BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of the Application of U.S. )
Water Company to Sell its Water System )
Located in Lafayette County to the City of )
Lexington, Missouri. )

WM-2011-0030

STAFF RECOMMENDATION

COMES NOW the Staff of the Missouri Public Setvice Commission (“Staff”),
by and through its attorney, and submits to the Missouri Public Service Commission
(“Commission”) its Staff Recommendation as follows:

1. On August 3, 2010, U.S. Water Company (“Company”) filed an
Application with the Commission seeking approval to sell and transfer its water system
assets located in Lafayette County to the City of Lexington, Missouri.

2. On August 6, 2010, the Commission filed its Order Directing Notice and
Filing. The deadline for intervention was set for September 7, 2010. Staff was ordered to
file its recommendation concerning the application no later than September 14, 2010.

3. Staff has reviewed and investigated the Company’s Application and
incorporates herein as Aitachment A the attached Memorandum prepared by James A,
Merciel, Jr., P.E.

4. Staff recommends that the Commission approve U.S. Water Company’s
Application for the sale of the Company’s assets to the City of Lexington.

5. Staff recommends the Commission order that the parties are required to
submit notice to the Commission regarding evidence of transfer of assets to the City of

Lexington within five (5) business days after the transfer is made.




6. Further, Staff recommends that after notice of asset transfer has been
received, the Commission may cancel both the Company’s Certificate of Convenience
and Necessity, and its associated water tariff (JW-2002-0259).

WHEREFORE, Staff respectfully requests that the Commission grant U.S.
Water Company the authority to sell and transfer all of its water utility assets to the City
of Lexington as requested in the Application; Staff also respectfully requests the

Commission grants all other recommendations in Exhibit A.

Respectfully submitted,

/s/ Rachel M. Lewis
Rachel M. Lewis
Deputy General Counsel
Missouri Bar No. 56073

Attorney for the

Staff of the Missouri

Public Service Commission

P. O. Box 360

Jefferson City, MO 65102

(573) 526-6715 (Telephone)

(573) 751-9285 (Fax)
Rachel.Lewis@psc.ano.gov (e-mail)

Certificate of Service

I hereby certify that copies of the foregoing have been mailed or hand-delivered,
transmitted by facsimile or e-mailed to all counsel of record on this 13™ day of
September, 2010.

/s/ Rachel M. Lewis




MEMORANDUM

TO: Missouri Public Service Commission Official Case File
Case No. WM-2011-0030 U.S Water Company

FROM: Jim Merciel — Water & Sewer Department
/s/ _Jim Busch 9/13/2010
Water and Sewer Department Date
/s/_Rachel Lewis 9/13/2010
General Counsel’s Office Date

SUBJECT:  Staff Recommendation Regarding Sale of Utility Assets

DATE: September 13, 2010

BACKGROUND

On August 3, 2010, U.S. Water Company (USW or Company) filed an Application seeking to sell
and transfer its water system assets to the City of Lexington (Lexington or City). On August6,2010
the Commission issued its Order Directing Notice and Filing in which, among other things, it
prescribed September 7, 2010 as the date by which interested parties should seek to intervene in this
case, and September 14; 2010 as the date by which the Staff is to file its recommendation in this
case. As of August 11, 2010, the Commission’s Electronic Filing and Information System (EFIS)
reflects an entry of appearance by an attorney representing Lexington, No patties have sought to
intervene. This memorandum is intended to comply with the Commission’s Order,

The water system owned by USW is used to provide water utility service to approximately 2,100
customers in or around the City. The Company utilizes the Missouri River as the source of supply.
The Company currently owns and operates a water treatment facility, storage tank, and distribution
system, The water system dates to the late 1 9' century. Although a rate case from 1920 appears in
the Commission’s records for Lexington Water Company, it is likely that water company existed
prior to the Commission’s creation in 1913. In 1942, the water system was acquired by the owners
of St. Louis Suburban Water Company and operated by a company they created, Missouri Water
Company. USW acquired the water system from Missouri Water Company in Case No. WM-84-37;
at the time the Company’s name was U.S. Watet/Lexington, Missouri, Ine.

Attachment A
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STAFF'S INVESTIGATION

The Company’s cutrent approved rates for residential water service became effective on October 1,
2000. The rates are $10.35 for the first 700 gallons, plus $0.3493 per 100 gallons thereafter. A
monthly water bill for a residential customer using 5,000 gallons is $27.82. Over the years, the
Company has undertaken major repairs, modifications and rehabilitation projects that have been
necessary due to the age of the water system. Also due primarily to the age and old design of the
water system, the Company has experienced challenges in meeting modern drinking water standards,
reliability, and workplace safety standards. Except for a current DNR violation related to filter
backwash discharge, which is disclosed in the Agreement for transfer of assets, there are no cutrent
drinking water violations or plant performance shortcomings. However, it appears that everyone,
including the City, realizes that there will be an ongoing need for upgrades, replacements and
reconstruction of treatment plant components, storage facilities, and distribution pipelines to address
system reliability and performance. For this reason, it will likely be necessary for the City to adjust
rates for water service as it spends capital funds on such projects.

The City, as a municipal government entity, has statutory authority to operate as a water utility, and
as such will not be subject to regulation by the Public Service Commission. The City operates a
municipal sewer system.

USW provided evidence in its application that citizens voted in favor of funding for the city to
acquite the water system, and that there has been publicity about it. The annual local tax revenue
impact, according to information provided to the Staff by the Company, will be approximately
$19,695 including real estate and personal property tax related to property and items used for utility
service.

STAFE'S FINDINGS, CONCLUSIONS, AND RECOMMENDATIONS

The Staff believes, based on its knowledge of the water system and on information filed in the
Company’s Application that the City of Lexington will be capable of operating the water system,
and is holding itself out to undertake improvements and upgrades that will be needed in the future.
Thus, approval of this transfer of assets as requested is not detrimental to the public interest.

The Staff recommends that the Commission approve the transfer as proposed, that USW notify the
Commission of closing of the transfer of assets within five (5) business days after the activity occurs,
upon which time the Commission may cancel the Certificate of Convenience and Necessity held by
USW, and cancel the Schedule of Rates, Rules and Regulations (tariff) on file for USW.

USW has filed annual reports, as shown on the Commission’s EFIS records for the calendar years
2002 through 2009, and is current on annual assessment amounts from fiscal year 2006 through the
first quarter of fiscal year 2011, as posted by the Commission’s Administration Division on its
intranet site.
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Approval of this transfer of assets will have no impact upon any other matter pending before the
Comimnission,

SUMMARY
The Staff recommends the Commission issue an order that:
{. Approves USW’s request to sell and to transfer its water utility assets to Lexington;

2. Requires USW to notify the Commission within five (5) business days after the assets have
been transferred to Lexington; and,

3. After receipt of such notice, cancels the Certificate of Convenience and Necessity and tariff
on file for USW.




BEFORE THE PUBLIC SERVICE COMMISSION OF THE STATE OF MISSOURI

AIFIDAVIT OF JAMES A. MERCIEL, JR,

STATE OF MISSOURL )
) ss Case No, WM-2011-0030
COUNTY O COLE }

James A, Merciel, Ji., of lawful age, on his oath states: (1) that he is the Assistant Managet —
Engineering in the Water and Sewer Department of the Missouri Public Service Commission; (2)
that he participated in the preparation of the following Memorandum; (3) that he has knowledge
of the matters set forth in the following Memorandum; and (4) that the matters set forth in the
following Memorandum; are true and correct to the best of his knowled ge,flnform'ltlon and
belief, -

méA Meicl,cirjf’”f;

Asssst'u/t Manager - Engineeri ing
/ W‘il@l & Sewer Department

llty Operations Division

Subscribed and sworn to before me this 13" day of September 2010.
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