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I. INTRODUCTION 

 On July 31, 2012 the Administrative Law Judge issued a Proposed Order in this docket, 

in which he recommended that the Commission allow Illinois American Water Company 

(“IAWC” or “the Company”) to increase its revenues by $16,929,441 or 7.90%.  The People of 

the State of Illinois, by LISA MADIGAN, Attorney General of the State of Illinois (“the People” 

or “AG”), pursuant to the Illinois Administrative Code Part 200.830, 83 Ill. Admin. Code 

200.830, submit these Exceptions and Brief on Exceptions.  This is IAWC’s third rate increase 

request in six years.
1
 This time it requested a $34.2   million, or 16.15% overall increase in 

revenues from its water and sewer customers in Illinois, consisting of an 18.27% increase for 

water customers and a 15.62% increase for sewer customers.  IAWC Ex. 5.01 SR, Total 

Company; Proposed Order at 2.   

The People do not except to the following Proposed Order conclusions:   

Pension Asset, page 29 

ADIT-Repairs Deduction – FIN 48, page 31 

Test year sales volumes and revenues, page 39 

Rate case expense (1)-(4), page 47 

Costs related to audit of Service Company fees, page 55 

Proposed revenue adjustment clause, page 146 

  

The People take exception to the Proposed Order’s as follows:     

1. In regard to the “Business Transformation” or “BT” costs, the Commission should 

adopt a larger adjustment to reflect anticipated savings consistent with the adjustment 

adopted by the California Public Utilities Commission in its recent California-

American rate case; specifically discuss the assignment of Service Company costs to 

IAWC and reject IAWC’s attempt to charge consumers the cost of capital on Service 

                                                 
1
 In Docket 07-0570, IAWC received at $13,629,267 or 14.90% increase, Order at App. A (July 

30, 2008).   In Docket 09-0319 it was allowed a $41,373,528, a 22.78% increase.  Order at App. 

A (April 13, 2010). 
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Company expenses.   

2. The Commission should remove the effect of IAWC’s choice to prepay Service 

Company charges from the Company’s cash working capital adjustment because 

prepayment is neither mandated by the Service Company Agreement approved by this 

Commission nor fair to consumers. 

 

3.  Rate case expense – Service Company labor, page 53  

4. The Commission should direct IAWC to calculate the Domestic Production Activities 

Deduction (DPAD) as part of its federal income tax expense. 

5. The Commission should find that consumers are being harmed and shareholders 

unfairly benefited by IAWC’s participation in a consolidated federal income tax 

return as demonstrated by IAWC’s failure to take bonus depreciation, and adopt a 

methodology for shifting some of the tax benefits that come from consolidation to 

Illinois consumers, consistent with the practices in Indiana, Pennsylvania, New 

Jersey, and West Virginia, all American Water states. 

6. The Commission should adjust the customer charge to prevent an over-recovery of 

costs through fixed charges and because the increase in the customer charges greatly 

exceeds the overall proposed increase, unreasonably burdening small use customers. 

 

Exceptions 

 

II. THE COMMISSION SHOULD FIND THAT “BUSINESS TRANSFORMATION” 

COSTS ARE SERVICE COMPANY COSTS ON WHICH IAWC CUSTOMERS 

SHOULD NOT BE REQUIRED TO PAY A RATE BASE RETURN. 

 

 The Proposed Order allows IAWC to include $17.821 million in BT costs in test year rate 

base (equaling $19.186 million prior to the adjustment for ADIT).  Proposed Order at 22.  As a 

result, consumers will be asked to pay the weighted average cost of capital on this amount, 

despite the fact that these costs were incurred by the Service Company and the Service Company 

Agreement does not authorize it to charge IAWC a lump sum for facilities necessary for the 

Service Company to provide services. 

A. The Commission Should Find That IAWC’s Requested Rate Base Treatment 

Of The BT Costs Is Not Authorized By The Approved Service Company 

Agreement. 
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 The Proposed Order finds that the Service Company Agreement does not address whether 

IAWC can include charges from the Service Company in rate base.  Proposed Order at 23.  

However, the Proposed Order does not include the language of the Service Company Agreement 

making it difficult for the reader to assess the validity of this conclusion.  The relevant language 

of the Service Company Agreement states:   

“All costs of service rendered by Service Company personnel shall be charged to Water 

Company based on actual time spent by those personnel as reflected in their daily time 

sheets or other mutually acceptable means of determination.”   

AG Cross Ex. 3 at 9 (¶2.2).  Article II of the SC Agreement specifies that charges for time spent 

include:  “actual time spent,” ¶2.2;  direct charges for services, ¶2.3; allocated charges for 

services, ¶2.4; cost for support personnel, “as well as the cost of lease payments, depreciation, 

utilities and other costs associated with leasing office space and equipment.”  ¶2.5. AG Cross Ex. 

3.  Article II provides for the pass-through of office costs and depreciation, but does not provide 

authorize the SvCo to transfer the total cost of its office expenses to its regulated affiliates so that 

they will (1) pay that expense in a lump sum and (2) charge consumers a profit on that amount. 

 Article III of the SC Agreement also specifically addresses the “Allowance for 

Overhead.”   General overhead is defined in paragraph 3.2 as pension and insurance premiums 

for SC employees, legal and other fees for services, taxes, other general office supplies and other 

similar expenses, and interest on working capital.  AG Cross Ex. 3 at ¶3.2 (emphasis added).  

The cost of computer equipment and software are Service Company expenses associated with 

Service Company overhead, and should be allocated to IAWC accordingly.  The Service 

Company, not IAWC consumers, should bear the financing costs associated with this project. 

The People request that the Commission reverse the Proposed Order and reject IAWC’s 
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request to treat BT costs as a rate base item.  The Commission should conclude instead that the 

Service Company Agreement, approved in ICC Docket 04-0595, requires that the Service 

Company include the cost of its facilities, such as the BT systems, in the overhead charges it 

includes in its charges to IAWC.   

B. If The Commission Allows BT Costs In Rate Base, It Should Remove 12.3% 

Of The Total Cost To Reflect A Fair Allocation To American Water’s 

Unregulated Operations. 

 

While the Proposed Order adopts a reporting system going forward to capture the use of 

the BT services by IAWC’s unregulated affiliates,
2
 it fails to allocate a reasonable portion of the 

BT costs to IAWC’s unregulated affiliates and accepts at face value IAWC’s representation that 

the BT systems were not designed for its unregulated affiliates.  Proposed Order at 24.  This 

ignores the evidence in the record showing (1) that 12.3% of American Water’s revenues are 

from non-regulated operations; (2) that IAWC’s unregulated affiliates used 13.06% of the 

Service Company’s Information Technology services for the years 2009, 2010, and 2011; and (3) 

that the audit of Service Company costs ordered by the Commission stated that: “The corporate 

level of the organization performs services that can be universally provided to all companies, or 

functions that are necessary to support the corporate structure.  The divisional level provides 

services specific to utilities within a region.” (Northstar Audit at III-5).  Apart from IAWC’s bald 

assertion that its unregulated affiliates are not expected to use the BT systems to any appreciable 

extent, the BT’s administrative, financial, and accounting functions include corporate functions 

and there is no obvious reason that American Water’s unregulated operations would not use 

American’s most recent technology for their corporate level needs. 

The Proposed Order also notes that while the North Star Audit reported that only 8.9% of 

                                                 
2
 Proposed Order at 24. 
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the BT costs were being allocated to IAWC, Proposed Order at 10, IAWC submitted that this 

allocation was increased to 9.9% “because the number of customers in the American Water 

system decreased with the sale of utilities in New Mexico and Arizona.”  Proposed Order at 18.  

This increase in allocation to Illinois is not due to any growth in Illinois operations, and burdens 

Illinois consumers due to unrelated sales by IAWC’s parent company in other states.  This 

additional allocation, combined with IAWC’s failure to include any unregulated operations in the 

BT allocations, demonstrates that the allocation to Illinois consumers is overstated.  

 Assuming that the Commission allows IAWC to include BT costs in rate base, it should 

modify the Proposed Order and only allow IAWC to include a properly allocated portion of 

costs, after attributing 12.3% of the total BT to IAWC’s unregulated affiliates.  At a minimum the 

Commission should reject the request to increase the Illinois allocation to 9.9% due to IAWC’s 

parent company’s decision to sell its operations in other states (i.e. New Mexico and Arizona). 

 

C. The Commission Should Follow The Lead Of The California PUC and Offset 

The BT Costs With Anticipated Savings. 

 

While the Proposed Order related that the California Public Utilities Commission has 

imputed BT cost savings in its treatment of BT costs in a recent California-American Water 

Company (“Cal-Am”), it did not provide the Commission with sufficient information to assess 

the California PUC’s decision.   Proposed Order at 14. In the People’s Initial Brief, the full text 

of the California PUC’s decision to reflect BT savings in Cal-Am’s rates was presented as 

follows: 

[T]his week, the California Public Utilities Commission decided the same issue of 

cost savings in regard to the same BT project in a rate case for IAWC’s sister 

affiliate, California-American Water Company.  The California PUC adopted the 
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estimated BT savings based on the projected savings provided to American 

Water’s Board of Directors and reduced Cal-Am’s revenue requirement 

accordingly.  The California PUC held that: 

“the estimated benefit or savings identified by Cal-Am should inure to 

ratepayers during this rate case cycle. Cal-Am states that the estimates are 

preliminary and of limited predictive value. We understand Cal-Am’s concern 

regarding the accuracy of estimates, but general rate cases are fundamentally 

based on estimates of future expenses. 

 

Also, the estimates were provided to American Water Work’s board of 

directors, the people who use the information to make decisions affecting the 

company. We assume that the accuracy of a presentation for the board of 

directors is at least the same as that of a general rate case filing. And, as Cal-

Am’s witness stated, there have been no revisions to the estimates of savings 

since that information was presented to the American Water Work’s board of 

directors in May 2010. 

 

Therefore, we will adopt Cal-Am’s estimated savings for 2012, 2013 and 

2014, as presented to the American Water Work’s board of directors and 

entered into the record of this general rate case by DRA. The estimated 

savings are calculated using figures from the confidential document; however, 

the figures here do not compromise the confidentiality of that document. 

 

As with most estimates in a general rate case, if Cal-Am realizes greater 

savings than those identified, Cal-Am retains the savings. If project costs 

exceed the amount authorized, Cal-Am absorbs them. This equilibrium 

provides the incentive for Cal-Am to estimate projects accurately, which 

benefits ratepayers, and reduces costs, which benefits Cal-Am.”  
 

California-American Water Co., Application No. 10-07-007 & 11-09-016, Order at 63-64 (June 

14, 2012), available at:  http://docs.cpuc.ca.gov/WORD_PDF/FINAL_DECISION/168807.PDF  

The California PUC recognized savings based on an allocation to Cal Am (and incorporating an 

allocation to non-regulated affiliates). 

 The Proposed Order declines to recognize the $2.180 million in savings for the test year 

for Illinois consumers identified by People’s witness Smith, preferring the Staff and Company 

http://docs.cpuc.ca.gov/WORD_PDF/FINAL_DECISION/168807.PDF
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figure of only $419,000.    Proposed Order at 23.  The People request that the Commission 

modify the Proposed Order and, like the California PUC,  give consumers the expected benefit of 

the BT systems at the same time that it allows BT costs into rates. 

1. Proposed Language 

 The People do not recommend any changes in the descriptions of the parties’ positions.  

The People provided several options to the Commission in addressing the BT costs.  As a result, 

the options available to the Commission are noted as (1)  allow recovery but account for 

expected BT cost savings, (2) exclude BT costs from rates and direct that they be recovered 

pursuant to the Service Company agreement, and (3) reduce the allocation to Illinois to reflect an 

allocation to IAWC’s non-regulated affiliates.  

 The conclusions in the Proposed Order at page 21 to 24 should be changed as follows: 

 5.  Conclusion 

(1) Allow BT into rate base but include cost savings. 

The American Water Business Transformation (“BT”) program encompasses the 

development and system-wide deployment of new, integrated IT systems and the process 

of implementing the new systems in a manner that purportedly aligns business processes 

with the increased capabilities of the new systems.  According to IAWC, the BT program 

is intended to replace existing technology systems which have become antiquated. 

 

There are three projects that comprise the core of the program. They are identified 

as Enterprise Resource Planning, Enterprise Asset Management and Customer 

Information Systems. 

 

The costs of the program are charged by the Service Company to IAWC, and 

other regulated subsidiaries of American Water, based on their respective customer 

counts.  IAWC’s requests recover of a share of the costs, using a customer allocation 

factor of 9.9%, that will be $28.9 million. 

 

Based on the anticipated deployment dates of the BT systems and the Company’s 

use of a test year ending September 30, 2013, IAWC seeks to include $19.186 million in 

BT costs in test year rate base.  Net of ADIT, the amount is $17.821 million. IAWC 

argues that the “investment in [BT] is prudent,” and that the level of BT costs is 

reasonable.  

  

The AG recommends that all such BT costs be removed from rate base.  In 
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support of its recommendation, the AG claims that the allocation of BT charges to IAWC 

is overstated because costs are not properly allocated to American Water’s non-regulated 

businesses and because the customer allocation factor should be 8.9%, not 9.9%; that 

IAWC is asking ratepayers to pay a return and profit on Service Company expenses in 

violation of the SC Agreement that provides that services are provided at cost; and that 

IAWC has not properly reflected cost savings associated with the BT project. 

 

Staff made adjustments to reflect estimated cost savings that will occur due to 

implementation of the new computer systems, to remove hardware lease costs that will 

not be incurred until after the test year, and to reduce Service Company fees due to non-

regulated affiliates’ use of the BT system.  Staff notes that IAWC’s test-year filing reflects 

full retirement of the old computer systems that the BT program will replace. Staff 

recommends that the BT costs, subject to the adjustments and reporting requirements 

proposed by Staff, be included in rate base. 

 

Having reviewed the record, the Commission first finds that there is a need for the 

BT program. The current system is outdated and in need of replacement. The processes 

used to develop the BT program, and the projects that comprise the program, can 

reasonably be expected to satisfy that need. 

 

The record also indicates that the projected timelines for deployment of the 

components of the BT systems are reasonable, and, subject to Staff adjustments, were 

accurately matched up with the test year. 

 

Regarding costs, the record in this proceeding contains a description of the 

competitive bidding and other processes and analyses used to determine and control 

costs.  There is no indication that either these processes and analyses, or the amounts of 

such costs, were unreasonable for the work involved.  If evidence to the contrary is 

presented in future proceedings, adjustments could be proposed at that time.  

 

With regard to cost savings, the AG argues that IAWC has not properly reflected, 

in test-year revenue requirement, the cost savings associated with the BT project. The AG 

complains that identified savings of $419,000 are small. The AG recommends that “the 

savings American Water internally identified should be allocated and applied to IAWC’s 

operations in the test year … if any BT costs are to be charged to Illinois consumers.” 

The AG estimates the amount to be $2.180 million for the test year. 

 

Of the two proposals of record, the Commission agrees with the AG and the 

California PUC that it is reasonable to include an estimated amount of cost savings 

believes the cost-savings estimate recommended by Staff and IAWC is the more accurate 

estimate of the amount of savings in the test year, and that the $2.180 million in cost 

savings attributable to Illinois should be used for ratemaking purposes in this docket.   

 

In making that determination, the Commission is not suggesting that additional 

savings are irrelevant.  After all, it appears that estimates of additional cost savings were 

part of the AWW analysis of the BT program.  So although the Commission believes it 
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would premature to assign all such savings to the test year in this case, as noted above, 

the Commission does believe that the issue of whether and to what extent such additional 

savings were realized, or should be imputed, is a relevant one for consideration in future 

rate cases. 

 

The Commission will next consider the AG’s argument, raised in its initial brief, 

that by seeking to include BT costs in rate base, “IAWC is asking ratepayers to pay a 

return and profit on Service Company expenses in violation of the SC Agreement that 

provides that services are provided [to IAWC] at cost.” 

 

No further changes under this alternative. 

 

 

(2)   Remove BT costs from rate base and allow recovery under the 

Service Company Agreement. 

 

 The American Water Business Transformation (“BT”) program 

encompasses the development and system-wide deployment of new, integrated IT 

systems and the process of implementing the new systems in a manner that purportedly 

aligns business processes with the increased capabilities of the new systems.  According 

to IAWC, the BT program is intended to replace existing technology systems which have 

become antiquated. 

 

There are three projects that comprise the core of the program. They are identified 

as Enterprise Resource Planning, Enterprise Asset Management and Customer 

Information Systems. 

 

The costs of the program are charged by the Service Company to IAWC, and 

other regulated subsidiaries of American Water, based on their respective customer 

counts.  IAWC’s requests recover of a share of the costs, using a customer allocation 

factor of 9.9%, that will be $28.9 million. 

 

Based on the anticipated deployment dates of the BT systems and the Company’s 

use of a test year ending September 30, 2013, IAWC seeks to include $19.186 million in 

BT costs in test year rate base.  Net of ADIT, the amount is $17.821 million. IAWC 

argues that the “investment in [BT] is prudent,” and that the level of BT costs is 

reasonable.  

  

The AG recommends that all such BT costs be removed from rate base.  In 

support of its recommendation, the AG claims that the allocation of BT charges to IAWC 

is overstated because costs are not properly allocated to American Water’s non-regulated 

businesses and because the customer allocation factor should be 8.9%, not 9.9%; that 

IAWC is asking ratepayers to pay a return and profit on Service Company expenses in 

violation of the SC Agreement that provides that services are provided at cost; and that 

IAWC has not properly reflected cost savings associated with the BT project. 
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Staff made adjustments to reflect estimated cost savings that will occur due to 

implementation of the new computer systems, to remove hardware lease costs that will 

not be incurred until after the test year, and to reduce Service Company fees due to non-

regulated affiliates’ use of the BT system.  Staff notes that IAWC’s test-year filing reflects 

full retirement of the old computer systems that the BT program will replace. Staff 

recommends that the BT costs, subject to the adjustments and reporting requirements 

proposed by Staff, be included in rate base. 

 

Having reviewed the record, the Commission first finds that there is a need for the 

BT program. The current system is outdated and in need of replacement. The processes 

used to develop the BT program, and the projects that comprise the program, can 

reasonably be expected to satisfy that need. 

 

The record also indicates that the projected timelines for deployment of the 

components of the BT systems are reasonable, and, subject to Staff adjustments, were 

accurately matched up with the test year. 

 

Regarding costs, the record in this proceeding contains a description of the 

competitive bidding and other processes and analyses used to determine and control 

costs.  There is no indication that either these processes and analyses, or the amounts of 

such costs, were unreasonable for the work involved.  If evidence to the contrary is 

presented in future proceedings, adjustments could be proposed at that time.  

 

With regard to cost savings, the AG argues that IAWC has not properly reflected, 

in test-year revenue requirement, the cost savings associated with the BT project. The AG 

complains that identified savings of $419,000 are small. The AG recommends that “the 

savings American Water internally identified should be allocated and applied to IAWC’s 

operations in the test year … if any BT costs are to be charged to Illinois consumers.” 

The AG estimates the amount to be $2.180 million for the test year. 

 

Of the two proposals of record, the Commission agrees with the AG and the 

California PUC that it is reasonable to include an estimated amount of cost savings 

believes the cost-savings estimate recommended by Staff and IAWC is the more accurate 

estimate of the amount of savings in the test year, and that the $2.180 million in cost 

savings attributable to Illinois should be used for ratemaking purposes in this docket.   

 

In making that determination, the Commission is not suggesting that additional 

savings are irrelevant.  After all, it appears that estimates of additional cost savings were 

part of the AWW analysis of the BT program.  So although the Commission believes it 

would premature to assign all such savings to the test year in this case, as noted above, 

the Commission does believe that the issue of whether and to what extent such additional 

savings were realized, or should be imputed, is a relevant one for consideration in future 

rate cases. 

 

The Commission will next consider the AG’s argument, raised in its initial brief, 

that by seeking to include BT costs in rate base, “IAWC is asking ratepayers to pay a 
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return and profit on Service Company expenses in violation of the SC Agreement that 

provides that services are provided [to IAWC] at cost.” 

 

A basic problem with the AG’s argument is that the “provision” of the Service 

Company Agreement, to which the AG refers, applies to charges assessed to IAWC by 

the Service Company.  Although we believe that the Agreement does not purport to 

dictate how charges by IAWC, to its ratepayers, are to be assessed, the agreement does 

govern how Service Company facilities and overhead are to be included in charges to the 

utility.  The Agreement, which we approved in Docket 04-0595, provides that the Service 

Company costs necessary to provide service are to be charged to IAWC as part of the 

Service Company overhead, and not forwarded as a lump sum for immediate recovery.  

The unregulated Service Company, not the utility, is responsible for the development is 

its systems, and that cost should be spread over the life of the system and charged to 

IAWC accordingly.  We will not allow this Service Company cost to be added to rate base 

at a significant cost to Illinois consumers.  By charging consumers a rate base return on 

this Service Company cost, Illinois consumers will be paying a profit on Service 

Company costs when IAWC and the Service Company agreement provide that Service 

Company services are provided at cost (without a profit charge).  As such, IAWC’s 

efforts to include BT cost in rate base would not be a violation of the SC Agreement. 

Further, there is no indication that the charges assessed to IAWC by the Service Company 

contained any profit or mark-up on BT costs.  

 

Our conclusion to exclude the BT costs from rate base is strengthen by evidence 

showing that many of The AG’s asserts, in its brief, that the BT costs would ordinarily be 

expensed by IAWC, rather than capitalized. This position first appeared in AG’s brief, as 

part of its argument, discussed above, that rate-basing BT costs would violate the SC 

Agreement.  The AG’s position is not supported by the evidentiary record.  IAWC 

presented evidence that the BT systems will have a useful life of 10 to 12 years.  IAWC’s 

internal documents presented on cross-examination demonstrate that a large portion of 

the BT costs that IAWC seeks to capitalize were initially classified as “operations and 

maintenance” and include the many meetings IAWC and Service Company personnel 

attended related to the BT system.  We do not require consumers to pay utilities a return 

on expenses, and we will not allow it here under the guise of BT costs. There is no 

indication that recovering these costs through the income statement, rather than ratably 

through rate base, would result in a lower revenue requirement. Staff and IAWC contend 

that recovering such costs as an operating expense would result in higher rates in this 

proceeding that would rate base treatment. 

 

We expect that future Service Company charges will reflect efficiencies due to the 

new BT systems, and that those efficiencies will help offset the higher over-head included 

in the Service Company charges going forward. We need not reach allocation issues, 

because we find that the Service Company agreement requires that BT costs be included 

in overhead charges associated with the actual service provided 

 

  Regarding allocation issues, the AG contends, in its brief, that the customer 

allocation factor applicable to IAWC should be 8.9%, not 9.9%.  As explained by IAWC, 
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however, argues that the 9.9% factor used by IAWC is more current, and correct, because 

it reflects the sale of AWW systems in two other states. 

 

The AG also claims that the allocation of BT charges to IAWC is overstated 

because costs are not properly allocated to American Water’s non-regulated businesses. 

The AG asserts that 12.3% of BT costs should be allocated to non-regulated businesses 

based on pre-BT program usage. 

 

Staff recommends a smaller adjustment of less than 1% to reflect use of the 

Customer Relationship and Billing system (“CIS”) by non-regulated affiliates, but 

otherwise agrees with IAWC that the BT core system is not designed to support non-

regulated affiliates, who will continue to use different systems to support their activities. 

 

Based on the record, the Commission finds that the Company has not adequately 

addressed why its unregulated affiliates are allocated no costs associated with BT.  The 

Northstar Audit conducted at our direction noted that regulated and unregulated affiliates 

both use the Service Company for corporate functions, and it is not credible that the 

unregulated operations would not take advantage of the new systems represented by BT.  

Further, the evidence is clear that unregulated affiliates also used Information Technology 

services under the old system, and there is no reason to believe that they will not need IT 

services under the new BT system.  We believe that recovering BT costs as overhead to 

services actually provided eliminates this allocation problem and assures that all users of 

these systems pay their fair share. that the adjustment proposed by Staff properly reflects 

use of the BT systems by non-regulated affiliates.  The adjustment proposed by the AG 

will not be adopted. 

 

The Commission also finds that the reporting requirements and updates 

recommended by Staff are reasonable and are approved. 

 

(3)   Reflect estimated savings from BT and change the BT allocations to 

reflect the use of BT systems by unregulated IAWC affiliates. 

 

The American Water Business Transformation (“BT”) program encompasses the 

development and system-wide deployment of new, integrated IT systems and the process 

of implementing the new systems in a manner that purportedly aligns business processes 

with the increased capabilities of the new systems.  According to IAWC, the BT program 

is intended to replace existing technology systems which have become antiquated. 

 

There are three projects that comprise the core of the program. They are identified 

as Enterprise Resource Planning, Enterprise Asset Management and Customer 

Information Systems. 

 

The costs of the program are charged by the Service Company to IAWC, and 

other regulated subsidiaries of American Water, based on their respective customer 

counts.  IAWC’s requests recover of a share of the costs, using a customer allocation 
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factor of 9.9%, that will be $28.9 million. 

 

Based on the anticipated deployment dates of the BT systems and the Company’s 

use of a test year ending September 30, 2013, IAWC seeks to include $19.186 million in 

BT costs in test year rate base.  Net of ADIT, the amount is $17.821 million. IAWC 

argues that the “investment in [BT] is prudent,” and that the level of BT costs is 

reasonable.  

  

The AG recommends that all such BT costs be removed from rate base.  In 

support of its recommendation, the AG claims that the allocation of BT charges to IAWC 

is overstated because costs are not properly allocated to American Water’s non-regulated 

businesses and because the customer allocation factor should be 8.9%, not 9.9%; that 

IAWC is asking ratepayers to pay a return and profit on Service Company expenses in 

violation of the SC Agreement that provides that services are provided at cost; and that 

IAWC has not properly reflected cost savings associated with the BT project. 

 

Staff made adjustments to reflect estimated cost savings that will occur due to 

implementation of the new computer systems, to remove hardware lease costs that will 

not be incurred until after the test year, and to reduce Service Company fees due to non-

regulated affiliates’ use of the BT system.  Staff notes that IAWC’s test-year filing reflects 

full retirement of the old computer systems that the BT program will replace. Staff 

recommends that the BT costs, subject to the adjustments and reporting requirements 

proposed by Staff, be included in rate base. 

 

Having reviewed the record, the Commission first finds that there is a need for the 

BT program. The current system is outdated and in need of replacement. The processes 

used to develop the BT program, and the projects that comprise the program, can 

reasonably be expected to satisfy that need. 

 

The record also indicates that the projected timelines for deployment of the 

components of the BT systems are reasonable, and, subject to Staff adjustments, were 

accurately matched up with the test year. 

 

Regarding costs, the record in this proceeding contains a description of the 

competitive bidding and other processes and analyses used to determine and control 

costs.  There is no indication that either these processes and analyses, or the amounts of 

such costs, were unreasonable for the work involved.  If evidence to the contrary is 

presented in future proceedings, adjustments could be proposed at that time.  

 

With regard to cost savings, the AG argues that IAWC has not properly reflected, 

in test-year revenue requirement, the cost savings associated with the BT project. The AG 

complains that identified savings of $419,000 are small. The AG recommends that “the 

savings American Water internally identified should be allocated and applied to IAWC’s 

operations in the test year … if any BT costs are to be charged to Illinois consumers.” 

The AG estimates the amount to be $2.180 million for the test year. 

 



 17 

Of the two proposals of record, the Commission agrees with the AG and the 

California PUC that it is reasonable to include an estimated amount of cost savings 

believes the cost-savings estimate recommended by Staff and IAWC is the more accurate 

estimate of the amount of savings in the test year, and that the $2.180 million in cost 

savings attributable to Illinois should be used for ratemaking purposes in this docket.   

 

In making that determination, the Commission is not suggesting that additional 

savings are irrelevant.  After all, it appears that estimates of additional cost savings were 

part of the AWW analysis of the BT program.  So although the Commission believes it 

would premature to assign all such savings to the test year in this case, as noted above, 

the Commission does believe that the issue of whether and to what extent such additional 

savings were realized, or should be imputed, is a relevant one for consideration in future 

rate cases. 

 

The Commission will next consider the AG’s argument, raised in its initial brief, 

that by seeking to include BT costs in rate base, “IAWC is asking ratepayers to pay a 

return and profit on Service Company expenses in violation of the SC Agreement that 

provides that services are provided [to IAWC] at cost.” 

 

A basic problem with the AG’s argument is that the “provision” of the Service 

Company Agreement, to which the AG refers, applies to charges assessed to IAWC by 

the Service Company.  The Agreement does not purport to dictate how charges by IAWC, 

to its ratepayers, are to be assessed.  As such, IAWC’s efforts to include BT cost in rate 

base would not be a violation of the SC Agreement. Further, there is no indication that the 

charges assessed to IAWC by the Service Company contained any profit or mark-up on 

BT costs.  

 

The AG’s asserts, in its brief, that the BT costs would ordinarily be expensed by 

IAWC, rather than capitalized. This position first appeared in AG’s brief, as part of its 

argument, discussed above, that rate-basing BT costs would violate the SC Agreement.  

The AG’s position is not supported by the evidentiary record.  IAWC presented evidence 

that the BT systems will have a useful life of 10 to 12 years.  There is no indication that 

recovering these costs through the income statement, rather than ratably through rate 

base, would result in a lower revenue requirement. Staff and IAWC contend that 

recovering such costs as an operating expense would result in higher rates in this 

proceeding that would rate base treatment. 

 

Regarding allocation issues, the AG contends, in its brief, that the customer 

allocation factor applicable to IAWC should be 8.9%, not 9.9%.  As explained by IAWC, 

however, the 9.9% factor used by IAWC is more current, and correct, because it reflects 

the sale of AWW systems in two other states. 

 

The AG also claims that the allocation of BT charges to IAWC is overstated 

because costs are not properly allocated to American Water’s non-regulated businesses. 

The AG asserts that 12.3% of BT costs should be allocated to non-regulated businesses 

based on pre-BT program usage. 
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Staff recommends a smaller adjustment to reflect use of the Customer 

Relationship and Billing system (“CIS”) by non-regulated affiliates, but otherwise agrees 

with IAWC that the BT core system is not designed to support non-regulated affiliates, 

who will continue to use different systems to support their activities. 

P 

Based on the record, the Commission finds that the Company has not adequately 

addressed why its unregulated affiliates are allocated virtually no costs associated with 

BT.  The Northstar Audit conducted at our direction noted that regulated and unregulated 

affiliates both use the Service Company for corporate functions, and it is not credible that 

the unregulated operations would not take advantage of the new systems represented by 

BT.  Further, the evidence is clear that unregulated affiliates also used Information 

Technology services under the old system, and there is no reason to believe that they will 

not need IT services under the new BT system.   

 

The Commission is also concerned that IAWC is seeking to increase its original 

BT allocation as a result of its parent’s sale of systems in Arizona and New Mexico.  

Illinois consumers are being asked to pick up costs that were initially incurred for a larger 

number of customers.  The parent company, not Illinois consumers, should bear the 

responsibility for the reduced number of customers as it relates to BT cost recovery. 

 

The Commission finds that the adjustment proposed by Staff the AG properly 

reflects use of the BT systems by non-regulated affiliates.  The adjustment proposed by 

the AG will not be adopted and IAWC will only be allowed to include in rate base 8.9% 

after an allocation of 12.3% of the total $300 million cost to non-regulated affiliates.    

The rate base amount requested by the Company will be reduced to $15,629,000, being 

87.7% of the amount requested by the Company.  

 

The Commission also finds that the reporting requirements and updates 

recommended by Staff are reasonable and are approved. 

 

III. THE COMMISSION SHOULD MODIFY THE PROPOSED ORDER’S 

CONCLUSIONS ON CASH WORKING CAPITAL TO REMOVE PREPAYMENT 

OF SERVICE COMPANY CHARGES.  

Cash Working Capital is “the cash needed by the Company to cover its day-to-day 

operations and reflects the timing of both payments by the Company and receipts of revenue 

from customers.” AG Initial Brief at 19-20.  IAWC proposed including $3,503,000 of Cash 

Working Capital (CWC) in rate base, an amount directly charged to Illinois ratepayers.  The 

People proposed reducing this amount by $1,242,000 by removing the effect of IAWC’s 

prepayment of fees to AWWSC.   
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 The Proposed Order accepted the Company’s CWC adjustment and stated that “the 

Agreement provides for prepayments by IAWC.”  Proposed Order at 27.  Without further 

explanation, the Proposed Order ignores the argument and analysis of the People and summarily 

notes that any amounts due from IAWC to the Service Company “clearly include” prepayment 

for services not yet rendered for the remainder of the current month.  Proposed Order at 27.  This 

conclusory interpretation results in overcharges to ratepayers by increasing rate base.  

 The Proposed Order also does not accurately portray the impact on the Company of this 

calculation.  Although the Company claims that excluding prepayment costs from IAWC’s CWC 

could ultimately increase the SC fees (and affect rates in future rate cases), IAWC has presented 

no evidence to support these claims. In fact, IAWC witness Mr. Rungren testified that he “did not 

believe there was any effect on the Service Company fees paid” by IAWC affiliate Pennsylvania-

American Water Company after the Pennsylvania Public Service Commission removed a 

prepayment lag from that company’s CWC adjustment back in the 1990’s.  There is simply no 

reason to believe that a similar adjustment to the CWC charges in IAWC would be any different. 

The Commission should remove the effect of IAWC’s choice to prepay the Service 

Company charges from the Company’s Cash Working Capital adjustment because prepayment is 

not mandated by the Service Company Agreement and it is inherently unfair to consumers.   The 

plain language of the Service Company Agreement does not require IAWC to prepay its fees to 

the AWWSC for services not yet rendered.  The language reads that the Service Company shall 

render a bill “as soon as practicable after the last day of each month… for all amounts due from 

Water Company for services and expenses for such month plus an amount equal to the estimated 

cost of such services and expenses for the current month.”  AG Cross Exhibit 3, Service 

Company Agreement at ¶ 4.1. 
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 This language has been extensively cited and argued throughout this proceeding.  IAWC 

and Commission Staff suggest that this language mandates prepayment.  As the People have 

consistently argued, however, that the language of the SC Agreement is not mandatory:  it uses 

terms such as “as soon as practicable” and “within a reasonable amount of time” for when 

payment is expected.  AG Reply Brief at 8.  What is not present in the SC Agreement is an 

express requirement to prepay the SC other than to pay the estimated next month’s charges 

“within a reasonable amount of time.”  Absent that requirement to prepay within a definite period 

of time, it becomes clear that IAWC’s prepayment represents little more than a business decision 

made by the Company, which now is being used to increase the CWC adjustment at the expense 

of consumers.   

Moreover, the record shows that IAWC cannot support the calculations presented.  The 

evidence adduced in this proceeding shows that bills are paid by IAWC in a “hybrid” fashion, 

where some charges are paid in advance while others are post-paid.  Tr. at 346.  However, 

IAWC’s calculations in its CWC analysis do not identify which costs are prepaid and which are 

postpaid.  AG Initial Brief at 20.  The rates should not be increased based on IAWC and the 

Service Company’s nebulous billing processes. 

Two sister public service commissions, in their analyses of an almost identical issue, have 

rejected IAWC’s interpretation of the Service Company Agreement.  Both the Pennsylvania and 

the West Virginia Public Service Commissions have concluded that the Service Company 

Agreement in place with those affiliate companies, and “virtually identical” to that in place with 

IAWC (Tr. at 349), did not require prepayment, and removed the associated CWC costs to 

ratepayers.  The Commission should follow the lead of Pennsylvania and West Virginia.  

The West Virginia Public Service Commission (PSC) specifically held that there was no 
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provision for advance payments of the next monthly bill.  AG Initial Brief at 21.  The West 

Virginia PSC went on to find that, although the Company should not act unreasonably in paying 

its bills to the Service Company, requiring advance payments is unreasonable and the 

Commission should adopt a payment lag comparable to its own payroll lag.  AG Initial Brief at 

21, citing West Virginia American Water Company, Case No. 08-0900-W-42, Order at 35-36 

(March 25, 2009).  Similarly, the Pennsylvania PSC removed prepayment from CWC for 

ratemaking purposes.  AG Initial Brief at 22; Tr. at 348. 

The People recommend that the same adjustment made in Pennsylvania and West 

Virginia should be made in the instant case in an effort to keep consumers from paying for an 

improperly inflated rate base due to an overstated CWC balance.  AG Initial Brief at 22.  The 

Proposed Order should adopt this adjustment in order to save the consumers from an inflated rate 

base. 

The People recommend that IAWC adopt the same labor lag that it uses internally as a 

reasonable lag for payments to the SC and request that the Commission adopt the language as 

proposed below to remove the effect of the prepayment lead from the CWC adjustment. 

Proposed Language 

 
The second paragraph on page 24 under C. Cash Working Capital should be modified as follows: 

C. Cash Working Capital 

 

As defined by Staff, Cash Working Capital is the amount of funds required from 

investors to finance the day-to-day operations of a company.  The AG defines CWC as 

“the cash needed by the Company to cover its day-to-day operations and reflects the 

timing of both payments by the Company and receipts of revenue from customers.” (AG 

Initial Brief at 19-20; AG Ex. 2.0 Rev. at 47.  A company’s CWC requirement may be 

positive or negative, depending on whether it receives revenues, on average, slower or 

faster than it pays expenses.  One way to determine the level of CWC to be included in 

rate base is through a lead-lag study that analyzes test year cash transactions and 

invoices. In general, lag times are associated with the collection of revenues owed to a 

Company (that is, the collection of cash from customers lags behind the Company’s cash 
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outlays for the provision of service), and lead times are associated with the payments for 

goods and services received by the Company (for example, vendors allow the Company 

to pay later for goods and services provided currently). (Staff Ex. 1.0 at 8) 

 
The conclusion on page 63 should be modified as follows: 

                     d. Conclusion 

 

The calculation of the payment lag in IAWC’s lead-lag study reflects prepayments 

made by IAWC to the Service Company.  

 

Whether the Service Company Agreement requires IAWC to make prepayments is 

in dispute. The AG argues that prepayments are not required, while IAWC and Staff 

contend that they arenot. 

 

Having reviewed the record, the Commission agrees with the AG that the Service 

Company Agreement does not require prepayments. IAWC and Staff that the Agreement 

provides for prepayments by IAWC. The amounts “due” from IAWC clearly include 

estimated payments for upcoming services to be provided over the remainder of the 

“current” month.  These estimated payments do not rise to the level of a prepayment 

mandated under the Service Company Agreement.  Rather, the prepayments are a 

business decision and should not be recovered at the expense of ratepayers.  We join 

Pennsylvania and West Virginia and reject including a prepayment lag in the utility’s 

lead-lag study. 

 

The adjustment proposed by the AG is notadopted. 

 

IV. THE COMMISSION SHOULD EXCLUDE $288,956 OF SERVICE COMPANY 

LABOR COSTS FROM RATE CASE EXPENSE. 

The Company requested recovery of $288,956 of service company labor costs as rate 

case expense for the work that it estimates its own employees or Service Company employees 

will perform on the rate case. As the People argued, this cost should be disallowed and a 

corresponding adjustment made to the amortization of rate case expenses because the underlying 

duties performed by Service Company employees in preparing a rate case are normal job 

functions and can be expected to replace the time devoted by those employees to IAWC services.  

AG Initial Brief at 34.   
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The Proposed Order, however, summarily finds that Service Company labor costs are 

“separate from and incremental to” the labor costs included in the test year revenue requirement.  

Proposed Order at 54.  The Proposed Order accepts IAWC’s argument that “the record makes 

plain” that Service Company labor costs are “incremental to normal job duties” and are only 

performed because of the rate case filing.  Proposed Order at 54.  The People contend, however, 

that the record on this issue is far from “plain.”   

IAWC and Service Company internal labor costs should be removed because the future 

test year, as filed, includes a full year of Service Company and IAWC labor costs.  IAWC 

already has an allowance for Service Company charges in its last rate case, and the same internal 

employees who manage the utility have submitted testimony.  There are only so many hours in a 

day, and it is unreasonable to believe that these employees provided the full complement of 

services in the prior years (which were included in rates) and then another set of services for the 

rate case.  Amortizing these costs over future years while also including a full year of employee 

and Service Company charges essentially double-counts the labor from these employees whose 

normal job duties should include rate case activities.  This is particularly true given the recurrent 

rate cases over the last six years.  AG Ex. 2.0 at 76-77; AG Initial Brief at 35.   This double-

counting of expenses forces ratepayers to pay substantially more than their fair share.  This is not 

a reasonable rate case expense and should not be borne by ratepayers.   

IAWC supported its argument with the testimony of a Service Company employee, Ms. 

Karen Cooper, who described her normal job function.  Her testimony, however, was in response 

to certain allegations raised by Staff in connection with the use of IAWC personnel to market 

non-regulated services.  IAWC Initial Brief at 60.  Beyond the testimony of Ms. Cooper, IAWC 

presented no evidence or argument to explain the role of other Service Company personnel in the 
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rate case and why their respective involvement in the rate case extended beyond the scope of 

normal job duties.  The Commission should require a higher level of proof when the utility seeks 

to recover employee expenses under two different categories. 

To properly place this in perspective, IAWC is asking ratepayers to foot the bill for well 

over a quarter million dollars in internal labor expenses, yet the Company can only point to one 

witness from the Service Company who performed work outside of her normal job function.  

IAWC and Staff, who agree with IAWC’s argument, failed to demonstrate that there were 

identifiable services in addition to normal job duties performed by internal and Service Company 

employees.  The Commission should reject IAWC’s requested recovery of $288,956 of rate case 

expense for Service Company and internal labor costs.  

Proposed Language 

Given the above argument, the People urge the Commission to modify the Proposed 

Order as follows on pages 53-54. 

5. Service Company Labor 

 

The AG argues that affiliated service company labor costs of $288,956 should be 

excluded from rate case expense. 

 

a. AG Position 

 

According to AG witness Smith, the labor costs for work that IAWC or Service Company 

personnel perform on the rate case should be excluded and does not require deferral or 

amortization; it is a normal job function. (AG IB at 34; AG Ex. 2.00 Rev. at 77)   

**** 

 

d. Conclusion 

 

Having reviewed the record, the Commission finds that IAWC failed to demonstrate what 

services were provided by the Service Company and internal employees and that these labor 

costs are not duplicative.  Therefore, because the Service Company labor costs included in rate 

case expense are neither separate from and nor incremental to those included elsewhere in test 
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year revenue requirement, the Commission will adopt the AG’s adjustment and remove $288,956 

from IAWC’s requested rate case expense.   

 

As such there is not a duplication or double-counting.  The AG adjustment will not be adopted. 

The recommendation of IAWC and Staff will not be adopted. 

 

 

V. THE COMMISSION SHOULD DIRECT IAWC TO CALCULATE THE DPAD 

TAX DEDUCTION BECAUSE ILLINOIS RATES ARE BASED ON A SEPARATE 

IAWC TAX RETURN AND THERE IS NO DPAD NORMALIZATION 

REQUIREMENT. 

 The Proposed Order relates that IAWC’s rates incorporate a $19.2 million federal tax 

liability despite the fact that IAWC’s parent, which files a consolidated tax return (including all 

American Water operations) pays no federal income taxes at all.  Proposed Order at 61-62.  

Given that IAWC’s stand-alone tax return reflects taxable income in the test year, IAWC would 

be eligible to take the “domestic production activities” deduction, also known as the Section 199 

deduction.  Unlike depreciation deductions which have a normalization requirement (ratemaking 

treatment must match consolidated tax return treatment), the DPAD contains no such 

requirement.   

The DPAD allows a deduction for up to 9% of the lesser of taxable income or taxable 

income produced by domestic production activities such as the collection, storage and treatment 

of raw water.  IAWC Ex. 13.00R at 35-36.    IAWC collects, stores, and treats raw water in all of 

its service areas, although many portions of the Chicago Metro area and South Beliot purchase 

Lake Michigan water.  Therefore, it is entitled to this deduction to offset the federal tax 

obligation included in its revenue requirement.   

The Proposed Order declines to direct IAWC to calculate this deduction and restate its 

stand-alone federal tax liability and appears to accept IAWC’s argument that if it were to file its 

taxes on a standalone basis for the test year, there would be no DPA deduction because operating 
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losses in other years would entirely offset taxable income in the test year.  Proposed Order at 63.  

This conclusion should not be accepted by the Commission.  Test year rates are based on a 

snapshot of revenue and expenses, and the tax bill included in rates shows positive taxable 

income to the extent that consumers are paying $19.2 million for federal taxes in their rates.  

IAWC Ex. 5.01 SR, page 1.  If IAWC’s argument that “operating losses in other years would 

entirely offset taxable income in the test year” were accepted in this instance, there is no reason 

to include any tax expense in rates.  IAWC’s argument includes too much, and does not justify 

IAWC’s refusal to include the readily available “domestic production activities” deduction in 

calculating its test year federal tax liability. 

 As mentioned in the Proposed Order, the California PUC addressed this issue in its June 

14, 2012 recent Cal Am rate case decision.  As in California, the utility effectively requests 

inconsistent tax treatment, claiming a federal tax expense of over $19 million, while failing to 

take an available deduction because it has no taxable income.  The Commission should agree 

with the California PUC, which stated: 

 We dislike inconsistent treatment of tax positions when the disparate treatment 

adversely impacts ratepayers, as it does in this case.  As noted by TURN, Cal-Am 

includes the WRAM balances in income for ratemaking purposes, which results in 

taxable income.  However, Cal-Am’s calculation of its income for tax reporting purposes 

excluded the WRAM balances from income, which results in a net operating loss. 

 

 The issue here is which of Cal-Am’s tax positions should be used to determine 

whether the DPAD is applicable.  In this case, because Cal-Am’s tax position for 

ratemaking purposes resulted in income tax, it is reasonable to apply the DPAD to 

reduce the income tax obligation for ratemaking purposes. 
 

 In D.10-11-034, the Great Oaks Water Company general rate case, the 

Commission approved DRA’s calculation of the DPAD.  DRA uses the same 

methodology here as in the Great Oaks general rate case.  DRA’s methodology is 

supported by TURN.  Cal-Am proposed a methodology in its initial application, but its 

rebuttal testimony claims that it is ineligible for the DPAD.  As explained above, we 

disagree.  Therefore we find DRA’s DPAD methodology reasonable and we adopt it here. 
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California-American Water Co., Application No. 10-07-007 & 11-09-016, Order at 44 (June 14,  

 

2012)(bold added) , available at:   

 

http://docs.cpuc.ca.gov/WORD_PDF/FINAL_DECISION/168807.PDF 

 

 The People’s witness Smith did not quantify the exact effect of the DPAD on IAWC’s 

federal income expense.  However, the Commission regularly requests utilities to provide 

information and rate impacts based upon the conclusions of a rate case.  The Commission should 

direct IAWC to provide the effect of the DPAD on its federal income tax expense, and  to reflect 

the DPAD in its compliance filing and rates in this docket.   

 Proposed Language  

 The conclusion on page 63 should be modified as follows: 

 3. Conclusion 

 

The AG argues, “The Commission should impute the effect the Section 199 tax 

deduction on IAWC’s taxes on separate return basis for ratemaking purposes.” (AG IB at 

35) 

 

Based on the record, the Commission finds that this recommendation should not 

be adopted in this proceeding. 

  

As IAWC explains, IAWC argues that if it were to file its taxes on a standalone 

basis for the test year, there would be no DPA deduction because operating losses in other 

years would entirely offset taxable income in the test year.  However, the test year 

contains a $19 million as a federal income tax expense, and the Company shows taxable 

income in the test year.  The revenue requirement includes a federal income tax expense, 

and consumers are entitled to receive the benefit of available deductions in the test year. 

 

Furthermore, Although the record does not quantify such a deduction, and does 

not indicate how it would be calculated, we direct the Company to revise its income tax 

expense reflecting this adjustment, consistent with the treatment required of IAWC’s 

affiliate, Cal-Am. 

 

Whether such a deduction would be appropriate under circumstances present in a 

future case is an issue not reached in this order. 

  

 

http://docs.cpuc.ca.gov/WORD_PDF/FINAL_DECISION/168807.PDF
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VI. THE COMMISSION SHOULD REJECT PROPOSED ORDER’S FAILURE TO 

RECOGNIZE THAT IAWC’S TREATMENT OF  BONUS DEPRECIATION AND 

USE OF A CONSOLIDATED TAX RETURN HARMS ILLINOIS RATEPAYERS.   

 Unlike most other Illinois utilities,
3
 IAWC did not take advantage the bonus depreciation 

federal income tax deduction for which it was eligible in 2011 or through the test year. This 

“bonus depreciation” applies to the period from September 8, 2010 through December 31, 2012.  

The regulatory effect of these deductions is cumulative, so that taking bonus depreciation in 

these years would reduce IAWC’s test year rate base by increasing ADITs, which are a 

deduction to rate base (because they are non-investor supplied funds).  AG Ex. 2.0 Rev. at 85-86.    

As a result, IAWC has increased the federal income tax expense paid by consumers and 

increased its rate base, depriving consumers of significant savings. 

 The Proposed Order notes the IAWC did not take bonus depreciation because its parent’s 

consolidated tax return already had a sufficient “consolidated net operating loss carryforward” 

for several years.  Proposed Order at 68.  It also concludes that “there do not appear to be 

adverse consequences to IAWC as a result of AWWC’s decision.”  Id.   While it is true that 

IAWC did not take the bonus depreciation in deference to its parent company’s interests, it is not 

true that there are no adverse consequences to IAWC’s customers.  In fact, IAWC forfeited 

significant rate base deductions due to the increase in deferred taxes and lost access to this non-

investor source of infrastructure investment.  In light of IAWC’s $108 million rate base 

additions, ratepayers could have benefited had the cost of that investment been reduced by the 

availability of non-investor funds.  See IAWC Ex. 1.00 at 9. 

 In addition to declining to find IAWC’s decision to forego bonus depreciation and the 

associated access to non-investor funds imprudent because IAWC and its affiliates do not need it 

on a consolidated basis, the Proposed Order failed to fully present or discuss the People’s 

                                                 
3
 See, e.g., Commonwealth Edison, ICC Docket 11-0721, Order at 59 (May 29, 2012). 
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alternative proposal that the Commission adopt a methodology to capture at least some 

consolidated tax savings for Illinois consumers.  See People’s Initial Brief (Confidential) at 37-

43.   The Commission should fully consider the information in the People’s Initial Brief and in 

this Brief on Exceptions and join four other major American Water states, representing 60% of 

its regulated revenues (Tr. at 713, 748, AG Ex. 2.2, Sch. C-8, p. 2), and adopt a procedure to 

capture of portion of the parent’s consolidated tax savings for Illinois consumers. 

The People recognize that normalization requirements prohibit the Commission from 

treating depreciation for ratemaking purposes differently than the Company treats it for tax 

purposes.  However, according to IAWC’s expert tax witness, it is not controversial for a state 

regulatory commission to “determine that there are consolidated tax savings to begin with that 

are subject to shift.” Tr. at 798.  Indeed, of the seven major American Water states, the 

commissions in Pennsylvania, New Jersey, Indiana, and West Virginia, representing more than 

60% of American Water’s regulated revenues, all have adopted a mechanism to capture 

consolidated tax savings for their state’s consumers.  Tr. at 713, 748, AG Ex. 2.2, Sch. C-8, p. 2.  

Texas, with smaller American Water operations, also imposes a consolidated tax saving 

adjustment. Tr. at 713.   

In Indiana, for more than 20 years the Commission has used a process that reduces the 

utility’s federal income tax expense when a consolidated income tax return is filed.  Tr. at 790 

(Warren).  In December, 2011 testimony before the Indiana Utility Regulatory Commission, 

IAWC witness Warren calculated a $2.2 million reduction in federal income tax in an Indiana 

American Water rate case.   Tr. at 792-793.  Illinois American is a larger utility than Indiana 

American.  AG Ex. 2.2, Sch. C-8, p. 2.  It is reasonable to expect that applying Indiana’s 

approach to consolidated tax savings could significantly benefit Illinois consumers. 
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The record in this docket contains the methodology used in Indiana.
4
  Other states approach the 

question of how to share American Water consolidated tax savings with state consumers 

differently.   For example, in Pennsylvania, to determine the “actual taxes paid,” the PUC uses 

the “modified effective rate” method that calculates the consolidated tax savings by determining 

the difference between the total of the stand-alone tax liabilities of all of the members of the 

consolidated group and the tax actually paid after offsetting of income because of consolidation.  

It then allocates those savings among all of the members of the consolidated group, including the 

local utility. The rationale of this method is that, because the parent pays tax at the marginal rate 

but on an amount of income reduced by consolidated offsetting, the parent, and in turn the 

subsidiaries, should be viewed as paying at an “effective” tax rate that is below what they would 

have paid if the tax had been calculated by applying the marginal tax rate to the full income of 

each member on a stand-alone basis. Met-Ed Industrial Users Group et al. v. Pa. PUC, 960 A.2d 

189 at 196, fn 6. (Pa. Cmwlth. 2008).  New Jersey, when applying a consolidated tax savings 

adjustment, reasoned that the ratepayers who produce the income that provides the tax benefits 

should share those benefits. Matter of Petition of Jersey Cent. Power & Light Co. for Approval 

of Increased Base Tariff Rates and Charges for Elec. Service, 146 P.U.R.4th 127 at 135 (1993).
5
 

 The Proposed Order is mistaken in its conclusion that there do not appear to be any 

adverse consequences resulting from American Water’s decision that IAWC not take bonus 

                                                 
4
 The Indiana approach is based on the Muncie Remand Order, 44 PUR4th 340 (1981), on 

remand from City of Muncie v. Indiana Public Service Comm’n, 378 N.E.2d 896 (Ind. Ct. App. 

1978).  It was recently applied by the Indiana Commission in an Indiana-American Water rate 

case.   Indiana American Water Co., Cause No. 44022 (Indiana PURC) Order at 92 (June 6,  
2012).  Available at:  www.in.gov/iurc/files/order_in_cause_No._44022.pdf 

5
 The Board of Regulatory Commissioners, in adopting the rate base adjustment method, stated “The rate base 

approach properly compensates ratepayers for the time value of money that is essentially lent cost-free to the 

holding companies in the form of tax advantages used currently and is consistent with our recent Atlantic Electric 

decision (Docket No. ER90091090J).” 

 

http://www.in.gov/iurc/files/order_in_cause_No._44022.pdf
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depreciation.  Proposed Order at 68.  In fact, Illinois consumers pay a higher tax expense as well 

as the return on a larger rate base than would be the case if the ADIT and resulting non-investor 

funds were available due to bonus depreciation.  The corporate decision not to take bonus 

depreciation, in light of IAWC’s extensive investment needs and repeated rate increases, may 

benefit shareholders, but deprives consumers of real benefits that could reduce the burden of 

rising water prices.  Even if the Commission does not make an adjustment in this docket, the 

People urge the Commission to initiate a rulemaking to address the effect of consolidated tax 

returns on Illinois consumers, and to adopt a method to share the consolidated tax savings with 

consumers.   

Proposed Language 

 The conclusion on pages 68-69 should be modified as follows: 

  5.  Conclusion 

 

As indicated above, AG witness Mr. Smith recommends that “that the 

Commission find IAWC’s (and American Water Works’) decision for IAWC to not utilize 

2011 bonus tax depreciation to be imprudent from the ratepayers’ perspective” and that 

“appropriate recompense should be made to IAWC ratepayers through some means.” 

IAWC and Staff contend that the AG’s recommendations should not be adopted. 

 

Having reviewed the record, the Commission finds that Mr. Smith’s 

recommendation should not be adopted.  raises serious concerns. 

 

While there was a reasonable basis for the group tax group not to elect 2011 

bonus depreciation, we are concerned that when the interests of consumers and the 

consolidated company conflict, ratepayers are deprived of significant cost savings.  As 

noted above, the AWWC group had a consolidated net operating loss (“CNOL”) 

carryforward of in excess of $1.2 billion.  Part of that carryforward related to IAWC.  

AWWC management made the decision not to utilize 2011 bonus depreciation based on 

the potential adverse impact of the additional deductions on the CNOL carryforwards. 

 

In addition, there do not appear to be As a Company that is responsible for 

infrastructure investment in its service areas, and  in light of the increase in rate base of 

$108 million in the test year, we find that IAWC’s failure to take advantage of bonus 

depreciation has had adverse consequences to IAWC and more particularly, to its 

customers who have lose a significant source of no or low cost, non-investor capital.  as a 

result of AWWC’s decision. 
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IAWC points out that  IAWC’s losses in several years entirely offset taxable 

income for the other years. Had the Company claimed bonus depreciation with respect to 

its 2011 additions, it would not have paid any less tax.  It simply would have produced a 

larger CNOL carryforward, with no tax deferral or incremental ADIT.  This ignores the 

effect of foregoing a significant source of non-investor capital on the Company’s costs 

and on its rates. 

  

In addition, aAs noted by IAWC, Mr. Smith does not calculate any specific 

adjustment or otherwise explain how his recommendation should be quantified or 

implemented.  While he recognizes that the Commission cannot simply impute bonus 

depreciation tax treatment due to , and could raise concerns about tax normalization rules, 

the AG offers a broader approach to address the adverse effects that a consolidated tax 

return may have on consumers, as discussed below. 

 

 C. Consolidated Tax Returns 

 

Section IV of the AG’s initial brief is titled, “Illinois Consumers are losing 

significant tax advantages due to IAWC’s participation in American water’s consolidated 

tax return, requiring a commission rule to capture consolidated tax savings for Illinois 

consumers.” (AG IB at 37) 

 

Section IV consists of one subsection, A, titled, “IAWC’s failure to take advantage 

of bonus depreciation unreasonably increases charges to Illinois consumers and puts the 

interests of IAWC’s parent company in conflict the interest of Illinois consumers.”  It 

concludes with the statement, “The Commission should adopt the approach of the Indiana 

Commission, and order IAWC to apply it in this docket to mitigate the unnecessarily high 

federal income tax embedded in rates and to mitigate the loss of the rate base deduction 

that would have resulted had IAWC taken bonus depreciation, as it was entitled to do 

under federal tax law.” 

  

The bonus depreciation issue is addressed above in a section of the order titled 

“Bonus Depreciation,” and will not be further addressed here.  

 Conclusion 

 The Commission recognizes that there are times when the interests of a utility’s 

parent and consolidated company may conflict with the interests of Illinois consumers. 

IAWC’s decision to forego bonus depreciation is one of those times.  We note that 

IAWC’s parent company, American Water, files a consolidated federal tax return and is 

not expected to pay any income tax for the foreseeable future.  Yet, Illinois consumers 

are paying rates that include a federal income tax expense of $19.2 million based on the 

calculation of its stand-alone tax liability.  This has left Illinois consumers in the worst 

position:  they pay the full stand-alone tax liability but the utility fails to take advantage f 

tax laws that could reduce the tax liability.  
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 We think the approach taken by other American Water states is the right way to 

address the conflicts that might arise when ratepayer interests conflict with the 

Company’s consolidated tax positions. We note that Pennsylvania requires that the 

savings from a consolidated tax return be passed on to the ratepayers, stating:  “[W]here a 

utility realizes federal income tax savings because of its participation in a consolidated 

return, Pennsylvania law requires that those savings be passed on to the ratepayers by 

means of an adjustment to the utility's allowance for tax expense.”  Barasch v. 

Pennsylvania Public Utility Commission, 120 Pa.Cmwlth. 292, 548 A.2d 1310, 1311 

(1988).
6
  New Jersey, when applying a consolidated tax savings adjustment, reasoned that 

the ratepayers who produce the income that provides the tax benefits should share those 

benefits. Matter of Petition of Jersey Cent. Power & Light Co. for Approval of Increased 

Base Tariff Rates and Charges for Elec. Service, 146 P.U.R.4th 127 at 135 (1993). 

 

 While the record does not contain a methodology for sharing the savings 

associated with consolidated tax returns, we note that IAWC witness James Warren 

agreed that such an adjustment is not controversial.  However, this issue has not 

previously been presented in Illinois, and we do not have a methodology to address it in 

place.  We direct the Staff to initiate a rulemaking to develop a methodology to address 

the sharing of benefits when a utility’s actual tax liability is determined in a consolidated 

tax return. 

 

 

VII. THE RESIDENTIAL CUSTOMER CHARGE IN THE PROPOSED ORDER 

SHOULD BE MODIFIED BECAUSE IT WOULD SHIFT COST RECOVERY 

ONTO SMALL CONSUMERS AND OVER-RECOVER CUSTOMER COSTS. 

A. The Commission Should Reject The Proposed Order Adoption Of IAWC’s 

Customer Charges And Adopt The AWWA Meter Ratios As The Basis For 

IAWC’s Customer Charges.   

 

As described in the Proposed Order, both AG witness Rubin and Staff witness Boggs 

proposed Zone 1 customer charges that are consistent with AWWA meter ratios and still recover 

the total customer costs calculated by the Company at its requested revenue level. Proposed 

Order at 120-122.  The total customer cost for Zone 1 with Chicago Metro was calculated as 

                                                 
1
  To determine the “actual taxes paid,” PUC uses the “modified effective rate” method. An effective tax rate method 

calculates the consolidated tax savings by determining the difference between the total of the stand-alone tax 

liabilities of all of the members of the consolidated group and the tax actually paid after offsetting of income 

because of consolidation and then allocates those savings among all of the members. The rationale of this 

method is that, because the parent pays tax at the marginal rate but on an amount of income reduced by 

consolidated offsetting, the parent, and in turn the subsidiaries, should be viewed as paying at an “effective” tax 

rate that is below what they would have paid if the tax had been calculated by applying the marginal tax rate to 

the full income of each member on a stand-alone basis. Met-Ed Industrial Users Group et al. v. Pa. PUC, 960 

A.2d 189 at 196, fn 6. (Pa. Cmwlth. 2008) 
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$55,385,658, and current rates already collect all but $3.3 million in customer charges.  The 

change to customer charges to recover customer costs at the Company’s proposed revenue 

requirement is only 4.8% for Zone 1 with Chicago Metro.  The new customer charges would 

begin at $15.20 for 5/8 inch meters, and increase for larger meters at the AWWA, nationally 

accepted ratios.  AG Ex. 2.02 & 3.03.  As Staff witness Boggs testified, these ratios are 

nationally accepted, have been used in setting rates for other water utilities in Illinois (Utilities, 

Inc. and Aqua), and IAWC witness Herbert conceded that they are appropriate.  ICC Staff Ex. 

12.0 at 7-8.   It is not necessary or equitable to attempt to recover a higher customer cost of 

$17.25 from small, 5/8 inch customers and over-recover total customer costs. 

IAWC’s meter or customer charges ratios are not consistent with the American Water 

Works Association (AWWA) meter ratios that are used throughout the country to set water 

customer or meter charges.  The Commission should require IAWC to conform its customer 

charge rates to these ratios, which reflect the larger usage associated with larger meter sizes.  

This captures the equity of having larger use customers pay a larger portion of the costs 

associated with the system.  

The Proposed Order concludes that the Commission is not “overly concerned if the 

customer charges for meters larger than 5/8 inches exceed the customer-related costs,” noting 

that “IAWC says this would cause usage charges to be reduced slightly.”  Proposed Order at 124-

125.  Larger meters are necessary due to the exponentially larger volumes demanded by large 

meter customers, and these customers can be expected to incur significantly higher usage charges 

than customers taking service from 5/8 inch meters.  The corollary of this conclusion, however, 

should be that customer charges for smaller use customers should also reflect the demand of 

these customers, and recognize that a smaller customer charge is appropriate for 5/8 inch meters.  
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This balances the operation of the meter sizes and the expected total bills due to actual usage and 

the goal to recover customer costs through customer (or meter) charges.  The Proposed Order 

would inappropriately allow an excessive amount of revenue to be recovered in fixed customer 

charges for all customer groups, and allow more than $10 million in variable charges to be 

recovered from fixed charges.  Although large users may not be “overly concerned” about 

whether they pay their charges in volumetric or fixed charges, it is not appropriate or cost based 

for the recovery of customer costs to exceed actual customer costs when the record contains 

proposals to more closely match overall cost and cost recovery. 

The People request that the Commission adopt the customer charges contained in AG 

Exhibit 3.03, and reduce them proportionately to reflect the lower revenue requirement allowed. 

 

B. The Residential Customer Charge For All Zones Should Be Reduced To 

Reflect That The Commission Is Reducing IAWC’s Requested Revenue 

Requirement. 

 

The Proposed Order recommends that the Commission adopt the residential customer 

charges requested by IAWC of $18.00 for Zone 1, $17.00 for Chicago Metro, and $14.50 for 

South Beloit.  Proposed Order at 123.  At the same time, it finds that $17.25 is the “most 

accurate” estimate of customer related costs.  Id. at 124.  Significantly, this customer cost is 

based on the Company’s originally proposed increase, which for the entire company was $37.8 

million, compared to the $16.9 million allowed in the Proposed Order.  Compare IAWC Ex. 1.00 

at 10 and Proposed Order at App. A.  The result of an unadjusted residential customer charge is 

that Zone 1, Chicago Metro, and South Beloit consumers would see increases of 24.14%, 

25.93% and 38.10% in their customer charges when the overall increase for Zone 1 is a much 

lower 8.20%.  The Company requested an increase of 16.74% for Zone 1 in its Initial Brief, 
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which is also significantly higher than the Zone 1 increase allowed in the Proposed Order.
7
  The 

Commission should order IAWC to reduce its proposed increase in its customer charges in each 

district (Zone 1, Lincoln and Pekin) to reflect the reduced, allowed revenue requirement. 

C. The Proposed Customer Charge Would Place A Disproportionate Burden On 

Small Users, Shift Costs To Smaller Users, And Discourage Water 

Conservation. 

The customer charge increases requested by IAWC were disproportionate to the increase 

requested even if the entire increase IAWC requested was allowed, and further exceed customer 

costs by more than $10 million.  This results in a shift of cost recovery from usage charges to 

fixed customer charges.  It also shifts cost recovery from customers who use larger amounts of 

water to customers who use smaller volumes.  As a result, those who use the system less, pay 

more.  This is not equitable, and should be rejected by the Commission. 

A result of increasing the customer charge by more than the overall increase is that there 

are greater proportionate increases in customers’ bills as they use less water.  For example, 

customers who try to control their bills by lower usage will not receive a proportionate benefit 

from conservation because the fixed charges will make up a larger proportion of the bill.  See 

IAWC Sch. E-7.  This will discourage conservation and deprive consumers of control over the 

size of their bill.  With IAWC increasing its prices every two years, the tools available to 

consumers to control their bills should be enhanced, not diminished. 

The People request that the Commission adopt the customer charges proposed in AG 

Exhibit 3.03 (see also Proposed Order at 123), reduced proportionately to reflect the lower 

revenue requirement allowed in the final order. 

Proposed Language 

 The People request that the language at pages 123-125: 

                                                 
7
   The Company requested a $26.1 million or 16.74% increase for Zone 1 in its Initial Brief, Appendix A at page 3. 
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 4. Conclusion 

 

IAWC argues that because approximately 92% of residential customers have 5/8-

inch meters, it is important that each customer pay the appropriate customer costs to 

avoid intra-class subsidies.  IAWC objects to Staff and the AG's proposed customer 

charges because, IAWC claims, they would cause customer costs for 5/8-inch customers 

to be recovered through the volumetric charges.   IAWC says such proposals would cause 

customers that consume more to pay more customer-related costs than smaller users, 

which it believes is inappropriate and unfair.   

 

 Both Staff and the AG take issue with IAWC's proposed customer charges, 

complaining that the customer charge revenue exceeds customer-related costs.  Both 

propose customer charges that are intended to produce revenue that is closer to customer-

related costs.   

 

 The Commission has reviewed the extensive testimony and briefs regarding the 

development of customer charges.  Turning first to the calculation of customer-related 

costs, the Commission finds that IAWC Ex. 11.01SR represents a reasonable estimate of 

these costs, particularly for 5/8-inch meters as shown on page 2 of that exhibit.  IAWC's 

COSS, as well as IAWC Ex. 11.01SR and AG Ex. 3.02, indicates that the total customer-

related costs for 5/8-inch metered customers are slightly more that $55 million.   

 

It appears that neither Staff nor the AG has estimated customer-related costs as 

accurately as IAWC did, or proposed modifications that should be made to IAWC's 

estimated cost of service.  Rather, these parties argue that the Commission should 

consider the total level of customer costs, and set rates within each district to recover the 

total customer cost.  They recommend rate design changes to both recover the correct 

amount of revenue from customer charges and to utilize the AWWA meter ratios.   

IAWC's position that the cost of the larger meters is greater than the cost of service lines 

or billing services for large meters disregards the AWWA meter ratios, and does not 

incorporate the effect of larger meter size and larger usage volumes have on customers’ 

bills.  is more logical than the AG’s suggestion that all three components increase at the 

same rate that the cost of the meter increases.   

 

It appears that both Staff and the AG have, to some extent, mixed the cost of 

service study and rate design steps and concepts in a manner which the Commission 

believes should not be utilized for setting the charge for 5/8-inch meters in this 

proceeding, as discussed below.  The record supports a finding that the best estimate of 

customer-related costs for 5/8-inch metered customers is $17.25 per month.  

 

 The table below shows the current as well as proposed monthly customer charges 

for 5/8-inch meters for the various customers in the consolidated Zone 1 Chicago Metro 

district. 
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Current 

 

IAWC 

 

Staff 

 

AG 

Zone 1 

 

14.50 

 

18.00 

 

14.75 

 

15.20 

Chicago Metro 

 

13.50 

 

17.00 

 

14.75 

 

15.20 

South Beloit 

 

10.50 

 

14.50 

 

14.75 

 

12.85 

 

 

Having found that IAWC's estimates that of the customer related costs for 5/8-

inch metered customers, $17.25, is the most but we do not find it to be accurate because it 

does not incorporate the standard AWWA meter ratios, as do the recommendations of 

both the Staff and AG witness Rubin. , the Commission is concerned that the Staff and 

AG proposals would produce a customer charge that for most residential customers does 

not recover the cost of service.  It appears to the Commission that IAWC's proposed 

customer charges for 5/8-inch meters would produce total revenue of approximately $53 

million; the AG's proposed charges would produce approximately $46 million; and Staff's 

would produce even less.  Given that the customer-related costs for 5/8-inch metered 

customers are slightly more that $55 million, IAWC's proposal is the most reflective of 

cost.  ignores that customers take service from meters larger than 5/8-inch, and that the 

customer charges for those customers should reflect the costs based on the AWWA meter 

ratios. 

 

 It appears to the Commission that the primary factor driving the Staff and AG 

recommendations of lower proposed customer charges for 5/8-inch meters is the fact that 

total revenues produced by customer charges – i.e. when considering all customer classes 

in total -- exceed customer-related costs.  However, it appears this excess of revenues 

over costs is attributable to IAWC’s failure to use the AWWA meter ratios in determining 

rate design.  meters larger than 5/8-inch, not to the 5/8-inch meters.  As previously 

discussed, the Commission believes this led Staff and the AG to mix cost of service 

determinations with rate design in a manner that should not be utilized to set the charge 

for 5/8-inch meters in this proceeding.  That is, the amounts by which customer charge 

revenues from customers exceed customer-related costs, although attributable to larger 

meters, would essentially be used by AG and Staff to reduce customer charges for 5/8-

inch meters even though IAWC’s proposed charges for those meters are not being set 

above costs.  

 

As stated above, Staff also advocates a uniform customer charge for 5/8-inch 

metered customers throughout the consolidated Zone 1 - Chicago Metro district.  The 

Commission notes that the uniform charge offered by Staff is tied to Staff’s overall 

proposed for setting customer charges for 5/8-inch meters. , which is not adopted as 

indicated above.  The Commission also notes that there are three existing customer 

charges for Zone 1, Chicago Metro, and South Beloit.  In the Commission’s view, Staff's 

argument for a uniform charge is not persuasive.  All things considered, the Commission 

concludes that AG witness Rubin’s IAWC's proposed customer charges for 5/8-inch 

meters in the consolidated Zone 1 and Chicago Metro district are reasonable and are 

adopted for purposes of this proceeding.   

 

 With regard to meters larger than 5/8-inches, rather than disagreements about cost 
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of service, it appears this is primarily a disagreement over rate design.  Staff recommends 

the AWWA meter-factor approach.  While IAWC does not dispute that the meter-factor 

approach is a reasonable one., it proposes increasing existing customer charges by a 

uniform percentage based upon the relationship among meter sizes.  It again appears to 

the Commission that the proposed rate design of both Staff and the AG may have been 

focusing on the objective of aligning total customer charge revenue for all classes to total 

customer related costs.   

 

 While IAWC is not overly concerned that its proposed customer charges, 

primarily for nonresidential customers, would produce revenue that exceeds the 

customer-related costs, we do not find it reasonable to set customer charges for the 

various meter sizes that over-recover customer charges by 20%.   We are not convinced 

that we should ignore the principle that customer charges should cover customer costs.  

IAWC says this would cause usage charges to be reduced slightly.  IAWC claims that 

since such a high proportion of its costs are fixed rather than variable, this result is 

reasonable.   

 

 The Commission is not convinced that IAWC has accurately estimated its 

proportion of fixed and variable costs.  As the AG suggests, it appears that in estimating 

variable costs, IAWC has emphasized those costs that are variable in the short-run and 

ignore some costs which may be variable in the long-run.  The Commission is persuaded, 

however, that IAWC has fixed costs other than those costs associated with customer-

related activities and investments.  As a result, it is not clear to the Commission that there 

is validity to Staff's argument that IAWC's proposed customer charges will recover $3.3 

million of variable costs through fixed charges.   

 

 The Commission believes that rates should be based, to the extent possible given 

other rate design objectives, on the cost of service.  Given the Commission's belief that 

Although IAWC has fixed costs other than customer-related costs, the Commission 

recognizes that high fixed customer charges implicates many rate design objectives, such 

as rate continuity, affordability, customer control, and incentives to conservation.  We are 

concerned that increasing 5/8 inch meter charges by more than the percentage increase, 

when such an increase is not necessary to recover customer costs, is inequitable because 

it pushes cost recovery onto the customers who use the least amount of service.  This is 

not how most markets work, and we will not approve IAWC’s customer charges because 

they over-collect customer costs through fixed charges.   is not overly concerned if the 

customer charges for meters larger than 5/8-inches exceed the customer-related costs.  

The record supports a finding that IAWC's proposed customer charge for these larger 

meters is reasonable.  The Commission adopts IAWC's proposal to increase these 

customer charges by a uniform percentage based on the relationship among meter sizes.  

Given the starting point -- that the customer charge for 5/8-inch meters is cost-based -- 

the Commission finds this proposal to be reasonable.   The Commission adopts the 

customer charges recommended by AG witness Rubin in AG Exhibit 3.03. 

 

 It appears to the Commission that no party takes issue with the customer charges 

proposed by IAWC for the other districts.  The Commission concludes that the record 
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supports a finding that IAWC's proposed customer charges for the remaining districts are 

reasonable and the Commission adopts them for purposes of this proceeding.   

 
 

VIII.  CONCLUSION 

 For the foregoing reasons, the People of the State of Illinois request that the Commission 

adopt the recommendations and proposed language above, and the recommendations contained 

in the People’s Initial and Reply Briefs. 

     Respectfully submitted, 

            

People of the State of Illinois 

Lisa Madigan, Attorney General 

 

 

     By: _/s/___________________________________ 

     Susan L. Satter, Sr Assistant Attorney General 

     Timothy O’Brien, Assistant Attorney General 

     Public Utilities Bureau 

     100 W. Randolph St., 11th Fl. 

     Chicago, Illinois 60601 

     Telephone: (312) 814-1104, (312) 814-7203   

     Facsimile: (312) 814-3212 

     E-mail: ssatter@atg.state.il.us 

      tobrien@atg.state.il.us  
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