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INITIAL BRIEF OF AQUA ILLINOIS, INC. 

Aqua Illinois, Inc. (“Aqua” or “the Company”) hereby files with the Illinois Commerce 

Commission (“Commission”) its Initial Brief in accordance with the Administrative Law Judge’s 

established schedule. 

I. EXECUTIVE SUMMARY 

At issue in this proceeding are the rates for nine of Aqua’s water divisions and its six 

sewer divisions, some of which have not had rate increases in more than ten years.  Since its last 

rate case for each of these divisions, Aqua has invested more than $7 million in capital additions 

in these divisions.  Blanchette Dir., Aqua Ex. 1.0, 11:22-24; Aqua Ex. 1.1; Wright Dir., Aqua Ex. 

2.0, 12:17-19; Aqua Ex. 2.1; Ervin Dir., Aqua Ex. 3.0, 11:2-4; Aqua Ex. 3.1.  In addition, Aqua 

will spend another $21 million through the end of the test year 2012.  Blanchette Dir., Aqua Ex. 

1.0, 11:26-29; Aqua Ex. 1.2; Wright Dir., Aqua Ex. 2.0, 12:21-13:2; Aqua Ex. 2.2; Ervin Dir., 

Aqua Ex. 3.0, 11:6-12; Aqua Ex. 3.2.  Such investments include replacing aging infrastructure, 

installing new filtration systems, making enhancements to water wells and making pumping 

equipment updates.  Blanchette Dir., Aqua Ex. 1.0, 7:1-13; Wright Dir., Aqua Ex. 2.0, 8:18-9:10; 

Ervin Dir., Aqua Ex. 3.0, 11:2-4; Aqua Ex. 3.1.  Such investments are necessary for system 

integrity and reliability and/or to comply with federal and state law, such as the Safe Drinking 

Water Act and regulations of the Illinois Environmental Protection Agency (“IEPA”).  Id.  

Despite cost containment efforts Aqua has not, and will not, recover its cost of service under 

present rates.  See Aqua Ex. 14.1.   

Aqua has presented compelling testimony and evidence demonstrating that its 2012 test 

year costs are prudent and reasonable, and that current rates will not recover these costs.  

Importantly, no other party to this proceeding submitted testimony contesting the soundness of 
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Aqua’s investments, the management of Aqua’s operations and maintenance expenses, or the 

quality of Aqua’s water or sewer services, including its customer service.   

In testimony, Staff proposed various adjustments to the Company’s proposed rate base, 

operating expenses and rate of return that would reduce Aqua’s overall revenue requirement by 

nearly $1.5 million.  Aqua Ex. 14.1, pp. 1, 3.  In order to narrow the issues in this proceeding, 

Aqua accepted certain Staff adjustments, which results in a revenue requirement of $22,238,809 

for Aqua’s consolidated water divisions and $7,127,744 for its consolidated sewer divisions.  

Indeed, Aqua and Staff resolved nearly all their disputed revenue requirement issues, with the 

primary exception being a remaining dispute over the appropriate return on equity.  As will be 

detailed herein, Aqua’s proposed return on equity of 10.9% is supported by the record, is just and 

reasonable, and should be adopted by the Commission.   

In addition to seeking approval of its proposed rate increase, Aqua brought this 

proceeding to address revisions to its current rate design.  In particular, Aqua requests 

Commission permission to consolidate its water revenue requirement and sewer revenue 

requirement for its various divisions going forward, as well as to consolidate its books and 

records so that the Company will operate as one water division (with the exception of the 

Kankakee Water Division, which is not at issue in this proceeding) and one sewer division.  

Hanley Dir., Aqua Ex. 4.0, 13:280-85.  A specific finding on the consolidation of Aqua into one 

water revenue requirement and one sewer revenue requirement is critical for realizing the 

benefits of operating as one company, rather than as many different rate divisions.  Id. at 14:299-

304.  Aqua also requests that the Commission permit it to consolidate its rate structure for the 

divisions in this proceeding into three tariff groups:  (1) consolidated water; (2) University Park 

water; and (3) consolidated sewer.  Monie Dir., Aqua Ex. 6.0, 4:69-72.  Aqua’s proposed 
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consolidated rate structure will create increased efficiencies that will bring about numerous 

benefits.  Hanley Dir., Aqua Ex. 4.0, 14:308-15:322.  For example, a consolidated rate structure 

spreads cost of capital projects over a larger base, making substantial improvements to the 

Company’s systems more affordable to its customers.  Id. at 14:310-12.  In other words, over 

time consolidation protects customers against significant rate shock and addresses smaller 

system viability issues.  Moreover, it will allow Aqua to eventually operate more efficiently as 

one water division and one sewer division, allowing the Company to file single rate cases for 

water and sewer.  Id. at 14:302-03.  These efficiencies will benefit customers by streamlining the 

administrative accounting and filings costs that would otherwise be passed on to them. 

Staff proposed a different approach to consolidating Aqua’s water and sewer divisions.  

Boggs Corr. Rev. Reb., Staff Ex. 9.0R-C, 7:129-35, 26:501-09.  The Illinois Attorney General’s 

office (“AG”) opposed the Company’s proposed consolidation of rates.  Rubin Dir., AG Ex. 1.0, 

3:68-69.  For the reasons discussed herein, the Commission should reject the arguments of Staff 

and the AG and approve Aqua’s proposed rate structure consolidation. 

Based on the evidentiary record, the Commission should find that Aqua’s current rates 

will not allow the Company to recover its test year costs, and that a revenue increase of 

$4,120,259 for its consolidated water divisions and a revenue increase of $1,245,586 for its 

consolidated sewer divisions is just and reasonable.  The Commission should also approve 

Aqua’s proposal to consolidate the water and sewer divisions subject to this proceeding. 

II. FACTUAL BACKGROUND 

At issue in this proceeding are three of Aqua’s divisions that include various water and 

sewer systems—the Will County, Northern and Vermilion Divisions.  Each of these divisions is 

described in some detail below.  As part of its consolidated rate structure, Aqua proposes three 

separate, but related things.  First, Aqua proposes to create a single revenue requirement for its 
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water and sewer divisions.  Hanley Dir., Aqua Ex. 4.0, 13:280-83.  This will allow the Company 

to operate as one water company and one sewer company and, among other things, decrease rate 

case expense going forward.  Id. at 14:308-15:322; see also Monie Reb., Aqua Ex. 12.0, 11:225-

33.  Second, the Company requests consolidation of its books and records.  Hanley Dir., Aqua 

Ex. 4.0, 13:284-85; see also Monie Sur., Aqua Ex. 16.0, 9:193-10:205.  The Company’s third 

request relates to actual tariff design and the movement to a simpler tariff for ease of 

administration and understanding for customers.  Specifically, Aqua proposes a consolidated 

water division that will include all of its water systems at issue in this proceeding with the 

exception of University Park water, as well as a consolidated sewer division that will include all 

six of its sewer systems at issue here.  Monie Dir., Aqua Ex. 6.0, 4:69-72. 

A. Will County Divisions 

Aqua’s Will County Divisions consist of University Park Water Division, University 

Park Sewer Division, Willowbrook Water Division, and Willowbrook Sewer Division.  

Blanchette Dir., Aqua Ex. 1.0, 1:17-19.  The Company has made significant infrastructure 

investments in connection with these divisions.  For example, in the University Park water and 

sewer systems, the Company (i) is expanding the wastewater treatment plant, (ii) purchased a 

potable water well to meet peak demands and accommodate growth in the community, (iii) 

replaced aged infrastructure in the water distribution system and sewer collection system, and 

(iv) exchanged old meters.  Id. at 7:1-5.  In addition, in the Willowbrook Division, the Company 

(i) installed a new filtration system at the Plum Creek wastewater treatment plant to ensure 

compliance with regulations of the IEPA, (ii) made enhancements to the potable water wells to 

ensure compliance with the Safe Drinking Water Act, and (iii) replaced aged infrastructure in the 

water distribution system and sewer collection systems to improve the integrity of the systems 

and ensure reliable service to customers in the most cost effective manner possible.  Id. at 7:7-13. 
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B. Northern Divisions 

Aqua’s Northern Divisions consist of Candlewick Water Division, Candlewick Sewer 

Division, Oak Run Water Division, Hawthorn Woods Water Division, Hawthorn Woods Sewer 

Division, Ivanhoe Water Division, Ivanhoe Sewer Division, Ravenna Water Division, Ellwood 

Greens Sewer Division, and Fairhaven Water Division.  Wright Dir., Aqua Ex. 2.0, 1:17-21.  The 

Company has made significant capital investments in each of these water and sewer systems, 

including collection system improvements to decrease infiltration and inflow issues, updating the 

aeration system at the sewer treatment plants to resolve longstanding issues and increase 

efficiency, updates to both water and sewer facilities to improve efficiency and reliability, 

pumping equipment updates to aid in efficiency and reliability at the water plants, and metering 

updates and replacements.  Id. at 8:18-9:2.  The Company has also done significant main and 

service line repairs, installed radio read transmitters on the meters, purchased a radio read 

receiver system, put in new services and meters, replaced hydrants, purchased back-up 

generators, and replaced pumps and blowers.  Id. at 9:5-8. 

C. Vermilion Division 

The Vermilion Division provides water service to customers in Vermilion and 

Champaign Counties in east-central Illinois.  Ervin Dir., Aqua Ex. 3.0, 7:8-9.  Similarly to its 

other divisions, Aqua has made necessary capital investments in the Vermilion Division to 

comply with federal and state drinking water regulations and to provide safe and reliable water at 

the level of customer service Aqua’s customers expect.  Id. at 9:2-5.  In addition, the Company 

plans major capital projects in 2011 and 2012, which are necessary to insure system reliability 

and to comply with the Safe Drinking Water Act, as well as the Company’s guidelines to ensure 

safe drinking water to its customers.  Id. at 11:8-12. 
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III. TEST YEAR 

Aqua proposed the calendar year 2012, the twelve months ending December 31, 2012, as 

its future test year.  Hanley Dir., Aqua Ex. 4.0, 3:60-61.  Aqua’s 2011 and 2012 projections are 

the source of the future test year data, subject to appropriate adjustments.  Id. at 3:64-66.  No 

party contested the proposed test year. 

IV. REVENUE REQUIREMENT 

Aqua demonstrated that its’ existing rates for water and sewer in its divisions at issue 

here fail to recover its costs of service.  No party claims otherwise.  Aqua’s direct case supported 

a consolidated water revenue requirement of $22,355,259 and a consolidated sewer revenue 

requirement of $7,151,321.  Aqua Ex. 8.1 Sch. C-1 & WP-C1; Aqua Ex. 8.11 Sch. C-1 & WP-

C1.  Staff proposed certain adjustments that Aqua does not oppose for purposes of limiting issues 

in this proceeding.  See Hanley Reb., Aqua Ex. 10.0 Rev., 2:39-3:56; Hanley Sur., Aqua Ex. 

14.0, 4:78.  Given Aqua’s acceptance of these Staff adjustments, the Company’s updated 

requested revenue requirements for its consolidated water and sewer operations are $22,238,809 

and $7,127,744, respectively.  Id. at 4:81-87; Aqua Ex. 14.1, p. 1 ln. 1(f), p. 3 ln. 1(f).  The 

revenue requirement for Aqua’s water divisions can be broken down further to correspond to its 

proposed tariffs for consolidated water of $20,170,524 and University Park water of $2,068,285.  

Aqua Ex. 14.1, p. 1 ln. 1(f); Staff Ex. 6.0 Sch. 6.01 UPW.  Thus, based upon the evidentiary 

record, the Commission should approve revenue requirements of $22,238,809 and $7,127,744 

for Aqua’s consolidated water and sewer operations respectively, which are just and reasonable. 

A. Rate Base 

For its consolidated water divisions, Aqua presented evidence supporting a rate base of 

$65,034,342.  Hanley Sur., Aqua Ex. 14.0, 4:82; Aqua Ex. 14.1, p. 2 ln. 27(f).  The rate base for 

Aqua’s water divisions can be broken down further to correspond to its proposed tariffs for 
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consolidated water of $60,070,203 and University Park water of $4,964,139.  Aqua Ex. 14.1, p. 2 

ln. 27(f); Staff Ex. 6.0 Sch. 6.03 UPW.  For its consolidated sewer divisions, Aqua presented 

evidence supporting a rate base of $22,014,072.  Hanley Sur., Aqua Ex. 14.0, 4:85; Aqua Ex. 

14.1, p. 4 ln. 27(f).  Staff proposed several adjustments to Aqua’s rate base, which Aqua did not 

oppose in the interest of limiting the issues in this proceeding.1  See Hanley Reb., Aqua Ex. 10.0 

Rev., 2:37-3:58.  Accordingly, Aqua’s rate base figures above reflect updates to account for 

Aqua’s acceptance of Staff’s revised adjustments to (a) forecast plant additions (Staff witness 

Bridal’s schedule 7.04 (Revised)), (b) accumulated deferred income tax (“ADIT”) – change in 

state income tax rate (Staff witness Jones’ schedule 6.11), and (c) ADIT – bonus depreciation 

(Staff witness Jones’ schedule 6.12).  Hanley Sur., Aqua Ex. 14.0, 2:27-28, 2:33-34.   

In connection with rate base, Aqua proposed depreciation rates that were approved by the 

Commission in a recent rate case, Docket Nos. 07-0620/07-0621/08-0067 (Consolidated).  

Johnson Dir., Staff Ex. 5.0, 9:179-82 (citing Aqua’s Response to Staff DR WRJ-1.02 and WRJ-

1.13).  Staff reviewed Aqua’s proposed depreciation rates in this proceeding and recommended 

Commission approval of Aqua’s proposed depreciation rates identified on Aqua Revised Exhibit 

7.2.  Johnson Dir., Staff Ex. 5.0, 10:194-97, 12:248-49.  Further, Staff had no objection to 

Aqua’s use of similar depreciation rates across all of its divisions.  Id. at 10:201-02.  Staff also 

recommended Commission approval of Aqua’s proposed minor typographical changes to the 

Company’s Rules.  Id. at 11:230-12:244, 12:250. 

With the above described resolutions and no other party presenting evidence to the 

contrary, the Commission should approve as just and reasonable test year rate base for Aqua’s 

                                                 
1 Aqua reserved the right to contest similar adjustments in future cases. 
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consolidated water divisions and consolidated sewer divisions of $65,034,342 and $22,014,072, 

respectively. 

B. Operating Expenses 

Aqua presented evidence demonstrating that its test year operating expenses for its 

consolidated water divisions are $16,444,987.  See Aqua Ex. 14.1, p. 1 ln. 29(f).  Aqua also 

presented evidence demonstrating that its test year operating expenses for its consolidated sewer 

divisions are $5,166,541.  See Aqua Ex. 14.1, p. 3 ln. 29(f).  Staff proposed several adjustments 

to Aqua’s operating expenses, which Aqua did not oppose in the interest of limiting the issues in 

this proceeding.2  See Hanley Reb., Aqua Ex. 10.0 Rev., 2:37-3:58.  Accordingly, Aqua’s 

operating expenses stated above reflect Staff’s revised adjustments to (a) miscellaneous expenses 

(Staff witness Bridal’s schedule 7.01), (b) charitable contributions (Staff witness Bridal’s 

schedule 7.02), (c) industry association dues (Staff witness Bridal’s schedule 7.03), (d) corporate 

management fees expense (Staff witness Jones’ schedule 6.10), and (e) rate case expense (Staff 

witness Jones’ schedule 6.13).  Hanley Sur., Aqua Ex. 14.0, 1:21-22, 2:33-34, 2:41-43.   

In light of Aqua’s concession on Staff’s proposed adjustments, the only contested 

operating expenses issue is Staff’s proposal to disallow certain compensation expenses.  

Specifically, Staff recommends a disallowance of $150,695 across Aqua’s water and sewer 

divisions, which is comprised of three parts:  (1) disallowance of 2009 Omnibus Equity 

Compensation Plan costs; (2) disallowance of the increase in test year Management 

Improvement and Employee Recognition Plan costs for Dividend Equivalents; and (3) 

disallowance of Management Improvement Program costs.  Jones Dir., Staff Ex. 1.0, 9:170-80, 

Sch. 1.09.  Aqua respectfully submits that Staff’s proposed disallowance should be rejected.   

                                                 
2 Aqua reserved the right to contest similar adjustments in future cases. 
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The evidence demonstrates that Aqua has adopted compensation policies, practices and 

strategies that are designed to provide compensation to employees that is both cost effective and 

serves as a motivator to attract and retain a highly qualified and diverse workforce.  Blanchette 

Dir., Aqua Ex. 1.0, 12:23-26.  The Company’s ability to attract and retain a qualified and 

motivated workforce is a key driver of its success as a reliable, cost-effective provider of utility 

services to its customers.  Id. at 12:30-13:2.  Further, as the only utility whose product is ingested 

by customers, it is imperative that Aqua continue to attract and retain quality individuals capable 

of meeting the expectations of the Company and its customers, and offering incentive 

compensation for exemplary performance is a critical component in creating employment 

packages that interest prospective employees.  Id. at 15:26-30.  

Aqua’s Annual Cash Incentive Plan (“ACIP”) has two components:  (i) the Management 

Improvement Program and (ii) the Employee Recognition Program, which is to reward non-union 

employees who are not eligible for the Management Improvement Program.  Blanchette Dir., 

Aqua Ex. 1.0, 13:20-21, 16:2-4.  Aqua modified its ACIP to address Staff’s concerns raised in 

Aqua’s 2010 Kankakee Rate Case (“2010 Rate Case”), Docket No. 10-0194.  Id. at 13:8-12.  For 

example, in response to Staff’s concern in the 2010 Rate Case that Aqua must reach financial 

targets before any payments under the ACIP would be made, Aqua subsequently modified the 

ACIP to link performance to customer benefits, without any reliance on the Company reaching 

its financial objectives.  Id. at 13:14-29.  In other words, under the ACIP at issue in this 

proceeding, payment of incentive compensation for meeting performance goals is no longer 

dependent on Aqua achieving a targeted net income.  Id. at 13:26-28.   

In the 2010 Rate Case, Staff also expressed a concern that Aqua may incur no cost while 

ratepayers continue to pay rates based on expenses associated with full payout of incentive 
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compensation, where future payments of incentive compensation expense are dependent on 

reaching certain financial targets that may or may not be met.  Id. at 14:3-8.  Aqua devoted time 

and effort to trying to address this additional concern and Aqua’s ACIP has been altered in 

response to Staff’s concern.  Specifically, Aqua removed the financial trigger related to incentive 

compensation payments so that employees must meet specific performance objectives, which 

serve to benefit customers, in order to receive full incentive compensation payments.  Id. at 

14:10-14.  Thus, the terms of Aqua’s ACIP in this proceeding have been established specifically 

to comply with Staff’s standards for incentive compensation cost recovery set forth in the 2010 

Rate Case. 

More specifically, under Aqua’s revised Management Improvement Program, objectives 

are primarily directed toward improving customer service, enhancing environmental compliance, 

controlling costs, improving efficiencies and productivity.  Id. at 14:17-19; Aqua Ex. 1.5.  Thus, 

the objectives in each individual participant’s performance plan under the Management 

Improvement Program do provide tangible, quantifiable benefits to the ratepayers.  Blanchette 

Sur., Aqua Ex. 13.0, 1:19-2:24.  In addition, Aqua has removed all financial, affiliate, or 

shareholder based objectives from the 2011 Management Improvement Program, including the 

financial goal that candidates must meet before any payments will be made.  Blanchette Dir., 

Aqua Ex. 1.0, 14:19-21; Blanchette Sur., Aqua Ex. 13.0, 2:25-26. 

Aqua also revised its Employee Recognition Program to remove the underlying financial 

goal that candidates must meet before any payments will be made.  Blanchette Dir., Aqua Ex. 

1.0, 16:4-6.  Instead, employees are rewarded for superior performance that contains costs, 

improves efficiency and productivity of the workforce and better serves Aqua’s customers.  Id. at 

16:6-8; Aqua Ex. 1.6.  In addition, awards may be made for a special action or heroic deed, or for 
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a project that positively impacts the performance or image of the Company.  Blanchette Dir., 

Aqua Ex. 1.0, 16:8-9. 

Based upon the evidentiary presentation here, the Commission should approve the test 

year operating expenses for Aqua’s consolidated water divisions and consolidated sewer 

divisions of $16,444,987 and $5,166,541, respectively.  

C. Rate of Return 

1. Overview 

Aqua and Staff were the only two parties to present testimony addressing the issue of 

Aqua’s rate of return.  Walker Dir., Aqua Ex. 5.0; Walker Reb., Aqua Ex. 11.0; Walker Sur., 

Aqua Ex. 15.0; Kight-Garlisch Dir., Staff Ex. 3.0; Kight-Garlisch Corr. Reb., Staff Ex. 8.0C.  

Aqua presented evidence demonstrating that an overall rate of return (“ROR”) of 9.015% is 

reasonable, but the Company reduced its requested ROR by lowering its requested return on 

equity (“ROE”).  Hanley Dir., Aqua Ex. 4.0, 13:275-77; Walker Dir., Aqua Ex. 5.0, 56:1145-46, 

Sch. 1.  Specifically, as shown in the table below, Aqua’s supported weighted-average ROR on 

rate base is 8.91%:   
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Overall Rate of Return 
 

Amount
Percent of 

Total Capital 
 

Cost Weighted Cost
Short-term debt $1,104,167 0.69% 2.00% 0.01%
Long-term debt $73,334,385 45.77% 6.71% 3.07%
Preferred Stock $379,057 0.24% 5.47% 0.01%
Common Equity $85,419,376 53.31% 10.9% 5.81%
Total $160,236,985 100.00%  8.91%

 

Hanley Dir., Aqua Ex. 4.0, 12:257-68; Hanley Sur., Aqua Ex. 14.1; see also Aqua Sch. D-1.  If 

Aqua’s proposed ROR is earned, it will give Aqua financial benchmark ratios that will allow 

Aqua to present a financial profile that will enable it to attract the large amount of capital, at 

reasonable terms, necessary to provide safe and reliable water and sewer service.  Walker Dir., 

Aqua Ex. 5.0, 57:1151-54.   

The key issue between Aqua and Staff is the recommended ROE.  Although Aqua 

presented evidence supporting an ROE of 11.1%, the Company has capped its ROE request at 

10.9% and asks that the Commission adopt that figure.  Walker Dir., Aqua Ex. 5.0, 55:1120-

56:1132; Walker Sur., Aqua Ex. 15.0, 4:86-88.  Meanwhile, Staff proposes an unreasonably low 

ROE of 9.43% (Kight-Garlisch Dir., Staff Ex. 3.0, 9:160-61), which represents an unexplained 

and significant departure from past Commission decisions.  Indeed, in the last 35 years, the 

Commission only has adopted a lower ROE for a water or sewer utility on one occasion, under 

circumstances dissimilar to those present in this proceeding.  Walker Reb., Aqua Ex. 11.0, 1:15-

17.  Staff offers no explanation, and there is none, to justify an ROE proposal that is 97 to 128-

basis points less than the Commission-approved ROE for similarly situated water utilities.  

Walker Sur., Aqua Ex. 15.0, 2:23-26.  As described in further detail below, the Commission 

should reject Staff’s proposed ROE because it will have a significant negative impact on Aqua 

and its customers.   
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2. Capital Structure 

Aqua’s proposed capital structure for the 2012 test year is the average of the December 

31, 2011 and December 31, 2012 balances.  Hanley Dir., Aqua Ex. 4.0, 12:259-63; Walker Dir., 

Aqua Ex. 5.0, 12:224-26; Aqua Sch. D-1.  Aqua’s capital structure is an appropriate structure for 

a utility of the Company’s size and with the debt issuance requirements of its mortgage indenture 

to result in the best cost of overall funds for its customers.  Hanley Dir., Aqua Ex. 4.0, 12:259-

62.  More particularly, Aqua’s proposed equity ratio of approximately 53% positions the 

Company to obtain favorable interest rates on long term debt financings and interim short term 

debt.  Id. at 12:263-65.  Staff agrees with Aqua on the components, amounts and percentage 

ratios used in Aqua’s capital structure.  Kight-Garlisch Dir., Staff Ex. 3.0, Sch. 3.01.   No party 

presented evidence to the contrary.  Accordingly, the Commission should adopt the Company’s 

proposed capital structure. 

3. Cost of Debt 

Aqua originally proposed a cost of short-term debt of 2.28%, but agreed in rebuttal 

testimony to Staff’s proposal of 2.0%.  Aqua Sch. D-1; Hanley Reb., Aqua Ex. 10.1, p. 5.  

Accordingly, the Commission should adopt Aqua’s revised proposal. 

4. Cost of Common Equity 

a) Legal Standards 

The legal standards applicable to the determination of Aqua’s ROE were reiterated in a 

recent Commission decision, where the Commission stated: 

… entitlement to a fair and reasonable return on its investment are well 
established.  These classic and enduring pronouncements were set out by the 
United States Supreme Court in [the] Bluefield Water Works… and Federal 
Power Comm’n v. Hope Natural Gas Co. … cases.  A public utility has a 
constitutional right to a return that is ‘reasonably sufficient to assure confidence in 
the financial soundness of the utility and [is] adequate, under efficient and 
economical management, to maintain and support its credit and enable it to raise 
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the money necessary for the proper discharge of its public duties.’  The authorized 
return on equity ‘should be commensurate with returns on investments in other 
enterprises having corresponding risks.  That return, moreover, should be 
sufficient to assure confidence in the financial integrity of the enterprise, so as to 
maintain its credit and to attract capital.’ 

North Shore Gas Co., et al., ICC Docket Nos. 09-0166/09-0167 Cons., Order at 89-90 (Jan. 21. 

2010) (citations omitted).  As the Commission recently recognized in the North Shore Gas 

Order, the Bluefield and Hope cases define the benchmarks of a fair rate of return and, therefore, 

guide the Commission’s analysis here.  

b) The Commission Should Adopt Aqua’s ROE Calculation  

Aqua’s proposed ROE of 10.9% is reasonable and supported by the evidentiary record. 

Walker Sur., Aqua Ex. 15.0, 4:87-88.  Aqua’s recommended ROE is supported by the testimony 

of its expert witness, who provided a detailed quantitative analysis using Commission-

recognized models, as well as financial market information from two comparable groups of 

publicly traded companies.  Walker Dir., Aqua Ex. 5.0; Walker Reb., Aqua Ex 11.0; Walker 

Sur., Aqua Ex. 15.0.  The Commission should adopt the Company’s proposed ROE, which 

appropriately reflects a fair and reasonable return sufficient to allow Aqua to attract equity 

capital. 

In calculating Aqua’s proposed ROE, Aqua witness Walker appropriately employed 

several recognized models including Discounted Cash Flow (“DCF”), Capital Asset Pricing 

Model (“CAPM”) and Risk Premium (“RP”).  Walker Dir., Aqua Ex. 5.0, 2:27-29, 28:552-56, 

Sch. 14, 17, 20 and 21.  Because the price of common stock reflects a number of valuation 

models, it is appropriate to estimate the market-required common equity cost rate by applying a 

broad range of analytical models.  Walker Dir., Aqua Ex. 5.0, 2:34-36.  Using the models 

mentioned above, Mr. Walker concluded that the current range of common equity cost for Aqua 

is 11.2% (DCF), 11.2% (CAPM), and 10.9% (RP).  Id. at 3:43-44.  Aqua’s proposed ROE is 
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reasonable as measured against Value Line’s projected returns on average book common equity 

for comparable utilities for the period 2013-2015, which range from 11.0% to 12.0%.  Walker 

Dir., Aqua Ex. 5.0, 3:44-46, 48-49, 56:1139-41, Sch. 16, p. 2.  As Mr. Walker explained, Value 

Line is relied upon by many investors and is the only investment advisory service of which he is 

aware that projects return on equity.  Walker Dir., Aqua Ex. 5.0, 3:46-48. 

There is no market data for Aqua’s equity given that Aqua’s shares of common stock are 

not publicly traded.  Id. at 2:39-41.  Accordingly, Mr. Walker used two comparable groups of 

publicly traded companies—a comparable group of water utilities and a comparable group of gas 

utilities—to estimate the common equity cost rate.  Id. at 2:41-3:42, 9:165-66.  Since there are no 

perfectly comparable companies to Aqua, Mr. Walker concluded that it is reasonable to 

determine the market-required cost rate for a comparable group of utility companies and adjust, 

to the extent necessary, for investment risk differences between Aqua and the comparable 

groups.  Id. at 7:133-36.  Based upon the recommended capital structure ratios of about 53% 

common equity, financial analysis, and risk analysis, Mr. Walker concluded that Aqua is 

exposed to similar investment risk as the comparable group of water utilities.  Id. at 55:1122-24.  

More specifically, Aqua’s investment risk is tempered by the recommended capital structure 

ratios to include 53% common equity, which is slightly higher than ratios employed by other 

investor-owned water companies.  Id. at 12:231-33, 55:1124-25.  Accordingly, Mr. Walker’s 

recommended ROE is based upon the comparable group of water utilities common equity cost 

rate of 11.1%.  Id. at 55:1117-19.     

c) The Commission Should Reject Staff’s ROE Calculation  

Staff’s proposed ROE of 9.43% is based on an analysis that is unreasonable, contrary to 

prior Staff positions and recent Commission Orders, and should be rejected.  It is based on giving 

two-thirds weight to the lower end of Staff witness Kight-Garlisch’s cost rate range, 9.09%, or 
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Staff’s water sample, and giving one-third weight to the upper end of her cost rate range, 

10.12%, or Staff’s utility sample.3  Walker Sur., Aqua Ex. 15.0, 5:113-17.  The Commission 

should reject Staff witness Kight-Garlisch’s ROE proposal because it is fundamentally flawed 

for the numerous reasons set forth below.  Moreover, it represents an unexplained and 

unsubstantiated dramatic departure from historical, Commission-approved ROEs of 10.40% to 

10.71% for other water and sewer utilities.  Id. at 1:15-2:26. 

The record is replete with evidence demonstrating the numerous flaws and 

inconsistencies in Staff’s ROE proposal, including:   

 Staff abandons the weighting of a Utility Group’s ROE from the past rate cases; 

 Staff makes a dramatic change in the DCF model utilized between direct and rebuttal 
testimony; 

 Staff’s analysis places undue reliance on only Zacks projected growth rates; 

 Staff places undue reliance on short term recent economic conditions in determining a 
long term sustainable growth of the economy; 

 Staff places undue reliance on “spot date” interest rates and dividend yields; 

 Staff places sole reliance on one model to estimate the cost of equity; 

 Staff’s analysis clearly fails a comparison test of other Commission-authorized 
returns; 

 Staff’s assumed growth rate is at odds with the fact that Staff’s water sample group 
has been growing by more than two-times the rate of the growth of the economy for 
the past 30 years; 

 Staff’s water sample group will prospectively grow at a higher rate than the economy 
as long as mandated capital improvements are required and consolidation and 
acquisitions occur; 

                                                 
3 Although Staff witness Kight-Garlisch’s rebuttal testimony updated her cost of common equity estimate and stated 
the cost of equity for her water group increased 21-basis points and the cost of equity for her utility group increased 
12-basis points (Staff Ex. 8.0C, 13:227), she was silent on whether she was updating her recommendation to 9.51% 
to reflect the increase in cost rate and whether she was still advocating her original 2/3 weighting to Staff’s water 
sample and 1/3 weighting to Staff’s utility sample. 
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 Staff fails to acknowledge that Aqua has, historically, significantly under earned 
compared to its authorized ROE, which suggests the Company will only earn a ROE 
of 6.63% if authorized a 9.43% ROE; 

 Staff’s proposal conflicts with the precepts of a fair rate of return, including the 
capital attraction standard, and the financial integrity standard; 

 Staff’s position fails to consider the importance to the Company’s customers and the 
State of Illinois of Aqua’s investment of $165.4 million in the State’s economy since 
2000, and the disincentives resulting from being authorized a ROE of only 9.43%; 

 Staff ’s position also fails to recognize the likely result of financial capital fleeing the 
State as a direct reaction to the Company being authorized a ROE of only 9.43%; and 

 Staff’s position disregards the importance of regulatory stability, the importance of 
reasonable ROEs and other regulatory signals that are analyzed by the entities 
responsible for providing capital for future investments:  investment advisory firms, 
credit rating agencies, and investors. 

Id. at 2:30-3:63.  The evidentiary record regarding these flaws is found in the extensive rebuttal 

and surrebuttal testimony of Aqua witness Walker.  See Aqua Exs. 11.0, 15.0. 

Among the notable flaws with Staff’s last analysis is that it flip-flopped DCF 

methodologies between direct and rebuttal testimony in an effort to rehabilitate support for its 

unreasonably low ROE position.  Any endorsement by the Commission of Staff’s flip-flopping 

methodologies to support lower ROE recommendations would run counter to a consistent 

message of regulatory certainty.  Aqua witness Walker identified that Ms. Kight-Garlisch 

changed from using a single-stage or constant growth DCF in her direct testimony to a multi-

stage DCF in her rebuttal testimony.  Walker Sur., Aqua Ex. 15.0, 8:168-69.  However, Ms. 

Kight-Garlisch provides no basis to support this drastic change in methodology.  While she 

claimed she switched DCF methodologies because she believed the updated growth rates used in 

her DCF were no longer sustainable (Staff Ex. 8.0C, 4:65-73), that claim is based on nothing 

more than speculation as Ms. Kight-Garlisch did not provide any proof that investors believe the 

updated published growth rates contained in her rebuttal testimony are not sustainable.  Walker 
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Sur., Aqua Ex. 15.0, 8:172-76.  Moreover, the change in DCF methodology actually undermines 

Staff’s approach to the ROE calculation.  While Aqua concedes that it is an open question as to 

whether a constant growth DCF or a multi-stage DCF is more appropriate, there is no question 

that if one finds that growth rates have increased by 230-basis points to 260-basis points, as Ms. 

Kight-Garlisch has done in her rebuttal testimony, then common equity cost rates must increase 

as well.  Id. at 10:208-13.  Staff’s rebuttal position, however, fails to reflect this reality. 

Staff also fails to explain why it abandons the sample group weightings it found 

reasonable just last year in Aqua’s 2010 Rate Case.  Walker Reb., Aqua Ex. 11.0, 22:471-74.  

Staff’s unexplained departure from a sample group weighting methodology it accepted just a 

year ago not only is unprincipled, but it renders the Commission’s notions of regulatory certainty 

meaningless.  Peoples Gas Light & Coke Co., et al., ICC Docket Nos. 07-0241/07-0242 Cons., 

Order at 16 (Feb. 5, 2008) (“All parties should agree that Commission action brings certainty to a 

situation and settles expectations.  This is another way of saying that unless there are clear and 

distinguishable reasons for deciding a case differently, the Commission will follow in line with 

precedent.”). 

Staff’s proposed ROE represents a significant and unreasonable departure from the ROEs 

that the Commission has recently approved for water utility rate cases.  Indeed, less than one 

year ago, Staff supported an ROE for Aqua’s Kankakee Division of 10.03%, which the 

Commission approved.  Aqua Illinois, Inc., ICC Docket No. 10-0194, Order at 22, 24 (Dec. 2, 

2010).  Now, Staff seeks an ROE that is 60 basis points lower for the same utility.  Yet, Staff 

offers no reasonable basis – and there is none – for such a dramatic departure.    

Adopting Staff’s proposed ROE will have a significant negative impact on Aqua and its 

customers.  First, it would place Aqua at a competitive disadvantage in the capital markets, 
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making it more difficult and costly to obtain the capital necessary to finance future infrastructure 

improvements.  Walker Sur., Aqua Ex. 15.0, 3:70-72.  If Aqua is unable to compete to obtain 

capital at competitive rates, or unable to obtain capital through the market, Aqua’s ability to 

continue to offer reliable service will be put at risk.  Id. at 3:72-74.  This result will not benefit 

customers or Aqua’s regional economy.  Id. at 3:75.  Second, Staff’s proposal disregards recent 

Commission decisions, thereby upending traditional notions of regulatory certainty.  

Specifically, Staff’s water group DCF common equity cost rate estimate is 235 basis points 

below the Commission’s average authorized return on equity for other water and sewer utilities 

over the last 30 months and is 204 basis points below the Commission’s average authorized 

return on equity for other water and sewer utilities for the year 2010.  Walker Reb., Aqua Ex. 

11.0, 11:229-32.  Moreover, the Commission has historically approved ROEs of 10.40% to 

10.71% for other water and sewer utilities.  Id. at 11:225-26.  Staff offers no basis, and there is 

none, to abandon the use of sample groups and weightings of their cost rates that the 

Commission historically has employed for water and sewer utilities.  The disregard for 

regulatory certainty that is evident in Staff’s proposed ROE makes it virtually impossible for a 

company like Aqua to properly plan for future investments in its infrastructure and discourages 

Aqua from acquiring troubled systems to support the Commission’s goals of reducing the 

number of small utilities.  Walker Sur., Aqua Ex. 15.0, 4:79-82.  Put simply, the Commission 

should reject Staff’s proposed ROE because it will discourage investment, which will benefit no 

one, least of all Aqua’s customers, and contradicts long-standing notions of sound regulatory 

policy. 

D. Revenue Requirement 

The evidentiary record demonstrates as follows: 
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 For its consolidated water divisions, Aqua’s rate base is $60,070,203, and revenue 
increase is $3,186,356, with a resulting revenue requirement of $20,170,524. 
 

 For its University Park water division, Aqua’s rate base is $4,964,139, and revenue 
increase is $933,903, with a resulting revenue requirement of $2,068,285. 
 

 For its consolidated sewer divisions, Aqua’s rate base is $22,014,072, and revenue 
increase of $1,245,586, with a resulting revenue requirement of $7,127,744.  

 
Hanley Sur., Aqua Ex. 14.0, 4:82-87; Aqua Ex. 14.1, pp. 1-4; Staff Ex. 6.0 Sch. 6.01 UPW; 

Staff Ex. 6.0 Sch. 6.03 UPW.  Thus, an increase in Aqua’s revenue requirements to 

$20,170,524, $2,068,285 and $7,127,744 for its consolidated water, University Park water 

and consolidated sewer divisions, respectively, is just and reasonable.  Importantly, these 

revenue requirements, based upon 2012 costs, reflect nearly all of the Staff adjustments to 

rate base and operating expenses, as set forth in the testimony of Staff and the Company. 

V. RATE DESIGN 

A. Rate Structure Consolidation  

As part of its consolidated rate structure, Aqua proposes three separate, but related things.  

First, Aqua proposes to create a single revenue requirement for its water and sewer divisions.  

Hanley Dir., Aqua Ex. 4.0, 13:280-83.  This will allow the Company to operate as one water 

company and one sewer company and, among other things, decrease rate case expense going 

forward.  Id. at 14:308-15:322; see also Monie Reb., Aqua Ex. 12.0, 11:225-33.  Second, the 

Company requests consolidation of its books and records.  Hanley Dir., Aqua Ex. 4.0, 13:284-85; 

see also Monie Sur., Aqua Ex. 16.0, 9:193-10:205.  The Company’s third request relates to 

actual tariff design and the movement to a simpler tariff for ease of administration and 

understanding for customers.  Specifically, Aqua proposed consolidating nine of its ten water 

divisions (all but the Kankakee Division, which is not subject to this proceeding) into one 

consolidated company with two tariff rate divisions – one for University Park and one for the 



 

Docket No. 11-0436 21 

other eight divisions.  Hanley Dir., Aqua Ex. 4.0, 2:34-3:46, Sch. 6.1.  Aqua similarly proposed 

consolidating all six of its sewer operating divisions into one consolidated sewer division with 

one tariff applicable to all six divisions.  Id.   

As explained by Aqua witness Hanley, consolidation creates increased efficiencies 

which, in turn, offer numerous benefits to customers.  Hanley Dir., Aqua Ex. 4.0, 14:308-15:322.  

Consolidation has proven successful for water utilities in other jurisdictions, as well as for 

various electric and gas utilities.  Id.  Consolidation protects customers against significant rate 

shock and addresses smaller system viability issues.  Moreover, it will allow Aqua to eventually 

operate more efficiently as one water division and one sewer division, allowing the Company to 

file single rate cases for water and sewer.  Id. at 14:302-03.  These efficiencies will benefit 

customers by lowering the administrative costs and expenses that would otherwise be passed on 

to them, in addition to spreading out the costs of improvements to a larger pool of customers. 

1. Proposed Water Consolidation 

Aqua demonstrated that its water consolidation proposal will pave the way for realizing 

full consolidation and is unlikely to create an unbearable rate shock to customers in the smaller 

divisions and therefore, it should be adopted.  Monie Reb., Aqua Ex. 12.0, 10:208-11:233. 

Although Staff supports Aqua’s overarching goal of consolidating Aqua’s water division 

tariffs, it recommended the following more piecemeal approach:  (i) consolidation of Oak Run, 

Ravenna, Hawthorn Woods, Willowbrook, Ivanhoe, and Vermilion divisions; (ii) separate 

consolidation of Fairhaven and Candlewick divisions; and (iii) leaving University Park as a 

stand-alone division.  Boggs Corr. Rev. Reb., Staff Ex. 9.0, 7:127-8:144.  Staff’s 

recommendation, while a step in the right direction, would unreasonably delay the realization of 

consolidation benefits while subjecting Aqua’s customers and the Company to unnecessary 

future burdens.  Monie Sur., Aqua Ex. 16.0, 2:31-33; Hanley Dir., Aqua Ex. 4.0, 13:278-15:322.  
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Moreover, despite its general support for consolidation, Staff’s proposal fails to provide any plan 

for future consolidation beyond this rate case.  Thus, if the Commission were to adopt Staff’s 

proposal, which it should not do, Aqua will be required to change its accounting policy to 

conform with Staff’s recommendation, and would be required to make conforming changes 

again in the next rate case if further consolidation is approved.  Moreover, without such a future 

plan, Aqua’s water divisions run the risk of remaining isolated for an indeterminate period of 

time, thus greatly reducing the economy-of-scale benefits offered by consolidation. 

Taking a far more timorous and cumbersome approach, AG witness Rubin recommended 

that Aqua “consolidate” into six separate water tariff groups.  Rubin Dir., AG Ex. 1.0, 20:426-

21:436.  The AG’s approach is unnecessarily complicated and would only amplify the burdens 

and delays mentioned above, rather than promote a cohesive tariff structure.  Monie Sur., Aqua 

Ex. 16.0, 2:31-33; Hanley Dir., Aqua Ex. 4.0, 13:278-15:322.  The evidence demonstrates that 

the AG’s approach is unreasonable and should not be adopted. 

For all these reasons, the Commission should find Aqua’s proposed water consolidation 

just and reasonable and adopt it. 

2. Proposed Sewer Consolidation 

In addition to the consolidation benefits previously mentioned, Aqua presented testimony 

that its proposed consolidation of its sewer divisions will not create significant rate shock to any 

of its operating divisions and will prevent the need for repetitive rate cases in the future that seek 

consolidation.  Monie Reb., Aqua Ex. 12.0, 12:242-49.  

Staff agreed in part with Aqua’s proposal, recommending the consolidation of four sewer 

divisions while leaving University Park and Ellwood Greens each on a stand-alone basis.  Boggs 

Corr. Rev. Reb., Staff Ex. 9.0, 26:493-509.  For the reasons noted above discussing consolidation 

of Aqua’s water divisions, Staff’s proposal should not be adopted. 
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Meanwhile, the AG did not make any recommendations regarding Aqua’s proposed 

sewer consolidation.  

Aqua has sufficiently demonstrated the benefits of fully consolidating its sewer divisions; 

therefore, the Commission should adopt its proposal. 

3. Bookkeeping 

In order to move toward full consolidation, the Commission should find it reasonable for 

Aqua to consolidate its books and records so as to operate as one water division and one sewer 

division.  Hanley Dir., Aqua Ex. 4.0, 13:284-85. 

B. Cost of Service Study 

In direct testimony, Aqua supported its allocation of costs through a cost of service study 

(“COSS”).  Monie Dir., Aqua Ex. 6.0, Sch. 6.1.  On rebuttal, Aqua agreed to Staff’s suggestion 

that it use Coincident Peak Demands to allocate extra capacity, and Aqua revised its COSS 

accordingly.  Monie Reb., Aqua Ex. 12.0, 3:42-50.  

AG witness Rubin proposed that the COSS use higher demand factors and allocate bad 

debt expense among customer classes over a historic time period or based on a class’s share of 

the total cost of service.  Rubin Dir., AG Ex. 1.0, 4:94-5:97.  The AG’s proposals should be 

rejected.  Aqua takes a reasonable approach of allocating bad debt expense based on customer 

meter size, which takes into account the size of each customer’s bill.  Monie Reb., Aqua Ex. 

12.0, 7:143-8:155.  Further, Aqua’s proposal is consistent with the demand factors that have been 

previously applied by the Commission in its Vermilion and Kankakee divisions.  Monie Reb., 

Aqua Ex. 12.0, 7:143-50.  Accordingly, Aqua’s COSS is reasonable, consistent with prior 

Commission orders, and should be adopted by the Commission.    
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C. Other  

1. Large Industrial Customer Rate – Viscofan 

Originally, Aqua proposed a rate increase of 14% for its Large Industrial Customer Rate 

class, which would impact Intervenor Viscofan USA, Inc. (“Viscofan”).  Staff supports Aqua’s 

approach.  Boggs Dir., Staff Ex. 4.0, 46:880-47:887; Monie Reb., Aqua Ex. 12.0, 8:157-60.  

After adopting certain Staff adjustments to the proposed water revenue requirement, and using 

Mr. Monie’s proposed method of adjusting Viscofan’s rate due to reductions in revenue 

requirement, the proposed increase in the tariff rate to Viscofan is 13.75%.  Monie Reb., Aqua 

Ex. 12.0, 9:186-90.  Conversely, the AG suggests an increase of approximately 35.1% based on 

the Company’s original revenue requirement proposal, while Viscofan proposes a maximum 

increase of 5%.  Monie Reb., Aqua Ex. 12.0, 8:157-61; Niedenthal Dir., Viscofan Ex. 1.0, 7:119-

25.  

The proposed rate for this class of customers balances the interests of all parties.  As 

Aqua witness Monie testified, the large industrial rate was designed to encourage large users like 

Viscofan to become and remain customers of Aqua.  Monie Reb., Aqua Ex. 12.0, 8:159-64.  

Although such customers may pay below the fully allocated cost of service, large industrial 

clients like Viscofan keep variable costs low and increase the recovery of fixed costs, thus 

lowering customer rates.  Stephens Dir., Viscofan Ex. 2.0, 2:22-36.  Viscofan presented 

testimony that in the event rates increase too dramatically, it may leave Aqua’s system and 

pursue construction of its own water facility.  Niedenthal Dir., Viscofan Ex. 1.0, 4:59-6:109.  

Thus, it is in the interests of Aqua and its other customer classes to retain Viscofan as a customer 

by moderating the rate increase for its customer class.    

Aqua’s proposal, supported by Staff, strikes a common ground between maintaining 

incentive pricing for a crucial customer, while incorporating the necessary rate increase.  
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Accordingly, the Commission should accept Aqua’s Large Industrial Customer Rate proposal 

and reject those suggested by the AG and Viscofan.     

2. Fire Protection Charges 

Aqua proposed a two-tier method for setting Public Fire Protection costs, which has been 

approved in previous rate cases.  Specifically, Aqua proposed setting Public Fire rates at 100% 

of cost of service and Private Fire rates at increased 100 percent to move them closer toward cost 

of service.  Monie Sur., Aqua Ex. 16.0, 5:104-6:121.  Staff supports Aqua’s calculation.  Boggs 

Corr. Rev. Reb., Staff Ex. 9.0, 33:661-34:693.  Accordingly, the Commission should approve 

Aqua’s proposed public and private fire protection charges.  

3. Lake County  

Lake County participated at the hearings but did not submit valid testimony.  October 21, 

2011 Ruling Granting Motion to Strike, pp. 2-3.  Accordingly, Aqua reserves the right to respond 

to any Lake County claims in the Company’s Reply Brief.    

VI. CONCLUSION 

Aqua Illinois, Inc. respectfully requests that the Commission approve Aqua Illinois, 

Inc.’s proposed tariffs for its consolidated water and sewer divisions as described herein and 

grant any and all other appropriate relief.   
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