STATE OF MISSOURI

PUBLIC SERVICE COMMISSION

At a session of the Public Service Commission held at its office in Jefferson City on the 18th day of December, 2003.

In the Matter of the Joint Application of Missouri-American
)

Water Company and Warren County Water & Sewer

)

Company for Authority for Missouri-American Water

)
Case No. WM-2004-0122
Company to Acquire Certain Assets of Warren County

)

Water & Sewer Company and, in Connection Therewith,
)

Certain Other Related Transactions.



)

ORDER GRANTING CLARIFICATION

Syllabus:  This order grants Missouri-American Water Company’s Motion for Clarification.

The Commission issued its Report and Order on November 13, 2003.  Missouri‑American requested that the Commission clarify whether the Commission is guaranteeing the recovery of an acquisition premium if one exists; or if not, what standard the Commission will apply to the possible recovery of an acquisition premium. 

The Commission has stated that it does not have sufficient evidence to determine whether an acquisition premium exists.   The Commission was able to determine that recognition in rate base of an amount as great as the purchase price would not, by itself, be detrimental to the ratepayers.  The Commission also determined that the issue of recovery of an acquisition premium will be better presented during the course of a rate case when all the relevant factors can be considered.  

By its Report and Order, the Commission did not intend to preclude the recovery of an acquisition premium.  The Commission stated that the amount to be recognized in rate base as original cost is likely to be at least $163,150, provided the parties are able to produce supporting evidence for that amount.  The Commission may find the rate base to be even greater after additional evidence of the original cost basis is provided in a rate case.  If the evidence in the rate case shows that there is in fact an acquisition premium, the Commission will consider all relevant factors, including how much, if any, of the acquisition premium to allow in rate base.

According to the Staff of the Missouri Public Service Commission, the Commission has not previously allowed recovery of an acquisition premium.
  Furthermore, the Commission does not want to encourage disreputable operators of small companies by allowing them to profit from the sale of a troubled system. But the Commission also understands the need for certainty on the part of the purchaser.  The Commission recognizes that there may be circumstances that could warrant the encouragement of the purchase of a troubled system.

The issue of what incentives, including acquisition premiums, should exist for the purchaser of a troubled water or sewer company is an issue that is coming to light across the nation.   This Commission does not have a clear set of standards that it can articulate to determine if the recovery of an acquisition premium will be allowed in rates.  Because of the problems of the Warren County Water & Sewer system, this case was intended to be settled on an expedited basis.  The Commission has not had sufficient opportunity to study all the implications a policy allowing an acquisition premium might have.  Doing so under pressure from a purchaser in order to get relief for the customers of the Warren County Water & Sewer system is not the appropriate way to set such an important policy.

Thus, the Commission clarifies its order by stating that it is not guaranteeing an acquisition premium.  The Commission is also not ruling out the possibility that if a premium exists, there may be reasons for finding that it should be recovered.  The Commis​sion cannot articulate a specific standard at this time for allowing such a recovery.  This issue is one of significance, and an issue that the Commission will continue to focus on and analyze in order to set an informed policy.

IT IS THEREFORE ORDERED:
1. That the Commission’s order is clarified as stated above.

That this order shall become effective on December 18, 2003.

BY THE COMMISSION

Dale Hardy Roberts

Secretary/Chief Regulatory Law Judge

( S E A L )

Gaw, Ch., Murray, Forbis, 

and Clayton, CC., concur.

Dippell, Senior Regulatory Law Judge

� Staff’s Response to Missouri-American Water Company’s Motion for Clarification, (filed Dec. 12, 2003) at Paragraph 8.
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