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STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 

 
Aqua Illinois, Inc.  :  11-0436 
 : 
 : 
Proposed General Increase in Water And : 
Sewer Rates : 
 : 
(Tariffs filed April 6, 2011). : 

 
  
 
 

AMENDED REPLY BRIEF ON EXCEPTIONS OF THE STAFF 
OF THE ILLINOIS COMMERCE COMMISSION 

 
 

Staff of the Illinois Commerce Commission (“Staff”), by and through its 

undersigned counsel, pursuant to Section 200.800 of the Illinois Commerce 

Commission’s (“Commission” or “ICC”) Rules of Practice (83 Ill. Adm. Code 200.830), 

respectfully submits its Reply Brief on Exceptions in the instant proceeding. 

I. BACKGROUND 

On April 6, 2011, Aqua Illinois, Inc. (the “Company” or “Aqua”) filed with the 

Illinois Commerce Commission (“Commission” or “ICC”) revised tariffs in order to 

petition for a general increase in water sewer rates, pursuant to Section 9-201 of the 

Illinois Public Utilities Act (the “Act”), 220 ILCS 5/9-201.  On May 18, 2011, the 

Commission entered Suspension Orders commencing the investigation concerning the 

propriety of Aqua’s proposed rate increase and on August 17, 2011 entered a 

Resuspension Order extending the suspension through March 2, 2012.  In due course, 
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the Administrative Law Judge (“ALJ”) assigned to this proceeding established a 

schedule for the submission of pre-filed testimony, hearings, and briefs (Tr., Jun. 16, 

2011, pp. 7-8).    

In response to the Company’s filings, the following parties filed Petitions to 

Intervene, which were granted:  the Illinois Attorney General (“AG”), the Citizens Utility 

Board (“CUB”), the Village of University Park (“Village”), Viscofan USA, Inc. (“Viscofan”), 

and the County of Lake (“County”).            

At the October 25, 2010 evidentiary hearing in this matter, Christopher Boggs, 

Rates Analyst in the Rates Department of the Financial Analysis Division, testified on 

behalf of Staff.  Prefiled testimony from Staff’s other witnesses was also entered into the 

record.   

The ALJ served a Proposed Order (“ALJPO”) on the parties on January 11, 

2012.  Parties filed Briefs on Exception (“BOEs”) on January 25, 2012.  In this Reply 

Brief on Exceptions (“RBOE”), Staff will respond to the arguments of Aqua in its BOE.   

II. ARGUMENT 

A. Rate Base 

Aqua recommends changes to the ALJPO’s final paragraph on Rate Base.  

(Aqua BOE, Exhibit A, p. 4.)  Staff agrees with the intent of these changes, but suggests 

that the changes recommended by Aqua be slightly edited and expanded, as explained 

below. 

In its surrebuttal testimony, Aqua explained that it accepted the adjustments (to 

Forecast Plant Additions) as proposed in Staff witness Bridal’s Schedule 7.04 
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(Revised), and that Schedule 7.04 (Revised) was attached to Aqua Exhibit 14.0 as 

Aqua Exhibit 14.2.  (Aqua Ex. 14.0, pp. 1-2.)  It should be noted that Staff Schedule 

7.04 (Revised) was not entered into the evidentiary record as a Staff exhibit; rather, it 

only exists in the evidentiary record as Aqua Exhibit 14.2.  As such, the ALJPO should 

not refer to “Schedule 7.04 Revised.”  The appropriate reference is to Aqua Exhibit 14.2. 

Accordingly, Staff recommends the following edits to the ALJPO, which more 

completely explain the Staff adjustments accepted by Aqua, and which accomplish the 

intent of Aqua’s recommended changes to the final paragraph regarding rate base 

appearing on Page 4 of the ALJPO: 

ALJPO, Page 3: 
 

Staff witness Bridal proposed an adjustment to reduce Forecast 
Plant Additions for the years ending December 21, 2011 and December 
31, 2012 based on the Company’s history of actual capital spending 
compared to planned capital spending for the years 2007, 2008, 2009, 
and 2010. (Staff IB at 2-3)  The witness testified that on average, Aqua 
had less capital spending from 2007 through 2010 than was projected, 
and that adjusting the 2011 and 2012 forecast plant additions to reflect the 
Company’s historical spending variance from planned capital expenditures 
provides a more realistic projection of the 2011 and 2012 additions to 
plant-in-service. (Staff Ex. 2.0 at 7-9; Staff Ex. 7.0 at 5-6)  

 
For purposes of this proceeding, Aqua did not contest the 

adjustment to Forecast Plant Additions, amended as reflected in Aqua 
Exhibit 14.2. (Aqua Ex. 10.0 at 2-3; Aqua Ex. 14-0 at 1-2) 

 
ALJPO, Page 4: 

 
Upon giving effect to the determinations above, and the 

adjustments reflected in the Staff rebuttal schedules, the Commission 
finds that the rate base for the consolidated and standalone water and 
sewer divisions approved elsewhere in this order below are hereby 
approved as shown in the schedules attached to Staff’s rebuttal testimony, 
amended as reflected in Aqua Exhibit 14.2, and in the Appendices 
attached to this Order. 
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B. Incentive Compensation Expense 

The Company errs in stating “Although the Proposed Order references the three 

incentive compensation plans at issue, it summarily rejects the expenses of all three 

plans, while only recognizing the Management Improvement and Employee Recognition 

Plan (“MIP”) expenses in its conclusion, which total $11,741.”  (Aqua  BOE, at 11.)  

There are only two plans at issue in this proceeding:  the 2009 Omnibus Equity 

Compensation Plan (“ECP”) and the Management Improvement and Employee 

Recognition Plan (“MIP”), which Aqua also calls the Annual Cash Incentive Plan 

(“ACIP”).  Further, the MIP expenses referenced in the conclusion amount to $78,075, 

not $11,741.  (ALJPO, at 6-7.) 

There are three parts to Staff’s total incentive compensation adjustment of 

$150,695:  (1) $60,879 is related to the ECP; (2) $11,741 is for Dividend Equivalents, 

which are a form of compensation under the ECP; and (3) $78,075 is related to the MIP.  

(Id.)   The Company never rebutted Staff’s testimony that the costs of the ECP and the 

Dividend Equivalents should be disallowed because the ECP is dependent upon 

financial goals of the Company that primarily benefit shareholders.  (Staff Ex. 1.0, at 10; 

Staff Ex. 6.0, at 10.)  Regarding the MIP costs, the Company did not deny that the 

“other factors” that are new to the MIP could include financial goals that would reduce or 

eliminate the amount of incentive compensation paid out, regardless of how well a 

participant met his/her stated goals.  (ALJPO at 7.)  The result would be the same as 

the explicit financial triggers in the ECP. 

The Commission is correct in adopting Staff’s adjustment for incentive 
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compensation.  Aqua’s revised language regarding this issue should be rejected. 

 
C. Rate of Return 

Staff has addressed all of the return on equity (“ROE”) issues thoroughly in its 

testimony (see Staff Exs. 3.0 and 8.0C) and in its Initial and Reply Briefs.  Staff 

reincorporates each of those arguments for this RBOE but will not restate them.  

However, certain misrepresentations regarding a recent Commission order found in 

Aqua’s BOE demand a response.  First, on page 2, footnote 1 of its BOE, Aqua claims 

that: 

Indeed, the Commission’s Peoples Gas rate case order rejects Staff’s 
proposed use of a “spot day” analysis to establish an ROE (Dkts. 11-
0280/11-0281 Consol., p. 140 (Order, Jan. 10, 2012)), which is similar to 
the spot date proposal Staff makes in this proceeding. 

 
This statement misrepresents the Commission’s order in the recent Peoples Gas 

rate case.  In fact, the Commission did not “reject” Staff’s use of a “spot day” analysis.  

The Commission accepted it while expressing reservations about certain adjustments 

from all of the parties.  Specifically, the Commission stated the following: 

The Utilities’, GCI’s, and Staff’s return on equity estimates were based 
upon methodologies and data inputs previously adopted by the 
Commission; however there were some adjustments used by the three 
parties that the Commission has not been fully committed to in the past 
such as Staff’s and GCI’s use of “spot day” analysis, which was not wholly 
accepted in Peoples 2009, as well as the Utilities’ use of a Risk Premium 
Model, which the Commission has outright rejected in past decisions. 
 
Peoples and North Shore Proposed general increase in natural gas rates, 
Docket Nos. 11-0280/0281 (cons.), Order, January 10, 2012 (“Peoples 
Order”), at 140. 

 
The Commission noted it was not fully committed to spot day analysis but also 

noted that in past decisions it had outright rejected the Utilities’ use of a Risk Premium 
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Model.  Nonetheless, the Commission took “an average” of the positions advocated by 

the Company, Staff and the Governmental and Consumers Intervenors (“GCI”).   

 Likewise, Aqua also claims that: 
 

The Proposed Order’s heavy reliance on Staff’s ROE methodology also 
conflicts with the Commission’s recent decision in the Peoples Gas rate 
case. Dkts. 11-0280/11-0281 Consol., p. 140 (Order, Jan. 10, 2012). 
There, Staff proposed an ROE methodology that contained new, untested 
adjustments to a prior Commission-approved methodology. Id. The 
Commission, though, did not accept Staff’s approach and its departure 
from prior Commission-approved methodologies as the basis to set 
Peoples Gas’ ROE. Id. Similar to that case, the Proposed Order relies on 
a methodology inconsistent with the ROE methodology that the 
Commission approved for Aqua just 13 months ago. 

 
Aqua BOE, at 5.  

 
As is clear from the actual language from the Peoples Order quoted above, the 

PO does not conflict with the Commission’s conclusion in that proceeding nor is Staff’s 

proposed ROE methodology a “departure from prior Commission-approved 

methodologies.”  Id.  Just as above, the Commission did not “reject” Staff’s proposed 

ROE methodology.  The Commission accepted Staff’s proposed ROE methodology in 

averaging the positions of Staff, the Company and GCI.  These clear 

misrepresentations by Aqua should be summarily ignored, other than used to weigh the 

overall credibility of Aqua’s position on rate of return issues. 

 
D. Rate Design 

Staff agrees with the Company’s BOE that indicates a correction is 

warranted to the usage billing units for University Park Sewer reflected in Staff’s 

Schedule 9.6 which is attached to Staff Exhibit 9.0.  (Aqua BOE, pp. 9-10.)  Staff 

notes that the correct billing units were supplied in the Company’s Schedule E- 
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4.16 (Column F) for University Park Sewer attached to its initial filing and, again, 

in its surrebuttal testimony. (Aqua Ex. 16.0, Schedule 16.5.) 

Staff, however, also notes that the rates presented in the Company’s 

surrebuttal Schedule 16.5 does not comply with Section 220 ILCS 5/8-306(h) of 

the Act which states:  

Water and sewer utilities; low usage.  Each public utility that provides 
water and sewer service must establish a unit sewer rate, subject to 
review by the Commission, which applies only to those customers who 
use less than 1,000 gallons of water in any billing period.  

 
(220 ILCS 5/8-306(h)).  
 
Staff and the Company have discussed this issue and the Company has agreed 

at this RBOE stage to a specific usage charge that applies only to those customers who 

use less than 1,000 gallons of water in a billing period to comply with Sec. 8-306(h) of 

the Act. This new low-usage charge is set 25% lower than the usage rate for customers 

with usage of 1,000 gallons or more.  Aqua acknowledges that while there are 

University Park- sewer customers with <1000 gallons usage in a billing period, the data 

to determine the billing determinants for that specific group of users is not readily 

available and, thus, not in the record.  It is the Company’s intent to provide billing 

determinants for the low usage group in its next rate case. 

 In addition, in order to comply with Sec. 8-306(h), the Company is also now 

proposing to add a low-usage charge for the consolidated sewer group comprised of 

four divisions (Candlewick, Ivanhoe, Hawthorne Woods and Willowbrook). Staff agrees 

that this change is warranted and is attaching Schedule 9.4R-RBOE that reflects the 

Company’s proposed low usage rate which is set 25% lower than the usage rate for 

customers with usage of 1,000 gallons or more. 
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  Staff, accordingly, recommends that the Commission adopt the rate design for 

the consolidated sewer group provided in Staff’s attached Schedule 9.4R-RBOE and 

the rate design for University Park Sewer provided in Staff’s attached Schedule 9.6R-

RBOE.  These schedules correct the billing units for the University Park residential 

usage charge and commercial usage charge and establishes a rate for any customer 

that uses less than 1,000 gallons of water in a sewer billing cycle in compliance with 

Section 220 ILCS 5/8-306(h) of the Act. 

In consideration of the above paragraphs, Staff recommends the following 

revision to the second to last paragraph on p. 54 of the ALJPO: 

The proposed customer charges and usage charges proposed by staff are 
shown in schedules 9.4R-RBOE attached to Staff’s RBOE, 9.65R 
attached to Staff Exhibit 9.0R, and 9.6R-RBOE attached to Staff’s RBOE.  
 

III. CONCLUSION 

For the reasons set forth supra, Staff respectfully requests that the Commission’s 

Final Order in the instant proceeding reflect Staff’s recommendations consistent with 

this Reply Brief on Exceptions.  

 
        Respectfully submitted, 

        
 

      
        

       MICHAEL J. LANNON 
       JESSICA L. CARDONI 
 
       Counsel for the Staff of the Illinois 
       Commerce Commission 
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