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March 18, 2004

Mr. Jay Rice

Village Greens Water Company

960A Plaza Drive

St. Clair, MO  63077

RE: Village Greens Water Company

Dear Mr. Rice:

The purpose of this letter is to present the position of the Staff on the certification of your utility company.  After review of your filing, the Staff is ready to make a recommendation to the Commission, as I will describe herein.

Monthly rates, assuming the second-year customer level of 30 single-family residences with a monthly usage of 6,500 gallons per customer, and Mount Zion Baptist Church, are calculated to be as follows:


Monthly minimum, including the first 3,000 gallons:
$29.59


Commodity charge, per 1,000 gallons over 3,000 gallons:
$2.74

In an effort to protect the utility from financial instability if the certificated area does not develop as rapidly as you have projected, the rate calculation was performed based on the premise that the initial cost of the system be placed as a burden on the subdivision developer.  This means that the developer will initially fund the entire utility plant, with the plant contributed to the utility.  Then, a transfer of $2,015 will be made from the utility to the developer for each customer that connects to the water system.  This dollar amount represents the rate base per customer based upon the projected build-out of 73 single- family homes and the church.  Your estimated operating expenses were used, with some minor adjustments, for calculation of this proposed rate.  Please see the enclosed worksheet.
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Total plant in service is projected to be $234,500.  Contributions in aid of construction will total $77,000 after the initial 74 customers are connected, leaving a rate base of $157,500.  Of this amount, the company's capital structure will consist of 49 percent common equity, and 51 percent debt, considering the $80,000 loan amount.  The cost of debt is estimated at 5 percent and return on equity is estimated at 11 percent, for an overall rate of return of 8.0 percent.

The depreciation rates for each plant account used for rate calculation are outlined on an enclosed sheet.

Since the rates for the system are based upon estimates for construction costs, operating expenses and customer numbers, the Staff believes it would be appropriate for the Company to provide periodic reports to the Staff regarding these matters.  In particular, the Staff will expect to receive the following reports: a report noting that construction of the well, well house, pump and controls, and pressure tank is complete, and including the actual cost of constructing these system components and any other construction costs known at that time (line extensions, engineering fees, etc.); reports including customer numbers and operating expenses, with the first such report being due six months after the construction status report is submitted and subsequent reports being due every six months thereafter for the first eighteen months of operations.  These reports will allow the Staff to monitor the growth of the Company and to review the rates being established in this case for continued reasonableness based upon actual numbers vs. the estimates being used at this time.

After the Commission issues authority for your company to operate as a utility, you will need to file a Schedule of Rates, Rules and Regulations, which we simply refer to as a tariff.  An example tariff is enclosed.

All regulated utilities are expected to keep records and books in accordance with the Uniform System of Accounts.  The Commission Staff is available to assist you in setting up a record keeping system, if you so desire.

Utilities regulated by the Missouri Public Service Commission must comply with certain obligations including, but not limited to: filing of an annual report; payment of an annual assessment fee; providing safe and adequate service at just and reasonable rates; compliance with all relevant state and federal statues and rules; and compliance with all orders of the Commission.   Failure to comply with these or other obligations may result in the assessment of penalties and/or in the placement of the company in receivership through a Circuit Court action initiated by the Commission.

Please contact this office with any questions or comments, or to submit your agreement with the proposals and conditions included in this letter so that the Staff's recommendation may be submitted to the Commission on or before March 31, 2004.
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Respectfully submitted,

/s/
Jerry Scheible
Jerry Scheible, P.E.

Utility Regulatory Engineer

Water & Sewer Department

Enclosures

Copies (w/enclosures):

     Steven L. Kamienski – Baylard, Billington & Dempsey, P.C.

     Ruth O'Neill – Office of the Public Counsel
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