
STATE OF ILLINOIS 
 

ILLINOIS COMMERCE COMMISSION 
 
 
Illinois Commerce Commission  : 

: 
: 
: 
: 
: 
: 

  
On Its Own Motion  

  
Management Audit of Illinois-American 
Water Company to consider the costs 
of services obtained from its Service 
Company. 
 
 

10-0366 
 
 

ORDER INITIATING MANAGEMENT AUDIT 
 

 

By the Commission: 
 

On May 5, 2010, the Illinois Commerce Commission ("Commission") entered an 
Amendatory Order in Docket No. 09-0319 ("Amendatory Order"), a proceeding involving 
Illinois-American Water Company‟s (“IAWC”) proposed general increase in water and 
sewer rates (Tariffs filed May 29, 2009), in which the Commission ordered that a 
management audit (“Audit”) be performed.  The instant proceeding, prompted by the 
Amendatory Order, is to initiate an Audit of IAWC‟s Service Company fees, to be 
performed by Staff or by a firm independent of IAWC, its affiliates, Staff, and other 
parties to Docket No. 09-0319. 

In the Amendatory Order, the Commission, pursuant to its authority under 
Section 8-102 of the Public Utilities Act, ordered Staff to perform, or to engage an 
independent firm to perform, an Audit of IAWC‟s Service Company fees to compare the 
cost of each service obtained from the Service Company to the costs of such services 
had the services been obtained through competitive bidding on the open market. 

In a Staff Report dated May 19, 2010, Staff states that it has determined that it is 
necessary to engage an independent firm to conduct the Audit, in order to meet the six-
month timeframe imposed by the Amendatory Order.  The present Order will begin the 
audit process, as discussed in the Amendatory Order and as described more fully 
below. 

Staff shall issue a Request for Proposal (“RFP”) to solicit bids from independent 
firms to perform the Audit and select a firm to conduct the Audit. 

The firm selected to perform the Audit shall be independent of IAWC, its 
affiliates, and other parties in Docket No. 09-0319. 

Staff shall serve as the Audit Project Manager and be the sole entity 
administering the Audit process. 
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The time permitted for conducting the Audit and preparing the final Audit report 
shall not exceed six months from the commencement date of the Audit contract. 

The cost of the Audit shall be initially borne by IAWC and recovered through 
normal ratemaking procedures. 

To initiate the Audit process, and to ensure its efficient and expeditious 
performance, the Commission directs that the following steps and procedures take 
place with regard to the Audit. 

1. Staff shall immediately begin the process for selection and retention of an 
independent firm (“Auditor”) to conduct the Audit under Section 8-102 of 
the Public Utilities Act.  The procurement process is to be completed as 
expeditiously as possible. 

2. Staff shall construct and issue the RFP, select the Auditor and administer 
the Audit process. 

3. IAWC shall pay for the Audit costs, which are agreed to include, in 
addition to the conduct of the Audit itself, testimony by Auditor witnesses, 
and preparation for and attendance at hearings by the Auditor and its 
witnesses.  IAWC shall also pay the Auditor‟s reasonable costs for 
retaining counsel throughout the Audit process and throughout all 
evidentiary proceedings, including, by way of example, to conduct 
discovery, attend hearings, prepare and make all filings, including but not 
limited to briefs, represent Auditor witnesses, present Auditor witnesses 
for cross-examination, cross-examine witnesses, and introduce the Audit 
report into the evidentiary record for consideration by the Commission in 
this docket.  The Auditor and its counsel will not be a party to this docket, 
but will take steps necessary for the introduction of evidence and the 
creation, through briefs or argument, of a full explanation of the Auditor‟s 
findings.  The Administrative Law Judge and Commission will determine 
the time required for evidentiary and final order processes.  If the Audit 
findings/results are moved into evidentiary records of future proceedings, 
IAWC shall also pay these same Auditor‟s costs in any subsequent 
Commission proceeding that is initiated within two years from the date that 
the final Audit report is submitted to the Commission. 

4. The scope of the Audit shall be to compare the cost of each service 
currently obtained from the Service Company to the cost of such services 
if the services were obtained through competitive bidding on the open 
market. 

5. The General Accounting Office‟s “Government Auditing Standards,” as 
applicable to an undertaking of this nature, will control the conduct of the 
audit. 

6. Mechanics of monitoring procedures: 
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a. Staff shall construct and issue the RFP and select the Auditor. 

b. Staff shall act as the Audit Project Manager and shall be the sole 
entity administering the Audit process. 

c. The Auditor will present findings on whether the Service Company 
provides services to IAWC at the lower of cost or market basis 
determined through competitive bidding on the open market. 

d. The final Audit report shall be filed with the Commission no later 
than six months from the commencement date of the Audit 
contract. 

e. The Auditor will be contractually bound to the provisions of Section 
5-108 of the Public Utilities Act. 

f. IAWC shall: 

i. During the RFP process, compile and have ready for the 
Auditor, the following items regarding the Service Company 
for calendar years 2009 and 2010.  To the extent possible, 
the following should be available both in hard copy and 
electronically.  The following is not intended to be a limitation 
on information that the Auditor may request during the Audit: 

1. affiliate agreements, 

2. descriptions of each area of service provided to IAWC 
by the Service Company, 

3. narrative examples of each type of service provided to 
IAWC by the Service Company, 

4. explanations of the process of assigning or allocating 
Service Company costs to Illinois-American, 

5. policies and procedures covering the provision of, 
invoicing for and payment of each area of service 
provided to IAWC by the Service Company, 

6. invoices from the Service Company, together with 
supporting documentation, 

7. access to the Deloitte & Touche LLP files for their 
Service Company Cost Study filed as direct testimony 
in Docket No. 09-0319, and 
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8. Excel spreadsheets with monthly units of service 
(number or volume of services provided) and the 
related fees/rates for each service.  These 
spreadsheets should include totals that correspond to 
monthly invoices; 

ii. provide office space for the Auditor; 

iii. identify IAWC point person(s) from whom Commission Staff 
or the Auditor may request assistance with Audit-related 
concerns; 

iv. be available to explain IAWC record-keeping processes, 
contracting processes and internal controls as determined 
necessary by the Auditor; and 

v. 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. 

g. IAWC shall use its best efforts to provide, on a timely basis, 
information reasonably requested by the Auditor in a form that is 
usable by the Auditor.  Upon receiving word from the Auditor that 
IAWC is not providing the requested information, Staff shall have 
two full business days in which to attempt to resolve the issues 
informally.  If such informal processes do not result in a resolution 
of the issues, Staff shall present the issues to the Commission for 
formal resolution of such issues. 

7. Process of moving Audit findings/results into evidentiary record in future 
proceedings, permissible bases for party litigation about what may be 
admitted into evidentiary record: 

a. Parties to any subsequent proceeding in which the Audit results are 
presented may contest the validity and correctness of Audit findings 
and their rate case revenue requirement impacts, but may not 
object to the Auditor„s report becoming part of the evidentiary 
record. 

b. Staff and all parties in any subsequent proceeding in which the 
Audit results are presented may introduce evidence from their own 
witnesses in addressing or contesting the Auditor„s evidence. 

8. The Auditor will submit monthly progress reports on the progress of the 
Audit to the Audit Project Manager, with copies to the Bureau Chief of the 
Commission„s Public Utilities Bureau and the Manager of the 
Commission„s Accounting Department, until the final Audit report has been 
submitted. 
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9. The Auditor will provide IAWC and the Project Manager with a draft Audit 
report.  IAWC may suggest technical changes to the final Audit report, 
provided that such changes are given to the Auditor and Project Manager 
within five business days following receipt of the draft Audit report from the 
Auditor.  IAWC shall respond to the final Audit report through a 
compliance filing made in this docket. 

10. Upon completion, copies of the final Audit report shall be filed with the 
Commission and submitted to the Audit Project Manager, the 
Commission„s Public Utilities Bureau Chief and the Manager of the 
Commission„s Accounting Department.  The final Audit report shall be 
made publicly available on e-Docket under the docket number of the 
instant Order.  Nothing in this Order shall preclude the assigned 
Administrative Law Judge from permitting the electronic filing of the final 
Audit report, instead of paper copies, in a manner consistent with the 
Commission‟s Rules of Practice (83 Ill. Adm. Code 200, as amended 
effective October 15, 2000). 

11. Notice of the filing with the Commission shall be made by IAWC in 
accordance with the requirements of 83 Ill. Adm. Code 255, in the manner 
such rules prescribe that notice be made for a general rate increase. 

12. A prehearing conference shall be scheduled in the Commission's offices at 
160 North LaSalle Street, Suite C-800, Chicago, or at 527 East Capitol 
Avenue, Springfield, pursuant to written notice from the Administrative 
Law Judge. 

13. Notice of this docket shall be provided to the service list in Docket No. 09-
0319. 

The Commission is not barred from establishing further guidelines, procedures, 
rules, and regulations for the proceedings. 

The Commission, having considered the entire record and being fully advised in 
the premises, is of the opinion and finds that: 

(1) the Commission has jurisdiction over the subject matter herein; 

(2) Illinois-American Water Company is a public utility subject to Section 8-102 of 
the Public Utilities Act and is made a respondent to this proceeding; 

(3) the recitals of fact set forth in the prefatory portion of this Order are supported 
by the record and are herby adopted as findings of fact; 

(4) the Staff Report dated May 19, 2010, should be made a part of the record of 
this proceeding; 
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(5) an audit should be conducted by an independent firm to compare the cost of 
each service obtained by IAWC from the Service Company with the costs of 
such services obtained through competitive bidding or on the open market, in 
accordance with the steps and procedures described more fully above. 

IT IS THEREFORE ORDERED by the Illinois Commerce Commission that 
Illinois-American Water Company be, and is hereby, named a Respondent to this 
proceeding. 

IT IS FURTHER ORDERED that Respondent be directed to appear before the 
Commission for a prehearing conference, pursuant to written notice from the 
Administrative Law Judge, which will follow, and subsequently to work with Staff and the 
Auditor and participate in the Audit process as is more fully described hereinabove. 

IT IS FURTHER ORDERED that Respondent provide to the Chief Clerk of the 
Commission, no more than seven business days after the date of this Order, a complete 
list of all municipalities within which the Respondent provides service.  The list shall 
include all such municipalities irrespective of whether the municipality itself is a customer 
of the Respondent, and irrespective of whether all or merely a fraction of the residents and 
other entities within the municipality are customers of the Respondent.  The purpose of 
this ordering paragraph is to allow the Commission to fulfill the notice requirements of 
Section 10-108 of the Public Utilities Act. 

IT IS FURTHER ORDERED that Respondent be directed to provide notice and to 
file copies of the Audit with the Commission as hereinbefore indicated. 

IT IS FURTHER ORDERED that the Chief Clerk be, and is hereby, directed to 
serve a copy of this Order on the designated agent of the Respondent. 

IT IS FURTHER ORDERED that, subject to the provisions of Section 10-113 of 
the Public Utilities Act and 83 Ill. Adm. Code Section 200.880, this Order is not final and 
is not subject to the Administrative Review Law. 

By order of the Commission this 2nd day of June, 2010. 

 
 
 

(SIGNED) MANUEL FLORES 
Acting Chairman 
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