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PROPOSED ORDER 
 
By the Commission: 
 
 In this proceeding, Illinois-American Water Company ("Illinois-American," 
“Company” or “IAWC") filed, with the Illinois Commerce Commission (“Commission”), a 
petition pursuant to Section 9-220.2 of the Public Utilities Act (the “Act”), 220 ILCS 5/1-
101 et seq., and 83 Ill. Adm. Code 656 (“Part 656”).  The Company therein seeks 
approval of its Qualifying Infrastructure Plant ("QIP") Surcharge Reconciliation, for the 
2010 reconciliation year, for its Alton, Streator, Cairo, Interurban, Pontiac, and Peoria 
service districts, each of which is within the Company’s Single Tariff Pricing Zone 
(“Zone 1”) and is eligible to participate in the QIP program.  
 
 Pursuant to due notice, hearings were held before a duly authorized 
Administrative Law Judge at the Commission’s offices in Springfield, Illinois. 
Appearances were entered on behalf of Illinois-American, the Commission Staff 
(“Staff”), and the People of the State of Illinois by and through the Attorney General of 
the State of Illinois.  Evidence was presented by Illinois-American and Staff, and at the 
conclusion of the hearings, the record was marked “Heard and Taken.”  No other 
appearances were entered, and no petitions for leave to intervene were filed. 
 
 A Proposed Order was issued by the Administrative Law Judge.   
 

Applicable Authority 
 
 Section 9-220.2 of the Act is titled, “Water and sewer surcharges authorized.” 
Section 9-220.2(a) provides in part:  
 

The Commission may authorize a water or sewer utility to file a surcharge 
which adjusts rates and charges to provide for recovery of . . . (iv) costs 
associated with an investment in qualifying infrastructure plant, 
independent of any other matters related to the utility's revenue 
requirement. A surcharge approved under this Section can operate on an 
historical or a prospective basis.  
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 Section 9-220.2(b) provides: 
 

For purposes of this Section, "costs associated with an investment in 
qualifying infrastructure plant" include a return on the investment in and 
depreciation expense related to plant items or facilities (including, but not 
limited to, replacement mains, meters, services, and hydrants) which (i) 
are not reflected in the rate base used to establish the utility's base rates 

and (ii) are non‑revenue producing. For purposes of this Section, a 

"non‑revenue producing facility" is one that is not constructed or installed 

for the purpose of serving a new customer. 
 
 Section 9-220.2(c) states, “On a periodic basis, the Commission shall initiate 
hearings to reconcile amounts collected under each surcharge authorized pursuant to 
this Section with the actual prudently incurred costs recoverable for each annual period 
during which the surcharge was in effect.” 
 
 Provisions in Section 9-220.2 relating to a QIP surcharge rider are implemented 
in 83 Ill. Adm. Code 656, “Qualifying Infrastructure Plant Surcharge.” "Qualifying 
infrastructure plant" is defined in Section 656.20 as follows: 
 

"Qualifying infrastructure plant" means certain non-revenue producing 
eligible plant that is not reflected in the rate base used to establish the 
utility's base rates and is consistent with the terms of Section 656.40 of 
this Part. Non-revenue producing plant is plant that is not constructed or 
installed for the purpose of serving a new customer. 

 
 Section 656.40(a) specifies criteria which must be met if plant additions are to be 
classified as QIP. One such criterion is that the plant additions must be replacements of 
existing plant items from four accounts, which apply to transmission and distribution 
mains, services, meters and meter installations, and hydrants. 
 
 Under Section 656.30(a), the QIP surcharge is capped at 5% of the QIP base 
rate revenues billed to customers.  Section 656.30(b) provides, “On the effective date of 
new base rates that provide for the recovery of the costs that had previously been 
recovered under the QIP surcharge rider, the QIP surcharge percentage for the 
applicable rate zone shall be reset to zero.” 
 
 Formulas for determining the QIP surcharge percentage are set forth in Section 
656.60. The QIP surcharge is the amount added to the customer’s bill when the QIP 
surcharge percentage is applied. Subject to prior balances and the 5% cap, amounts 
recovered through the QIP surcharge may not exceed the authorized dollar return on 
allowable QIP investment (investment x rate of return) plus depreciation on allowable 
QIP investment. 
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 Procedures and timelines for rider and information sheet filings, and for annual 
reconciliations, are contained in Sections 656.70 and 656.80.  Section 656.80 provides 
that the annual reconciliation shall include a calculation of the “R” component necessary 
to adjust revenue collected under the QIP surcharge rider in effect for the rate zone 
during the reconciliation year to an amount equivalent to the actual level of prudently-
incurred QIP cost for the reconciliation year. The formula for calculating the R 
component is contained in Section 656.80(d).  The “O” Component is the Commission-
ordered adjustment component necessary to adjust actual revenue collected under the 
QIP Surcharge to the actual level of prudently-incurred QIP costs for the reconciliation 
year.   

 
Information Presented by Illinois-American 

 
 On December 18, 2009, Illinois-American filed 2010 QIP tariffs with the 
Commission pursuant to the terms of the QIP riders and 83 Ill. Adm. Code, Part 656.  
The QIP surcharge percentage specified in the information sheets, effective January 1, 
2010, was 1.65% for each of the STP service districts of Alton, Streator, Cairo, 
Interurban, Pontiac, and Peoria.  The QIP surcharge percentages were determined 
through the use of estimated qualified infrastructure plant expenditures for December 
2009 through April 2010, along with the use of actual qualified infrastructure plant 
expenditures for July 2009 through November 2009 for the combined participating 
service districts in the STP tariff group, and estimated base revenues for January 2010 
through April 2010.   
 
 The reconciliation filed by Illinois-American on March 15, 2011, which initiated 
the instant proceeding, reflected actual qualified infrastructure plant expenditures and 
QIP revenues for January through March 2010. Illinois-American filed the testimony of 
Mr. Scott Rungren who sponsored Exhibits 1.1 through 1.9. 
   
 Exhibit 1.1 presented the QIP costs for the reconciliation year as required by 83 
Ill. Adm. Code 656.80(f)(1), and included the summary of QIP eligible expenses by 
district, and the monthly and 13-month average of accumulated QIP expenditures by 
QIP asset type by service district for 2010.  Exhibit 1.2 presented the revenues arising 
through the application of the QIP surcharges during reconciliation year 2010 as 
required by 83 Ill. Adm. Code 656.80(f)(2).  According to the reconciliation, the QIP was 
under-collected by $335,146 for the STP tariff group. 
 
 Exhibit 1.3 presented the reconciliation R components determined by Illinois-
American showing the amounts to be recovered/(refunded) over a nine-month period 
commencing April 1, 2011, as required by 83 Ill. Adm. Code 656.80(f)(3).  Exhibit 1.4 
presented the schedule of actual rate base and operating income as required by 83 Ill. 
Adm. Code 656.80(f)(4).  The surcharge revenues were collected in January through 
March of 2010, prior to the rate order in Docket No. 09-0319 taking effect.  Exhibit 1.9 
provided information regarding the prudence of the Company’s investment in QIP as 
required by 83 Ill. Adm. Code 656.80(h)(5).  
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 In its rebuttal testimony, IAWC accepted the recommendations made in the 
Staff’s testimony as described below.   
 

Staff Analysis 
 
 Staff witnesses Mary Everson, who is an accountant in the Accounting 
Department of the Commission’s Financial Analysis Division, summarized the 
reconciliation proposed by Staff for each service area in which the QIP Surcharge is 
administered.  In her Schedule 1.1 2nd Revised, Ms. Everson presented the Company’s 
proposed reconciliation, Staff’s adjustment and Staff’s adjusted reconciliation for Zone 
1. 
 
 In Schedule 1.2 2nd Revised, Ms. Everson presented the cumulative history of 
IAWC’s QIP surcharge since its first reconciliation in 2006. This cumulative history is 
presented in the new format Staff is using for reconciliations.  By presenting the history 
of the QIP surcharge, the Company and all users of these schedules can follow the 
progress of the reconciliations from year to year and be assured that the new format 
does not change the results of the reconciliation process.  This schedule is attached as 
Appendix B to this Order.  Ms. Everson also indicated that her exhibits reflect the 
adjustments proposed by Staff witness Mr. Sperry. 
 
 Ms. Everson recommended that the Qualifying Infrastructure Surcharge 
Reconciliation as presented on Staff Exhibit 1.0 2nd Revised, Schedule 1.1 2nd 
Revised, for the Zone 1 (Alton, Streator, Cairo, Interurban, Pontiac and Peoria) service 
area, be adopted.  She also recommended that the Factor O of $182 be refunded to the 
ratepayers and that it include an interest component in accordance with 83 Ill. Adm. 
655.50(c). The refund of the Factor O should be accomplished by its inclusion in the 
QIP Surcharge calculated with the first information sheet that IAWC files subsequent to 
the Order in this Docket. 
 
 Staff witness Jonathan Sperry, a water engineer in the Water Department of the 
Commission’s Financial Analysis Division,  testified that IAWC’s plant additions met the 
criteria specified in 83 Ill. Adm. Code 656.40 for classification as QIP for calendar year 
2010, with two exceptions.  Mr. Sperry proposed the disallowance of costs related to 
hydrants installed in an Alton district water main upgrade because the hydrants did not 
replace existing plant items within the meaning of Part 656.  He also removed certain 
Peoria district costs incurred as the result of damage caused by automobile accidents 
because such costs are subject to reimbursement by the responsible party. (Staff Ex. 
2.0 at 8). 
 

Commission Conclusions, Findings and Ordering Paragraphs 
 
 The Commission finds that the 2010 QIP surcharge reconciliations as 
recommended by Staff and accepted by the Company, as shown in the Appendix 
hereto, are reasonable and should be approved.  With the Staff adjustments, the types 
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of costs recovered and the period in which they were incurred meet the criteria set forth 
in Part 656. 
 
 The resulting "O" Component, representing an over-collection for Zone 1, should 
be approved. The O Component under-collection should be recovered, with interest 
calculated pursuant to 83 Ill. Adm. Code 656.80(i), commencing on the effective date of 
the QIP Surcharge Percentage specified in the Company's next Information Sheet filing. 
 
 The record also indicates that the costs recovered through the surcharge were 
prudently incurred within the meaning of Section 9-220.2(c).  As noted above, under 
Section 9-220.2(c), only prudently incurred costs are recoverable through a surcharge 
under Part 656.  With respect to future rate proceedings, the relationship between the 
determinations in this order and the review of rate base items is an issue not reached in 
this order. 
 
 Accordingly, the proposed reconciliations, as shown in the Appendix hereto, 
should be approved. 
 
 The Commission, having reviewed the record, is of the opinion and finds that: 
 

(1) Illinois-American provides water and sewer public utility services to the 
public in certain areas in the State of Illinois and is a public utility within the 
meaning of the Public Utilities Act; 

(2) the Commission has jurisdiction over Illinois-American and the subject 
matter of this proceeding; 

(3) the facts recited and conclusions reached in the prefatory portion of this 
Order are supported by the record and are hereby adopted as findings of 
fact; 

(4) the 2010 QIP surcharge reconciliations for the Alton, Streator, Cairo, 
Interurban, Pontiac, and Peoria QIP Service Areas (Zone 1) of Illinois-
American, as proposed by Staff in Staff Exhibit 1.0 2nd Revised, Schedule 
1.1 2nd Revised, and as summarized in the Appendix hereto, shall be 
approved; 

(5) the refunds under the O Component shall take place over a nine-month 
period, to commence with the effective date of the QIP Surcharge 
Percentage specified in the Company's next Information Sheet filling; 
these recoveries should reflect interest calculated in the manner described 
above. 

 IT IS THEREFORE ORDERED that the reconciliation of revenues and costs 
under the Qualifying Infrastructure Plant Surcharge Rider for Illinois-American Water 
Company, Zone 1, for the reconciliation period January 1, 2010 through December 31, 
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2010, is hereby approved as proposed by Staff and as modified by this Order and 
summarized on page 1 of the Appendix attached hereto.  
 
 IT IS FURTHER ORDERED by the Commission that, in calculating QIP 
Surcharge Percentages for purposes of the next Information Sheet filings for Zone 1, 
Illinois-American shall include, along with other components specified in 83 Ill. Adm. 
Code 656, the O Component recommended by Staff and approved herein.  
 
 IT IS FURTHER ORDERED that, subject to the provisions of Section 10-113 of 
the Public Utilities Act and 83 Ill. Adm. Code 200.880, this Order is final; it is not subject 
to the Administrative Review Law. 
 
 DATED:  September 28, 2012 
 
 
 

Larry M. Jones 
Administrative Law Judge 


