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The People of the State of Illinois, by Lisa Madigan, Attorney General of the State of 

Illinois (“the People” or “AG”), file this Reply Brief to respond to the arguments of Great 

Northern Utilities, Inc. (“Great Northern”), Camelot Utilities, Inc. (“Camelot”), and Lake 

Holiday Utilities Corporation (“Lake Holiday”) (collectively, the “Companies”) and the Staff of 

the Illinois Commerce Commission (“Staff”) about the Companies’ proposed rate increases. 

I. The Companies have not established their prima facie case that their 
expenditures were reasonable, as they have not shown that their costs were 
incurred within the meaning of the law.  

In their Initial Brief, the Companies state that if they actually incurred expenditures, then 

they have established prima facie proof of the reasonableness of the costs, citing City of Chicago 

v. People of Cook County, 133 Ill.App.3d 435, 443 (1st Dist. 1985) (cited by Companies as City 

of Chicago v. Illinois Commerce Commission). The Companies’ argument, however, is a 

misreading of the law. 

According to City of Chicago and established case law, a prima facie case of 

reasonableness is established if a utility can show that it has incurred expenditures relating to its 



  
service provided. See City of Chicago v. People of Cook County, 133 Ill.App.3d at 443 (“Once a 

utility makes a showing of the costs necessary to provide service under its proposed rates, it has 

established a prima facie case, and the burden then shifts to others to show that the costs incurred 

by the utility are unreasonable because of inefficiency or bad faith.”) (emphasis added). The 

Companies’ argument in their Initial Brief mistakenly reads the law to mean that as long as 

expenditures were incurred, the burden of establishing prima facie reasonableness is met, 

without having to show that those expenditures relate to the service provided. This is a 

misstatement of the law as the Companies are missing the connection between expenditures 

incurred and the service provided that is required by law. 

The Companies will nevertheless argue that all of their expenditures naturally relate to 

the service they provide. However, as the record in this case shows, there is no evidence of this. 

The Companies only showed a small fraction of the capital expenditures they claim to have 

incurred. In response to AG data requests asking the utilities to “identify the year of completion 

and the amount expended for each capital improvement identified in the Direct Testimony of 

Bruce Haas,” the Companies only identify a small portion of the additional rate base claimed. 

Great Northern itemized $936,593 out of the claimed $1.3 million. (AG Cross Ex. 1; Tr. at 25, 

July 13, 2011). Camelot itemized only $538,956, less than half of the claimed $1.3 million. (AG 

Cross Ex. 2; CUI Ex. 2.0 at 5; Tr. at 311, July 13, 2011). The worst of all, Lake Holiday was 

only able to itemize $192,949, barely 10% of the claimed $1.8 million to which witness Bruce 

Haas testified. The Companies have not introduced any evidence into the record to explain the 

difference in the expenditures it itemized and the total amount claimed. As a result, it is unknown 

whether the unexplained expenditures were at all related to the service provided by the 



  
Companies, and the Companies did not meet the burden of proof to establish prima facie 

reasonableness. 

Therefore, the Companies have not, in fact, been able to make “a showing of the costs 

necessary to provide service under its proposed rates” as the law requires to justify such 

substantial rate increases. As it is unknown whether the unexplained expenditures were related to 

the service provided by the Companies, the unexplained expenditures cannot be recovered. See 

Commonwealth Edison Co. v. Illinois Commerce Comm'n, 398 Ill.App.3d 510, 517 (2d Dist. 

2009) (“. . . to be recoverable, in addition to being reasonable and prudent, a cost must also 

pertain to operations or service delivery”). 

The burden of proof in rate cases falls on the utilities to show that their proposed rates are 

reasonable. Water utilities provide an essential service, i.e. potable water, pursuant to a franchise 

granted by the Illinois Commerce Commission.   220 ILCS 5/8-406. All charges for utility water 

service must be “just and reasonable.”  Id. at 9-101. Under the Public Utilities Act, “the burden 

of proof to establish the justness and reasonableness of the proposed rates or other charges, 

classifications, contracts, practices, rules or regulations, in whole and in part, shall be upon the 

utility.”  220 ILCS 5/9-201; Business and Professional People in the Public Interest v. Illinois 

Commerce Commission, 136 Ill.2d 192, 202-203 (1989).  The Commission reviews revised or 

changed rates and charges under the “just and reasonable” standard.  Id.    

When filing a request for a general rate increase, the Commission’s rules require the 

utility to file extensive documentation of its expenses, rate base, and capital costs.  Specifically, 

Part 285 of the Commission’s rules describes the schedules and information that must be 

produced.  See 83 Ill. Admin. Code 285.110 et seq.  The requirement to file extensive 

documentation about the utility’s operations is consistent with both its burden of proof and the 



  
Commission’s obligation to review the evidence and documents supporting a requested rate 

increase to determine if the new rates are “just and reasonable.”  In Central Illinois Public 

Service Company v. Illinois Commerce Comm’n, 5 Ill. 2d 195 (1955), the Court rejected CIPS’ 

argument that the Commission must accept a proposed rate except where there was evidence that 

“the proposed rate was unreasonable and that some other rate was reasonable.”   Id. at 211.  The 

Court noted that if the utility’s position were correct, a utility “would be encouraged to adduce as 

little evidence as possible before the Commission.  We do not think the act contemplates such an 

anomaly.”  Id. 

The proposed increases cannot be approved if the Companies have not met their burden 

of proof. The public is always entitled to know why its rates increase, but even more so when the 

proposed increases are so substantial. The record in this case simply does not explain or justify 

these extraordinarily large proposed increases. 

In a competitive market, consumers have the ability to go elsewhere for their service if 

faced with prices that increased more than 200%, especially price increases that are not 

adequately justified. Water utilities, however, do not operate in a competitive market as they 

have the benefit of operating as monopolies. Moreover, water is an essential service that their 

customers cannot go without and that they cannot obtain elsewhere even if the utility’s service is 

overpriced or substandard. Therefore, it is imperative that the Companies meet their burden of 

proof in showing that their proposed rates are reasonable. 

II. The Companies’ proven expenditures have been improperly incurred and 
therefore cannot be used to justify rate increases for customers.  

Throughout their Initial Brief, the Companies claim that the AG has not come forward 

with evidence that their costs were improperly incurred and that the AG arbitrarily argues that 

the proposed rate increases be denied. In fact, the AG’s arguments of rate shock and affordability 



  
are arguments based on established ratemaking principles and the law. AG Witness Colton 

testified that the rates requested by the Companies in this proceeding are substantially out of line 

with rates in the rest of the state as reported in the Carbondale survey and also as reported in the 

Commission’s rate comparison report. AG Ex. 1.0 at 9-11. In fact, the highest water bill amongst 

the 256 jurisdictions reporting in the Carbondale survey was $70.70 in 2010, lower than both of 

the Staff’s proposals for both Camelot ($102.01) and Great Northern ($78.51).  The highest 

sewer bill amongst the 256 jurisdictions reporting was $82.62, only slightly higher than the 

charge proposed by Staff ($77.62) for Camelot Utilities. AG Ex. 1.0 at 10. Such substantial 

increases will result in severe rate shock and are simply unaffordable, which is against the Public 

Utilities Act’s explicit mandate that rates are not only reasonable but also affordable. 220 ILCS 

5/1-102(d) (“the goals and objectives of such regulation shall be to ensure . . . the application of 

rates is based on public understandability and acceptance of the reasonableness of the rate 

structure and level . . . [and] the rates for utility services are affordable and therefore preserve the 

availability of such services to all citizens”). The law prohibits the Companies from making 

water, an essential service, so unaffordable as to effectively make it unavailable to an entire 

segment of the population. 

In addition, upon examination, the record revealed that the Companies’ capital 

expenditures were not adequately supported, despite the huge increases in rate base requested. 

For example, the record shows that while the Companies reported a loss for some years, they 

elected to undergo expensive capital improvement projects. They did this without seeking a rate 

adjustment to gradually increase rates to reflect an increased cost of service, and yet, as Mr. 

Colton observed, have been able to raise and expend capital at current rates. In 2009, Great 

Northern, despite having netted a loss of $36,294 in income, purchased “ion exchange 



  
equipment” for $768,748. The Companies’ ability to access large amounts of capital calls into 

question their claim that current rates are so inadequate that increases of up to 250% are 

required. 

The Companies’ witness was given an opportunity to explain the prudence or necessity of 

this purchase at the hearing, Great Northern witness Bruce Haas had no explanation other than 

confirming that, “well, it’s certainly one of the largest capital expenditures that we had to make.” 

(Tr. at 30, July 13, 2011). Great Northern’s inability to articulate the prudence and necessity of 

one of the largest capital expenditures it made shows that it was improperly incurring 

expenditures. This does not provide the Commission or the public with adequate justification for 

this huge expenditure. Great Northern did not demonstrate reasonableness or meet their burden 

of proof. On the contrary, its actions imply inefficient management, potentially in bad faith. 

It is also well established that unjustified, unexplained expenses should not be included in 

the ratemaking formula.  See Peoples Gas Light & Coke v. Slattery, 373 Ill. 31, 25 N.E.2d 482 

(Ill. 1940). In Slattery, the Illinois Supreme Court upheld the Commission’s decision to deny 

recovery of an expense that had been $700,000 in prior years, but then jumped to $1.5 million 

per year when the business became part of the utility.  373 Ill. At 66; 25 N.E.2d at 499.    

Similarly, in the present case, the Commission should not allow the Companies to increase rates 

for expenditures when the Companies cannot explain why the expenditures increased so 

dramatically,  were needed, were good business practice, or related to the service that they 

provided to consumers. 

III. Rate shock is an established doctrine. 

Prior to receiving the People’s Initial Brief, the Companies claimed that the AG gave no 

reason other than rate shock in arguing that the proposed rate increases be denied. The AG has in 



  
fact identified many different bases for denying the proposed rate increase, but even if that were 

not the case, the Companies fail to understand that rate shock is an established doctrine through 

which rate increases can be limited. 

The avoidance of “rate shock” is a well-established regulatory principle and has guided 

the Commission in determining appropriate utility rates. See Citizens Utils. Bd. V. Ill. Commerce 

Comm’n, 276 Ill. App. 3d 730, 738 (1st Dist. 1995); Camelot Utils., Inc. v. Ill. Commerce 

Comm’n, 51 Ill. App. 3d 5, 10 (3d Dist. 1977). The Illinois Supreme Court has confirmed that, 

“the fixing of ‘just and reasonable’ rates, involves a balancing of the investor and the consumer 

interests.” Illinois Bell Telephone Co. v. Ill. Commerce Comm’n, 414 Ill. 275, 287 (Ill.1953) 

(quoting the US Supreme Court in Fed. Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591, 

603 (1944)). Therefore, the Companies’ attempt to dismiss rate shock because it is “merely” a 

consumer interest fails as consumer interests must be taken into account when determining just 

and reasonable rates. In repeatedly claiming that rate shock is not a reason to lower their 

proposed rates, the Companies not only misunderstand the doctrines involved in ratemaking, but 

also seem to claim that the impact of rates on their customers is inconsequential when compared 

to their ability to recover their questionable expenditures. 

IV. The fact that rates have not been raised for many years does not justify the 
magnitude of the proposed rates.  

The Companies also argue that they should receive the proposed rate increases because 

they will not recover their costs of service under current rates. Companies In. Br. at 2. The 

Companies’ assumption that this means the proposed rates should be approved, however, is 

erroneous. The current rates have little bearing on what the increase should be, and even if the 

current rates are insufficient to cover operating costs, it does not mean that the Companies can 

propose to increase rates however much they want. The amount by which a rate is to be 



  
increased must be still be substantiated by reasonable costs, and as already shown above and in 

the People’s Initial Brief, the Companies have failed to meet their burden of proof regarding the 

full amount of expenditures that they are using to justify the increases. 

The Companies admit that they have failed to raise rates for over a decade. The 

Companies claim that their customers have benefited by their failure to raise rates for many years 

and that this justifies the rate shock that the proposed rates will bring about. It is unscrupulous 

for the Companies to attempt to pass off this argument because in fact, customers have been hurt 

by the utilities’ failure to raise rates when appropriate, necessary, and as required by law. 

The plain language of the Public Utilities Act states that rate cases are not a discretionary 

process; they are a duty that utilities owe their customers and their investors. The Illinois Public 

Utilities Act provides that utility “rates and other charges made, demanded or received by any 

product or commodity furnished or to be furnished or for any service rendered or to be rendered 

shall be just and reasonable.” 220 ILCS 5/9-101 (2010). It is well settled that “just and 

reasonable” rates are rates that are not too high nor too low for the utility to cover prudently 

incurred costs and provide a reasonable rate of return to its investors. See State Public Utilities 

Commission v. Springfield Gas & Elec. Co., 291 Ill. 209, 218 (Ill. 1919). As AG Witness Colton 

stated in his testimony, utility rates are not established to guarantee that utilities recover all costs 

that they incur but rather established to allow utilities the opportunity to earn a reasonable rate of 

return. It is up to the utility to determine whether the opportunity to access capital and to earn 

that rate of return at present rates is being realized. AG Ex. 1.0 at 14. So long as the utility does 

not seek a rate increase, it is conclusively presumed that the opportunity to earn a reasonable rate 

of return was sufficient, and it is conclusively presumed that the rate schedules are generating 

sufficient revenue, whether over a one-year period or over a 20-year period. AG Ex. 1.0 at 14. 



  
The Companies also imply that they saved customers costs by not holding rate cases 

when necessary. Companies In. Brief at 5.  First, this has no bearing on the fact that rate cases 

are nevertheless mandatory when needed. Second, small utilities have the ability to seek 

simplified rate cases in order to minimize the cost of rate cases. Third, operating within the law 

means holding necessary rate cases, and if the Companies have been able to access capital and 

operate their system over the last 13-18 years, then they need to examine the problems with their 

management that caused them to suddenly find they need to increase rates by up to 250%. 

The Companies’ requests for sudden, very large increases show that their management is 

inefficient and negligent. This can unreasonably harm their customers, despite the Companies’ 

attempt to claim that customers benefited by their failure to seek increases earlier. Customers 

reasonably believe that their rates are adequate and consistent with the regulatory compact, and 

that rates will increase gradually and reasonably. Suddenly raising rates by such a substantial 

amount would inequitably injure the customers who reasonably relied on rates being stable or 

increasing gradually. Such sudden substantial rate hikes also violate equitable principles that 

have been recognized to apply to utility ratemaking. See Commonwealth Edison Co. v. Ill. 

Commerce Comm’n, 398 Ill. App. 3d 510, 525-26 (2d Dist. 2009); see also 220 ILCS 5/1-102(d) 

(Public Utilities Act stating that the principle of equity is an important part of ratemaking). 

In addition, utilities are not allowed to participate in retroactive ratemaking. The law 

assumes that current rates are sufficient until the utility indicates otherwise by initiating a rate 

case. AG Ex. 1.0 at 14. This is a firmly established principle of ratemaking. The Supreme Court 

explained retroactive ratemaking as follows: 

“Once the Commission establishes rates, the Act does not permit refunds if the 
established rates are too high, or surcharges if the rates are too low. (Business and 
Professional People I, 136 Ill.2d [192] at 209 [1989].)  This rule is consistent with the 
prospective nature of the Commission’s legislative function in ratemaking.  In addition, 



  
this rule promotes stability in the ratemaking process.  Citizens Utilities Co. v. Illinois 
Commerce Commission (1988), 124 Ill.2d 195, 207.”   

BPI II, 146 Ill.2d at 243.  In BPI I, the Court held that the rule against retroactive ratemaking 

prohibited the Commission from adopting an order that included “retroactive rate refunds” to 

Commonwealth Edison customers. 136 Ill.2d at 213; see also id at 205-206, 209. In Citizens the 

Court emphasized that utilities are only authorized to charge the rates approved by the 

Commission, and that both surcharges and refunds were prohibited to either increase rates or 

return funds when expenses were found to be different from what the Commission approved. 124 

Ill.2d at 207. 

The Companies seem to be aware of this principle and do not explicitly ask for 

retroactive recovery for the years during which they purportedly operated at a loss. Nevertheless, 

the fact that the Companies attempted to argue that customers benefited from the lack of rate 

cases for many years is the Companies’ attempt to imply that the Companies believe their failure 

to modify rates in the past should somehow be rewarded with substantial rate increases now. 

Companies In. Brief at 5. This has no bearing whatsoever on the current rate case because 

retroactive ratemaking is not permitted. If customers did pay lower rates than they should have in 

those years, this would only show that the Companies have been imprudently and inefficiently 

managed. 

Furthermore, the Companies accuse the AG of rejecting their proposed rates and not 

providing an alternative plan for a more gradual rate modification that would allow the 

Companies to recover their costs. Companies In. Brief at 5. It is not the responsibility of the AG, 

Staff, or any other party to ensure that the Companies are operating pursuant to established 

ratemaking principles. Rate cases as needed are the only way to appropriately raise rates, and 

there is nothing the AG, Staff, or any other party can do or should do after the fact to bail out the 



  
Companies with alternative plans when the Companies fail to meet their obligations to their 

investors and customers. Nevertheless, Mr. Colton did provide a remedy in his testimony. Mr. 

Colton stated that the Companies should be required to re-file their rate increases demonstrating 

how they will address rate shock by deferring cost recovery or phasing in rate increases over a 

reasonable period of time. The Companies should be refused the recovery of carrying costs so as 

not to reward the Companies for the poor management that resulted in requesting such a 

substantial rate increase at one time. AG Ex. 1.0 at 26-27. 

V. CONCLUSION 

The People respectfully request that the Commission enter an order consistent with the 

recommendations contained in the People’s Initial Brief, Reply Brief, and Proposed Order.  
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