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STATE OF ILLINOIS 
ILLINOIS COMMERCE COMMISSION 

 
ILLINOIS-AMERICAN WATER COMPANY  § 
 Proposed general increase    § Docket No. 11-0767 
 in water and sewer rates    § 
 

THE CITIES OF CHAMPAIGN AND URBANA 
AND THE VILLAGES OF SAVOY, ST. JOSEPH, SIDNEY, AND PHILO 

AND EMBARRAS AREA WATER DISTRICT’S REPLY BRIEF 
 

 The Cities of Champaign and Urbana and the Villages of Savoy, St. Joseph, Sidney, and 

Philo, and the Embarras Area Water District (collectively, Municipalities), file this Reply Brief 

to Illinois-American Water Co.’s (IAWC or Company) Initial Hearings Brief (IAWC Brief).   

This Reply Brief focuses on IAWC’s requests for a Revenue Adjustment Clause (RAC) 

rider and the inclusion of costs in rate base associated with the Company’s Business 

Transformation Project (BTP).  The Municipalities oppose IAWC’s requests and support the 

additional revenue requirement reductions proposed by the Illinois Commerce Commission (ICC 

or Commission) Staff (ICC Staff) and the Illinois Attorney General (AG). 

I. IAWC’s RAC Rider Should Be Rejected. 
 IAWC’s RAC rider should be rejected.  Only IAWC supports adoption of the rider, 

which would annually adjust the Company’s rates to recover its full revenue requirements.  The 

ICC Staff, the AG, and the Illinois Industrial Water Consumers (IIWC) agree with the 

Municipalities that the RAC rider is inappropriate under Illinois law and is bad public policy. 

 IAWC admits that the proposed RAC “ensures the Company receives, and customers 

supply, the level of required revenue approved by the Commission.”  IAWC Brief at 109.  There 

is no theory of utility regulation whereby a utility must be guaranteed that it will actually earn its 
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level of revenues approved by the regulatory authority.  Rather, a utility is only entitled to have 

the opportunity to earn the revenues approved.  Citizens Utilities Co. v. Illinois Commerce 

Comm’n., 153 Ill. App. 3d 28, 30 (3d Dist. 1987).  As the AG correctly observed in its brief: 

In short, the traditional rate-setting process was designed to allow a utility the 
opportunity to earn a reasonable rate of return on investment; a utility has never 
been guaranteed a specific “margin revenue” level. 
 

AG Brief at 55. 

 IAWC erroneously argues that “changing business realities warrant the RAC.”  IAWC 

Brief at 113.  Nothing has changed since IAWC’s last rate case that supports the Company’s 

contention.  There always has been variability in weather, and customer usage has been declining 

for some time.  As ICC Witness Cheri Harden noted, “the Company did not present any unusual 

circumstances that have not arisen in the Company’s past rate case proceedings and that would 

warrant adoption of the RAC in this proceeding.”  ICC Staff Ex. 5.0, Hardin Direct at 12. 

 Moreover, IAWC is wrong when it argues that the RAC will not discourage voluntary 

water conservation efforts.  IAWC Brief at 115.  Contrary to the Company’s argument, 

customers who engage in water conservation, which could result in a decrease of IAWC’s actual 

revenues, would pay higher bills the following year if the RAC were adopted.  This result would 

occur because the RAC allows IAWC to surcharge customers for any revenue shortfall.  “The 

RAC should not be implemented as it would force the customer to pay more for reduced usage 

that results from their conservation efforts to help the environment or better manage their bills.”  

ICC Staff Ex. 13.0, Harden Rebuttal at 4.  “The problem with the Company’s proposal is that the 

RAC passes through to ratepayers only the costs and not the benefits of conservation.”  ICC Staff 

Ex. 5.0, Harden Direct at 8.  Increasing the cost of water to customers who are conserving water 
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sends a price signal to the customer that conservation only results in a higher bill—a result that 

discourages water conservation. 

 In addition to the RAC being bad public policy, as the Municipalities detailed in their 

Initial Brief, the RAC is improper single-issue ratemaking and thus is prohibited by law.  See 

Municipalities Initial Brief at 3-4.  See AG Brief at 55-63. 

IAWC asserts that it needs Rider RAC in order to ensure cost recovery, and 
assumes that it is entitled to a guaranteed specific revenue level until rates are 
reset in a future rate case.  But riders are a mechanism to be used in very specific 
circumstances, to recover very specific kinds of expenses.  Using a rider to 
guarantee a designated level of revenues violates the rules governing riders 
established by the Illinois courts. 
 

AG Brief at 55. 

 For all the reasons cited above, the Commission should reject IAWC’s RAC rider. 

II. IAWC’s Attempt To Include in Rate Base Only the Costs of BTP and Not 
Offset the Costs with the Benefits Should Be Rejected. 

 IAWC’s proposal to include in rates the costs associated with its BTP also should be 

rejected because it includes only the costs of those systems in rate base while ignoring the 

savings to the Company.  In its Brief, IAWC argues that the BTP “is driven by necessity, not by 

cost reductions.”  IAWC Brief at 13.  Of course, that is not what IAWC’s parent company was 

told when it approved the $300 million BTP.  The presentation to the American Water Works 

board included monetary benefits—benefits that the Company now claims are too speculative to 

be used to calculate a credit to ratepayers.  AG Ex. 4.0, Smith Rebuttal at 7.  A utility is not 

entitled to recover expenses unless those expenditures are “shown to be to the benefit of 

ratepayers.”  Candlewick Lake Utilities Co. v. Illinois Commerce Comm’n, 122 Ill. App. 3d 219, 

227 (2d Dist. 1983).  IAWC wants only to impose the costs on, but not share the savings with, 



 
Municipalities’ Reply Brief 

ICC Docket No. 11-0767 
Page 4 

 

customers in this case.  Illinois law dictates that the Commission should not allow this mismatch 

to occur. 

 In addition to the cost vs. savings mismatch, the AG in its Initial Brief argues that 

allowing IAWC to include the costs of the BTP in rate base where IAWC earns a return on the 

BTP costs violates the terms of IAWC’s affiliate Service Agreement with the Service Company.  

This violation occurs because the BTP is an asset of the Service Company, not of IAWC.  Under 

the Service Agreement, the Service Company is to provide services at its cost to IAWC.  By 

improperly placing the BTP assets into IAWC’s rate base, IAWC would improperly earn a return 

on the Service Company’s assets.  Illinois law does not provide for a utility to earn a return on 

another entity’s assets.  A full discussion of this argument, which the Municipalities adopt, is 

included in the AG’s Initial Brief. 

 For these reasons, the Commission should exclude BTP costs from IAWC’s rate base. 
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CERTIFICATE OF SERVICE 

  

 I, Richard C. Balough, do hereby certify that a true and correct copy of the foregoing 

Reply Brief has been sent via electronic means to all parties on the Illinois Commerce 

Commission’s edocket service list for this Docket on this 29th day of June 2012. 

 

 

        ___/Richard C. Balough/______ 
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