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WITNESS IDENTIFICATION

Please state your name and business address.
My name is Thomas Q. Smith. My business address is 527 East Capitol Avenue,

Springfield, lllinois 62701.

Please describe your present position and related responsibilities.

| am presently employed as an Economic Analyst in the Water Department of the
Financial Analysis Division of the lllinois Commerce Commission (“ICC” or the
“Commission”). My responsibilities include reviewing and analyzing tariff filings
related to rates, rules, regulations, and conditions of service for water and sewer
service; reviewing applications for certificates of public convenience and
necessity; reviewing information regarding the prudence of Qualifying
Infrastructure Plant investment costs; conducting inspections of water and sewer
public utilities; reviewing requests for general increases in rates for water and
sewer service; reviewing tariff filings related to purchased water surcharge riders
and information sheets; reviewing applications for approval of proposed
reorganizations; and presenting expert witness testimony in docketed
proceedings before the Commission. Prior to my transfer to the Water

Department, | served as an auditor in the Commission’s Accounting Department.

Please describe your background and professional qualifications.
| received a Bachelor of Arts Degree in Accounting from Michigan State

University. | am a Certified Public Accountant licensed to practice in lllinois,
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Michigan, and Wisconsin. My prior experience includes seven years as an
auditor with the Michigan Public Service Commission. Subsequently, | was
employed for three years by Wisconsin Southern Gas Company in the initial
capacity of Senior Accountant - Rate Specialist and later as Controller. | am a
member of the American Institute of Certified Public Accountants and the

American Water Works Association.

Q. Have you previously testified before regulatory bodies?
Yes, | have testified on many occasions before the lIllinois Commerce
Commission, the Michigan Public Service Commission, and the Public Service
Commission of Wisconsin. During the course of various rate proceedings, | have
testified to accounting, rates, cost of service, finance, and operational issues.

INTRODUCTION

Q. What is the purpose of your testimony in this proceeding?

A. The purpose of my testimony is to review: (i) under Section 8-406 of the lllinois

Public Utilities Act (“Act”), RME lllinois, L.L.C.’s (“RME” or the “Company”) need
for Certificates of Public Convenience and Necessity (“Certificates”) to provide
sewer service to the Falcon Crest Subdivision in the Village of Lake Villa and
Eastgate Estates in the Village of Long Grove, both in Lake County, lllinois; (ii)
the Company’s proposed certificated service areas; (iii) the Company’s proposed
Rules, Regulations, and Conditions of Service tariffs for sewer service; and (iv)

the Company’s proposed level of investment in the wastewater systems.
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Q. Are you including any attachments with this testimony?

A. Yes. | am including the following attachments with this testimony:
Attachment 1.1 Alternative Wastewater Systems in lllinois; and
Attachment 1.2 Voluntary National Guidelines for Management of

Onsite and Clustered (Decentralized) Wastewater

Treatment Systems.

PUBLIC CONVENIENCE AND NECESSITY

Q. Why is the Company presently seeking Certificates to serve these areas?

A. The Company has been requested by the developer and the Lake County Health
Department to provide sewer service to 44 single-family residential customers of
the Falcon Crest Subdivision in the Village of Lake Villa in Lake County, lllinois.
The Company has also been requested by the developer and the Lake County
Health Department to provide sewer service to 9 single-family residential
customers of Eastgate Estates in the Village of Long Grove in Lake County,

lllinois.

What criteria did you use to review public convenience and necessity?
| addressed requirements (1) and (2) in Section 8-406(b) of the Act, which states,
in part:
...The Commission shall determine that proposed construction will
promote the public convenience and necessity only if the utility

demonstrates: (1) that the proposed construction is necessary to provide
adequate, reliable, and efficient service to its customers and is the least-
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cost means of satisfying the service needs of its customers; (2) that the
utility is capable of efficiently managing and supervising the construction
process and has taken sufficient action to ensure adequate and efficient
construction and supervision thereof; and (3) that the utility is capable of
financing the proposed construction without significant adverse financial
consequences for the utility or its customers.
Is the proposed construction necessary to provide adequate, reliable, and
efficient service to customers within the proposed areas?
Yes. The Company’s proposed construction of the wastewater systems is
necessary to provide adequate, reliable, and efficient sewer service to the
customers within the proposed certificated service areas. The need for sewer
service in these areas is reflected in letters from the developers of the
subdivisions in question and the Lake County Health Department. These

documents are provided by the Company and identified as RME EXHIBIT 1.01

FC, RME EXHIBIT 1.02 FC, RME EXHIBIT1.01 EG, and RME EXHIBIT 1.02 EG.

Do the Company’s proposed wastewater systems have sufficient capacity to
meet the estimated demand from the customers within the proposed areas
without constructing additional wastewater facilities?

Yes. According to information provided by the Company, in RME EXHIBIT NO.
1.0 FC, line 137, capacity of the Company’s proposed wastewater system for the
Falcon Crest Subdivision is rated at 17,720 gallons per day (“‘gpd”). The
estimated demand for sewer service from the customers within the Falcon Crest
Subdivision is 8,800 gpd as shown on line 133 of RME EXHIBIT NO. 1.0 FC.

The capacity of the Company’s proposed wastewater system for Eastgate
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Estates is rated at 4,320 gpd as shown on line 133 of RME EXHIBIT NO. 1.0 EG.
The estimated demand for sewer service from the customers within Eastgate
Estates is 1,800 gpd as shown on line 130 of RME EXHIBIT NO. 1.0 EG.
Therefore, the Company’s proposed wastewater systems will have sufficient
capacity to meet the estimated demand from the customers within the proposed

areas without the need to construct additional wastewater facilities.

Is the proposed construction the least-cost means of satisfying the service needs
of the customers within the proposed areas?

Yes. The Company’s proposed construction of the wastewater systems
constitutes the least-cost means of satisfying the sewer service needs of the
customers within the proposed areas. The Company has indicated that no other
public sewer utility is willing or able to provide sewer service to the proposed
areas and that no municipal corporation is willing or able to provide sewer service

to the proposed areas.

Mr. Olson testified that a lagoon wastewater treatment system for these
properties is impractical. He further stated that the sites are very hilly and
placing a lagoon on the sites would be difficult, if not impossible. In addition, he
testified that there is not enough land outside of the wetland boundaries for the
dispersal of the wastewater by spray irrigation. (RME EXHIBIT No. 1.0 FC, Lines
183-192 and RME EXHIBIT No. 1.0 EG, Lines 179-188) Typically, lagoon

wastewater treatment systems are the least expensive type of wastewater
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treatment system to construct, but in this case, a lagoon is not a feasible

alternative.

A report written and published by the lllinois Community Action Association titled
“Alternative Wastewater Systems in lllinois”, ICC Staff Exhibit 1.0, Attachment
1.1, indicates that a Septic Tank Effluent Pump (“STEP”) system has lower
capital, operation, maintenance, and construction costs than a similar sized
conventional wastewater system, is advantageous when there is limited available
space and environmental conditions, and is generally preferred because of

aesthetics compared to a lagoon.

According to a manual published in March 2003 by the United States
Environmental Protection Agency (“EPA”) titled “Voluntary National Guidelines
for Management of Onsite and Clustered (Decentralized) Wastewater Treatment
Systems”, ICC Staff Exhibit 1.0, Attachment 1.2, page 12, decentralized
wastewater treatment systems are a cost-effective and long-term option for
meeting public health and water quality goals, particularly in less densely
populated areas. Attachment 1.2, page 12, indicates that the EPA found that
decentralized systems can protect public health and the environment, typically
have lower capital and maintenance costs for low-density communities, are
appropriate for varying site conditions, and are suitable for ecologically sensitive

areas.
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Is the Company capable of efficiently managing and supervising the construction
process and has it taken sufficient action to ensure adequate and efficient
construction and supervision thereof?

No. The Company is not capable of efficiently managing and supervising the
construction necessary to provide sewer service to the proposed areas and it has
not taken sufficient action to ensure adequate and efficient construction and

supervision thereof.

On May 23, 2007, the Company previously requested a Certificate in Docket
Nos. 07-0331/07-0332 (Consolidated). On November 7, 2007, the Water
Department inspected the Company’s proposed certificated service areas and, at
that time, construction of the wastewater system in Eastgate Estates had not

begun. The Certificate was denied on July 16, 2008 in the previous proceeding.

On September 29, 2008, | inspected the Company’s proposed certificated
service areas and found that the developer had begun construction of the
wastewater system in Eastgate Estates even though the Commission has not
issued a Certificate to RME. Thus, the Company has been a participant in the
certification process with the Commission prior to the commencement of
construction and should have been well aware that ICC approval was needed
prior to construction. It was not reasonable for RME to enter into a working
relationship with an entity that began construction of a wastewater system prior

to ensuring that proper regulatory approvals had been obtained. It was
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managerially imprudent for RME to agree to own and operate the wastewater

systems as a public utility without first obtaining approval from the ICC.

While the wastewater system in Eastgate Estates was constructed by the
developer, RME is nevertheless required to supervise construction under Section
8-406(b)(2) of the Act. Section 8-406(b) of the Act requires that a Certificate be
granted prior to the commencement of construction of a wastewater system.
RME has agreed to take ownership of the wastewater system from the developer
and has thus in fact, if not according to law, participated in the construction of the
wastewater system without approval of the Commission. It is my opinion that
RME has engaged in an activity that is contrary to the requirements of the Act,
and that by doing so, RME has acted irresponsibly. It is my opinion that the
developers and RME should have been aware of the need for ICC approval prior

to embarking on construction of the subdivisions and wastewater systems.

In your opinion, has the Company met the requirements set forth in Section 8-
406(b)(1) and (2) of the Act?

No. The Company’s proposal does not meet the requirements of Section 8-
406(b)(2) of the Act for the reasons stated above. Staff withess Rochelle Phipps
addresses the requirement set forth in Section 8-406(b)(3) of the Act in her

testimony. (ICC Staff Exhibit 3.0)
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PROPOSED CERTIFICATED SERVICE AREAS

Q.
A.

Q.

A.

Please describe the Company’s proposed certificated service areas.

The Company has requested a Certificate to provide sewer service to the Falcon
Crest Subdivision in the Village of Lake Villa in Lake County, Illinois. The Falcon
Crest Subdivision proposed certificated service area is shown on the map
identified as RME Exhibit FC-A of the Petition and legally described in RME
Exhibit FC-B of the Petition. Mr. Olson testified that the total acreage for this
proposed certificated service area is approximately 35.1 acres. (RME Ex. 1.0 FC,

line 96)

The Company has requested a Certificate to provide sewer service to Eastgate
Estates in the Village of Long Grove, Vernon Township, Lake County, lllinois.
The Eastgate Estates proposed certificated service area is shown on the map
identified as RME Exhibit EG-A of the Petition and legally described in RME
Exhibit EG-B of the Petition. Mr. Olson testified that the total acreage for this
proposed certificated service area is approximately 22.5 acres. (RME Ex. 1.0 EG,

line 96)

In your opinion, should the Company’s proposed certificated service areas be
approved?

In the event the Commission grants the Certificates, | recommend that the
Commission approve the Company’s proposed certificated service areas. |

reviewed the Company’s proposed certificated service areas and they appear to
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be properly defined.

PROPOSED RULES, REGULATIONS, AND CONDITIONS OF SERVICE TARIFES

Q.

Has the Company provided proposed Rules, Regulations, and Conditions of
Service tariffs for sewer service?

Yes. The Company has provided proposed Rules, Regulations, and Conditions
of Service tariffs for sewer service as Attachments FC-3 and EG-3 to the Petition.
The documents that contain the Company’s proposed Rules, Regulations, and
Conditions of Service tariffs for sewer service for each of the proposed
certificated service areas, Falcon Crest Subdivision and Eastgate Estates,
appear to be identical except for exhibit numbers. It is my understanding that the
Company intends to have only one set of tariff sheets for Rules, Regulations, and
Conditions of Service for sewer service that applies to both Falcon Crest

Subdivision and Eastgate Estates.

Have you reviewed the Company’s proposed Rules, Regulations, and Conditions
of Service tariffs for sewer service?
Yes. | have reviewed the Company’s proposed Rules, Regulations, and

Conditions of Service tariffs for sewer service.

In your opinion, should the Company’s proposed Rules, Regulations, and

Conditions of Service tariffs for sewer service be approved?

10
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If the Commission grants the Certificates, | recommend that the Commission also
approve the Company’s proposed Rules, Regulations, and Conditions of Service
tariffs for sewer service. The Company’s proposal is consistent with standard
tariffs that have been developed by Staff, provided to other Illinois regulated
utilities, and approved by the Commission in numerous Docketed proceedings,

most recently in Docket No. 06-0522 for Rockwell Utilities, LLC.

If the Commission grants the Certificates, | recommend that the Commission
Order the Company to file these Rules, Regulations, and Conditions of Service
tariffs for sewer service, within ten (10) days of the final Order, with an effective
date of not less than five (5) working days after the date of filing, for service
rendered on and after their effective date, with individual tariff sheets to be

corrected within that time period, if necessary.

Has the Company provided a justification for installing proposed sewer mains
that are two inches (2”) in diameter in size?

Yes. Standard Rules, Regulations, and Conditions of Service tariffs for sewer
service developed by Staff require sewer mains to be at least 6-inches in
diameter to meet service requirements. Exceptions to the size of the sewer main
can be made by the Commission to comply with good engineering principles. Mr.
Olson testified in RME EXHIBIT NO. 1.0 FC, beginning on line 158, that the
sewer mains are sized to comply with good engineering principles to meet each

proposed subdivision’s service requirements. He asserted that 2” in diameter

11
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sewer mains are adequate for up to 100 equivalent dwelling units. He further
claimed that the peak flow rate for each proposed subdivision will be 19.5 gallons
per minute (“gpm”), which is well within the acceptable flow parameters for a 2” in
diameter sewer main. The Company’s proposed Rules, Regulations, and
Conditions of Service tariffs for sewer service included the 2” in diameter sewer

main size.

INVESTMENT

Q.

Why is it necessary that an entity have an adequate amount of investment in a
wastewater system?

As discussed in “Accounting for Public Utilities”, Hahne and Aliff, Matthew
Bender & Co., §1.01, a utility “... is allowed to earn (but not guaranteed) a
“reasonable profit” and a utility “...is obligated to provide adequate service to its
customers, on demand.” In essence, a utility would not be able to fulfill its
service obligations without an adequate amount of investment. If a utility were
inadequately funded, there would be no basis upon which to earn a profit and the
utility would be unable to support its duty to “provide adequate service” on

demand.

Can you address more specific concerns in addition to the general theory that
you have cited?
Yes, | can. In this case, RME is proposing that more than 95% of the cost of

wastewater system construction be contributed by the developer, rather than

12
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acquired through investment by RME. The problem with this sort of arrangement
is that the profits and recovery of capital cost will be limited. At best, less than
5% of the cost of construction will be recovered through sewer rates charged to
customers. Even without consideration for inflation, the Company will not
recover enough investment to replace the wastewater systems as they
deteriorate and begin to fail. The customers will eventually fail to receive

adequate sewer service because the infrastructure cannot be replaced.

More difficult to see, but of equal concern, is that the lack of profit resulting from
inadequate investment is a disincentive to efficient operations. Risk associated
with low profits results in difficulty obtaining lines of operating credit. Also, a lack
of profit reduces the incentive for a utility to protect its investment in the utility.
As a result, proper maintenance of the system can suffer at the expense of what
little profit does exist. In many instances, facilities are allowed to deteriorate,
forcing replacement of plant items at an earlier date, and at a greater cost to
customers and investors, than if they were maintained properly. While
substantial contributions can result in lower short-term rates to customers, the
customers of those utilities with inadequately funded rate bases often receive

less than acceptable service at an excessive long-term cost.

What criteria do you propose be used to serve as a basis for calculating the

amount of investment to be included in the Company’s rate bases in these

Dockets if the Commission grants the Certificates?

13
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Because no wastewater systems similar to Falcon Crest Subdivision and
Eastgate Estates exist in lllinois, and because no Commission rules apply to
sewer utilities, | am relying upon 83 Ill. Adm. Code 600.370 (Service to New
Customers) of the Commission’s regulations as investment policy. 83 Illl. Adm.
Code 600.370(a) requires the utility to provide all backbone plant (treatment —
central plant costs) at its cost and expense without requiring contributions from

developers.

What has the Company proposed as the level of investment in the Falcon Crest
Subdivision wastewater system?

Mr. Olson’s RME Exhibit 1.06 FC, Schedule 1.06-2, revised September 5, 2008,
and his response to ICC Staff Data Request TQS 2.23, indicate that the
Company intends to invest $41,096 in ownership of the Falcon Crest Subdivision
wastewater system. The investment on a per lot basis would be $934. The
Company is proposing that the investment be accrued through refund of the
developer’s contribution of plant investment as customers attach to the

wastewater system.

Do you know the actual cost of the Falcon Crest Subdivision wastewater system?
Yes, | do. RME Exhibit 1.04 FC shows that the total cost of wastewater
treatment plant is $465,388 and that total cost of wastewater collection plant is

$363,612, or $829,000 total for the entire wastewater system.

14
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What has the Company proposed as the level of investment in the Eastgate
Estates wastewater system?

Mr. Olson’s RME Exhibit 1.06 EG, Schedule 1.06-2, Revised September 5, 2008,
and his response to ICC Staff Data Request TQS 2.24, indicate that the
Company intends to invest $8,667 in ownership of the Eastgate Estates
wastewater system. The investment on a per lot basis would be $963. The
Company is proposing that the investment be accrued through refund of the
developer’s contribution of plant investment as customers attach to the

wastewater system.

Do you know the actual cost of the Eastgate Estates wastewater system?
Yes, | do. RME Exhibit 1.04 EG shows that the total cost of wastewater
treatment plant is $172,508 and that total cost of wastewater collection plant is

$84,492, or $257,000 total for the entire wastewater system.

Has the Company proposed an adequate level of investment in the wastewater
systems?

No. The Company has proposed that it invest an amount equal to 5.0% of the
total cost to construct the Falcon Crest Subdivision wastewater system: $41,096
investment divided by $829,000 total cost. The Company has proposed that it
invest an amount equal to 3.4% of the total cost to construct the Eastgate

Estates wastewater system: $8,667 investment divided by $257,000 total cost.

15
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The investment that RME is proposing is negligible when compared with the total

cost of the wastewater systems.

Because the Company is obligated to make an investment in the wastewater
systems as discussed above, refunds by RME to the developers are
inappropriate and the refund mechanism as identified by the Company (See
RME Ex. 1.0 FC, line 346 et seq. and RME Ex. 1.0 EG, line 342 et seq.) should

be rejected.

What do you recommend as an adequate level of investment in the wastewater
systems by the Company?

If the Commission grants the Certificates, | recommend that the Company be
required to invest $465,388 in the wastewater system for the Falcon Crest
Subdivision and $172,508 in the wastewater system for Eastgate Estates. The
recommended level of investment above is the amount that the Company has
described as central plant costs, which is what Staff has determined is backbone

plant for the proposed wastewater systems.

CONCLUSION

Please summarize your conclusions.
In my opinion, the Company has not met the requirements set forth in Section 8-
406(b)(2) of the Act. Based on the foregoing, | recommend that the requested

Certificates be denied.

16
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If the Commission grants the Certificates, however, | recommend the following:

1) the Commission approve the Company’s proposed certificated service areas,
which are shown on the maps identified as RME Exhibits FC-A and EG-A of the

Petition and legally described in RME Exhibits FC-B and EG-B of the Petition;

2) the Commission approve the Company’s proposed Rules, Regulations, and

Conditions of Service tariffs for sewer service;

3) the Commission Order the Company to file the Rules, Regulations, and
Conditions of Service tariffs for sewer service, within ten (10) days of the final
Order, with an effective date of not less than five (5) working days after the date
of filing, for service rendered on and after their effective date, with individual tariff

sheets to be corrected within that time period, if necessary; and

4) the Company be required to invest $465,388 in the wastewater system for the

Falcon Crest Subdivision and $172,508 in the wastewater system for Eastgate

Estates.

Does this conclude your prepared direct testimony?

Yes.
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