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SUBJECT:
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Hill Estates Water Company Into KMB Utility Corporation

DATE:


December 23, 2002

Background

On December 9, 2002, KMB Utility Corporation (KMB) and Cedar Hill Estates Water Company (Cedar Hill), jointly filed an Application for Merger (Application) requesting authority to merge Cedar Hill into KMB, with KMB being the surviving corporation and carrying on the operations of both Cedar Hill and KMB.

On December 13, 2002, the Commission issued an Order Directing Filing in which it directed the Staff to file a pleading on or before December 16, 2002 stating when the Staff would file its recommendation in this case.  On December 16, 2002, the Staff filed a pleading stating that it would file its recommendation on or before December 23, 2002, or would advise the Commission if it would not be able to do so.

Staff's investigation

As noted at the beginning of this Memorandum, Staff personnel from the Accounting, Engineering & Management Services, Financial Analysis and Water & Sewer Departments participated in the Staff’s investigation of the Application.  All Staff participants and their respective up-line supervisors were provided the opportunity to review and comment on the contents of this Memorandum prior to it being completed.

Staff’s investigation in this case included a review of the Application and the supporting documentation, a review of both entities’ Commission-approved tariffs and discussions among the Staff participants regarding what would need to be done by KMB if the Commission approves the Application.

information regarding The Companies

Cedar Hill is currently a wholly owned subsidiary of KMB.  Ms. Ann Rudy is the owner and president of both entities, and both entities are subject to the Commission’s jurisdiction.

KMB owns and operates six water systems located in Franklin and Jefferson Counties, and owns and operates one sewer system located in Cape Girardeau County.  KMB currently serves approximately 540 total customers, of which approximately 320 receive water service and approximately 220 receive sewer service.

Cedar Hill owns and operates one water system located in Jefferson County and currently serves approximately 180 customers.

KMB and Cedar Hill are both current on the filing of their respective Commission annual reports.  KMB and Cedar Hill are also both current on the payments of their respective PSC assessments.

KMB and Cedar Hill have both recently submitted small company rate increase requests to the Commission, which the Staff is currently processing.  The results of the Accounting Department’s audits performed with regard to the subject requests indicate that operating revenue increases are warranted for both companies.  The Staff has not, however, completed all of the work regarding these requests and has thus not yet submitted any information regarding its investigation of the requests to the companies or the Office of the Public Counsel.  As a result, there are currently no matters regarding these requests pending before the Commission.  KMB last received a rate increase in 1996, while Cedar Hill last received a rate increase in 1983.

Staff's findings and conclusions

If the Commission grants the merger as requested in the Application, the Cedar Hill system would continue to function using the same utility operator, would be operated under Cedar Hill's existing tariff provisions, and would also be under the same ownership and management as it currently is.  The only difference that Cedar Hill customers would discern is a change in the name of the entity that bills them.  KMB customers would experience no changes.

Additionally, the Staff notes that several capital improvement projects have recently been completed for the KMB and Cedar Hill systems, and that it expects these projects to result in improved service for the companies’ customers.  The Staff has also observed improved operations under Ms. Rudy’s ownership as compared to the operations under previous ownership.

Based upon the above, the Staff has concluded that the proposed merger is not detrimental to the public interest.  There are, however, certain recordkeeping and procedural matters that the Staff believes need to be addressed as a part of the merger, which are consistent with past practices that apply to KMB.  First, the Staff believes that KMB should be required to continue to submit its rate increase requests for all of its systems simultaneously.  Second, the Staff believes that KMB should be required to continue to maintain separate plant, expense and revenue records for each of its systems, including separate depreciation records since Cedar Hill currently has different depreciation rates than KMB.

Regarding the actions that will be necessary if the Commission approves the merger, the Staff believes the only action needed is for KMB to submit an adoption notice adopting Cedar Hill’s current Commission-approved tariff.  Because of the pending small company rate increase requests, any additional tariff revisions needed due to the merger can be accomplished as a part of the resolution of those requests.

Staff's recommendations

Based upon the above, the Staff recommends that the Commission issue an order which:

1.
Approves the Application for Merger pending in this case;

2.
Authorizes KMB and Cedar Hill to take the actions necessary to effectuate the merger;

3.
Directs KMB to submit a tariff adoption notice adopting Cedar Hill’s current tariff upon completion of the merger; and

4.
Directs KMB to submit future rate increase requests and maintain its records consistent with the discussion regarding those matters presented in the third paragraph of the preceding section of this Memorandum.
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