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SUBJECT:
Staff Recommendation Regarding the Application Seeking Permission, Approval, and a Certificate of Convenience and Necessity for Village Greens Water Company, Inc. to provide water service in a described area in Franklin County, Missouri.
DATE:

April 9, 2004


Background

On September 22, 2003, Village Greens Water Company, Inc. (Company) filed an Application with the Commission, seeking a Certificate of Convenience and Necessity (certificate) to provide water service in Franklin County to a new development to be known as Village Greens Subdivision, and some surrounding area.

On September 23, 2003, the Commission issued its Order and Notice requiring that notice of the Application be sent to legislators, county officials and newspapers serving the affected area.  This order also set October 23, 2003 as an intervention deadline for interested parties, and set December 22, 2003 as the date by which the Staff should file a recommendation.  No applications to intervene have been submitted by any party.

Also on September 23, 2003, the Commission issued an Order Directing Filing, directing the Company to submit statements regarding unsatisfied judgments or decisions against it, past due assessments or past due annual reports, and verification by affidavit of the information in the application, to comply with rules 4 CSR 240‑2.060(1)(K), (L), and (M).

On February 9, 2004 the Company submitted a document entitled “Supplemental Filing” to comply with the Commission’s Order Directing Filing.

During the course of its investigation of the Application, the Staff has requested several extensions regarding the filing date of its recommendation.  By an order that it issued on March 15, 2004, the Commission set April 9, 2004 as the date for the filing of Staff’s recommendation.

Staff's investigation

As noted at the beginning of this Memorandum, Staff members from the Engineering & Management Services and Water & Sewer Departments participated in the Staff’s investigation of the Application.  All Staff participants, the participants' up-line supervisors and the assigned attorney from the General Counsel's Office were provided the opportunity to review and comment on this Memorandum prior to it being filed.  Jerry Scheible of the Water & Sewer Department created the initial draft of this Memorandum and comments received from the reviewers were incorporated therein to create this final version of this Memorandum.

The Staff's investigation into the Application included a review of the Application and the supporting documentation.  Detailed information regarding each of these areas of review, and modifications to the Company’s original proposal, are set out below.

The Application AND STAFF’s REVIEW

The owners of the Company, who are also the subdivision developers, expect 73 residential customers and a church to be connected in the first five (5) years of operation.  Additional residences within the requested service area, surrounding the Village Greens subdivision, could connect to the system over time, however, the Staff has not counted any of them for purposes of setting rates in this case.  The Staff has assumed, for ratemaking purposes, that in the first two years of operation, the Company will acquire 30 residential customers plus the church (“the two-year level”).

The service area will be served by a groundwater well with a 12,000-gallon pressure tank.  As is common for new subdivisions, the distribution lines, necessary easements and the well-site property will be contributed to the utility by the developer.  The well, well house, pressure tank and controls will be a capital investment eventually made by the utility, funded partially by debt.  The estimated cost of the overall water supply system is $157,000, which is the projected rate base level that will be required to serve the 73 residential customers plus the church.  In an effort to protect the utility from financial instability, if the certificated area does not develop as rapidly as projected, the rate calculation was performed with a stipulation that the investment in the system be initially 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, the utility would transfer $2,015 to the developer for each customer that connects to the water system, which represents the rate base per equivalent customer for the overall water supply system, based upon the projected build-out of 73 single-family homes and the church.

The Company has requested a $400 connection charge, which is for the purpose of constructing the water service connection and meter setting for each individual customer.  Revenue required for the operation at the two-year level is estimated to be approximately $14,800 per year, which in turn requires a monthly residential rate as follows:

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

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

Although these rates are set at the projected two-year customer and expense level, the Staff believes these rates will continue to be appropriate, even if all 73 subdivision lots are connected within three to five years.  The Staff and the Company arrived at this rate after discussions and modifications of estimated expenses as originally submitted.  The estimated expenses and rate calculation are shown on Attachment 1 of this Memorandum.  The rate calculation includes depreciation rates as shown on Attachment 2.

In addition to taking the risk of funding the Company’s capital investment, the owners, as the developer of the subdivision, may need to subsidize the Company’s operations by advancing “out-of-pocket” expenses such as employee salaries, utilities and other fees until approximately one-fourth of the expected two-year customers are connected and paying water bills.  After a sufficient number of customers are connected to the system, the Company will begin collecting sufficient revenues to cover interest expenses, depreciation expenses and its in-house office expenses.

The Company will need to file a complete tariff after the Commission grants the Company a certificate.  The Staff will assist the Company with this task, and anticipates the tariff will be similar to the Water and Sewer Department’s example tariff for water utilities.

The Staff has communicated its position to the Company by a letter dated March 17, 2004, which is included as Attachment 3.  That letter stressed the need for the Company, as a regulated utility, to comply with obligations including, but not limited to: filing an annual report; paying an annual assessment fee; providing safe and adequate service at just and reasonable rates; complying with all relevant state and federal statues and rules; and complying with all orders of the Commission.  That letter also noted that the failure to comply with these, or other obligations, might result in the assessment of penalties and/or in the placement of the company in receivership upon petition to the Circuit Court.  The Company’s owner has responded verbally to the letter, stating his acknowledgement of and agreement with the stated conditions and the Staff’s proposed ratemaking conditions.  The Staff is expecting to receive a written response from the Company regarding these matters, but that has not yet happened.

Staff's conclusions 

The Staff is of the opinion that the Company’s proposal, as modified and agreed to between the Company and the Staff, is reasonable.  There is a need for water service, in that it is required for the new subdivision, and may be desirable for other nearby residences.  (Sewer service is to be provided to the area by the city of St. Clair.)  The Staff believes the Company has the necessary technical, managerial and financial capacity because Wideman Well Drilling has contracted to operate the system, which will be managed by the owner who is engaged locally in the construction and development business, and because the water supply facilities and the Company will essentially be financed by the subdivision development venture at least for the first few years of operation.

Staff's recommendations

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

1. Approves a Certificate of Convenience and Necessity for Village Greens Water Company, Inc. for providing water service to the service area described in the Application;

2. Requires the Company to submit a complete tariff specifying a monthly minimum rate of $29.59 (including 3,000 gallons of usage) plus $2.74 for each additional 1,000 gallons;

3. Approves the schedule of depreciation rates attached to this Memorandum for use by the Company;

4. Requires the Company to submit semi-annual customer connection reports to the Manager of the Water & Sewer Department, with the first such report to be submitted six months after the effective date of the Company’s tariff; and

5.
Recognizes that nothing in this Recommendation, or in any order issued by the Commission in this case, shall bind the Commission on any ratemaking issue in any future rate proceeding.

After the Company submits a complete tariff, the Staff will submit an additional recommendation regarding approval of the tariff.
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