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I. INTRODUCTION  

The People of the State of Illinois (“People”) submit the following Initial Brief to 

address the rate increase and consolidation requested by Aqua Illinois (“Aqua”).  Aqua’s 

proposed revenue requirement reflects an excessive cost of capital and should be reduced to the 

level proposed by Staff.  Further, although Aqua requests an overall revenue increase of 23%, its 

proposed inter-class cost allocation and district consolidation would result in residential and 

commercial rate changes ranging from a 10.7% decrease in Oak Run to a 231.3% increase in the 

Ravenna District, while the large industrial user is limited to a 14% increase.   

The People request that the Commission (1) adopt a  cost of capital that is no higher than 

that recommended by Staff witness Kight-Garlisch; (2)  adjust the allocation of increases among 

the customer classes to more closely align class revenue recovery with the classes’ actual cost of 

service; and (3) moderate Company’s rate consolidation request that is consistent with AG 

witness Scott Rubin’s proposal, which incorporates both the principles of cost of service and 

gradualism, so that no customer class bears an excessive rate increase.  

II. THE COST OF CAPITAL AQUA REQUESTS IS EXCESSIVE, NOT 
SUPPORTED BY THE RECORD, AND WOULD RESULT IN AN IMBALANCE 
IN FAVOR OF AQUA SHAREHOLDERS.  

In setting rates, a test year is used to set a revenue requirement to (1) allow the utility to 

recover a representative annual expense level and (2) provide the utility with a reasonable cost of 

capital to finance plant used to provide service to consumers.  In determining the cost of capital, 

the Commission considers several factors, including the capital structure of the utility, the 

embedded cost of long and short term debt, preferred stock, and a reasonable return on common 

equity.   These factors are inter-related, and result in an overall or weighted cost of capital that is 

used to set rates.  See, e.g., Staff Ex. 3.0 at 3; Illinois American Water Co., request for increase 

in water rates, ICC Docket 09-0319, Order at 80-113.   
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In this case, Staff witness Kight-Garlisch recommended an 8.13% overall cost of capital, 

with a 9.43% return on common equity (“ROE”).  Staff Ex. 3.0 at 34. Company witness Walker 

criticized Ms. Kight-Garlisch’s recommendation in his rebuttal and surrebuttal testimony, 

arguing that a 9.43% ROE “is entirely unreasonable.”  Aqua Ex. 11.0 at 1.  Mr. Walker 

portended that if the Commission adopted a 9.43% ROE, capital will flee the state, and Illinois’s 

economy will suffer.  Aqua Ex. 15.0 at 21-23.  The Commission should disregard Mr. Walker’s 

exaggerated testimony and adopt the Staff cost of capital. 

In Aqua’s last rate case, Mr. Walker made exactly the same prediction in response to the 

Staff ROE recommendation.  AG Cross Ex. 2 (Aqua Ex. 9.0 in ICC Docket 10-0194). In fact, 

much of Mr. Walker’s surrebuttal testimony repeats, almost word-for-word, his dire predictions 

in Docket 10-0194. Although the stipulated 10.03% ROE in Docket 10-0194 was somewhat 

higher than Staff’s initial recommendation, it was lower than the 11.30% that Mr. Walker 

testified was necessary to attract capital to Aqua in that case. AG Cross Ex. 2.0 at 4. 

Significantly, Mr. Walker’s dire predictions have not proved correct.  

In support of his argument that the Commission should adopt an ROE higher than the 

9.43% recommended by Staff, Mr. Walker argues that the Aqua Illinois companies have 

historically under-earned relative to its authorized ROE.   Aqua Ex. 15.0 at 23.  He seems to 

suggest that an increased ROE is necessary to compensate for the low earned returns between 

rate cases.  Id.  Even assuming that Mr. Walker’s assertion that Aqua has under-earned is true, 

Tr. at 93-95 & Aqua Ex. 15.1, Sch. 6,  Aqua’s Illinois and national investment and dividend 

performance both undermine Mr. Walker’s claim that Aqua has been hampered in obtaining 

capital. 
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In this docket, Aqua itemized plant investment made by Aqua Illinois in the years 2009, 

2010, 2011, and projected for 2012.  Aqua Ex. 2.1, 2.2, 3.1, and 3.2.  Aqua itemized  investments 

totaling more than $3.9 million in 2009.  In 2010, the year Mr. Walker’s Schedule 6 shows Aqua 

Illinois earning 7.0% return on common equity (the lowest of the years shown), Aqua identified 

more than $6 million in investment.  Aqua Ex. 2.2 and 3.2.   Further, these investments only 

include the Districts combined in this docket, serving about 23,000 customers.  They  do not 

include the Kankakee Division, which has about 25,000 customers. Tr. at 158.   

This allegedly low Illinois return has not prevented Aqua Illinois’s parent company from 

investing “a record $327 million in infrastructure improvements as a part of its capital 

investment program.” Tr. at 96-101 & AG Cross Ex. at 4.  Further, Mr. Walker admitted on 

cross-examination that this investment demonstrates that the Company has been able to obtain 

capital for its operations during 2010. Tr. at 101-102.   According to Aqua America, this 

investment has been supported by Aqua America’s “access [to] the capital markets at favorable 

interest rates as evidenced by Aqua America’s fixed rate long-term debt, which now has a 

weighted average interest rate of 5.36 percent (down from 7.2 percent in 2000).” AG Cross Ex. 

at 5.  Clearly Aqua and its parent are providing shareholders and investors an adequate return, as 

the year 2010 also saw the 20th increase in Aqua America dividends over the last 19 years, with 

shareholder dividends increasing by nearly 7% in 2010.  AG Cross Ex. 4.   It is apparent that 

Aqua America has been able to obtain capital – both equity and debt – notwithstanding the 

allegedly inadequate returns the Commission has adopted in the past.   

Mr. Walker has admitted that he relies on the information contained in Annual Reports to 

shareholders in forming his opinion about access to and the cost of capital. Tr. at 99-100. Yet, 

Aqua America’s 2010 Annual Report to Shareholders paints a very different picture than the one 
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painted by Mr. Walker’s testimony in both the previous Docket 10-0194 and the present docket. 

Mr. Walker’s predictions regarding Aqua’s inability to access capital if the ROE is less than his 

recommended 11.30%  in Docket 10-0194 have clearly been proven false by Aqua’s 

performance, and this strongly calls into question the credibility of Mr. Walker’s identical 

predictions in the present case.  

The Commission should reject Mr. Walker’s dire predictions as an overblown reaction to 

a cost of capital that simply is less than what Aqua America would like Aqua Illinois to provide.  

The People request that the Commission adopt Staff’s recommended ROE in this case.  

III. AQUA’S CONSOLIDATION PROPOSAL DOES NOT REFLECT COST OF 
SERVICE AND THE COMMISSION SHOULD NOT BE CONSTRAINED BY 
AQUA’S PROPOSED CONSOLIDATION TO MOVE TOO QUICKLY.   

In this case, Aqua is requesting an overall increase of 22.74%, or $4,120,259 in water 

revenues.  Aqua Ex. 4.1, page 1.  However, Aqua’s proposed consolidation, and rate design 

would result in dramatically different customer impacts in each rate area, ranging from a 10.7% 

revenue decrease in Oak Run to a 231.3% increase in Ravenna.  AG Ex. 1.0 at 19 & AG Ex, 

1.07.   There are two basic errors that drive these unreasonable and disparate results:  (1) the 

proposed revenue responsibility does not track cost of service results and (2) residential and 

commercial customers are being asked to absorb more than $1 million is costs allocated to other 

classes of service (i.e. very large industrial and private fire).  See, e.g., Tr. at 179.   

Aqua witness David Monie produced a cost of service study (COSS) for the consolidated 

Aqua districts and for each district separately.  The results of the COSS show that while Aqua’s 

proposal for the consolidated water group reflects cost of service results, rates for the smallest 

divisions move them farther from cost of service and impose significant increases, undermining 

the value of gradualism.  Table 12 of Aqua Exhibit 12.1 shows the costs allocated to the various 
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classes pursuant to the COSS produced by Aqua witness Monie as well as the revenues produced 

by each class relative.  As the summary below demonstrates, for five of the eight divisions Aqua 

proposes to consolidate, the division as a whole would produce more revenue than indicated by 

the stand-alone COSS for that division.  As shown on AG Exhibit 1.08 (and on Aqua Exhibit 6.1, 

Table 12 for each division), Aqua proposes to increase the contribution of the following 

divisions to the consolidated revenue requirement by an amount more than the stand-alone COSS 

indicates is appropriate:  

Comparison of Stand-Alone COSS and Consolidated Revenue Responsibility by Division

 

Division Stand-alone 
COSS at 
Aqua 
proposed 
revenue 
requirement 

Percentage 
Increase at 
Stand-alone 
COSS 

Aqua 
Proposed 
Consolidated 
Revenues per 
Division 

Aqua 
Proposed 
Percentage 
Increase with 
Consolidation  

Revenues In 
Excess/Below

 

Stand-alone 
COSS 

Candlewick $1,024,547 18.9% $1,349,870 56.7% $325,323 

Willowbrook $989,474 49.4% $1,148,234 73.3% $158,760 

Ivanhoe $209,719 142.8% $262,462 203.8% $ 52,743 

Fairhaven $79,794 48.5% $118,241 120.0% $ 38,447 

Oak Run $585,817 22.0% $585,598 22.0% -$    219 

University 
Park 

$2,080,901 83.4% $2,098,621 85.0%  $17,720 

Oak Run $585,817 22.0% $585,598 22.0% -$219 

Ravenna $116,494 299.9% $96,941 232.8% -$19,553 

Hawthorn 
Woods 

$873,197 120.7% $724,674 83.2% -$148,523 

Vermillion $16,391,243 13.7% $15,970,535 10.8% -$420,708 
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This table demonstrates that these divisions are being asked to produce substantially more than 

their stand-alone cost of service in order to achieve consolidation.  This is contrary to cost of 

service principles, and results in unreasonably large rate increases for certain customer groups.    

The second major factor driving rates up for residential and commercial customers is the 

failure of Aqua to maintain rates that are competitive with the cost of self-supply to its one major 

industrial customer.  Viscofan manufactures cellulose meat casing in Danville, Illinois 

(Vermillion Division).  It submitted testimony that it has investigated building its own plant to 

self-supply services provided by Aqua Illinois.  Viscofan Ex. 1 at 4.  Aqua proposes that despite 

an allocated cost of service of $1,430,892, Viscofan be asked to pay only $709,753 for service.  

Tr. 176; Aqua Ex. 12.1, Table 12 (Consolidated).    The third factor driving up rates is that Aqua 

recommends that private fire protection service rates should produce substantially less than its 

allocated cost of service.  Aqua’s COSS allocated $781,145 to private fire protection service, but 

is recommending that only $410,744 be recovered in private fire protection service rates.  In 

total, Aqua proposes shifting $720,000 from the large industrial class to other classes, and 

$370,000 in private fire protection service costs to other classes.  Tr. 178-179.  This means that 

other customers would be responsible for $990,000, or close to $1 million, in costs shifted from 

other customers.  The total revenue increase requested by Aqua is $4.1 million, but these shifts in 

class recovery mean that residential and commercial customers are being asked to shoulder 

greater rate increases than the 22.7% revenue increase would require.  

Neither the Staff nor Aqua has suggested that these subsidies be reversed or eliminated.  

In addition, changes to the COSS recommended by AG witness Scott Rubin, which are 

appropriate to accurately incorporate demand levels into the COSS, increase the Large Industrial 

cost responsibility (although it would decrease the allocation to private fire protection to 
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$745,131 from Aqua’s $781,145 ).  Mr. Rubin’s proposals similarly do not eliminate the 

substantial subsidies embedded in Aqua’s proposals.  

In light of the substantial deviation from cost of service resulting from these factors, the 

Commission should focus its attention on the rate impact of Aqua’s request to move to single 

tariff pricing.  The Commission has previously addressed consolidation in connection with 

Illinois American Water Company and the three Ameren utilities, and the gradual approach 

utilized for those utilities should guide the Commission’s approach to consolidation in this 

docket.   

Illinois American Water Company began consolidating its water divisions in 1985. Order 

at 38, 45, ICC Docket 85-0202, (March 5, 1986).   The Commission has discussed single tariff 

pricing, referred to as “STP”, for IAWC in several dockets since then, finding that it promotes 

“rate and revenue stability” and provides a larger base of customers over which to spread costs, 

so that “some individual districts may not be impacted as severely under STP rates as under 

district specific rates.”  ICC Docket 92-0116, Order at 90 (Feb. 9, 1993); ICC Docket 95-0076, 

Order at 71-74 (Dec. 20, 1995) (“The Company contends that movement toward single tariff 

pricing for its entire service area is supported by a number of considerations, including the fact 

that, in general, the operations and physical facilities are similar throughout the State.”); ICC 

Docket 97-0102/0081, Order at 12 (Dec. 22, 1997) (“Staff supported (and no party opposed) the 

Company’s proposal for continued movement toward single tariff pricing for the Southern 

Division/Peoria District.”); ICC Docket 00-0340, Order at 26-31 (Feb. 15, 2001).  In Illinois 

American’s 2002 and 2007 rate cases, the Commission continued to consolidate districts as rates 

changed.  This slow process smoothed out the effect of consolidation and recognized that costs 

will become more standardized as the districts are integrated into a single company.  Order at 
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85,125, ICC Docket 02-0690 (Aug 12, 2003); Order at 125, ICC Docket 07-0507 (July 30, 

2008); Order at 154,  ICC Docket 09-0319 (April 13, 2010). 

Earlier this year, the Commission addressed the Ameren companies request for 

consolidation and noted: 

In determining whether proposed rates are just and reasonable, the Commission 
considers (among other factors) the degree to which the proposed rates are cost-
based.  The Commission recognizes that it is unlikely that the rates that it 
approves ever perfectly reflect the costs of serving all of the customers in any 
particular customer class.  But at the same time, by using a revenue requirement 
tailored to a particular service area and a COSS to allocate costs among rate 
classes, the Commission attempts to ensure that approved rates reasonably reflect 
the cost of service (taking into account appropriate rate impact mitigation efforts).  

Order at 19, ICC Docket 10-0517 (March 15, 2011).  In this case, Aqua’s rate design deviates 

considerably from cost of service results.  The Commission should give more attention to rate 

mitigation when the rates are not based on cost of service results and consumers are being asked 

to subsidize other classes of service  

Although it should go without saying, water service is an essential service without which 

homes quickly become uninhabitable.  Extreme increases in cost can cause substantial hardship 

to consumers, and result in both revenue swings as people rush to conserve to control their bills 

and possible health risks.  As James Bonbright stated in his authoritative treatise on rate-making 

principles, the basic principles rate design include “[s]tability of the rates themselves, with a 

minimum of unexpected changes seriously adverse to existing customers, [f]airness of the 

specific rates in apportionment of total costs of service among the different groups,” and a regard 

for historical continuity. James C. Bonbright, Principles of Public Utility Rates

 

at 291 (1961). 

See id. at 396-97 (remarking that if utility rates were volatile, “they would deprive consumers of 
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those expectations of ‘reasonable continuity’ of rates and of rate relationships on which they 

must rely in order to make rational advance preparations for the use of service”). 

IV. THE SUBSIDY REQUESTED FOR VISCOFAN SHOULD BE CONDITIONED 
ON A LONG TERM AGREEMENT THAT RECOGNIZES THE LONG TERM 
COST TO VISCOFAN TO SELF-SUPPLY WATER SERVICE. 

Neither the Aqua rate proposal nor the Staff rate proposal address the fact that the Residential 

and Commercial classes are being asked to subsidize the Large Industrial class.  The $720,000 

subsidy is after Aqua and Staff’s proposed 14% increase, which is considerably lower than the 

overall revenue increase of 22.74%.   Aqua Ex. 12.0 at 8-9.   Only one customer, Viscofan, 

currently takes service in the Large Industrial class.  Aqua argues, however, that such an 

artificially low rate is necessary in order to encourage Viscofan to remain a customer of Aqua 

Illinois.  

Aqua bases its proposal on the assumption that there is a competitive alternative supply 

option available to Viscofan.  However, the testimony does not quantify the cost of the 

competitive option.  Viscofan witness Mark Niedenthal testified that Viscofan conducted an 

analysis of the cost of self-provisioning in 1997, 2000 and 2004, and is prepared to update its 

estimates if necessary.  Viscofan Ex. 1 at 5.  It is necessary for Aqua and the Commission to 

understand the estimated cost of self supply in order to fairly address the possibility of Viscofan 

leaving Aqua’s system.   

AG witness Scott Rubin testified that the drastic subsidy of Viscofan that Aqua is 

proposing is an incomplete solution. AG Ex. 2.0 at 5. Aqua’s response to Viscofan’s alleged 

competitive supply option should focus not only on price limitations, but also on developing a 

long term contract that incorporates or reflects the payback period of the competitive option.  Id. 

at 6.  Mr. Rubin testified that he has negotiated such a long term contract on behalf of another 

water utility, and that included a 10 year term with “both fixed-charge payments and a minimum 
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water purchase (take or pay) requirement.”  Id.   If Aqua is to offer service at a rate that is 

comparable to Viscofan’s alternative supply, Aqua should require Viscofan to make a 10-year 

commitment to the supply of competitively priced water from Aqua.  This provides stability and 

predictability to Viscofan, Aqua, and consumers who will not be faced with requests for 

escalating subsidies.  

The problems caused by the high cost of Aqua service affect Aqua’s large industrial as 

well as its other customer classes.  Aqua’s present residential rates for 5/8 inch meters using 

6,000 gallons range from $16.67 and $25.33 per month at the low end (University Park and 

Ivanhoe) to $50.63 and $64.48 per month at the high end (Vermillion and Oak Run).   AG Cross 

Ex. 3. Based on the rates proposed in its direct case, Aqua’s 5/8 inch customers using 6,000 

gallons in the consolidated group would pay between $56.95 and $108.64 (Ravenna).  Both 

industrial and non-industrial users are burdened with high costs, with small users paying 

increased rates due to Aqua’s inability to offer service at rates that are competitive to self-supply.   

The Commission must be guard against excessive revenue requirement increases, because 

ultimately, it does not make a difference to Aqua that its rates are not competitive with self-

supply because it can recover all of its cost of service from customers without choices.  Viscofan 

has all of the bargaining power while residential and commercial customers have none. It is 

precisely in such a situation that the Commission must step in and serve as a just and reasonable 

arbiter of rates, and require Aqua to enter into negotiations to limit consumers’ exposure to 

increased rates due to the competitive options of one major customer. 

V. THE RATE DESIGN ADOPTED IN THIS CONSOLIDATION DOCKET 
SHOULD MINIMIZE RATE IMPACTS AND AVOID WIDELY DISPARATE 
RESULTS. 

Aqua proposes to consolidate eight of its water rate areas into one set of customer charge 

rates, but with differing usage charges. It is treating the University Park district separately, and it 
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has not included its Kankakee Division in its consolidation request despite the fact that Kankakee 

is larger than all of the consolidated divisions combined.  Tr. 157-158.   As the table on page 5 of 

this Brief demonstrates, the various divisions fare very differently in terms of the total increases 

requested and the relation of the division’s total revenues to its stand-alone cost of service.   

The principle underlying single-tariff pricing is that customers in large rate areas might see 

their bills increase by a few cents per month to moderate significant rate impacts on bills in small 

rate areas.  AG Ex. 1.0 at 17.   Properly implemented, single-tariff pricing can simplify the 

administration of tariffs and benefit customers by spreading costs among a much larger customer 

base. That is, single-tariff pricing can help ensure the provision of affordable water service to 

smaller service areas without having a significant effect on other customers. AG Ex. 2.0 at 17-

18. 

In order to consolidate rate areas fairly, however, rates should be consolidated gradually 

so that no customer group experiences an excessive or burdensome rate increase.  In reviewing 

the Ameren companies request to consolidate their natural gas service areas and their electric 

delivery service areas, the Commission stated pointed out: 

As existing assets underlying the historic cost differentials among the three legacy 
utilities depreciate and new assets, contracts, and other expenses are incurred by 
AIC, the costs of serving customers in the three rate zones will move closer 
together. … The Commission can envision a point in the future where the costs of 
serving customers of two of the legacy utilities (i.e. AmerenCIPS and 
AmerenCILCO) may be considered ‘close enough,’ all things considered, and 
ready for consolidation.  The third utility could be combined later when 
appropriate.  

Order at 20-21, ICC Docket 10-0517 (March 15, 2011).   The Commission also pointed out, 

however, that:  

Combining all class rates across zones overnight (literally as AIC suggests) would 
unfairly benefit customers of the former Amern IP and unfairly harm customers of 
the former Ameren CIPS and Ameren CILCO.  … To be clear, the Commission 
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supports AIC’s goal of single-tariff pricing, but any movement toward this goal 
must also consider the Commission’s efforts to foster cost-based rates.   

Id. at 20.  The Commission also expressed its concern that in deciding to combine rates and 

financial records, “AIC appears to not fully appreciate the impact of its decision on customers.”  

Id.  In this docket, Aqua’s proposed rate consolidation significantly deviates from the COSS 

results.   As the Commission pointed out earlier this year in the Ameren case, it should be careful 

that the rate consolidation proposal does not unfairly benefit or unfairly harm different groups of 

consumers, and the Commission should reject excessive and disparate increases requested in this 

docket. 

AG witness Rubin proposed a more gradual consolidation that (1) captures economies of 

scale while not imposing unreasonable increases on other customers, (2) moderates the rate 

increases faced by consumers, and (3) recognizes the cost of service basis of rates.   Specifically, 

Mr. Rubin recommended the following consolidation: 

1.  Ravenna, Hawthorn Woods and Vermillion   

Customer charge, 5/8 meter - $16.00 

Usage - $6.1827 per 1000 gallons 

This consolidation would save the typical Ravenna customer more than $30 per month and the 

typical Hawthorn Woods customers more than $18 per month compared to stand-alone rates.  

The effect on Vermillion customers is less than $.75 per month (less than $0.15 per 1,000 

gallons).  AG Ex. 1.0 at 21. 

2.  Ivanhoe and University Park 

Customer Charge 5/8 meter - Ivanhoe  $16.00 University Park:  $12.50 

Usage:  $3.0882 per 1,000 gallons 
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This consolidation would save the typical Ivanhoe customer more than $14 per month, but cost 

University Park customers less than $0.80 per month.  

No further consolidation is appropriate at this time.  For example, the Candlewick 

Division, where rates for 5000 gallons for 5/8 and ¾ inch meters are presently $36.90 and 

$37.90, the stand-alone COSS would lead to a rate decrease to $34.74 for the 5/8 inch meter.  

AG Ex. 1.17.     This is consistent with cost of service principles, and protects customers in this 

division from unreasonable and unsupported rate increases solely due to consolidation (Aqua’s 

proposal would increase the bill to $50.12 per month, or 35.84%).  See AG Cross Ex. 3, 

Candlewick.   Similarly, Oak Run residential customers, who currently pay the highest rates 

among the divisions subject to this docket ($64.48 for 5,000 gallons) would see a rate decrease 

consistent with cost of service results.  Id. (Oak Run);  Aqua Ex. 6.1, Table 12 (Oak Run); AG 

Ex. 1.17.    

Ravenna consumers, who would face rates topping $100 per month for 5,000 gallons of 

water and an increase of more than 200% under Aqua’s proposal, would see a more moderate but 

still substantial increase of 44.3% under Mr. Rubin’s proposal.    The rates for Willowbrook 

would increase by 44.71%, compared to the Company requested increase of 58.81%, and the 

rates for Fairhaven residential customers would increase by 30.2%, compared to the Company 

requested increase of 84.81%.  AG Cross Ex. 3 (Ravenna, Willowbrook and Fairhaven); AG Ex. 

1.17. 

Mr. Rubin’s rate design proposal is rooted in cost of service principles, and a necessary 

sensitivity to rate impacts.  Unlike Aqua’s proposal, which is driven by the desire to push all rate 

divisions into one rate “over night,” the People’s proposal incorporates the principles of 



14  

gradualism and cost of service so that some customers do not “unfairly benefit” while other 

customers are “unfairly harmed.”  See Order at 20, ICC Docket 10-0517 (March 15, 2011).   

In addition to being at odds with the results of Aqua’s own COSS’s, Aqua failed to 

consider the rate impact beyond looking at whether the increase in rates would be “unbearable 

rate shock”. Tr. at 164-166.   Aqua witness Monie’s consideration of “unbearable” rate shock did 

not include a review of the actual income levels in any of the areas where the increases would 

take effect. Tr. at 165. He also did not review unemployment rates in these areas, nor did he 

investigate the proportion of people in the areas on fixed incomes. Tr. at 165.  Although both the 

parties and the Commission must assess the effect of consolidation, the varying effects of 

consolidation on the different groups (Tr. 207),  Aqua failed to fully consider rate impact in 

making its recommendations.   

The Commission states its mission to be “to pursue an appropriate balance between the 

interest of consumers and existing and emerging service providers to ensure the provision of 

adequate, efficient, reliable, safe and least-cost public utility services.” 

http://www.icc.illinois.gov/about.aspx (November 18, 2011).  The policies that guide the 

Commission were established by the General Assembly in Section 1-102 of the Public Utilities 

Act, which requires both that regulation does not result in undue or sustained adverse impact on 

utility earnings and that the rates for utility services are affordable and therefore preserve the 

availability of such services to all citizens.  220 ILCS 5/1-102(e)(vi) & (viii).  In the present case, 

the Commission should adopt the above recommendation, which considers and moderates the 

rate impact of consolidation and of the subsidies to the large industrial class and private fire 

protection service.    

http://www.icc.illinois.gov/about.aspx
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VI. THE RATE EFFECTS ON RESIDENTIAL CUSTOMERS WHOSE METERS 
HAVE BEEN INCREASED TO ¾ INCH SHOULD CAUSE THE COMMISSION 
TO MODERATE THE AWWA METER RATIOS IN THIS DOCKET. 

In considering rate shock, the Commission should not limit its review to customers with 

5/8” meters. In recent years, Aqua has been transitioning many of its residential customers from 

the standard 5/8” meters to the more expensive 3/4" meters. In some areas, the number of 

customers that Aqua has transitioned to the more expensive 3/4" meters is very significant. For 

example, in the Candlewick area, there was roughly the same number of customers with the two 

different meter sizes in 2007: 961 customers with 5/8” meters and 860 customers with 3/4” 

meters. By 2011, however, there were only 261 customers left with 5/8” meters as Aqua 

transitioned customers to the more expensive meters for a total of 1,558 customers with 3/4" 

meters. AG Cross Ex. 4 at 1. The same can be seen in the Oak Run area where in 2007, there 

were 628 customers with 5/8” meters and 33 customers with 3/4" meters, but in 2011 there were 

only 301 customers left with 5/8” meters but 396 customers with 3/4" meters. AG Cross Ex. 4 at 

3. 

Aqua’s reasons for transitioning customers from one type of meter to another, more 

expensive, type are unclear. Under Aqua’s proposed rates, this will result in a larger monthly 

meter charge for those many customers who now have 3/4" meters. To illustrate this, in the 

Candlewick area, an average 5,000 gallons per month customer with a 5/8” meter is facing a 

$13.22 monthly increase under Aqua’s proposal, or a 35.84% increase (from $36.90 to $50.12). 

For a 5,000 gallons per month customer with a 3/4” meter, however, Aqua’s proposed monthly 

increase is $18.37, or a 48.48% increase (from $37.90 to $56.27). AG Cross Ex. 3 at 1. An 

average customer in the Candlewick area with a 3/4” meter would face an additional $5.15 or 

12.64% monthly increase, compared to their neighbors who still have the 5/8” meter, simply 

because Aqua switched some customers to a more expensive meter. 
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Similarly, in the Oak Run area, tor the average 5,000 gallons per month customer with a 

5/8” meter, where water rates are already much higher than in the rest of Aqua’s service areas, 

Aqua’s proposed rates would have resulted in a -$6.03 or -10.73% monthly decrease. AG Cross 

Ex. 3 at 10. While this would bring the area’s rates slightly more in line with the rest of Aqua’s 

service area,  customers who have been switched to the 3/4" meter would lose that decrease 

entirely and instead be faced with a slight increase.   Residential customers with a ¾” meter 

would pay $6.15 or 10.95% more per month than their neighbors who still have 5/8” meters. AG 

Cross Ex. 3 at 10. 

Aqua has offered no explanation for this major shift of residential customers from 5/8” 

meters to the more expensive 3/4" meters.  For many customers in the Candlewick and Oak Run 

Divisions, however, the installation of the larger meter size pushes an already sizable rate yet 

higher.  Although the Candlewick Division presently charges only $1 more for the ¾” meter, and 

the Oak Run Division has the same meter charge for 5/8” and ¾” meters, the meter rate 

differentials recommended by Aqua are based on the AWWA meter ratios.  Tr. 167-168.  As a 

result, there is a $6.15 differential between these meter sizes ($16.00 and $22.15).   In these two 

divisions, where there has been a large shift to the larger meters, the Commission should 

moderate the meter differential and phase in the AWWA meter ratios more gradually.  In 

addition, the shift to larger meters should be investigated to assure that they are properly sized 

for the premises served. 

VII.  CONCLUSION  

The People recommend that the Commission reject Aqua’s consolidation proposal as not 

supported by the cost of service study, and as leading to disparate results and rate shock.  The 

People propose that the Commission move more slowly and gradually to single tariff pricing in a 
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manner that achieves the goals of single-tariff pricing and allows Aqua to recover its costs of 

service in a manner to that is fair to all its customers.       
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