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M E M O R A N D U M________________________________________________ 
 
TO: The Commission 
 
FROM: Larry Jones, Administrative Law Judge 
 
DATE: September 10, 2012 
 
SUBJECT: Illinois-American Water Company ("IAWC") 
 
 Proposed general increase in water and sewer rates. 
 
RECOMMENDATION: Entry of the post-exceptions order (“order”).   
 
 
 This matter was held at the September 6, 2012 Bench Session and is being 
resubmitted without change, except as noted in the final paragraph below, for the 
September 19, 2012 Bench Session. 
 

The rates proposed in IAWC’s filing were intended to increase revenues from 
water customers by 18.27% and revenues from sewer customers by 15.62%.  Specific 
increases by rate district would vary. 
 

IAWC used a future, or forecasted, test year consisting of the 12 months ended 
September 30, 2013. 
 

There were numerous parties and contested issues.  Rate base issues in dispute 
included business transformation costs, cash working capital and accumulated deferred 
income taxes.  “Pension asset” and unamortized audit costs were also contested 
issues, although no exceptions were filed with respect to them. 

 
Contested revenue and expense items included test year sales volumes and 

revenues, rate case expense, incremental costs related to the audit of service company 
charges, and chemical expense. Exceptions were filed with respect to most of the 
findings on these issues. 

 
Other income tax issues were also in dispute as addressed in Section VI of the 

post-exceptions order.   
 
There was also considerable disagreement over capital structure and cost of 

common equity. 
 
There were several contested cost of service and rate design issues, including 

customer charges. 
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IAWC proposed to consolidate more of its rate districts, which was opposed by 

some of the parties as addressed in Section X of the order.  
 
Also contested was IAWC’s request for approval of a mechanism identified as a 

Revenue Adjustment Clause or “RAC,” which would decouple its recovery of fixed costs 
in providing water utility service from the volume of water it actually sells.  No 
exceptions were filed on this issue. 

 
Some affiliated interest issues were raised as discussed in Section XII of the 

proposed order.  Exceptions were filed with respect to some of the findings on this 
issue. 

 
Post-exceptions Order on September 6, 2012 Agenda 

 
As indicated in the memorandum dated August 27, 2012, revisions contained in 

the post-exceptions order on the September 6, 2012 agenda were in track-change 
format. Except as noted below, the revisions did not change revenue requirement, 
revenue increases or specific rates. 

 
As indicated on page 61, an adjustment to test-year chemical expense 

addressed in IAWC’s brief on exceptions (“BOE”) would be approved in order to reflect 
the effect of a previous adjustment to test-year sales volumes. No objections to this 
adjustment were filed in reply briefs on exceptions (“RBOEs”). 

 
On page 140, an adjustment to test-year revenues identified in IAWC’s BOE 

would be adopted in order to reflect the effect of the anticipated use of a different rate 
by Scott Air Force base. No objections to this adjustment were filed in RBOEs. 

 
On page 128, the order would direct that the cost-based customer charges for 

5/8-inch meters to be filed by IAWC should be updated to reflect the revenue 
requirement approved in the order, which is lower than the revenue requirement 
proposed by IAWC.  This issue was identified in the AG’s BOE. 

 
The percentage increases in revenues that would be approved in the post-

exceptions order are shown in the bottom right corner on page 1 of each appendix. 
 

September 19, 2012 Agenda 
 
The post-exceptions order that was on the September 6, 2012 agenda is 

unchanged except for the following:  On page 2, in the third paragraph in Section III, the 
reported number of comments submitted on e-Docket is updated from 31 to 32.  In 
Finding (6) on page 184, the date is corrected to read June 30, 2111 and a citation is 
included.  In addition, some punctuation and similar corrections are made, and 
identified, in the order.  None of these edits have any affect on rates. 
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