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REPORT OF INDEPENDENT CONSULTANT 

 

 

Roger Sallee 
President, Board of Directors 
Camden County PWSD #4 
 
 
Boone Partners, LLC (“Boone Partners”) has been asked and engaged by Camden County PWSD #4 
(“CCPWSD”) to provide an Engagement Report (the “Report”) with respect to the reasonableness of 
acquiring the assets, obligations, and customer base of Lake Region Water & Sewer Company 
(“LRWS”) for an estimated $6.4 million (the “Offer”), subject to final negotiation, agreement among 
parties and documentation.  
 
Scope of Work 
 
The scope of the engagement was limited to the examination of financial statements of LRWS 
provided by CCPWSD and providing information to CCPWSD on differing valuation methods 
based on historic and current market conditions. 
 
In order to determine the reasonableness of this acquisition price we reviewed and studied LRWS’s 
assets, revenues, expenses, cash flows, and projections over the last several years, reviewed financial 
and valuation models, looked at comparable transactions (where available), and corresponded and 
conducted discussions with the party’s advisors.   
 
Our work consisted of an examination of market value indication models and methodologies 
including current assessment data of cost, revenue and income, current water company sale listings 
(where available) and comparable private or public water company acquisition information (where 
available).  This data was analyzed in order to arrive at an estimated range of values to determine the 
reasonableness of the Offer. 
 
The information provided in this Report serves as the basis for our findings, observations and 
opinion.  It is intended to be used solely by the Board for information purposes and solely for the 
purpose of determining the reasonableness of the acquisition price currently being negotiated.  
Boone Partners’ written consent must be obtained prior to any other use.  The content of this 
Report may not be disclosed to unrelated third parties (other than independent auditors or the 
extent disclosure is required by law, an order of a court or governmental or regulatory agency) 
without our prior written consent.  The conclusions reached represent the considered opinion of 
Boone Partners based solely on information provided by CCPWSD (the “Documents”). 
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CCPWSD’s Responsibility 
 
CCPWSD is responsible for the accuracy and completeness of the information provided and 
contained in the Documents including the responsibility for internal controls relevant to the 
preparation and fair presentation of financial statements that are free from material misstatement, 
whether due to fraud or error.  This Report is not intended (i) to be an audit of the accuracy, 
completeness or validity of the Documents, (ii) to express an opinion on the internal controls or 
existing auditing programs of CCPWSD or LRWS or (iii) to express a legal opinion on the validity or 
enforceability of the acquisition.  We have not audited, reviewed, or compiled the information in the 
Documents and, accordingly, we express no audit opinion or any other form of assurance on this 
information. 
 
Boone Partners’ Responsibility 
 
Our responsibility is limited to providing an opinion on reasonableness of the proposed acquisition 
price.  Boone Partners is not acting in an advisory capacity nor does it owe a fiduciary duty to 
CCPWSD, LRWS, their owners or outside advisors.  Findings, observations, and opinions herein are 
valid as of the date of this Report and we have no obligation to update this Report for information 
that comes to our attention at a later date. 
 
Assertions and opinions expressed constitute judgments as of the Report date and, along with other 
information provided, are subject to change without notice This Report is for informational 
purposes only and is not recommending an action to either CCPWSD, LRWS, their owners or 
outside advisors.  Notwithstanding the assertions and opinions herein, no representation, guarantee 
or warranty, express or implied is made as to the achievability of the results contemplated by the 
proposed acquisition price that is the focus of this examination.  Differences between actual and 
expected results may be material; and achievement of the desired results is dependent on actions, 
plans, and assumptions of CCPWSD, LRWS, their owners or outside advisors.  Conclusions reached 
herein are based on the assumption that the current level of management expertise and effectiveness 
will continue to be maintained, and that the character and integrity of the enterprise through any 
future change of control would not be materially or significantly changed.   
 
Findings and Observations 
 
The following findings and observations serve to establish a reasonable and adequate basis for 
arriving at an estimated range of values which were then compared to the Offer.  It is understood 
CCPWSD desires to acquire LRWS assets and its operations for a reasonable price and that 
CCPWSD believes a combination of the current market and operations of both entities under a 
commonly owned Water System is in the best interests of both entities and their customers.  We 
concur with this assessment based on our examination of LRWS’s financial information, 
conversations with the party’s advisors, and from prior experience with previous system integrations 
already in place. 
 
Our understanding is that under the proposed acquisition terms CCPWSD would acquire all the 
assets, operations and customer base of LRWS for an estimated (but still to be negotiated) one-time 
payment of approximately $6.4 million.  This acquisition would be subject to the approval of the 
Missouri Public Services Commission which is not expected to be unreasonably withheld.  Upon 
closure of the sale and acquisition, LRWS would no longer directly or indirectly own any of the 
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assets of the LRWS system.  Those would be transferred to CCPWSD under a Sale and Purchase 
Agreement. 
 
We examined the Documents to determine the value of LRWS and the reasonableness of the 
proposed acquisition.  
 
We found: 
 

 The Documents included LRWS Annual Reports and internal financial statements for 
2013, 2014, and 2015, the budget for 2016, and other internal projections.  We compared 
the Annual Reports with the internal financial report and reconciled any differences that 
were found based on information provided. 

 

 Internal budget projections provided for 2016 were used to estimate projected 2016 and 
2017 free cash flow (cash available for debt service) of $364,902 and $413,426, 
respectively (see Exhibit 1).  Our estimate of LRWS’s book value of $1,014,713 was 
based on the 2015 PSC Annual Report with an adjustment for projected 2016 results.   

 

 Revenue from Combined Water and Sewer Operations and Other Income was $960,702 
and Operating Expenses were $1,082,999 (inclusive of depreciation and interest 
expense), resulting in a Net Operating Loss $89,139 for Fiscal Year 2015 (see Exhibit 1).  
We also note Total Long-Term Debt of $2,000,000 and Current Liabilities of $179,639.  
Net Contributions in Aid of Construction (CIAC) for the combined water and sewer 
operations is $4,474,555.   

 

 As of this Report, the only major projected Capital Expenditure of LRWS is $26,685 that 
the District believes is needed to upgrade Lift Stations for acceptance.  All of the 
Stations are currently operational and may need to be upgraded to District specifications.  

 

 Our research suggests Water Companies are typically purchased for the income they will 
produce over time.  The proposed acquisition of LRWS by CCPWSD is slightly unique 
in that LRWS and CCPWSD have a history of cooperation and shared services. 
Therefore the acquisition is being made by a public water district that has on-going 
operations already somewhat integrated with the target, unlike the typical acquisition by a 
larger private water company or a publicly traded, investor-owned water company of 
third party, unrelated assets.  Notwithstanding that being the case and with the belief that 
CCPWSD is the natural buyer of LRWS, we believe evaluating the Offer based on what 
a third party purchaser would pay for the asset and operations is reasonable and 
appropriate. 

 

 Net CIAC represents donated plant, currently being amortized over the life of the plant 
rather than recognized as income.  CCPWSD, as a non-regulated entity, will record such 
donated plant as income at the time of donation therefore adding to the CCPWSD’s 
Rate Base and Book Value.     

 

 We calculated estimated values using various standard valuation methods including Free 
Cash Flow (applying both a multiple and a discount method), Price/Book, Price/ 
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EBITDA, Price/Rate Base, Price/Gross Revenue, and Price/Customer Count. Multiples 
were based on our research and a comparison of current Water, Wastewater and Water 
Sewer Company/District acquisitions (See Exhibits that follow). We also provide an 
average of all methods. 

 

 Our understanding is the most likely funding plan for the acquisition of LRWS would be 
through the use of tax-exempt debt, perhaps either a long-term bond or COP issue.  
Based on our experience and knowledge, this seems to be a reasonable way to fund the 
acquisition.  However we believe it would be prudent to seek the opinion of qualified 
bond counsel to confirm that the Plan of Finance meets both federal and state standards 
for tax exemption and the tax-exempt debt is a viable source of funding.  Financing rates 
should be attractive given the current low rate environment.  In addition, recent demand 
for tax-exempt debt has been generally strong, leading us to believe there would be 
interest among Missouri financial institutions and national fixed income investors to 
acquire and invest in this offering. 

 

 We suggest that CCPWSD consult with a qualified Municipal Advisor, Underwriter, or 
Placement Agent to obtain indicative interest rates by maturity and to determine an 
appropriate Plan of Finance for financing and funding the acquisition.  Without knowing 
a Plan of Finance, we were unable to access the impact of various debt structure on cash 
flow projections and therefore, did not include that in our cash flow analysis. 

 
Opinion 
 
Our analysis supported a range of values between $2.6 million and $8.6 million based on 
Comparable transactions and using the above methods and the Rate Base and Financial Information 
and Reports provided.  Therefore, we believe that an acquisition price of $6.4 million is a reasonable 
offer price for the assets, obligations, and customer base of LRWS.   
 
 
BOONE PARTNERS, LLC 
St. Louis, Missouri 
July 21, 2016 
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Exhibit 1: LAKE REGION WATER & SEWER COMPANY FREE CASH FLOWS 
 

 
 

- Based on information provided by CCPSWD 
- 2016 estimates based on 2016 YTD run rates 
- 2017 projection based on 2016 revenue and three-year average expenses as a percent of 2016 revenue 
- CAPEX for 2016 set at $26,685/year 
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Exhibit 2: IMPLIED WATER UTILITY MULTIPLES FOR LRWS 
 
Free Cash Flow A(1)   Multiple   Estimated Price 
 

$391,587 (2016B) Low     7.80       $3,054,379 
   High   19.30       $7,557,626 
   Average  13.70       $5,364,742 
 
Free Cash Flow B(1)   Discount Rate  Estimated Price 
 

$391,587 (2016B) Low      10%       $5,594,100 
    (3% growth)  High       8%       $7,831,740 
   Average      9%       $6,526,450 
 
Book Value(2)    Multiple   Estimated Price 
 

$1,014,713 (2016B) Low      2.10       $2,130,897 
   High     3.50       $3,551,496 
      Average    2.90       $2,942,668 
 
EBITDA    Multiple   Estimated Price 
 

$380,080 (2016B) Low       4.15       $1,577,332 
   High     14.98       $5,693,598 
   Average      9.85       $3,743,788 
 
Rate Base(2)    Multiple   Estimated Price 
 

$2,210,670 (2015) Low       1.52       $  3,360,218 
   High       6.36       $14,059,861 
   Average      4.65       $10,282,774 
 
Gross Revenue   Multiple   Estimated Price 
 

$957,188 (2016B) Low       2.60       $  2,488,689 
   High     17.40       $16,655,071 
   Average      4.90       $  4,690,221 
 
Customer Count   $/Customer   Estimated Price 
 

1,586 (Estimate) Low      $   143      $   226,798 
   High      $4,200      $6,661,200 
   Average     $1,932      $3,064,918   
 

Average of above Methods 
   Low         $2,633,202 
   High         $8,858,656 
   Average        $5,400,353 
 
(1) Excludes planned one-time CAPEX of $26,685 in 2016 
(2) Does not include Net CIAC of $4,474,555 as of 12/31/15 
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Exhibit 3: PUBLICLY TRADED WATER COMPANY COMPARATIVE DATA 
 
 
 
 
Company    Price/Cash Flow Price/Book  Price/Sales 
 
American States Water           19.1       3.4         3.6 
 
American Water Works          11.9       2.9         4.6 
 
Aqua America            16.0       3.4         7.4 
 
Artesian Resources           10.8       2.2         3.8 
 
California Water Service          10.6       2.5         2.7 
 
Connecticut Water Service          15.5       2.6         5.8 
 
Middlesex Water Company          12.7       3.2         5.2 
 
SJW Corp             7.8       2.1         2.6 
 
York Water Co            19.3       3.6         8.5 
 
 
Low              7.8       2.1         2.6 
 
High            19.3       3.5         8.5 
 
Average           13.7       2.9         4.9 
 
 
 
As of July 15, 2016 
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Exhibit 4:   Comparative Sales 
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Appendix A:   Recent Water, Wastewater and Sewer Company Sales 
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Appendix A:   Recent Water, Wastewater and Sewer Company Sales (continued) 




