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SUBJECT:
Staff Recommendation Regarding the Applications Seeking Permission, Approval, and Certificates of Convenience and Necessity for Calvey Brook Water, Inc. and Calvey Brook Sewer, Inc. to Provide Water and Sewer Service in a Described Area in Franklin County, Missouri.
DATE:

May 6, 2004

Background

On January 8, 2004 (unless noted otherwise, all dates herein refer to the year 2004), Calvey Brook Water, Inc. and Calvey Brook Sewer, Inc. (“Companies”) filed Applications with the Commission, seeking Certificates of Convenience and Necessity (“Certificates”) to provide water and sewer service in Franklin County to a new development to be known as Calvey Brook Estates.

On January 9, the Commission issued its Order Directing Notice and Setting Date for Submission of Intervention Requests for both cases, requiring that notice of the Applications be sent to legislators, county officials and media serving the affected area.  These orders also set February 2 as the deadline for interested parties to file intervention requests.  No applications to intervene have been submitted by any party in either case.

On February 24, the Commission issued its Order Directing Staff to File a Recommendation for both cases, setting April 30 as the date by which the Staff was to file its recommendations.  The Commission subsequently changed this filing date to May 6 at the request of the Staff.

Staff's investigation

As noted at the beginning of this Memorandum, Staff members from the Engineering & Management Services and Water & Sewer Departments and the General Counsel's Office participated in the Staff’s investigation of the Applications.  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, which was prepared by Dale Johansen.

Items reviewed during the Staff’s investigation of the subject Applications included the Companies' overall plans for providing the proposed services in the requested service area.  Additionally, the Staff analyzed the Companies' ability to meet the "Tartan Energy Criteria", as slightly modified by the Staff, which are the criteria historically used by the Commission in evaluating service area certificate applications.  The Tartan Energy Criteria, with criterion (1) modified by the Staff, are set out below.

(1) Is there a need for the proposed service, and is there a need for the applicant to provide the proposed service?

(2) Is the Company qualified to provide the proposed service?

(3) Does the Company have the financial ability to provide the proposed service?

(4) Is the Company's proposal economically feasible?

(5) Does the Company's proposal promote the public interest?

In addition to the above-referenced reviews and analysis, the Staff also performed its own cost-of-service analysis and rate calculations for each of the new systems, which will be discussed in more detail later in this Memorandum.

The Applications AND STAFF’s REVIEWs

The owners of the Companies, who are also the subdivision developers, expect 36 residential water and sewer customers to be connected in the first five (5) years of operation.  For ratemaking purposes, the Staff has assumed that the Companies will acquire 16 residential customers in the first two years of operation (“the two-year level”).

Calvey Brook Sewer, Inc. (Case No. SA-2004-0279)

The service area will be served by small diameter gravity collecting sewers that will carry septic tank effluent from each customer’s premises to the treatment facility, which will consist of a manufactured media bed recirculating filter system.  As is common for new subdivisions, sewer pipelines will be contributed to the utility by the developer.  The treatment facility will be a capital investment made by the utility, funded partially by debt.  The estimated cost of the treatment facility is $110,000.  The Company and Staff have agreed to a $2,600 per customer Contribution In Aid of Construction (“CIAC”) charge, which for 16 customers would offset the investment by $41,600.  In an effort to protect the utility from financial instability, if the certificated area does not develop as rapidly as projected, the Staff performed the rate calculation with a stipulation that the investment in the system be initially placed as a burden on the subdivision developer.  Therefore $61,110 of the total plant cost, which is the cost of the plant necessary for the customers beyond the two-year level, will be treated as held for future use, and will not be included in the rate calculation for the two-year customer level.  The result is a rate base of $7,290, or $455 per customer at the two-year level.  Revenue required for the operation is estimated to be $6,486 per year, which in turn requires a monthly residential rate of $33.78.  The Staff and the Company arrived at this rate after discussions and modifications of the estimated expenses as originally submitted.  The estimated expenses and rate calculation are shown on Attachment 1 to this Memorandum.  The rate calculation includes depreciation rates as shown on Attachment 2.

Calvey Brook Water, Inc. (Case No. WA-2004-0280)

The service area will be served by a groundwater well with a 12,500-gallon aboveground storage tank and a 1,000-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 and storage tanks 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 $182,500.  The contributed facilities mentioned above total $73,000 and a $200 per connection CIAC charge for all 36 customers totals $7,200.  This leaves $102,300 as the projected rate base level that will be required to serve the 36 residential customers.  In an effort to protect the utility from financial instability, if the certificated area does not develop as rapidly as projected, the Staff performed the rate calculation 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 $2,840 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 36 single-family homes.

The Company and Staff have agreed to a $600 connection charge, which is for the purpose of constructing the water service connection and meter setting for each individual customer, and which includes a $200 CIAC charge.  Annual revenue required for the operation at the two-year level is estimated to be $11,567, which in turn requires a monthly residential rate as follows:

Monthly minimum, including the first 3,000 gallons:
$36.36

Commodity charge, per 1,000 gallons over 3,000 gallons:
$2.05

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 36 subdivision lots are connected within three to five years.  The Staff and the Company arrived at this rate after discussions and modifications of the estimated expenses as originally submitted.  The estimated expenses and rate calculation are shown on Attachment 3 to this Memorandum.  The rate calculation includes depreciation rates as shown on Attachment 4.

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

Each Company will need to file a complete tariff after the Commission grants each Company a certificate.  The Staff will assist the Companies with this task, and anticipates the tariffs will be similar to the Water & Sewer Department’s example tariffs for water and sewer utilities.  The sewer tariff will need to include the requirement that each customer will install a septic tank as a part of his or her connection to the system.

Responses to Staff’s Proposals

Throughout the initial stages of its investigation of the Companies' Applications, the Staff communicated with the Companies' owner regarding the Staff's possible positions on the granting of the Application.

On May 4, the Staff communicated its positions set out in this Memorandum to the Companies' owner by faxing a letter summarizing those positions to the owner.  A copy of the Staff's letter is included as Attachment 5 to this Memorandum.  That letter stressed the need for the Companies, as regulated utilities, 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 statutes 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 an appropriate Circuit Court.

The Companies' owner has responded to the Staff's May 4 letter (via facsimile), acknowledging his receipt and review of the Staff's letter, and stating his acceptance of the Staff’s proposed rates.  A copy of this response is included as Attachment 6 to this Memorandum.

On the morning of May 6, the Staff e-mailed its position letter to Ms. Ruth O'Neill of the OPC.  Ms. O'Neill has since verbally advised the Staff that the OPC may have some concerns regarding certain aspects of the conditions for service agreed upon by the Companies and the Staff, and that the OPC will likely file a response to this Memorandum outlining those concerns.

Staff's conclusions

The Staff is of the opinion that the Companies' proposals, as modified and agreed to by the Company and the Staff, are reasonable.  There is a need for water and sewer service, in that it is required for the new subdivision.  The Staff believes the Company has the necessary technical, managerial and financial capacities, in part because Wideman Well Drilling has been contracted to operate the water system and Environmental Services has been contracted to operate the sewer system.  Copies of these operators' Certificates of Competency as issued by the Missouri Department of Natural Resources are on file in the Water & Sewer Department.  Additionally, the owners of the Companies are established property developers in the vicinity and have experience in the design and development of water and sewer systems for several subdivisions in the area.  Both of the utilities will essentially be financed by the subdivision development venture, at least for the first few years of operation.

The Tartan Energy Criteria

As noted previously, the Staff analyzed the Companies' ability to meet the Tartan Energy Criteria, as slightly modified by the Staff, as has historically been done in evaluating service area certificate applications.  The Staff's conclusions regarding this matter are set out below.

Is there a need for the proposed services, and is there a need for the Companies to provide the proposed services?  There is a need for water service in the Calvey Brook subdivision in that it is a new development, and a central sewer system is needed in order to satisfy state and local regulations related to new subdivision development.  The subdivision is located in Public Water District Number 2; however, according to the Franklin County Planning and Zoning Department, the district exists only on paper and has no active members.  As a result, the Staff believes there is a need for the Companies to be the entities providing the proposed services to the new area.

Are the Companies qualified to provide the proposed service?  The Staff believes that the owners of the Companies have demonstrated technical and managerial ability to develop and operate both water and sewer systems, in that the owners are established property developers in the area.  The owners have experience in the design and construction of water and sewer systems for several other subdivisions and have contracted with certified operators to run the systems.

Do the Companies have the financial ability to provide the proposed services?  Both of the utilities will essentially be financed by the subdivision development venture, at least for the first few years of operation.  The Staff believes that the Companies have the financial capability through bank financing and its owners' funding support to successfully move forward with its proposals, and will be able to generate sufficient cash flow to repay the bank loan.
Are the Companies' proposals economically feasible?  The Staff, having evaluated estimated expenses, rates, CIAC charges, etc., believes the proposals for both the water and sewer systems within the requested area are economically feasible – if the Staff's proposed rates are adopted.  As is common, however, for new proposed service areas for any utility, the feasibility is dependent upon customers actually connecting to the system, albeit the Staff believes that its proposals alleviate this concern to some degree.

Do the Companies' proposals promote the public interest?  The Staff believes the Companies' proposals promote the public interest because central water and sewer systems are desirable for a good living environment for the involved residents, and because the other Tartan Energy Criteria have been met.

Staff's recommendations

Based upon the above, the Staff recommends that the Commission issue orders that:

1) Approve a Certificate of Convenience and Necessity for Calvey Brook Water, Inc. for providing water service to the service area described in the Application;

2) Approve a Certificate of Convenience and Necessity for Calvey Brook Sewer, Inc. for providing sewer service to the service area described in the Application;

3) Require the Water Company to submit a complete tariff specifying a monthly minimum rate of $36.36 (including 3,000 gallons of usage) plus $2.05 for each additional 1,000 gallons, and specifying the agreed-upon connection fees;

4) Require the Sewer Company to submit a complete tariff specifying a monthly rate of $33.78, including a requirement that each customer install a septic tank for their service and specifying the agreed-upon connection fees;

5) Approve the schedules of depreciation rates attached to this Memorandum for use by the Companies.

6) Require both the Water and Sewer 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

7) Recognize that nothing in this Memorandum, or in any order issued by the Commission in these cases, shall bind the Commission on any ratemaking issue in any future rate proceedings.

After the Companies submit complete tariffs, the Staff will submit additional recommendations regarding approval of the tariffs.
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