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10-0366 

 
PROPOSED ORDER 

 
By the Commission: 
 

Background; Statutory Authority 
 

In Docket No. 09-0319, “Illinois-American Water Company [‘IAWC’], Proposed 
general increase in water and sewer rates,” the Illinois Commerce Commission 
("Commission") entered a rate Order on April 13, 2010 and an Amendatory Order on 
May 5, 2010.   
 

On pages 1-2 of the Amendatory Order, the Commission found, in part, “that a 
management audit is of benefit and necessary in evaluating whether the [American 
Water Works] Service Company’s fees assessed to [its affiliate] IAWC, are in fact 
provided on a lower of cost or market basis.” The Commission then directed, pursuant 
to Section 8-102 of the Public Utilities Act: 

 
that Staff conduct a management audit or, if unable to perform the audit, 
select a firm independent of the Illinois-American Water Company and its 
subsidiaries to conduct such management audit ….  Furthermore, if Staff 
determines that it is necessary to engage a firm to conduct the 
management audit, Staff is to prepare an Initiating Order for Commission 
approval within 30 days of this Amendatory Order.  Staff is further directed 
to issue a Request for Proposal to solicit bids from outside consultants to 
perform a management audit of IAWC’s Service Company fees . . . .  
 
Section 8-102 of the Act, “Audit or Investigation,” provides: 
 

The Commission is authorized to conduct or order a management 
audit or investigation of any public utility or part thereof. The audit or 
investigation may examine the reasonableness, prudence, or efficiency of 
any aspect of the utility's operations, costs, management, decisions or 
functions that may affect the adequacy, safety, efficiency or reliability of 
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utility service or the reasonableness or prudence of the costs underlying 
rates or charges for utility service. The Commission may conduct or order 
a management audit or investigation only when it has reasonable grounds 
to believe that the audit or investigation is necessary to assure that the 
utility is providing adequate, efficient, reliable, safe, and least-cost service 
and charging only just and reasonable rates therefor[e], or that the audit or 
investigation is likely to be cost-beneficial in enhancing the quality of 
service or the reasonableness of rates therefor[e]. The Commission shall, 
before initiating any such audit or investigation, issue an order describing 
the grounds for the audit or investigation and the appropriate scope and 
nature of the audit or investigation. The scope and nature of any such 
audit or investigation shall be reasonably related to the grounds relied 
upon by the Commission in its order. 

  
Any audit or investigation authorized pursuant to this Section may 

be conducted by the Commission, or if the Commission is unable to 
adequately perform the audit or investigation, the Commission may 
arrange for it to be conducted by persons independent of the utility and 
selected by the Commission. The cost of an independent audit shall be 
borne initially by the utility, but shall be recovered as an expense through 
normal ratemaking procedures. Any audit or investigation shall be 
conducted in accordance with generally accepted auditing standards. 
 
On May 19, 2010, Staff submitted a report to the Commission stating that Staff 

had determined it would be necessary to engage an independent firm to conduct the 
management audit (“Audit”) ordered in Docket No. 09-0319 in order to meet the six-
month timeframe imposed by the Amendatory Order.  In the report, Staff also 
recommended that the Commission enter an initiating order for the purpose of 
commencing a proceeding to govern the Audit. 

 
Instant Proceeding; Audit Process   

    
On June 2, 2010, the Commission entered an Order Initiating Management Audit 

(“Initiating Order”), initiating the instant docket.  The Initiating Order established the 
procedure for Staff to engage an independent auditor to conduct the Audit and the time 
period for conducting the Audit and preparing the final Audit report.  Further, it provided 
that “[t]he cost of the Audit shall be borne by IAWC and recovered through normal 
ratemaking procedures.”  Initiating Order at 1-2. 

 
Among other things, the Initiating Order also established the scope of the Audit 

and various procedures for the audit, including that the process for selecting an 
independent auditor be undertaken expeditiously by Staff; that Staff issue a Request for 
Proposals (“RFP”), select an auditor and administer the Audit process; and that the 
General Accounting Office’s “Government Auditing Standards,” as applicable to the 
instant Audit, would control the conduct of the Audit.  The Initiating Order identified 
IAWC’s duties during the Audit process, and the process for moving the Audit 
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findings/results into the evidentiary record in future proceedings. It also provided that 
IAWC shall have the opportunity to suggest technical changes to a draft of the auditor’s 
report and to submit a response to the final report issued; that copies of the final audit 
report shall be filed with the Commission and submitted to certain individuals on the 
Commission’s Staff; and that IAWC shall make notice of the filing of the audit report in 
accordance with the Commission’s Rules of Practice.  Id. at 2-5. 

 
Pursuant to due notice, a prehearing conference and status hearings were held 

in this matter before a duly authorized Administrative Law Judge of the Commission at 
its offices in Springfield, Illinois.  Appearances were entered by respective counsel for 
IAWC, the Commission Staff and the People of the State of Illinois, by Lisa Madigan, 
Attorney General for the State of Illinois (“AG”), as an Intervenor in the proceeding.   

 
Pursuant to the Initiating Order, Staff undertook an RFP process to identify and 

engage an independent auditor to perform the Audit.  As a result of that process, Staff 
engaged NorthStar Consulting Group (“NorthStar”) to perform the Audit.  A contract was 
signed with NorthStar on July 11, 2011.  During the RFP process, IAWC compiled and 
made ready information regarding the Service Company as specified by the Initiating 
Order. 

 
Shortly after NorthStar’s engagement, the Audit process began.  During the 

course of the Audit, NorthStar conducted over 65 interviews of IAWC and Service 
Company personnel in Belleville, Illinois, Alton, Illinois and Cherry Hill, New Jersey.  
NorthStar also issued over 400 data requests to IAWC, in response to which IAWC 
provided nearly 11,000 pages of information.  

 
On or about November 26, 2011, NorthStar submitted to Staff a draft audit report 

prepared as a result of the Audit.  On or about December 5, 2011, the draft report was 
provided to IAWC.  Pursuant to the procedure outlined in the Initiating Order, on or 
about December 12, 2011, IAWC provided Staff and NorthStar with suggested technical 
corrections to the draft report. 

 
Thereafter, NorthStar provided Staff with the Final Audit Report, titled, “Final 

Report, Management Audit of the Fees Assessed to Illinois-American Water Company 
by Its Affiliated Service Company,” dated January 11, 2012.  Pursuant to the Initiating 
Order, NorthStar caused the Final Audit Report to be filed with the Commission via its 
electronic docket filing system on that day.  IAWC provided notice of the filing of the 
Final Audit Report in accordance with the requirements of 83 Ill. Adm. Code 255, in the 
manner such rules prescribe for notice to be made for a general rate increase. 

 
Pursuant to the requirements of the Initiating Order, IAWC submitted a 

Response, by Letter, to the Final Audit Report on February 10, 2012.  
 
NorthStar designated the Final Audit Report as “Confidential” in its entirety. 

However, the parties believed a substantial portion of the report was not confidential 
and/or proprietary and therefore could be made public.  Accordingly, IAWC, in 
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consultation with Staff and the AG, identified specific confidential and/or proprietary 
information contained in the Final Audit Report, and, on January 31, 2013, filed a 
modified public version of the report containing limited redactions governing only that 
information specifically designated as confidential and/or proprietary. 

 
Docket No. 11-0767 

 
After the instant docket had been initiated and during the conduct of the Audit, 

but before NorthStar submitted and caused the Final Audit Report to be filed, IAWC filed 
with the Commission, on October 27, 2011, a proposed general increase in water and 
sewer rates pursuant to Section 9-201 of the Act, initiating Docket No. 11-0767.  Staff 
and the AG also participated in that proceeding.   

 
In Docket No. 11-0767, on May 11, 2012, Staff and the AG filed a Joint Motion 

for Entry of Evidence, asking that the Final Audit Report be moved into the evidentiary 
record in Docket No. 11-0767.  Staff and the AG cited, as the basis of their Motion, 
Paragraph 7(a) of the Initiating Order, which states, “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.”   

 
On May 15, 2012, over IAWC’s objection, a ruling was issued in Docket No. 

11-0767 finding that “references to ‘Audit results’ and ‘Audit findings’ [in Paragraph 7(a)] 
are to those contained in the [Final] Audit Report filed in Docket 10-0366.”  The ruling 
concluded,  “Accordingly, by virtue of Paragraph 7(a) of the Initiating Order in Docket 
10-0366, IAWC “may not object to the Auditor’s report becoming part of the evidentiary 
record” in 11-0767. ... Therefore, the Motion to admit the Audit Report into the 
evidentiary record in Docket No. 11-0767 is granted pursuant to the Initiating Order in 
Docket No. 10-0366, subject to normal procedural rules in Section 200.670 and other 
sections in the Rules of Practice.” 

 
The Commission issued its Final Order in Docket No. 11-0767 on September 19, 

2012. 
 

Joint Proposal for Disposition of Docket 
 
In an Agreed Draft Order filed by IAWC, Staff and the AG, the parties jointly 

propose that the instant proceeding be concluded.  They take the position that the 
requirements of the Initiating Order have been met and, as such, the purpose of the 
instant proceeding has been served.  In particular, they contend that the Audit has been 
completed with the filing of the Final Audit Report, and the Audit results included 
therein, and IAWC’s response.  (Tr. 168-171)   

 
The parties therefore agree that the procedures required by the Initiating Order in 

this Docket No. 10-0366 have been completed.  They note that under Paragraph 7(a) of 
the Initiating Order and as recognized by May 15, 2012 ruling in Docket No. 11-0767, 
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the Audit findings/results may continue to be presented in subsequent proceedings and 
may become part of the evidentiary record of such subsequent proceedings.  
Accordingly, the parties jointly proposed disposition of the instant docket. 
 

Commission’s Conclusions, Findings and Ordering Paragraphs 
 
 The Commission finds that, consistent with its directive in Docket No. 09-0319 
and the Initiating Order in this docket, Staff engaged NorthStar to perform the Audit and 
the Audit was conducted.  The Final Audit Report was timely filed with the Commission 
within the six-month time frame established in the Initiating Order.   
 

The Commission finds the Final Audit Report presents the Audit’s results and 
sufficiently explains NorthStar’s findings resulting from the Audit.  The Commission also 
finds that Staff and IAWC have complied with the obligations set forth in the Initiating 
Order. 

 
With respect to future proceedings, the following provisions in paragraph 7 on 

page 4 of the Initiating Order remain fully applicable: 
 
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.   

 
The Commission finds that the requirements of the Initiating Order relating to the 

preparation of the Audit have been met, and that the primary purpose of the instant 
proceeding has been served.  Accordingly, the Commission agrees with the parties that 
it is appropriate to conclude this docket, and this docket is hereby concluded. 

 
 The Commission, having considered the entire record, is of the opinion and finds 
that: 
 

(1) Illinois-American Water Company is an Illinois corporation that provides 
public utility water and sewer service in portions of the State of Illinois, and 
is a public utility within the meaning of Section 3-105 of the Act;    

 
(2) the Commission has jurisdiction over the parties and the subject matter of 

this proceeding; 
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(3) the facts stated and conclusions reached in the prefatory portion of this 

Order are supported by the record and are hereby adopted as findings; 
 
(4) in accordance with the Initiating Order, a Final Audit Report, and IAWC’s 

response thereto, have been completed and filed with the Commission;   
 
(5) this proceeding should be concluded for the reasons articulated in this 

Order, subject to the continuing applicability of Paragraph 7 on page 4 of 
the Initiating Order.  

 
 IT IS THEREFORE ORDERED by the Commission that, subject to the continuing 
applicability of Paragraph 7 on page 4 of the Initiating Order, the instant proceeding in 
Docket No. 10-0366 is hereby concluded and the record is “Heard and Taken.” 
 

IT IS FURTHER ORDERED that any objections, petitions or motions in this 
proceeding which have not been ruled upon are deemed disposed of in a manner 
consistent with the ultimate conclusions herein contained.  
 
 IT IS FURTHER ORDERED that subject to the provisions of Section 10-113 of 
the Public Utilities Act and 83 Ill. Adm. Code 200.880, this Order is final; it is not subject 
to the Administrative Review Law. 
 
DATED: March 6, 2013 
 
 
 

Larry M. Jones 
Administrative Law Judge 


