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STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

 

ILLINOIS COMMERCE COMMISSION 

On Its Own Motion 

 

) 

) 

) 

) 

) 

) 

) 

 

 Docket No. 10-0366 

Management Audit of Illinois-American Water 

Company to consider the costs of services obtained from 

its Service Company. 

 

 

NOTICE OF PROVISION OF COST ESTIMATES 
 

 Illinois-American Water Company (“IAWC” or “Company”), in response to the Illinois 

Commerce Commission’s (“Commission”) April 13, 2010 Final Order in Docket 09-0319 

(“Final Order”), respectfully files this Notice and Affidavit of Edward J. Grubb (Attachment A 

hereto) providing estimates of the costs it expects to incur relating to the management audit 

which is the subject of this proceeding.  In support thereof, IAWC states:   

1. IAWC is filing this Notice in accordance with the terms of the Final Order, which 

directed IAWC to provide cost estimates for certain future cost studies, including the study 

related to its Service Company fees, stating: 

…in other sections of this Order, in situations where the 

Commission has found that future cost studies appear to offer 

potential benefits, the Commission is ordering IAWC to provide 

cost estimates for such studies so that the Commission will have 

the opportunity to determine if such studies are cost-effective 

before the costs are actually incurred and passed on to ratepayers.  

Studies in which such cost estimates are required in this Order are 

those relating to Service Company fees and direct demand factors. 

 

(Final Order, p. 80 (emphasis added).) 

 

2. Section 8-102 of the Public Utilities Act, 220 ILCS 5/8-102, authorizes the 

Commission to conduct or order an audit of any public utility and provides, in part, that “[t]he 

cost of an independent audit shall be borne initially by the utility, but shall be recovered as an 
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expense through normal ratemaking procedures.”  (220 ILCS 5/8-102.)  The “cost of an 

independent audit” includes the cost of the auditor and the utility’s costs incurred for the audit. 

See, e.g., Contel of Ill., Inc., Docket 90-018 (Jan. 16, 1991); North Shore Gas Co., Docket 90-

0100 (Nov. 8, 1991). 

3. In the Docket 09-0319 proceeding, pursuant to Section 8-102, the Commission 

directed its Staff to conduct, itself or through the use of an independent auditor, a management 

audit of IAWC’s Service Company fees.  (Docket 09-0319, May 5, 2010 Amendatory Order, p. 

1.)  The Commission directed Staff to prepare an initiating order for the Commission’s approval 

in the event Staff determined it was necessary to engage an independent firm to conduct the 

audit.  (Id.)   

4. On June 2, 2010, Staff having determined it was unable to timely perform the 

management audit itself and finding the utilization of an independent auditor necessary, the 

Commission entered an Order Initiating Management Audit.  (Docket 10-0366, June 10, 2010 

Order Initiating Management Audit (“Initiating Order”), p. 1.)  The Initiating Order stated, in 

accord with the language of Section 8-102, that “[t]he cost of the Audit shall be initially borne by 

IAWC and recovered through normal ratemaking procedures.”  (Id., p. 2.)  

5. IAWC considers the management audit to be a study “related to Service Company 

fees” as referred to in the Final Order.  (Final Order, p. 80.)  

6. The Initiating Order set forth certain tasks IAWC is required to undertake related 

to the management audit, including but not limited to: 

 during the RFP [“Request for Proposals”] process, compile 

and have ready for the Auditor certain specified 
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information on the Service Company, its services and their 

costs; 

 provide office space for the Auditor; 

 be available to explain IAWC record-keeping processes, 

contracting processes and internal controls as determined 

necessary by the Auditor; and 

 participate in scheduled meetings with the Auditor and 

Staff to discuss Audit-related issues, review Audit progress, 

and ensure adequacy of responses to Auditor requests. 

(Initiating Order, pp. 3-4.) 

 

7. Staff has initiated a RFP process to select an independent auditor to perform the 

management audit.  (Jan. 19, 2011 Hearing Tr., pp. 6-7.)  As of the date of the filing of this 

Notice, an independent auditor has not been selected.  However, in preparing for the management 

audit, IAWC is proceeding under the assumption that one will be retained.  (Att. A, Grubb Aff. ¶ 

¶ 3.) 

8. The costs of the independent auditor, if one is selected, will be determined 

through the RFP process and reviewed by the Commission.  (Jan. 19, 2011 Hearing Tr., pp. 6-7.)  

In addition, other costs of the audit set forth in the Initiating Order (Initiating Order, p. 2), such as 

the cost of counsel for the independent auditor, cannot be determined at this time, as no auditor 

has been selected.  IAWC is therefore unable to provide estimates of those costs. 

9. IAWC is able, however, to provide estimates of its own expected costs for the 

audit.  In the event an independent auditor is retained, and the management audit ordered by the 

Commission in Docket 09-0319 proceeds, IAWC anticipates that it will be necessary for it to 
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incur certain costs related to the audit, such as the costs for performance of the tasks set forth in 

the Initiating Order, responding to the audit report as required by the Initiating Order, and in 

otherwise complying with the audit requirement and the requirements of this proceeding.   

Specifically, IAWC expects to incur the following necessary one-time audit costs (“IAWC Audit 

Costs”): 

 Charges for the services of outside counsel retained to represent IAWC in 

this proceeding and in the audit process.  (Att. A, Grubb Aff. ¶ 4.)   IAWC 

has obtained an estimate of $150,000 - $200,000 from its outside counsel 

for services relating to the management audit.  (Id.) 

 Charges for the services of an outside audit support consultant retained to 

assist and support IAWC in responding to the audit and to serve as a 

liaison between IAWC and the auditor, in order to facilitate the timely 

completion of the audit process in the six month required timeframe.  The 

audit support consultant would monitor and track the audit process, 

provide support to IAWC personnel in preparing for the audit, responding 

to the auditor’s requests for information, and responding to the audit 

report, and provide other support as required.  (Att. A, Grubb Aff. ¶ 5.)  

IAWC is conducting a RFP for an outside audit support consultant and is 

in the process of evaluating RFP responses.  (Id.)  The RFP process is not 

complete.  Further, IAWC’s retention of an outside audit support 

consultant is contingent upon Staff’s retention of an independent auditor.  

As stated, Staff has yet to retain the independent auditor.  As such, IAWC 

presently is only able to estimate the cost of the outside audit support 
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consultant.  (Id.)  IAWC presently estimates that cost at $200,000 - 

$300,000.  (Id.) 

 Incremental costs for internal services specific to the management audit, 

such as the cost to provide appropriate workspace and resources for use by 

the independent auditor, printing and copying charges related to providing 

the auditor with information and preparing the audit report for distribution, 

and other related costs.  (Att. A, Grubb Aff. ¶ 6.)  IAWC estimates those 

charges to be $50,000 - $100,000.  (Id.) 

10. As shown above, the IAWC Audit Costs are estimated in total to be $400,000 - 

600,000.  The IAWC Audit Costs are costs of, and will be incurred solely as a result of, the 

management audit which is the subject of this proceeding.  They represent IAWC’s good faith 

estimate of reasonable, prudent and necessary expenditures to support and facilitate the 

performance of the management audit.  (Att. A, Grubb Aff. ¶ 7)   

11. As indicated above, the Final Order requires IAWC “to provide cost estimates” 

related to the management audit. (Final Order, p. 80.)  Therefore, in accordance with the Final 

Order, IAWC is filing this Notice and the attached Affidavit, which set forth the estimated IAWC 

Audit Costs.  The Notice and Affidavit will provide the Commission with the cost estimates 

required by the Final Order so that the Commission “will have the opportunity to determine if 

such studies are cost-effective before the costs are actually incurred.”  (Id.)  Submission of the 

cost estimates also will aid the Commission in determining the full projected cost of the 

management audit, in order to determine if the management audit is “cost effective” as the Final 

Order states.  (Id.) 
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12. IAWC recognizes that recovery of the IAWC Audit Costs will, in accordance 

with Section 8-102, occur through “normal ratemaking procedures.”  Thus, in filing this Notice 

and Affidavit, and thereby submitting the IAWC Audit Cost estimates to the Commission, IAWC 

does not seek Commission approval to recover the costs at this time.  Such recovery would be 

expected to be addressed in a subsequent rate proceeding, as provided by Section 8-102.   
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Dated: February 15, 2011 

Respectfully submitted, 

 

ILLINOIS-AMERICAN WATER COMPANY 

 

 

By: /s/ Albert D. Sturtevant  

 

One of their attorneys 

 

 

Albert D. Sturtevant 

Anne M. Zehr 

CARPENTER LIPPS & LELAND LLP 

22 West Washington Street, Suite 1500 

Chicago, Illinois 60602 

Telephone: (312) 854-8032 

Facsimile: (614) 365-9145 

sturtevant@carpenterlipps.com 

zehr@carpenterlipps.com 

 

John J. Reichart 

Illinois-American Water Company 

727 Craig Road 

St. Louis, MO 63141 

314-996-2287 

John.reichart@amwater.com 

 

 

 

 

 

  



8 

 

CERTIFICATE OF SERVICE 
 

 I, Albert D. Sturtevant, an attorney, certify that on February 15, 2011, I served a copy of 

the foregoing Notice of Provision of Cost Estimates by electronic mail to the individuals on the 

Commission’s Service List for Docket 10-0366. 

 

/s/ Albert D. Sturtevant  

Albert D. Sturtevant 
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