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JMA/146145.01          6121-239 

STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

Illinois-American Water Company   ) 

       ) Docket No. 09-0319 

Proposed General Increase in Water   ) 

and Sewer Rates.     ) 

 

INITIAL BRIEF AND ARGUMENT OF THE INTERVENOR,  

THE VILLAGE OF BOLINGBROOK 

 

 Now comes the Intervenor, Village of Bolingbrook, by its attorneys, Tressler LLP, and, 

for its Initial Brief and Agrument, states: 

INTRODUCTION 

 In this proceeding, Illinois-American Water Company (“IAWC” or “Company”) asks this 

Commission to approve a staggeringly high rate increase, yet it has utterly failed to control its 

own costs to its sister company, American Water Works Service Company, Inc. (the “Service 

Company”), also solely owned by IAWC’s parent.  This Commission, perhaps concerned about 

the incestuous relationship, directed IAWC, it its last rate proceeding in Docket No. 07-0507, the 

to conduct a study in its next rate filing comparing the cost of each service obtained from the 

Service Company and the price that IAWC would pay for such services had they been obtained 

through competitive bidding.  As the Commission stated in its Order: 

 IT IS FURTHER ORDERED that Illinois-American Water Company shall 

submit with its next rate proceeding the study comparing the costs of services 

obtained from American Water Works Service Company, Inc. with costs of such 

services had they been obtained through competitive bidding on the open 

market, as further described in Section IV.B.6.d., above.  (Emphasis added). 
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 Instead of complying with this Commission’s Order in the present rate proceeding, 

IAWC made a mockery of it, submitting a study that utterly fails to comply with the Order. 

 As brought out during testimony at the hearing, the importance of this issue cannot be 

overstated.  As set forth in more detail below, at a time when the economy dictated that 

consumers had the most leverage that they have had in a lifetime when dealing with service 

providers, IAWC allowed its sister Service Company to jack up its rates 9.4%, and then 12.1%, 

in the period of one year, resulting in millions of dollars of increased expense that IAWC is 

attempting to recoup from Illinois ratepayers in this proceeding.  The Commission’s concerns in 

the last rate proceeding were not only justified, they have been validated. 

ARGUMENT 

I. The “Service Company Study” Submitted by IAWC in This Proceeding Should Be 

Stricken. 

 

 IAWC’s “Service Company Study” fails to comply with this Commission’s prior Order 

and should be stricken and disregarded.  As noted above, in Docket 07-0507, this Commission 

stated: 

 IT IS FURTHER ORDERED that Illinois-American Water Company shall 

submit with its next rate proceeding the study comparing the costs of services 

obtained from American Water Works Service Company, Inc. with costs of such 

services had they been obtained through competitive bidding on the open market, 

as further described in Section IV.B.6.d., above.  (Emphasis added). 

 

Further, Section IV.B.6.d. of the Order in Docket No. 07-0507 provides: 

Because the Commission questions whether IWAC is doing everything possible 

to ensure low costs for ratepayers, the Commission directs IAWC to conduct a 

study comparing the cost of each service obtained from the Service Company to 

the costs of such services had they been obtained through competitive bidding 

on the open market.  As part of the study, IAWC must also provide an analysis 

of the services provided by the Service Company to all of IAWC’s affiliates.  The 

analysis must provide details on the specific services provided to IAWC and how 
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costs are allocated among affiliates of IAWC.  IAWC shall include the study in 

its next rate filing.   
 

Order at pp. 30-31 (emphasis supplied).  IAWC did not request that the Commission modify its 

order to permit a “cost comparison” methodology in lieu of a study using a “competitive 

bidding” methodology. 

The unique benefits associated with competitive bidding have been identified by the 

Illinois Supreme Court.  Court Street Steak House, Inc. v. County of Tazewell, 163 Ill.2d 159, 

643 N.E.2d 781, 784 (1994).  In Court Street Steak House, the Court ruled that competitive 

bidding serves a significant public purpose, namely: “…the purpose of inviting competition, to 

guard against favoritism, improvidence, extravagance, fraud and corruption and to secure the 

best work or supplies at the lowest price practicable.”  Id.; 10 E. McQuillin, Municipal 

Corporation §29.29, at 375 3d ed. 1966; see also Compass Health Care Plans v. Board of 

Education, 246 Ill.App.3d 746, 751, 617 N.E.2d 6 (1992); O’Hare Express, Inc. v. City of 

Chicago, 235 Ill.App.3d 202, 208, 601 N.E.2d 846 (1992).  Because of these compelling public 

purpose considerations, Illinois courts have long recognized that, when a competitive bidding 

process is required, no other means of solicitation can lawfully be utilized.  Compass Health 

Care Plans, 617 N.E.2d 6 (1992); O’Hare Express, Inc., 601 N.E.2d 846.    

Based on the Commission’s express directive in its Order in Docket No. 07-0507, IAWC 

was to prepare a Service Company Cost Study based on “competitive bidding in the open 

market.”  IAWC has failed to prepare such a study in this proceeding.  Rather, IAWC has 

prepared a “comparative study of Service Company cost and market prices for certain 

services.”  IAWC Exhibit 11.01.  Clearly, a comparative study of market prices is not the same 

as competitive bidding in the open market.  Because the Commission’s Order clearly and 
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unequivocally requires the Service Company study to be based on competitively bid prices, 

IAWC had no discretion to employ any other type of methodology for the study.  Compass 

Health Care Plans, 617 N.E.2d 6 (1992); O’Hare Express, Inc., 601 N.E.2d 846.    

 A typical competitive bidding process for services is exemplified by 30 ILCS 500/35-5 

et seq., which deals with the procurement of professional services by State of Illinois purchasing 

officers.  Under that process, a competitive bidding request form must include: 

  (1) a description of the goal to be achieved; 

  (2) the services to be performed; 

  (3) the need for the service; 

  (4) the qualifications that are necessary; and 

  (5) a plan for post-performance review. 

See 30 ILCS 500/35-30(c).  The competitive forms are then published in an appropriate 

professional publication.  For State purchases, the Illinois Procurement Bulletin is the standard 

professional publication.  The interested respondents then submit their bids, which are opened 

and recorded.  For all contracts with an annualized value that exceeds $25,000, the bids must be 

evaluated and ranked by price.  See 30 ILCS 500/35-30(f).  In any case, when the contract 

exceeds the $25,000 threshold and the lowest bidder is not selected, the chief procurement 

officer or the State purchasing officer must forward a written decision as to why another was 

selected (together with the contract notice of who the lower bidder was).  Id.  These are the basic 

elements of competitive bidding in the open market. 

 As brought out during the testimony in this matter, the Commission’s concerns that led to 

the Order in proceeding 07-0507 were justified.  As Ms. Teasley testified, and as can be 

ascertained from examining IAWC Schedules G-1 and G-5, the Service Company costs, referred 
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to on line 14 of the schedules as “management fees” (Tr. at 122), show that, from December 

2007 to December 2009, IAWC experienced an increase in Service Company fees of 4.37%, 

including a decrease from December 2008 to December 2009 (Tr. at 124).  However, from 

December 2009 to December 2010, IAWC initially projected an increase in Service Company 

fees of 9.4%.  (Tr. at 124-25).  However, perhaps reflective of how much the Service Company 

actually gouges IAWC, even that staggering estimate turned out to be too low – from the time 

that Ms. Teasley submitted her direct testimony in this proceeding to when she submitted her 

supplemental testimony, the increase jumped from 9.4% to an unseemly 12.1%.  (Tr. at 125-26).  

Twelve point one percent!!!  Ms. Teasley blamed this increase on the “economy” and other 

vague, unspecified factors.  (Tr. at 127).  However, as any company providing services to 

customers during the historic economic downfall of 2009 can attest, the steep recession stopped 

the increase of fees, in general, and had a general deflationary impact on the economy.  Ms. 

Teasley’s statements that the economy somehow justified such a large, one-year increase from 

the Service Company fall flat.  Given the large Service Company increase in one year, the fact 

that, of all American Water Company rate cases, Illinois stands as the one seeking the highest 

amount sought (Tr. at 157; A.G. Cross Ex. 2) should not be surprising. 

 The Service Company Cost Study submitted by IAWC in this proceeding is clearly not 

based on a competitive bidding process, as ordered by the Commission.  The methodology of the 

Service Company Cost Study does not include even one competitively bid service.  The Service 

Company Cost Study submitted by IAWC consists of two general components:  the “Self 

Provision Study” (IAWC Ex. 1.04) and the “Market Analysis.”  See  IAWC Exhibit 11.00. 
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 The Self Provision Study (IAWC Ex. 1.04) attempts to analyze the reasonableness of 

Customer Accounts costs (the “Customer Accounts Analysis”) without the benefit of 

competitively bid prices.  The Customer Accounts Analysis methodology is generally described 

as follows: 

In most circumstances, the reasonableness of costs incurred by a specific utility 

cannot properly be assessed based solely on a comparison of the utility’s costs 

with those incurred by other entities.  This is because the needs, activities and cost 

structures of the entities involved may differ with the result that a cost comparison 

is meaningless.  Where, however, a comparison is narrowly focused on a process 

reasonably expected to involve similar activities, and there is an applicable 

standardized accounting process, a cost comparison may provide an indication of 

reasonableness. 

 

Exhibit 11.01 at p. 9 (emphasis supplied).  Thus, the Customer Accounts Analysis is based on a 

utility “cost comparison” methodology, not a competitive bidding methodology, as required by 

the Commissioner’s Order. 

 The Self Provision Study not only failed to comply with this Commission’s Order, but 

was also inherently flawed.  Karla Teasley, President of IAWC, testified that the purpose of the 

Self Provision Study was to analyze whether, if the service company was not performing those 

functions, what specific positions and how many positions would be needed at IAWC.  (Tr. at 

111-12).  For purposes of the Self Provision Study, it was assumed the IAWC employees would 

need the same number of hours to complete tasks as those from the Service Company (Tr. at 

113-14), that IAWC would pay its employees the same amount as what the Service Company 

pays its employees (Tr. at 114-15), and that IAWC would have the same overhead costs as those 

of the Service Company (Tr. at 115).  Even though all of these numbers were assumed to be the 

same, the Self Provision Study somehow concludes that IAWC would need more employees than 

the Service Company to complete the tasks.  (Tr. at 115).  Ms. Teasley asserted that “economies 
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of scale” (essentially, lowering the average cost because the fixed costs are shared over an 

increased number of goods) explained the difference.  (Tr. at 115-16).  Clearly, however, this is 

false; as she herself had explained, the Self Provision Study assumed that the costs were equal.  

(Tr. at 113-15).  Further, as Ms. Teasley conceded, in spite of IAWC’s alleged “economies of 

scale” because of the Service Company, IAWC’s rates are still higher than the municipal rates in 

the Chicago Metro Area, as presented by the municipal and corporate witnesses.  (Tr. at 171).  

Perhaps we are dealing with “diseconomies of scale.”   

 Regardless, the second part of the Service Company Cost Study deals with “market cost” 

comparisons of various services provided by the Service Company, including Accounting 

Services, Engineering Services, Information Technology Services, Legal Services and 

Management Consulting Services.  See Exhibit 11.01 at pp 10-13. The Market Analysis, of 

course, is not based upon competitively bid prices, either.  The Market Analysis methodology is 

described as follows in the Service Company Cost Study: 

To assist Deloitte & Touche with the comparison of the 2010 forecasted cost for 

each type of service expected to be obtained by IAWC from the Service Company 

to an expected market price for the service in the future period (for those services 

that can be effectively outsourced to a non-affiliate provider), the Service 

Company provided Deloitte & Touche with a summary by business unit location 

and function of the test year costs and hours expected to be incurred during the 

test year.  The summary also included the Service Company’s expected unitized 

cost per hour (“Service Company Rate”) for providing each service.  The Service 

Company Rate was calculated by dividing the expected test year costs to provide 

the service by the projected number of hours required to provide the service.  This 

information was mapped to the professional and managerial personnel 

classifications contained in the market surveys as provided to the Service 

Company by Deloitte & Touche for each of the five service categories listed 

above and resulted in comparative data for comparing the fully loaded cost of 

certain services expected to be obtained from the Service Company to the cost of 

such services if they were obtained through competitive bidding on the open 

market. 
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Exhibit 11.01 at p. 7.  Thus, the Market Analysis portion of the Service Company Cost Study is 

based on a hypothetical “expected market price” for some “future period.”  A genuine 

competitive bidding process and the analysis of bid prices are nowhere to be seen in the Service 

Company Cost Study.  Indeed, the President of IAWC is not even aware of what competitive 

bidding processes are required of Illinois municipalities (Tr. at 197), nor can she testify regarding 

whether IAWC ever met those standards (Tr. at 197-99).  The Service Company Cost Study is 

not simply inadequate; it has no relevance whatsoever because the Commission’s Order 

unambiguously mandates a competitive bidding methodology for the Study. 

 Further, the Service Company Cost Study is inherently flawed.  As Mr. Uffelman, who 

performed the salary portion of the study for IAWC, testified, he merely took the number of 

hours for engineering, accounting, information technology, legal and management services from 

IAWC (without questioning the same), as well as the costs computed by IAWC, and asked 

IAWC to “assign the hours to the costs.”  (Tr. at 375).  He then assumed that the same number of 

hours would be necessary for a third party to provide the service.  (Tr. at 375-76).  Clearly, this 

methodology is flawed.  At the least, it is a far cry from an analysis looking at competitive 

bidding on an open market, as this Commission had ordained. 

 Because the Service Company Cost Study utterly fails to comply with competitive 

bidding process requirements of the Commission’s Order in Docket No. 07-0507, the entire 

Study (Exhibit 11.01), as well as the Self Provision Study, and any testimony regarding them 

must be stricken from the record in this case. 

 In addition, because the presentation of a competitively bid cost study for services was 

required as an express condition of IAWC’s “next rate proceeding,” the present rate proceeding 
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should be dismissed in its entirety by the Commission due to the lack of the mandated study.  See 

Order in Docket No. 07-0507 at p. 127. 

 Alternatively, because IAWC’s failure to comply with the Commission’s Order in Docket 

No. 07-0507 relates to its purported costs from its Service Company, IAWC should be prohibited 

from asserting, in this rate proceeding, that its purported costs from its Service Company are any 

different from those which the Commission found to be the costs from the Service Company in 

Docket No. 07-0507. 

 II. Bolingbrook Adopts Certain Arguments of Other Parties. 

 To save trees and needless repetition, Bolingbrook hereby adopts the arguments raised in 

Sections VI through X of the Initial Brief of the Village of Homer Glen and the Cities of 

Champaign and Urbana and the Villages of St. Joseph, Sidney, and Savoy, as well as other cost 

of capital issues asserted by the Illinois Attorney General in this proceeding. 

CONCLUSION 

 After hearing the testimony, one gets the impression that this rate proceeding, coming on 

the heels of two previous double-digit rate increases in the last seven years, is being treated by 

IAWC as simply “business as usual.”  IAWC simply does not get it.  As its President agreed, in 

order to control its rates, a company has to control its costs.  (Tr. at 142).  Its sister Service 

Company has increased costs to IAWC at a rate of 12.1% in the past year alone.  (Tr. at 125-26).  

During the pendency of this proceeding, this number was increased from 9.4%.  (Tr. at 124-25).  

Clearly, the Service Company costs are spiraling out of control by millions of dollars.  (Tr. at 

125-26).  This Commission recognized the potential problems presented by having an incestuous 

sister Service Company here in the last rate case less than two years ago, and accordingly 
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ordered IAWC to submit a competitive bid study with respect to the services provided by the 

Service Company in this proceeding.  IAWC has failed to do so and, with a sleight of hand, 

submitted a comparative market-price study that fails to address the underlying problem. 

IAWC seeks dramatic rate increases at a time when the ratepayers in Bolingbrook and 

elsewhere are losing jobs, losing salary, facing unemployment, and facing financial ruin.  By 

contrast, IAWC paid its sole shareholder parent company $9.7 million in dividends last year and 

a proposed $10.3 million this year.  (Tr. at 143-44).  In light of IAWC’s failure to comply with 

this Commission’s Order and failure to exercise any supervision on its spiraling costs, 

Bolingbrook suggests that this Commission take appropriate action.  This rate proceeding should 

not be considered “business as usual.”   

 

Respectfully submitted, 

     /s/ Jeffrey M. Alperin    

Attorney for Intervenor 

VILLAGE OF BOLINGBROOK 

George A. Marchetti 

Jeffrey M. Alperin 

Tressler LLP 

305 West Briarcliff Road 

P. O. Box 1158 

Bolingbrook, Illinois 60440 
146145 
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