICC survey.   AG Ex. 1.0 at 9, 10.  Although the rates 
would be close to the statewide average after the increase, the Mr. Colton expressed 
concern about the suddenness of the increase.  He recommended that, “at a minimum, 
the Company should be required to refile their rate increases demonstrating how they 
will address rate shock by deferring cost recovery or phasing in rate increases over a 
reasonable period of time.”  AG Ex. 1.0 at 27. 

COMMISSION CONCLUSION  

The Commission is very concerned about the extraordinary increase requested 
by the Companies in this docket and finds that the increase resulting from the Joint 
Stipulation, which is 45.60%, constitutes rate shock even though the resulting rate 
would approximate the statewide average.  Consistent with our treatment of the other 
two utilities in this consolidated docket, we decline to increase rates more than 10% and 
direct the Company to file a petition with its proposal how to reduce the impact of its rate 
increase and address rate shock.  This can be done on rehearing or in a separate 
petition, where all parties can participate 

E. MISCELLANEOUS FEES AND CHARGES 

The People did not address miscellaneous fees and charges. 

VI. TARIFF UPDATES 

The People did not address tariff updates.   

VII. DEPRECIATION 

The People did not address depreciation rates.   

VIII. RULES, REGULATIONS, AND CONDITIONS OF SERVICE TARIFFS  

The People did not address rules, regulations, and conditions of service tariffs.    

DATED: August 19, 2010  

BRIEFS ON EXCEPTIONS DUE:       

REPLY BRIEFS ON EXCEPTIONS DUE:                 
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