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JOINT REPLY BRIEF ON EXCEPTIONS  

FOR THE VILLAGE OF HOMER GLEN AND 
THE CITIES OF CHAMPAIGN AND URBANA AND 

THE VILLAGES OF ST. JOSEPH, SIDNEY, AND SAVOY 
 

 The Village of Homer Glen and the Cities of Champaign and Urbana and the Villages of 

St. Joseph, Sidney, and Savoy file this Joint Reply Brief to the Brief on Exceptions (BOE) filed 

by Illinois American Water Company (IAWC or Company) and the Illinois Commerce 

Commission (ICC or Commission) Staff (ICC Staff).  Specifically, this Reply responds to: 

• IAWC’s exception to increase the amount for the Company’s Business Systems Planning 

Study (BSPS) to $625,240 from the Proposed Order’s (PO) recommendation to allow 

$266,748.  This exception should not be granted.  The entire amount of the BSPS should 

be eliminated. 

• IAWC’s exception to eliminate any independent study of the Service Company.  Not only 

is a study necessary, but also the amount of the Service Company fee should be 

significantly reduced from the PO’s recommendation. 

• IAWC’s exception to eliminate any pre-approval of new studies.  The PO correctly 

recommends that the Commission pre-approve any study conducted by IAWC that it will 

use for seeking ratepayer reimbursement. 
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• The ICC Staff’s exception to allow private fire protection rates to remain the same.  The 

ICC Staff is incorrect that the proposed rate recovers 100 per cent of the cost of service.  

The record unequivially shows that the rate would recover 138 percent of costs and thus 

would discourage installation of fire safety systems.  The private fire protection rate 

should be reduced to cover only the costs to provide the service. 

I. The Company’s request that ratepayers pay for a business planning study 
should be rejected. 

 IAWC in its BOE argues that the PO errs by reducing the amount of the Company’s 

Business Systems Planning Study (BSP) to $266,748 from $625,240.  IAWC is correct, but that 

the amount is wrong.  The correct amount to be included in rates should be zero.   

 The PO observes that “all corporations must plan for the future.”  PO at 20.  The issue is 

not whether IAWC should plan for the future but rather who pays for the study. The PO 

incorrectly concludes that the ratepayers should pay the costs associated with this study being 

performed by IAWC’s affiliate Service Company.  The IAWC ratepayers already pay the Service 

Company over $17 million a year in fees that are wrongly prepaid monthly.  As Homer Glen, 

Champaign, and the Illinois Attorney General (AG) have explained in their briefs and BOEs, this 

amount currently is excessive.  Adding a study that ratepayers would fund is improper.  IAWC 

argues that the systems and processes used to service IAWC are nearing the end of their useful 

lives and IAWC must “undertake a program to streamline and automate processes, and to 

remove inefficient manual tasks, controls and processes, in order to enhance IAWC’s provision 

of service to its customers.”  PO at 20.  The PO accepts the fact that IAWC stood idly by while it 

was collecting depreciation expenses for these systems and now wants IAWC ratepayers to foot 

the bill to upgrade the systems so that the Service Company can become more “efficient.”  
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Champaign and Homer Glen agree that IAWC is currently inefficient.  The Service Company’s 

request to increase its fee to IAWC to $21 million annually testifies to IAWC’s inefficiencies 

and its inability to negotiate for low costs from its affiliate.  Furthermore, IAWC does not 

propose to match the new system planning’s cost savings through the efficiencies it alleges will 

occur.  If the new systems bring the efficiencies IAWC alleges, then the Service Company 

should pay for the costs; otherwise, it will reap the benefits of the efficiencies while 

simultaneously charging higher rates that include the study’s costs—all at the ratepayers’ 

expense. 

 Finally, the AG is correct that the study’s cost is excessive and duplicates work provided 

by the Service Company, that there has been no specific need to justify the cost, that ratepayers 

should not be asked to pay high-priced business consultants to prepare a “business study” when 

rates are already excessive as compared to other systems in the same region providing the same 

service, and that it is irresponsible to impose this additional cost on ratepayers in light of the 

repeated, unusually large rate increases IAWC has sought over the past few years.  AG BOE at 

27. 

 Thus, the PO should be amended to eliminate the entire amount requested by IAWC for 

its business system planning study. 

II. An independent audit of the Service Company’s fees is appropriate and 
should be undertaken immediately. 

 IAWC’s BOE argues that the Commission should not conduct an independent audit of 

the Service Company’s fees to IAWC’s ratepayers because there was no showing in this docket 

that the Service Company fees are too high.  IAWC BOE at 2-6.  IAWC is wrong.  The evidence 

demonstrates that the current Service Company fees are excessive and IAWC’s attempt to justify 
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the level of charges was both inadequate and non-responsive to the final order in Docket No. 07-

0507. 

 In this Docket, IAWC proposes to increase the Service Company fees to over $21 million 

from the $17 million in current rates.  In the last docket, this Commission reluctantly adopted the 

management expense of $17 million but observed that the ICC has “a continuing obligation to 

ensure just and reasonable rates.  Because the Commission questions whether IAWC 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.”  Docket 

No. 07-0507, Final Order at 30-31.   The Final Order further stated: 

IT IS FURTHER ORDERED THAT Illinois-American Water Company shall 
submit with its next rate case proceeding the study comparing the costs of 
services obtained from American Water Works Service Company, Inc. with the 
cost of such services had they been obtained through competitive bidding on the 
open market . . . 

 The Company did not perform the mandated study.  Instead, IAWC ignored the specific 

directive of the Commission and concocted a study guaranteed to obtain the results it wanted. 

 The PO denied the Village of Bolingbrook’s motion to strike the study.  Thus, the only 

study in the record is the inaccurate and biased study that merely performed a salary comparison 

for many of the services, making the assumption that a third-party would require the same 

manhours to perform the work and would offer no discounts.  Because the only evidence offered 

by the Company was this faulty study, the AG/Municipalities joint witness recommended that 

the management fee be increased by only five percent over the $17 million currently in rates.   

 The 28 percent increase in the management fee by the Service Company comes at the 

same time that IAWC itself is increasing its employee count.  In Docket No. 07-0507, IAWC 
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told this Commission it was decreasing the number of its direct employees and transferring their 

functions to the management company where the work could be performed in a more economic 

fashion.  IAWC sought to increase the management fee in the previous case based, in part, on 

this transfer.  As the Final Order in Docket No. 07-0507 noted: 

As Mr. Grubb states that the restructuring removed 31 employee positions from 
IAWC.  He says nine of these 31 positions were transferred directly to the Service 
Company.  As a result of the restructuring, however, Mr. Grubb says the other 22 
IAWC positions were eliminated.  According to Mr. Grubb, the services 
performed by these 31 employees (including the nine transfers) were shifted to the 
Service Company, where, due to the efficiencies generated by the Service 
Company, the services could be provided at a lower cost than would be incurred 
had the employees remained at IAWC. 

Docket No. 07-0507 Final Order at 27. 

 In this docket, not only were the 31 positions that were claimed to be eliminated in 

Docket No. 07-0507 restored (63 new employees) but also the management fee charged to 

IAWC was increased to $21.136 million from the $17.251 million in current rates.  In other 

words, IAWC shuffled employees out of the Illinois company in the 2007 rate case to hike the 

management fee from its Service Company and now has restocked twofold the employees in the 

operating company to justify increased costs for the operating company while increasing, not 

decreasing, the Service Company’s fee to IAWC’s ratepayers.  Further, the Company has been 

adding these 63 employees while it claims in this docket for rate calculation purposes that its 

customer count and sales are decreasing. 

 The ability to manipulate employees between IAWC and the Service Company was 

shown by IAWC witness Rich Kerckhove’s testimony.  He testified in his supplemental 

testimony that labor expenses increased because IAWC was adding a new employee to serve as a 

financial analyst for IAWC, a function that was being provided previously by the Service 
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Company.  Mr. Kerckhove testified that if the Service Company is no longer performing the 

function, then the charge for such service should be removed from the management fee.  

Although he asked that the increase in labor expense be made as part of this docket, when asked 

if the management fee was reduced to reflect the takeover of the function by IAWC, he testified, 

“I don’t know to the extent that that has been done.”  Tr. at 425/6-12.  In other words, while the 

Company increased expenses to be recovered in rates, it did not reduce the Service Company 

fees charged to ratepayers. 

 IAWC’s Ms. Teasley readily admits that IAWC has no real say in what the Service 

Company charges IAWC.  “We have the ability to review the budget,” she testified.  Tr. at 121/7.  

However, it is the Service Company, not IAWC, that approves the budgeted costs charged to 

IAWC.  “I don’t approve the specific rates or the specific salaries of those [management 

company] employees,” Teasley conceded.  Tr. at 135/13-14. 

 Thus, the PO is correct in requesting an independent study because it is only through an 

independent study that the extent of the duplication of costs and shifting of personnel can be 

properly studied and evaluated.  Whether the study proceeds should not be dependent upon what 

the costs of the study may be.  It is for these reasons that the PO is in error in allowing the $21 

million management fee to be included in rates and IAWC is wrong in requesting that the 

Commission refrain from immediately ordering an independent study of the Service Company’s 

practices.    The study should be paid for by the Company, not ratepayers.  IAWC’s exception on 

this point should be rejected. 
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III. IAWC should be required to obtain Commission pre-approval for costs 
associated with studies for which IAWC seeks reimbursement from 
ratepayers. 

 In its third exception, the Company is requesting that it be excused from the requirement 

that the Commission pre-approve any new study IAWC proposes for future rate cases.  This 

requirement should remain in the PO since IAWC has demonstrated over the past several rate 

cases that it conducts inadequate studies, then wants ratepayers to pay for the studies. 

IV. The ICC Staff is wrong in its exception when it states that private fire 
protection charges are set at the cost of service. 

 The ICC Staff in its BOE at 12-13 erroneously states that the private fire charge for the 

Chicago Metro district is at “100% of Cost of Service.”  This is wrong.   

 ICC Staff witness ICC Staff witness Philip Rukosuev testified that for private fire 

protection “that the cost of service is 654,339, and the company is actually recovering more than 

the cost of service, 902,420, that was approved in the previous rate case which is recovery of 138 

percent.”  Tr. at 590/22-591/4.  In other words, private fire protection is over 100 percent of the 

cost of service.  The private fire protection charge is a fee that IAWC charges a customer to 

connect a fire protection sprinkler system to IAWC.  As noted in Homer Glen’s BOE, it is 

inappropriate, life-threatening, and property-threatening to leave the charge at such a high level. 

 ICC Staff’s BOE’s request that private fire protection remain at the current rate should be 

rejected because, contrary to the ICC Staff’s statement, private fire protection is well over the 

cost of service.  The rate should be reduced to a level that reflects no more than the cost of 

service. 
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V. Conclusion. 

 Champaign and Homer Glen request that the Commission deny the exceptions filed by 

IAWC and the ICC Staff as noted in this Reply.  Homer Glen and Champaign request that the 

Commission grant their exceptions and that the PO be modified as indicated in the appendix to 

the BOE. 

 

Respectfully submitted,  

Village of Homer Glen 

Cities of Champaign and Urbana, and  
Villages of St. Joseph, Savoy, and Sidney 
 
 
 
By:  __________/rcb/____________ 
Richard C. Balough 
 
Richard C. Balough 
Balough Law Offices, LLC 
1 N. LaSalle St. Ste. 1910 
Chicago, IL 60602 
312.499.0000 
rbalough@balough.com 
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