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AQUA ILLINOIS, INC.’S DRAFT ORDER 

By the Commission: 

I. INTRODUCTION 

A. Procedural History 

On April 6, 2011, Aqua Illinois Incorporated (“Aqua” or the “Company”) filed with 
the Illinois Commerce Commission (the “Commission”), pursuant to Section 9-201 of the 
Public Utilities Act (the “Act”) (220 ILCS 5/9-201), the following new water tariff sheets:  
ILL. C. C. No. 49, Original Title Sheet; ILL.C. C. No. 49, Table of Contents, Original 
Sheet No. 1; ILL. C. C. 49, Section No. 1, Original Sheet Nos. 1-47; and ILL. C. C. No. 
49, Section No. 2, Original Sheet Nos. 1-39 plus Original Information Sheet.  In 
conjunction with the filing Aqua cancelled ILL. C. C. No. 47, Section No. 3, Section No. 
4, Section No. 5, Section No. 6, Section No. 7, Section No. 8, Section No. 9, Section 
No. 10, Section No. 11 & Section No. 12 in their entirety.  On April 6, 2011, the 
Company also filed with the Commission the following new sewer tariff sheets:  ILL. C. 
C. No. 50, Original Title Sheet; ILL. C. C. No. 50, Table of Contents, Original Sheet No. 
1; ILL. C. C, No. 50, Section No. 1, Original Sheet Nos. 1-32; and ILL. C. C. No. 50, 
Section No. 2, Original Sheet Nos. 1-13.  In conjunction with the filing Aqua cancelled 
ILL. C. C. No. 48 in its entirety. 

On April 6, 2011, the Company simultaneously provided written Direct Testimony 
supporting the proposed general increase by Mr. Craig L. Blanchette, Mr. Paul A. 
Wright, Mr. Thomas Bruns, Mr. Paul J. Hanley, Mr. Harold Walker III, Mr. David R. 
Monie, and Mr. John F. Guastella.  The Direct Testimony of Mr. Bruns was 
subsequently replaced with the Direct Testimony of Mr. Robert E. Ervin.    

The Commission issued a Suspension Order for Aqua’s tariff filing on May 18, 
2011, which suspended the tariffs to and including September 2, 2011.  On August 17, 
2011, the Commission resuspended these tariffs up to and including March 2, 2012.  

Petitions to Intervene were filed or appearances were entered on behalf of the 
Attorney General of the State of Illinois (the “Attorney General” or “AG”); Staff of the 
Illinois Commerce Commission (“Staff”); the Citizens Utility Board (“CUB”); the Village of 
University Park, Viscofan USA, Inc. (“Viscofan”); and the County of Lake (“Lake 
County”).  All petitions were granted by the Administrative Law Judge (“ALJ”). 
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On August 4, 2011, Staff filed the Direct Testimony of Ms. Burma C. Jones, Mr. 
Richard W. Bridal II, Ms. Sheena Kight-Garlisch, Mr. Christopher L. Boggs, and Mr. 
William R. Johnson.  On the same date, Viscofan filed the Direct Testimony of Mr. Mark 
Niedenthal and Mr. Robert R. Stephens, and the AG filed the Direct Testimony of Mr. 
Scott J. Rubin.  

On September 1, 2011, Aqua filed the Rebuttal Testimony of Mr. Blanchette, Mr. 
Hanley, Mr. Walker, and Mr. Monie, with revised Rebuttal testimony of Mr. Hanley filed 
on September 2, 2011.  

On September 29, 2011, Staff filed the Rebuttal Testimony of Mr. Christopher 
Boggs, Mr. Richard W. Bridal II, Ms. Burma C. Jones, and Ms. Sheena Kight-Garlisch.   

On October 11, 2011, Aqua filed the Surrebuttal Testimony of its witnesses.    

An evidentiary hearing was held on October 25, 2011 before a duly-authorized 
ALJ of the Commission at its offices in Springfield, Illinois.  At the conclusion of the 
hearing on October 25, 2011, the record was marked “Heard and Taken.” 

On November 22, 2011, Aqua, Staff, AG, Viscofan, and Lake County filed Initial 
Briefs.  On November 23, 2011, AG filed a Corrected Initial Brief. 

On December 8, 2011, Aqua, __________ filed Reply Briefs.  Also on December 
8, 2011, Aqua submitted a Draft Order.  

B. Nature of Operations 

1. 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.  With regard to infrastructure investments in the 
University Park water and sewer systems, the Company is expanding the wastewater 
treatment plant and purchased a potable water well to accommodate growth in the 
community, replaced aged infrastructure in the water distribution system and sewer 
collection system, and exchanged old meters.  Id. at 7:1-5.  In the Willowbrook Division, 
the Company installed a new filtration system at the Plum Creek wastewater treatment 
plant to ensure compliance with regulations of the Illinois Environmental Protection 
Agency (“IEPA”), made enhancements to the potable water wells to ensure compliance 
with the Safe Drinking Water Act, and 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. 

a) University Park Water Division  

The University Park Water Division derives its primary source of supply from the 
Cambrian-Ordovician - Silurian aquifer.  Water is brought into the Company’s water 
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distribution system through wells located throughout the service territory.  In addition to 
the ground water source, the Company supplies approximately 100 customers in Joliet 
Township with purchased water from the City of Joliet.  The Company’s University Park 
Water distribution system and storage facilities assets consist of approximately 48 miles 
of distribution mains ranging in size from 3” to 24” in diameter, 600 hydrants, and 3.3 
million gallons of combined elevated and ground storage.  In addition to the purification 
and distribution facilities, the Company has a booster pumping station within the Village 
of University Park.  Blanchette Dir., Aqua Ex. 1.0, 10:11-20.    

b) University Park Sewer Division 

The University Park Sewer Division discharges effluent to Deer Creek through 
the wastewater treatment plant within the Village of University Park.  Sewer is conveyed 
to the Company’s wastewater treatment plant through lift stations located throughout the 
service territory.  The Company treats the raw wastewater as necessary to maintain 
compliance with IEPA regulations.  The Company’s University Park Sewer collection 
system consists of approximately 51 miles of gravity sewer mains ranging in size from 
4” to 36”.  Blanchette Dir., Aqua Ex. 1.0, 10:22-28.   

c) Willowbrook Water Division 

The Willowbrook Water Division derives its source of supply from the 
CambrianOrdovician - Silurian aquifer.  Water is brought into the Company’s water 
distribution system through wells located throughout the service territory.  Storage 
consists of an elevated storage tank at the Willowbrook Estates Subdivision and hydro-
pneumatic tanks located in the Dixie DelisNiliage Woods systems.  The Company’s 
Willowbrook Water distribution system and storage facilities assets consist of 
approximately 22 miles of distribution mains ranging in size from 2” to 12” in diameter 
and 224 hydrants.  Blanchette Dir., Aqua Ex. 1.0, 11:1-8.   

d) Willowbrook Sewer Division 

The Willowbrook Sewer Division discharges effluent to Plum Creek through 
wastewater treatment facilities, the Willowbrook lagoon and the Plum Creek wastewater 
treatment plant.  The Willowbrook lagoon services customers in Willowbrook Estates 
Subdivision.  The Plum Creek wastewater treatment plant serves customers in the Dixie 
Dells Subdivision, Calumet Gardens, and Rest Haven Convalescence CenterNiliage 
Woods Development in Crete Township.  Sewer is brought into the Company’s 
wastewater treatment facilities through lift stations and the Company treats the raw 
wastewater as necessary to maintain compliance with IEPA regulations.  The 
Company’s Willowbrook Sewer collection systems consist of approximately 18 miles of 
gravity sewer mains ranging in size from 6” to 18”.  Blanchette Dir., Aqua Ex. 1.0, 11:10-
19. 

2. Northern Divisions 

Aqua’s Northern Divisions consist of Candlewick Water Division, Candlewick 
Sewer Division, Oak Run Water Division, Hawthorn Woods Water Division, Hawthorn 
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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 stated that it has made significant capital 
investments in each of these water and wastewater systems, including collection 
system improvements to decrease infiltration and inflow issues, updating the aeration 
system at the wastewater treatment plants to resolve longstanding issues and increase 
efficiency, security updates to both water and wastewater 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 stated 
that it 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. 

a) Hawthorn Woods Water Division  

The Hawthorn Woods Water Division provides water service for the customers 
located in the Village of Hawthorn Woods, portions of the Village of Kildeer, and in 
portions of unincorporated Lake County.  Aqua also provides bulk water to some areas 
served by Lake County.  The Hawthorn Woods Water Division derives its source of 
supply from two deep aquifer wells.  The water is brought into the Company’s water 
distribution system from these well near the water plant where the water is treated using 
ion exchange and then stored.  The water distribution system pressure is maintained by 
high service pumps and fire flow pumps all run off of variable frequency drives.  Wright 
Dir., Aqua Ex. 2.0, 9:16-10:2.   

b) Hawthorn Woods Sewer Division 

The Hawthorn Woods Sewer Division provides sewer service for the customers 
in the Village of Hawthorn Woods.  The Hawthorn Woods Sewer Division utilizes a 
lagoon wastewater treatment plan, and only discharges effluent as irrigation water for 
the Hawthorn Woods Country Club and the Heritage Park.  The treated wastewater is 
stored for use during the irrigation season.  Wright Dir., Aqua Ex. 2.0, 10:3-7.   

c) Ivanhoe Water Division 

The Ivanhoe Water Division provides water service for the customers located in 
the Ivanhoe Country Club development in unincorporated Lake County, west of 
Mundelein.  The Ivanhoe Water Division derives its source of supply from two deep 
aquifer wells.  The water is brought into the Company’s water distribution system and 
treatment is provided in compliance with IEPA regulations.  The water distribution 
system pressure is maintained by hydro pneumatic tanks.  Wright Dir., Aqua Ex. 2.0, 
10:8-13.   

d) Ivanhoe Sewer Division 

The Ivanhoe Sewer Division provides sewer service for the customers located in 
the Ivanhoe Country Club development in unincorporated Lake County west of 
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Mundelein.  The Ivanhoe Sewer Division utilizes a lagoon wastewater treatment plant, 
and only discharges effluent as irrigation water for the Ivanhoe Country Club.  The 
treated wastewater is stored for use during the irrigation season.  Wright Dir., Aqua Ex. 
2.0, 10:14-18.   

e) Ravenna Water Division 

The Ravenna Water Division provides water service for the customers located in 
the Ravenna and Autumn Woods developments in Long Grove.  The Ravenna Water 
Division derives its source of supply from two deep aquifer wells and is treated using ion 
exchange.  The water distribution system pressure is maintained by the hydro 
pneumatic tank and supplied by the well pumps on alternating call.  Wright Dir., Aqua 
Ex. 2.0, 10:19-11:1.   

f) Fairhaven Water Division 

The Fairhaven Water Division provides water service for the customers located in 
the Fairhaven development in unincorporated Lake County north of Barrington.  The 
Fairhaven Water Division derives its source of supply from two deep aquifer wells and is 
then treated to maintain compliance with IEPA regulations.  The water distribution 
system pressure is maintained by the hydro pneumatic tank and supplied by the two 
well pumps.  Wright Dir., Aqua Ex. 2.0, 11:2-7.   

g) Candlewick Water Division 

The Candlewick Water Division provides water service for the customers located 
in the Candlewick Lake community southwest of Poplar Grove.  The Candlewick Water 
Division derives its source of supply from one shallow and one deep aquifer well.  The 
water is brought into the Company’s water distribution system through the deep aquifer 
well where the water is treated.  The water distribution system pressure is maintained 
by elevated storage and boosted by high service pumps run off of variable frequency 
drives.  Wright Dir., Aqua Ex. 2.0, 11:8-14.    

h) Candlewick Sewer Division 

The Candlewick Sewer Division provides sewer service for the customers located 
in the Candlewick Lake community southwest of Poplar Grove.  The Candlewick Sewer 
Division discharges effluent into Beaver Creek through the wastewater treatment plant 
within the Candlewick Lakes community.  Sewer is conveyed to the Company’s 
wastewater treatment plant through lift stations located throughout the service territory.  
The Company treats the raw wastewater as necessary to maintain compliance with 
IEPA regulations.  Wright Dir., Aqua Ex. 2.0, 11:15-21.   

i) Ellwood Greens Sewer Division 

The Ellwood Greens Sewer Division provides sewer service for the customers 
located in the Ellwood Greens subdivision in unincorporated Dekalb County southwest 
of Genoa.  The Ellwood Greens Sewer Division discharges effluent into the South 
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Branch of the Kishwaukee River through the lagoon wastewater treatment plant within 
the Ellwood Greens subdivision.  Sewer is conveyed to the Company’s wastewater 
treatment plant through lift stations located throughout the service territory.  The 
Company treats the raw wastewater as necessary to maintain compliance with IEPA 
regulations.  Wright Dir., Aqua Ex. 2.0, 11:22-12:7.   

j) Oak Run Water Division 

The Oak Run Water Division provides water service for the customers in the Oak 
Run communities around Spoon Lake in unincorporated Knox County north of Dahinda.  
The Oak Run Water Division derives its source of supply from two deep aquifer wells.  
The water is brought into the Company’s water distribution system through these two 
wells near the water plant where chlorine is added to maintain compliance with IEPA 
regulations.  The water distribution system pressure is maintained by elevated storage 
and supplied by well pumps on alternating call.  Wright Dir., Aqua Ex. 2.0, 12:8-14. 

3. 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.  Vermilion 
obtains its water supply from the north fork of the Vermilion River on which there are 
two dams.  The upper dam, built in 1925, forms an artificial reservoir known as Lake 
Vermilion. The second dam, located at the purification and pumping plant, creates an 
impoundment from which the raw water pumps withdraw raw water.  There are water 
pumps that lift the untreated raw water to the treatment plant where it is treated.  The 
water is then chlorinated and stored before being pumped to the distribution system.  
The treatment process includes instrumentation featuring distributed programmable 
logic controllers and detailed report capabilities.  The facility includes laboratory 
capabilities for the process and quality control to assure customers the highest water 
quality.  There is also a stand-alone nitrate removal plant, capable of removing nitrates 
from the finished drinking water when needed.  The Vermilion Division’s distribution 
system is made up of 294 miles of mains ranging in size from 1- inch to 24 -inches, on 
which there are 17,727 meters and 1,853 fire hydrants.  The total Distribution System 
storage capacity is 9.85 million gallons.  Id. at 10:2-15. 

Aqua stated that the primary reason for its rate increase request for the Vermilion 
Division is to allow the Company sufficient opportunity to earn a fair return of and on its 
capital investment, which is necessary 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.  For example, the Company plans major capital 
projects, 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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C. Consolidation  

As discussed in more detail below, in addition to approval of its proposed rate 
increase, Aqua also sought to revise its current rate design.  Namely, Aqua requested 
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 Kankakee Water Division, which is not at issue in this proceeding) and one 
sewer division.  Aqua also requested 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.  Staff and AG agreed to the benefits of consolidation, but 
proposed alternative plans for achieving consolidated rates, tariffs, and companies. 

D. Test Year 

Aqua proposed using a future test year for the 12 months ending December 31, 
2012.  The projections were developed with input from personnel at Aqua’s corporate 
office in addition to Mr. Blanchette, Aqua’s Vice President and Regional Manager of the 
Will County Divisions, Mr. Wright, Division Manager of Aqua’s Northern Region, and Mr. 
Bruns, Vice President and Regional Manager of Aqua’s Vermilion Division.  Hanley Dir., 
Aqua Ex. 4.0, 4:85-5:91.  Aqua Exhibit 4.2 demonstrated the procedures and major 
assumptions used to prepare the operating and investment projections.  Id. at 5:100-03.  
With its filing, the Company offered the opinion of the London Witte Group, an 
independent certified public accounting firm, stating the Company complied with the 
Guide for Prospective Financial Information, issued by the American Institute of 
Certified Public Accountants, in the preparation and presentation of its projections.  
Hanley Dir., Aqua Ex. 4.0, 6:114-20; Aqua Sch. G-2, Exs. 8.1-8.7.  No party objected to 
the Company’s use of a 2012 Future Test Year. 

The Commission concludes that the future test year consisting of the twelve 
months ending December 31, 2012 is appropriate for the purposes of this proceeding.  

E. Requested Increase 

The Company asserted that the evidence supports an overall revenue increase 
of $4,120,259 for its consolidated water divisions and an overall revenue increase of 
$1,245,586 for its consolidated sewer divisions.  Aqua Init. Br. at 3, 20; Hanley Sur., 
Aqua Ex. 14.0, 4:81-87. 

II. REVENUE REQUIREMENT 
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A. Rate Base 

1. Depreciation 

a) The Record 

Aqua proposed depreciation rates that were approved by the Commission in a 
recent rate case, Docket Nos. 07-0620/07-0621/08-0067 (Consolidated).  Aqua Revised 
Ex. 7.2.  Staff recommended the Commission approve Aqua’s proposed depreciation 
rates and had no objection to the use of similar depreciation rates across all of Aqua’s 
divisions.  Johnson Dir., Staff Ex. 5.0, 10:194-202. 

b) Commission Analysis and Conclusion 

The Commission finds that Aqua’s proposed depreciation rates are reasonable 
and appropriate and therefore approved.  

2. Cash Working Capital 

a) The Record 

Staff proposed an adjustment that reflects the derivative impact of Staff’s other 
rate base adjustments on the cash working capital calculation.  Jones Dir., Staff Ex. 1.0, 
8:159-67.  Aqua pointed out an error in the amount shown by Staff for Real Estate Tax 
Expense, which Staff agreed should be corrected and the adjustment modified 
accordingly.  Hanley Reb., Aqua Ex. 10.0 Rev., 1:19-2:35; Jones Reb., Staff Ex. 6.0, 
5:92-6:103. 

b) Commission Analysis and Conclusion 

Because the Commission approves Staff’s other rate base adjustments, the 
Commission also approves the derivative adjustment to the cash working capital 
calculation as shown in Staff’s modified proposal at Schedule 6.08 CW.  

3. Forecast Plant Additions 

a) The Record 

Staff proposed an adjustment to reduce forecast plant additions because the 
Company on average had less capital spending than planned from 2007 through 2010.  
Bridal Dir., Staff Ex. 2.0, 7:144-9:181 and Sch. 2.04.  Aqua did not contest this 
adjustment in the interest of limiting issues in the proceeding.  Hanley Reb., Aqua Ex. 
10.0 Rev., 2:39-40, 3:56.  Staff subsequently revised the adjustment on two occasions 
and Aqua accepted the final revised adjustment.  Bridal Reb., Staff Ex. 7.0, 5:103-6:119 
and Sch. 7.04 (Revised); Hanley Sur., Aqua Ex. 14.0, 1:23-2:29; Aqua Ex. 14.2. 
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b) Commission Analysis and Conclusion 

The Commission finds Staff’s revised adjustment to the Company’s forecast plant 
additions is reasonable and appropriate and therefore approved.  

4. Accumulated Deferred Income Tax – Change in State Income 
Tax Rate 

a) The Record 

Staff proposed an adjustment to reflect the impact on accumulated deferred 
income tax (“ADIT”) of the increase in the Illinois state income tax rate to 9.5%, effective 
January 1, 2011.  Jones Dir., Staff Ex. 1.0, 20:426-22:471 and Sch. 1.11.  The 
adjustment was comprised of three parts:  (1) an increase of $13,344 to ADIT for the 
shortfall resulting from the tax rate increase; (2) creation of a regulatory asset in the 
amount of $105,875 for the future recovery of the additional ADIT liability; and (3) 
amortization of the regulatory asset over the remaining life of the depreciable assets 
that gave rise to the ADIT.  Id.  Aqua did not contest this adjustment in the interest of 
limiting issues in the proceeding.  Hanley Reb., Aqua Ex. 10.0 Rev., 2:39-40, 3:43-46.  
Staff revised the adjustment in rebuttal testimony and Aqua accepted the revised 
adjustment.  Jones Reb., Staff Ex. 6.0, 6:105-12 and Sch. 6.11; Hanley Sur., Aqua Ex. 
14.0, 2:33-34. 

b) Commission Analysis and Conclusion 

The Commission finds Staff’s revised ADIT adjustment to reflect the increase in 
the Illinois state income tax is reasonable and appropriate and therefore approved.  

5. Accumulated Deferred Income Tax – Bonus Depreciation 

a) The Record 

Staff proposed an adjustment of $583,680 to reflect the impact on ADIT of Illinois’ 
allowance of 100% federal bonus depreciation in 2011.  Jones Dir., Staff Ex. 1.0, 
22:473-23:486 and Sch. 1.12.  Aqua did not contest this adjustment in the interest of 
limiting issues in the proceeding.  Hanley Reb., Aqua Ex. 10.0 Rev., 2:39-40, 3:47-49.  
Staff revised the adjustment in rebuttal testimony and Aqua accepted the revised 
adjustment.  Jones Reb., Staff Ex. 6.0, 6:105-12 and Sch. 6.12; Hanley Sur., Aqua Ex. 
14.0, 2:33-34. 

b) Commission Analysis and Conclusion 

The Commission finds Staff’s revised ADIT adjustment to reflect the impact of 
100% federal bonus depreciation is reasonable and appropriate and therefore 
approved.  
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6. Approved Rate Base 

a) The Record 

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 consolidated water of $60,070,203 and for 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).  These 
figures reflect updates to account for Aqua’s acceptance of Staff’s revised adjustments 
as described above.   

b) Commission Analysis and Conclusion 

In light of the above-described resolutions and no other party presenting 
evidence to the contrary, the Commission finds Aqua’s proposed test year rate base for 
Aqua’s consolidated water divisions of $65,034,342, and proposed test year rate base 
for Aqua’s consolidated sewer divisions of $22,014,072, which reflect Staff’s revised 
adjustments, to be just and reasonable.  The Commission therefore approves Aqua’s 
proposed water and sewer test year rate base.  

B. Operating Expenses 

1. Miscellaneous Expenses 

a) The Record 

Staff proposed an adjustment to remove an amount of $1,360 for fines and 
penalties and dues to the Chamber of Commerce from test year operating expenses.  
Bridal Dir., Staff Ex. 2.0, 3:61-5:90 and Sch. 2.01.  Aqua did not contest this adjustment 
in the interest of limiting issues in the proceeding.  Hanley Reb., Aqua Ex. 10.0 Rev., 
2:39-40, 3:50-51.  Staff revised the adjustment in rebuttal testimony and Aqua accepted 
the revised adjustment.  Bridal Reb., Staff Ex. 7.0, 3:56-4:70 and Sch. 7.01; Hanley 
Sur., Aqua Ex. 14.0, 1:21-22. 

b) Commission Analysis and Conclusion 

The Commission finds Staff’s revised adjustment to remove certain 
miscellaneous expenses from test year operating expenses is reasonable and 
appropriate and therefore approved.  
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2. Charitable Contributions 

a) The Record 

Staff proposed an adjustment to remove an amount of $1,100 for charitable 
contributions from test year operating expenses.  Bridal Dir., Staff Ex. 2.0, 5:92-6:111 
and Sch. 2.02.  Aqua did not contest this adjustment in the interest of limiting issues in 
the proceeding.  Hanley Reb., Aqua Ex. 10.0 Rev., 2:39-40, 3:52-53.  Staff revised the 
adjustment in rebuttal testimony and Aqua accepted the revised adjustment.  Bridal 
Reb., Staff Ex. 7.0, 4:72-5:86 and Sch. 7.02; Hanley Sur., Aqua Ex. 14.0, 1:21-22. 

b) Commission Analysis and Conclusion 

The Commission finds Staff’s revised adjustment to remove certain charitable 
contributions from test year operating expenses is reasonable and appropriate and 
therefore approved.  

3. Industry Association Dues 

a) The Record 

Staff proposed an adjustment to remove an amount of $4,837 for certain industry 
association dues from test year operating expenses.  Bridal Dir., Staff Ex. 2.0, 6:113-
7:142 and Sch. 2.03.  Aqua did not contest this adjustment in the interest of limiting 
issues in the proceeding.  Hanley Reb., Aqua Ex. 10.0 Rev., 2:39-40, 3:54-55.  Staff 
revised the adjustment in rebuttal testimony and Aqua accepted the revised adjustment.  
Bridal Reb., Staff Ex. 7.0, 5:88-101 and Sch. 7.03; Hanley Sur., Aqua Ex. 14.0, 1:21-22. 

b) Commission Analysis and Conclusion 

The Commission finds Staff’s revised adjustment to remove certain industry 
association dues from test year operating expenses is reasonable and appropriate and 
therefore approved. 

4. Corporate Management Fees Expense 

a) The Record 

Staff proposed an adjustment to reduce the Company’s operating expenses by 
$40,903 for charges it receives for services from its parent, Aqua America, Inc., 
pursuant to an agreement between Aqua Services, Inc. and Aqua Illinois, Inc.  Jones 
Dir., Staff Ex. 1.0, 17:376-20:424 and Sch. 1.10.  Aqua did not contest this adjustment 
in the interest of limiting issues in the proceeding.  Hanley Reb., Aqua Ex. 10.0 Rev., 
2:39-42.  Staff revised the adjustment in rebuttal testimony and Aqua accepted the 
revised adjustment.  Jones Reb., Staff Ex. 6.0, 6:105-12 and Sch. 6.10; Hanley Sur., 
Aqua Ex. 14.0, 2:33-34. 
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b) Commission Analysis and Conclusion 

The Commission finds Staff’s revised adjustment to the Company’s corporate 
management fees expense is reasonable and appropriate and therefore approved. 

5. Rate Case Expense 

a) The Record 

Staff proposed an adjustment to reduce the annual rate case expense by 
$11,675 for the services of an expert witness, John F. Guastella, that were not needed 
past direct testimony.  Jones Reb., Staff Ex. 6.0, 6:114-7:130 and Sch. 6.13.  Aqua did 
not contest this adjustment.  Hanley Sur., Aqua Ex. 14.0, 2:36-43.  Aqua also submitted 
its responses to numerous Staff Data Requests to support the justness and 
reasonableness of rate case expenses as recommended by Staff.  Id. at 2:44-4:76; 
Aqua Ex. 14.3. 

b) Commission Analysis and Conclusion 

The Commission finds that the Company’s rate case expense, as adjusted by 
Staff, is just and reasonable and therefore approved. 

6. Incentive Compensation Costs and Expenses 

a) Aqua 

Aqua presented evidence showing that its 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 also stated that it 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.  Specifically, Aqua modified the ACIP to link performance to customer 
benefits, without any reliance on the Company reaching its financial objectives.  
Blanchette Dir., Aqua Ex. 1.0, 13:26-29.  Aqua also modified the ACIP to remove a 
financial trigger related to incentive compensation payments so employees must meet 
specific performance objectives in order to receive full incentive compensation 
payments.  Id. at 14:11-14.  Aqua modified the ACIP directives to be primarily directed 
toward improving customer service, enhancing environmental compliance, controlling 
costs, and improving efficiencies and productivity.  Id. at 14:17-19; Aqua Ex. 1.5.  Aqua 
additionally modified the ACIP to remove all financial, affiliate or shareholder based 
objectives, including the financial goal that candidates must meet before any payments 
will be made.  Blanchette Dir., Aqua Ex. 1.0, 14:19-21, 16:4-6; Blanchette Sur., Aqua 
Ex. 13.0, 2:25-26.  Lastly, the ACIP was modified to allow awards for special actions, 
heroic deeds, or projects that positively impact the performance or image of the 
Company.  Blanchette Dir., Aqua Ex. 1.0, 16:8-9; Aqua Ex. 1.6.    
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Aqua presented unrebutted evidence showing that it has a proven track record of 
consistent payments under its incentive compensation program to employees that 
participate in and meet the identified incentive compensation program objectives, 
averaging 93% of budgeted expenses over the past six years.  Blanchette Sur., Aqua 
Ex. 13.0, 2:38-39; Blanchette Reb., Aqua Ex. 9.0, 1:18-22.  Accordingly, in the event the 
Commission determines that a disallowance is warranted related to Aqua’s ACIP, which 
Aqua submits should not be the case, Aqua proposed that such a disallowance be no 
more than 7% of the budgeted test year amount.  Aqua stated that it incurs incentive 
compensation costs every year and, just like any other cost included in Aqua’s 2012 
Test Year, actual incentive compensation costs may fluctuate after the Commission 
enters an Order in this proceeding.  Blanchette Reb., Aqua Ex. 9.0, 1:23-2:27.  Thus, at 
a minimum, Aqua argued that its incentive compensation costs should be allowed to be 
recovered consistent with the Company’s historical experience at 93% of the budgeted 
test year amount.  Aqua Rep. Br. at 5.   

b) Staff 

[INSERT] 

c) Commission Analysis and Conclusion 

The evidence demonstrates that the costs related to the Company’s ACIP are 
just and reasonable.  The Commission finds that Aqua’s modifications in response to 
Staff’s concerns sufficiently addressed those concerns.  Aqua has implemented 
sufficient safeguards and considerations to demonstrate the ACIP will provide tangible 
benefits to Aqua’s customers, including improving customer service, enhancing 
environmental compliance, controlling costs, and improving efficiencies and productivity.  
In addition, Aqua has removed all financial, affiliate, or shareholder based objections 
from the ACIP.  Staff’s arguments are unpersuasive in light of Aqua’s evidence; thus, 
the Commission rejects Staff’s position.  Accordingly, the Commission finds that the 
Company’s ACIP costs are just and reasonable and allowed in this proceeding.   

7. Approved Operating Expenses 

a) Aqua 

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).  
These figures reflect updates to account for Aqua’s acceptance of Staff’s revised 
adjustments for miscellaneous expenses, charitable contributions, industry association 
dues, corporate management fees, and rate case expense. 

b) Staff 

[INSERT] 
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c) Commission Analysis and Conclusion 

Based upon the record, which includes the above-described resolutions between 
Aqua and Staff and the Commission’s conclusion regarding incentive compensation, the 
Commission approves test year operating expenses for Aqua’s (i) consolidated water 
divisions in an amount of $16,444,987 and (ii) Aqua’s consolidated sewer divisions in an 
amount of $5,166,541. 

III. RATE OF RETURN 

Aqua and Staff were the only two parties to present testimony addressing Aqua’s 
proposed rate of return (“ROR”).  Aqua presented evidence demonstrating an overall 
ROR of 9.015%, but the Company reduced its request 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%:  

 

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.    

A. Capital Structure 

1. The Record 

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, 
12:259-62; Walker Dir., Aqua Ex. 5.0, 12:224-26; Aqua Sch. D-1.  Aqua presented 
evidence showing that its 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.  Staff agreed with Aqua on the components, amounts, and percentage ratios 
used in Aqua’s capital structure.  Kight-Garlisch Dir., Staff Ex. 3.0, 3:53-8:143, Sch. 
3.01.  No party presented evidence to the contrary. 
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2. Commission Analysis and Conclusion 

Aqua has sufficiently demonstrated that its proposed capital structure is 
appropriate for a utility of its size and to result in the best cost of overall funds for its 
customers.  Accordingly, the Commission finds Aqua’s proposed capital structure to be 
reasonable and therefore adopts it.  

B. Cost of Debt 

1. The Record 

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; Walker Reb., Aqua Ex. 11.0, 27:584-28:589.  Staff agreed with Aqua on a 
cost of short-term debt of 6.71%.  Aqua Sch. D-1; Kight-Garlisch Dir., Staff Ex. 3.0, 
9:151-54, Sch. 3.01.   

2. Commission Analysis and Conclusion 

The Commission finds Aqua’s revised proposed cost of short-term debt to be 
reasonable and appropriate and therefore adopts it.   

C. Cost of Common Equity 

1. 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 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). 
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2. Aqua 

In testimony, Aqua witness Walker recommended an overall ROE of 10.9%.  
Walker Sur., Aqua Ex. 15.0, 4:87-88.  His calculation appropriately employed several 
Commission-recognized models—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, Mr. Walker testified that 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 described 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).  Walker Dir., Aqua Ex. 5.0, 3:43-44.   

Further, Aqua put on evidence measuring its proposed ROE 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%.  Id. at 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. 

In direct testimony, Mr. Walker compared Aqua, a non-publicly traded company, 
against a comparable group of water utilities and gas utilities to estimate the common 
equity cost rate.  Id. at 2:41-3:42, 9:165-66.  Based on 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, Mr. Walker testified that 
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 recommended an ROE that is based upon the comparable group of water 
utilities’ common equity cost rate of 11.1%.  Id. at 55:1117-19. 

Aqua objected to Staff’s recommended ROE of 9.43% (adopted in briefs by the 
AG), because it is based on an analysis that is unreasonable, contrary to prior Staff 
positions and recent Commission Orders, as well as historical, Commission-approved 
ROEs of 10.40% to 10.71% for other water and sewer utilities.  Aqua Init. Br. at 15-19.  
Aqua noted that Staff abandoned its rebuttal testimony in this proceeding given that, 
except one non-substantive citation, Staff’s Initial Brief is completely devoid of reference 
to the rebuttal testimony of Staff witness Kight-Garlisch in which she updated her 
common equity cost estimates, changed the companies contained in her sample 
groups, and changed her DCF methodology.  Aqua Rep. Br. at 7; Walker Sur. Aqua Ex. 
15.0, 6:118-20. 

Aqua also noted that, in addition to its demonstrated variances in testimony in 
this proceeding, Staff waivered from its own past recommendations on ROE.  Aqua 
Rep. Br. at 7-8.  In particular, Aqua pointed out that Staff supported an ROE of 10.03% 
in the 2010 Rate Case, which was ultimately approved by the Commission.  Aqua 
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Illinois, Inc., ICC Docket No. 10-0194, Order at 22, 24 (Dec. 2, 2010).  In the 2010 Rate 
Case, Aqua and Staff agreed that the evidence showed a revised weighting to 1/3 
weighting to Staff’s Water Sample Group and 2/3 weighting to Staff’s Utility Sample 
Group because “Aqua and Staff agree and stipulate that the cost of common equity 
estimates for smaller samples are prone to more measurement error.”  Id. at 20.  Aqua 
noted that despite Staff’s agreement in the 2010 Rate Case, Staff failed to explain its 
departure here to a different, admittedly flawed weighting proposal, which undermines 
the Commission’s notions of regulatory certainty.  Aqua Rep. Br. at 8; 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.”). 

Aqua argued that the evidence demonstrates numerous flaws and 
inconsistencies in Staff’s ROE proposal, including:  

 Undue reliance on Zacks projected growth rates; 

 Inconsistent weighting of Staff’s Comparison Groups’ cost of equity based on 
risk analysis; 

 Observable changes in stock prices, dividend yields, and growth rates that 
are inconsistent with Staff’s recommendation; 

 A dramatic change in the DCF model utilized by Staff;  

 Untested end-result of Staff’s Water Group DCF relative to comparative 
benchmarks;  

 Sole reliance on one model to estimate the cost of equity; and  

 Cost rate estimate inconsistent with risk analysis. 

Walker Reb., Aqua Ex. 11.0, 2:29-41. 

Aqua asserted that a significant flaw in Staff’s ROE calculation is the DCF 
analysis utilized by Ms. Kight-Garlisch.  Aqua Rep. Br. at 9-12.  Aqua noted that Staff 
switched to a single-stage or constant growth DCF in this proceeding even though Staff 
has used a multi-stage DCF model in numerous past proceedings, including the 2010 
Rate Case.  Staff Init. Br. at 13-14; Walker Reb., Aqua Ex. 11.0, 6:122-27, 20:425-26.  
Aqua witness Walker testified that it his understanding that the Commission’s Financial 
Analysis Division uses a multi-stage growth or three-stage growth model in most 
instances.  Walker Reb., Aqua Ex. 11.0, 20:422-25.  Staff’s justification for using a 
single-stage DCF in this proceeding was that the near term growth rate estimates fall 
within the range of 4.50% to 5.40% for expected long-term overall economic growth.  
Kight-Garlisch Dir., Staff Ex. 3.0, 14:272-15:277.  However, as Mr. Walker testified, 
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Staff’s assumed range for long-term economic growth is not correct as investors believe 
the long-term growth of the economy is between 6.08% and 6.34%.  Walker Reb., Aqua 
Ex. 11.0, 20:436-21:438; Walker Dir., Aqua Ex. 5.0, Sch. 17, p. 2 Corr.  Aqua noted that 
the Commission recently rejected the methodology utilized by Staff in estimating the 
expected long-term overall rate of growth for the economy: 

The Commission finds problems with how . . . GDP growth 
rate forecast is calculated because it is based on 
assumptions that are inconsistent with actual historical 
growth for the U.S. economy. . . It is reasonable to believe 
that future real growth and inflation will both be 3% and 
therefore a 6% growth rate is a more reasonable proxy for 
investor’s long-term expectations. 

Commonwealth Edison Co., ICC Docket No. 10-0467, Order at 153 (May 24, 2011). 

In addition, Aqua asserted that Staff’s DCF recommendation is well below the 
zone of reasonableness for Aqua as demonstrated by past rate cases before the 
Commission.  Aqua Rep. Br. at 10.  Aqua witness Walker testified that, according to a 
March 2011 rate case histories report published by the Commission’s Financial Analysis 
Division, since 1975, the Commission only has authorized one return on common equity 
lower than Staff’s single-stage DCF common equity cost rate recommendation of 8.36% 
recommended by Ms. Kight-Garlisch for the Water Group.  Walker Reb., Aqua Ex. 11.0, 
12:253-61.  Mr. Walker also testified that Staff’s common equity cost rate estimate is 
235 basis points below the Commission’s 10.71% 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 10.40% average authorized return on equity for other water and 
sewer utilities for the year 2010.  Id. at 13:266-69. 

Aqua also objected to Staff’s use of a spot date as part of its DCF analysis 
because it is flawed and contrary to a recent Commission decision.  Aqua Rep. Br. at 
10.  The Commission recently rejected Staff’s use of a spot date in favor of a longer 
approach to measuring cost rates in its Order in the Commonwealth Edison Company 
rate case.  There, the Commission stated: 

The Commission has recently rejected use of such a pure 
“spot date” approach in its North Shore decision (Tr. at 1783) 
and notes the problems that can result from using such data.  
(Id.; North Shore Gas Co., et al, Docket Nos. 07-0241/07-
0242 (Cons.), Final Order (Feb. 5, 2008) at 92, 125-126).   

Commonwealth Edison Co., ICC Docket No. 10-0467, Order at 126 (May 24, 2011).  

Aqua also presented evidence demonstrating that Staff inappropriately used a 
spot date of July 6, 2011 as part of its DCF analysis.  Staff Init. Br. at 14; Kight-Garlisch 
Dir., Staff Ex. 3.0, 14:260-62; Oct. 25, 2011 Tr. at 120-22.  For example, the conditions 
of the financial markets changed a great deal after the date selected by Ms. Kight-
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Garlisch.  Walker Reb., Aqua Ex. 11.0, 17:352-55 and Sch. 4.  As shown on Schedule 4 
to Mr. Walker’s rebuttal testimony, Staff’s Utility Group experienced an average decline 
in stock price from July 6 to August 18 of 6.2% and Staff’s Water Group experienced an 
average decline of 3.9%.  Id. at 17:357-60.  The rapid decline in stock prices reflects the 
extraordinary chaos that has existed in the financial markets since late 2008.  Id. at 
17:352-63.  Mr. Walker testified that when there is a crisis in the markets, market 
participants usually sell off and move their money to a safer place, fleeing from illiquid, 
low quality investments to liquid, high quality investments.  Id. at 17:363-65.  This flight 
to quality reflects a collapse of confidence in the financial system and is most evident in 
short-term interest rates and Treasury bond yields, both of which are used by the 
Federal Reserve to stabilize the capital markets.  Id. at 17:366-68.  For the years 2011-
2013, the capital markets are and will continue to be affected by the upcoming large real 
estate refinancings, the unprecedented Treasury financings, the downgrading of US 
credit, and large federal government budget deficits.  Id. at 17:368-18:372.  Additionally, 
extremely high debt levels in certain European countries could trigger a wave of national 
defaults, undermining a revival in the credit markets.  Id. at 18:372-74.  The results of 
upcoming real estate refinancings, Treasury financings, and sovereign debt defaults will 
have an impact on Aqua’s cost of capital.  Id. at 18:74-76.  Aqua presented evidence 
showing that, in this context, the spot dividend yields on July 6, 2011 utilized by Staff 
were generally the lowest yields the Water Group and the Utility Group have had over 
the last 12 months.  Id. at 18:377-78.   

Aqua also demonstrated that adoption of Staff’s proposed ROE will have a 
significant negative impact on Aqua’s customers and contradict sound regulatory policy.  
Aqua Init. Br. at 18-19; Aqua Rep. Br. at 13-15.  It would place Aqua at a competitive 
disadvantage in the capital markets, 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 obtain capital at competitive rates or through the 
market, Aqua’s ability to continue to offer reliable service will be put at risk, which will 
not benefit customers or Aqua’s regional economy.  Id. at 3:72-75.  Approval of Staff’s 
proposed ROE would also represent a break from past rulings even though there has 
been no real change in circumstances, which could prompt financial capital to flow away 
from Aqua.  Walker Sur., Aqua Ex. 15.0, 22:498-503.   

Finally, Aqua presented evidence showing that, at a minimum, the Commission 
should determine that Aqua’s ROE is no lower than 9.77%.  Walker Sur., Aqua Ex. 15.0, 
5:102-03 and Sch. 1.  The 9.77% figure represents the lowest end of the range for a 
reasonable ROE.  Id. at 5:103-05.  This result adopts Staff’s overall approach as it is 
based on the Staff’s cost of common equity estimate contained in Ms. Kight-Garlisch’s 
direct testimony, but adjusts the weighting of the sample groups consistent with what 
both Staff and Aqua determined was reasonable in the 2010 Rate Case, and which the 
Commission approved there.  Id. at 5:105-08.  Aqua further noted that using the 
weighting from Ms. Kight-Garlisch’s direct testimony in an analysis with a constant 
growth DCF, as Staff advocated for in its Initial Brief (at 14), indicates an ROE of 
10.05%.  Aqua Rep. Br. at 19; Walker Sur., Aqua Ex. 15.1, Sch. 2, p. 2.     



 

Docket No. 11-0436 20 
 

3. Staff 

[INSERT] 

4. Commission Analysis and Conclusion 

The U.S. Supreme Court has held that regulated utilities must receive a 
competitive return on common equity.  Federal Power Comm’n v. Hope Natural Gas 
Co., 320 U.S. 591 (1944); Bluefield Water Works & Improvement Co. v. Public Service 
Comm’n of West Virginia, 262 U.S. 679 (1923).  The Commission also believes that 
sound regulatory policy supports development of an ROE that supports a financially 
sound utility.  While this conclusion would be true in any proceeding, it applies with 
particular force here given the heightened risk presented in today’s turbulent financial 
markets. 

The ROE proposed by Aqua is reasonable and supported by the evidentiary 
record, including a detailed quantitative analysis using Commission-recognized models 
and persuasive financial market information.  Aqua’s proposed ROE of 10.9% reflects a 
fair and reasonable return sufficient to allow Aqua to attract equity capital.  Accordingly, 
the Commission finds that Aqua’s proposed ROE of 10.9% is reasonable and the 
Commission therefore adopts it. 

The Commission finds that Aqua has sufficiently rebutted Staff’s ROE 
calculation.  Staff’s proposal reflects an inexplicable departure from recent Commission 
Orders and contains numerous flaws.  Among those flaws are Staff’s failure to use a 
weighting methodology it agreed to just one year ago, Staff’s inappropriate DCF 
analysis, and Staff’s reliance on only one model to estimate the cost of equity.  
Additionally, Staff places undue reliance on a number of factors, such as projected 
growth rates from one source, recent short-term economic conditions in determining 
long-term sustainable growth of the economy, and “spot date” interest rates and 
dividend yields. 

In summary, the Commission finds that Aqua has supported by a preponderance 
of the evidence its ROE methodology and the resulting proposed 10.9% ROE. 

D. Approved Revenue Requirement  

a) Aqua 

Aqua presented evidence demonstrating that  

 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. 
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 For its consolidated sewer divisions, Aqua’s rate base is $22,014,072, and 
revenue increase is $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, Aqua argued that the Commission should 
approve 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.  Aqua Init. Br. at 20.  Aqua noted that 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.  
Id. 

b) Staff 

[INSERT] 

c) Commission Analysis and Conclusion 

Based upon the record, the Commission finds the following revenue 
requirements for Aqua’s water and sewer divisions at issue here just and reasonable 
and they are therefore adopted:  (1) $20,170,524 for its consolidated water divisions; (2) 
$2,068,285 for its University Park water division; and (3) $7,127,744 for its consolidated 
sewer divisions.   

IV. RATE DESIGN 

In conjunction with seeking a rate increase, Aqua requested the Commission’s 
approval of a consolidated and simplified tariff design, and permission to consolidate its 
books and records accordingly.  

A. Rate Structure Consolidation 

As part of its consolidated rate structure, Aqua proposed three separate, but 
related things.  First, Aqua proposed 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 requested 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 related 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 other eight divisions.  Hanley Dir., Aqua Ex. 4.0, 2:34-3:46 and 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.  
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Aqua put on undisputed testimony regarding the potential benefits to customers 
and the Company as a result of consolidating the proposed nine water districts into one 
company with two tariff rate divisions, and the proposed six sewer districts into one 
sewer division with one tariff.  Mr. Hanley testified that consolidation creates increased 
efficiencies and has proven successful for other water, gas, and electric utilities.  Hanley 
Dir., Aqua Ex. 4.0, 14:308-13.  He further explained that consolidation is good for 
customers because it protects them against dramatic rate increases and it also 
addresses smaller system viability issues.  Id. at 14:313-15.  Customers will also benefit 
from decreased rate case and administrative expenses due to the Company’s ability to 
file single rate cases for water and sewer.  Id. at 14:302-03, 14:315-16.        

1. Water Consolidation 

a) Aqua 

Aqua put on evidence that its water division consolidation proposal would pave 
the way for realizing full consolidation and is unlikely to create an unbearable rate 
increases to customers in the smaller divisions.  Monie Reb., Aqua Ex. 12.0, 10:208-
11:233. 

Aqua also put on evidence supporting a modified version of Staff’s consolidation 
plan if the Commission rejects Aqua’s preferred consolidation proposal in favor of a 
more gradual approach.  In that event, Aqua proposed modifying Staff’s plan to adopt 
one revenue requirement with the ability to slowly move the specific tariff rates to one 
uniform rate over time.  Monie Sur., Aqua Ex. 16.0, 4:67-88 and Sch. 16.1-16.3.  Aqua 
also proposed correcting Staff’s proposed metered billing determinants to account for 
public or private fire protection revenues.  Monie Sur., Aqua Ex. 16.0, 5:90-101.  

b) Staff 

[INSERT] 

c) AG 

[INSERT] 

d) Commission Analysis and Conclusion 

The AG’s approach is unnecessarily complicated and would only amplify the 
burdens and delay in realizing consolidation benefits, rather than promote a cohesive 
tariff structure.  Therefore, the evidence demonstrates that the AG’s approach is 
unreasonable and should not be adopted.  Conversely, Aqua has put on credible, 
persuasive, and undisputed evidence as to the benefits customers will experience from 
consolidation.  All parties are in agreement that working toward full consolidation is 
necessary, and Aqua’s approach is the simplest and most direct method to achieve that 
end.  Accordingly, the Commission adopts Aqua’s water consolidation proposal as just 
and reasonable.  The Commission also finds it reasonable for Aqua to consolidate its 
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books and records so as to operate as one water division.  Aqua’s water bookkeeping 
shall comport with applicable law and the Commission’s findings in this Order. 

2. Sewer Consolidation 

a) Aqua 

In addition to the overarching benefits of consolidation described above, Aqua 
presented testimony that consolidation of its six sewer divisions will not create a 
significant rate increase for 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.  

Aqua also put on evidence supporting a modified version of Staff’s consolidation 
plan if the Commission rejects Aqua’s preferred consolidation proposal in favor of a 
more gradual approach.  Aqua proposed revising Staff’s proposed sewer consolidation 
by moving to one revenue requirement with the ability to slowly move the specific tariff 
rates to one uniform rate over time.  Monie Sur., Aqua Ex. 16.0, 7:135-38 and Sch. 
16.4-16.5.  Aqua also suggested adjustments to Staff’s billing determinant calculations, 
thus resulting in similar tariffs to the University Park and Ellwood Greens sewer 
divisions.  Monie Sur., Aqua Ex. 16.0, 7:149-55.  Accordingly, under its alternative 
consolidation plan, Aqua proposed consolidation of University Park and Ellwood Greens 
sewer divisions, rather than leaving them as stand-alone divisions.  Id.  

b) Staff 

[INSERT] 

c) Commission Analysis and Conclusion 

Aqua has sufficiently demonstrated the benefits of fully consolidating its sewer 
divisions.  The Commission therefore adopts Aqua’s sewer consolidation proposal as 
just and reasonable.  The Commission also finds it reasonable for Aqua to consolidate 
its books and records so as to operate as one sewer division.  Aqua’s sewer 
bookkeeping shall comport with applicable law and the Commission’s findings in this 
Order. 

B. Cost of Service Study 

1. Aqua & Staff 

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 and Sch. 
12.1.  
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2. AG 

[INSERT]   

3. Commission Analysis and Conclusion 

The Commission rejects the AG’s proposals because Aqua’s approach is 
reasonable and 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.  The Commission finds Aqua’s COSS to be reasonable, consistent with 
prior Commission orders, and therefore adopts it.    

C. Large Industrial Customer Rate 

1. Aqua & Staff 

Aqua initially proposed a rate increase of 14% for its Large Industrial Customer 
Rate class, which would impact its largest water customer, Viscofan.  Monie Reb., Aqua 
Ex. 12.0, 8:157-60.  After adopting certain Staff adjustments to the proposed water 
revenue requirement, and using Aqua witness Monie’s method of adjusting Viscofan’s 
rate due to reductions in revenue requirement, the proposed increase in the tariff rate to 
Viscofan is 13.75%.  Id. at 9:186-90.  Staff supported Aqua’s proposed rate design.  
Boggs Dir, Staff Ex. 4.0, 46:880-47:887. 

2. AG 

[INSERT]  

3. Viscofan 

[INSERT] 

4. Commission Analysis and Conclusion    

It is apparent that retaining Viscofan is in the best interests of the utility and its 
customers, and allowing a competitive rate is necessary to ensure Viscofan remains a 
customer.  Aqua’s proposal, supported by Staff, strikes a common ground between 
maintaining incentive pricing for a crucial customer, while incorporating the necessary 
rate increase.  The Commission finds Aqua’s proposed Large Industrial Customer Rate 
reasonable and adequate; therefore the Commission rejects the proposals offered by 
the AG and Viscofan and adopts Aqua’s proposed increase as supported.  

D. Fire Protection Charges 

1. The Record  

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 
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Fire rates at 100% of cost of service and Private Fire rates at increased 100% to move 
them closer toward cost of service.  Monie Sur., Aqua Ex. 16.0, 5:104-6:121.  Staff 
supported Aqua’s calculation and recommended Commission approval.  Boggs Corr. 
Rev. Reb., Staff Ex. 9.0, 33:661-34:693.   

2. Commission Analysis and Conclusion  

Staff supports Aqua’s proposed fire protection charges, which are consistent with 
previous rate cases.  The Commission therefore approves Aqua’s proposed public and 
private fire protection charges. 

V. Rules, Regulations, and Conditions of  
Service Tariffs for Water and Sewer Service 

A. The Record 

Aqua’s rate case filing included proposed minor typographical changes to the 
Company’s Rules.  Johnson Dir., Staff Ex. 5.0, 11:228-39 (citing Aqua’s response to 
Staff DR WRJ-1.02 and WRJ-1.13).  Staff recommended Commission approval of 
Aqua’s proposed Rules.  Id. at 12:241-44, 12:250. 

B. Commission Analysis and Conclusion 

The Commission approves Aqua’s proposed Rules because the changes made 
are minor typographical changes that promote clarity and do not change the substance 
of the Company’s Rules.  

VI. FINDINGS AND ORDERING PARAGRAPHS 

The Commission, having given due consideration to the entire record herein and 
being fully advised in the premises, is of the opinion and finds that:  

(1) Aqua Illinois, Inc. provides water and sewer service to the public within the 
State of Illinois and, as such, is a public utility as defined in Section 3-105 
of the Public Utilities Act; 

(2) The Commission has jurisdiction over the Company and the subject 
matter herein; 

(3) The recitals of fact and conclusions of law reached in the prefatory portion 
of this Order are supported by the evidence of record, and are hereby 
adopted as findings of fact and conclusions of law; 

(4) A test year for the determination of rates for Aqua Illinois, Inc., herein 
found to be just and reasonable, of the 12 months  ending December 31, 
2012 is appropriate for purposes of this proceeding; 
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(5) Aqua Illinois, Inc. should be allowed to earn a just and reasonable return 
of 8.91% on its net original cost rate base, which incorporates a return on 
common equity of 10.9%; 

(6) Aqua Illinois, Inc.’s rates that are presently in effect are insufficient to 
generate the operating income necessary to permit Aqua Illinois, Inc. the 
opportunity to earn a fair and reasonable return on net original cost rate 
base; these rates should be permanently cancelled and annulled; 

(7) The specific rates proposed by Aqua Illinois, Inc. in its initial filing do not 
reflect various determinations made in this Order; Aqua Illinois, Inc.’s 
proposed rates should be permanently canceled and annulled consistent 
with the findings herein; 

(8) Aqua Illinois, Inc. should be authorized to place into effect tariff sheets 
designed to produce annual base rate revenues of $65,034,342 for its 
consolidated water divisions and $22,014,072 for its consolidated sewer 
divisions; such revenues will provide Aqua Illinois, Inc. to earn its 
approved rate of return set forth above; based on the record in this 
proceeding, this return is fair and reasonable; 

(9) The determinations regarding cost of service and rate design contained in 
the prefatory portion of this Order are reasonable for purposes of this 
proceeding; the tariffs filed by Aqua Illinois, Inc. should incorporate the 
rates and rate design set forth and referred to herein;  

(10) New tariff sheets authorized to be filed by this Order should reflect an 
effective date not less than five (5) working days after the date of filing, 
with the tariff sheets to be corrected, if necessary, within that time period, 
except as is otherwise required by Section 9-201(b) of the Act as 
amended; 

(11) All motions, petitions, objections, and other matters in this proceeding that 
remain unresolved should be disposed of consistent with the conclusions 
herein. 

IT IS THEREFORE ORDERED by the Illinois Commerce Commission that the 
tariff sheets presently in effect of Aqua Illinois, Inc. that are the subject of this 
proceeding are hereby permanently canceled and annulled, effective at such time as 
the new tariff sheets approved herein become effective by virtue of this Order. 

IT IS FURTHER ORDERED that the proposed tariffs seeking a general rate 
increase, filed by Aqua Illinois, Inc. on April 6, 2011, are permanently cancelled and 
annulled. 

IT IS FURTHER ORDERED that Aqua, Illinois, Inc. is authorized to file new tariff 
sheets with supporting workpapers for the divisions at issue in this proceeding in 
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accordance with the Findings above, applicable to service furnished on and after the 
effective date of said tariff sheets. 

IT IS FURTHER ORDERED that all motions, petitions, objections, and other 
matters in this proceeding which remain unresolved are to be disposed of in a manner 
consistent with the conclusions herein. 

IT IS FURTHER ORDERED that, subject to the provisions of Section 10-113 of 
the Public Utilities Act and 83 Ill. Adm. Code 200.880, this Order is final; it is not subject 
to the Administrative Review Law. 

By Order of the Commission this __ day of __________, 2012. 

 

(SIGNED) DOUGLAS P. SCOTT 

Chairman 

  

  


