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CIWC EXHIBIT NO. 2.0

CONSUMERSILLINOISWATER COMPANY
DIRECT 'IE)EFSTIMONY
CRAIG M. CUMMINGS

WITNESSIDENTIFICATION AND BACKGROUND
Please state your name and business addr ess.
Craig M. Cummings, 322 North Gilbert Street, Danville, Illinois 61834.

By whom are you employed and in what capacity?
| am Executive Vice President and General Manager of Consumers Illinois Water Company
("CIWC" or "Company").

Please state your educational, professional and business background and experience
leading up to your current postion.

| graduated from Eagtern Illinois University, Charleston, Illincisin May 1980, recelving a
Bachdor of Science Degree in Environmentd Biology. My professond affiliations include the
Illinois Section of American Water Works Association, in which | serve as the Section's Chair
and also St on the Education and Emergency Planning Committees. Other professond
affiliations include the National Association of Water Companies and the 1llinois Potable Weter
Supply Operators Association of which | served as President in 1998. | hold a Class A Water
Operators Certification from the State of lllinois. | also serve as a certified laboratory andyst
and Laboratory Director for the Company's lllinois Department of Public Hedth ("IDPH")
regulated laboratory. Additiondly, | am the Responsible Operator in Charge for the Divison's
digtribution system.

My 20 years of water utility experience includes employment in 1979 as a summer university
intern at Kankakee Water Company (now Consumers Illinois Water Company) in which |
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worked in al phases of production and maintenance at the Kankakee treatment plant.
Following my graduation from college in 1980, | worked as alaboratory analyst/operator for
the City of DeKalb, Illinois, adeep wdl groundwater supply. During my employment with
DeKab, | was involved with the day-to-day maintenance and operation of the deep wells. |
a0 attained top lllinois Environmenta Protection Agency ("IEPA™) certification as awater plant
operator and was aso certified by the IDPH to work in awater quality laboratory. In May
1983, | assumed the position of Treatment Techniciar/Laboratory Director with the City of
Decatur, lllinois. In this pogition, | supervised the City's two treatment plants, including all
operations and laboratory personnd. In May 1989, | assumed the position of Production
Manager for Inter-State Water ("ISW") Company (now Consumers lllinois Water Company),
inwhich | was respongble for the operations in the Production Department. My duties
included, among other things, preparing yearly and long-term capita and operating budgets,
personnd supervision, planning and design input for the congtruction of the new ISW treatment
facility and the operation and maintenance of the Company's dam and source of supply, Lake
Vermilion. | was promoted to my current position of Executive Vice Presdent and Generd
Manager in February 1994.

What areyour responsibilities as Executive Vice President and General Manager of
CIWC?

| have overdl responsibility of the day-to-day operations of the Vermilion County Divison. |
a0 asss the Company President and other officersin developing goas and objectives for the
Company and in administering policies and procedures as approved by the Board of Directors
of the Company. Itismy responshility to ensure that these god's and objectives are achieved.
I, dong with other Company officers, represent the Company before governmenta and
regulatory agencies. |, dong with others, formulate financia objectives and budgets and provide
the direction necessary to meet those objectives while remaining within budgetary guidedlines. |
am part of the management team, which establishes employee levels, working conditions, and
safety requirements within guidelines established by the Board of Directors and the President of
the Company. My responshilities include establishing guidelines for negotiation of labor
contracts with the union representing employees in the Vermilion County Divison, aswell as
other specid contracts. | have the respongbilities associated with providing excdlent customer
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sarvice, developing and controlling the Company's operating and maintenance and capitd
budgets, aswdl as providing direction in the areas of construction, purchases or other
acquisitions, operation, maintenance and protection of al property, facilities and equipment

required to maintain water quaity standards and continuity of service.

Have you previoudly testified in regulatory matter s?

Yes. | testified before this Commisson in Consumers Illinois Water Company, Docket 95-
0237, which addressed the need for land rights to conduct groundwater testing; Docket 97-
0351, arate proceeding; Docket 98-0265, a certificate case; and most recently in Docket 99-

0449, afinancing case.

Areyou familiar with the property, business and operations of the Vermilion County
Divison?

Yes | am.

INTRODUCTION
What isthe purpose of your testimony?

The purpose of my testimony isto provide background informetion regarding the rate filing for
the Vermilion County Division. | will discuss the facilities and operations of the Vermilion
County Divison, and certain matters related to the capita projection developed for that
Dividon. Fndly, | will discuss business risks facing the Vermilion County Divison.

Areyou sponsoring any exhibitsin this proceeding?

Yes. | sponsor the E-Schedules of the Standard Information Requirements, which are set forth
in CIWC Exhibit 12.0 for the Vermilion County Divison. | dso sponsor CIWC Exhibits 2.1
through 2.2. These Exhibits were prepared by me or under my supervision and direction.
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VERMILION COUNTY DIVISION

Q.

A.

Please further describethe service area and facilities of the Vermilion County
Division.

The Vermilion County Divigon provides resdentid, commercid, industrial and municipa water
sarvice, induding fire protection, to customers located in Vermilion County, lllinois. The
Divison providesretal serviceto its cusomersin the City of Danville, Village of Tilton and
adjacent areasin Vermilion County. The Divison aso provides wholesale service to the
Villages of Catlin and Westville, respectively. The Company serves gpproximately 17,000 retall
customers directly and through service provided by its wholesdle customers, provides water
sarvice to a population of gpproximately 55,000.

The Divison obtainsits water supply from the North Fork of the Vermilion River on
which there are two dams. The upper dam, built in 1925, forms an atificid reservoir known as
Lake Vermilion. The second dam, located at the purification and pumping plants, crestes an
impoundage from which the raw water pumps take suction. There are four submersible, flood-
proof raw water pumps ranging in size from 35 to 150 HP and capacities from 2 to 9 million
gdlons per day which lift untreated raw water to the treatment plant where it is treated with
ferric chloride, lime, carbon dioxide, polymers, chlorine, hydrofluosilicic acid and powdered
activated carbon. The water is mixed with these chemicds, dlowed to settle and then filtered; it
is chlorinated and stored in a 1.25 million-gallon clearwel | before being pumped to the
digtribution system.

Four vertica turbine pumps ranging in size from 250 to 600 HP and capacities from 2
to 9 million galons per day can be used to pump water to the distribution system. A 1,000 kW
diesdl-powered, eectric generator provides emergency eectric service to the water trestment
plant and raw water pumping station in case of failure of the public power supply. Thelime
softening trestment process includes four Eimco Reactor Clarifiers, sx dua-mediafilers and
date-of -the-art instrumentation featuring distributed programmable logic controllers and
persona computer control with graphics and report capabiilities. The facilities are controlled
and monitored by highly trained personnel.

Thefacility includes |aboratory capabilities for process and quality control to assure
customers the highest water qudity. The digtribution system is made up of 276 miles of mains
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ranging in sizeform 1" to 24", on which there are 17,783 meters and 1,428 public fire hydrants.
Thetota Digtribution Storage capacity is 7.8 million gdlons. The bulk of the storage conggts of
two 3.0 million-gdlon standpipes, and three elevated tanks that have a capacities of 1,000,000;
500,000; and 300,000 gdlons. The 300,000-gallon elevated tank and an associated booster
dation serves a pressure zone that is located in the northern part of the servicearea. The
1,000,000-gallon water spheroid was constructed and placed in service on August 1, 1982.
The Divisgon purchased the 500,000 gdlon devated tank from the City of Danvillein 1997. This
tank servesthe Eastgate Industrial Park.

In the twelve months ending December 31, 1999, the Divison delivered to its
digtribution system approximately 2.975 hillion galonsfor adaily average of 8.150 million
gdlons. The maximum day occurred on July 16, 1999 with gpproximately 10.623 million
gdlons ddivered. The pesk pumpage per hour of .556 million galons occurred on July 9,
1999.

PROPOSED RATE INCREASE

Q.

A.

Mr. Cummings, what isthe per centage rate incr ease being sought by the Vermilion
County Division in this proceeding?

The proposed new rates will increase the Divison's annual operating revenue by gpproximately
21.75%.
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What arethe primary reasonsfor proposing thisincrease in revenues?

As previoudy discussed, the lagt rate Order for the Vermilion County Divison wasissued in
Docket 97-0351 (June 3, 1998). The rates established in that case were based on an adjusted
1996 test year. The adjusted test year levels of operating expenses and rate base have
increased dgnificantly since that time. For the 2001 test year, the rate of return on common
equity capitd for the Division has declined to 5.24 % at present rates. Aswill be discussed in
more detall below, and in Mr. Winegard's tesimony, the most Sgnificant factor affecting the
need for increased revenue for the Vermilion County Division is the investment of gpproximately
$6,000,000 in new facilities needed for compliance with nitrate and other environmenta
regulations (“ Regulatory Compliance Fecilities’). The Regulaiory Compliance Facilities will
begin operation in late 2000. The Company has reflected the cost of the Regulatory
Compliance Fecilities, and other necessary plant additions in the test year forecast. 1n addition,
to properly recover the investment in plant, the Divison has proposed new depreciation rates
based on a study presented by Mr. Guastella. Additiond factors affecting the need for increased
revenues have been an overdl decline in the Vermilion County Divison's customer base and
average consumption, aswell as continued significant investment in aging infrastructure. Severd
businesses or business units have ceased operations since the last rate order. SVIF, the Hyster
customer service unit, APAC Telemarketing Services and Victory Beauty Supply have al
ceased operations in the Vermilion County Divigon. Lastly, the Divison continuesto invest
sgnificant capitd to correct multiple requirements in the distribution system as well as to replace
aged infragtructure that has exceeded its useful life expectancy.

Please discuss the E-Schedules of CIWC Exhibit 12.

Schedule E-1 isacopy dl current tariff sheetsfor the Divison. Schedule E-2 isa copy of the
proposed tariff sheets. Schedule E-3 isacopy of the present tariff sheets which shows, in
drikeout form, dl exigting rates and tariff language which the Company proposes to remove and
shows, in underline form, adl new rates and tariff language which the Company proposes to add.
Schedule E-4 provides a narrative rationale for the proposed tariff changes. Schedule E-5
provides the billing units, which make up test year revenue for each designated rate. Schedule

E-6 provides cd culations showing the derivation of jurisdictiona revenues from each current
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rate schedule and each new rate schedule proposed by the Company. Schedule E-9 congsts of
bill comparisons by rate schedule and classification for each rate schedule.

PLANT INVESTMENT

Q.

©

Have you prepar ed information showing the additionsto plant from the time of the
Division'slast rate case through December 31, 19997
Yes. Thisinformation is provided in CIWC Exhibit 2.1.

Do you have an exhibit which showstheitemsincluded in the capital projection for the
Vermilion County Division in 2000 and 20017

Y es, theseitems are shown on CIWC Exhibit 2.2. Asindicated, the largest category is
Regulatory Compliance Facilities.

Please further discusstheinvestment in Regulatory Compliance Facilities.

The Regulatory Compliance Facilities are necessary to comply with environmenta law and
regulations. The largest component of the Regulatory Compliance Fecilitiesis for nitrate
abatement. As| will discuss, however, the Regulatory Compliance Facilitiesdso include a
carbon durry system, new river intakes, filter improvements, changesin the form of disinfectant
and upgrades to the Supervisory Control and Data Acquidtion (“SCADA”) system.

Hasthe Commission previoudy reviewed the Company's plan to construct the
Regulatory Compliance Facilities?

Yes. The andysswhich led to the decison to congtruct the Regulatory Compliance Fecilities
and resulting congtruction plans were reviewed by the Commission in Docket 99-0449, in
which financing for the Facilities was gpproved. In that proceeding, the Commission concluded
that the decision to congtruct the Facilities and associated use of fundsis reasonable and
appropriate. Docket 99-0449; Order, p. 10.
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Hasthere been any change of circumstancesrelated to the Regulatory Compliance
Facilities since issuance of the Order in Docket 99-0449?

No. Theinformation discussed below and by Mr. Winegard is essentidly the same as that
reviewed by the Commission in Docket 99-0449 in concluding that construction of the Fecilities

is reasonable and appropriate.

Why isit necessary to expend fundsfor the control of nitratesin the Vermilion County
Divison?

CIWC is subject to dl gpplicable regulations rdated to the Environmenta Protection Act, the
1974 Safe Drinking Water Act ("SDWA™), the 1986 Amendments to the Safe Drinking Water
Act, and the Nationa Pollutant Discharge Elimination Sysem ("NPDES’). CIWC draws its
water from Lake Vermilion ("Lake"). Nitrates, a common fertilizer component, are washed into
the Lake as areault of run-off from the 300 square mile agriculturd area surrounding the Lake.
The IEPA has determined that, a times, the nitrate levels in the water of Lake Vermilion exceed
the federa nitrate primary drinking water standard of 10 mg/l. Specificaly, since the Company
began compliance testing in 1978, there have been 23 separae nitrate violaions, lagting in
duration from 7 days to 184 days. The highest leve recorded by the IEPA was 15.6 mg/l
which occurred on May 4, 1992.

To bring CIWC into compliance with the federd nitrate primary drinking water standard
("Standard"), the IEPA required CIWC to execute a Letter of Commitment (the " Commitment”)
in the summer of 1992. Under the Commitment, CIWC was required to bring the nitrate levels
in the water it supplies to customersto levelsin compliance with the Standard by April 1, 1997.
The Standard is an absolute maximum permitted concentration which must be adhered to at all
times. Due to the method of IEPA compliance testing, which occurs once per week, it is
important that a reasonable safety margin (j.e., concentration level below the maximum, which
prompts corrective action) is taken into consderation. The Commitment required CIWC to
notify its customers of nitrate levels at or above 8.5 mg/l and to offer bottled water for infants
who are mogt a risk from eevated nitrate levels. Infants six months of age or younger are
vulnerable to nitrate-induced methemglobinemia, commonly caled blue baby syndrome.

Although 85 mg/l is nat in violation of the Standard of 10 mg/l, IEPA determined that notifying
8
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customers and offering bottled water as nitrates were trending toward the Standard provided
the best protection to the vulnerable population. The Company was required to continue
offering bottled water until the water supply experienced four consecutive weeks below 8.5
mg/l.

Furthermore, the Company is in negotiaions with the IEPA concerning an Agency
referrd to the lllinois Attorney Generd's office, which will result in a consent decree, compelling
the Divison to complete the nitrate abatement facilities within a negatiated timeframe.

Please discuss the stepstaken by CIWC to address nitrate abatement.

CIWC has conducted an evduation of various means of reducing the leve of nitrates contained
in the water supply. All recognized methods of nitrate reduction were evauated. These include
(i) Sde-channd storage; (i) biodenitrification; (iii) reverse asmaosis (“RO”); (iv) aguifer storage
and recovery; (V) ion exchange; (vi) nandfiltration; and (vii) groundwater dilution. The andyss
of these options was addressed in Docket 99-0449.
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Would you discuss the evaluation of these options?

Yes. In conducting the evauation, the Company initidly examined data for the period from
1978, when nitrate monitoring commenced, to 1992, the year in which the Commitment was
sggned. During this period, the nitrate problem had become progressvely more serious. The
five-year period from 1988 through 1992 had the worst nitrate compliance record for any
period since the commencement of monitoring efforts. As indicated above, the highest nitrate
concentration during the period, 15.6 mg/l occurred in 1992. The number of violations
determined by IEPA, the duration of such violations and number of days above a 9.0 mg/l

safety margin were as follows:

TABLE 1
No. of Violations Days of Duration Violation(s)  No. of Days At or Above 9.0 mg/l

1978 0 0 0

1979 2 12 56
1980 0 0 49
1981 1 46 133
1982 0 0 14
1983 0 0 35
1984 2 15 49
1985 2 7 126
1986 0 0 35
1987 2 42 112
1988 1 21 91
1989 1 167 168
1990 4 102 196
1991 2 20 98
1992 2 186 189

In consultation with IEPA, the Company determined that, @ a minimum, the andyss of
dternatives should assume that the option selected would be required to trest a nitrate

10
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concentration of 15.6 mg/l. The Company further assumed that treatment would be required
when the concentration was at the level of 9.0 mg/l and above (and, therefore, approaching the
10 mg/l gandard). Ladtly, again in consultation with IEPA, the analysis assumed that trestment
would be required for 186 days per year, the length of the nitrate violation in 1992.

In the evaluation, wer e any options ruled out on operational grounds?
As discussed in Docket 99-0449, four of the options: Side Channd Storage, Biodenitrification,
Aquifer Storage and Recovery and Nandfiltration were initidly ruled out on operationd

grounds.

Did the other methods prove feasible from an operational standpoint?
Yes. The Company determined that the remaining three methodologies should be analyzed to
determine the cod-effectiveness of each. With respect to RO, it was determined from
cdculations of the industry average cepitd and operating cods that the method would be
prohibitively expensve. There were aso concerns over fouling the expensve membranes, and
the amount of water that would be wasted in frequent flushing of the membranes as well as
waste disposad.  For these reasons, RO was withdrawn from further consideration.

lon exchange was investigated through the use of an ion exchange pilot plant that was
operated in the summer of 1994. A Univergty of Illinois graduate student ran this project with
oversight by Dr. Vernon Snoeyink, a respected water researcher. The pilot plant program,
which resulted in a comprehensive report, indicated that from a unit process standpoint, ion
exchange was a feasible method. Subsequent to the pilot study, the Company continued with
evauation by studying the issue of wastewater disposd. This evauation indicated a concern
with the volume of wastewater produced, and the desire or ability for that maiter, of the Danville
Sanitary Didtrict to accept the waste stream. Using the design criteria previoudy discussed, the
ion exchange process would have potentidly created a wastewater stream of 36,000 galons
per day, or 6.6 galons over the 186-day operating period. Due to the volume of wastewater
produced, magor upgrades to the wastewater collection system and a related lift station would
have been necessary in the vicinity of the plant. This included a flow-equaizing basin, an
upsized pump station and wastewater line upgrades a an estimated cost of $ 225,000. Dueto
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the 186 day operaing period, it was dso determined that operating costs would be high.
Additiondly, ion exchange would not produce offsetting cost reductions (eg. savings on less
chemicd treatment) because 100% of the plant flow would till be treasted by the conventiona
trestment processes, with a portion then being directed into the ion exchange units for additional
treetment. Therefore, ion exchange was feasble. Early indications, however, were that costs
would be prohibitive.

The remaining method analyzed was the use of low nitrate groundwater for blending
with high nitrate water from Lake Vermilion. From indusiry experience and discussons with
other groundwater supplies in the area, it was known that operating costs, except the dectricity
to pump the water, should be low. The groundwater would be minimdly treated because it
would be processed while being blended with the surface water. The location and quantity of
the groundwater needed to be determined in order to develop capital costs for the project.
Since the groundwater would be trangported via transmisson main to the existing trestment
facility for blending, it was criticd to determine the location of a sufficient supply of
groundwater. Large diameter transmisson main would be laid to the groundwater wells. The
length of this pipeline (the diameter was aready determined) and the location and number of
individud wels (which would al be connected to the transmisson main) would be the mgor
determination of the overdl capitd cost for the project.

Would you further discuss the preliminary cost analysis for the ion exchange and

groundwater approaches?

Yes. At thisstage of the andysis, there was insufficient data available to reach a firm conclusion
regarding the capita and operating costs associated with either methodology. It was possible,

however, to develop estimated potentid cost ranges. The available data indicated that,

depending on the associated capital cost, groundwater blending could be the least-cost option.

Also, a the time, other potential benefits of the groundwater approach were identified. These
included: (i) an increased source of supply, (i) a less vulnerable source of supply and (iii) a
source of supply which would facilitate efforts to comply with SDWA amendments which were
known to clearly target surface water supplies with the Enhanced Surface Water Treatment
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Rule ("ESWTR"), Dignfection and Disnfection By-Products ("D/DBP'). The gpproach dso
could reduce the levd of organic contaminants in the water supply. For these reasons, the

Company determined to proceed with astudy of groundwater in Vermilion County.

What did the Company do to deter mine the location and quantity of groundwater?
Since groundwater appeared to be a viable option, a study similar to that conducted for ion
exchange was initiated. The Company consulted with the Illinois State Weater Survey ("ISWS?)
concerning the location of large, sustainable groundwater sources in the vicinity of Danville.
Since decades of hydrogeologic study by the ISWS had shown that the groundwater resources
in and around Danville were extremdy limited, the ISWS directed the Company northwest of
Danville. In the area selected, it was thought that an extension of the Teays-Mahomet Bedrock
Valey, which was known to traverse Vermilion County near Hoopeston, would possibly extend
southward toward Danville. As | have previoudy stated in my testimony, the location of the
groundwater supply was critica to developing capital codts for the project, as the mgority of
costs would be the result of pipeline construction.

The Company retained Northern Environmentd, Inc. to coordinate seismic refraction
gudies within public right-of-ways in the target area. This was completed in June 1993. The
saigmic refraction data indicated possible water bearing formations near the Village of Henning.
The Company began negotiating with landowners in the area to conduct groundwater testing to
determine the physicd attributes of the aquifer, quantity and qudity of water as well as the safe
yidd of the aguifer. The Company was not successful in its attempts to negotiate with
landowners to obtain the land rights needed for testing and, therefore, requested and was
granted the authority to condemn temporary easements to five parcels of land in ICC Docket
95-0237. The Commission's Order, however, was appeded with the result that the testing of
dtesin the target groundwater area was delayed.

While Court proceedings continued, the Company was successful in loceting one
landowner, CSX Trangportation, Inc., willing to alow testing on its property. Groundwater test
holes were drilled at seven different locations dong the CSX railroad right-of-way. These test
holes, dthough within the test area, were digned in a narrow linear fashion. In and of
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themsalves, they provided useful data Because of the location of the tests, however, the data

was not sufficient to fully assess the area resources.

Was the Company successful in obtaining the land rights needed to conduct further
groundwater tests?

Yes. The Appdlate Court ultimately upheld the Commission's Order. The landowners sought
review of the Appdlate Court's opinion in the Supreme Court, but the Supreme Court refused
to hear the apped. The Company dso was successful in resolving the condemnation
proceeding filed againgt the landownersin circuit court (which aso was gppeded).

Wer e additional groundwater tests conducted?
No. While the litigation regarding groundwater tests was pending, the Company continued its
congderation of data and dternatives. Based on this congderation, it was determined thét,

athough authorized, the groundwater tests should not go forward.

Please discuss the infor mation that was devel oped.

As explained above, the Company assumed in its prdiminary andyss (based on the data
available at the time) that the nitrate trestment process would be required to operate 186 days
each year. This assumption had a significant affect on the cost anadyss. With regard to ion
exchange, which has higher dally operating cost but lower capitd cost as compared to
groundwater option, the assumed duration of operation (186 days) raised the overd| cost and
Present Vaue Revenue Requirement ("PVRR") for the approach. Groundwater blending, on
the other hand, has a high fixed cost component, and is not as greetly affected by the
assumption regarding the number of days of operation. Accordingly, an increase in the number
of days of operation in the andyss tends to raise the relative cost of ion exchange as compared
to the groundwater approach. As new data became available, the Company determined that
the initid assumption with regard to the number of required days of operation should be
reduced. For the reasons discussed, this change reduced the relative cost of ion exchange as
compared to groundwater blending.
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Werethereother consider ations affecting the groundwater study?

Yes. Additiond data relating to the groundwater option became available in the period of 1997
and 1998. These data concerned the amount of water avallable in Lake Vermilion (and the
potentid need for a supplemental source of supply). Also, the amendments to the SDWA
became effective in 1996. Following the drought of 1990, the Company sought to determine
the exact quantity of water in Lake Vermilion and conducted various “safe yidd” cdculations
based upon drought frequency. To this end, the Company retained the services of the Illinois
State Water Survey in 1997 to conduct a safe yidd and sedimentation survey of Lake
Vermilion. Part of this work, the safe yidd survey, was available in late 1997. This report
indicated there would be adequate water in Lake Vermilion for the near future (30 years).
Additiondly, the sedimentation survey became available in early 1999. The survey confirmed
the safe yidd study. The SDWA amendments indicated that, dthough there were more
gringent standards concerning D/DBPs, the impact of turbidity and microbia contaminants
would be less problematic than origindly thought. All of these factors indicated a reduced need

for agroundwater source of supply.
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Please provide recent data regarding the number of nitrate violations, number of days
duration of the violations and number of days with nitrate concentrations at or above
9.0 mg/l?

That datafollows:

TABLE 2
No. of Violations Days of Duration Violation(s) No. of Days At or Above 9.0 mg/l
1993 0 0 0
194 0 0 0
1995 0 0 6
1996 1 48 63
1997 1 7 21
1998 0 0 56
1999 2 21 91
2000
through 0 0 0
March

What do the data indicate?

The data shown in Table 1 indicates that two or three years of consecutive low nitrate violation
frequency could be expected (e.g., 1982 (0 standard exceedances and 14 days at or above 9.0
mg/l); 1983 (0 standard exceedances and 35 days at or above 9.0 mg/l)). As a result, the
favorable data for the years 1993-1995 (0 standard exceedances and six days at or above 9.0
mg/l for the three-year period) in isolation is not significant. The recent datain Table 2 covering
1993 - February 2000, however, clearly demondtrates a long-term decline in the expected
frequency and duration of nitrate violations.

Isthere an explanation for the change in the observed conditions?

Yes. In 1991, the Company was granted a permit from the lllinois Department of
Trangportation, Divison of Dam Safety (now known as the lllinois Department of Natura
Resources, Divison of Dam Safety), to rase the level of Lake Vermilion by five feet. Thiswas
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accomplished in late 1991 and into early 1992. With the raised lake level, nearly 100 acres of
wetlands were crested a the northern end of Lake Vermilion. A well-known benefit of
wetlands is to provide biologica remova of nitrates as well as offering numerous other benefits.
The Company beieves that following the initid acdimation of the newly formed wetlands in
1992, they have worked as efficient nitrate reducers since.

Similarly, in 1993 the Company approached the Vermilion County Farm Bureau about
forming a watershed protection group in an attempt to reduce nitrate concentrations in Lake
Vermilion. After working through the misson and membership of this group, it was officidly
launched in early 1995 as the Lake Vermilion Water Qudity Codition ("Codition"). The work
of this group has centered on producer education and modifications to agricultura practices in
the watershed. To this end, the Codition has secured a USEPA 319 Watershed Protection
Grant and has planted "test plots' in each of two years to demonstrate reduced nitrogen
gpplication does not adversdly impact corn yields.

The result of this watershed protection work and the naturd "scrubbing” of nitrates by

the wetlands have resulted in aless severe nitrate problem in the Lake.
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What wasthe significance of thisinformation with regard to the groundwater study?
With modified assumptions, the relative cost of the ion exchange approach was reduced to the
point that groundwater blending could not quaify as the least-cost option. Based on updated
data, the Company determined that the treatment process could be expected to operate a total
of approximately 90 days over a three-year period. On an annualized basis, 30 days of
operation (as compared to 186 in the prior analyss) is expected. This change in assumptions
reduced the relative cost of the ion exchange approach. An assumption that adequate
groundwater for blending would be found at the closest possible location (an assumption which
may very well be incorrect) produces the minimum possible cost for the groundwater gpproach.
Even with this assumption (i.e., assuming the least possible cost for groundwater blending), the
ion exchange approach has a lower PVRR. For this reason, it became unnecessary to
determine whether or not adequate groundwater was, in fact, present a the closest or other
identified groundwater test Stes and groundwater tests were discontinued.

Please discussthefinal analysis of the alter natives.

Because the gppropriate assumptions with regard to the nitrate problem had changed, the
Company re-examined dl of the dternatives. Also, as noted above, the SDWA amendments
were enacted in 1996. Therefore, in conjunction with the re-examination of dternatives, the
Company aso reviewed the impact of the 1996 SDWA amendments on the Company’s water
treatment process. The Company retained Consoer Townsend Envirodyne, Inc. ("CTE"), a
conaulting engineering firm, to assist with this andyss. This andyss is included in the report
sponsored by Mr. Winegard and marked as CIWC Exhibit 10.1.

Were any of the options previoudy eiminated on operational grounds restored in the
final analysis?

Yes. Based on the reduction in the number of days of operation, and, thus, a consderably
lower amount of storage volume being necessary, Side Channel Storage was no longer ruled out
from an operationa standpoint.
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Please discussthe analysis of Side Channel Storage?

In 1998, the Company approached two landowners whose property encompassed strip-mine
aess west of Danwville One landowner was unwilling to reasonably negotiate with the
Company, while the other landowner was cooperative. Additionaly, the Company obtained an
option on a third parcd of property to determine the feasbility of congtructing a sde channd
reservoir. The resultant study by a consulting engineering firm, Daily and Associates (“"Daily"),
indicated that side channel storage at either the location of strip-mine area of the receptive
landowner or the area on which the Company had obtained an option were prohibitively
expendve. Cod datafrom Dally’s andysswas used by CTE in examining this dternative

Arethere some costs which are common to each alter native studied?

Yes. Each andysisincludes costs incurred to date for the nitrate project. Also, each dterndive
includes cogts for certain improvements to the CIWC system, which are recommended by CTE
in their report. These improvements include a carbon durry system, filter improvements,
condructing a new river intake and upgrading the SCADA sysem. Each of these

improvements is required to meet water quality concerns.
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Would you further explain the need for the improvements common to the alter natives?
Yes. Thebulk carbon facility (also referred to as a carbon durry system) would supplement the
exiding bagged carbon system. The new bulk carbon facility would take a full truckload of
powdered activated carbon ("PAC") and, with the addition of water in alarge concrete storage
basn, mix the carbon into a durry solution.  This durry, in roughly a one pound per gdlon
solution, could then be fed to various points throughout the plant. This system would alow
much higher dosages of PAC than are now available with the bag carbon system to be fed to
these various points in the plant. This will insure compliance with the D/DPB (Stage 1) and
Synthetic Organic Chemicd ("SOC") regulaions. Additiondly, should a catastrophic organic
chemica contamination occur in Lake Vermilion (such as that which might occur from the spill
of agriculturd chemicas), the bulk carbon sysem can apply high doses of PAC to multiple
pointsin the plant, including the filters.

Another improvement common to the dterndtives s the addition of raw water intake
screens to the treatment facility. Currently, the treatment facility utilizes the origind inteke (circa
1900) with minima and inadequate screening. The origind intake dructure has a rough bar
grate with 4-inch centers to keep large debris such as logs from entering the intake structure.
Thisis followed by an intake screen with %2 inch centers.  Although the bar grate extends to the
top of the intake, the intake screen only extends two feet above the norma river leve.
Therefore, when river flows are high (which corresponds with the greatest amount of debrisin
the river), the screens are overtopped and debris can enter the intake and damage pumps or be
transported into the trestment facility. Additiondly, in either the case of the bar grate or screen,
there is no way to backwash debris from these structures. Removd of debris is a time-
consuming and difficult manua endeavor.

The new intake screens will consgt of pardld 20-inch intake lines extending into the
North Fork River and resting on the bottom. The intake lines will each terminate in a tee
configuration with each end of the tee further branching into two perpendicular tees with these
tees being 18-inch diameter by 57-inch length of ¥4 inch dotted stainless sted welded wire
intake screen.  The screens will be equipped with an air backwash system capable of quickly

and completely purging each screen.  The new intake screens will draw water from near the
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bottom of the river, thus diminating most floating debris, will be unaffected by high flows and
will provide much greater protection from organic materids being drawn into the trestment
facility. This will eguate to less organic matter in the treatment facility, lowering chlorine
demands, reducing the Tota Trihalomethane Formation Potentia and better protecting pumps,
vaves and other trestment facility equipment from damage and/or extraordinary maintenance.

The filter improvements include the modification of the filter effluent control system from
variable declining rate filters to congant rate. Additiondly, Sate-of-the-art turbidimeters will be
added to each effluent line with a particle counter capable of sampling any of the Six filters. The
filter-to-wagte line will have a turbidimeter and control vave added to improve the filter-to-
wadte capabilities. Ladtly, as part of the ion exchange plant addition, a proportioning control
vave will be added into the filter effluent header. All of these improvements are to insure
compliance with the Enhanced Surface Water Treagtment Rule Turbidity Standard of 0.3 NTU
and provide improved monitoring and reporting capabilities.

The improvements to the SCADA system include the upgrade of the SCADA software
and the addition and replacement of the programmeable logic controllers ("PLCs") which will no
longer be supported by the manufacturer due to obsolescence. The current SCADA software
is extremely limited in its ability to manipulate and archive data.  Additiondly, the &bility to
eectronicaly display data, paticularly graphicdly, is likewise limited. Currently, the trending of
certain treatment parameters can only be accomplished through the use of therma strip chart
plotters. The plotters are difficult to maintain and the therma paper provides poor data
arcchiving. The SCADA improvements will provide grester and more meaningful data upon
which to contral the facility and to readily provide more information to regulators concerning
treetment facility operationd peformance. Additiondly, by initiating a migration from the
obsolete PLCs to the sdected models, plant downtime and maintenance costs can be
minimized.

The D/DBP regulations and the need to improve the aesthetic character of the water
prompt the change of disnfection methods from breskpoint chlorination to chloramination.
Chloramination will prevent the formation of trihdlomethanes, a set of regulated substances of
which the gandard is being lowered from the current 100 microgramsliter (ug/l) Totd
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Trihdomethane (TTHM) to 80 ug/l TTHM in Phase | of the D/DBP regulations. Phase |1 of the
regulation is expected to lower this sandard to 40 ug/l TTHM in 2004.

What doesthe analysisdiscussed in the CTE Report demonstrate?

The CTE Report demondrates that the least-cost feasible gpproach for addressing the
regulatory concerns facing the Vermilion County Divison is inddlaion of ion exchange
(counter-current  regeneration mode) facilities, dong with the other trestment facility
improvements previoudy mentioned in my testimony. The PVRR associated with this option is
over $6,000,000 below that of the next least-cost aternative, RO.

Would you discusstheion exchange process?

Yes. In smple terms, the process acts as a “filter” to remove nitrates and other substances. In
the ion exchange process, water containing nitrate passes through a media bed comprised of a
high-capacity anion exchange resin with a find gravel support media. Nitrates, sulfates and
akalinity are exchanged for chlorides on the strongly basic anion resin.  The exchange capacity
is largely governed by the concentrations of nitrates and sulfates which are retained until
breakthrough of unwanted ions occurs. Prior to breakthrough, sometimes called exhaugtion, the
process is regenerated using a strong chloride solution.  Regeneration is generaly based upon
volume of water treated and is designed to be accomplished before breakthrough occurs. Since
there is little indication of exhaudtion of the nitrate remova cgpabilities prior to breskthrough, it
iscritica that some margin of safety (i.e. 9.0 mg/l blended water) be maintained.
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The basic chemicd reactions are reversible asfollows:
In Service: RCI + NaNO; = RNO; + NaCl
Regeneration: RNO; + NaCl = RCI + NaNOs
Where R = anion exchange resin.

The counter-current mode regeneration utilizes an upflow regeneration and dow rinse and a
downflow in-service configuration. This results in lower leskage rates through the bed. A
disadvantage of this system is that higher capitd costs are required to configure the two flow
modes. These costs must be compared with the lower operating and maintenance costs and
higher effluent quality that the method produces.

The ion exchange process generates a waste stream which contains concentrated
nitrates that have been removed and must be disposed of properly. The Danwille Sanitary
Didtrict has indicated that it would accept the nitrate waste level assumed in connection with the
sudy. This method of disposal would require that additiona force main be congtructed and that
the current lift station be expanded or a new one built to effectively transport the waste to the
Sanitary Didrict. These cogts were included in CTE's cost andyss. Alterndively, the waste
sream could be discharged to an dternative point prior to flowing to the recaiving stream.
These dternative points include the existing dudge lagoons or Horseshoe Pond (the Company’s
previous sedimentation basin) located west of the plant. Each of these options would require a
modification to the existing NPDES permit. At CTE's recommendation, the Company is
pursuing such a modification or new permit. However, preliminary correspondence with the
|EPA has indicated that the Sanitary Digtrict option may be the only permitted discharge point.

How would theion exchange system be sized?

The ion exchange system would be sized to treet a portion of the totd plant flow such that the
plant would be capable of producing 10 MGD of blended water with a nitrate concentration
below 9 mg/l. The ion exchange process dso would remove sulfates and 20-40 mg/l of
dkdinity in the feed water as they exhibit a srong affinity for the resns. The resns would
exchange chlorides for nitrates and sulfates according to the following reaction where R

designates the ion exchange resin:
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RCI + NaNO; + Na&SO, = 2NaCl + RNO; + RS0,

Therefore, the chloride concentration of the finished water would increase by approximately two
times. No Maximum Contaminant Level (MCL) exids for chloride, but the secondary
(eesthetic) standard for chloride is 250 mg/l to avoid a sdt-water taste. The blended finished
water should be well below this standard.

Would you further discusstherequirementsfor theion exchange system?

Yes. Given average and maximum influent values of 12.7 and 15.6 mg/l, repectively, an
effluent nitrate concentration of 2 mg/l is easily achievable using the ion exchange process. For
the finished water to meet a god of 9 mg/l, it would be required to treet only a portion of the
influent for nitrate. The baance could be “blended around” this process and the combined
water would then safely meet the slandard. The overdl trestment capacity goa would be 10
MGD of finished water a less than 9 mg/l of nitrate based on average and maximum influent
nitrate concentrations of 12.7 and 15.6, respectively. At worst case conditions, this would
require ardiable ion exchange capacity of 3,056 gdlons per minute (gpm). This capacity could
be provided through four treatment vessels, each with a trestment capacity of 764 gom. The
four vessdls would provide the required total maximum capacity. At average conditions, the
required flow to be treated by the ion exchange system would be 1,821 gpm, which could be
provided through 3 treatment vessals with 1 unit out of service for regeneration or maintenance.
The ion exchange system would be housed in a pre-engineered sted structure, enclosing an
gpproximate surface area of 3,000 sg. ft. The structure would be located just north of the
exiging resarvoir.  The flow configuration would include conventiondly filtered water piped
toward the existing reservoir with a portion being discharged into the reservoir and the required
balanced (based upon nitrate concentrations and water demand) piped to the ion exchange
sysem. The effluent from the ion exchange system would be then discharged into the reservoir.

When will theion exchange equipment be purchased?

The ion exchange equipment has been purchased by the Generd Contractor in the first quarter
of 2000. To expedite the long lead-time process of ordering the ion exchange equipment, the
Company solicited bids for this equipment in mid-1999. These bids have aready been received
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and the low bid was accepted and forwarded to contractors for incluson in their project bids.
The equipment will begin operation prior to December 2000.

Has a contract been executed with a Contractor for the Regulatory Compliance
Facilities construction project?
Yes. A congruction contract has been executed with Bowen Engineering Corporation of

Fishers, Indiana as the result of a competitive bidding and selection process.

Will ingtallation of the Regulatory Compliance Facilities result in a change in expense
levels?

Yes. The reaulting change has been reflected in the test year projection. The nitrate facilities
alone will increase operating costs (on an annuaized basis) by approximatdly $32,000 per year.

Please describe the plant additionsincluded in the Company's 2000 and 2001
investment projections.

A detalled summary of plant additionsincluded as the Company's 2000 and 2001 investment
projectionsis set forth in Exhibit 2.2. In addition to the Regulatory Compliance Facilities
previoudy discussed, mgjor capita projects in both years are necessary to insure system
reliability and to comply with the Safe Drinking Water Act as well as Company guiddinesto
ensure safe drinking water to our customers.

The projects (other than the previoudy discussed Regulatory Compliance Fecilities) scheduled
to be completed and placed in service in 2000 include the following:

1. The English Street Transmisson Main which will provide a 24"
water main toward the Fowler Avenue Booster dtation to eventudly provide
additiond supply directly to this pump station which supplies Danvilles indudtrid
east side. The projected cost is $460,000.

2. The Perrysville Road Main project will provide water service dong
this road and to the Valey Run Mohile Home Park. The mgority of the cost of this
project is being funded by a State of [llinois Community Development Assstance
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Program ("CDAP") grant. The Company's share in the project is projected to be
$130,000.

The Marion Street priveate line replacement project will diminate
severd private water lines on the southeast Side of Danville and will provide a water
main of proper sze to this neighborhood. Additionaly, fire protection will be added
in this area. The projected cost is $28,000.

The Daisy Lane water main replacement project will replace an
undergzed cast iron water main with anew 12" cement lined Ductile Iron Pipe. This
will diminate two dead end water lines and should €iminate the source of ongoing

customer complaintsin this area as well. The projected cost is $100,000.

New and replacement water meters. This project will primarily
replace meters that are non-remote reading types that are more than 20 years old.
The meter replacements will be remote reading units of either the "Touch-read” or
"radio-reading" style. The projected cost is $250,000.

Sarviceline ingdlations. This project will provide new service taps
and the ingtdlation of the Company-owned portion of service lines. This project will
a0 replace exigting services due to conflicts with road widening projects, lesks or
the replacement of lead service lines. The projected cost is $210,000.

Replacement of fire hydrants. This project will replace fire hydrants
that are lesking or mafunctioning in some other manner. Additiondly, two nozzle
hydrants will be replaced with sandard three nozzle hydrants (two hose connections
and a pumper nozzle) and hydrants that are on 4" water mains will be targeted for
replacement. The projected cost is $100,000.

Wire rope hoist ingdlation at the Lake Vermilion Dam. The
ingtdlation of awire rope hoigt at the dam will reduce response times to high flow
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and flood events and dlow for further automation of the complete control system
that regulates the leve of the drinking water reservoir, Lake Vermilion. The
projected cost is $76,000.

Various heavy vehicles need to be replaced. These vehicles will
replace eguipment that has reached the end of its useful life in terms of run hours,
years of service, mileage and /or cost to maintain. The projected cost is $70,000.

In addition, the Company will invest approximately $ 800,000 in 2000 on various

smaller projects, tools and equipment.

Plant additions scheduled to be placed in service in 2001 are as follows:

The English Street Transmisson Main that will complete the
ingtdlation of a24" water main to the Fowler Avenue Standpipe and booster
gation. This project will dlow the full volume of the Standpipe to be utilized on a
daily basis to meet peak demand flows. The standpipe can then be refilled at night
utilizing off-peak pumping at the resultant lower pumping costs. The projected cost
is $150,000.

Replacement of private lines. This project will replace undersized
private lines throughout the service areathat offer limited volume and pressure and
no fire protection. Properly szed water mains with associated fire hydrants will be
ingtalled. The projected cost is $170,000.

Replacement of undersized water mains. This project will replace
Company owned water linesthat range in Sze from %z inch through 4" that are
located throughout the service area. Many of the customers that are served from
these lines suffer with low water pressure and volume and non-existent or low fire

flows. In addition, these lines are made of unlined cast iron or gavanized materids
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that, through time, leads to the degradation of water quality due to iron discoloring
the water. The projected cost is $170,000.

New and replacement water meters. This project will primarily
replace meters that are non-remote reading types that are more than 20 years old.
The meter replacements will be remote reading units of ether the "Touch read” or
"radio-reading" style. The projected cost is $250,000.

Sarviceline ingdlations. This project will provide new service taps
and the ingtdlation of the Company-owned portion of service lines. This project will
a0 replace exigting services due to conflicts with road widening projects, lesks or
the replacement of lead service lines. The projected cost is $210,000.

Replacement of fire hydrants. This project will replace fire hydrants
that are lesking or mafunctioning in some other manner. Additiondly, two nozzle
hydrants will be replaced with sandard three nozzle hydrants (two hose connections
and a pumper nozzle) and hydrants that are on 4" water mains will be targeted for
replacement. The projected cost is $100,000.

Concrete driveway ingalation at the water trestment facility. A
concrete driveway and parking areawill be ingaled to reduce the maintenance
required on the existing stone driveway and parking areas. Additionaly, thiswill
alow the Company to comply with City of Danville ordinances that require such
paving. The projected cost is $100,000.

The replacement of a Didtribution Crew Truck. Thistruck will
replace a 1994 crew truck that has reached the end of it's useful life in terms of run
hours, years of service, mileage and/or cost to maintain. The projected cost is
$70,000.

In addition, the Company will invest gpproximately $200,000 in 2001 on various

smdller projects, tools and equipment.
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Mr. Rakocy discusses the need for infrastructure investment in coming years. Would
you address the specific needs of the Vermilion County Divison (" Divison") in this
regard?

The Dividon has severd sgnificant, unique and pressing needs with respect to infrastructure
invesment in the coming years. Specificaly, the replacement of private weter lines, the
replacement of undersized water mains, the absence of fire hydrants in populated aress, the
presence of fire hydrants on undersized water mains and distribution system caused water
qudity and/or low pressure complaints are dl critica issues which must be addressed by the

Divison.

What areprivate water lines?
Private water lines are the result of the business practices of the owners prior to the Company
being purchased by Consumers Water Company in 1986. The previous owners alowed
customers desiring service, but not fronted by awater main, to connect to the nearest water
main viaalong individud serviceline or alineingddled to serve saverd residences or businesses.
This practice avoided any cost to the previous company for a properly sized water main
extenson. It did, unfortunatdly, alow for improperly ingtaled water lines of unspecified materias
to be connected to the then existing distribution system. Severd of these lines are known to
traverse private property, dleys, etc. The best estimate of the total lineal footage of these private
linesin the Divison equates to gpproximately 27 miles of pipe. Thisdetall isoutlined in anin-
house report titled Water Main Replacement Prioritization Program ("Program™) completed for
the Divison by Company engineers which addresses the prioritization of water main
replacement projects, including the replacement of private weter lines.
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Why isthe Division replacing these private lines?

While the previous owners of the Company dlowed these privately owned linesto be
indaled, they aso had along-standing practice of maintaining these linesif there were any lesks
which occurred on the lines after their ingdlation. This practice was no longer followed after
Consumers Water Company purchased ISW in 1986. As aresult, the Company initialy refused
to repair water lines that were owned by private individuds or businesses and in many cases
were located upon private property to which the Company did not have an easement for
maintenance. Thisled to severd forma complaints to the Commission by private line owners
whose lines werein need of repair. A settlement of these complaints was negotiated that
outlined a dlear and precise handling of thisissuein the future. This settlement requiresthe
Divison to maintain private water lines after first having each customer atached to a private
water line 9gn an agreement which specifies the Company's obligation to maintain and
eventualy replace the line. Also, there was an understanding between the Company and
Commisson gtaff that the Company would diligently work to replace dl the private water lines
with properly sized water mains and properly spaced fire hydrants to provide customers with

adequate water volume and pressure, improved water quaity and fire protection.

What aretheother significant needs associated with the infrastructure investment in
coming years?
Among the other 9gnificant needs outlined in the Program are the replacement of undersized
and aged water mains, fire hydrants attached to undersized water mains and distribution system
caused water quaity and/or low pressure complaints. Additiondly, the Divison hasalarge
number of lead service lines which require replacement, and severd thousand water meters
which are non-remote reading and beyond their normd life expectancy. These needs are
described asfollows:
1 Thereplacement of undersized and aged water mains. Thisis
aggnificant issue because 34.7 miles of the Company-owned 247 miles of main, or
14% are lessthan 6" in diameter. As noted in the previous discussion of private
water lines, another 27 miles of water lines are extremely undersized private weater

lines for which the Company has the responsbility for maintenance and eventud
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replacement. Additionally, over 100 miles of water main or approximeately 40% of
the Company-owned distribution system is pre-1940 vintage, and much of this
water mainislikely to be 80-100 years old. Lastly, over 65% of the water mainsin
the Divison are unlined cast iron pipe which has a much higher breskage frequency
than ductile iron pipe, the materid used dmog exclusvely for mainsingdled in the
Divison since 1986.

Fire hydrants attached to undersized water mains. There are
1,428 fire hydrantsin the Divison and of that total, 51 or 3.6 % are attached to
water mainsthat 4" in diameter. These fire hydrants will be replaced to improve fire
flows.

Digtribution system caused water quality and/or low-pressure
complaints. Dueto the nature of the Divison's didribution system, i.e. alarge
percentage of undersized and unlined cast iron pipe, private water lines, inadequate
digribution grid reinforcement and alarge number of dead end lines, numerous
water quality and/or low pressure complaints are encountered in specific areas of
the didribution system. The areawest of the North Fork of the Vermilion River isa
prime example. This area, which contains a population of gpproximately 5,000, is
supplied by asingle 10" transmission water main. The area has numerous private
water lines, miles of unlined and undersized cast iron pipe and numerous dead end
water mains. This combination results in numerous annua weater quaity and/or low-
pressure complaints. Other areas throughout the distribution system are plagued by
the same problems. Capita projects will be completed annualy to address these
problems.

Thereplacement of lead servicelines. Lead service lineswere
not viewed as problematic until the 1986 amendments to the SDWA. These
amendments contained the Lead and Copper Rule which sat stringent "Action
Levels' for the regulation of lead and copper in drinking water. To avoid any
potentid violations of the Action Levels, the Divison has a program to remove lead
sarvice lines from the digtribution system. It is estimated that gpproximately 6,000
lead sarvice lines il exigt in the Divison. The Divison replaces approximately 100

lead service lines per year.
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5. Thereplacement of old and non-remoted water meters. The
Divison has gpproximately 17,800 metersin the system. Of this totd,
approximately 3,600 of these meters are generator remote meters, non-remote
meters or meters over 20 yearsold. All of these meters need to be replaced with
current remote reading technology to insure accurate customer billings and the
efficiencies that are derived from remote water meter reading.

These and other sgnificant infrastructure investment must be made to dlow

the Divison to provide safe, reliable water service in the coming years.

MATERIALSAND SUPPLIES

Q.

Please discuss the Division's projection of itstest year balance of Materials and
Suppliesinventory as shown on CIWC Exhibit 12.0, Schedule B-8.1, sponsored by Mr.
L eppert.

Mr. Leppert discusses the method used to compute the inventory balance. In my opinion, the
resulting test year balance of Materiads and Supplies inventory, as shown in Schedule B-8.1 of
CIWC Exhibit 12.0 for the Vermilion County Division, is reasonable and reflects the levels of
meaterids and supplies which the Divison must have on hand for norma operations and

emergency repairs.

LABOR COSTS

Q.

A.

Would you comment on the forecasted level of labor expense for the Vermilion County
Divison?

Labor expense includes the negotiated wage increases as reflected in the Labor Agreement with
Loca Union No. 51 of the International Brotherhood of Electrical Workers (effective June 1,
1999 through May 31, 2002) which covers non-sdaried, non-office employees. Wage
increases for non-union personnel have been forecasted to be 4% in 2001.
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TANK PAINTING

Q.

A.

Please discuss the forecasted level of tank painting cost for the Vermilion County
Division.

During the third and fourth quarters of 2000, the Divison will paint the North Vermilion
gtandpipe and spheroid eevated tanks in the Vermilion County Divison. A contract for
approximately $550,000 has been signed with a contractor.  The contract cals for the full near
white blagting of the tank surfaces due to the existence of lead based primers. Thiswill in turn
require the placement of a complete enclosure or "shroud” to prevent the migration of |lead-
containing dust from leaving the work site. The Company proposes to amortize this expense
over aten-year period. Asdiscussed by Mr. Leppert, the unamortized balance of thiscost is
included in rate base.

BUSINESS RISK

Q.

A.

Havethewater quality regulations enacted to date affected the Vermilion County
Divison?
Yes. Mr. Rakocy discusses the relationship between business risks and water quality regulations
for the Company. The Safe Drinking Water Act regulations have required asgnificant leve of
investment in plant improvements to meet applicable water qudity Sandards. The Vermilion
County Divison will incur cogts of gpproximately $6 million to provide facilities for nitrate
reduction and other regulatory compliance needs. In 1996, a$1.3 million darifier was
congtructed to insure compliance with more stringent turbidity and microbid standards. In
1991, the Vermilion County Divison invested approximately $13.2 million in water trestment
facilities to meet tandardsin existence at that time. Since 1992, the Divison hasinvested a
sgnificant amount of capitd in service line replacements to meet the lead/copper dandards. The
Divison plans to continue the replacement of dl lead service lineswhich are presently in use.
Operations and maintenance expense has also increased. Asaresult of water quaity
regulation, additiond laboratory expenseisincurred for additiond testing and training of
personnd. Also, water residua disposal costs have increased.

Aretherecharacteristics of the Vermilion County Division's service ar ea which affect

therisksrelated to water quality regulation?
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Yes. A large agriculture area (300 square miles) supplies water to Lake Vermilion. The water
supply is subject to contamination not only from nitrates but aso from new pesticides,
herbicides, or heavy use of chemicals not now seen as problematic, urban runoff and inadequate
wastewater treetment. The Company must be continuoudy ready to meet gpplicable standards
and to protect the hedlth of its customers. The watershed is criss-crossed by numerous state,
county and township roads aswell as severd railroad lines. In fact, the main north-south
trangportation route (IL Route 1) in east centrd Illinois crosses the North Fork River, the
impounded stream forming Lake Vermilion, three times in the watershed. These roads and
rallroad lines make the Vermilion County Divison's water supply extremdy vulnerable to soills
of hazardous materids. In addition, at the headwaters of Lake Vermilion, a USEPA Superfund
Hazardous Waste Site has recently been remediated. Part of the Polychlorinated Biphenyl
("PCB") Contaminated Superfund site actually extended into the North Fork River. Also, the
Vermilion County Divison was the location of amuch-publicized citizen-monitoring report in
late 1995. The Environmenta Working Group, a Washington, DC-based environmental
lobbying firm, released a report, Weed Killers by the Glass, which listed the Vermilion County
Divison Water Supply as the most herbicide-laden water supply in the continental United

States. Thisreport garnered nationd press coverage, and locd confidence in the quality of the
water supply was badly shaken. Ladlly, the nature of the Vermilion County Division's water
source lendsitself to inherent risks. Lake Vermilion is a man-made impoundment, which
frequently is minimally supplied in the dry weather months. Therefore, should any contamination
occur in the impoundment or the North Fork River, the problem is not easily corrected by
dilution or switching to an dternate water supply. Lake Vermilion isthe sole supply for 55,000
resdentsin Vermilion County. All of these issues frame the unique risks surrounding the
Vermilion County Divison's water supply.

Please discuss the history of the Large General Servicerate.

The Large Generd Service Taiff ("LGST") was first gpproved in Docket 91-0176. Since that
time, the only customer served under the LGST has been Devro-Teegpak, Inc. ("Teepak™), the
Divison'slargest cusomer. In each of the last two rate proceedings for the Vermilion County
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Divison (Dockets 94-0270 and 97-0351), the Company (or its predecessor, I nter-State Water
Company), proposed in the initid filing that rates gpplicable to Tegpak be increased by a
percentage amount which was higher than the overal average increase. Teepak, however,
presented evidence in each proceeding indicating that, if the rate proposed by the Company
were gpproved, it would construct an dternative water supply source and discontinue water
purchases from the Company. In light of this evidence, the Commission in each case gpproved
an increase for the LGST rate which was below the system average increase. Asaresult, the
level of revenue provided by Teepak did not cover the full cost-of-service assgned to the Large
Genera Service Customer Class ("LGS Cogt"). The difference between the leve of revenue
provided by Teepak and LGS Cost was assigned in each past proceeding to rates approved for
other customer classes, with the result that the approved rates were intended to provide

operating revenue equivaent to the full cost of service.

Please describethe LGST.
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The LGST requires a customer taking service under that rate to enter into afour-year service
agreement which provides for minimum usage of at least 35,000 hundred cubic feet ("ccf") per
month during each hilling period. The LGST provides for ameter charge and flat usage charge

per ccf.

Has Teepak signed the four-year service agreement required by the LGST?
Yes. Tegpak signed afour-year service agreement which became effective in January 2000.

Would you further discussthe alter native supply which Teepak believesit can
develop?

Yes. Inpast proceedings, Teegpak has presented extensive evidence indicating that it can
construct and operate its own water production facility at acost lower than that associated with
continued purchases from the Company. Teepak's evidence has included detailed information
regarding engineering plans for the facility, and congtruction and operating costs. That evidence
has included a caculation of the rate impact on remaining customers which would result if
Teepak were to discontinue water purchases from the Company. Teepak aso hasindicated the
level of ratesit would find acceptable as a continuing customer of the Vermilion County

Divigon.

What isthe Company's proposal in this proceeding for the LGST?

In preparation for this proceeding, the Company met on several occasions with representatives
of Tegpak and the City of Danville ("City"). The Company aso met to discuss this matter with
representatives of the Commission Staff. In the course of this process, Tegpak presented
information smilar to that submitted in past rate proceedings demongrating its belief that
congtruction of an aternative source of water supply_continued to be a viable option. Teepak

aso indicated, however, that it would continue to purchase water from the Company if the
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increase approved in this case for the LGST were limited to 2.5%. The City's representatives
aso supported this level of increase for Tegpak, and agreed that the difference between the
leve of revenue provided by Teegpak and LGS Cogt should be provided by other customer
classes. The Staff representatives indicated their agreement with this gpproach. Based on the
information provided by Teepak and positions taken by the City and Staff, the Company has
proposed that the LGST rates be increased in this proceeding by 2.5%. The Company's
proposa, however, is conditioned on continued assgnment of the difference between the leve
of revenue provided by Tegpak and LGS Cost to other customer classes. If the Commission's
Order in this proceeding does not gpprove such an assignment, the Company proposes thet the
LGST rate be increased to aleve above the overdl average increase for the Vermilion County

Divigon.

Isthe proposed increasefor the LGST in the best interest of other customers?

Yes. Asindicated above, Tegpak has demondtrated that it will go forward with development of
an dternative water supply source if an increase greater than 2.5% is approved. Asaresullt,
Teegpak would discontinue water purchases from CIWC. The_ substantia fixed costsincurred in
providing service, however, would be unchanged. Accordingly, if Tegpak were to discontinue
purchases, other customers would be required to provide revenue needed to pay the fixed costs
which would otherwise be covered by revenue from Teegpak. Thiswould require approva of

higher rates for the other customers.

Doesthis conclude your testimony?

Yes, it does.
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