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/s/ Wendell R. Hubbs
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Project Coordinator - - Date
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SUBJECT:
Staff's Recommendation for Approval of Tariff Revisions to Effect Changes in Customer Rates for Sewer Service, for Approval of Modified Depreciation Rates and for Approval of Agreement Regarding Disposition of Small Company Rate Increase Request

DATE:

May 2, 2003

Background

KMB Utility Corporation ("Company") initiated the subject small company rate increase request ("Request") by submitting a letter to the Secretary of the Commission, which was received at the Commission's offices on August 15, 2002 (see Attachment A).  The Company submitted its Request under the provisions of Commission Rule 4 CSR 240-2.200, Small Company Rate Increase Procedure ("Small Company Rate Case Procedure"). Rule 4 CSR 240-2.200 is rescinded as of April 30, 2003, and Rule 4 CSR 240-3.330, the Sewer Utility Small Company Rate Increase Procedure, replaced the related sewer service portion of the rule.

In its Request, the Company represented that it was asking for Commission approval of customer rates intended to generate increases in its total annual sewer service operating revenues in its Cape Girardeau service territory by $9,448.

Upon review and acceptance of the Company's Request, personnel in the Commission's Data Center first assigned Tracking File No. QS-2003-0010 to the Request, for purposes of identification and tracking, and forwarded the Request to the Commission's Water & Sewer Department ("W/S Dept.") for processing under the Small Company Rate Case Procedure.  By a letter dated September 3, 2002, which the W/S Dept. Staff had previously approved, the Company notified its customers of the Request (see Attachment B).  As a part of this notice, the Company requested that its customers' questions or comments be directed to the Commission Staff and/or the Office of the Public Counsel ("OPC").

Staff's Investigation and Conclusions

As noted at the beginning of this Memorandum, Staff members from the Accounting, Engineering & Management Services, Financial Analysis and W/S Dept. participated in the Staff’s investigation of the Company’s Request.  All Staff participants, and all of their respective up-line supervisors, were provided a limited opportunity to review and comment on this Memorandum prior to it being filed.  Wendell R. Hubbs of the W/S Dept. created the initial draft of this Memorandum and comments received from the reviewers were incorporated therein to create this final version of the Memorandum.

In response to the Company's initial customer notice dated September 3, 2002, the Staff received one telephone call and three letters.  The Office of the Public Counsel received three contacts, one of which the Staff had not received.  The customer contacts are listed at the end of this document with explanations as to the nature of the contact.  Additionally, the Staff Report on Service Complaints is also attached (see Attachment G for all customer contact information).  This Staff report addresses the service or billing problems expressed by customers.


Based upon an audit of the Company's books and records, a determination of the Company's rate base investments and necessary operating expenses, an evaluation of the Company's depreciation rates and an analysis of the Company's capital structure and cost of capital, the Staff concluded that the following change in the Company's annual sewer service operating revenue of $8,511 is necessary for the Company to recover its cost of service.
Additionally, based upon its overall investigation of the Company's Request, the Staff concluded that certain changes in the Company’s service charges and general tariff provisions are needed.  Specifically, the modification of the Late Payment Charge and the implementation of a Bad Check Charge of $20 per bad check were proposed.  Additionally, the Staff recommended that the Company make certain operational changes.


The Company has agreed to have its operator keep more detailed time records for all future rate cases.  Specifically, these time sheets will show the following items:  the number of hours worked by the operator, the date the work was performed, to which specific system these hours relate and the number of hours devoted to capital improvement projects, operation and maintenance, or general office.

The Company has agreed to keep a separate logbook for each operating system, which contains all revenues and separate occurrences related to each type of charge contained on the proposed “Schedule of Service Charges” tariff sheet.  A monthly total of revenues and occurrences will be kept in this “Schedule of Service Charges” logbook.

The Company has agreed to continue to inspect, clean and repair all manholes on the system annually.

The Company has agreed that when it seeks any future increases, it will file for rate changes for all of its operating service areas (its water service areas, including its newly acquired Cedar Hill Estates service area, and its sewer service area.)

Because of affiliated concerns, the Company has agreed that it will solicit a minimum of three competitive bids for all projects that exceed $2,000.  The Company understands that the lack of competitive bids preclude associated plant expenditures from being included in future rate recovery.

On December 9, 2002, KMB Utility Corporation and Cedar Hill Estates Water Company, Inc. filed an application in Case No. WM-2003-0194, whereby they requested the Commission’s authority to merge Cedar Hill into KMB.  KMB is to carry on the operations of Cedar Hill.  The Staff and the Company are of the opinion that proper rates will be established for both KMB and Cedar Hill as part of its current informal rate request processes and are of the opinion that merger will not affect appropriate levels of rates recommended in the Staff and Company proposed rates in these Small Company Rate Increase Procedures.

Additionally, the Staff has determined that the Company’s currently approved depreciation rates need to be modified.

By a letter dated February 27, 2003, the Staff forwarded information regarding the above items to representatives of the Company.  The Staff also provided this letter to the OPC for their review and response.

Responses to Staff's Findings and Subsequent Actions

Pursuant to negotiations held subsequent to the Company's and the OPC's receipt of the above-referenced information regarding the results of the Staff’s investigation of the Company's Request, a written Agreement Regarding Disposition of Small Company Rate Increase Request (“Disposition Agreement”) was reached between the Company and the Staff.  The Company and the Staff also reached an agreement regarding the tariff revisions needed to implement the terms of the Disposition Agreement.  The following agreements are contained in the Disposition Agreement.
(1)
That for the purpose of implementing the agreements set out herein, the Company will file tariff revisions with the Commission containing the rates, charges and language set out in the example tariff sheets for each of its sewer service territories as attached hereto as Attachment A.  Additionally, the Company will submit the original signed version of this document with its tariff filing.

(2)
That the ratemaking income statements attached hereto as Attachment B reflects the Company's annualized revenues generated by its current customer rates, the Staff determined level of increase needed by the Company for its allocated annualized cost of providing service to be $8,511.  

(3)
That the rates set out in the attached example tariff sheets are designed to generate revenues sufficient to recover the abovementioned increase or decrease for each of the Company’s sewer service areas.   Additionally, the provisions of the attached example tariff sheets also properly reflect all other agreements set out herein, where necessary.

(4)
That the rates included in the attached example tariff sheets are just and reasonable.

(5)
That the depreciation rates set out on Attachment C hereto should be the prescribed sewer plant depreciation rates for the Company, and that these were the depreciation rates used by the Staff in its revenue requirement analysis.
(6)
That the modification of the Late Payment Charge is reasonable.

(7) That the implementation of a Bad Check Charge of $20 per bad check is reasonable.

(8) The Company agrees to keep a separate logbook, which will contain the record of all revenues and separate occurrences related to each type of charge contained on the proposed “Schedule of Service Charges” tariff sheet.  Monthly totals of each type charge will also be kept in this “Schedule of Service Charges” logbook.

(9) The Company agrees that it will keep more detailed time records for all future rate cases.  Specifically, these time sheets will show the following items:  the number of hours worked by the operator, the date the work was performed, to which specific system these hours relate and the number of hours devoted to capital improvement projects, operation and maintenance, or general office.

(10) The Company agrees that it will inspect, clean and repair all manholes on the systems annually.  In the past the Company routinely performed smoke tests on its lines to locate sources of infiltration and breaks in the mains.  The company pledges to continue this practice under its new ownership.

(11) The Company agrees that when it seeks future increases, that such request will include rate change proposals for all of its operating areas.  This includes its existing water service areas, sewer service area and its Cedar Hill Estates service area.

(12) The Staff and Company agree that the December 9, 2002, KMB Utility Corporation and Cedar Hill Estates Water Company, Inc. filed application (in Case No. WM-2003-0194) requesting the Commission’s authority to merge Cedar Hill into KMB, does not negatively impact this rate case.  KMB is to carry on the operations of Cedar Hill.  The Staff believes that proper rates will be established for both KMB and Cedar Hill as part of these small company rate increase procedures.

(13) The Company agrees that it will solicit a minimum of three competitive bids for all projects that exceed $2,000.  The Company understands that the lack of competitive bids preclude associated plant expenditures from being included in future rate recovery.

(14) That the above agreements satisfactorily resolve all issues identified by the Staff and the Company regarding the Company's Request, except as otherwise specifically stated herein.

Ruth O'Neill of the OPC requested that the Company send a “second notice” to its customers regarding the terms of the above-referenced Disposition Agreement.  By a letter dated April 11, 2003 (see Attachment C), which the W/S Dept. Staff had previously approved, the Company notified its customers of the terms of the Disposition Agreement.  As a part of this notice, the Company requested that its customers' questions or comments be directed to the Staff and/or the OPC.  In response to this second customer notice, the Staff received no customer contacts from the Company’s sewer customers.

By a letter that was filed by personnel in the Commission’s Data Center on April 3, 2003 (see Attachment D), the Company submitted the Disposition Agreement and the agreed-upon tariff revisions that are necessary to implement the terms of the Disposition Agreement, and the instant case was created.  As required by the Small Company Rate Case Procedure, the subject tariff revisions bore an effective date that was more than 45 days past the issue date.  As is also required by the Small Company Rate Case Procedure, the Company submitted the above-referenced Disposition Agreement with its tariff filing.

On April 30, 2003, the Commission issued an “ORDER DIRECTING STAFF TO FILE RECOMMENDATION” in this case.  The Commission ordered the Staff to file its recommendation on this increase within two days, May 2, 2003.

Additional Information

In addition to the above-noted Attachments, copies of the Staff’s final cost of service income statement and supporting accounting workpapers, the Staff's rate design worksheets and a residential customer bill comparison, all of which are consistent with the terms of the Company's proposed tariff revisions and the Disposition Agreement, are included with this Memorandum as Attachment E.  Additionally, a report from the Engineering and Management Services Department of the Commission is included with this Memorandum as Attachment F.  This report contains a general overview of the Company, its customer service procedures and practices and recommendations of the Engineering and Management Services Department.  Also included is Attachment G, which is a customer contact list and contact documents that shows the customer responses to proposed rate changes.

Staff's Recommendations

Based upon the above, the Staff recommends that the Commission issue an order in this case that:

*
Approves the tariff revisions that the Company filed on April 3, 2003, to be effective for service rendered on and after May 21, 2003;

*
Approves the Disposition Agreement submitted in this case; and

*
Prescribes the depreciation rates attached to the Disposition Agreement in this case as those authorized for the Company to use.
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