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Rebuttal Testimony of Glen Justis, Case No.: WA-2019-0299

What is your name?

My full tegal name is Paul Glenden Justis, Jr. T am commonly known by the name Glen

Justis.

On behalf of what party in this case are you testifying?

I am testifying on behalf of the Lake Perry Lot Owner’s Association (LPLOA).
What is your education and professional background?

I have a Bachelor of Science degree in engineering from the University of Missouri-Rolla
and a Master of Business Administration degree from Webster University in St. Louis. I
have also completed executive education at the University of Pennsylvania’s Wharton
School, and through the Association to Advance Collegiate Schools of Business (AACSB).
1 have worked in industry and consulting roles connected with the utility industry since
1986. My experience includes sixteen years at Ameren (including its predecessor
companies), seven years at R. W. Beck Inc., three years at Deloitte and Touche, LLP and
six years with Experience on Demand, LLC. 1 currently head the Energy and Utilities
practice at Experience on Demand. 1 also periodically serve as an adjunct professor at
Webster University in St. Louis, teaching MBA-level courses relating to operations and

project management.
What is your experience with community organizations that provide utility services?

Prior to its acquisition by Science Applications International Corporation (SAIC) in 2009,
R. W. Beck was one of the nation’s leading independent consulting tirms serving municipal

and community-based electric, water, and wastewater utilities. While I have served many
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forms of utilities across the U.S. and Canada, my largest body of work has been with
municipal and consumer-owned utilities. During my time at Deloitte & Touche I continued
to work with utilities and gained additional experience working with financial institutions.
This includes consulting work for CoBank, the nation’s leading bank specializing in loan

programs for the improvement of rural utility systems.
Do you have additional forms of expertise that are relevant in this case?

Yes. A significant pottion of my industry and consulting work has been in the field of risk
management and business analytics. T have extensive experience helping organizations
identify, analyze, and plan for the key strategic, operational, and financial risks they may
face. In addition to hands-on work, I have delivered many presentations on this topic at a

variety of ufility industry conferences and training sessions.
What is your experience in assisting with the development of business plans?

My work in industry has included the development of business plans and financial
projections for various corporate entities. One of my specialties at Experience on Demand

as a consultant is to assist clients across muitiple industries in developing business plans.

What is your experience in reviewing and assessing business financial statements and

associated business performance?

Most of my work in assisting clients with business plans includes the development of
projected financial statements. Talso have extensive education and experience in reviewing
corporate income statements, balance sheets, and cash flow statements to assess financial

performance.
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What is the purpose of your testimony?

The purpose of my testimony is to demonstrate to the Commission that the acquisition of
Port Perry Service Company (PPSC) by Confluence Rivers is detrimental to the public

interest.
Who is the “public” in this case?

The public in this case primarily consists of the [ot owners in the Lake Perry community

(Lake Perry) and nearby persons currently served by PPSC.
How would the acquisition of PPSC by Confluence Rivers harm the public?

It would harm the public because 1) the public does not want the acquisition to occur, 2) it
would reduce local control and influence on utility operations and investments, 3) it would
likely Iead to unnecessary service disruptions caused by accelerated and excessive changes
to the water and wastewater systems, 4) it would likely lead to significantly higher rates
than other known and feasible alternatives, and 5) the Application is excessively open-

ended and causes undue uncertainty (risk).
Please summarize your testimony.

I was hired by LPLOA to assist Lake Perry in evaluating the Application in this case and
assisting with the development of a business plan to evaluate alternatives to the
Application. In conducting my work, it quickly became apparent that multiple aspects of
the Application are indeed detrimental to the public interest. In consultation with LPLOA,
I determined that an appropriate approach to assessing the harm caused by the Application

was to assist Lake Perry in evaluating the feasibility of acquiring and operating the Lake
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Perry water and wastewater systems, as an alternative, for the benefit of the community
and adjacent customers. Lake Perry recently formed Lake Perry Service Company (LPSC)
for the specific purpose of acquiring and operating the Lake Perry water and wastewater
systems. So not only does the business plan provide a point of comparison for how the
Application is detrimental to the public interest, it also demonstrates the existence of a
viable alternative. The business plan provides strong evidence that feasible alternatives
exist that are better in multiple respects than the plan embodied in the Application. LPSC’s
business plan demonstrates the level of commitment and preparedness of LPSC to
successfully acquire and operate the water and wastewater systems currently owned by
PPSC. Lake Perry desires to have water and wastewater services that are 1) locally
controlled and managed, 2) high quality in terms of water quality and customer service,
and 3) provided at reasonable and affordable rates. Approval of the Application would
harm the public because 1) the public does not want the acquisition to occur, 2) it would
reduce local control and influence on utility operations and investments, 3) it would likely
lead to unnecessary service disruptions caused by accelerated and excessive changes to the
water and wastewater systems, 4) it would likely lead to significantly higher rates than
other known and feasible alternatives, and 5) the Application is excessively open-ended
and causes undue uncertainty (risk). Based on these facts, it is understandable why Lake
Perry is opposed to the transter of its water and wastewater systems to Confluence Rivers.

For these reasons, the Application is detrimental to the public interest and should be denied.

Please briefly deseribe your role in assisting the Lake Perry Lot Owners Association.

My role is to assist LPLOA in developing a business plan to help them evaluate and prepare

for the eventual acquisition of PPSC’s assets for the benefit of the community. A copy of
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LPSC’s business plan is provided in Schedule GJ-01. In addition to the business plan, my
role is to provide general advisory services to LPLOA and to provide my professional

opinion through this testimony.

In your expert opinion, is LPSC a stable and concerned nonprofit corporation

controlled by the homeowners’ association LPLOA?

Yes. LPSC has been formally established as a Missouri corporation. It has formal bylaws
and a board of directors. It is both concerned with and dedicated to the benefit of Lake

Perry. It has a clear funding and business plan.
What is the purpose of LPSC’s business plan?

The purpose of LPSC’s business plan is to evaluate the feasibility and benefits of acquiring
the utility assets of PPSC and to begin preparations for operating the utility for the benefit
of the community. Lake Perry has a genuine interest in and is fully prepared for operating
and investing in the Lake Perry water and wastewater systems. The business plan not only
demonstrates their commitment to provide the services, but also creates important
information that will help them initiate operations and properly maintain the system for the
benefit of the community, Additionally, through the research and analysis conducted to
develop the business plan, LPSC has identified opportunities for highly attractive financing
to support its acquisition of the systems and to provide for future investment in them.
Finally, the analysis conducted in preparing the business plan indicates that rates under
Confluence Rivers are likely to be significantly higher than if LPSC was to acquire and

operate the systems.
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Have changes been made to LPSC’s business plan since the February version? If so,

please describe the changes.

Yes. LPSC’s business plan, like most high-quality plans, is dynamic in nature. For
business plans to be most effective in supporting successful business initiatives, the plans
should be updated as new information arises. The primary changes in LPSC’s business
plan since the February version include: 1) update of the assumed dates of funding and
beginning of operations, 2) update to the specifics of the funding plan, 3) inclusion of

selected historical data, and 4) miscellaneous minor refinements to improve accuracy and

clarity.
Were commonly accepted processes utilized in developing the business plan?

Yes. While business plans can differ in terms of their length and content, high-quality
plans generally include a description of the business, key operating parameters, services,
customers, financial projections, and action items necessary to successfully implement the
plan. In addition, if capital investments are expected, the business plan will typically
identify the timing and amounts of such capital along with potential sources. Finally,
potential pricing (or in this case rates) is evaluated for the intended products and services
in order to assess affordability and to confirm that all costs are covered, and financial goals
attained. All of these components of a traditional, high-quality business plan are included

in LPSC’s plan.
What were the critical factors in development of the business plan?

Multiple critical factors exist that should be incorporated in a high-quality business plan.

These include, but are not limited to, an understanding of customers and volume of services
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to be provided; the ongoing operating costs necessary to provide the services; potential
capital investments necessary to ensure continued service in full accordance with laws and
regulations; the availability and cost of capital that may be needed to fund capital
investments; identification of human, process, and technology resources necessary to
operate the business; and identification of near-term tasks that must be completed to initiate

operations. These and additional factors are included in LPSC’s business plan.
What is the assumed level of system improvements in LPSC’s plan?

LPSC’s current business plan assumes a total of $670,000 in improvements. This figure
includes $40,000 in near-term repairs, improvements, and system analyses, plus $630,000

of assumed investments in future years.
What is the basis for these assumptions?

The assumed capital expenditures are based on the Preliminary Engineering Report
Summary dated 1/7/19 provided by Mr. Chad Sayre of Allstate Consultants. This formal
sealed engineering report provides a description of the system, its compliance status with
Missouri Department of Natural Resources (MDNR) requirements, and a listing of
recommended and potential capital investments that may be needed for the system.
Importantly (and contrary to statements made by Confluence Rivers), the water and
wastewater systems currently serving Lake Perry fully comply with MDNR requirements,
No major capital investments are immediately needed. However, while not required for
environmental compliance, LPSC recognizes that certain improvements may be beneficial
and has included them in the business plan. LPSC plans to hire a professional engineering

firm to perform a more detailed hydraulic and system engineering study to provide
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additional information on the condition of the system and assoctated hydraulic parameters.
LPSC will then develop a final capital plan in accordance with community needs and

regulatory requirements.
Could capital investments for the system be less than $670,0007

Absolutely. The $670,000 is intended to be a conservative preliminary figure to support
development of the business plan and to forecast potential future revenue requirements.
We expect that opportunities will be identified to fully satisfy future customer service needs

and environmental requirements at lower cost,
What level of capital investment is necessary for ongoing operations?

As indicated in Mr. Sayre’s report, no major capital investments are immediately requived
for continued operation in the near-term, other than minor repair items. The cost for repairs

is modest and is assumed to be $10,000 for pianning purposes.
What is the basis of the projected rates in LPSC’s business plan?

Like most non-profit corporations, LPSC intends to set prices (rates) to cover operating
costs and debt service, and to provide for sufficient cash flow to maintain positive cash
balances. The rates currently reflected in LPSC’s business plan also provide for reasonable

accumulation of cash to establish reserves to help fund future capital investments needs

should they arise.
What is LPSC’s expected cost of capital?

Based on communications Mr. DeWilde has had with banks able to provide both private

loans as well as USDA Rural Development-backed loans, the business plan reflects LPSC’s
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ability to obtain funding at very attractive rates. As discussed in Mr. DeWilde’s testimony,

LPSC’s funding plan consists of the following components:

a) LPSC will invite private investors, invited from among the public, to invest a total of
approximately $300,000 in LPSC for a three-year term. A fixed return on their investment
will be provided that is tied to the amount each party invests. As stated by Mr. DeWilde
in his rebuttal testimony, investment commitments exceeding the $300,000 have already
been received. We currently expect the average return to be paid to investors is

approximately 7.5%.

b) LPSC will use the $300,000 to purchase an interest-bearing certificate of deposit (CD)

~ from a bank. Interest on the CD will be used to offset investor payments. We currently

expect the CD to produce a return of 2.5%.

¢) The bank will make a $300,000 interest-only loan to LPSC at 3.65%. The net cost of

capital to LPSC of a) through ¢) is approximately 8.65%.

d) After approximately three years after establishing its credit history, LPSC will refinance
the bank loan using a USDA-backed rural devetopment loan or similar instrument. Such
loans are readily available. Current interest rates for USDA programs to improve rural
water systems are approximately 4%. At that time LPSC will redeem the CI) and repay
the investors. Planned future capital investments will be funded using a combination of

cash and additional USDA-backed loans.

In aggregate, the business plan projects LPSC’s weighted average cost of capital (WACC)
over its first ten years of operation to be approximately 6%. In my professional view, this

plan is highly attractive and feasible. Most notably, under all assumed capital investment

10
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plans, this cost of capital will altow LPSC to serve Lake Perry at lower rates than what will

be possible under Confluence Rivers’ expected WACC.

What are your conclusions from assisting Lake Perry with development of its business

plan?

My conclusions are as follows: Lake Perry is highly concerned with loss of local control,
potential customer service degradation, and potentially egregious rate increases if
Confluence Rivers is allowed to acquire PPSC’s assets. Lake Perry is aware of multiple
instances of unnecessary levels of customer service disruptions and egregious rate
increases experienced by other communities who have had their water and wastewater
systems acquired by Central States Water Resources (CSWR), the parent company of
Confluence Rivers, These concerns have led Lake Perty to invest in the engineering study
and the business plan, and to take significant additional steps in preparing for successtul
operation of the water and wastewater systems. In view of the nonprofit nature of LLPSC,
along with its expected highly attractive cost of capital, LPSC is very well positioned to
provide services to Lake Perry at lower rates than is likely to occur under Confluence
Rivers. By maintaining local control, Lake Perry can be assured that future capital
investments are properly considered with public input and completed at the lowest cost
possible, and can avoid the risk of having a for-profit third party potentially attempt to
gold-plate future system improvements (many of which may not even be necessary) and/or
engage in self-dealing practices whereby financing and/or operating costs are artificially

inflated for the purpose of their own enrichment.

1
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What is your view of the statement made by Mr. Cox in his testimony that “current
rates for Port Perry do not reflect the current cost of providing service” (page 14, line

22)?

I have reviewed PPSC’s annual reports filed with the Commission from 2016, 2017, and
2018. While 2016 and 2017 show net losses, 2018 shows a net profit. I also notice that
costs and revenues for wastewater services fluctuate quite a bit. While 1 understand how
costs might fluctuate to the level observed for water services, the fluctuations in sewer
costs and revenue is curious and suggests potential uncertainty and/or discrepancies in
reported costs. Based on the combination of these facts, I do not agree that PPSC is
necessarily providing service “below cost.” Mr. Sayre similarly concludes in his
Preliminary Engineering Report Summary that “it appears the current systems operate in a
solvent manner” {paragraph 2.01h).

If we take PPSC’s annual reports at face value for 2016 through 2018, what would

rates need to be for PPSC to cover their reported costs?

PPSC shows a total net toss for 2016 through 2018 of ($17,319). It would require a modest

increase in revenue of approximately 5.6% for these years for PPSC to break even.

What are the factors that distinguish LLPSC’s business plan from the business plan of

Confluence Rivers?

LPSC has a clear and feasible business plan with an attractive WACC. T have not seen any
evidence that a business plan or the equivalent thereof exists for Confluence Rivers’
proposed acquisition of PPSC’s assets. In the Direct Testimony of Todd Thomas in the

prior case (File No. WM-2018-0116, at page 22, lines 12 and 13}, Mr. Thomas estimated

12
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the cost of improvements for the water system to be approximately $

There is no such estimate in M.

sewer system to be $ for a total of $
Thomas’ direct testimony in this case. Further, there is no estimate of financing cost. 1am
concerned with the open-ended nature of the Application. By comparison, LPSC’s plan
provides continued local control of Lake Perry’s water and wastewater services through a

non-profit corporate entity that is incented to minimize costs and rates while maintaining

full compliance with environmental regulations.

Do ways exist for an investor-owned utility company such as Confluence Rivers to

potentially generate excess profit at the expense of its customers?

Yes. Multiple methods exist. T will describe three of them: 1} Investor-owned utilities
(I10Us) such as Confluence Rivers generate profit through an atlowed return on their capital
investments. Operating expenses are theoretically recovered “at cost” with no markup.
The intended source of profit is by earning a return on the legitimate capital investments
the company makes in the system. These investments would normally consist of the
acquisition of the system assets (if any) at net book value plus additional future reasonable
capital investiments, when needed, to provide reliable service in compliance with regulatory
requirements. In my experience it is not uncommon for [OUs to attempt to over-invest by
either “gold-plating” what would otherwise be legitimate projects and/or investing in
projects that are not actually necessary. 2) The TIOU may also seek to inflate profits by
intentionally obtaining debt financing at inflated interest rates. If they are able to arrange
structures in which they effectively receive a “kickback” on the inflated interest payments
through direct or indirect affiliates on the other side of the transaction, excess profit can be

created. 3) While operating costs are intended to be recovered “at cost,” I0Us can produce

13
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additional excess profit by arranging for directly or indirectly affiliated companies to
provide goods and services to the operating company at inflated prices. The forms of self-
dealing embodied in items; 2) and 3) above are easier to obscure by companies having
complex organizational structures (as opposed to simple ones) in combination with various

legal and accounting techniques.

In your prior response you suggest that “companies having complex organizational
structure” create greater risk of self-dealing. Is Confluence Rivers organized in such

a manner?

Yes. Confluence Rivers is part of a complex family of interwoven companies. Mr. Cox
refers to this in his testimony and provides an organization chart in Schedule JC-1. In
Confluence Rivers’ response to LPLOA’s Data Request 3.18.2 (attached as Schedule GJ-
02), Mr. Cox states that “Confluence Rivers Utility Operating Company is wholly owned
by Confluence Rivers Utility Holding Company. Confluence Rivers Utility Holding
Company is wholly owned by CSWR, LLC.” As seen in Schedule JC-1, CSWR, LLC is a
corporate affiliate of Central States Water Resources, Inc. So, at least four levels of affiliate
relationships exist. Additionally, in Confluence Rivers’ response to LPLQA’S Data
Request 3.18.3 (also seen in Schedule GJ-02), Mr, Cox states that “Josiah Cox is the sole
board member of all Missouri UOCs and UHCs.” The fact that neither Confluence Rivers
nor its affiliates have oversight through traditional boards of directors composed of
multiple qualified persons is concerning and increases the possibility of the forms of

corporate misbehavior described above.

14
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Have you observed any actions or information frem Confluence Rivers in File No.
WM-2018-0116 or in this case that suggests that Confluence Rivers may be

attempting to inappropriately maximize the rate base associated with this case?

Yes. First, the purchase price is excessive. This is discussed further below. Confluence
Rivers has argued that Staff’s rate base figure is too low but does not provide any
meaningful information to support a higher figure. Also, as discussed by Mr. Sayre in his
rebuttal testimony, Confluence Rivers has alleged that Lake Perry’s systems are in a
significant state of disrepair and are operating in violation of MDNR requirements. As
additionally described by Mr. Sayre, Confluence Rivers is party to an Abatement Order on
Consent (AOC) with MDNR, Order No. 2019-WPCB-1582, based on the premise that
Lake Perry’s wastewater system has caused pollution discharge intcli Nations Creek in
violation of MDNR rules. These assertions by Confluence Rivers are false. Finally,
Confluence Rivers has been highly inconsistent regarding the estimated level of capital
investments required for Lake Perry. In the prior case (File No. WM-2018-0116) they

stated that a total of §

B ] was required, despite the existence of sealed water and
wastewater engineeting reports, dated 7/11/18 and 6/21/18 respectively, stating that a total

was needed. Now, in the current case, they are mysteriously silent in their

Application and direct testimony regarding the level of capital investments needed. In my
opinion, the combination of all of these facts strongly suggests that Confluence Rivers may
be attempting to position itself for both an inflated purchase price as well as excessive

capital investtnents to the detriment of the public.

Do you have additional concerns relating to Confluence Rivers’ engineering reports

and cost estimates relating to Lake Perry’s water and wastewater systems?

15
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Yes. In addition to the above inconsistencies, multiple sealed and unsealed versions of the
engineering reports exist along with conflicting communication with Staff and responses

to LPLOA’s data requests. These sources of information are as follows:

a) In the prior case, File No. WM-2018-0116, Confluence Rivers stated that a total of

. 1wasrequired for system improvements at Lake Perry.

b) Confluence River’s response in this case to Staff DR 0012 dated 4/24/19 states that a

| | is required for system improvements at Lake Perry.

¢) In Confluence Rivers’ initial response to LPLOA’s Data Request 2.10, Confluence

Rivers provided two unsealed engineering reports, both dated 10/15/18, stating that a total

| 1is required for system improvements at Lake Perry. Note that these reports,
which were provided in response to LPLOA’s Data Request in this case, are consistent

with the level of required system improvements stated in the prior case.

d) Subsequently, Confluence Rivers provided a different set of sealed engineering repotts,

again in response to LPLOA’s Data Request 2.10, dated 7/11/18 and 6/21/18 for water and

wastewater respectively, stating that a total of $ is required for system

improvements at Lake Perry.

e) Mr. Thomas, on 8/19/19 in his response to LPLOA’s Data Request 4.1 states a

“corrected” total of' $ 1lis required for system improvements at Lake Perry (

for water and $ for wastewater). This figure is based on the sealed water and

wastewater reports dated 7/11/18 and 6/21/18 respectively.

These inconsistent information sources referenced in items b) through ¢) are attached
hereto as Schedules GJ-03, GJ-04, G}-05, and GJ-06. Notice that, in addition to the varying

16
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figures, Confluence River’s used an unsealed engineering report dated 10/15/18 to support

the prior case value of $f even though an earlier sealed reported existed

rec.ommending a much lower value of 3 . Further, the sealed and unsealed reports
contain a variety of discrepancies regarding the Lake Perry Systems. For example, the
unsealed 10/15/18 water report states that average daily water usage is 33,000 gallons. The
sealed 7/11/18 water report states 67,032 of average daily water usage. Also, the sealed
water report dated 7/11/18 refers to the “Gladlo service area” and “Willows Water
System”. These references appear to be erroneous. I find this concerning. Information that
Confluence Rivers has provided in association with their Application is inconsistent,

incomplete, unclear, and likely erroneous. This suggests incompetence (at best) or

evasiveness (at worst) on the part of Confluence Rivers.

In your expert opinion, is the $ 1 asset purchase price plus the

reasonahle?

No. The purchase price is excessive. Staff’s recommended net book value is $58,133.
Confluence Rivers has not provided any meaningful information as part of their argument
that Staff’s value is too low. Confluence Rivers has not identified any specific construction

work-in-progress (CWIP) items or other forms of assets that are not already included in

PPSC’s balance sheet. With respect to the [

Do you expect Confluence Rivers’ cost of capital to be higher than for LPSC?

17
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Yes. First, I find the lack of information Confluence Rivers has provided on their
anticipated cost of capital in the Application and testimony in this case to be concerning
and unreasonably open-ended. However, information they previously pllovided in
Appendix R of the prior case (File No. WM-2018-0116) indicates that Confluence Rivers’
effective interest rate for debt may be in excess of E%. In most situations, the cost of
equity for a corporate entity is higher than for debt, so it is certainly possible that
Confluence River’s aggregate WACC will be in excess of [l1%. This compares to LPSC’s

projected WACC of approximately 6%.
What is your assessment of possible rate impacts of the Application?

Rate increases for other community utilities recently acquired by CSWR (e.g. Hillcrest,
Raccoon Creek, and Indian Hills, etc.) range from approximately 151% to 2057%. 1 have
attached a rate analysis of these examples '.as Schedule GJ-07 to my testimony. As
indicated previously, CSWR’s expééfed WACC is likely to be sigtliﬁcahtly higher than
what is expected for LPSC. Thus, for all assumed capital investment plans, CSWR wili
have significantly higher financing costs, and therefore rates, than if the systems were
owned and operated under LPSC’s business plan. LPSC’s business plan projects an average
combined water and wastewater rate of $64.24 in its first full year of operation, This
corresponds to a rate increase of approximately 84% for water and wastewater service
combined, in order to accommodate system acquisition and new investients compared to
Lake Perry’s current rates, which is a much lower increase than the rate increase
experienced by the other communities taken over by CSWR referenced above. CSWR’s

higher rates, with no appreciable benefit, would be detrimental to the public interest.

18
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Does the Confluence Rivers transaction pose significant risks to the Lake Perry

community?

Yes. Based on what has been experienced by other communities whose water and
wastewater utilities have been acquired by CSWR, the Confluence Rivers transaction
exposes the community to the potential for excessive capital expenditures, customer
service disruptions caused by over-sized improvements, and egregious rate increases,
Further, the transaction exposes the community to service quality concerns caused by

having a non-local service provider.

Will the acquisition of PPSC by Confluence Rivers likely lead to unnecessary costs

imposed upon the Lake Perry Community?

Yes. At a minimum, it would likely lead to higher financing costs due to Confluence
Rivers® higher cost of capital. A strong possibility also exists tflat operating costs under
Confluence Rivers will be higher than under LPSC. This is because LPSC will have a
natural incentive to minimize operating costs while Confluence Rivers has an incentive to
allow higher operating cost if SOﬁié':df thosc costs produce revenues .for their affiliated

companies,
By what magnitude?

stated by

In terms of financing costs, if we assume capital investments of $

Confluence Rivers in the prior case WM-2018-0116 along with respective rates of 6%

versus [%, the difference amounts to over $1.6 million over thirty years. Separate
analysis indicates that Confluence Rivers’ operating costs are also excessive. In looking

at the Indian Hills rate case in File WR-2017-0259, Staff lists operating expenses of
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$272,327 in Staffs Rate Design Scenarios to serve Indian Hills’ 715 water customers
($381 per customer). PPSC’s 2018 annual report states $56,005 of operating expenses to
serve Lake Perry’s 370 water customers ($151 per customer). LPSC’s business plan
projects $324 per water customer for 2020 (its first full year of operation). Again, over
thirty years, the difference in Confluence Rivers® operating costs (as suggested in the
Indian Hills rate case) totals over $633,000 more than what is projected under LPSC’s

business plan.

Do you have other comments on the Agreement for Sale of Utility System (Agreement)

in the Application included in Schedule JC-5C in Mr, Cox’ testimony?

The terms of the Agreement are lopsided in favor of Confluence Rivers, [

1. When all of the terms of the
Agreement considered together, my view is that Confluence Rivers has taken advantage of

Mr. Yamnitz and Mr. Moll.
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What are your conclusions regarding the impact on the public interest if Confluence

Rivers’ application is approved?
pp

Approval of the acquisition of PPSC by Confluence Rivers would be detrimental to the
public interest. The “public” in this case is primarily the Lake Perry community and
adjacent customers currently served by PPSC. In addition to considering the fact that the
public is opposed to the transaction, the Commission should strongly consider the
likelihood that Lake Perry’s rates under Confluence Rivers will be significantly higher than
under a non-profit community organization (LPSC). LPSC has provided a definitive offer
to PPSC that can satisfy the desire of PPSC’s owners to sell the system at a fair price. If
the Commission denies the Application, there is a clear path for Lake Perry to retain local
utility control and have lower rates, and the owners of PPSC will receive an appropriate
price for PPSC’s assets. This scenario creates highest overall public benefit. In contrast,
approval of the Application will deprive Lake Perry of local control and will likely lead to

higher rates due to Confluence River’s higher cost of capital and profit motive.

How can Lake Perry be protected from these risks?

Lake Perry will be protected from these risks if the Commission denies the Application.
If the Commission was to approve the Application, what conditions should be
applied?

For the reasons I have discussed above, the following conditions should be applied:

a) Limit starting rate base to Staff's recommendation of $58,133.

b) Require Confluence Rivers to develop a clear capital investment plan for Lake

Perry that is endorsed by both LPLOA and the Office of Public Council (OPC).
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c) Require Confluence Rivers fo establish a customer advisory hoard and associated
governance processes, satisfactory to both LPLOA and OPC, that allows meaningful
customer input into future capital investments before they are incurred.

d) Require Confluence Rivers to undergo a biannual independent audit, using an
auditor and audit plan acceptable to both LPLOA and OPC, to review the reasonableness
of operating costs and to confirm that all goods and services are being procured
appropriately.

Does this conclude your testimony?

Yes, it does.
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Executive Summary

Introduction
Lake Perry Service Company (LPSC) is a non-profit corporation formed under Section 393 of the Statutes
of the State of Missouri.

LPSC’s business focus and mission is to provide non-profit, community-governed water supply and sewer
services at stable and affordable prices that contribute to the growth and vitality of the Lake Perry
community.

This document provides information on the Lake Perry community, LPSC’s plans for investment,
operations, maintenance, and regulatory compliance for the water and sewer facilities serving Lake
Perry. Information on organization structure, funding, and financial projections is also provided.

As described in subsequent sections, the currently-assumed timing of official business launch is for
funding and asset purchase transactions to occur in June 2019 and customer operations to begin in July
2019. These dates may change as the timeline of preceding activities evolves. Appendix E contains a
summary of the current overall execution plan and timeline.

Lake Perry Community

Lake Perry is a private gated community in Missouri. The 200-acre lake has nearly two miles of
shoreline. Lake Perry is situated within 1,800 acres of hardwood forest set in the hills of southeast
Missouri near Interstate 55, approximately 70 miles south of St. Louis and 12 miles west of Perryville.
The property is adjacent to Mark Twain National Forest and is filled with abundant animal wildlife, There
are two springs which feed the crystal clear lake and provide a haven for fishermen, boaters, and nature
lovers.

Currently approximately 130 homes have been built, ranging from simple weekend cabins to deluxe
lakefront homes. Many lakefront lots have their own docks and boat slips.

The Lake Perry Lot Owners Association is guided by an elected board of trustees that adheres to the
restrictions policy and maintains a successful budget with yearly assessments. Lake Perry is fortunate to
have an excellent staff as well as a fine volunteer organization of lot owners who are committed to
making Lake Perry a first-class community.

Lake Perry Service Company

LPSC is a non-profit water and waste water services company incorporated on February 8, 2019
(N000710842) under Section 393 of the Statutes of the State of Missouri. LPSC’s business focus and
mission is to provide non-profit, community-governed water supply and sewer services at stable and
affordable prices that contribute to the growth and vitality of the Lake Perry community. Water services
are also provided to several residents adjacent to (but outside) the Lake Perry community. A copy of
LPSC’s articles of incorporation are contained in Appendix B.

The current organizational chart is provided below. Biographical information for officers, management,
and key staff is provided in Appendix C.
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Board of
Directors

Chief Executive
Officer

Executive Professional
Assistant Engineer®

Accounting &

*
LeggliCounss) Billing Services*

Superintendent
of Operations

Operations
Support
Contractors™

* Roles performed by 3™ parties under contract to LPSC and/or its contractors

Members of the Board of Directors are:

Richard DeWilde (President)
Diane Murray (Secretary)
Rick Burton

Larry Jennermann

e Alan Frentzel

e Brian Flentge

e Vince Reinacher
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Members of the Management Team are:

o Chief Executive Officer: Richard DeWilde
e [Executive Assistant: Diane Murray
e Superintendent of Operations: Robert Welden

Professional services providers are:

e Legal: McCarthy, Leonard & Kaemmerer, L.C.

e Engineering: Allstate Consultants, Inc.

e Business planning and economic analysis: Experience on Demand, LLC
e  Accounting/Billing: Payroll Paycheck Services/PPS Tax Services

Governance of LPSC is controlled through a formal set of bylaws. Bylaws for the company were filed
with the Missouri Secretary of State as part of entity formation. LPSC's bylaws include provisions for the
following:

e Qualifications for Membership

e Election of Directors and Officers

e Delegation of Powers to Board and Officers

e Removal

e Regular and Special Meetings

e Voting and Quorums

e Contracting and Transactions

e Disposition of Excess Revenue back to Members
e Records

e Amendments

Services, Customers, and Rates

LPSC will provide water supply and wastewater (i.e. sewer) services to the Lake Perry community and
adjacent areas that receive water service from LPSC. Currently, there are about 358 water and 234
sewer customers, The vast majority of these are residential/second home customers. Service demands
are low in the winter, then increase through summer and early fall.

Revenues to cover the costs of providing service (and meeting debt service obligations'and covenants)
will be collected on a monthly basis. Water rates include both fixed and variable components, thereby
producing bills (and revenues) that generally match the pattern of monthly consumption. Sewer rates
are fixed and remain basically constant through the year. The pattern of revenue and costs is described
in more detail in the financial projections contained in Appendix G. Itis important to note that most of
LPSC’s costs are fixed. Therefore, working capital will need to be maintained to support the swings in
net revenue that occur throughout the year, especially for the water system.

Projected water and sewer rates (in the form of average monthly bills) are shown in the chart helow.
Please note that the rates and financial projections include 2.5% annual inflation. Importantly, LPSC’s
projected rates are within the threshold for what is considered affordable by the USDA’s Rural
Development department.
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Projected Average Water and Sewer Monthly Bills
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Appendix D contains maps, photos, and technical summaries of the primary components of the water
and waste water facilities. The systems are currently in compliance with applicable health and
environmental protection regulations. An active and in-force operating permit is in place with the
Missouri Department of Natural Resources.

Capital Investment Plan

LPSC engaged Allstate Consultants of Columbia, Missouri to perform an onsite facilities assessment and
review publicly-available information detailing the condition of the facilities, regulatory compliance
status, operating and maintenance requirements, and capital investment needs. The systems are
currently operating satisfactorily and in accordance with environmental regulations, but repairs and
improvements are needed. Appendix D contains a report from Allstate to LPSC summarizing their
findings.

Capital investments needed to enable LPSC to continue to provide reliable services in full compliance
with health and environmental regulations are summarized below. For sake of completeness, the listed
investments also include funding for system acquisitions and working capital.
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Capital Investment Plan
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These investments are reflected in the financial projections contained in Appendix G.

Operating Plan
Allstate Consultants performed an onsite walk-around and met with operations staff. The systems are
relatively simple and do not require continuous intervention. Operating tasks will be performed by two
part-time staff persons in combination with contractors in the area who have experience in maintaining
and operating small water and wastewater systems. Appendix F contains information on contractors,
some of whom already have experience with Lake Perry’s systems, interested in serving LPSC.
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Funding Plan

As listed in the financial projections contained in Appendix G, LPSC requires initial funding of $300,000
to acquire the existing facilities, provide for working capital, and perform immediate (but modest)
system repair and maintenance items. Additional capital requirements, incurred over the subsequent
ten years, will be needed as described above in the capital investment plan. The funding plan is as
follows:

e $300,000 in investor notes to acquire the existing water and sewer assets currently owned by
Port Perry Service Company, establish working capital, and address immediate repair and
maintenance needs. It is currently anticipated that the notes would be 36 months in term,
8.65% net annual interest paid monthly, and the principle repaid at the end of the term.

o  After approximately three years of operation, the investor notes will be repaid using funds from
a commercial bank loan after LPSC’s operating history has been established. It is assumed this
would be a ten year loan with amortized principal and interest payments. Based on recent
discussions with banks, the interest rate is assumed to be approximate 6%.

e $480,000 in 2024 to fund a new well and upgraded valving components for the waste water
surface effluent application system. Because these are facility upgrades for providing water and
waste water treatment services, USDA-guaranteed loan programs are available at attractive
terms. The current assumption is that the loans would be 40 years at 4%, with amortized
interested and principle payments. Engineering studies will be performed prior to these
investments to ensure that the most cost-effective options are selected. It is anticipated that
less costly alternatives may exist.

e $150,000 in 2025 for additional future improvements that are anticipated but not yet defined.
These needs would also be funded using USDA-guaranteed loans.

The financial projections contained in Appendix G reflect the above funding plan, including pro forma
estimates of debt coverage metrics.

Execution Plan

Appendix E provides a high-level project plan detailing the activities necessary to successfully launch the
company. This plan will be further refined and updated over time. It is important to note that business
startup is contingent on approval from the Missouri Public Service Commission for the current owner of
the system (Port Perry Service Company) to sell the system to LPSC,

Financial Projections

Appendix G provides financial projections for LPSC. These projections were developed by Experience on
Demand, LLC, a management consulting firm located in Chesterfield, Missouri that provides business
planning and economic analysis services. A Microsoft Excel model containing the projections is
available upon request. The figures below highlight some of the key business metrics in tabular and
graphical form.

The model features separate revenues and expenses for the water business unit, sewer business unit,
and a shared services business unit. This facilitates unit-specific rate planning so that costs are fully
covered on both an individual business unit and aggregate basis. Administrative expenses of the shared
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services unit are allocated to the two operating units (i.e. water and sewer) based on customers served.
Debt service, which is paid by the shared services unit, is allocated based on each unit’s cumulative
CapEx balance. Rates are set in both the water and sewer units so that end-of-month cash does not fall
below initial working capital for any year. Because additional CapEx investments are made in later
years, this leads to the accumulation of cash in earlier years. Projected aggregate cash balances are
shown below. In this model, the DSCR metric (Debt Service Coverage Ratio) equals period-specific total
net operating income divided by period-specific total debt service. This metric provides an indication of
projected business strength in fulfilling debt service obligations.

: ! i I
. Min Total MaxTotaIi ;
Cash/| Cash| DSCR|

| § -1'$ 75000 |
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$ 62,542 $ 115728 2.75
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Articles of Tneorporation
For
Lake Perry Service Company
(Pursuant to sections 393,175, 393,825 to 393,861, aud 393,900 to 393.951, RSMo.)

The undersigned natural persons of the age of eighteen years or more, for the purpose of
forming a nonprofit water company and a nonprofit sewer company under sections 393,175,
393,825 to 393,861, and 393.900 to 393,951, RSMo., hereby adopt the following Articles of .
Incorporation:

Artiele One:  The name of the corporation is Lake Percy Service Company,

Artiole Two: The address of the principle office, including street number of the initial
registered office in this state is: 1300 Brenda Avenue, Perryville, MO 63775 and the name of the
registered agent is '

Arficle Three: The names and addresses of the incorporators are:
Richard Thomas DeWilde 1300 Brenda Ave, Perryville, MG 63775

Diane Renee Murray 2080 Mariana Loop, Perryville, MO 63775
Ricky Burton 243 Pioneer Orchard Drive, Jackson, MO 63755
Lamy Jennemann 2030 Oak Way, Petryville, MO 63775

Alan Frentzel 2046 Compass Drive, Pertyville, MO 63775
Brian Flentge 1491 PCR 902, Perryville, MO 63775

Vince Reinacher 1670 Washington Road, Oakdale, 1. 62268

Atticle Four:  The number of years the company is to contine shall be perpetual,

Ariicle Five: 'The legal description of the territory in which the company intends to operate is
attached as Exhibit A.

Article 8ix:  The names and addtesses of the person who shall constitute its first board of
directors are;

Richard Thomas DeWilde 1300 Brenda Ave, Perryville, MO 63775

{(President)

Diane Renee Mutray 2080 Marina Loop, Perryville, MO 63775
(Secretary)

Ricky Burton 243 Pioneer Orchard Drive, Jackson, MO 63755
Larry Jennemann 2030 Oak Way, Perryville, MO 63775

Alan Frentzel 2046 Compass Drive, Perryville, MO 63775
Brian Flentge 1491 PCR 902, Perryville, MO 63775

Vince Reinacher 1670 Washington Road, Oakdale, I, 62268
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Atticle Seven: The company chooses ta operate pursuart to chapter 355, RSMao., as a not for
profit mutual benefit company for the purpose of supplying water for distribution and for
providing sewer services.

Article Eight: The method chosen for distritbuting the assets of the coniprny upon dissolution
shall be in accordance with 393,945, RSMo., as amended and any other statutes applicable to a
nonprofit water and a nonprofit sewer company.

Article Nine: There are no provisions that are not inconsistent with sections 393,175, 393.825
to 393.861, and 393,900 to 393.951, RSMo,, that ate deemed necessary or ndvisable for the
conduct of the business and affairs of such corporation.

In Witness Whereof, these Atticles offlgcorporation of the Lake Perry Service Company
have been signed and acknowledged this i) day of December, 2018, by the following

—————

incorporators:
Incorporators
Richard Thomas DeWilde Diane Renee Muray Q

(o, Bt (Macf it
Ricky Burton Alan Frentzel /.~

Brian Flentge Vince Reinacher

State of Migsousi )
) 38
County of Perry )

.L:Q dnea e BP/’MJ"” , a notary public, do hereby certify that on thc/ﬁ day of

D\t m fatas , 2018, personally appenared before me the above named
Incorporators, who being by me first duly sworn, declared themselves to be the personis
who signed the foregoing document as Incogporators and that the stafements therein

confained are true.
k
gotary Public
My commission expires: |

RENEAK, B8
NOTARY PUBLIG - I‘?O}:I"L\JREYRS-I;‘;‘AL

STATE OF MISSOUR
COUNTY OF PERRY

COMMISSION #13487667
My Commisslon Expiras: Juna 23, 2021 Schedule GJ-01
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Richard T, DeWilde
1300 Brenda Ave.
Perryville, MQ 63775

H’Biall

Certified Public Accountant since 1988
Owned and managed Certified Public Accounting firm since October 1993
Prestdent and manager of Lake Perry Lot Owners' Assoclation since
Septembher, 2003
will be interested in being CEO and manage the newly formad Lake Perry Service
Company which will operate the water and sewer services at Lake Perry.
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Robert Welden

5034 South Part Parry Drive

Perryville, MO 63775

573-513-0271

To: Lake Perty Lot Gwner’s Assaclation Board of Trustees

The following Is a short blography of my work experience. From the early ta the mid 1980s |
worked at the Greens Golf and Racquet Club as a general labarer, Irigation Spectalist and second

assistant,
Fram 1989-1990 I worked for John Slinkard as a carpenter in residential construction.

From 1990-1951 | began working at Crystal Highlands Golf Club as an assistant professional
where | worked In the shop, cleaned carts and displayed and set up merchandlse, Then | moved up to a
suparintendent position until 1998, | was responsible for maintaining golf course from day to day, hiring
help, maintaining irrdgation system which includes fixing leaks, replacing and repairing sprinklers,

schedule watering and fixing controllers,

From 1899-2005 | worked at Al Fard Environmental Services. The duties | had there included

Installing septic tanks, septic systems and inspection of septic tanks and fields.

In 2005 | began working for Perry County Land Company. 1 began as a general laborer which
evolved Into a supervisory position. My duties Include maintaining the grounds, maintaining the paol,
Including maintaining proper chemical levels, upkeep of restrooms, authorize inspections and permits,

Ihsure gates, proxcards, key fobs ate current and working.

I'would he Interested in becoming certlfied as a utility operator.

Sincerely,

PulA WL

Rabert Weldan

Schedule GJ-01




BrianFlentge

1491 PCR 802
Perryville, MO 63775
314-913-1190

Ta: Lake Perry Boards of Trusties

To-Whom it May Concern,

| atm writing to express my interest h the Water and Sewer Qperator Position at Lake Parry and
te explain why | fesl that | am a good candidate for this position. | have many yoars of experfence and
helieve that you will be vary Interested in me after you take a closer look.

1 have been doing construction wark for the [ast 20 years. § have been working construction with

local companles as well as out of state companies. This s where | have been employed and then
adapted into starting my own company. | have served as owner, worker and much more,

in addition to my exp.ertenos In construction, [ have spent the last 15 years ownlng my own
company that | started In 2005. | have done numerous jobs at Lake Perry Induding the culvert bridge
replacement, boulder walls, excavator work, concrete walls as well as planning and dasigning projects
far muttiple lot owners, | make sure | am avallable for ali the Jobs that | am hired for and am there when
needed,
I have also donated my time working on the Wall for our home town, This experlence | believe will be
extremely useful for working far you.

thape that you ara Intrigued by my experience in the oonstructic_m flald and what | am abla to
do for this job. | can he reached by phone at 314-913-1190 or via emall at outdoordeco@yahoo.com,

Fhope to speak with you soon regarding this axclting opportunity.

Sincerely,

8rian Flentge

672%// 2/ ’7/2/
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Dlane Marray

2060 Marina Loop
Perryville, MO 63775
573-768-5196

To: Lake Perry Lot Owners’ Association Board of Trustees

I live at Lake Perry and have been doing daily testing for the chlorine levels over the last eight
years. Each day | let the cold water run several minutes, place the correct amount of water In the tubes
and add the packet of DPO Free Chidrine Reagent to get tha chlorine reading. | record those readings
and turn in the manthly reports to Payrol) Paycheck Services.

Also, yearly, when ! am asked | am given cantainers to gather water samples from five ather
resldents for testing of lead and copper.

Sincerely,
T wing

Diane Murray

o
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Appendix D - Engineering Summary and Assessment

The Engineering Summary and Assessment is voluminous and is available as a separate document.
Please contact the person listed below to obtain an electrenic copy of the document.

Mr. Richard DeWilde
573-547-6596

rtdewilde@sbceglobal.net
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Appendix F — Support Services Contractors

Earth First Contractors New service connections and repair to main lines
Paycheck Payroll Services  Accounting and back office services

Charles Staffeldt Operations and maintenance

Jeremy Meyer DS3 License water and Class A License wastewater

Richard T. DeWilde

Robert Welden General maintenance
Brian Flentge Construction
Diane Murray Chemical testing
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Appendix G - Financial Projections

financial projections for LPSC are available in editable Excel format for reviewing the financial analysis
and performing supplemental calculations. Please contact the person listed below for the version of the
Excel file corresponding to this document.

Mr. Richard DeWilde
573-547-6596

rtdewilde@shcglobal.net
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Utility
Hillcrest Utility Operating Company (Waler)
Hillcrest Utility Operating Company (Sewer)
Raccoon Creek (Sewer, Village)

Raccoon Creek (Sewer, WPC)

Raccoon Creek (Sewer, W 16th)

Indian Hills (Water)

Indian Hills (Water)

Raccoon Creek (Sewer, W 16th)

Raccoon Creek (Sewer, WPC)

Raccoon Creek (Sewer, Village)

Hillerest Utility Operating Company (Sewer)

”

Hillerest Utility Operating Company (Water)

Location

St. Girardeau County
St. Girardeau County
Johnson Counly
Pettis County

Pettis County
Crawford County

Original Rate  Rate after Acquisition

33.58
$14.63
$23.48
$38.12
$26.42
$12.70

Water & Sewer Rate Comparisons

$20.00

$40.00 $60.00

M Rate after Acquisition  m Original Rate

|

$80.00

$77.23
$83.56
$79.74
$95.76
$95.76
$108.65

$100.00

Increase
2057%
471%
240%
151%
262%
756%

$120.00
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