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I.  Background and Purpose 1 

Q. Please state your name, title and business address. 2 

A. Steven Lubertozzi.  I am the Chief Regulatory Officer at Utilities, Inc.. 3 

 Utilities, Inc., 2335 Sanders Rd., Northbrook, IL 60062 4 

Q. What are the responsibilities of your current position? 5 

A. My responsibilities encompass all aspects of utility commission regulation in fourteen of 6 

the fifteen states where Utilities, Inc. (“UI”) has operations.  (Georgia does not regulate 7 

water and sewer utilities.)  My regular duties include the preparation of rate case 8 

applications, coordinating state utility commission audits, developing and delivering 9 

testimony before state utility commissions, obtaining commission approval of territory 10 

expansions, utility system transfers, participation in rule-making proceedings, and 11 

keeping apprised of industry trends and current events.  In addition to the regular duties 12 

listed above, I am also responsible for securing the necessary state regulatory commission 13 

approval of the purchase and sale agreement (“the Transaction”) between the Village of 14 

Oakwood, Illinois (“Oakwood”) and Galena Territories Utilities, Inc. (“GTU”, “Galena” 15 

or the “Company”). 16 

Q. Please describe your work experience and education. 17 

A. I have been employed by Utilities, Inc. since June of 2001 and have testified before many 18 

state utility commissions, including the Illinois Commerce Commission.  I have testified 19 

on several subjects, including cost of service, rate design and cost of capital.  In my 20 

present position as Chief Regulatory Officer, I am responsible for all aspects of utility 21 

commission regulation for all of Utilities, Inc.’s subsidiaries. Since that time I have been 22 

involved in many phases of rate-making in several regulatory jurisdictions.  I was 23 
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graduated from Indiana University in 1990, and I am a Certified Public Accountant. I 1 

earned my Master of Business Administration from Northwestern University’s Kellogg 2 

School of Management. I am a member of the American Institute of Certified Public 3 

Accountants.  4 

Q. What is the purpose of your testimony? 5 

A. To support the Petition for Certificate of Public Convenience and Necessity and Related 6 

Approvals of the Transaction contemplated by the Purchase and Sale Agreement between 7 

Oakwood and GTU. 8 

II.  Overview of Testimony 9 

Q. Please describe the testimony that GTU is submitting. 10 

A. The testimony demonstrates that the Transaction will promote the public convenience 11 

and necessity, and the requirements of Illinois law.  My testimony discusses service 12 

quality issues, showing that the Transaction will not diminish the ability of GTU to 13 

provide adequate, reliable, efficient, safe and least cost service in Illinois.   14 

 My testimony discusses the estimated costs and savings resulting from the Transaction.  I 15 

will explain why there is no anticipated need to allocate costs and savings between the 16 

company’s utility and non-utility activities.  I will also show that the Transaction will not 17 

result in the unjustified subsidization of non-utility activities by the Illinois Subsidiaries.  18 

 My testimony explains why there is no need for this Commission to impose any 19 

additional terms, conditions or requirements, and also shows that the Transaction will not 20 

result in any adverse rate impacts on retail customers.  Finally, my testimony will address 21 

rate base, purchase acquisition adjustment and rates. 22 
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Q. Does your testimony address and satisfy the requirements of Section 8-406  of the Illinois 1 

Public Utilities Act, 220 ILCS 5/1-101 et seq. (“Act”)? 2 

A. Yes it does.   3 

III.  Overview of Oakwood, GTU, Water Service Corporation and Utilities, Inc. 4 

Q. Please describe Oakwood. 5 

A. The Village of Oakwood is located in Vermillion County, IL, approximately 23 miles 6 

east of Champaign, IL. The utilities serve 737 water customers and 695 wastewater 7 

customers.  The customers serviced are primarily single family residences ranging from 8 

1200 to 1500 square feet in size. 9 

The water treatment plant is comprised of two (2) separate, identical, 250K GPD, 10 

coagulation and anthracite media treatment plants for a total capability of 500K GPD 11 

treated water production.  The water drawn from the Salt Fork River is pumped into two 12 

settling lagoons with a total capacity of 1.3 million gallons.  Once water is drawn from 13 

the lagoons into the treatment process, it is stored in a 107,000 gallon Cady Aqua-store 14 

Ground Storage Tank, which is used mainly as a chlorine contact chamber, prior to 15 

running through two high service pumps out to the distribution system, which includes a 16 

75,000 gallon elevated storage tank. 17 

The wastewater collection system consists of 44,000 linear feet of 8-inch to 12-inch 18 

gravity sewer mains, 219 manholes and two (2) wastewater pumping stations, each with 19 

100 KW auxiliary power.  Additionally, there are 10,000 linear feet of 4-inch and 6-inch 20 

force mains with 220,000 GPD annual average daily flow and a 550,000 GPD maximum 21 

daily flow stabilization lagoon with slow sand filtration and surface water discharge. 22 

Q. Did Oakwood have any compliance issues? 23 
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A. Yes, the Illinois Environmental Protection Agency (EPA) issued a Violation Notice 1 

February 7, 2013 stating the Village had violated provisions under the Illinois Pollution 2 

Control Board Regulations.  Specifically, the maximum contaminant levels (“MCL”) of 3 

TTHM/HAA had exceeded the permitted level of .060 mg/L.  An onsite inspection of the 4 

water and wastewater systems and review of the Village’s technical data by UI’s 5 

Midwest management team was conducted.  Research concluded that an initial 6 

investment of approximately $1 million over a three year period would serve to mitigate 7 

the compliance violation.  This capital requirement is over and above normal day-to-day 8 

capital investments.  The Village conducted an engineering study that indicated a need 9 

for micro-filtration or a new water source. UI believes other options are available as 10 

utilized at Galena’s sister company operating surface water plant in Middlesboro, 11 

Kentucky. 12 

Q. Please describe GTU and Water Service Corporation. 13 

A. Galena is a wholly owned subsidiary of Utilities, Inc. (“UI”).  GTU provides potable 14 

water service and/or sanitary sewer service to approximately 2,200 water customers and 15 

800 sewer customers in the area of unincorporated Jo-Davies County, Illinois, commonly 16 

known as Galena Territories.  Water Service Corporation (“WSC”) manages the 17 

operations for all of UI’s water and wastewater systems, including Galena.  WSC 18 

provides management, administration, engineering, accounting, billing, data processing, 19 

and regulatory services for the utility systems.  WSC’s expenses are assigned directly to a 20 

utility or distributed to the various companies pursuant to a formula that has been 21 

approved by the Commission. 22 

Q. Please describe Utilities, Inc. 23 
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A. Utilities, Inc. is a privately held Illinois corporation that operates as a water and sewer 1 

utility holding company.  UI owns approximately 75 water and sewer utilities operating 2 

in 15 states.  UI has been involved in the water and sewer industry for over 40 years.   3 

The Illinois Subsidiaries are public utilities regulated by this Commission pursuant to the 4 

Act. 5 
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IV.  Summary of the Transaction 7 

 A. Transaction   8 

Q. Please describe the structure of the Transaction. 9 

A. As a result of discussions between Oakwood and the Company concerning the possible 10 

acquisition of Oakwood by GTU, Oakwood and GTU entered into an Asset Purchase 11 

Agreement (“Agreement”), dated September 9, 2013.  Pursuant to and in accordance with 12 

the terms of the Agreement, Galena shall purchase from Oakwood all of the water and 13 

wastewater utility systems (the “Systems”) that provide water and wastewater services to 14 

customers in and near Oakwood, Vermilion County, Illinois. 15 

Q. How will Oakwood and Galena be operated until the Transaction is completed? 16 

A. It will be business as usual for Galena and Oakwood until the deal is closed.  UI will, 17 

after the transaction is approved, own and operate Oakwood in a manner consistent with 18 

its other operating subsidiaries in Illinois.  Galena requests the Commission to grant to it 19 

a Certificate of Public Convenience and Necessity to operate and maintain the water and 20 

wastewater system and to engage in the business of furnishing water and sewer public 21 

utility service in the Village of Oakwood’s service area.  Galena further requests that this 22 

area be defined in the Order entered in this proceeding and that the Certificate of Public 23 
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Convenience and Necessity be effective from and after the closing date of the purchase 1 

transaction.  The legal description of the proposed certificated area is currently being 2 

prepared and will be provided as a supplemental exhibit as soon as it becomes available.  3 

 B. Impact on the Illinois Subsidiaries 4 

Q. How will the Transaction affect the operations of UI’s operating subsidiaries Illinois? 5 

A. The acquisition should have no significant direct affect on the Galena’s operations in 6 

Illinois.  The Transaction will not require any change in the rates, terms, or conditions for 7 

the provision of any services provided in Illinois.   8 

Q. Pursuant to the Order in Docket No. 12-0279, has UI proposed a business plan for 9 

consolidating the separate twenty-three Illinois companies into a single corporate entity? 10 

A. Yes, pursuant to the Order, UI submitted a business plan to consolidate all of its 11 

operating subsidiaries in Illinois.  Pursuant to this plan, UI will be filing a petition to 12 

consolidate prior to December 31, 2013. 13 

Q. Is Galena seeking to change Oakwood’s existing rates in this docket? 14 

A. Galena does not seek to change customers’ rates.  However, Galena will seek to charge 15 

Oakwood customers the Annual Gross Revenue Tax pursuant to Section 9-222 of the 16 

Act.  Therefore, the new customers’ rate would include an additional charge of Public 17 

Utility Annual Gross Revenue Tax equal to 0.1% of all billings.  In addition, Galena 18 

proposes to adopt its existing Commission-approved miscellaneous charges, return check 19 

charges, late payment fees and main extension charges consistent with the other UI 20 

companies in Illinois.  Pursuant to the business plan submitted as the result of the order in 21 

Docket No. 12-0279, UI plans to file a consolidated rate case for all of its approximately 22 

17,000 customers in Illinois on or before December 31, 2014. 23 



 

7 

Q. How will the Transaction affect employment at the Illinois Subsidiaries? 1 

A. The Transaction is not expected to have a material impact on employment at the Illinois 2 

Subsidiaries.  Galena will continue to rely on WSC, an affiliate of Utilities, Inc., for 3 

essentially all operational services.  WSC provides these services to the Illinois 4 

Subsidiaries pursuant to a contract originally approved by the Commission on March 14, 5 

1979, and approved as modified by the Commission in Docket Nos. 94-0157 and 08-6 

0335.  The Transaction will not adversely affect WSC or its contract with the Illinois 7 

Subsidiaries.   Any workforce changes that do occur are expected to result from 8 

influences encountered in the ordinary course of business (i.e. from attrition, retirements, 9 

and other voluntary measures), and thus the Transaction should not have a material 10 

impact on the personnel available to the Illinois Subsidiaries. 11 

V.  Benefits of the Transaction 12 

Q. Will the proposed acquisition adversely affect the customers? 13 

A. No. UI and Galena will operate Oakwood’s public water and sewer utilities in the 14 

professional manner that these services are currently provided in UI’s existing Illinois 15 

service areas.  The business will be operated as a subsidiary of Utilities, Inc.  As such, the 16 

utility will be operated within the long-term goal of providing high quality water service.  17 

To accomplish this, the facilities will be maintained to a high standard, certified operators 18 

will be employed and necessary capital expenditures will be made. 19 

Q. What are the benefits of the Transaction to the Oakwood consumers? 20 

A. While operating only water and sewer systems, UI personnel have the ability to meet the 21 

challenges of the rapidly changing utility industry.  In addition, Utilities, Inc. has both the 22 

regulatory experience and financial wherewithal to ensure consistent compliance with 23 
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environmental protection regulations.  Utilities, Inc.'s experience in operating water and 1 

sewer utilities will provide profession expertise to Oakwood’s customers on both a day-to-2 

day basis as well as during emergencies.  For these reasons, the public interest would be best 3 

served by the transfer of the water and sewer facilities to Galena.  UI is an experienced 4 

utility owner and operator and is fit, willing and able to finance, own and operate 5 

Oakwood.  As part of the UI family, Oakwood will have access to a wide spectrum of 6 

technical and industry expertise in all facets of sustainable water and wastewater, 7 

including innovative technologies, operating tools and regulatory resources required to 8 

develop sustainable multi-utility services. The proposed transaction is in the public 9 

interest and should be approved by the Commission. 10 

The Transaction will therefore not adversely affect Galena’s ability to provide adequate, 11 

reliable, efficient, safe and least-cost public utility services.   12 

Q.  Will Galena’s ability to provide adequate, reliable, efficient, safe and least-cost service 13 

diminish if the Transaction is approved? 14 

A. No.  As I stated earlier, the proposed Transaction will not affect the manner in which the 15 

Galena is operated.  Galena, UI and WSC will continue to provide the same high quality 16 

service to their customers and the Transaction will not result in any lowering of service 17 

quality.  Because Galena’s’ relationship with WSC will not be affected by the 18 

Transaction, Galena will rely on essentially the same management, technology, processes 19 

and people that are providing high quality service today.  As such, the current high 20 

quality of service enjoyed by Galena’s customers will continue after the Transaction. 21 

  22 
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Q.  Will the proposed Transaction and Certification result in the unjustified subsidization of 1 

non-utility activities by the utility or its customers?   2 

A. No.  Neither Galena nor Oakwood currently engages in any unregulated activities.   The 3 

proposed acquisition of the Oakwood utility systems will not result in any subsidization 4 

of non-utility activities by Galena or their customers.  Further, Utilities, Inc.’s cost 5 

allocation processes will not change once the acquisition is consummated.  The current 6 

procedures will continue to comply with all Commission regulations, including those 7 

applicable to affiliate transactions.  Accordingly, the Transaction will not result in 8 

subsidization of non-utility activities by utility operations. 9 

Q. Will the proposed acquisition significantly impair the utility’s ability to raise necessary 10 

capital on reasonable terms or to maintain a reasonable capital structure? 11 

A. No.  The Transaction will not impair the UI or Galena’s ability to raise necessary capital 12 

at all, let alone "significantly."  The Transaction will be effected, pursuant to the purchase 13 

and sale agreement described above, at the remote parent company level.  As I mentioned 14 

above, UI will continue to be responsible for raising capital and the Transaction will have 15 

no adverse impact on the Galena’s ability to either raise capital on reasonable terms or to 16 

maintain reasonable capital structures.  In fact, following the consummation of the 17 

transaction, UI will have considerable financial strength and may possess an increased 18 

ability to raise capital and maintain a reasonable capital structure adequate to meet its 19 

operational needs. 20 

Q. How does Galena plan to finance the purchase price? 21 
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A. Galena is owned by Utilities, Inc., and Utilities, Inc. has access to existing credit facilities 1 

and cash on hand to finance the purchase price.  Additionally, UI will continue to provide 2 

necessary capital to Galena. 3 

Q. What depreciation rates will Galena use for the acquired assets? 4 

A. Galena will use the asset lives used in its most recent rate case, Docket No. 10-0280. 5 

Q. Does the Transaction require the sale of any assets of Galena? 6 

A No.  Because the Transaction states that Galena shall purchase from Oakwood all of the 7 

water and wastewater utility systems that provide water and wastewater services to 8 

customers in and near Oakwood, Vermilion County, Illinois, it does not require the sale, 9 

assignment, or transfer of any property of Galena. 10 

Q. Will the Galena remain subject to applicable laws, regulations, rules, decisions and 11 

policies after the Transaction? 12 

A. Yes.  As I mentioned above, the Transaction will not affect any change in the legal status 13 

of Galena.  Accordingly, Galena will be subject to the same laws, regulations, rules, 14 

decisions and policies after the Transaction that they were subject to before the 15 

Transaction. 16 

Q. Will the proposed Transaction have any adverse impacts on customer rates? 17 

A. No.  Galena does not currently contemplate any rate changes as a result of the proposed 18 

Transaction prior to the consolidated rate case envisioned by the business plan that was 19 

proposed by UI.  In fact, the acquisition should have a positive impact as a result of the 20 

increased customer base over which shared and fixed costs can be allocated pursuant to 21 

the approved affiliated interest agreement.  22 

Q. What treatment does Galena recommend for transaction costs? 23 
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A. Galena believes that the recovery of the cost related to the acquisition of the systems 1 

should be included in rate base in a subsequent rate case. 2 

Q. Why does Galena believe that this treatment is appropriate? 3 

A. First, Oakwood’s compliance history is such that Galena and its parent company will 4 

need to invest significant capital to keep the system in compliance.  Second, actual costs 5 

to obtain certificates authorizing Galena to provide service in Oakwood are appropriately 6 

included in rate base, and third, some costs (i.e., detailed metes and bounds, legal fees, 7 

etc.) are necessary to operate the utility. 8 

Q. How much transaction costs does Galena anticipate incurring? 9 

A. Approximately $61,000. 10 

Q. Is Galena requesting to consolidate rates, tariffs, or operations? 11 

A.  Galena is requesting that Oakwood’s current rates remain unchanged at the outset, and 12 

Galena’s Rules, Regulations and Conditions of Service currently on file with the 13 

Commission apply. 14 

Q. Do you anticipate any savings to result from the proposed Transaction? 15 

A. No duplication of functions will occur on account of the Transaction, and thus no savings 16 

are expected to result on account of the elimination of any redundancies.  Any 17 

Transaction savings that do occur will be passed on to customers in future rate 18 

proceedings. 19 

Q. Will recovery of any Transaction costs be sought? 20 

A. Yes, as stated previously this costs are appropriately included in rate base for future rate 21 

base treatment.   22 
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Q. Is it necessary for the Commission to impose conditions on the Transaction to protect 1 

Galena or its customers? 2 

A. No.  As Galena and supporting testimony make clear, the proposed Transaction meets all 3 

the requirements of Sections 8-406.  Thus, the Commission has a complete record before 4 

it to find that the Transaction meets the public interest criteria established by the Act.  5 

Based on my testimony, the Commission should find that the Transaction would allow 6 

Galena to continue to provide adequate, reliable, efficient, safe and least-cost public 7 

utility service.  In addition, the Commission should find that the Transaction would not 8 

result in any adverse rate impacts, that the Transaction will have no adverse impact on 9 

competition and that the Transaction will not impair the ability of UI or Galena to raise 10 

capital.  In short, every factor required by Section 8-406, has been met by Galena, 11 

demonstrating generally that the Transaction is in the public interest and will result in no 12 

negative impact on Galena or their customers.  Furthermore, as I have explained above, 13 

the financing of the Transaction is a remote parent company transaction and is not 14 

expected to have any significant effect on Galena.  Thus, it follows that it is not 15 

"necessary" for the Commission to impose further conditions to protect the interests of 16 

Galena and its customers. 17 

Q. What journal entries are required to record the acquisition? 18 

A. The proposed journal entries are contained in GTU Exhibit No. 1.1 REV – Journal 19 

Entries. 20 

Q. What did you rely on to create the journal entries? 21 

A. Schedule to 1.1(d) to the Purchase Agreement. 22 
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Q. Schedule 1.1(d) to the Purchase Agreement indicates that the Village has $585,000 of 1 

grants or CIAC.  Is that correct? 2 

A. My understating is that the $585,000 is the gross number and does not reflect 3 

accumulated amortization of CIAC. 4 

Q. Have you determined the accumulated amortization of CIAC? 5 

A. Yes, GTU Exhibit No. 1.3 REV – CIAC Amortization calculates the accumulated 6 

amortization of CIAC. 7 

Q. With the correction to the accumulated amortization of CIAC and the additional $61,000 8 

of acquisition related costs will there be a purchase acquisition adjustment, and will it be 9 

negative or positive? 10 

A. Based on the available data the proposed transaction will result in a negative acquisition 11 

adjustment premium of $40,834, which is shown on GTU Exhibit No. 1.1 REV – Journal 12 

Entries and GTU Exhibit No. 1.2 REV – Rate Base.  Galena is recommending that it be 13 

allowed to earn a return on and of the full purchase price and the out of pocket costs to 14 

acquire the utility. 15 

Q. How would the amortization of the acquisition adjustment be treated? 16 

A. The amortization would be recorded below the line for ratemaking purposes. 17 

Q. What is Galena’s rate base determination for Oakwood? 18 

A. Oakwood’s rate base is shown on GTU Exhibit No. 1.2 REV – Rate Base. 19 

Q. Does this conclude your prepared direct testimony? 20 

A. Yes, it does.   21 


