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BEFORE THE M SSOURI PUBLI C SERVI CE COVM SSI ON

In the Matter of the Application

O M ssouri Anmerican Water Conpany for

A Certificate of Convenience and Necessity
Aut horizing it to install, own, acquire,
Construct, operate,control, manage, and
Mai ntain a water system and sewer system
In and around the City of Eureka, M ssouri

TRANSCRI PT OF PROCEEDI NGS, Vol une Four, produced,

Sworn and exam ned on May 6, 2022, between the hours
of nine o' clock in the forenoon and five o' clock in
the afternoon of that day, via WebEx tel econference,
before Jeanne M Pedrotty, a Certified Court Reporter
(MO and Certified Shorthand Reporter (IL), in a
certain cause now pendi ng before the M ssouri Public

Service Comm ssi on.
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APPEARANCES

Presi ding: Kenneth Seyer, Regul atory Law
Judge

For M ssouri Anerican Water:

Dean Cooper, Esq.

Brydon, Swearengen & Engl and
312 East Capitol

Jefferson City, Mo 65102

For the Public Service Conm ssion:
Karen Bretz, Esq.
M ssouri Public Service Conmm ssion
200 Madi son Street
Jefferson City, Mo 65102

For the Office of Public Counsel:

Li ndsay Van Gerpen, Esq.
Of fice of Public Counsel
200 Madi son Street
Jefferson City, MO 65102

Court Reporter:

Jeanne M Pedrotty, CCR/ CSR
M ssouri CCR #618

I11inois CSR #084-003893
Veritext Legal Sol utions
701 Mar ket Street

St. Louis, Mssouri 63101
(314) 230-7260
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| T 1 S HEREBY STI PULATED AND AGREED by and between
all parties that this proceeding may be taken in
short hand by Jeanne M Pedrotty, CCR/CSR, a Certified
Court Reporter and Certified Shorthand Reporter, and
afterwards transcribed into typewiting.
* * * * *

JUDGE SEYER: Let's bring this proceeding
to order and go on the record. Good norning, today is
May 6, 2022. The tinme is 8:30 a.m. The Conm ssion
has set this time for evidentiary hearing in the case
captioned as in the Matter of Application of M ssouri
Anmerican Water Conpany for certificate of conveni ence
and necessity authorizing it to install, own, acquire,
construct, operate, control, manage, and naintain a
wat er system and sewer systemin and around the City
of Eureka, Mssouri. It is our file nunber
WA- 2021- 0376 and al so i ncludes the sewer system case
file nunmber SA-2021-0377.

Previ ously on January 21st and 22nd -- |'m
sorry -- January 20th and 21st, evidence was presented
to the Commssion in this matter. The purpose of
today's evidentiary hearing is to collect additional
evi dence pursuant to the Conm ssion's order granting
request to ra-open the record issued April 21st. For

that order, today's evidence shall be limted to that
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related to the Arbors of Rockwood Community
| nprovenent District. M nane is Ken Seyer. | amthe
regul atory | aw judge presiding over this hearing. The
hearing is taking place in Public Service Comm ssion
heari ng room Room 310 of the Governor's office
building in Jefferson City, Mssouri. However,
wi tnesses will also be participating over the Internet
via Cisco WbEx. So |let's have counsel for the
parties make their appearances beginning with M ssouri
Anmerican Water.

MR. COOPER: Thank you, Your Honor. Dean
Cooper fromthe law firm of Brydon, Swearengen &
Engl and, P. O Box 456, Jefferson City, Mssouri,
65102, appearing on behalf of M ssouri American Water
Conpany.

JUDGE SEYER: Publ i ¢ Counsel ?

MS. VAN GERPEN:. Good norning, Your Honor.
Li ndsay Van Gerpen from O fice of the Public Counsel,
P. O Box 2230, Jefferson City, Mssouri, 65102.

JUDGE SEYER: Okay. And the staff of the
Comm ssi on?

MS. BRETZ: Karen Bretz for staff,
B-r-e-t-z, address is 200 Madison Street, 8th floor,
Jefferson City, Mssouri, 65102.

JUDGE SEYER: Al right. For those in the
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hearing room | ask that everyone silence all cel
phones and nobile devices. |[If you are in the hearing
room and al so | ogged on to WebEx | ask that you | og
of f WebEx to avoi d feedback and other potential audio
i ssues. Also, for those in the hearing room pl ease be
cogni zant of when your m crophones are on indicated by
alit green light at the base of m crophone and when
they are off. For those connected via WebEx | ask
that you nute your m crophone when not speaking.

Al so the court reporter today is not
present in the hearing room but is instead
participating via WebEx. Therefore, it's inportant
that you speak into the hearing room m crophones so
that she can record all of the proceedings. Do the
parties have any prelimnary matters today?

M5. BRETZ: Judge, | didn't realize the
court reporter was going to be on WebEx. How should
we handl e exhibits then?

JUDGE SEYER: As long, | think we all have
access to those exhibits.

MS. BRETZ: Since they are entered into
EFI S al ready?

JUDGE SEYER: Right. As long as the -- if
they are not already entered into EFIS, as | ong as

they are e-mailed to the exhibits at psc. Mdb. gov e-mil
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address. Ckay. Are there any changes to the joint
order of w tnesses and cross exam nation filed on
Wednesday, May 4th? Ckay.

MR. SILVEY: This is Chairman Silvey.

JUDGE SEYER: Yes.

MR. SILVEY: | would like to note that | am
present as well as Conm ssioner Holtman. And |I'm not
sure if any other conm ssioners are present.
Comm ssi oner Col eman is here. Thank you, Judge.

JUDGE SEYER: I'msorry. Who is that?

MR. SILVEY: | believe Conm ssioner Col eman
and Conm ssioner Holtman are al so present.

JUDGE SEYER: Ckay. Thank you. According
to the joint order of witnesses, staff will be calling
Craig Sabo, Curt Gatel ey, Amanda McMel | en; and then
M ssouri Anerican Water would call Sean Flower and
Brian LaGrand; is that correct?

Okay. As far as the nunbering of the
exhi bits, previously exhibit nunmbers 1 through 99 were
assigned to M ssouri Anerican Water Conpany; 100
t hrough 199 to staff, 200 through 299 to Public
Counsel, and 300 to 399 to the Conm ssion. So any new
exhi bits should foll ow that nunbering. All right.

So, Ms. Bretz, would you |like to make an

openi ng statenent on behalf of the staff?
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M5. BRETZ: Yes. Thank you. Good norning,
may it please the Comm ssion. | am Karen Bretz for
conmm ssion staff. Thank you for re-opening the record
in this case to hear evidence whether residents of
Arbors of Rockwood subdivi si on devel opnent woul d pay
twice for their water systemin the sale of the City
of Eureka water systemto M ssouri Anerican is
conpl et ed.

JUDGE SEYER: Excuse me, Ms. Bretz, is
that m crophone on?

MS. BRETZ: Yes.

JUDGE SEYER: | just want to nmake sure.

MS5. BRETZ: Briefly, the Arbors subdivision
is on the north side of |-44 just east of Six Flags.
It's a brand new subdivision. There are 528 hone
| ots. And according to Mayor Flower's testinony, 405
occupancy permts have been issued to date. The
residents in the Arbors are subject to a community
| nprovenent district or CID. Sections 67.1401 through
67.1571 RSMO provides for the formation of ClDs and
descri bes how they operate. Depending on the anount
of street frontage, honmeowners in Arbors are annually
assessed between $100 and $800 annually to reinburse
t he devel opers costs, which include the costs of

constructing the water system The CID is authorized
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to |l evy these assessnents for up to 32 years fromthe
date the City of Eureka ordi nance was passed. So
potentially Arbors residents will be paying these
assessnments until 2048. Staff's opinion is that
residents of the Arbors will pay twi ce for the water
system serving their subdivision if the sale to

M ssouri American goes through. Through their CI D
assessnments residents are currently paying the

devel opers costs of installing the water system
Docunents filed in EFIS fromthe state auditor's
office and St. Louis County Departnent of Revenue show
that Arbors residents have been paying these
assessnments since 2018. On their real estate tax
recei pts these assessnents are |listed as other
charges. This is one time that the Arbors residents
will be paying for their water system |If the sale to
M ssouri American is conpleted, the apprai sed val ue of
the water systemw || be included in M ssouri
American's rate base. Therefore, all M ssouri
Anerican custoners including residents in the Arbors
will pay for this appraised value through their rates.
This is a second tinme that Arbors rate payers are
paying for their water system Brian LaG and of

M ssouri Anerican states in his testinony that Arbors

residents will not pay twice. Hi s reasoning is that
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under the appraisal statute fair market val ue
establishes rate base and regardl ess of whether the
val ue of the Arbors water systemis considered

di stributed property, the fair market value for the
entire transactions is $28 mllion. M. LaG and
further states that custoners in the Arbors will pay
the sanme rate as all other Eureka custoners. And this
actually bolsters staff's argunents because it

establi shes that Arbors residents are paying fully for
M ssouri Anmerican investnents in the system M.

LaG and overl ooks that Arbors residents have been and
woul d tend to pay annual assessnents to the CID. The
parties have briefed the i ssue where the comm ssion
must nake a necessary or convenient for the public

I nterest finding when it purchase is made pursuant to
apprai sal statute. Staff and OPC s position is that

t he apprai sal statute does not abrogate the

comm ssion's duty to make this finding. M ssouri
Anerican's position, of course, is that the conmm ssion
must bl anketly accept the M ssouri Anerican/City of
Eureka appraisal. The necessary or conveni ent
standard safeguards rate payers to hel p ensure that
their rates are fair just and reasonable. As we've
seen in this case, the necessary or convenient for the

public interest standard provides a vital check and
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bal ance. It ensures that people are not paying tw ce
for the sanme system Staff has subjected Craig Sabo,
an enpl oyee of the City of Eureka and a board nmenber
of the Arbor's CID to be present today. Staff's other
witness Craig Gatel ey and Amanda McMel |l en are al so
avail abl e for cross exam nation and conm ssi oner
guestions. Thank you.

JUDGE SEYER: Thank you. Ms. Van Gerpen,
woul d you |ike to make an opening statenent.

MS. VAN GERPEN:. Very briefly, Your Honor.

MR. SILVEY: This is Chairman Silvey again.
Are we going to have an opportunity to question after
t he openi ng statenment?

JUDGE SEYER: |'m sorry about that, yes.

MR. SILVEY: Thank you. | have a couple of
guesti ons.

JUDGE SEYER: Do any of the other
conm ssi ons have any questions for Ms. Bretz?

MR. SILVEY: Yes. Ms. Bretz, thank you for
your opening statenent. A couple questions. Did the
residents of this subdivision have an opportunity to
vote in the election?

MS. BRETZ: Yes. They voted as did the
other residents the City of Eureka did.

MS. SILVEY: And did the ball ot |anguage
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i nclude the sales price of $26 mllion.

M5. BRETZ: Yes, they did. And it was
actually $28 mllion.

MR. SILVEY: $28 mllion. Thank you for
that correction. MWhat portion of the CID that they
are paying their annual CID -- what portion of that is
specifically related to the water as opposed to
streets, sidewal ks, and other things covered by the
Cl D.

MS. BRETZ: Amanda McMellen m ght be able
to better answer that question, but staff did a back
of the neck initial formulation of how nuch they wll
be paying. And staff estimated the amount they wll
be paying to reinburse the devel oper is the sane as
what staff assigned as which is $2.9 mllion, but
you' re asking how nuch of their annual assessnent w |
be put towards the paying the devel oper?

MR. SILVEY: Specifically for the water
system because ny understandi ng of how CI Ds operate is
there is other costs included there, that the
devel oper is being reinburse for streets, curbs,
si dewal ks, whatever woul d have been included in that
CIDto begin with, so of the aggregate cost how nuch
of that are specifically related to the water

treatnent center.
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MS. BRETZ: As | recall and this is in the
devel opnment agreenent, which we will be asked to be
admtted into evidence the brief entire total is $3.4
mllion, and so approximately 2.9 of that will be for
the water system

MR. SILVEY: Ckay. So if the conmm ssion
were to determne -- what relief is staff asking for,
are you asking for us to just reject the sale outright
or is there a way in which the comm ssion could craft
an order for the sale to proceed, but protecting the
I nterests of that particul ar nei ghborhood as it
pertains to doubl e paying?

M5. BRETZ: | believe staff's position is
it's all or nothing situation. And that the |anguage
of the appraisal statute says that you nust either
accept it or reject it. And so we are asking for the
conm ssion to reject entirely the M ssouri Anmerican
appl i cati on.

MR. SILVEY: So there are approxi mately 500
and sonme lots in this neighborhood, is that what your
openi ng statenent says?

MS. BRETZ: 500 and sonme change, yes.

MR. SILVEY: 500 and sone change. How nany
| ots are there in Eureka at | arge?

MS. BRETZ: |'mnot sure entirely. |
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recall testinmony from | think, it was from Mayor

Fl ower that he stated that the people living in the
Arbors devel opnent is approximately ten percent of the
popul ation of the nunber of homes that are woul d be
potentially M ssouri Anmerican custoners.

MR. SILVEY: So if it's all or nothing
proposition and we have no authority to find a mddle
ground or to specifically carve out that nei ghborhood,
you're asking us to reject an entire application based
on ten percent of the population. |Is that an accurate
assessnment ?

MS. BRETZ: Well, | nmean we had two days of
hearing in January, too. And we believe there is
ot her reasons why the application should be rejected.
At this time we're just addressing the Arbors -- the
Arbor issue. W believe that there are other reasons
why the application should be rejected as we
descri bed, as we put testinmony on in January.

MR. SI LVEY: Sure, but as it pertains to
this hearing today for this one specific issue, all or
not hi ng based on ten percent for this argunent.

M5. BRETZ: Yes. Yes, of course. M ssouri
American is free to come back and submt anot her
application.

MR. SILVEY: How | ong would that take?
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M5. BRETZ: We could ask for accel erated
schedule. | would think 60 days. Sixty days we coul d
come up wth another recommendation -- staff could
cone up wth another recommendati on.

MR. SILVEY: Ckay. Thank you, Ms. Bretz.
Thank you, Judge. No further questions.

MS. BRETZ: Thank you.

JUDGE SEYER: Are there any questions from
t he ot her conmm ssioners?

COW SSI ONER:  No questions, Judge.

COW SSI ONER: No questi on.

JUDGE SEYER: Thank you. Then Ms. Van
Ger pen.

MS. VAN GERPEN: Good norning, and may it
pl ease the comm ssion. M nane is Lindsay Van Cerpen
and | represent the Ofice of the Public Counsel. The
OPC continues to request that the conm ssion deny
M ssouri Anerican Water Conpany's application for
certificate of convenience and necessity in regards to
the acquisition of the City of Eureka, Mssouri's
wat er and sewer systens. The OPC maintains the
position that it took inits initial and reply
post-hearing briefs, specifically that the comi ssion
shoul d deny the requested CCN because M ssouri

Ameri can Water Conpany plans to pay too nmuch for these
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systens and it plans to provide water service to
Eureka through a new pipeline nmeans that this
acquisition sinmply is not in the public interest.
Today we're here to explore the additional fact that
the residents of the Arbors subdivision will likely
pay twice for parts of their water systemif M ssour
Anerican Water Conpany conpletes this purchase. These
paynents will conme once through a community
| nprovenent district special assessnent and once
t hrough their M ssouri American Water Conpany rates.
Al t hough the OPC does not dispute that M ssouri
Anmerican Water Conpany is qualified and has the
financial ability to provide water and sewer service
to the citizens of Eureka. These facts will further
support the OPC s position that this acquisition as
proposed sinply is not in the public interest. And
for these reasons the OPC continues to request that
the comm ssion deny the requested CCN. Are there any
questions?

JUDGE SEYER: Any questions fromthe
comm ssi oners?

MR. SILVEY: Thank you, Judge, this is
Chairman Silvey. | have a question. Thank you for
your opening statenment. So since you nentioned in the

openi ng statenent, you're contending M ssouri Anerican
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I's paying too nuch for the systenf

MS. VAN GERPEN: Yes, that's correct.

MR. SILVEY: And they are paying it to the
City of Eureka, correct, not to an individua
devel oper?

MS. VAN GERPIN: That is correct.

MR. SILVEY: And the City of Eureka -- it
seens like this is alittle bit of a different
situation than an acquisition to a private devel oper
because the citizens they are essentially paying the
citizens who are going to be receiving the service
through their elected city council and di sbursing
those funds, is that an accurate assessnment? So they
are over paying to thensel ves?

M5. VAN GERPEN: [|'m not sure that | would
agree with that. Because the citizens of the Arbors
will still continue to pay for their water system
t hrough the CID as wel |.

MR. SILVEY: But you also agree that they
participated in the election which stated the anount
of the sale?

MS. VAN GERPEN:. Yes.

MR. SILVEY: And that the proceeds of the
sale will go to the city, which will be able to be

appropriated by their elected representatives?

WWw.veritext.com

Veritext Lega Solutions

888-391-3376



© 00 N oo o b~ wWw N P

NCRE SR SR R N o e e e i o
a A W N P O © 00 N O 00~ W N ., O

Page 311

MS. VAN GERPEN: Yes.

MR. SILVEY.: Okay. Thank you. Thank you,
Judge.

JUDGE SEYER: Al right. Are there any
ot her questions fromthe comm ssioners? All right.
Thank you, Ms. Van Gerpen. | apologize. Al right.

M . Cooper, would you |ike to make an opening
st at enment ?

MR. COOPER: Thank you. Before | go |
guess into nmy opening statenent | did want to respond
to one thing that Ms. Bretz stated near the end of her
openi ng. She was asked about the timng it would take
to bring another application before this conm ssion.
And she referenced, | think, the 60 days that is sort
of aspirational for the staff to file a recomendati on
fromthe time an application has been filed with the
comm ssion. | don't know how many cases that actually
happen in 60 days. But nore inportantly, as has been
di scussed in this case when we were here before, the
sale of the systemby the City of Eureka requires a
public vote, a public vote that passed calls for a
purchase price certain. So | think if we're talking
about sone sort of situation where we cane back to the
comm ssion with sone other purchase price you're

t al ki ng about placing another resolution on the ball ot
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and an el ection and that process before you ever get
around to thinking about com ng back to this

comm ssion. So | think it is a nmuch longer time frane
than just com ng back with a second application. That
havi ng been said, | do want to say the issue we're

di scussing today with the Arbors is largely a
continuation of an issue that has been di scussed
previously. The Arbors devel opnent was specifically
di scussed in this case to include staff's cal culation
inits staff recommendation was incorporated in its
testinony. There was cross exam nation of the staff
W t ness about the Arbors, and M ssouri Anerican
addressed the Arbors in its initial brief. That
focused on the fact that the Arbors was being treated
as a contributed property or contributed plant by the
staff. And in fact, specifically that's what M ssouri
Anmerican's initial brief tal ked about with the inpact
contri buted plant we believe should have on fair

mar ket value which is none. But nore to the point is
as can been seen in the testinony is Eureka has a
publ i c question and answers website associated with
wast e water and water property and sal e process that
specifically address the Arbors situation -- the
Arbors CID, in fact, situation for sone tine.

M ssouri American wtness LaGrand points out that the
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staff made specific reference to the city's question
and answer site as early as October 1st of 2021, when
the staff recommendation was filed. Throughout the
case, staff has been aware of Arbors's assets and the
fact they were contributed to Eureka. And as | said
earlier, took this into account in its recommendati on
and, in fact, M. Gateley's testinony in today's
hearing specifically indicates that staff's
recommendati on remai ns unchanged as a result of the
CID information. Now, nore inportantly the community
| nprovenent district in place to recover a portion of
devel opnent cost related to property contributed to
the city where all devel opnent costs are assunmed to
have been recovered or not in some way -- sone other
way. The issue is the sane for this comm ssion, that
I's once the assets are owned by a city does the path
of the city's acquisition matter in regard to the fair
mar ket val ue of the assets owned by that city for

pur poses specifically of section 393.320 RSMO. Agai n,
M ssouri Anerican believes the answers is it does not.
In accordance with 393.320 blink 5 subsection 1, the

| esser of the purchase price or appraised or fair

mar ket val ue together with the reasonabl e and prudent
transaction closing and transition cost incurred by

M ssouri Anerican shall constitute the rate nmaking
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rate base for Eureka's system being acquired by

M ssouri Anerican. Assets referenced by staff are
owned by Eureka are currently in service and are used
and useful for the provision of water services to
Eureka residents. Nothing in section 393. 320
references or creates an exception for contributed
property in the case of a nmunicipal system Now, this
does not nean that the concept of net book value is
conpletely ignored by section 393.320. |If the snall
water utility is a public utility subject to chapter
386 and small water utility conpleted a rate case
prior to the acquisition, the comm ssion may utilize
the net book val ue determ ned by the commission inits
decision as to the rate nmaking rate base. However,
again, that provision is not avail able where the small
water utility is a nunicipal system That different
approach could be for one or all of several good
reasons. It could be because of the difficulty in
establishing a net original cost for unregul ated
system Because the consolidation of small water and
sewer systens with | arge systens shoul d be encouraged
or perhaps that's because in the case of a
muni ci pality as citizens, the custoners, are receiving
value in that the city can use and apportion its sales

proceeds as it sees fit for the benefit of the city
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and its citizens Now, | wll add to ny, perhaps, I|ist
one nore item fourth class cities may sell property
pursuant to the power granted by section 79.010, but
Its power nust necessarily be exercised in conjunction
with Mssouri, with the M ssouri constitutiona
provisions. Article 6 section 25, and section 23 for
that matter, prohibit a city froma grant of public
noney or property to any private individual,
associ ation or corporation. As a result, a city may
not donate to private businesses or charters, give
away assets or convey assets for nom na
consideration. And | would reference as a good
sunmary of this situation and case |aw surrounding it,
| would reference you to AG opinion 98-96, which was
I ssued on July 5th, 1996, and can be also cited in
Lexus 1996 AG Lexus 77. And | have copies of that
Judge if you're interested. |If the city were to give
Its water assets to Mssouri Anmerican or the Arbor
assets to Mssouri Anerican for sonething | ess than
fair market value such an act would appear to violate
the M ssouri constitution.

Now, | would also like to talk a little bit
about the sort of the perspective proportions invol ved
here in regard to the size of the Arbors. Arbors

subdi vi sion, there are, as Ms. Bretz said, about 405

Veritext Lega Solutions

WWw.veritext.com 888-391-3376



© 00 N oo o b~ wWw N P

NCRE SR SR R N o e e e i o
a A W N P O © 00 N O 00~ W N ., O

Page 316

wat er custoners currently in the Arbors area. This
conpares to approximately 4100 total Eureka water
custoners and approxi mately 340,000 M ssouri Anerican
wat er custoners in St. Louis County, the district of
whi ch Eureka water custonmers would becone a part. The
$2.9 mllion construction cost associated with the
Arbors water system assets that we're tal king about
today conpares to a water rate base for the St. Louis
County district of approximately $1.2 billion as of
Decenmber 31st of 2020. The portion of any revenue
requi renment associated with that $2.9 mllion that one
coul d even argue woul d be recovered fromthe Arbor
wat er custoners through MAWC rates woul d be extrenely
smal |

Finally, | |leave you with a couple of
questions. Staff's argunent, again, is its position
that the 405 water custonmers in the Arbors devel opnent
could pay twice for the Arbors water system As
di scussed before, MAWC believes this concept is not
applicable to a nmunicipal system However, even if it
were, iIf the sale does not go through, the assets stay
with Eureka and Arbors residents continue to pay the
same water rates as ot her Eureka custoners, woul d
staff still say those custoners are paying tw ce.

What if any absence of a sale to M ssouri Anerican
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does Eureka water rates are simlar to or even higher
t han Arbors residents would have paid to M ssouri
American, would staff still argue they are paying
twice if the systemis acquired by M ssouri Anerican,
but not if the sale falls through and they pay higher
rates. |It's just a fact that the crossover of assets
froma nunicipality to a regul ated i nvestor-owned
utility necessarily create sort of the overused phrase
of apples to orange conparison. Net original cost and
contributed plant are terns applicable to regul ated
utilities and have nothing to do wth nunici pal
utility accounting. And nore inportant, nothing to do
with the fair market value of those mnunicipal assets.
The issues raised in this hearing do not change the
argunment M ssouri Anerican has made in its initial and
reply briefs and M ssouri American asks that the
conm ssion apply section 393.320 as witten, grant
M ssouri Anerican's certificates of conveni ence and
necessity to provide water and waste water service
within the proposed service area subject to the
conditions described by staff, and establish the rate
maki ng rate base for the systenms acquired in anount
equal to the fair market value. Thank you.

JUDGE SEYER: Al right, Chairman Silvey,

do you have questions?
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MR. SILVEY: Thank you, Judge, | do.
EXAM NATI ON
QUESTI ONS BY MR. SI LVEY:

Q Thank you for your opening. So you
reference the 405 custoners in the subm ssion, roughly
4100 custoners total in Eureka, and 340,000 in St.
Louis County at | arge?

A. Approxi mately, yeah. Perhaps a few nore
t han 340, 000, but that's pretty cl ose.

Q So just so I'mclear, if this acquisition
were to go through then the rate base for citizens of
Eur eka woul d becone 344, 000 people. | nmean they woul d
all be paying the same?

A The nunber of custoners in the St. Louis
County district for water woul d be approxi mtely

344, 000, correct.

Q Wul d they all be on the sane rate?
A. Well, within that nunber of custoners there
are, | can't renmenber the rate designation, but there

woul d be sone differentiation there. Rate A there is
rate J for industrial. M. LaG and could probably
give a better rundown. | know he can give better
rundown than | for the different rates.

Q Let nme rephrase.

A. Go ahead.
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Q So, yes, respective of different rate
classes, would the $2.8 nmillion that's at issue today
be spread across 340, 000 sone thousands people as
opposed to just the 4100 people in Eureka?

A. Correct, yes, Chairmn.

Q So your contention is the actual amount of
doubl e paynent woul d be very small because 340, 000
people who aren't currently bearing that cost would
al so be bearing that cost after the acquisition?

A. That's correct, yes.

Q Ckay. Thank you. Thank you, Judge.

JUDGE SEYER: Do any of the other
conm ssi oners have questi ons.

COW SSI ONER: No questions, Judge.

JUDGE SEYER: Al right. Thank you, M.
Cooper.

Q | apol ogize. | do have one additional
guestion. So we have the election that occurred, is
the record -- does the record show what the results of
the election were specifically or just that it was

majority that approved the sal e?

A. No, | believe, Chairman, that our -- |
don't remenber exact count, but | believe our direct
testi nony provides the exact count -- our direct

testinmony in the first part of this case. And |I'm
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sure we can cone up with that pretty quickly.

Q Ckay. For the specific issue today, |
don't recall seeing in the record. Wuld it be
possible to get the precinct results for this area
where the CIDis into the record?

A. | can certainly look. | think whether it
cones into the record or not is a question for
yourself and the Judge, but certainly we can see if we
can conme up with that information, Chairman.

Q Okay. Thank you. Thank you, Judge.

JUDGE SEYER: Thank you, M. Cooper. All
right. M. Bretz, call your first wtness.

MS. BRETZ: Qur first witness is Craig
Sabo.

JUDGE SEYER: Al right. M. Sabo. And
he is testifying via WebEx, correct?

MS5. BRETZ: That's my understandi ng.

JUDGE SEYER: Are you here, M. Sabo?

THE WTNESS: |'m present.

JUDGE SEYER: Thank you. Wbuld you raise
your right hand to be sworn in please. Thank you. Do
you solemly swear or affirmthat the testinony you
give in this hearing shall be the truth, the whole
truth, and nothing but the truth.

THE W TNESS: | do.
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JUDGE SEYER: Al right. Thank you. o
ahead, Ms. Bretz.
EXAM NATI ON
QUESTI ONS BY MS. BRETZ:

Q Thanks. Good norning, M. Sabo?

A. Good nor ni ng.

Q "Il turn this around so | can both | ook at
you and speak into the mcrophone. It's alittle
awkward. You're an enployee of the City of Eureka; is
that correct?

A. Yes.

Q And what's your title?

A City adm nistrator.

Q And what's your job responsibility in a
nut shel | ?

A. Oversee the day-to-day operations of the
city, provide managerial support and oversight.

Q And you're also a board nenber of the
Arbors of Rockwood community inprovenent district; is

that correct?

A. Yes.

Q How | ong have you been a board nenber?

A. Since its formation roughly five years ago.
Q If | said 2016, does that sound about

right?
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Yes.

Do you have an official position in the

Yes. |'msecretary and treasurer.

You're currently secretary treasurer of the

Yes.

Is Barb Flint also an enployee of the City

Yes. She is our finance director.
And she is al so board nenber of Arbors ClD?
Yes.

Does she have a position other than being

board nenber? |Is she an officer as well?

No.

Okay. Staff subpoenaed you to be present

t oday, correct?

Yes.

And staff asked you to bring sonme docunents

Yes. \Which were provided.

Correct. W found out you were going to be

appeari ng WebEx and you were gracious enough to
provi de these docunents and you nmade those avail abl e

ri ght?
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A. Yes.

Q "Il say for the record, staff distributed
to the other parties and also filed into EFI S these
docunments. What you have marked as docunent one is a
copy of Ordinance 2394, which was passed by the City
of Eureka Board of Alderman and it establishes the
Arbors CID; is that correct?

A. Yes.

Q You're famliar with that ordi nance?

A. I am

Q And what you sent to us is a true and
correct copy of that ordi nance?

Yes.

Q And then what you marked as docunent two
are the resolutions passed by the Arbors CID?

A. Yes.

Q And you're famliar with those resol utions?

A. Yes.

Q What you sent to us are true and correct
copi es of those resol utions?

A. Yes.

Q And what you narked as docunent three is

t he devel opment agreenent between the City of Eureka,
t he devel oper, and Arbors CID?

A. Yes.
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Q And you're famliar wth that agreenent?
A. Yes.
Q And what you sent to us is a true and

correct copy of that agreenent?

A. Yes.

Q Staff al so asked you to bring the receipts
and financial records related to the water system at
the Arbors; is that correct?

A. Yes.

Q And you wote to ne that that information

was contained in what you marked as docunent 2U,

correct?
A Yes.
Q Judge, we woul d ask for the subpoenaed

docunments to be admtted as, | think, Exhibit 100. |Is
that the correct nunbering?

JUDGE SEYER: | woul d suggest that we make
that Exhibit 110, which | think is the next available
exhi bit nunber.

MS. BRETZ: Sure.

JUDGE SEYER: So all three of those, all of
t hose docunents or just docunent one?

MS. BRETZ: All the docunents.

JUDGE SEYER: Okay. So what's essentially

document one, two and three, that collection would be
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Exhi bit 110. Are there any objections to that? All
right. Exhibit 110 is adm tted.
M5. BRETZ: We don't have any ot her
guesti ons, Judge.
JUDGE SEYER: Al right. M. Van Gerpen,
do you have any questions.
MS. VAN GERPEN: No questions, Your Honor.
JUDGE SEYER: Al right. M. Cooper?
MR. COOPER: No questions, Your Honor.
JUDGE SEYER: Al right. Are there any
guestions fromthe comm ssioners? Hearing none, | do
have sonme questions nyself.
EXAM NATI ON
QUESTI ONS BY JUDGE SEYER
Q So M. Sabo, you are currently a nmenber of
the Board of Directors of the CID, correct?
A. Yes.
Q And as you testified here today, are you
representing the district, the city or sone
conmbi nati on of both?
A. Presumabl y bot h.
Q Ckay. This community inprovenment district,
did the devel opnment of that area start before the
creation of that CID?

A. Legi sl ati ve consi deration preceded it for
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t he zoni ng.
Q But actual shovel in the ground not before

the creation of it?

A | can't speak as to how the timng of those
two net.

Q Okay

A. Certainly close. But not necessarily -- |

can't nail the tinme frane.
Q Has t hat subdivision -- has that

devel opment been conpl eted?

A No.
Q Are there still lots for sale?
A There is approxi mtely 80 percent

devel oped, with lots for sale, yes.

Q So approximately 20 percent of lots are
still for sale?

A. Correct.

Q Okay. We have what has been filed in the
EFI' S docunent system as docunent 2U, 2 and the letter
"U', are receipts for the developnment. So I'd like to
draw your attention to that docunent.

A I have it avail abl e.

Q Okay. Are any of the projects that were
devel oped under the CID, have they been sold or are

they to be sold to M ssouri American water?
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A. Well, the water and sanitary sewer
conponent including infrastructure, |ocated on site,
which is well and tank softening equi pnent,

di sinfection, fluoridation and the |iKke.

Q And as those portions of the devel opnment
were constructed, were they transferred to the city?

A. Upon conpl etion and service being provided
by them yes.

Q And | ogi stically, how was that done? Was
It done by resolution?

A. No. It would have been inspection by staff
and any consulting engineers. Sanme with any other
subdi vi si on.

Q So you nentioned the subdivision is roughly
80 percent conpleted. So has there been a certificate

of substantial conpletion submtted to the city?

A. I don't know. Just those conponents woul d
have been accepted. | generally view substanti al
conpletion as the entire devel opnent, including al

other forns of infrastructure such as streets. And

that would not be the case in light of subdivision

still being under devel opnent.
Q "' mnot sure why the m crophone turned off
there. If | can draw your attention to the anended

petition for creation of the ClD?
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A Whi ch - -

UNKNOWN SPEAKER: Do you have a docunent
nunmber for that?

JUDGE SEYER: "' m sorry.

UNKNOWN SPEAKER: Do you have a docunent
number for that?

Q G ve ne a second here. It would be in that
docunment one that was filed with the subpoena in EFIS,
approxi mately six pages in.

A. | apol ogi ze. One nonent please. Okay. |
have it.

Q Ckay. On the third page of that anended
petition it states there is a section for the
estimtes of costs and inprovenents. And it states
that the estimated costs are approximately $3,413, 574.
In the annual report that was submtted to the state
auditor's office, it also lists obligations roughly in
t hat amount for the fiscal year ending June 30th,
2021. So can you tell nme when those obligations were

| ssued, what particular date?

A. One nonment please. | apol ogi ze. Many
docunent s.
Q Of course.

A. Based on resolution 21-001, they appear to

be in 2016, throughout various nonths throughout 2016.
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Q So not issued all at one tine?

A Submtted -- they were submitted in Apri
of 2017, but not incurred all at the same tinme of
course.

Q And what form were those obligations issued

-- in what formwere those obligations issued?

A. My understanding there was a note, note or
notes issued carried by the devel oper.

Q And issued to whom-- to what entities?

A. Rooster Road LLC, the entity, the devel oper
formed in connection with the project.

Q Ckay. If | could direct your attention,
still within that docunent 2U, roughly page 7 of 48.

A. Okay.

Q At the top of that page it is headed Parc
Front Group LP, and then next line HTV CID
rei mbursabl e project costs.

A. | see that. |I'mnot famliar with that
entity.

Q If you can take a | ook at that page, would
you agree that this is essentially what those debt
obligations paid for, the $3.4 mllion?

A. Yes.

Q And so it amobunts to roughly half a dozen

conpani es that contributed to the project and nmajority
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of it was for water service, would you agree?

A. Yes.

Q. And t hen $509, 000 on streets and $48, 000 on
asphalt trail?

A. Yes.

Q Ckay. So were there -- so cost, and | know

t he ordi nance tal ks about | awns, trees, other

| andscape, traffic signs, signals, drainage, et

cetera, storm and sewer systenms. At |east out of this
$3.4 mllion, none of that was spent on | awns and
trees and so forth, correct?

A. Correct.

Q. Al right. | believe those all the
guestions | have at this tinme. Al right. M. Van
Ger pen, do you have any recross based on ny questions?

MS. VAN GERPEN: Not hi ng, Your Honor.
JUDGE SEYER: Or the comm ssioners,
guestion? All right. M. Cooper?
MR. COOPER: Just a couple for
clarification, Your Honor.
EXAM NATI ON
QUESTI ONS BY MR. COOPER:

Q M. Sabo, you were asked sone questions

about the status of the subdivision and | think you

mentioned that it was about 80/20. About 80 percent
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of the |ots sold and about 20 percent, | guess, have
not yet been sold; is that correct?

A Yes.

Q Wul d the collection lines for the sewer
system and the distribution lines for the water system
already be in place in regard to that 20 percent of

the | ots that have not yet been sol d?

A. It is possible that a few mai ns have not
yet been extended. |'mnot certain.
Q And it was nentioned -- the sewer system

was nentioned, or perhaps | would say it was not
mentioned as a part of the cost being recovered
through the CID, is that correct?

A. Yes.

Q That's all the questions | have.

JUDGE SEYER: Al right. M. Bretz, do
you have further questions?

MS. BRETZ: Nothing. Thank you.

JUDGE SEYER: Al right. Can this wtness
be excused? All right. Thank you, M. Sabo. You are
excused.

THE W TNESS: Thank you.

JUDGE SEYER: Al right, Ms. Bretz, cal
your next w tness.

MS. BRETZ: Staff's next witness is Curt
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Gat el ey
JUDGE SEYER: M. Gateley, would you raise
your right hand please? Thank you. Do you swear or
affirmthat the testinony you give in this hearing
shall be the truth, the whole truth, and nothing but
the truth?
THE W TNESS: Yes.
JUDGE SEYER: Thank you. Go ahead, Ms.
Bretz.
EXAM NATI ON
QUESTI ONS BY MS. BRETZ:
Q M. Gateley, would you please state and
spel |l your nane?
A. Cu-r-t-i-s, Gateley, Ga-t-e-|l-e-y.
Q Where do you work and what's your job
title?
A I work for Public Service Comm ssion. |'m
t he manager of the water, sewer and steam departnent.
Q Are you the sane Curt Gatel ey who prepared
testinmony -- it's called direct testinony of Curt G
Gateley with exhibits attached?
A. Yes.
Q Do you have any changes or corrections to
your testinony?

A. | do not.
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Q If | asked you those same questions today
your answers woul d be the sane?

A Yes.

Q And your testinmony is true and correct to
t he best of your know edge?

A Yes.

Q Judge, we would ask for M. Gateley's

testinony to be -- and exhibits, the attached exhibits

-- to be entered as | believe -- is that 111 now?
JUDGE SEYER: Yes, that's correct. |Is

there any objection? Al right. |1'm seeing shaking

heads with no objection. Exhibit 111 is admtted.

M5. BRETZ: We tender the witness for cross
exam nati on.

JUDGE SEYER: Al right. M. Van Gerpen?

MS. VAN GERPIN: Nothing from OPC.

JUDGE SEYER: Al right. M. Cooper?

MR. COOPER: Nothing at this tinme, Your
Honor .

JUDGE SEYER: Al right. Are there any
guestions fromthe comm ssioners?

MR. SILVEY: No questions, Judge.

JUDGE SEYER:  All right. M. Gateley, |
have a coupl e questi ons.

EXAM NATI ON
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QUESTI ONS BY JUDGE SEYER

Q For this particular subdivision, why is it
staff's position that the residents in that
subdivision will be pay twice for their water systenf

A. Ri ght now t hose custoners, it's ny
under st andi ng, have been paying to reinburse the
devel oper for the assets and will continue to pay for
several years. In addition, the assets as part of the
purchase of Eureka will go into rate base for which
t hose customers will continue to pay that rate base
and the return on that investnment. So unlike other
custoners for whom M ssouri Anmerican m ght construct
sone infrastructure, sone plant, and then recover that
and recover return, for those particular custoners
they will be subject to the normal situation for
custoners plus an additional tax assessnent.

Q If those purchasers of the lots in that
subdi vi si on rather than pay the assessnment over the
years had paid for those devel oper costs upfront as
part of the purchase of the lot, would staff still
have that sane position?

A. No. The typical devel opnment situation,
devel opers, of course, are trying to maxim ze their
profit. They are trying to recover any of their

expenses through the sale of | ots and devel opnent.
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They are subject to market forces. They may not be
able to recover as nuch as they would like or all of
It, but it is expected that fol ks who are purchasing a
| ot that aren't subject to a special district |ike
this, that, yeah, they will have already had to pay
for sonme portion of it in the purchase of the |ot.

Qur position would be different if it was an average
situation, yeah. These assets being contributed to
Eureka and then sold to M ssouri Anerican is a unique
situation for ne. | have never encountered it. And
staff nmenbers | have talked to haven't encountered one
In this particular situation before.

Q Is it common for devel opers to construct
assets that are then donated to the city, to the
muni ci pal water or sewer systenf

A. That's the nore typical situation that | am
famliar with. Yes, sir.

Q Al right. | don't have any further
questions. M. Van CGerpen, do you have any foll ow up
guestions?

MS. VAN GERPEN: Not hi ng, Your Honor.
JUDGE SEYER: Al right. M. Cooper?
MR. COOPER: Yes.
EXAM NATI ON
QUESTI ONS BY MR. COOPER:
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Q M. Gateley, | think |I heard you say that
In a situation where there was no CI D where a
devel oper constructed a system tried to, naybe did,
maybe didn't recover costs through the sale of the

| ots or lot prices, that staff would view that

differently than the CID situation. |Is that what you
sai d?

A. Yes.

Q So in that situation where the assets were
contributed and there is no CID -- contributed by a

devel oper and there is no CID, you would not view that
as a contributed pl an?

A ["mnot an auditor so I"mnot -- | don't
cal cul ate such things. That refinement of that Kkind
of question would probably be better for Amanda
McMel | en.

Q Okay. What causes ny confusion is in this
case staff suggested that it didn't know about the CID
at the tine it did its recommendation, and yet it did
view the Arbors construction costs as a contri buted
pl an, correct?

A. When we initially asked M ssouri Anerican
and DRs for what the contributed plan was the response
I ndi cated there was none. It's ny understanding the

staff found out about the contributed plan for the
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Arbors when they nade the effort to go to the city and
review the records and di scuss the situation with the
city. Again, | wasn't in that particular portion of
the investigation so |I'm speaking to ny understandi ng
of it.

Q But it was still identified as contri buted
pl ant, wasn't it?

A. Yes. |In our recomendation it was.

Q Okay. Now, the Judge asked you about the
concept of the residents of the Arbors paying tw ce,
and you were tal king about both the CI D assessnents
and then whatever mght be in their rates if M ssouri
Ameri can purchases the systens. Now, you're not
suggesting that the Arbors devel opnment woul d have its
own separate rate fromthe rest of St. Louis County,
are you?

A Rat es woul d be determ ned at the next rate
case. So | can't answer that question for sure, but
at this point I know staff is not making that
contenti on.

Q And staff, in fact, has reconmended in this
case that if the transition proceeds that all of
Eureka's custoners shoul d be becone a part of the St
Louis County water rate making district, correct?

A. I would have to | ook back at ny testinony
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for sponsoring of the staff req.

Q But let's assunme that's the case. |If it
Is, wouldn't the amunt associated with the Arbors
wat er system be essentially spread throughout the St
Louis County rate making district?

A. Yes. The total amount of the purchase of
Eureka in addition to the noney spent to renedi ate
Eureka's assets woul d be spread anongst all the
custoners in that rate district including the assets

of Arbors.

Q Whi ch is several hundred thousand custoners

or at |east a couple hundred?
A. Yeah. More than that, yes.
Q Okay. Thank you.
JUDGE SEYER: Al right. Ms. Bretz, do
you have redirect?
MS. BRETZ: No.
JUDGE SEYER: Al right. Thank you. Ms.
Bretz, call your next w tness.
MS. BRETZ: OQur next witness is Amanda
McMel | en.
JUDGE SEYER: Would you raise your right
hand pl ease? Thank you. Do you solemly swear or
affirmthat the testinony you give in this hearing

shall be the truth, the whole truth, and nothing but
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the truth?
THE W TNESS: | do.
JUDGE SEYER: Go ahead.
EXAM NATI ON
QUESTI ONS BY MS. BRETZ:

Q Ms. McMellen, would you pl ease state and
spel |l your nane?

A It's Amanda McMellen. A-ma-n-d-a,
Mc-Me-I-|-e-n.

Q Where are you enpl oyed and what's your job
title?

A. ' m enpl oyed by M ssouri Public Service
Comm ssion as utility regulatory audit unit
supervi sor.

Q Are you the sanme Amanda McMel | en who caused
to be prepared testinony titled direct testinony of
Amanda McMel | en?

A. Yes.

Q Do you have any changes or corrections to

your testinony?

A. | do have one correction.

Q What is it?

A. On page 2, line 15, | want to strike and
Mayor Sean Fl ower and change "were" to "was" because

he was not present at that nmeeting. That's ny
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m st ake.
Q Wth this change is your testinony true and
direct to your know edge?
A Yes, it is.
Q If | asked you those sane questions today
your answers woul d be the sanme?
A Yes.
Q Judge, we offer Ms. McMellen's testinony as
Exhibit 112,
JUDGE SEYER: Al right. Are there any
objection? Al right. Exhibit 112 is admtted.
M5. BRETZ: And staff tenders the w tness
for cross exam nation.
JUDGE SEYER: Ms. Van Gerpen, do you have
any questions?
MS. VAN GERPEN: Not hi ng, Your Honor.
JUDGE SEYER: M. Cooper?
MR. COOPER: Yes, Your Honor.
EXAM NATI ON
QUESTI ONS BY MR. COOPER:
Q Ms. McMellen, do you agree with M. Gatel ey
t hat generally properties that are contributed or
given to the utility or city by a devel oper where
there is no CID would be included in rate base or in

your experience would you identify that as a
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contributed plant?

A. Yes, we woul d.
Q Ckay. If you were to estinmate an annual
revenue requi renment associated with 2.9 mllion of

M ssouri Anmerican's rate base, do you have a back of

t he envel ope percentage that you use for -- | have
heard peopl e use ten percent or 11 percent or whatever
it mght be to take into account a rate of return on
that plus sonething for depression. Do you have any
sort of percentage that you use for that purpose?

A. As an estimation, typically about ten
percent .

Q So for 2.9 mllion that would be about
290, 000 woul d be annual revenue requirenment associ ated
with that sort of rate base?

A For Arbors rate base, correct.

Q. And | suppose fromrate case to rate case
that would al so reduce, wouldn't it, as depreciation
reduced the amount of plant on which the conpany was
receiving a return?

A. Yes. That's correct.

Q But in your -- let's say it's 290, 000,
given the size of St. Louis County district for
M ssouri Anerican for water, sonething perhaps |ess

than a dollar per custoner across the district, is
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that the sort of magnitude that we're tal ki ng about?
A. That sounds about right. That's just for
Arbors. That's not including the total difference.
Q Right. Just isolating this Arbors piece?
A Correct.
Q That's all the questions | have here.
JUDGE SEYER: Al right. Thank you. Are
there any questions fromthe conm ssioners? All
right.
EXAM NATI ON
QUESTI ONS BY JUDGE SEYER
Q Ms. McMellen, | would ask you the sane
guestion | asked M. Gateley. Wuld it nake a
difference if those homeowners who bought lots in the
subdi vi si on had paid for those as part of their | ot
purchase or hone, just if it's a conpleted hone, as
opposed to paying the assessnents, would your opinion
be different as far as whether they are payi ng doubl e?
A. In my opinion, they wouldn't be paying
doubl e, but the staff calculation would remain
unchanged.
JUDGE SEYER: Ms. Van GCerpen, do you have
any foll owup questions?
MS. VAN GERPEN: Not hi ng, Your Honor.
JUDGE SEYER: M. Cooper?
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MR. COOPER: Not hi ng, Your Honor.

JUDGE SEYER: Any redirect?

MS. BRETZ: Not hi ng.

JUDGE SEYER: Al right. Thank you, Ms.
McMel | en.

THE W TNESS: Thank you.

JUDGE SEYER: Ms. Bretz, do you have
further w tnesses?

M5. BRETZ: W don't have any further
W tnesses. We do have two other exhibits that have

been filed in EFIS. | would |like to have them

adm tted. The first is the certificate of the state

audi tor and sone attached docunents. We woul d ask

that to be entered as Exhibit 113.

JUDGE SEYER:
t hat ?
MS. BRETZ:

Exhibit 113 is adm tted.

Are there any objections to

And then the other exhibit is

the affidavit of Sneha Darsi.

She is with the County

Department of Revenue and attached docunents. W ask

that to be entered as Exhibit 114.

JUDGE SEYER: Al right. And that has

al ready been filed in EFIS, correct?
M5. BRETZ: Yes. Both of these have.
JUDGE SEYER: Is it there any objection to

that? Do we need to take a break here?
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MR. COOPER:
JUDGE SEYER:
"til and we'l |

(Wher eupon,

not hi ng but the truth?

THE W TNESS: | do.
JUDGE SEYER: Al right. Thank you. o
ahead, M. Cooper.
EXAM NATI ON

QUESTI ONS BY MR, COOPER:

go off the record.

JUDGE SEYER: Let's go back record. M.
Cooper, call your first w tness.

MR. COOPER: Thank you, Your Honor. We
call Sean Fl ower.

JUDGE SEYER: Good norning. Wuld you
rai se your right hand pl ease? Thank you. Do you
swear or affirmthat the testinmony you will give in
this hearing shall be the truth, the whole truth, and

And are the testifying here today in a

Is that capacity?

Q Pl ease state your
A Sean Fl ower.
Q
capacity for the City of Eureka?
A Yes.
Q And what
A. ' mthe mayor

Page 344

Just a short one.

Let's break until about five

a break was taken.)

nane.

of Eur eka.
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Q And you testified in this case previously,
correct?
A. Yes.

Q And you prepared for purposes of today's
proceedi ng, rebuttal testinony concerning the Arbors
that is found in question and answer fornf

A. Yes.

Q Your Honor, | would like to mark that for
i dentification as Exhibit 14.

JUDGE SEYER: Al right.

Q (By M. Cooper) Mayor Flower, do you have
any changes that you need to nmake to that testinony at
this tinme?

A No. [It's accurate.

Q And thus if | were to ask you those
questions and your answers as reflected therein would
be true and correct to the best of your information,
know edge, and believe?

A. Yes.

Q Your Honor, | would offer Exhibit 14 and
tender the witness for cross exam nation.

JUDGE SEYER: All right. Are there any
objections to the adm ssion of Exhibit 14? All right.
Exhibit 14 is admtted. M. Van Gerpen, do you have

any questions?
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MS. VAN GERPEN:
JUDGE SEYER:
MS. BRETZ:

JUDGE SEYER:

guestion fromthe comm ssi oners?

none, M. Flowers (sic), |

EXAM NATI ON

QUESTI ONS BY JUDGE SEYER:
Q Do you -- or

of what
MS. BRETZ: |

Q (By Judge Seyer)
roughly page 7 and 8 of that
that those -- that's nore or
costs that were incurred for
t he Arbors subdivision at

A. Yes.

devel oper was authorized to have certain classes of

rei mbur sement,

rei mbursed fromthe Cl D,

Q And so woul d you agree that al

al |
t he water and sewer

M ssouri Anmerican water?

A. On the schedule that's attached?

Ms. Bretz?
Not hi ng,
Ckay.

have a coupl e questi ons.

can we provide himwth a copy

is referred to as docunent 2U?

can do that,

| east as of that date?

This is the schedule of basically the

and this was their

the district.

of those assets that were constructed are part of

assets that are to be sold to
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Not hi ng, Your Honor.

Your Honor.
Are there any
Al |

right. Hearing

Your Honor.

Thank you. If you go to
docunent, woul d you agree
| ess a breakdown of the

the CID when it cones to

actual request to be

of that,
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Q Yes. On what is -- let's just --
A. It's the one titled Parc Front Group LHP

Am 1 on the right page?

Q. Uh- huh.
A These are not all water assets.
Q So -- and | understand what you're saying,

there is the asphalt trail and also streets and what
have you?

A Yeah. It looks to ne on this there was
about $590, 000 for the street and paving and then
there was another paving and trail that's shown as
$48, 000. So there was $640, 000 or so that was
non-wat er assets that were allowed to be reinbursed.

Q Okay. And water system assets are what is
being sold to M ssouri Anmerican Water?

A. Yes. The rest of the costs were all
associated with the water system

Q Was there -- so was there any part -- is
there any part of the sewer systemthat's in the
Arbors subdivision that's also part of the sale?

A. Yes.

Q What is that?

A. Well, there would be in conjunction with
t he Arbors subdivision a |arge section of sewer was

constructed to tie in -- there was a big line running
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under neath H ghway 44, and then there is all
transm ssion system for sewer within the subdivision.
So there are all sorts of sewer inprovenents. Sone
are directly related to the individual hones in the
Arbors and zoom are related to hooking that
subdi vision up to the actual overall systemthat takes
It back to our treatnent plant.

Q And al so were there any lift stations
constructed for that subdivision?

A. | do not believe they had a |ift station.
| believe that is gravity systemthrough there.

Q And when those water and sewer system

addi ti ons were conpl eted, how were they transferred to

the city?
A Cenerally, what's done is on water and
sewer we'll go out -- the city will inspect after

they are conplete and make sure those systens are
properly built, we'll get as-built plans that shows
t hey have been built as designed. And generally, they
are accepted at that point on plat by plat basis.
Sonetines a | arge devel opnent m ght have phases, but
as it stands now as soon as it's done they tell us
It's done, we inspect it and accept it.

Q How is it that you accept it? Wat's the

procedure?
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A. Generally, it's with the subdivision plat
comng in. There is an approval process. |It's
basically through subdivision inspection. W have a
series of things that we know it's eligible.

Q Not a formal resolution?

A. There is not a formal resol ution. There i s

not one specific just to that.

Q Per the devel opnent agreenent and | don't
know t hat you need to | ook at devel opnment agreenent,
but it is schedule three.

MS. BRETZ: It is at the end of the
docunent.

Q (By Judge Seyer) | wasn't sure if you had
given himthat portion of it. Has a certificate of
conpl eti on been submtted by the devel oper and
accepted by the City and the CID?

A |'d have to really |l ook and see. There is
so many different certifications that go in and things
that go on with this, |I'mnot sure. |"d have to read
that one to give you a good answer.

Q At the risk of getting off on a tangent -
| hope I"'mnot. But you're famliar with the
engi neering report that was used as part of the
appr ai sal ?

A. Yes.
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Q Okay. If that engineering report referred

to alift station and it's referring to the Arbors
lift station, with a building value of $350, 000 --
A. You could be correct. That may be and it
coul d be oversight of nmy know edge of |ift station

there in that subdivision. | could rephrase what |'m

saying. |'mnot famliar with that in there, but if
that's in the engineering report it very well could be
accurate and it's an om ssion by ne.
Q Okay. | don't have any further questions.

Ms. Van Cerpen, do you have any questions?

MS. VAN GERPEN: Not hi ng, Your Honor.

JUDGE SEYER: Ms. Bretz, any --

MS. BRETZ: No, thank you.

JUDGE SEYER: M. Cooper, do you have any
redirect?

MR. COOPER: No questions.

JUDGE SEYER: Al right. Thank you, thank
M. Flower. M. Cooper, call your next w tness.

MR. COOPER: Thank you, Your Honor. We
call Brian LaG and.

JUDGE SEYER: M. LaGrand, would you raise
your right hand please? Thank you. Do you swear or

affirmthe testinony you

about the truth, whole tr

give in this hearing shal

uth, and not hi ng but the
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truth?

THE W TNESS: | do.

JUDGE SEYER: Thank you. Go ahead, M.
Cooper.

MR. COOPER: Your Honor, we'll mark or we'd
like to mark M. LaGrand's rebuttal testinmony as
Exhibit 15 for identification.

JUDGE SEYER: Al right.

EXAM NATI ON
QUESTI ONS BY MR. COOPER:
Q Pl ease state your nane.
A Brian W LaG and.
Q By whom are you enpl oyed and what position?
A M ssouri Anmerican Water. |'mdirector of

rates for M ssouri.

Q And you have previously testified in this
case?

A | have.

Q Did you prepare for purposes of today's

proceedi ng testinony rebuttal testinony concerning the
Arbors in question and answer fornmat?

A. Yes, | did.

Q If I were to ask you the questions
contained in that exhibit today would your answers as

reflected therein be true and correct to the best of
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your information, know edge, and belief?

A. Yes.

Q Your Honor, at this tinme | would offer
Exhibit 15 into evidence and tender M. LaG and for
Cross exam nati on.

JUDGE SEYER: Any objection? Exhibit 15
Is admtted. M. Van Gerpen, do you have any
guestions?
MS. VAN GERPEN: Not hi ng, Your Honor.
JUDGE SEYER: Ms. Bretz?
MS. BRETZ: Briefly. Thank you.
EXAM NATI ON
QUESTI ONS BY MS. BRETZ:
Q Good norning, M. LaG and.
A. Good nor ni ng.

Q Do you have your testinmony in front of you
t here?

A | do.

Q Per haps you don't have to refer to it, but

do you renenber witing in your testinony that M.
Gateley's statenent that the Arbors residents will pay
for the water systemtw ce, that that's incorrect?

A. | do.

Q Ckay. And that's on page 8 going over to
page 97
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Yes, | see that.
Let's wal k through this just briefly.

Sur e.

o > O »

So residents of the Arbors are paying CID
assessnments, right?

A. That's ny understandi ng, yes.

Q And are you aware of how nmuch CID
assessnents are?

A. | believe it depends on the size of the

home or maybe size of the lot. Maybe $500 to $700

annual |y.

Q. If | said $500 to $800, that's in the
bal | par k?

A Yes.

Q Are you aware of how |long they'|ll be paying

t hose assessnents?

A. "' m not .

Q If | said they will be paying them for up
to maybe 32 years, does that sound famliar?

A. ["'mnot famliar with the term but |I'm
sure it's in the agreenent for the CID.

Q Ckay. But you're aware they will be paying
t hese assessnments for a nunber of years?

A. Yes.

Q Are you aware what these assessnents pay
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for generally?

A. Yes.

Q What do they pay for?

A My understanding is that is to reinburse
t he devel oper for costs associated with sonme water
infrastructure as well as sone roads and ot her
non-wat er infrastructure.

Q Sure. Sure. So the residents of Arbors
wi |l be paying for the devel oper's costs of the water
system is that correct?

A. Yes.

Q Ckay. And then if M ssouri Anerican
purchases the Eureka sewer and water system at $28
mllion, that $28 mlIlion will be incorporated in
M ssouri American's rate base; is that correct?

A. Yes.

Q And as part of that rate base is it
accurate to say that the ratepayers are paying for the
wat er systenf?

A. It's water systemin its entirety, yes.

Q Okay. So they'll be paying tw ce for the
wat er system first through their CI D assessnent and
second tinme through their Anerican Anerican rates; is
that correct?

A No. | disagree with that.
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Q What's your reason for that?

A Vell, when we get the fair market val ue,
you know, appraisal of the property, which of course
Is different than a net val ue approach where they say
if the conpany had not elected to use the appraise
met hodol ogy, the appraisal is for the entire system
There is not appraised value for each specific asset.
And that the appraisal price would then be all ocated
over the assets. So it eventually goes on to M ssouri
Anerican's books and becones part of rate base. So if
the determ nati on was nmade that there should be zero
val ue for these assets that would nean other assets
woul d have little bit higher value, but in total the
entire systemwould still be $28 mllion.

Q But resident of Arbors will pay sane rates
as their other neighbors in Eureka, isn't that
correct?

A Under M ssouri Anerican ownership?

Q Ri ght .

A. Yes. As they do today under the city's
owner shi p.

Q Sure. So they will be paying for the water
system through their rates?

A. Yes.

Q Okay. So they will be paying through the
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CID and then through M ssouri Anerican rates tw ce?

A | still don't see it as tw ce.

Q Ckay. | don't have any other questions.
Thank you.

A. Okay.

JUDGE SEYER: Any questions fromthe
comm ssi oners?
MR. SILVEY: No questions, Judge.
JUDGE SEYER: Thank you. | have got a
questi on.
EXAM NATI ON
QUESTI ONS BY JUDGE SEYER
Q This is simlar to nmy question to Mayor
Flower. You are famliar with the engi neering report
t hat was used as a basis in the appraisal, correct?
A. Yes.
Q And in that engineering report there was a
City of Eureka asset value report depreciated val ue
assets in insurance list. Does that sound famliar?
A. Yes. It's been sonme tinme since | reviewed
t hat report, but --
Q Ckay. And so that list, it lists assets in
the Arbors subdivision. And | just want to kind of go
down the list real quickly. There is a well that was

constructed, correct?
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A. Yes. Yes.

Q A 500, 000 gall on storage tank, water
storage tank, and a building that included water
treatment nechanisnms for |ack of a better word. Does
that sound famliar?

A. CGenerally. Again, | don't have the list in
front of nme, but in general, yes.

Q And al so on the sewer system side there was
alift station that was installed?

A. Yes. Again, wthout reviewng it --
subj ect to check, yes.

Q M. Cooper, those tables were not -- have
not been previously included in the exhibit that was
t he engineering report. Wuld you have any objection
to those two tables being admtted as a Conm ssi on
Exhi bi t?

MR. COOPER: | don't think so, Judge, but
having said that, |I'd like to see themso | make sure

| know what you're referencing.
JUDGE SEYER: Sure. Let's go off the
record and you may approach the bench.

(Wher eupon, a short break was taken.)

JUDGE SEYER: After some investigation off

record, those tables are in the record as part of M.

LaGrand's direct testinony, which is Exhibit 11. So
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Exhi bit 11, schedule BW.-3 pages 17 and 18, so there
IS no need to resubmt it as an exhibit. So Ms. Van
Ger pen, do you have any foll ow up questions?
MS. VAN GERPEN:  Not hi ng, Your Honor.
JUDGE SEYER: Ms. Bretz?
MS. BRETZ: Not hi ng.
JUDGE SEYER: Any redirect?
MR. COOPER: Very briefly, Your Honor.
EXAM NATI ON
QUESTI ONS BY MR. COOPER:

Q M. LaG and, you were asked by staff
counsel, Ms. Bretz, about why you say that the Arbors
custonmers will not be paying twi ce for the water
system Were you here earlier when Ms. McMell en
testified?

A. Yes, | was.

Q And did you listen to her testinony
concerning kind of a high level estinmte of what
i mpact $2.9 mllion of rate base would have on the
rates for the Arbors custoners?

A Yes. | believe her estimte was
approxi mately $209, 000, but it's a requirenment overall
whi ch woul d then be spread across 345, 000 custoners.

Q So sonething less than a dollar, would you

agree with that kind of order of magnitude assessnent
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of what inpact this could have at worst on an Arbors

cust oner ?

A. Yes.

Q That's all the questions |I have, Your
Honor .

JUDGE SEYER: Al right. Anything further
for this wtness?

MR. COOPER: No, Your Honor.

JUDGE SEYER: You may be excused.

THE W TNESS: Thank you.

MR. COOPER: Your Honor, | have -- 1'l]
let M. LaGand clear here. | was asked during
openi ng statenents about the overall vote for the
Eureka resol ution, and that can be found in Mayor
Fl ower's direct testinony, page 7, which is Exhibit 1
in the case, and reflects that there were 2289 yes
votes, which is approximately 67 percent yes, to 1127
no votes, which is approximately 33 percent. And we
have since then | ocated the precinct-specific
I nformati on which we can file pretty quickly, probably
by this afternoon if you would like us to do that.

JUDGE SEYER: Okay. Yes. And is it
obvi ous which precinct the Arbors is a part of?

MR. COOPER: | think we can nmake it

obvious. | think there is a map that identifies the
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precinct and then by that you can tell that is the
preci nct that enconpasses the Arbors.

JUDGE SEYER: COkay.

MR. COOPER: Do you want to assign an
exhi bit nunmber for that identification for that file?

JUDGE SEYER: | believe we're up to
Exhi bit 16.

MR. COOPER: Yeah. So Exhibit 16 would be
the results of the el ection broken down by precinct.
And are there any objections to that com ng into
evidence? All right. Then once that is submtted it
will be admtted into evidence.

MR. COOPER: Thanks, Your Honor.

JUDGE SEYER: Do you have further
W t nesses?

MR. COOPER: | do not.

JUDGE SEYER: Do the parties need a break
before closing argunents?

MS. BRETZ: A short break woul d be great.

JUDGE SEYER: Let's break for ten m nutes
and go back on the record at 10: 35.

(Wher eupon, a short break was taken.)

JUDGE SEYER: "Il take closing argunents
beginning with the staff, M. Bretz.

MS. BRETZ: Thank you, Your Honor. | would
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like to briefly rem nd the Conm ssion of the | arger

pi cture here. Sure, the people of Eureka voted to
sell their systenms to M ssouri Anerican according to
the testinony of Mayor Flower. 2289 people in the
city of Eureka voted to sell the systens. The bigger
picture is that the approximately 340,000 M ssouri
American custoners of St. Louis County did not have

t hat opportunity. They did not have the opportunity
to exam ne the appraisals. They didn't have the
opportunity to go to town hall neetings. They
probably didn't think of |ooking at FA request on the
city of Eureka's website. They didn't have the
opportunity to ask M. Flower questions. They had
really no opportunity to make a deci si on whet her
paying nore for the system s value was in their best
interest. So 2289 voters conpared to the |arger

pi cture of 340,000 people -- custoners is really a
drop in the bucket. [It's mniscule. And of course,
It's pure speculation, but if given the choice whether
to pay nore than net book value for the system pay
nore for the systemthan they are worth, | woul d

I mgi ne a | arge nunber of 340,000 people would say no,
| don't want to do that even if it's a dollar a year,
a nonth, there is no value to us there. The apprai sal

statute creates the potential of perverse incentives.
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Of course, Eureka's voter voted to sell their systens
for $28 mlIlion. $28 mllion, $40 mllion, $50
mllion, it doesn't nake any difference. They were
unhappy with the quality of the water. They knew
their sewer systemwas failing. They wanted to unl oad
it. The nore the better, and that's what they got.
What they are potentially being paid is nore than what
the systemis worth. It also creates perverse

i ncentive for Mssouri Anerican. The stockholders in
M ssouri Anmerican are not going to pay for that added
-- for the increased value. |In fact, they get
rewarded for it because the increased value wll be
reflected in in their rate of return. Sure, in the

bi gger scope of things this purchase -- potenti al
purchase will have a small burden on all ratepayers,
but there is also a slippery slope argunment here.

Al'l owi ng M ssouri Anerican to purchase for $28
mllion, which is substantially nore than what staff
conmput ed net book value to be which has been, of
course, traditional way of basing rates will encourage
M ssouri Anmerican to purchase nore systens at inflated
prices. This clearly does not created fair, just, and
reasonable rates. And we ask for the Conm ssion to
deny the application entirely.

JUDGE SEYER: All right. Thank you. M.
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Van Gerpen, would you like to make a cl osing argunent?
MS. VAN GERPEN:. Yes. Just briefly, Your
Honor. Again, the OPC would like to rem nd the
Comm ssion of its position that the Conmm ssion should
deny M ssouri Anmerican Water Conpany's application for
CCN to acquire the city of Eureka's water and sewer
systens because the acquisition sinply is not in the
public interest. In making its decision the
Conmm ssion nust bear in mnd that it is the Conmm ssion
itself, not Mssouri Anerican Water Conpany, who nust
determ ne whet her the requested CCNs are necessary or
convenient for the public service. Mssouri Anmerican
Wat er Conpany's decision to proceed under the
apprai sal statute does not change this fact. Here if
M ssouri American Water Conpany acquires the Eureka
systens as it proposes to do, the resident of Arbors
subdivision will pay twice for parts of their water
system once through the Arbors of Rockwood community
| nprovenent special assessnment and once through their
M ssouri Anerican Water rates. Today we | earned the
cost or reinbursenment through the CID are nostly for
the water systemwhich will be sold to M ssouri
Anerican Water Conpany. The residents of the Arbors
w |l continue to pay their special assessnent through

approxi mately 2048. W also | earned that M ssouri
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American Water Conpany will place the systeminto rate
base, which directly affects these custoners' rates
for their water service. Therefore, the citizens wll
likely pay twice for part of their water system For
this and the reasons addressed in the OPC s initial
and post-hearing brief, it sinply cannot be that under
t hese circunstances the acquisition is necessary or
convenient for the public service. Therefore, OPC
requests that the Conmm ssion deny the requested CCN.
JUDGE SEYER: Al right. Thank you. All
right. M. Cooper, would you like to make a cl osing
argunment on behalf of M ssouri Anerican Water Conpany?
MR. COOPER | would thank you, Your Honor.
There is argunment that St. Louis County custoners had
no opportunity to approve or not approve this
transaction. | don't think there is anything unique
or unusual about that. That's true of every
situation. Having said that, we addressed in our
previous briefs potential rate inpact on those
exi sting custonmers. We think that to use Ms. Bretz's
word, any inpact on existing water custonmers fromthis
acquisition would be mniscule, and in fact, on the
sewer side there is likely benefits for the existing
sewer custoners. |In regards to the process of

arriving at the fair market value, it certainly is
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what has been used as a process identified in section
393. 320, the appraisal process itself. The use of
certified appraisers, the use of nore than one
appraiser, | believe, continues to be a buffer and a
good judge of what the fair market val ue of water and
sewer assets are in this case. | think therein kind
of lies the fundanental disagreenent that we have with
staff. Inits closing it again nentioned conparison
of the net book value, which is purely regulatory rate
making termto the fair market value. These things
are two different things. W' ve tal ked about that
before in this matter and in our briefs and would ask
the Comm ssion it keep that in mnd as it noves
forward. | think the one additional fact that we did
not have quite as specifically at the start of the day
as we have now through testinony is that even if --
and we don't agree with this -- but even if one wants
to view the Arbors residents as paying twi ce for
assets because of the M ssouri Anerican rate, the
amount of or the annual revenue requirenent associ ated
with $2.9 mllion of Mssouri Anmerican rate base is
likely to be less than a dollar per year those Arbors
residents would end up paying. So it is an extrenely
smal | ampbunt at worst even if one wants to |look at it

in that fashion. Beyond that, Your Honor, | would
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just refer you to ny opening statenent. | don't think
anyt hi ng woul d change from ny opening statenent based
upon the evidence that was taken today. And | very
much thank you for your tine.

JUDGE SEYER: Al right. Thank you. Are
there any other matters that need to be addressed
before we adjourn. All right. Then this evidentiary
hearing is adjourned and we are off the record.

(Wher eupon, the hearing was adjourned at

10:41 a. m)
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CERTI FI CATE OF REPORTER

STATE OF M SSOURI )
) Ss.
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|, Jeanne M Pedrotty, a Certified Court Reporter (MO
and Certified Shorthand Reporter (IL), do hereby
certify that the proceedi ng af orenenti oned was held on

the time and in the place previously descri bed.
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