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DOCKET 11-0767 
EXCEPTIONS OF ILLINOIS-AMERICAN WATER COMPANY 

 
The following are the Exceptions of Illinois-American Water Company (“IAWC” or 

“Company”) to the Administrative Law Judge’s Proposed Order (“ALJPO”) issued in this 

proceeding on July 31, 2012.  The Exceptions are discussed in the accompanying Brief on 

Exceptions as indicated in this Appendix.  Appropriate replacement language for the ALJPO 

related to each such Exception is set forth herein in redline format.  For the reasons stated in 

IAWC’s Brief on Exceptions, the Company asks that the ALJPO be revised to incorporate the 

replacement language contained in this Appendix.  
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Exception 1: ALJPO Section VII.C, “Cost of Common Equity”, Subsection 4, 
“Conclusions” (ALJPO, pp. 103-09) should be modified as follows as discussed 
in Section II.A of the accompanying Brief on Exceptions (pp. 4-14): 

  4. Conclusions 
 

* * * 
 

Authorized Return on Common Equity  
 
 As always, estimating the cost of common equity is one of the more challenging 
tasks the Commission undertakes in a rate case.  The differences of opinion of experts, 
the variety of financial models, and the many different methods of estimating inputs for 
the variables into the financial models contribute to the difficulty.  The Commission has 
attempted to review all of the evidence as well as the arguments in this proceeding in a 
careful and thoughtful manner.  The preceding portion of this order constitutes an 
attempt to summarize and articulate much of that review.   
 
 All things considered, the Commission believes that in estimating IAWC's cost of 
common equity for purposes of this proceeding, the analyses applied to non-water 
company proxy groups should not be considered.  tThe non-constant DCF analyses 
performed by Staff and IIWC/FEA applicable to their respective water proxy groups may 
be relied upon.  For the reasons stated earlier, the Commission does not believe that 
the other DCF analyses presented, whether due to fundamental problems with the 
model or inputs thereto, should be relied upon in this proceeding.  With regard to the 
CAPM, tThe Commission concludes that only Staff’s and IAWC’s CAPM analyseis as 
applied to their respective water proxy groups should also be relied upon in this 
proceeding.  The Commission finds that the remaining analyses, including the ECAPM 
and risk premium analyses, should not be used for reasons stated above.  
 
 The table below shows the Commission's derivation of the a minimum authorized 
return on common equity for IAWC in this proceeding, 9. 3484%. 
 

Authorized Return on Common Equity 

       
  

DCF 
 

CAPM 
Staff 

 
8.53% 9.19% 

 
9.22% 10.44% 

IIWC/FEA 
 

8.70% 8.95% 
 

    
IAWC           10.77% 
 
Average 

 
8.849.07% 

 
9.8310.60% 

Authorized 9.3484% 
 
  

As the Commission recently emphasized, “The bottom line impact of setting a 
rate of return too low, unless warranted, could have a deleterious affect on a utility’s 
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ability to deliver quality service as well as higher credit costs that will make their way 
into each ratepayer’s bill.”  Peoples Gas Light & Coke Co./North Shore Gas Co., Order, 
Docket 11-0280/0282 (cons.) (Jan. 10, 2012), p. 137. The Commission does not 
believe, as a matter of policy, that authorizing the lowest possible ROE is sound 
regulatory policy.  The Commission is persuaded that IAWC’s currently authorized 
return of 10.38% also is supported by the record as the greatest reasonable ROE.  This 
finding is bolstered by the 9.99% average of the three expert’s recommendations.  The 
Commission will adopt and authorize an ROE of 10.11%, which is the midpoint of the 
range of 9.84 - 10.38%. 

 
The Commission notes that the previous discussion addresses IAWC's proposed 

adjustments to the cost of common equity and that IIWC/FEA did not propose any such 
adjustments.  The Commission has reviewed Staff's evaluation of IAWC's risk relative to 
the proxy groups it used.  While Staff made adjustments to the results obtained for its 
proxy groups, its analyses and proposed adjustments reflected its proposed capital 
structure, which was not adopted by the Commission.  The Commission does not 
believe that any additional adjustment to the 9.3410.11% cost of common equity is 
appropriate or necessary. 
 

Before leaving the issue of return on equity, the Commission notes that in its 
initial brief, IAWC suggested the Commission could set the return on equity at the 
10.38% authorized in Docket No. 09-0319.  The Commission observes that while some 
factors or variables in the ratemaking process tend to be stable over time, the cost of 
common equity is not.  A number of factors, some specific to a utility others more 
generally applicable in the economy, vary over time and cause the cost of common 
equity to vary over time.  The Commission is required to evaluate the evidence in the 
record and while previous Commission decisions may be useful in some instances, the 
Commission declines to adopt the suggestion in IAWC's brief. 
 

Authorized Return on Rate Base 
 
 As discussed previously in this Order, IAWC's cost of short-term debt and long-
term debt are not contested.  Reflecting these costs of debt, as well as the previous 
determinations regarding capital structure and cost of common equity, the Commission 
concludes that for purposes of this proceeding, IAWC should be authorized to earn a 
7.568.08% rate of return on original cost rate base as shown in the table below and 
reflected in the appendices to this Order. 
 

  

Approved 
Proportion 

 
Cost 

 

Weighted 
Cost 

Short-term debt 
 

1.30.26% 
 

0.52% 
 

0.010.00% 
Long-term debt 

 
50.6049.23% 

 
6.04% 

 
3.062.97% 

Common equity 
 

48.1050.51% 
 

9.3410.11% 
 

4.495.11% 
Total 

 
100.00% 

   
7.568.08% 
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Exception 2: ALJPO Section VII.B, “Capital Structure”, Subsection 3, 
“Conclusions” (ALJPO, pp. 75-77) should be modified as follows as discussed in 
Section II.B of the accompanying Brief on Exceptions (pp. 14-17): 

3. Conclusions 
 

* * * 
 
As discussed above, IAWC’s forecasted average capital structure for the test 

year ending September 30, 2013 is comprised of 0.26% short-term debt, 49.23% long-
term debt and 50.51% common equity.  IIWC/FEA do not object to this capital structure.  
Staff proposes an imputed capital structure comprised of 1.30% short-term debt, 
56.70% long-term debt and 42.00% common equity.  The table below compares the two 
proposed capital structures in this proceeding. 
 

   

IAWC 
Proposed 

 

Staff 
Proposed 

 
Short-term debt 

 
0.26% 

 
1.30% 

 
Long-term debt 

 
49.23% 

 
56.70% 

 
Common equity 

 
50.51% 

 
42.00% 

 
 As described in more detail above, Staff believes that IAWC's proposed capital 
structure contains too much common equity and must be adjusted to comply with 
Section 9-230 of the Act.  Conversely, IAWC’s view is that Staff's proposed capital 
structure contains too much long-term debt and that using it would result in a violation of 
Section 9-230 of the Act. 
 
 The Commission notes that Staff's discussion of how capital structure affects the 
overall cost of capital is very informative. (Staff Ex. 6.0 at 3-4)  Also of interest to the 
Commission is the parties' discussion of the potential incentives IAWC and/or its parent 
may or may not have to manipulate IAWC's capital structure as well as the discussion of 
Section 9-230 of the Act. The Commission observes, however, that no evidence has 
been produced which would allow the Commission to conclude that IAWC’s capital 
structure is being manipulated by its parent.  To the contrary, IAWC’s evidence shows 
that adoption of its parent company’s capital structure would have the effect of imputing 
the parent company’s financial risk to IAWC.  IAWC’s average forecasted capital 
structure is reasonable and hereby adopted. 
 
 The Commission also observes that although the issue of capital structure was 
contested in IAWC's last rate case, IAWC and Staff were in agreement on the issue in 
that proceeding.  The table below shows the IAWC/Staff proposed capital structure as 
well as the capital structure adopted for ratemaking purposes in Docket No. 09-0319. 
 

   
Docket No. 09-0319 

 

   

IAWC/Staff 
Proposed 

 
Approved 

 



APPENDIX A - Exceptions 
 

5 

 
Short-term debt 

 
0.15% 

 
2.83% 

 
 

Long-term debt 
 

51.22% 
 

49.84% 
 

 
Common equity 

 
48.63% 

 
47.33% 

  
 The Commission is aware that neither IAWC nor the Staff has any obligation to 
begin with or compare its proposed capital structure to what it proposed or what was 
adopted in the previous rate case.  The Commission nevertheless finds such 
information useful.  The Commission finds it curious that there is such a significant 
disagreement in this proceeding over an issue on which the same parties were in 
agreement in the previous case.  The Commission does not believe either party 
provided a compelling explanation why its proposal in this proceeding varies so far from 
what it proposed in Docket No. 09-0319.  Similarly, the Commission believes that the 
record is devoid of any persuasive reason the capital structure approved in this 
proceeding should vary significantly from the one approved in Docket No. 09-0319. 
 
 The Commission concludes that for purposes of this proceeding, the proportion 
of short-term debt in the capital structure should be lower than was approved in Docket 
No. 09-0319 but higher than what IAWC projects for the test year.  For purposes of 
establishing an authorized rate of return on rate base in this proceeding, the 
Commission finds the record supports a capital structure that includes 1.30% short-term 
debt.  While the Commission does not necessarily agree with the specific method by 
which Staff derived this proportion, it does believe the result is reasonable.   
 
 To determine the proportion of long-term debt and common equity in the capital 
structure, the Commission concludes it should begin with the proportions found to be 
reasonable for ratemaking purposes in Docket No. 09-0319.  The Commission finds it 
appropriate to increase the proportion of each by one half of the proportion by which the 
short-term debt proportion was decreased.  The table below shows the capital structure 
which the Commission finds appropriate for purposes of establishing an authorized rate 
of return on rate base. 
 

  

Approved 
Proportion 

 Short-term debt 
 

1.30% 
 Long-term debt 

 
50.60% 

 Common equity 
 

48.10% 
 Total 

 
100.00% 

  
Before leaving this issue, the Commission notes that Staff also offered an 

alternative capital structure, as described above.  As IAWC points out, however, this 
proposal was not presented by any witness.  Rather, it was advanced for the first time in 
briefing.  The proposal is essentially the result of an expert analysis which did not 
appear in the expert witness’ testimony.  As such, there has been no opportunity to 
conduct discovery or cross-examination, or to submit responsive evidence.  The 
proposal will not be adopted.  
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Exception 3: ALJPO Section V.A, “Test Year Sales Volumes and Revenues”, 
Subsection 3, “IAWC Position” (ALJPO, pp. 42-43) and Subsection 4 
“Commission Conclusion” (ALJPO, pp. 45-47) should be modified as follows as 
discussed in Section II.C of the accompanying Brief on Exceptions (pp. 17-20): 

1. IAWC Position 

* * * 

According to IAWC, the AG claims, without citation to the record or further 
explanation, that IAWC’s consumption forecast methodology, by averaging the demand 
for each year, ignores the variability in monthly usage.  The AG IAWC argues that 
seasonal variability is precisely what must be removed to study an underlying trend in 
non-weather sensitive, base usage.  IAWC says averaging the weather-sensitive usage 
accomplishes the variability in weather-impacted monthly usage this.  The AG also 
criticizes IAWC’s methodology as using too limited a number of years.  IAWC responds 
that the eight nine seasonal averages (2003 – 2011) on which IAWC based its analysis 
represents the maximum data set available and strikes a reasonable balance between 
providing sufficient statistical data for analysis and being representative of today’s 
demographics and drivers.  IAWC says the AG recommends a projection based on only 
one year.  In IAWC's view, the AG’s criticisms in this regard are baseless.  (IAWC RB at 
35-36) 

 
* * * 

 
4. Commission Conclusion  

The Commission has reviewed the three proposals and argument relating thereto 
regarding test year sales volumes.  Both the AG and IIWC/FEA object to IAWC's 
forecast of test year residential sales volumes.   
 
 While the AG seems to acknowledge that per-customer usage has been 
declining, IIWC/FEA's position on this issue is not clear.  For residential base usage, 
IIWC/FEA uses actual 2010 non-summer usage, which suggests IIWC/FEA does not 
believe residential usage will continue to decline.  While IIWC/FEA suggests IAWC has 
understated residential sales for the test year, it is not clear how it reached that 
conclusion.   
 
 The Commission's review of the record supports IAWC's assertion that 
residential sales volume, on a per customer basis, has been declining and can 
reasonably be expected to continue to decline in the short term.  Contrary to the AG's 
suggestion, it does not appear that IAWC believes residential sales volumes, on a per 
customer basis, will continue to decline indefinitely.  Instead, using a linear regression of 
recent history, IAWC is forecasting reduced residential usage, on a per customer basis, 
for the test year.   
 
 It appears to the Commission that IIWC/FEA essentially proposes to mix 
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historical residential usage data and use it for the future test year.  In the face of 
declining residential sales volumes, on a per customer basis, the Commission finds the 
IIWC/FEA method and results to be less reliable than the other proposals in the record.  
 
 The AG identifies what it believes are numerous errors in IAWC residential sales 
forecasting methodology.  The AG's recommendation is to use IAWC's residential sales 
forecast for the year ending September 30, 2012, which as the Commission 
understands it, uses essentially the same forecasting methodology employed by IAWC.  
The AG claims its proposal produces a higher residential sales forecast for the year 
ending September 30, 2012 and is more consistent with actual sales in the year ending 
September 30, 2011. 
 
 The AG asserts that IAWC's regression analysis ignores factors that influence 
usage such as population, economic conditions, changes in water-use technologies, 
weather, climate and price.  IAWC responds that time, as the dependent variable, 
functions as a proxy for increased fixture and appliance efficiency, consumer 
conservation ethic and education, price changes and a host of other factors that 
influence usage.  As an initial matter, it appears to the Commission that in IAWC's time 
series statistical regression analysis, residential usage is the dependent variable 
because it is the factor being influenced by independent variables. recognizes that 
multiple factors are influencing the trend, and that these factors are occurring over time.  
It does not selectively include or exclude specific factors that may be impacting 
residential customer base usage.  Rather, it quantifies the composite effect that all 
relevant factors are having over time.  Therefore, the AG’s criticisms are misplaced. 
 
 It appears to the Commission that the record lacks any meaningful statistical 
information substantiating IAWC's suggested correlation between time and residential 
usage.  Even if such statistical information were in the record, it would at best 
substantiate a correlation between two variables, time and residential usage.  Such 
information would not demonstrate a causal relationship, that is, changes in residential 
usage that can be explained by the passage in time.  Additionally, the record appears to 
contain no information to support IAWC's assertion that time is a reasonable proxy for 
the host of factors that influence usage, as it assumes.   
 
 In future rate cases where IAWC proposes to forecast residential usage, the 
Commission will expect a more complete analysis as outlined above, as well as a more 
reasonable amount of information by which the Commission may evaluate the 
forecasting methodology. 
 
 Having rejected IIWC/FEA's residential volume methodology and 
recommendation, the Commission will consider the load forecast for the year ended 
September 30, 2012, as recommended by the AG, and IAWC's load forecast for the test 
year.   
 

Given the Commission’s concerns about IAWC’s methods of forecasting 
residential usage, as identified above -- which for the most part would also apply to the 
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AG’s method -- the Commission is unable to find the results are sufficiently reliable to 
be used to predict further declines in usage beyond those reflected in the “current year” 
ending September 30, 2012. conclusions above, the record reflects that residential 
sales volume, on a per customer basis, has been declining and can reasonably be 
expected to continue to decline in the short term, which the Commission believes 
extends at least through the test year ending September 30, 2013.  It cannot accept the 
AG’s recommendation which, as the Commission understands it, uses essentially the 
same forecasting methodology employed by IAWC, but limits it to the immediate 
future—the year ending September 30, 2012.  The Commission finds that IAWC’s 
forecasted test-year revenues shall be adjusted accordingly. are reasonable and are 
approved. 

 
 

Alternative Language if Forecast for Year Ending September 30, 2012 Is Used: 
 
 In adopting a test year level of revenues based on IAWC’s forecast of residential 
sales volume for the year ending September 30, 2012, the Commission recognizes that 
this will result in an increased test year level of water sales and so an increase in test 
year production of water.  Thus, IAWC’s production costs for purchased fuel and power 
and chemicals must be adjusted upward to account for the change.  The adjustment 
results in an increase to test year expense of $182,000. 
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Exception 4: ALJPO Section V.E, “Chemical Expense” (ALJPO, p. 59) should be 
modified as follows as discussed in Section II.D of the accompanying Brief on 
Exceptions (pp. 20-25): 

1. IAWC Position 

IAWC projected a test year level of chemical expense of $7,626,127.  Company 
witness Mr. Suits explained IAWC’s projected level of chemical expense was derived 
from a chemical calculation model which takes negotiated unit costs for each chemical 
IAWC uses and calculates a chemical cost based on historic dosage amounts over a 
period of multiple years.  (IAWC Ex. 2.00R (2d Rev.) (Suits Reb.), pp. 7, 9.)  
Specifically, the model factors in anticipated system delivery, projected chemical unit 
costs (typically established through national procurement competitive bids) for each 
individual chemical, and historical treatment requirements in calculating total chemical 
expense.  (Id., pp. 7-8.)  In addition, it considers the total treated water requirement by 
combining projected total delivered water and internal plant usage by month.  (Id., p. 7.)   
Inputs are reviewed for possible changes in the water treatment process resulting from 
new regulations or possible efficiency or technology improvements.  (Id.)  Additionally, 
the historical chemical usage inputs are adjusted, if necessary, to reflect changes in 
treatment requirements.  (Id., pp. 7-8.)  Monthly chemical costs are developed from the 
quantity per million gallons per month required to treat the total projected treated water 
at the established costs per unit. (Id., p. 8.)  Given that IAWC’s detailed chemical 
expense projection model takes into consideration historical dosage on a monthly basis 
over multiple years for each chemical—which appropriately accounts for the many 
variables that impact (changing) chemical usage and costs—IAWC believes it produces 
a projected level of chemical expense which is reasonable.  (Id., p. 9.)  IAWC points out 
Staff obtained the Company’s chemical expense forecast model in discovery and did 
not take issue with the forecast level of the expense. 

 
IAWC points out that its response to IIWC/FEA’s proposed adjustment to 

chemical expense was not rebutted.  IAWC contends, in particular, IIWC/FEA failed to 
demonstrate that IAWC’s projected test year level of chemical expense is not prudent or 
necessary to meet projected chemical needs based on projections of usage and 
chemical cost.  It points out Mr. Collins did not testify that IAWC’s projected chemical 
dosage amounts for any individual chemical are not accurate.  And he did not testify 
that IAWC’s projected cost for any individual chemicals are inaccurate.  Rather, IAWC 
asserts, Mr. Collins proposes a mathematical exercise that inflates the perceived 
increase in IAWC’s chemical expense from 2010 to be a per-unit increase of 13% for 
Zone 1 in the test year chemical expense over the actual level of expense from 2010.  
IAWC contends looking at total chemical expense tells a different story.  IAWC believes 
the record shows its projected test year level of chemical expense is approximately 
$142,000 less than what the Commission authorized in Docket 09-0319.  (IAWC Ex. 
2.00 (2d Rev.), p. 7.)  Moreover, comparing IAWC’s actual 2010 chemical expense as 
cited by IIWC/FEA of $7,193,393 (IIWC/FEA Ex. 2.0, p.15), with IAWC’s projected test 
year level of chemical expense of $7,626,127 produces a projected increase of 
$432,734, or only 6%.  IAWC states over the period from December 31, 2010 to 
September 30, 2013, this equates to an increase of just over 2% per year.  IAWC 
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deems this a far cry from the 13% increase claimed by IIWC/FEA under its 
methodology.    

 
IAWC also contends the Commission rejected a similar adjustment proposed by 

IIWC in IAWC’s last rate case, Docket 09-0319.  IAWC explains, in that case, IIWC 
proposed an adjustment to another production-related expense, purchased fuel and 
power, based on the same one-dimensional cost per unit methodology Mr. Collins 
employed in this case.  Order, Docket 09-0319 (Apr. 13, 2010), p. 49.  The Commission 
discarded that adjustment, stating, “the Commission is not convinced of the merit in 
IIWC’s proposed method for capping or calculating PPF expense.”  Id., p .54.  The 
Commission also found problematic Mr. Collins’ failure in that case (as in this one) to 
calculate an adjustment for all of IAWC’s rate areas: “it does not appear that IIWC has 
properly considered the amount of electricity used in each district.  In fact, it is not 
entirely clear how the Commission is expected to implement the IIWC proposal for each 
district based on a cap of $0.144 per CCF.”  Id.  IAWC notes, here, as in that case, 
IIWC/FEA proposed adjustments for the Total Company and Zone 1, but failed to 
calculate the impact on the remaining districts.   

 
IAWC also notes Mr. Collins initially also proposed an adjustment to IAWC’s 

projected level of purchased fuel and power expense in this case.  (IIWC/FEA Ex. 2.0, 
pp. 12-14.)  However, IAWC believes IIWC/FEA apparently abandoned that adjustment 
after IAWC’s update filing reflected a $1.768 million reduction in the expense which 
resulted from new contract terms negotiated by the Service Company’s Supply Chain 
on behalf of IAWC.  (IAWC Exs. 1.00SUPP (Teasley Supp. Dir.), p. 5; 7.00SUPP, pp. 6-
7; 2.00R (2d Rev.), p. 5.)  IAWC explains chemical expense and purchased fuel and 
power are both key elements of production costs.  Thus, it contends Mr. Collins’ 
methodology also is flawed because it views chemical expense in strict isolation from 
any other costs.  IAWC points out, considered together, the test year level of those 
related production expenses decreased significantly—by over $3 million—from the 
Commission-approved levels in Docket 09-0319.  (See Docket 09-0319, Order (Apr. 13, 
2010), Appx. A, p. 1; IAWC Ex. 7.02SUPP (Sch. C-2 First Rev).)  Although it recognizes 
the Commission certainly can consider those related expenses in isolation, IAWC 
submits that it likewise should consider them together.   
 

2. IIWC/FEA Position 

According to IIWC/FEA witness Mr. Collins, the Company is forecasting a per-
unit increase of 13% for Zone 1 in the test year chemical expense over the actual level 
of expense from 2010. (IIWC/FEA IB at 4, citing IIWC/FEA Ex. 2.0 at 15)  He stated that 
using the actual sales volume and actual level of expense from 2010, the chemical 
expense is $0.1921 per thousand gallons on a total Company basis and $0.2411 for 
Zone 1. 

 
IIWC/FEA contends that although IAWC Mr. Suits discusses the inputs used in 

his determination, he failed to explain how his inputs justified the necessity of a 13% 
increase in chemical expense.  IIWC/FEA argues, “Absent such an explanation, IAWC 
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has not justified a 13% per unit increase in test year chemical expense over actual 2010 
chemical expenses.” (Id. at 4) 

 
IIWC/FEA recommends that the chemical expense “be held at $0.1921 per 

thousand gallons on a total Company basis.” (Id. at 5)  IIWC/FEA proposes that total-
company chemical expense for water operations be reduced to $6,947,766. 

 
IAWC does not appear to have addressed this issue in their briefs. 
 
Of the two recommendations of record, the Commission finds that reducing total-

company chemical expense for water operations to $6,947,766 provides a better 
forecast of test year expense, and should be adopted.   The expense should be 
allocated in the manner reflected in the Appendices to this Order.    

 
3. Conclusion 

Of the two recommendations of record, the Commission finds IAWC’s provides a 
better forecast of test year expense, and should be adopted.  IIWC/FEA’s position 
simply assumes that there is linear relationship between chemical expense and sales 
volume, when IAWC’s unrebutted evidence shows there is not.  Therefore, IIWC/FEA’s 
adjustment is not adopted. 
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Exception 5: ALJPO Section IV.D, “ADIT—Repairs Deduction—Fin 48”, 
Subsection 4, “Conclusion” (ALJPO, pp. 35-36) should be modified as follows as 
discussed in Section II.E of the accompanying Brief on Exceptions (pp. 26-29): 

 4. Conclusion 
 
IAWC has realized a tax savings which represent an interest free source of funds 

from the Federal and State government. The cumulative effect of the Company’s 
deferral of income taxes are credit balances of ADIT that are deductions from rate base. 
(Staff Ex. 9.0C at 10) 8 

 
The Company proposes to reduce ADIT by an amount recorded as uncertain tax 

positions by the Company in accordance with Financial Accounting Standards 
Interpretation No. 48 (“FIN 48”).  Since, in this case, ADIT is a deduction from rate base, 
the Company’s reduction of ADIT by the FIN 48 amount results in an increase in rate 
base.  

 
The AG and Staff recommendation would eliminate the reduction of ADIT by the 

FIN 48 amount thereby decreasing the Company’s proposed rate base.  
 
The Commission disagrees with AG and Staff that the FIN 48 amount represents 

a source of cost-free capital that should be reflected as a rate base deduction.  IAWC’s 
proposal does not contain a mechanism to protect customers while awaiting an IRS 
review.  Therefore,  The Commission finds instead that the decision to take uncertain 
tax positions can benefit ratepayers: if the IRS does not disallow allows the tax 
deduction associated with the FIN 48 reserve, customers would not will receive the 
benefit of the deferred tax credits, in the form of a rate base reduction, until in the first 
rate case after tax returns are no longer subject to IRS review and adjustment.  IAWC 
should be given an incentive to pursue the uncertain tax positions that provide this 
potential benefit. Given the expectation that the FIN 48 amounts will be repaid, 
however, the AG and Staff’s position eliminates this incentive.  This is because if, as 
expected, the FIN 48 amounts are remitted to the taxing authorities, IAWC will no longer 
have the FIN 48 funds, but will still have the rate base deduction until the next rate case.  
Thus, the Commission finds that IAWC’s position should be adopted. 

 
As indicated above, the Staff witness made a recommendation intended to 

further mitigate the Company’s risk in adopting uncertain tax positions.  While a 
proposal or mechanism for this purpose may well have merit, the one presented by the 
Staff witness is not clear in terms of how it would actually work.  Given the decision to 
adopt IAWC’s position, tThe Commission will not adopt it at this time. 

 
In conclusion, the adjustment proposed by Staff and the AG is adopted are 

rejected; the FIN 48 balances should be excluded from the balance of ADIT. 
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Exception 6: ALJPO Section V.D, “Costs Related to Audit of Service Company 
Fees”, Subsection 4, “Conclusion” (ALJPO, pp. 58-59) should be modified as 
follows as discussed in Section II.F of the accompanying Brief on Exceptions (pp. 
29-36): 

4. Conclusion 

The Audit of Service Company fees charged to IAWC, ordered by the 
Commission in Docket 09-0319, was preformed by NorthStar at a cost of $392,100 
following an RFP process overseen by the Commission Staff. 

 
The NorthStar fee was assessed to IAWC, and IAWC now seeks to recover the 

fee through rates. 
 
IAWC also seeks to recover an additional $722,000 in “incremental expenses,” 

bringing the total recovery to $1.114 million. 
 
The AG does not object to the recovery of the NorthStar fee of $392,100, but 

does object to the recovery of the $722,000 in incremental expenses. 
 
The Commission finds that IAWC should not be allowed to recover the full 

amount of incremental costs in this proceeding. 
 
The Commission disagrees with the AG witness that the incremental costs of a 

management audit must bear some proportional relationship to the cost of the 
independent auditor.  Such a position is contrary to the plain language of Section 8-102, 
the plain language of the Amendatory Order in Docket 09-0319 and the Initiating Order 
in Docket 10-0366, and is unsupported by the Commission precedent on the issue.  
$722,000 – which include $225,000 in labor costs from the very affiliate whose fees are 
the subject of the Audit -- are disproportionate to the actual cost of the NorthStar audit, 
which was $392,100 pursuant to a Commission-administered RFP process. The 
incremental cost total was also well above the upper end of the $400,000 to $600,000 
estimate prepared by IAWC. The incremental costs also appear to be disproportionate 
when compared to rate case expense, which covers a full array of rate case elements 
and issues -- many of them complicated -- which were addressed, in a contested 
setting, in numerous studies and analyses prepared by consultants and others. 

 
The reality of the Docket 10-0366 management audit and the record in this 

proceeding reflect the incremental audit costs incurred by IAWC are reasonable, 
prudent and necessary expenditures incurred solely to support and facilitate the 
performance of the management audit.  In conclusion, the Commission finds that IAWC 
has not justified the reasonableness of the requested amount of incremental costs of 
$722,000 and they should be recovered.      

 
The Commission does not agree with the AG, however, that the entire amount of 

“incremental” costs sought by IAWC, or any portion thereof, should be disallowed.  
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Under the circumstances, arriving at a reasonable amount is a challenge.  Given 
the information available in the record, tThe Commission therefore believes that 
allowing IAWC to recover incremental costs in the amount of $722,000, in addition to 
$392,100, which is the amount charged by NorthStar for to conduct the Audit itself, and 
is just below the low end of the range of estimated costs, would be reasonable.  IAWC’s 
total management audit cost of $1.14 million is thus approved.     
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Exception 7: ALJPO Section IX.F, “Other Issues” (ALJPO, pp. 135-36) should be 
modified as follows as discussed in Section II.G of the accompanying Brief on 
Exceptions (pp. 36-37): 

F. Other Issues 
 
As noted by Staff, an IIWC/FEA witness recommended, at least initially, that 

Scott Air Force Base (“AFB”) start taking service under a Competitive Service rate to 
reflect its service characteristics and that IAWC refund over-collections for costs to 
maintain and operate Scott AFB’s small distribution system for the last four years.  
 

Staff believes these recommendations should be rejected by the Commission.  
(Staff IB at 71; Staff Ex. 12.0 at 22) 
 
 Staff says IAWC indicates that IAWC’s customers are divided into only two 
categories: residential and non-residential.  All non-residential customer classes are 
charged the same non-residential rate and, therefore, there is no other rate that Scott 
AFB could be placed upon.  IAWC also indicates that if Scott AFB wishes to be 
considered for the Competitive Tariff, then it needs to apply to IAWC for this rate and 
meet the qualifications of a customer who would be accorded this rate. (Staff IB at 71) 
 
 Staff recommends that Scott AFB remain classified as a Sale for Resale 
customer and be accorded a non-residential rate.  Staff contends that Scott AFB is not a 
residential customer so IAWC is justified in charging Scott AFB a non-residential rate.  
Staff also recommends that if Scott AFB wants to be considered for the Competitive 
Tariff, it should apply to IAWC for this rate to see if it meets the qualifications to be 
placed in the Competitive Tariff classification.  (Staff IB at 71-72) 
 

IAWC also believes the Commission should reject IIWC/FEA’s initial 
recommendations.  According to IAWC, those recommendations represent a 
misunderstanding of the rate Scott AFB currently is on.  IAWC explains it provides water 
service to Scott AFB pursuant to a sale-resale agreement entered into on May 23, 1942. 
The Company and Scott AFB entered an agreement amending the 1942 contract on 
May 30, 1996, whereby IAWC would provide service at rates set at IAWC’s Commission 
approved water rates.  IAWC states the Commission approved the amended agreement 
on May 7, 1997.  (IAWC Ex. 5.00R (2d Rev.) (Kerckhove Dir.), pp. 25-26.)  
 
 IAWC explains, contrary to IIWC/FEA’s assertions, Scott AFB is not on the 
“wrong” tariff rate.  IAWC states a “Small General Service Rate” classification does not 
exist.  Moreover, Scott AFB is placed in the “Sale for Resale” customer class.  IAWC 
points out that there is an important distinction between the customer class that a 
customer is assigned to (for purposes of developing class cost of service studies) and 
the rate that a customer is charged.  IAWC explains the reference to “Sales for Resale” 
on Scott AFB’s bill is simply the class it is assigned to.  There is no separate “Sale for 
Resale” rate.  IAWC explains there are two primary rates that an IAWC customer can be 
on: residential or non-residential.  Scott AFB is charged the non-residential rate, as are 
customers in non-residential classes such as commercial, industrial, other public 
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authority, and other water utility.  Since all non-residential customer classes are charged 
the same non-residential rate, there is no other rate (other than a contract rate which 
Scott AFB would not qualify for) that Scott AFB could be placed on.  Because Mr. 
Collins alleges Scott AFB is more like a sale for resale customer, IAWC believes the 
non-residential customer classification is appropriate.  (IAWC Exs. 5.00R (2d Rev.), p. 
26; 11.00R (Herbert Reb.), p. 18.) 
 

IAWC also notes Scott AFB is being charged the same rate it has been charged 
for many years, as approved by the Commission (with applicable increases in each 
successive rate case), and it is the same rate as the Company’s other sale for resale 
customers.  IAWC states no amounts have been over-collected because Scott AFB has 
been charged the correct rate.  IAWC argues IIWC/FEA’s recommendations should 
therefore be rejected because there is no basis for concluding Scott AFB has been 
charged the wrong rate.  (IAWC Ex. 5.00R (2d Rev.), pp. 26-27.) 
 
 On rebuttal, IIWC/FEA expressed Scott AFB’s intent to apply for the Metered 
Large User Water Service tariff (“Large User tariff”) rate, which it believes will resolve its 
concerns in this regard.  In response to that testimony, IAWC revised its surrebuttal 
schedules to reflect adjusted present rate revenues in light of Scott AFB’s anticipated 
switch to the Large User tariff.   
 
 Having reviewed the evidentiary record and the arguments, the Commission 
declines to adopt IIWC/FEA's suggestions that it start taking service under a 
Competitive Service rate and that IAWC refund alleged over-collections for costs to 
maintain and operate Scott AFB’s small distribution system for the last four years.  Staff 
correctly points out that Scott AFB is currently classified and billed as a nonresidential 
customer.  Scott AFB is free to apply for the Competitive Tariff if it chooses.  It is not 
necessary for the Commission to further consider or rule upon IIWC/FEA's proposal in 
this proceeding. 
 

That said, the Commission notes IIWC/FEA expressed Scott AFB’s intent to 
apply for the Large User tariff and IAWC adjusted its test year revenues accordingly.  
Thus, it is necessary to decrease IAWC’s forecasted test year revenues at present rates 
by $111,808.00 to correctly reflect that Scott AFB will take service under the Large User 
tariff during in the test year.   
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Exception 8: ALJPO Section IX.D, “Consolidated of Volumetric Charges”, 
Subsection 2, “IAWC’s Position” (ALJPO, p. 134) and Subsection 3, “Conclusion” 
(ALJPO, pp. 134-35) should be modified as follows as discussed in Section II.H of 
the accompanying Brief on Exceptions (p. 37): 

2. IAWC's Position 

 IAWC notes that IIWC/FEA proposes that the volumetric charges for the Air 
Products’ two meters should be consolidated since they are served by the same 
distribution main.  IIWC/FEA concludes that rates should not be conditioned on how the 
customer installs plumbing behind IAWC’s meters; it claims that Air Products will 
otherwise pay twice for IAWC’s distribution costs.  (IAWC RB at 69) 
 
 IAWC contends that its IAWC’s rules and regulations state, “When more than 
one meter setting is installed on a Customer’s Premises, each meter setting shall be 
treated separately (i.e., as if it belonged to a separate Customer).  The registrations of 
such meters will not be combined unless such meters measure water being received by 
a common distribution system.”  As IAWC’s witness explained at hearing, this means if 
there is a common distribution system behind multiple meters, then the readings of the 
two meters can be combined, so both meters do not have to go through the rate blocks.  
(Tr. 444.)  IAWC states that according to its records, Air Products’ 2-inch meter is 
located in a meter vault, while its 4-inch meter is located within the facility.  IAWC 
argues that this justifies separate billing.  (IAWC RB at 69-70) 
 
 In IAWC's view, IIWC/FEA provided no evidence that its meters serve measure 
water being received by a common distribution system in accordance with IAWC’s tariff 
provision.  To consolidate its billing, IAWC asserts that Air Products must have a 
common, interconnected distribution system behind the meters.  IAWC says this has not 
been shown.  IAWC claims it cannot confirm that the tariff applies.  (IAWC RB at 70) 
 

3. Conclusion 

IIWC/FEA states that Air Products currently takes service from two separate 
meters that are served by the same distribution main.  IIWC/FEA argues that the 
volumetric charges for the two meters should be consolidated since they are served by 
the same distribution main.   
 
 IAWC states the issue not, as IIWC/FEA contends, whether Air Products has two 
meters or whether they are served by the same distribution main, but whether Air 
Products’ meters measure water being received by a common distribution system.  
IAWC states IIWC/FEA has not verified this.  IAWC states that according to its records, 
Air Products’ 2-inch meter is located in a meter vault, while its 4-inch meter is located 
within the facility.  IAWC believes that this justifies separate billing pursuant to its tariffs.   
 
 In the Commission's view, it may be appropriate in some instances to address a 
specific tariff dispute between a utility and customer in a general rate case.  In this 
instance, however, the Commission does not believe that the record of this proceeding 
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is sufficient to allow it to make a fully informed decision regarding the various issues 
relating to IIWC/FEA's proposal.  What information is in the record is not sufficient to 
support a finding that IAWC is failing to comply with its tariffs, or alternatively, that its 
tariff should be modified.  Moreover, the record reflects that IIWC/FEA has not verified 
whether Air Products’ meters measure water being received by a common distribution 
system, as the tariff requires.  As a result, the Commission rejects IIWC/FEA's proposal 
without prejudice so that it may addressed, if necessary, in a later proceeding. 
 
 


