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 NOW COMES the Staff of the Illinois Commerce Commission, by and through its 

undersigned counsel, and pursuant to Section 200.800 of the Rules of Practice before 

the Illinois Commerce Commission, states, for its Supplemental Initial Brief in the above 

captioned proceeding, as follows:  

 

I. Procedural History 

 On March 15, 2010, the Illinois-American Water Company (IAWC or the 

Company) filed its Application for Approval of the Annual Reconciliation of Purchased 

Water and Purchased Sewage Treatment Surcharges. See, generally, Application. 

Several Petitions to Intervene were filed and subsequently granted. Thereafter 

testimony was submitted by IAWC (IAWC Ex. 1.0 and 1.0R, respectively the Direct and 

Rebuttal Testimony of Rich Kerchove; IAWC Ex. 2.0 and 2.0R, respectively the Direct 

and Rebuttal Testimony of Michael A. Smythe; and 3.0, the Direct Testimony of Kevin F. 

Hillen) and Staff (Staff Ex. 1.0, the Direct Testimony of Mary H. Everson; and Staff Ex. 

2.0 and 3.0, respectively the Direct and Rebuttal Testimony of William H. Atwood). The 

Attorney General (AG) took active part in the proceeding but submitted no witness 

testimony. 

 On September 25, 2013, an evidentiary hearing was convened, wherein the 

testimony referred to above was placed in evidence by affidavit; the AG sponsored a 

number of data request responses. See Tr., 113-130. 
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II. Relevant Statutes and Regulations 

 

 Several Commission regulations from 83 Illinois Administrative Code Part 655 

appear to the Staff to be relevant to this proceeding. They are set forth, in full as follows: 

 

Section 655.30  Recoverable Purchased Water/Sewage Treatment 
Costs  
  
a)         Costs recoverable through the purchased water/sewage treatment 
surcharge shall include the following:  
  

1)         The cost of purchased water from an entity other than the utility 
(including wheeling or delivery charges); and  

  
2)         The cost of purchased sewage treatment from an entity other 
than the utility.  

  
b)         Recoverable purchased water/sewage treatment costs shall be 
offset by the revenues derived from transactions at rates not subject to the 
purchased water/sewage treatment surcharge to the extent that costs 
incurred in connection with such transactions are recoverable costs under 
subsection (a) above. Subsection (a) shall apply to transactions subject to 
rates contained in tariffs on file with the Commission, in contracts entered 
into pursuant to such tariffs, and in any other contracts providing for 
purchased water/sewage treatment.  
  
c)         Revenues from penalty charges approved by the Commission that 
relate to purchased water/sewage treatment shall offset recoverable costs 
as determined under Section 655.40 of this Part.  
  
d)         The determination of costs recoverable from customers through 
the purchased water/sewage treatment surcharge shall not include water 
used in, and/or sewage treated for, facilities either owned or leased by the 
utility.  
 

 
 
Section 655.50  Annual Reconciliation  

 
 
a)         At the time that the utility files its annual reconciliation, the utility 

shall file a petition pursuant to 83 Ill. Adm. Code 200 seeking 
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approval of its annual reconciliation. The annual reconciliation shall 
be verified by an officer of the utility.  

  
b)        The utility shall provide the following schedules for each surcharge 

being reconciled:  
  
1)         A schedule showing the costs recoverable through the 

applicable surcharge during the reconciliation year,  
  
2)         A schedule showing the revenues arising from the 

applicable surcharge during the reconciliation year, and  
  
3)         A schedule showing the reconciliation components 

determined by the utility (Rf, Rv, and R, as applicable) to be 
recovered or refunded throughout the April 1 through 
December 31 period following the filing of the annual 
reconciliation. The reconciliation components shall be 
treated as an addition to, or an offset against, actual 
purchased water/purchased sewage treatment costs.  
  
A)        The calculation of the utility-determined reconciliation 

components shall include the effects of the 
reconciliation components and adjustment 
components from prior reconciliation years that were 
effective in the year being reconciled.  

  
B)        The utility-determined reconciliation components 

shall include the total of the following items:  
  
i)         Refunds, directly billed supplier surcharges, 

unamortized balances of adjustments in effect 
as of the utility's implementation date, and 
other separately designated adjustments;  

  
ii)        For the initial reconciliation year, the 

cumulative difference between actual 
recoverable purchased water/sewage 
treatment costs and surcharge recoveries for 
the period preceding the initial effective month; 
and  

  
iii)        The unamortized portion of any reconciliation 

components and/or adjustment components 
included in prior determinations of the 
purchased water/sewage treatment surcharge.  
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C)       The reconciliation components shall not include costs 
associated with unaccounted for water or any storm 
water inflow or infiltration in contravention of an Order 
of the Commission directing that such costs not be 
reflected in rates.  

  
D)       If a utility determines the need to amortize a positive 

reconciliation component over a period longer than 
nine months, the utility must receive authority from the 
Commission's Manager of the Accounting Department 
to recover such costs over a longer period. The utility 
shall make the request in writing to the Manager of 
the Accounting Department. The Manager of the 
Accounting Department must approve the request for 
a longer amortization period in writing. The Manager 
of the Accounting Department shall consider the 
dollar amount of the positive reconciliation component 
and the impact of the positive reconciliation 
component on customer bills when granting or 
denying a utility's request for an amortization period 
longer than nine months.  

  
c)         Costs and revenues associated with the purchased water/sewage 

treatment surcharge shall be subject to adjustment components 
(Of, Ov, and O, as applicable) as required by an Order of the 
Commission. Any difference determined by the Commission shall 
be credited or charged, as appropriate, along with any interest at 
the effective rates established by the Commission under 83 Ill. 
Adm. Code 280.70(e)(1). Interest on the adjustment component 
shall be applied from the end of the reconciliation year until the 
adjustment component is refunded or charged.  

  
d)         The initial reconciliation year shall begin on the effective date of 

the purchased water/sewage treatment surcharge and end on 
December 31 of the calendar year in which the surcharge was 
initiated. Each subsequent reconciliation year shall begin on 
January 1 and shall end on December 31.  

  
e)        The utility will file its annual reconciliation no later than the 

March 15 following the December 31 end of the reconciliation 
period. The utility-determined reconciliation component from the 
annual reconciliation shall become effective on the April 1 
following the end of the reconciliation year.  

  
f)         When the utility files its annual reconciliation, the utility shall 

provide two copies of the following items, for each surcharge 
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being reconciled, one copy to the Commission's Manager of the 
Water Department and one copy to the Commission's Manager 
of the Accounting Department:  
  
1)        Copies of all workpapers pertaining to the reconciliation;  
  
2)        Copies of all invoices supporting the costs for the 

applicable purchased water/sewage treatment surcharge;  
  
3)        Copies of the applicable general ledger or equivalent 

documentation supporting the recovery of the purchased 
water/sewage treatment surcharge;  

  
4)         A worksheet showing an independent calculation of the 

purchased water/sewage treatment surcharge. For fixed 
charges, the worksheet shall show the total fixed charge 
obtained by multiplying the monthly fixed charge by the 
number of customer months. For variable charges, the 
worksheet shall show the total variable charge obtained 
by multiplying the units delivered by the variable charge 
rate; and  

  
5)         A detailed worksheet showing the calculation of any 

reconciliation component based upon the annual 
reconciliation and the effect  of the reconciliation 
component amount on the purchased water/sewage 
treatment surcharge rate.  

 

Section 655.60 Implementation  
  

a)        A utility proposing a purchased water/sewage treatment 
surcharge under this Part shall file a purchased water/sewage 
treatment surcharge rider in accordance with the requirements 
of Section 9-201 of the Act [220 ILCS 5/9-201].  

  
b)        The amount of any new or modified purchased water/sewage 

treatment surcharge shall be shown on an information sheet 
supplemental to the purchased water/sewage treatment 
surcharge rider, which shall be filed in accordance with this 
Section.  

  
c)        The utility shall provide supporting documentation and 

workpapers with the filing of each information sheet.  
  
d)        The utility shall file the information sheet and supporting data for 

the purchased water/sewage treatment surcharge no later than 
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the 20th day of the month preceding the effective month. An 
information sheet and supporting data filed after that date, but 
prior to the first day of the effective month, shall be accepted 
only if it corrects an error or errors from a timely filed information 
sheet for the same effective date. Any other information sheet 
and supporting data shall be accepted only if submitted as a 
special permission request to become effective on less than 45 
days' notice under the provisions of Section 9-201(a) of the Act 
[220 ILCS 5/9-201(a)].  

  
e)        The purchased water/sewage treatment surcharge shall be 

presented as a separate line item on the customer bills.  
  
f)         The revenues resulting from each purchased water/sewage 

treatment surcharge shall be recorded in a separate revenue 
subaccount.  

  
g)        A utility that presently has in place a separate charge for the 

recovery of purchased water/sewage treatment costs shall, 
within 180 days after December 19, 2001  (on or before June 
17, 2002), file with the Commission tariff sheets proposing to 
initiate a new purchased water/sewage treatment surcharge 
rider consistent with this Part and cancel the presently effective 
separate charge. Such tariff sheets shall reflect the utility's 
proposal for disposition of reconciliation balances, if any, 
accrued under the separate charge in effect when the tariff 
sheets are filed.  

  
h)        A utility shall provide notice as required by Section 9-201(a) of 

the Act after the filing of each information sheet. The utility also 
shall post notice of such filing in accordance with the 
requirements of 83 Ill. Adm. Code 255. Unless filed as part of a 
general rate increase, notice of the filing of a purchased 
water/sewage treatment surcharge rider also shall be given in 
the manner required by this subsection for the filing of 
information sheets.  

 

 

III. Argument 

 In this proceeding, Staff accepts all adjustments proposed by the company, see 

generally Staff Ex. 1.0, except for the IAWC’s request for full recovery of excess flow 

charges originating in its Country Club District, which the company is obliged to pay to 
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the City of Elmhurst (City). See, generally Staff Ex. 2.0, 3.0. The Staff’s basis for 

recommending this partial disallowance is as follows: 

The Country Club District’s sewage is transported to the City for treatment and 

disposal. Staff Ex. 2.0, 6.  Terms of the sewage disposal are governed by an 

Agreement, dated November 17, 1975 between the Company’s predecessor, Citizens 

Utilities Company of Illinois (“Citizens”), and the City. Id. The Agreement was assumed 

by Illinois-American when it acquired Citizens’ Country Club service area (Docket No. 

00-0476).  Id. The Agreement states the rates charged by the City for sewage disposal 

shall increase by a factor of 10 when the sewage flow rates exceed 415 gallons per 

minute (“gpm”), or when the maximum daily sewage flow exceeds 600,000 gallons per 

day (“gpd”). Id.  

In the 2009 reconciliation year, the Company’s costs for disposing of sanitary 

sewage from the Country Club District increased considerably due to peak sewage 

flows resulting from inflow and Infiltration (I/I) exceeding the limits given above.  Staff 

Ex. 2.0, 5-6.  The excess sewage flow overage charges added an extra 2/3 of the 

normal flow costs to the Country Club District’s total cost of sewage treatment charged 

to the Company in 2009. Id., 6. The Company’s total actual cost of sewage treatment 

purchased for 2009 is $299,339. Id. at 7. In 2009, the overage amount charged for 

excess sewage flow exceeding the flow limits given above is $120,182. Id. The total 

cost without the overage is $179,157. Id. Therefore, the excess flow overage cost of 

$120,182 increased the total cost of sewage treatment charged to the Company in 2009 

by approximately 67%.  Id. 
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I/I is a term used to describe extraneous water that enters a sanitary sewer 

collection system.  Staff Ex. 2.0, 3. This water is not wastewater generated by 

customers, but is instead relatively clean water from rainfall or from groundwater 

surrounding the sewer pipe. Id., 3-4.  Inflow is surface water that directly enters the 

sanitary sewer collection system. Id., 4. Typical inflow sources are:  low lying manhole 

lids with defective covers; storm water inlets improperly connected to the sanitary sewer 

collection system; illegally connected area drains on private property, such as basement 

sump pumps, and building foundation or footing drains, although this is not an exclusive 

list.  Id. Infiltration is ground water that enters the sanitary sewer collection system 

through cracks, holes and defective joints in manholes, sanitary sewer mains and 

customer sewer service lines. Id.  

Almost every sanitary sewer collection system experiences some degree of I/I. 

Staff Ex. 2.0, 4. The amount of I/I that a sanitary sewer collection system is subject to is 

dependent on many factors, including, but not limited to:  water table elevation, age of 

the sanitary sewer collection system, the type of materials that the pipe and manholes 

are made of, the quality of the initial installation, location of manholes, and the number 

of illegal connections to the sanitary sewer collection system that are sources of I/I such 

as sump pumps, downspouts and area drains. Id., 5. 

I/I may result in quantities of wastewater that are much greater than the sanitary 

sewer pipes, pump stations and wastewater treatment plants are designed to effectively 

transport and treat. Id., 5. These results may include backup of sewage into homes, 

sewage overflows from manholes and interference with proper operation of wastewater 

treatment plants.  Id. 
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The Company has been aware that the Country Club sanitary sewer collection 

system suffered from significant levels of I/I since well before 2009. Staff Ex. 2.0, 7. The 

Company conducted a Sewer System Evaluation Study (“SSES” or “SSE study”) of the 

Country Club sanitary sewer collection system in 1999.   Id. Also, in Docket No. 09-0151 

(Country Club’s 2008 calendar year reconciliation case), AG witness Dennis Streicher 

testified that he informed IAWC of the high sewage flows experienced by Country Club 

several years before 2008 and that IAWC was told of Elmhurst’s intention to install a 

meter to measure Country Club sewage flows back in 2002. Id. Subsequently, the 

Company was charged sewage flow overage rates by Elmhurst in 2006. Id.  

The Company has attempted to reduce the amount of I/I received by the Country 

Club District’s sanitary sewer collection system. Staff Ex. 2.0, 7-8. It had a sanitary 

sewer system evaluation study of the entire sanitary sewer collection system performed 

in 2009. Id., 8. Since the study, the Company has made significant investment in 

sanitary sewer collection system improvements, such as sewer lining, manhole 

rehabilitation, sewer main replacement, removal of unauthorized connections, and 

usage of flow monitors to monitor I/I levels. Id. However, these improvements were not 

completed until the end of December 2009 and after. Id. 

The Company has also attempted to reduce I/I from customer-owned portions of 

the sanitary sewer collection system with the establishment of a program to provide 

grants and loans to those customers who remove their storm water connections from 

the system. Staff Ex. 2.0, 8. However, the grant and loan program did not become 

effective until November 22, 2009, no customers participated in the grant and loan 
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program in 2009, and no information on the grant and loan program was provided to 

customers in 2009, the reconciliation year. Id. 

The Company inherited the condition of the sanitary sewer collection system 

when it acquired the Country Club service area from Citizens. Staff Ex. 2.0, 8. It also 

assumed the pre-existing sewage disposal Agreement between the City and Citizens. 

Id. The Company has undertaken efforts to reduce the quantity of I/I and to renegotiate 

terms of the Agreement with Elmhurst. Id., 8-9. However, as noted above, the I/I 

tributary to the Country Club’s sanitary sewer collection system results in significantly 

higher sewage disposal rates and associated costs to the Company.  Id., 9. These costs 

are somewhat arbitrary since they are dependent on groundwater levels and weather 

conditions; however, they can be significant, adding 67% to Country Club’s sewage 

disposal costs in 2009.  Id. 

In summary, the Company has been aware that the Country Club sanitary sewer 

collection system suffered from significant levels of I/I for several years prior to 2009, 

and nonetheless did not act to address it until 2009. Staff Ex. 2.0, 9. The Company has 

also been aware that the City had the ability to impose extremely high charges for 

excess sewage flows, was concerned with the high sewage flows from Country Club, 

and intended to install its own flow measurement system to quantify the high flows. Id. 

In Staff’s opinion, not all of the excess sewage flow overage costs were prudently 

incurred.  Staff Ex. 2.0 at 9. Therefore, it is not equitable that the customers should bear 

the entire burden of the sewer overage charges for the I/I related excess sewage flows.  

Id. The Company owns the sanitary sewer collection system and has the responsibility 

to reduce I/I tributary to the sanitary sewer collection system. Id. Therefore, the 
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Company should bear some of the responsibility of the additional costs incurred for the 

excess sewage flow overage, instead of the customers being held entirely responsible 

for these costs. Id. 

 This position is supported by Commission rules and a prior Commission 

decision. Rule 655.50(b)(3)(C) provides that: 

The reconciliation components shall not include costs associated with 

unaccounted for water or any storm water inflow or infiltration in 

contravention of an Order of the Commission directing that such costs not 

be reflected in rates. 

 

83 Ill. Adm. Code 655.50(b)(3)(C) 

 

This is important, because in its Order, Illinois-American Water Company: 

Application for Approval of the Annual Reconciliation of Purchased Water and 

Purchased Sewage Treatment Surcharges Pursuant to 83 Ill. Adm. Code 655, Docket 

No. 09-0151 (July 31, 2012) (2008 Reconciliation Order), the Commission found that: 

Staff recommends that responsibility for the excess sewerage flow 
charges of $44,399 be divided equally between IAWC and Country Club 
District customers.  That is, Staff recommends that IAWC only be allowed 
to recover one-half of this amount from ratepayers. In its brief, the AG 
concurs in Staff’s recommendation. IAWC objects to Staff’s proposal, as 
discussed above.  
 
The Staff witness testified that the Company has been aware that the 
Country Club sanitary sewer system suffered from significant levels of I/I 
since at least as early as 2006, and certainly before 2008, and should 
have taken actions to address the problems prior to 2008.  
 
The Commission agrees with Staff that IAWC should have begun 
addressing I/I problems in the “public” side of the system -- such as 
where ground water enters the sanitary sewers through such places as 
cracks, holes and defective joints in manholes and sanitary sewer mains -- 
earlier than it did.  The Company had knowledge of these problems 
and control over the sources and the repair of them.  Customers 
should not have to bear the full cost of excess charges associated 
with I/I from the Company’s side of the system.  
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Responsibility for the I/I problem from the customer-owned private 
sources, however, is more complicated. IAWC does not have direct 
control over the removal of unauthorized customer-owned building 
foundation and footing drains, other than by such means as 
disconnection of service which IAWC characterized as a drastic step.  
Although other Parties are critical of IAWC’s handling of these problems, 
they do not appear to be specifically recommending disconnection of 
offending customers.  Accordingly, the Commission does not believe 
IAWC should be found imprudent, or subject to the 50/50 sharing, 
with respect to its incurrence of the portion of excess sewerage flow 
charges associated with I/I from these customer-owned sources.  
 
Staff notes that an SSES report stated that inflow from foundation drains is 
responsible for over one-third of I/I received by the Country Club sanitary 
sewer  collection system. (Staff Initial Brief at 23) Thus, the Commission 
finds it reasonable to exclude one-third of the excess flow charges 
from the 50/50 sharing.  The 50/50 sharing will be applied to the other 
two-thirds of the excess flow charges in the reconciliation year, 
which results in a disallowance of $14,800, rather than $22,200 as 
proposed by Staff and AG, or zero as recommended by IAWC.  The 
disallowance is reflected in Appendix B to this Order.   
 
2008 Reconciliation Order, 40-41(Emphasis added) 

 

 The same logic applies for this reconciliation year. The evidence reflects that 

IAWC only completed implementation of public side measures in December, 2009, well 

after it knew of them, and too late to have an effect on the 2009 year for reconciliation 

purposes. Accordingly, the Staff recommends that the Commission do precisely what it 

did in the 2008 reconciliation – find that the one-third of I/I constituting inflow from 

foundation drains should be excluded from overage charges, and the remainder split 

evenly between customers and the company.  

 The Company contends that Staff does not claim that the Country Club sanitary 

sewer system’s level of inflow and infiltration is excessive or out of the ordinary, instead 

that Staff’s proposed adjustment for I/I is made in response to the terms of the sewage 
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disposal Agreement between the Company and the City of Elmhurst.  IAWC Ex. 2.0R, 

1-2.  The Company also asserts that situations that give rise to the penalty clause of the 

Elmhurst contract are primarily caused by wet weather that does not occur on a day-to-

day basis and is therefore not imprudent on the part of the Company. IAWC Ex. 2.0R, 2-

3. 

 However, the Company’s assertion regarding the basis of Staff’s proposed 

adjustment is incomplete, and as is clear in Staff’s direct testimony, Staff’s 

recommendation is based on a combination of factors.  These factors are, first, the 

Company has known about its Country Club District I/I issues and their potential 

impacts for some time. Staff Ex. 3.0, 3. The Company has been aware that the Country 

Club sanitary sewer collection system suffered from significant levels of I/I for several 

years prior to 2009, and nonetheless did not act to address it until 2009 and after. Id. 

Second, the Company has also been aware that Elmhurst has the contractual right to 

impose high charges for excess sewage flows, that Elmhurst was concerned with the 

high sewage flows from Country Club, and that Elmhurst intended to install its own flow 

measurement system to measure the high flows. Id. Given the evidence presented 

during this docket regarding the existence of high sewage flows associated with I/I, the 

Company should have reasonably concluded prior to 2009 that precipitation and 

associated I/I will occur from time to time.  

 These factors result in substantial costs being passed on to customers for 

additional measured sewage flows that they did not generate. In effect, the customers 

are paying for service they did not have the benefit of.  In addition, 83 Ill. Adm. Code 

655.50(b)(3)(C) provides that: “[t]he reconciliation components shall not include costs 
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associated with … any storm water inflow or infiltration in contravention of an Order of 

the Commission directing that such costs not be reflected in rates.” Here, the 

Commission has directed that these costs be disallowed in its 2008 Reconciliation 

Order. This is a sound basis for disallowing them to the same extent in this proceeding. 

 Staff agrees with the Company that precipitation is the source of surface and 

ground water that can result in situations where the measured sewage flows exceed the 

normal flow charge rate in the Agreement with Elmhurst.  However, it is this water, 

combined with the defects in the Company’s sanitary sewer collection system, 

that result in the I/I carried by the sanitary sewers. Staff Ex 3.0, 2-3 

 The Company’ contention that it has acted prudently since the excess sewage 

flow charges from I/I do not occur on a day-to-day basis is likewise flawed. As 

discussed above, the Company has known about its Country Club District I/I issues and 

their potential impacts for some time. Staff Ex. 3.0, 3. The fact that the excess sewage 

flow overage problem only occurs periodically does not absolve the Company of any 

responsibility to address it. Id.  

Staff has reviewed IAWC’s Purchased Water and Sewage Treatment Surcharge 

Reconciliations, and has proposed reconciliations for each of the IAWC service areas 

here at issue. Staff Ex. 1.0, 2, 4. It recommends these be adopted. Staff Ex. 1.0, 

generally; see also Staff Ex. 1.1, 1.2 AH, 1.2 CS, 1.2 DC, 1.2 F, 1.2 SW, 1.2 SB, 1.3, 

1.4 CC, 1.4 VV, 1.4 RO, 1.4 RM. 

 
IV. Conclusion 

 Not all of the excess sewage flow overage costs were prudently incurred.  Staff is 

unable to quantify the amount of the overage costs that were prudently incurred.  
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However, it is not equitable that the customers should bear the entire burden of the 

overage charges for the I/I related excess sewage flows.  Staff recommends that the 

Commission rule as at did in its 2008 Reconciliation Order and find that the one-third of 

I/I constituting inflow from foundation drains should be excluded from overage charges, 

and the remainder split evenly between customers and the company. 

Finally, Staff recommends adoption of schedules presented by Staff witness 

Mary H. Everson with her Direct Testimony. See Staff Ex. 1.0, generally; see also Staff 

Ex. 1.1, 1.2 AH, 1.2 CS, 1.2 DC, 1.2 F, 1.2 SW, 1.2 SB, 1.3, 1.4 CC, 1.4 VV, 1.4 RO, 

1.4 RM. 

 WHEREFORE, the Staff of the Illinois Commerce Commission respectfully 

requests that its recommendations be adopted in their entirety consistent with the 

arguments set forth herein. 
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