
 

 

STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 
Illinois-American Water Company 
 
Petition for Issuance of Certificate 
of Public Convenience and 
Necessity to Operate a Water 
Supply and Distribution System and 
Wastewater Collection System; and 
for Approval of Water Supply Plant 
Contribution, Construction Cost 
Refund Proposals for Water and 
Wastewater Service, Accounting 
Entries, Depreciation Rates and 
Water and Wastewater Rates. 

 : 
: 
: 
: 
: 
: 
: 
: 
: 
: 
: 
: 
: 

  
 
 
 
 
 
05-0253 

 
ORDER 

 
By the Commission: 
 
I. INTRODUCTION 
 

On April 8, 2005, Illinois-American Water Company (“IAWC”), filed a Petition 
pursuant to Section 8-406 of the Public Utilities Act (“Act”), 220 ILCS 5/1-101 et seq.  
On May 4, 2005, IAWC filed an Amended Petition (“Amended Petition”) that modified 
the Petition in certain minor respects.  In the Amended Petition, IAWC requested that 
the Illinois Commerce Commission (“Commission”) enter an order issuing a Certificate 
of Public Convenience and Necessity (“Certificate”), which would authorize IAWC to 
construct, operate, and maintain a water supply and distribution system and a 
wastewater collection system, and in connection therewith, transact a public utility 
business in the area of Cook County, Illinois, which was described therein (the “Area”).  
IAWC also requested approval to receive a contribution of water supply plant, and, to 
the extent required, approvals for construction cost refund proposals for water and 
wastewater service.  IAWC further requested approval of accounting entries to record 
the net original cost of water and wastewater facilities used to provide service in the 
Area, and approval of depreciation rates.  In addition, IAWC requested approval of rates 
for water and wastewater service in the Area. 

 
With its Amended Petition, IAWC submitted to the Commission the names and 

addresses of three landowners from whom easements may be needed for construction 
of water and/or sewer mains.  The Commission’s Chief Clerk notified each of these 
landowners (and all municipalities that are within one and one-half miles of the Area) of 
the hearing held in this proceeding on May 17, 2005.  On June 13, 2005, IAWC filed 
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with the Commission the Information Package related to the acquisition of rights-of-way, 
which is required by 83 Illinois Administrative Code Part 300. 

 
 Pursuant to notice as required by the law and the rules and regulations of the 
Commission, a pre-hearing conference was held on May 17, 2005, and this matter 
came on for an evidentiary hearing before a duly authorized Administrative Law Judge 
on August 16, 2005.  At the hearing, IAWC and Commission Staff (“Staff”) were 
represented by counsel.  IAWC presented the testimony of Bob Khan, Manager of 
Project Delivery and Developer Services for the Central Region of American Water and 
the Chicago Metro Division of IAWC, and Edward Grubb, Rates and Regulation 
Manager of American Water Works Service Company, Inc. and Assistant Treasurer of 
IAWC.  Also, four witnesses testified on behalf of the Commission’s Financial Analysis 
Division: Dianna Hathhorn of the Accounting Department, Mike Luth of the Rates 
Department, William Johnson of the Water Department, and Rochelle Phipps of the 
Finance Department.  At the conclusion of the hearing on August 16, 2005, the record 
was marked “Heard and Taken.” 
 
II. IAWC’s DIRECT POSITION 

 
 IAWC witness Khan explained that IAWC provides public water and/or 
wastewater service in portions of Illinois through four divisions.  The Southern Division 
serves the cities of Alton, Granite City, East St. Louis, Belleville, and Cairo and their 
environs.  The Northern Division serves Pekin, Peoria, Lincoln, and their environs and 
unincorporated areas in Madison, St. Clair, and Monroe Counties.  The Eastern Division 
serves Champaign, Urbana, Pontiac, Sterling, and Streator, and their environs.  The 
Chicago-Metro Division (“Metro Division”) serves incorporated and unincorporated 
areas in portions of Cook, DuPage, Will, Kendall, Grundy, Kane, and McHenry 
Counties.  According to Mr. Khan, IAWC has been asked by Toll IL WSB, L.P. (“Toll”) to 
provide public water and wastewater service for the Area, which includes a 392-unit 
residential subdivision (the “Development”), an adjacent commercial development, a 
nearby school, a park, and other property in Cook County, Illinois.  The general partner 
of Toll is Toll Brothers, Inc., a national builder of residential properties.  The Area is 
located within the Village of South Barrington, Illinois (“Village”). 

 
 Mr. Khan noted that the Metro Division presently serves approximately 40,500 
water customers and 30,000 wastewater customers in 28 service areas located 
throughout the suburban area surrounding the City of Chicago.  The 28 service areas 
are:  Alpine Heights, Chicago Suburban, Fernway, Midwest Palos, Moreland, Potter 
Golf, Sunset Manor and Forest Estates, Waycinden, Arrowhead, Country Club, 
DuPage, Liberty Ridge, Lombard, Santa Fe, Valley View, Wheaton Water/Derby Glen, 
Nettle Creek, Ridgecrest, River Grange, Rollins/Elgin, Hollis, Valley-Marina, Terra 
Cotta, Arbury, Central States, Southwest Suburban, and West Suburban. 
 



05-0253 

 --  3

A. The Requested Certificate 
 
Mr. Khan stated that Toll is constructing 392 residential units in the Development, 

and that adjacent commercial property will also be developed.  The occupants of this 
residential and commercial property will require public water and wastewater service, 
and Toll has contracted with IAWC to provide that service, pursuant to the Water 
Service Agreement (“Agreement”) submitted in this proceeding as IAWC Exhibit 1.  
IAWC seeks a Certificate to provide public water and wastewater service within the 
Area.  Mr. Khan indicated that the Area presently consists of approximately 626 acres of 
land, portions of which are now used as a residence, a nursery, and for farming.  
Portions of the Area outside of the Development, including an existing school (with 
expected enrollment of approximately 1,200 following a proposed expansion), will be 
served as they are developed.  The Area is shown on IAWC’s Exhibit 2, and is legally 
described in IAWC’s Exhibit 3. 

 
According to Mr. Khan, at present there is no public water or wastewater service 

provided in the Area.  No municipal corporation or other entity owns a water supply and 
distribution system or wastewater collection system within a reasonable proximity to the 
Area, or is authorized to do so, or is able to render water or sewer utility service to the 
Area.  As required by 83 Illinois Administrative Code 200.150(b), a copy of the 
Amended Petition was served on each municipality located partly or wholly within the 
Area, or with a corporate boundary that is within one and one-half miles of the Area. 
 

Mr. Khan stated that IAWC has the technical, financial, and managerial ability to 
construct, operate and maintain a public water supply and distribution system, and a 
sewage collection system for the Area, without adverse financial consequences for 
existing customers.  According to Mr. Khan, the provision of public water and sewer 
service in the Area will impose no financial burden on either IAWC or its existing 
customers.  Also, existing customers would experience benefits from growth of the 
IAWC system as common costs are spread over a larger customer base. 
 
 Mr. Khan stated that, for public water service, Toll will construct, subject to 
inspection and monitoring by IAWC:  2 wells (1 deep and 1 shallow), ion exchange 
equipment, a hydro-pneumatic storage tank, a partially buried concrete reservoir, a 
water distribution and pumping system, and ancillary facilities (the “Water System”).  
The Water System will have a peak capacity of approximately 1.0 million gallons per 
day (and a design capacity of 2,272 population equivalents), which is adequate to meet 
the expected demand for water by customers in the Area for the foreseeable future.  
Mr. Khan noted that IAWC will extend water mains outside the Development (and within 
the Area) under the effective Water Rules, Regulations and Conditions of Service for 
the Metro Division (“Standard Water Rules”), or such other terms as the Commission 
may approve. 

 
As Mr. Khan further indicated, for public wastewater collection service, Toll will 

construct collection sewer mains and related facilities within the Development 
(the “Development Wastewater Collection System”).  IAWC will extend sewer collection 



05-0253 

 --  4

mains outside the Development (and within the Area) in accordance with the terms of its 
effective Sewer Rules, Regulations and Conditions of Service for the Metro Division 
(“Standard Sewer Rules”), or such other terms as the Commission may approve.  The 
collection mains will transport wastewater to a trunk sewer of the Village’s municipal 
wastewater system.  According to Mr. Khan, the Village has agreed to (and has capacity 
to) transport wastewater from the Development.  The Village will deliver the wastewater 
to the Metropolitan Water Reclamation District (“MWRD”) for treatment.  The MWRD 
has indicated that it will accept and treat the wastewater. 

 
Mr. Khan testified that construction of the Water System and Development 

Wastewater Collection System is necessary to provide adequate, reliable, and efficient 
water and wastewater service for customers within the Area.  According to Mr. Khan, 
IAWC has taken steps to assure that the construction process and supervision thereof 
will be adequate and efficient, and that the cost it will incur for these facilities is the 
least-cost means of providing the required water/wastewater service.  IAWC’s 
investment in the Water System and Development Wastewater Collection System will 
be made as customers attach.  He noted that IAWC’s investment in the Water System 
and Development Wastewater Collection System will be reasonable and in accordance 
with the applicable rules, regulations and policies of the Commission.  In providing water 
and wastewater service for the Area, IAWC will be able to utilize current Metro Division 
resources and, thereby, increase efficiency.  He further testified that, under the 
Agreement (Exhibit 1), upon satisfactory completion of the water and wastewater 
facilities, Toll will convey to IAWC, by General Warranty Deed, title to the property on 
which the treatment plant and lift stations are located (“Conveyed Property”). 

 
As Mr. Khan indicated, under the Agreement, Toll will also provide rights-of-way 

for water and wastewater facilities.  At present, IAWC anticipates a need to acquire 
additional rights-of-way only from the Village, the South Barrington Park District (“Park 
District”), and Woods of South Barrington II, L.L.C. (“Woods L.L.C”).  In acquiring rights-
of-way, Mr. Khan stated that IAWC will follow the requirements of Part 300 of the 
Commission's rules.  The Village, the Park District, Woods L.L.C., and Toll were each 
served with a copy of the Amended Petition. 
 

B. Approval for Contributions/Refunds 
 

1. Water Supply Plant 
 

83 Illinois Administrative Code 600.370(a) states that:   
 
The utility will provide all supply plant (backbone plant) at its cost and 
expense without requiring contributions or tap-on-fees from customers, 
developers or promoters, except in those unusual cases where extensive 
plant additions are required before customers can be attached.  In such 
instances the utility may require a customer, developer and/or promoter to 
advance funds, subject to refund as customers are attached, or require a 
revenue guarantee in lieu of customers being attached.  Each contract for 
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such an advance or revenue guarantee shall be filed with the Commission 
for approval. 

 
As indicated above, Toll will construct the supply plant components of the Water System 
at its cost.  In accordance with the Agreement, IAWC will reimburse Toll for a portion of 
the cost of supply plant as customers attach over ten years in the amount of $980.00 
per customer connected.  Under Section 600.370(a), these arrangements for a 
contribution by Toll to the cost of construction of water supply plant require the approval 
of the Commission. 
 

Mr. Grubb stated that the approximate cost of supply plant components of the 
Water System constructed by Toll is $3,600,000, with an expectation that new water 
customers within the Development and/or other portions of the Area will attach 
periodically over the next ten years.  According to him, because there will be only a few 
customers in the Area when water service is first provided and extensive supply plant 
additions are required to serve the Area, receipt of a contribution with respect to those 
facilities is necessary to avoid undue risk for IAWC and its customers.  As Mr. Grubb 
indicated, under the Agreement, IAWC’s investment in supply plant is provided as 
customers attach.  Accordingly, the risk that the Area may not develop as planned is 
placed on the Developer, and not on IAWC and its customers.  He explained that, if 
IAWC were required to invest the full cost of constructing the supply plant, the level of 
rate base per customer for the Area (and associated revenue requirement) would be 
unreasonably high.  Mr. Grubb explained that, for that reason, IAWC’s investment in 
water supply plant is limited to the amount of the above-described refund per customer 
as customers attach.  The per customer amount ($980.00) is the average per customer 
cost of “Wells and Springs” for the Metro Division.  As a result, the per customer level of 
water supply plant investment included in the Metro Division rate base for the Area will 
be consistent with that applicable outside the Area.  Accordingly, as Mr. Grubb noted, 
existing Metro Division customers will not be required to subsidize the water service 
provided to new customers within the Area.  For these reasons, he stated that the initial 
contribution of water supply plant and the amount of refund per customer are 
appropriate. 
 

2. Water Distribution System 
 
Under the Agreement, Toll will construct at its cost a water distribution system 

within the Development (“Development Distribution System”) as is authorized by Rule 
10(p) of the Standard Water Rules.  Rule 10(p) requires, however, that a developer 
constructing water mains enter into an agreement “in accordance with the provisions” of 
Rule 10, and that all work completed by the developer must be in accordance with 
IAWC’s requirements and approval.  Mr. Grubb stated that, as contemplated by Rule 
10(p), the terms of the Agreement with regard to the Development Distribution System 
are substantially consistent with the terms of Rule 10.   

 
Mr. Grubb noted that, under the Agreement, Toll will construct the Deve lopment 

Distribution System, and install service lines, subject to IAWC’s inspection and 
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approval.  He added that meters are installed and furnished by IAWC at its cost.  Toll 
receives a refund of one and one-half times the expected annual revenues from new 
customers attaching to the Development Distribution System over a ten-year period 
($629 per customer), and the estimated average cost of a service line for each attaching 
customer ($650 per customer).  This level of distribution system investment by the utility 
(through refunds) is substantially consistent with the investment contemplated by the 
Standard Rules, except that, under the Standard Rules, the utility would pay the actual 
cost of the IAWC portion of the service line (street main to the curb stop), rather than an 
estimated cost.  In this situation, IAWC believes that the Agreement reasonably uses 
the average service line cost.  Due to use of the average, IAWC would give up the 
benefit that would result if the actual cost of a service line were to be below the 
estimate.  In return, however, IAWC will not incur additional cost in the event of that 
actual service line costs exceed the average.  According to Mr. Grubb, the Agreement’s 
estimate of the cost of a service line, and the protection provided by the Agreement 
against a future increase in such costs, are reasonable.  Accordingly, IAWC requests 
that the Agreement’s provisions regarding refunds for the Development Distribution 
System be approved. 
 

3. Development Wastewater Collection System 
 

 As Mr. Grubb indicated, under Rule 11.01(m) of the Standard Sewer Rules, 
construction cost/refund requirements for sewer collection mains that will serve six or 
more residences are not set forth in detail, and are subject to negotiation by the utility 
and the developer as part of a “special contract.”  Under the Agreement, Toll will 
construct the Development Wastewater Collection System.  Mr. Grubb stated that the 
Agreement provides for refunds by IAWC in accordance with the methodology approved 
in Docket No. 01-0645 (February 20, 2003).  Mr. Grubb explained that in that docket the 
appropriate amount of a utility’s investment in a wastewater collection system was 
extensively addressed, and IAWC and Staff ultimately agreed to use the methodology 
set forth on Attachment “A” to a Stipulation referenced in the Commission’s Order.  As 
indicated in IAWC’s Exhibit 4, IAWC and Staff agreed in Docket No. 01-0645 that a 
developer constructing wastewater mains should receive a credit (refund) from the utility 
equivalent to one-and-one-half times IAWC’s estimate of annual wastewater revenues 
to be provided by "Original Prospective Customers" (as defined in Exhibit 4).  The 
amount refunded will not exceed the amount of the original deposit.  As Exhibit 4 
indicates, the approved methodology in Docket No. 01-0645 provided the initial 
developer seeking a main extension with certain “recapture” rights when a future 
developer connects to the same main.  Mr. Grubb noted that, in the present case, 
however, Toll has waived such a right and the Agreement does not provide for 
"recapture."  With respect to the methodology developed in Docket No. 01-0645, the 
Commission concluded (Order, p. 8) that “the parties have devised a method sufficient 
to repay … [the utility], developers and property owners for costs incurred in the 
installation of sewer extensions, and that all participants to such developments would be 
fairly and adequately recompensed.”  Accordingly, as Mr. Grubb indicated, the 
Commission determined in Docket No. 01-0645 that the methodology was reasonable 
and should be approved.  (Order, Docket No. 01-0645, p. 8.)  IAWC proposes that, for 
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the Development Wastewater Collection System, the amount of credit (refund) due to 
Toll be determined by use of the methodology described above and endorsed by the 
Commission in Docket No. 01-0645. 
 

C. Approval of Accounting Entries 
 

Mr. Grubb further testified that, in accordance with Commission policy and the 
Uniform System of Accounts (83 Ill. Admin. Code, Part 605, Accounting Instruction 17), 
IAWC proposes to record the original cost of water and wastewater facilities for the Area 
in the applicable Utility Plant In Service accounts (Account 101 - for water and sewer 
service, separately).  The original cost of the Water System and Development 
Wastewater Collection System facilities for the Area will be the gross cost of the 
facilities.  IAWC proposes to record the anticipated amount of the refunds for water 
facilities (using the above-described methodology) in Account 252 - Advances for 
Construction.  The difference between the actual construction costs for water facilities 
and the amount recorded in Advances for Construction will be recorded in Account 271 
- Contributions in Aid of Construction.  As refunds are paid to the Developer, the amount 
of the refunds would be entered as a debit to Account 252.  Mr. Grubb stated that the 
accounting entries for the sewer assets would be the same as those for water in that the 
actual cost for construction of sewer assets would be recorded as Utility Plant In Service 
(Account 101), and the anticipated amount for refunds (using the above-described 
methodology) would be recorded in Account 252.  The difference between the 
construction cost and the amount of Advances for Construction would be recorded in 
Account 271 - Contributions In Aid of Construction.  The balance in Account 252 would 
be offset by a debit for refunds made in accordance with the methodology approved in 
Docket No. 01-0645.  As Mr. Grubb noted, the water and wastewater accounting entries 
proposed by IAWC are shown on IAWC’s Exhibit 5. 

 
 Mr. Grubb further noted that, for rate-making purposes, the above-referenced 
accounting entries would have no initial effect on rate base (the amount recorded as 
utility plant being offset entirely by contributions and advances).  Rate base would 
increase as customers attach due to IAWC’s payment of water and sewer construction 
cost refunds (which reduce the amount of advances) under the refund approaches 
discussed above. 
 

D. Approval of Depreciation Rates 
 

 Mr. Grubb asserted that the level of depreciation expense reflected as an 
operating expense should be based on application of the present water and wastewater 
depreciation rates of the Metro Division.  According to Mr. Grubb, the Commission last 
evaluated these depreciation rates in IAWC’s last rate case, Docket No. 02-0690. 
 

E. Approval of Water/Wastewater Rates 
 
IAWC proposes to apply for water service and wastewater collection service the 

rates set forth in the tariffs of the Metro Division (as now in effect or as such rates may 
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be subsequently modified by Order of the Commission). (Ill. C.C. No. 4, Sheet Nos. 36 
and 37 (water service); Ill. C.C. No. 5, Sheet Nos. 37 and 38 (wastewater collection 
service)).  In addition, all other applicable water and wastewater charges for the Metro 
Division would apply to service within the Area, including, but not limited to, public and 
private fire protection charges, returned check charges, late-payment fees and State 
and municipal add-on taxes or fees.  As shown on IAWC’s Exhibit 6, if the proposed 
Water Rates and proposed Sewer Rates are charged within the Area, the expected rate 
of return on the water and sewer rate bases on an average basis for the first five years 
after initiation of service in the Area is comparable to the rate of return on rate base 
allowed by the Commission in IAWC’s last rate proceeding, Docket No. 02-0690.  Mr. 
Grubb concludes that the proposed rates, therefore, are not in excess of reasonable 
rates. 
 
III. STAFF’S DIRECT POSITION 
 

Staff witness Hathhorn reviewed the testimony, data request responses, and 
exhibits that support IAWC’s financial projections.  Based on her review, Ms. Hathhorn 
found no reason to conclude that IAWC’s assumptions and financial projections are not 
reasonable.  She recommended that by March 31 of each year IAWC provide to the 
Chief Clerk of the Commission and the Manager of Accounting a copy of the actual 
annual financial information for the prior year for the development until such time as the 
Commission makes a revenue requirement determination in a rate filing.  According to 
Ms. Hathhorn, the financial information should include, but not be limited to, aggregate 
plant investment, annual revenues, direct expenses, allocated expenses, contributions 
in aid of construction received, number of customers, and status of construction.  Ms. 
Hathhorn indicated that this would allow the Commission to assess whether the rates 
granted in this proceeding need to be reassessed. 

 
Ms. Hathhorn further testified that the accounting entries proposed by IAWC are 

the correct treatment under the Uniform System of Accounts for Water and Sewer 
Utilities operating in Illinois.  She also noted that nothing came to her attention that 
would cause her to oppose the proposal to use the Metro Division depreciation rates for 
the certificated area.  As Ms. Hathhorn indicated, in IAWC’s last rate case, Docket No. 
02-0690, IAWC accepted Staff’s recommendation that it perform depreciation studies 
prior to the next water and sewer rate filings for the Metro Division.  Accordingly, prior to 
next rate case involving  the certificated area, IAWC will have to perform a depreciation 
study since the Area will be a part of the Metro Division. 
 
 Staff witness Luth addressed IAWC’s proposed rates for the water and sewer 
systems.  He noted that IAWC is proposing to apply rates determined in Docket No. 
02-0690 for its Chicago Metro service area.  Mr. Luth concluded that, based upon the 
evidence presented by IAWC and responses to data requests, application of Chicago 
Metro rates will not adversely affect the rates of current Chicago Metro customers.  
IAWC’s Exhibit 6 shows the five-year average return on basic current rates from the 
Village area will be more than the return approved in Docket No. 02-0690.  After 3 years 
of forecasted build-out, IAWC will earn the rate of return on rate base approved in 
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Docket No. 02-0690 each year, if cost and revenue projections are accurate.  As 
Mr. Luth explained, three years or less is not an excessive amount of time for a 
development to produce the rate of return from the previous IAWC rate order.   

 
Mr. Luth noted that revenue is expected to be produced in some amount by a 

school and certain commercial development in the vicinity of the Development.  He 
noted, however, that it is uncertain whether the school will attach to the water and sewer 
systems or to what extent future commercial and other development may affect the cost 
and revenue of the water and sewer systems.  Thus, Mr. Luth concurred with IAWC’s 
position that revenues from the school and other development should not be considered 
at this time.  Even it if was certain that the school would attach to the water and sewer 
systems, he stated that it does not appear that the school district would attach to the 
water and sewer systems until an expansion that it plans is complete, which may occur 
in the fall of 2008.  With these uncertainties, Mr. Luth concluded that potential revenues 
from the school and other development should not be considered in evaluating whether 
IAWC’s Chicago Metro rates should be applied to the water and sewer system.  Based 
upon IAWC’s forecast, which does not include the potential addition of the school and 
other adjacent development, Mr. Luth opined that the proposed transaction will not 
adversely affect the rates of current IAWC customers in the Chicago Metro service area.   

 
Staff witness Johnson testified that he inspected the Area on June 8, 2005, and 

that it was apparent to him that a need exists for service.  Mr. Johnson noted that 
construction of the Development has begun and that the elementary school is 
completed.  He visually verified the Area and noted that there are municipalities located 
within one and one-half miles of the Area, and that notice of the Amended Petition filed 
in this matter was served on the municipalities.  In response to a data request, IAWC 
stated that the only municipalities in the general vicinity of the Area are the Village of 
Hoffman Estates and the Village of Barrington.  As Mr. Johnson noted, the Village of 
South Barrington currently does not have a water or wastewater service provider.  The 
data response further noted that it is either impractical for other municipalities in the 
area to serve the Area, or there is no mutual interest between South Barrington and the 
municipality in having the municipality extend service to the Area.  Mr. Johnson noted 
that no other utility regulated by the Commission serves the Area.  He also testified that 
Staff is not aware of any homeowner association in the Area that would be able to 
provide service.   

 
Mr. Johnson noted IAWC’s response to a data request regarding feasible 

alternatives to the proposed construction.  IAWC pointed out in the data response that 
alternatives such as the provision of service by municipalities or other public utilities are 
not viable.  Additionally, as Mr. Johnson explained, based on Staff’s experience, running 
a water main and providing Lake Michigan water would be cost prohibitive.  The closest 
regulated water utility is County Line Water Company, which serves a small subdivision 
in Palatine township.  According to Mr. Johnson, it would be not viable for it to serve the 
Area because of distance and lack of capacity. 

 
Mr. Johnson observed that Section 8-406(b) of the Act states in part: 
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No public utility shall begin the construction of any new plant, equipment, 
property or facility which is not in substitution of any existing plant, 
equipment, property or facility or any extension or alteration thereof or in 
addition thereto, unless and until it shall have obtained from the 
Commission a certificate that public convenience and necessity require 
such construction.  Whenever after a hearing the Commission determines 
that any new construction or the transaction of any business by a public 
utility will promote the public convenience and is necessary thereto, it shall 
have the power to issue certificates of public convenience and necessity.  
The Commission shall determine that proposed construction will promote 
the public convenience and necessity only if the utility demonstrates: (1) 
that the proposed construction is necessary to provide adequate, reliable, 
and efficient service to its customers and is the least-cost means of 
satisfying the service needs of its customers; (2) that the utility is capable 
of efficiently managing and supervising the construction process and has 
taken sufficient action to ensure adequate and efficient construction and 
supervision thereof; and (3) that the utility is capable of financing the 
proposed construction without significant adverse financial consequences 
for the utility or its customers.   

Mr. Johnson testified that IAWC has demonstrated that the proposed construction in this 
matter is needed to serve the area in order to provide adequate , reliable , and efficient 
service to customers.  Toll has requested that IAWC provide public water and 
wastewater service to customers anywhere within the Development.  Mr. Johnson noted 
that, in response to a data request, IAWC stated: 
 

As explained in the response to WD 1.07, there is no entity currently 
providing water or wastewater service in the Village of South Barrington.  
Therefore, the proposed construction is necessary to provide adequate, 
reliable, and efficient service to the Area.  [IAWC] has worked with the 
Developer to determine that the design of the facilities meets [Illinois 
Environmental Protection Agency] and Village of South Barrington 
requirements in a cost-effective manner.  [IAWC] considers these to be 
the minimum requirements that the water and wastewater systems’ design 
and construction must meet to provide adequate, reliable, and efficient 
service. 

Mr. Johnson further testified that IAWC has demonstrated that it is capable of 
efficiently managing and supervising the construction process and has taken sufficient 
action to ensure adequate and efficient construction and supervision.  He added that 
IAWC has consistently demonstrated that its water and wastewater systems are well-
operated and that its equipment is well maintained.  IAWC is a subsidiary of American 
Water Works Company, Inc., which is owned by a strong parent company, RWE AG, 
and is part of the RWE Thames Water Division.  Mr. Johnson observed that Thames 
Water is one of the world’s largest water and wastewater services providers and, 
together with American Water, serves 70 million people in over 20 countries.  Thames 
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Water operates about 1,500 water and wastewater treatment plants worldwide.  In 
Mr. Johnson’s opinion, this suggests that resources for supervision, operations , and 
plant facilities are available if needed.  He also pointed out that IAWC stated in 
response to a data request that it can ensure the efficient management and supervision 
of the construction process through enforcement of the Developer’s contractual 
obligations under the Agreement.  Mr. Johnson believes that IAWC has met the 
requirements of Section 8-406(b)(1) and (b)(2) of the Act.  Therefore, he does not object 
to IAWC being granted the Certificate to provide water and wastewater service for the 
Area. 

 
Mr. Johnson explained that under Section 600.370(a), IAWC must get 

Commission approval that the water supply plant additions involved in this case are 
extensive and that the Developer should be required to advance funds.  He testified that 
there is no doubt in his mind that extensive plant additions are required to serve the 
proposed customers.  He noted that this is a brand new system that is being built from 
the ground up.  Mr. Johnson further indicated that the cost of the water supply plant and 
storage (water backbone plant) is estimated to $3.6 million.  He also agreed with use of 
the Chicago Metro Division average per customer cost in determining the appropriate 
refund for water backbone plant.  According to Mr. Johnson, this allows the per 
customer level of water supply plant investment included in the Metro Division rate base 
for the Area to be consistent with that for areas served by wells outside the Area.  
Additionally, Mr. Johnson believes that the rate of return for the Area will be at a 
reasonable level compared to what IAWC is currently authorized.  He noted that 
acceptance of IAWC’s refund proposal in this proceeding does not suggest that 
precedent should be set for this type of mechanism in the future.  Mr. Johnson asserted 
that each case is reviewed upon its own merits. 

 
Mr. Johnson also testified that the provisions of the Commission’s rules will be 

followed in connection with the construction of water mains.  IAWC calculated $629 per 
customer as the refund appropriate to Toll over 10 years.  Mr. Johnson indicated that 
this figure is based upon one and one-half times the expected annual revenues from 
new customers attaching to the Development Distribution System.  He stated that this 
proposal follows Section 600.370(b), and that he does not object to the proposal.  He 
added that IAWC is proposing that Toll be allowed to install service lines, and then be 
reimbursed by IAWC for that installation rather than having IAWC put the service lines 
in itself.  Mr. Johnson agreed with this approach.  In response to a data request, IAWC 
pointed out that when a developer is building a residential subdivision, the developer 
often prefers to construct infrastructure itself, including roads, sidewalks, storm sewers 
and all components of the water and wastewater systems within the development.  As 
Mr. Johnson indicated, this approach permits efficient coordination and scheduling of 
the work by the developer on these and other aspects of the overall project.  He agreed 
with IAWC’s assessment in this regard.  He further stated that the proposed refund 
amount seems reasonable since it is based upon actual costs for service line 
installations.  Mr. Johnson noted IAWC’s data responses indicating that all permits and 
approvals necessary to construct the system would be obtained by the Developer.   
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With respect to wastewater collection mains, Mr. Johnson noted that IAWC is 
proposing to use the same refund methodology approved by the Commission in Docket 
No. 01-0645.  He stated that, in this case, Toll has waived recapture rights, which 
provide for collection of a pro-rata contribution from future developers attaching to a 
main constructed by use of a deposit from an original developer and transfer of that 
payment to the original developer.  He indicated that, since the Commission approved 
the methodology proposed in this proceeding and in Docket No. 01-0645, and since 
customers benefit from Toll having waived its right to recapture, Staff does not object to 
this proposal.   

 
Mr. Johnson also observed that in response to a data request, IAWC provided a 

copy of the Agricultural Impact Mitigation Agreement (“Agricultural Agreement”) dated 
November 23, 1992.  As Mr. Johnson noted, the Agricultural Agreement helps to ensure 
that agricultural land across which new water lines are constructed will be restored in a 
manner that will protect the land’s integrity and farmability.  Mr. Johnson recommended 
that the Commission reference the Agricultural Agreement as a finding in its final order.   

 
Mr. Johnson further noted that, in accordance with Section 600.370(b)(8), IAWC 

in this case will pay the additional cost for mains sized larger than required by the 
Commission’s Rules.  He indicated that the Rules, Regulations and Conditions of 
Service from IAWC’s Chicago Metro Division would apply to service in the proposed 
area.  Mr. Johnson noted that these Rules, Regulations and Conditions of Service have 
been approved, and should be used for the Area.   
 

Staff witness Phipps noted that Section 8-406(b)(3) of the Act requires the 
Commission to determine that the proposed construction will promote the public 
convenience and necessity only if the utility demonstrates that it is capable of financing 
the construction without significant adverse financial consequences for the utility or its 
customers.  According to IAWC’s 2004 ILCC Form 22 Annual Report at December 31, 
2004, IAWC’s net plant totaled $598,487,540.  IAWC’s total utility revenue for the twelve 
months ended December 31, 2004 totaled $169,607,371.  In comparison, Ms. Phipps 
pointed out that IAWC estimates its investment to serve the Area is $956,645 (i.e., 
refunds totaling $886,645 plus transaction-related expenses totaling $70,000).  Thus, 
IAWC’s investment for serving the Area would equal $956,645, or 0.16% of its total 
utility plant and 0.56% of its total utility revenue.  Moreover, she observed that the 
Agreement limits the amount of payments by IAWC to Toll to the construction cost for 
the Development, which totals $7,956,000, plus interest.  (Ms. Phipps also testified that 
Staff does not endorse IAWC’s estimated interest rate (or debt cost) in this case for 
ratemaking purposes).  Thus, even if IAWC reimbursed Toll for the entire construction 
cost, in addition to paying the transaction-related expenses, Ms. Phipps calculated that 
IAWC’s investment in the system would equal $8,026,000, or 1.34% of its total utility 
plant and 4.73% of its total utility revenue.  In her judgment, IAWC’s estimated cost of 
construction is diminutive in relation to its financial resources.  Thus, she concludes, 
IAWC has the financial ability to construct, operate, and maintain the water and sewer 
systems for the Area.  
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Ms. Phipps further testified that IAWC has access to the capital markets on 
reasonable terms.  IAWC obtains equity capital through its parent company, American 
Water, which, in turn, obtains equity capital through its parent company, RWE AG.  
RWE AG also provides substantially all debt funding to another of American Water’s 
wholly-owned subsidiaries, American Water Capital Corporation (“AWCC”).  AWCC 
provides IAWC with debt capital, as authorized in Docket No. 00-0306.  Standard & 
Poor’s (“S&P”) categorizes debt securities on the basis of the risk that a company will 
default on its interest or principal payment obligations.  The resulting credit rating 
reflects both the operating and financial risks of a utility.  S&P rates AWCC “A.”  
According to S&P, an A-rated utility has a strong capacity to meet its financial 
obligations.  The ratings on AWCC largely reflect the consolidated credit quality of its 
ultimate parent, RWE AG.  AWCC has a Baa 1 senior unsecured rating from Moody's 
Investor’s Service (“Moody’s”).  According to Moody’s, Baa-rated issuers offer adequate 
financial security.  Given that IAWC’s parent company, American Water and indirect 
parent company, RWE AG, are financially strong, Ms. Phipps concluded that IAWC has 
access to the capital markets on reasonable terms.  Ultimately, she believes that the 
proposed transaction meets the requirements of 8-406(b)(3) of the Act.  Therefore, she 
recommended that the Commission find that IAWC is capable of financing the proposed 
construction without significant adverse financial consequences for the utility or its 
customers. 

 
Overall, Staff recommended approval of IAWC’s Amended Petition, subject to the 

following conditions: 
 
1. That the Commission order IAWC to file with the Chief Clerk and provide 

to the Manager of Accounting of the Commission annual financial information until such 
time as the rates for South Barrington are set in a rate filing; and 

 
2. That IAWC adhere to the Agricultural Impact Mitigation Agreement. 

 
IV. IAWC’s REBUTTAL POSITION 
 

In response to Staff, IAWC witness Grubb testified that IAWC is in agreement 
with Staff’s conclusion that the relief requested by IAWC in this proceeding should be 
granted.  He indicated that IAWC accepted the two above referenced conditions 
recommended by Staff.  He also agreed with Staff that for ratemaking purposes, if the 
obligation for the amounts IAWC owes under the Agreement were included in IAWC’s 
embedded cost of debt in a future rate proceeding (a situation that IAWC does not 
anticipate), the interest rate on that obligation should be determined in that future rate 
proceeding. 
 
V. COMMISSION CONCLUSION 
 
 For the reasons given by IAWC and Staff, the relief requested by IAWC in its 
Amended Petition is reasonable and should be granted, subject to the two conditions 
recommended by Staff.  The Commission finds that the public convenience and 
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necessity require the provision by IAWC of public water and sanitary sewer service, and 
the conduct by IAWC of a water and sewer public utility business in the Area.  The 
Commission further concludes that: (1) the proposed terms for the contribution/advance 
of water backbone plant are reasonable and should be approved; (2) the proposed 
refunds to Toll for water backbone and distribution facilities, and for wastewater 
collection facilities are reasonable and should be approved; (3) the form of accounting 
entries proposed by IAWC are reasonable and should be approved to record the 
original cost of water and wastewater facilities; (4) for the South Barrington area, IAWC 
should apply the approved water and wastewater rates for the Metro Division, until such 
time as other water and/or wastewater rates become effective in accordance with law; 
(5) IAWC should utilize the approved Metro Division Rules, Regulations and Conditions 
of Service for the South Barrington area, as now in effect or as subsequently amended; 
and (6) for the South Barrington area, IAWC should apply the approved depreciation 
rates of the Metro Division, as now in effect or as subsequently amended.  The 
Commission also concurs with Staff and IAWC that, for ratemaking purposes, if the 
obligation for the amounts IAWC owes under the Agreement were included in IAWC’s 
embedded cost of debt in the future rate proceeding, the interest rate on that obligation 
for ratemaking purposes should be determined in that future rate proceeding. 
 
VI. 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) IAWC provides water and sewer public utility services to the public in 

certain areas of the State of Illinois and is a public utility within the 
meaning of the Act; 

(2) through its Metro Division, IAWC provides water and sewer service for 
certain incorporated and unincorporated areas in portions of Cook, 
DuPage, Will, Kendall, Grundy, Kane, and McHenry Counties; 

(3) the Commission has jurisdiction over the parties hereto and subject matter 
herein; 

(4) the Commission’s conclusions and statements of fact are supported by the 
record, and are hereby adopted as findings of fact; 

(5) the public convenience and necessity require that, effective upon the 
transfer by Toll to IAWC of water and sewer facilities under the Water 
Service Agreement, IAWC operate and maintain a public water supply and 
distribution system and a sanitary sewage collection and disposal system, 
and provide public water and sanitary sewer service for the area legally 
described in IAWC Exhibit 3; 

(6) IAWC has the technical, financial, and managerial ability to operate and 
maintain a public water supply and distribution system and a sewage 
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collection and disposal system, and to provide a public water and sanitary 
sewer service for the Area; 

(7) the provision of a public water and sanitary sewer service in the Area will 
impose no financial burden on either IAWC or its customers; 

(8) no public water or sewer utility company, other than IAWC, within, or 
within a reasonable proximity to, the Area, is able to render public water or 
sanitary sewer utility service to the Area, and no municipal water or sewer 
system is available to provide adequate and efficient service to the Area; 

(9) construction of the water and wastewater facilities described herein is 
necessary to provide adequate, reliable, and efficient service to 
customers, and is the least-cost means of satisfying the service needs of 
customers; 

(10) IAWC is capable of efficiently managing and supervising the construction 
process, and will ensure that the construction and supervision thereof is 
adequate and efficient; 

(11) IAWC is capable of financing the proposed construction without significant 
financial consequences for itself or its customers; 

(12) the proposed water backbone plant contribution/advance from Toll is 
reasonable and should be approved; 

(13) the proposed refunds to be paid by IAWC to Toll for water backbone plant, 
water distribution facilities, and wastewater collection facilities are 
reasonable and should be approved; 

(14) to record the original cost of water and wastewater facilities transferred to 
IAWC, the form of accounting entries proposed by IAWC is reasonable 
and should be approved; 

(15) the approved depreciation rates in effect for water and wastewater 
facilities in the Metro Division (as presently in effect or as subsequently 
amended) should apply to water and wastewater facilities, respectively, in 
the Area; 

(16) the approved Rules, Regulations and Conditions of Service for water and 
sewer operations in the Metro Division (as now in effect or as amended) 
should apply to water and wastewater service, respectively, in the Area; 

(17) for water and wastewater service in the Area, IAWC should apply the 
approved water and wastewater service rates, respectively, of the Metro 
Division (as now in effect or as subsequently amended); 
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(18) on or before March 31 of each year, until such time as rates are next 
determined for the Metro Division in a rate proceeding, IAWC should file 
with the Chief Clerk of the Commission and provide to the Commission’s 
Manager of Account annual financial information for the Area; and 

(19) IAWC should adhere to the terms of the Agricultural Impact Mitigation 
Agreement between IAWC and the Illinois Department of Agriculture, 
dated November 23, 1992. 

IT IS THEREFORE ORDERED by the Illinois Commerce Commission that a 
Certificate of Public Convenience and Necessity should be issued to Illinois-American 
Water Company, authorizing it, effective upon the transfer of facilities under the Water 
Service Agreement, to construct, operate , and maintain a public water supply and 
distribution system and a sanitary sewage collection and disposal system for the Area, 
such Certificate reading as follows: 

 
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 

 IT IS HEREBY CERTIFIED that the public convenience and 
necessity require the construction, operation, and maintenance of a water 
supply and distribution system and a sanitary sewage collection and 
disposal system, and the transaction by Illinois-American Water Company 
of the business of furnishing public water and sanitary sewer service to the 
public in connection therewith, in the area legally described in Appendix 
“A” hereto. 
 
IT IS FURTHER ORDERED that the provisions of the Water and Sewer Rules, 

Regulations and Conditions of Service (as now in effect or as subsequently amended) 
of Illinois-American Water Company’s Metro Division shall apply to water and sewer 
service rendered in the Area, respectively. 

 
IT IS FURTHER ORDERED that Illinois-American Water Company shall apply for 

water and sewer service provided in the Area the approved water and sewer service 
rates of the Metro Division (as now in effect or as subsequently amended). 

 
IT IS FURTHER ORDERED that the contribution to water backbone plant 

proposed herein is hereby approved. 
 
IT IS FURTHER ORDERED that the refunds to be paid by Illinois-American 

Water Company to Toll IL WSB, L.P. for water backbone and distribution facilities and 
for wastewater collection facilities are hereby approved. 

 
IT IS FURTHER ORDERED that Illinois-American Water Company should apply 

to the water and sewer facilities transferred under the Water Services Agreement the 
respective water and sewer depreciation rates of the Metro Division (as now in effect or 
as subsequently amended). 
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IT IS FURTHER ORDERED that to record the original cost of the water and 
sewer facilities transferred, Illinois-American Water Company shall use the form of 
accounting entries approved herein. 

 
IT IS FURTHER ORDERED that, until new water and sewer rates are next 

approved for the Metro Division in a rate proceeding, Illinois-American Water Company 
shall file annually on or before March 31 actual financial information for the Area. 

 
IT IS FURTHER ORDERED that Illinois-American Water Company shall comply 

with the terms of the Agricultural Impact Mitigation Agreement, dated November 23, 
1992. 

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

the Act and 83 Illinois Administrative code 200.880, this Order is final and is not subject 
to the Administrative Review Law. 

 
By order of the Commission this 28th day of September, 2005. 

 
 
 
 (SIGNED) MARTIN R. COHEN 
 
 Chairman 


