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DRAFT ORDER 

On March 15, 2007, Aqua Illinois, Inc. ("Aqua" or the "Company") submitted a 
Petition in accordance with Section 9-220.2 of the Illinois Public Utilities Act ("Act") (220 
ILCS 5/9-220.2) and Section 656.80(a) of the rules of the Illinois Commerce 
Commission ("Commission"), 83 Ill. Adm. Code 656.80(a), seeking initiation of a 
proceeding to review the reconciliation of revenues and costs under its Qualifying 
Infrastructure Plant ("QIP") Rider for the year 2006.  Aqua filed reconciliations for the 
rate areas in which the Company had QIP Riders in effect, Kankakee, Vermilion and 
Woodhaven-Water.  On June 7, 2007, Aqua filed the Direct Testimony and Exhibits of 
Paul J. Hanley, which supported the 2006 reconciliations.  On July 12, 2007, Mike 
Ostrander, an Accountant in the Accounting Department of the Financial Analysis 
Division of the Commission, filed Direct Testimony on behalf of Commission Staff 
(“Staff”).  Aqua filed the Rebuttal Testimony of Mr. Hanley on August 23, 2007.  An 
evidentiary hearing was held on August 29, 2007.  At the conclusion of the hearing on 
August 29, 2007, the record was marked "Heard and Taken." 

 
I. 2006 QIP Rider Reconciliation 

A. Position of the Company 

In his direct testimony, Mr. Hanley discussed the reconciliation data submitted by 
Aqua on March 15, 2007.  The submitted data was for operation during the calendar 
year 2006 of QIP Riders in effect for Aqua's Kankakee, Vermilion and 
Woodhaven-Water rate areas ("QIP Rate Areas").  As Mr. Hanley indicated, on January 
1, 2006, pursuant to the terms of the QIP Rider and Part 656 of the Illinois 
Administrative Code (83 Ill. Adm. Code 656), Aqua placed into effect for each QIP Rate 
Area the QIP Surcharge Percentages specified in the Information Sheet filed in 
accordance with the terms of the QIP Rider for each Rate Area.  For the Kankakee, 
Vermilion and Woodhaven-Water Rate Areas, the 2006 QIP Surcharge Percentages 
were 5.00%, 1.87% and 1.88%, respectively.  In accordance with the reconciliation filing 
made on March 15, 2006 under section 656.80, 83 Ill. Adm. Code 656.80, revised QIP 
Surcharge Percentages of 5.00%, 2.11% and 1.92% became effective on April 1, 2006 
for the Kankakee, Vermilion and Woodhaven-Water Rate Areas, respectively. 
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Mr. Hanley also explained that, in the annual reconciliation proceeding for the 
year 2005, Docket No. 06-0192, the Commission required Aqua to implement an "O" 
factor adjustment reflecting an over-collection to be refunded to customers in Vermilion 
and Woodhaven Divisions and an under-recovery to be collected from customers in the 
Kankakee Division.  The "O" factor adjustments were implemented through a QIP 
Surcharge Percentage specified in the Information Sheet that became effective on 
January 1, 2007.  Due to the small amount of the "O" factor, the Commission ordered 
that the "O" factor refund should take place over a three-month period, with interest 
calculated pursuant to Ill. Adm. Code 656.80(i) and 280.70(e)(1), commencing on the 
effective date of the Surcharge Percentage specified in the Company's subsequent 
Information Sheet filing.  The “O" factor was in effect for a three month period ending 
March 31, 2007. The Information Sheets filed on April 1, 2007 terminated the “O” factors 
for the Kankakee, Vermilion & Woodhaven QIP Rate Areas and implemented the “R” 
factors for the Kankakee, Vermilion & Woodhaven QIP Rate Areas.   

 
In accordance with Section 9-220.2 of the Act and 83 Ill. Adm. Code 656.80(a), 

Aqua filed a Petition and an annual reconciliation for 2006 for each QIP Rate Area on 
March 15, 2007.  Aqua Exhibits A, B and C contain the 2006 reconciliation for the 
Kankakee, Vermilion and Woodhaven-Water Rate Areas, respectively.  There were no 
QIP projects in Kankakee in 2006.  The R-factor calculation for Kankakee reconciles 
QIP revenue in 2006 with the R and O factor adjustments implemented for Kankakee in 
2006.  The "R" factors of the QIP Riders for the Kankakee, Vermilion and Woodhaven 
Water Rate Areas, respectively, were $22,213.30, ($7,986.91), and ($5,761.31).    

  
As required by 83 Ill. Adm. Code 656.70(a) and 656.80(a), Aqua filed Information 

Sheets for each respective QIP Rate Area.  These information sheets included revised 
calculations of the QIP Surcharge Percentages.  The revised calculations included for 
each QIP Rate Area the "R" component identified above for that Rate Area.  The 
revised QIP Surcharge Percentages, which took effect on April 1, 2007, terminated the 
"O" factors implemented the "R" factors as specified in Aqua Exhibits A, B and C.    

 
For each respective Rate Area; Exhibits A, B and C included information required 

by 83 Ill. Adm. Code 656.80(f) and 656.80(h)(1), (2), (4) and (5).  As required by 83 Ill. 
Adm. Code 656.80(a), 656.80(f)(3) and 656.80(h)(4), each of Aqua Exhibits A, B and 
C:  (a)  was verified by an officer of the Company; and (b) included a calculation of the 
"R" component necessary to adjust actual revenue collected under the QIP Rider for the 
applicable QIP Rate Area to an amount equivalent to the actual level of 
prudently-incurred QIP cost for the reconciliation year, 2006.  Also, as required by 83 Ill. 
Adm. Code 656.80(h)(2) and (h)(5), the Exhibits included:  (1) a detailed summary of all 
invoices supporting costs for eligible QIP Projects; and (2) information supporting the 
prudence of the investment in QIP.  As required by 83 Ill. Adm. Code 656.80(c) and 
656.80(f)(4), Aqua Exhibits A, B and C included, for each respective Rate Area, 
Schedules showing a calculation of actual operating income and average rate base for 
calendar year 2006. 
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Mr. Hanley testified that the Schedules required by 83 Ill. Adm. Code 656.80(c) 
and 656.80(f)(4) show that the actual rate of return on rate base for each Rate Area for 
2006 was below the overall rate of return allowed in Aqua's last water rate case.  
Mr. Hanley indicated that information regarding the prudency of QIP-related cost 
incurred during 2006 was provided for each respective Rate Area in Schedule (h)(5) of 
Aqua Exhibits A, B and C.  Mr. Hanley concluded that as a result of implementation of 
the “R” component on April 1, 2007, the amount of revenues collected under the QIP 
Riders will be adjusted over the nine-month period ended December 31, 2007, to an 
amount equal to the actual level of prudently-incurred QIP cost for the reconciliation 
year, 2006.  Accordingly, Mr. Hanley testified that no adjustment should be required 
under the “O” component of the QIP Rider for any of the QIP Rate Areas. 

 
B. Staff’s Position 

Staff witness Mike Ostrander sponsored Schedules 1(K), 1(V) and 1(W), which 
presented for each rate area the Company’s reconciliation, along with Staff’s 
adjustments to the Company’s reconciliation, and a proposed reconciliation.   

 
Mr. Ostrander explained that for Schedule 1 (K), the Line 4 Average Cost of 

Allowable Investment in Qualifying Infrastructure Plant for Kankakee included an 
amount for the 2006 reconciliation year, even though the Kankakee rate area had no 
QIP projects in 2006, due to how the average actual cost of the investment in QIP is 
calculated.  83 Ill. Adm. Code 656, Section 656.80(d) states that the average actual cost 
of the investment in QIP, net of depreciation, shall be computed by using an average of 
13 end-of-month balances of QIP and accumulated depreciation for the period from 
December 31 of the year preceding the reconciliation year (2005) through December 31 
of the reconciliation year (2006). The balances at December 31, 2005 of the QIP eligible 
Plant and related accumulated depreciation were carried forward monthly throughout 
2006 to produce the amount used on Line 4 of Schedule 1 (K). 

 
Mr. Ostrander recommended an adjustment for the Vermilion Rate Area 2006 

actual qualifying investment in plant costs to reflect the reimbursement of costs from the 
Illinois Department of Transportation (“IDOT”).  Mr. Ostrander explained that that during 
2006 Aqua received $702,707 from IDOT for the reimbursement of costs for the 
Danville, Illinois Main Street reconstruction project. Aqua did not fund the entire 
reconstruction costs so the reimbursed costs must not be considered as qualifying 
investment in plant costs in the calculation of the Vermilion QIP Surcharge.  Mr. 
Ostrander further recommended that the Company immediately file an information sheet 
to adjust an overstated Vermilion QIP Surcharge that was effective January 1, 2007. He 
also recommended that the Company address the need for additional Commission 
oversight in light of Staff’s adjustment for the Vermilion rate area.  Mr. Ostrander 
suggested that the failure to deduct the IDOT reimbursement in the determination of 
2006 actual qualifying investment in plant costs could be the result of ineffective 
controls over the financial reporting process. 

 
Mr. Ostrander recommended the Commission adopt the Qualifying Infrastructure 

Plant Surcharge Reconciliation as presented on his Schedule 1 for the Kankakee, 
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Vermilion and Woodhaven rate areas. The refund of the O Factor for the Vermilion rate 
area of $56,837 plus interest should be included in the calculation of the QIP Surcharge 
filed with the first information sheet that Aqua files subsequent to the final Commission 
Order in this Docket. 

 
C. Aqua’s Response 

Mr. Hanley testified, in his Rebuttal Testimony, that with regard to the Kankakee, 
Vermilion and Woodhaven Rate Area, Aqua agrees to accept the adjustments and 
reconciliation proposed by Mr. Ostrander in ICC Staff Exhibit 1.0, including the 
adjustment and "O" factor for the Vermilion rate area. 

. 
Aqua also proposed to implement the "O" factor recommended by Staff for the 

Vermilion Rate Area in the next QIP percentage filing for the Rate Area (which is 
expected to be made on or before December 20, 2007) to become effective on January 
1, 2008.  Aqua proposed, for administrative purposes, that the "O" factor for this Rate 
Area be in effect only for a three-month period starting January 1, 2007 and ending 
March 31, 2007, with interest calculated in accordance with 83 Ill. Adm. Code 656.80(i).  
Mr. Hanley explained that the "O" factor will terminate when a new QIP percentage 
takes effect on April 1, 2008. 

 
With regard to the statements made by Staff about the Company operations, Mr. 

Hanley testified that the adjustment to the Vermilion QIPS Surcharge was the result of a 
one-time error in creating the applicable schedules.  He stated that this oversight does 
not indicate a problem with Aqua's financial controls and therefore, no need for 
additional Commission oversight.  The reconciliation proceeding itself provides an 
appropriate level of oversight.  Staff did not oppose Aqua's position in this regard. 

 
Mr. Hanley also stated that an immediate filing of an information sheet for 

Vermilion is not necessary.  He explained that a final order for Docket No. 07-0192 is 
expected during the fourth quarter of 2007 and Aqua’s next QIP percentage filing for the 
Vermilion Rate Area is therefore expected to be made on or before December 20, 2007 
with an effective date of January 1, 2008.  This filing will incorporate the Vermilion "O" 
factor recommended by Staff and agreed by the Company.  Thus, Mr. Hanley stated, 
assuming a Commission order is issued prior to December 20, 2007, the "O" factor 
covering the Vermilion adjustment will be effective on January 1, 2008. 

 
Mr. Hanley further testified that even if an information sheet were filed 

immediately (i.e., prior to a Commission order in this case), under the provisions of 
Section 656.70 of the Commission's rules, 83 Ill. Adm. Code Sec. 665.70, the earliest 
effective date possible would be October 1, 2007.  Mr. Hanley stated that given the 
short time period between the order and the December 20, 2007 information sheet 
filing, resubmitting new information sheets to adjust the Vermilion QIP Surcharge with 
an effective date of January 1, 2007 could unnecessarily complicate the 2007 
reconciliation calculations.  Staff did not contest this conclusion. 
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II. Commission Conclusion 
 
For the reasons given by Staff and the Company, the 2006 QIP Rider 

reconciliations proposed by Staff and accepted by the Company, as shown on Appendix 
A hereto, are reasonable and should be accepted.  The "O" factor, as calculated by 
Staff, representing an over-collection to be refunded to customers in the Vermilion 
Division also should be approved.  The Company's proposal that the "O" factor refund 
should take place over a three-month period, with interest calculated pursuant to Ill. 
Adm. Code 656.80(i) and 280.70(e)(1), commencing on the effective date of the 
Surcharge Percentage specified in the Company's next Information Sheet filing 
(expected to occur on or before December 20, 2007) is also approved.  The 
Commission also notes that, with respect to Staff's recommendations regarding 
Company operations and an early filing of the Vermilion information sheet, Staff has 
accepted Aqua's response on these issues. 

 
III. Findings and Ordering Paragraphs 

 
The Commission, having given due consideration to the entire record herein and 

being fully advised in the premises, is of the opinion and finds that: 
 
(1) Aqua Illinois, Inc. provides water and sewer public utility services to the 

public in certain areas of Kankakee, Vermilion, Will, Boone, Knox, Lake, 
Champaign and Lee Counties in the State of Illinois, and is a public utility 
within the meaning of the Public Utilities Act; 

 
(2) the Commission has jurisdiction over Aqua and of the subject matter of 

this proceeding; 
 
(3) the conclusions and statements of fact set forth in the prefatory portion of 

this Order are supported by the evidence and the record and are hereby 
adopted as findings of fact; 

 
(4) pursuant to the terms of Aqua's effective QIP Riders, Aqua filed 

Information Sheets placing into effect on January 1, 2007 QIP Surcharge 
Percentages for the Kankakee, Vermilion and Woodhaven QIP Rate 
Areas; 

 
(5) Aqua filed revised Information Sheets for the Kankakee, Vermilion and 

Woodhaven QIP Rate Areas effective April 1, 2007, showing revised QIP 
Surcharge Percentages that reflect the "R" component calculated by Aqua 
for the reconciliation of QIP Rider Revenues and Costs for the calendar 
year 2006; 

 
(6) the "O" factor recommended by Staff, reflecting an over-collection to be 

refunded to customers in the Vermilion Division, shall be adopted; 
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(7) the refund under the "O" factor shall take place over a three-month period, 
and shall commence with the effective date of the Surcharge Percentage 
specified in the Company's next Information Sheet filling (presently 
expected to occur on or before December 20, 2007); and 

 
(8) the refund made pursuant to the "O" factors shall include interest 

calculated from January 1, 2007 to March 31, 2008, in accordance with 83 
Ill. Adm. Code 656.80(i). 

 
IT IS THEREFORE ORDERED that, in calculating QIP Surcharge Percentages 

for purposes of the next Information Sheet filings for the Kankakee, Vermilion and 
Woodhaven QIP Rate Areas, Aqua Illinois, Inc. shall include, along with other 
components specified in 83 Ill. Adm. Code 656, the "O" factor recommended by Staff for 
the Vermilion Division and approved herein; 

 
IT IS FURTHER ORDERED that refunds provided under the "O" factor placed 

into effect in accordance with this Order shall include interest calculated from January 1, 
2007 to March 31, 2008, in accordance with 83 Ill. Adm. Code 656.80(i), and shall take 
place over a three-month period, commencing with the effective date of the QIP 
Surcharge Percentage specified in the next Information Sheet filing for each affected 
QIP Rate Area; 

 
IT IS FURTHER ORDERED that any motions or objections or petitions in this 

proceeding that have not specifically been ruled on shall be disposed of in a manner 
consistent with the findings and conclusions herein; 

 
IT IS FURTHER ORDERED that, subject to the provisions of Section 10-113 of 

the Illinois Public Utilities Act and 83 Ill. Adm. Code 200.800, this Order is final; it is not 
subject to the Administrative Review Law. 

 
By Order of the Commission this ___ day of _________, 2007. 

 
 
 
 


